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TRADE REFORM ACT OF 1973,

TUESDAY, MARCH 28, 1974

U.S. SENATE,
CoMIrrTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to recess, at 10 a.m., in roon 2221,

I)irksen Senate Office Building, the Hon. Wallace F. Bennett
In-esiding.

Present: Senators Bennett, Hartke, Byrd, Jr., of Virginia, Fannin,
ainid Hansen.

Senator BENNE.1TT. Ladies and gentlemen, this morning we wil)
.olitinue our hearings on H.R. 10710, the Trade Reform Act.

Today we will hear from various groups representing the steel
j)roducers and importers. All witnesses have been instructed to con-.
fine their remarks to a 10-minute summary of the principal points
in their written briefs, and the written testimony will be accepted.
for the record and printed in the record in full.

I)uring the interrogation, a 5-minute rule will be in effect during
the first round, and any Senator who wishes to interrogate a wit-
ness-for a longer period of time may utilize the Executivd Room,
which is through the door behind me, after the witnesses have left the
stand.

Our first panel this morning will consist of Mr. Stewart S. Cort,
chairman of Bethlehem Steel; Mr. R. Heath Larry, vice chairman
of United States Steeli Mr. Roger S. Ahlbrandt, chairman of Alle.
gheny Ludlum Industries; and Mr. Mark T. Anthony, vice president
,iiid general manager of Kaiser Steel Corp.; all of whom are represent-
ing the American Iron and Steel Institute.

Gentlemen, we welcome you this morning and we will be very happy
to proceed with the summary of your statements.

As I 'have explained to these gentlemen, I am a fugitive from an.
other committee meeting, and if and when another member of the
committee enters the room, he will take over for me at that time. But
I will be here, I hope, until I hear the statements from all of thq
members of the panel-before me.

We will begin with Mr. Cort.
(1051)
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STATEMENTS OF STEWART S. CORT, CHAIRMAN, BETHLEHEM
STEEL, AND CHAIRMAN, AMERICAN IRON & STEEL INSTITUTE;
R. HEATH LARRY, VICE CHAIRMAN, UNITED STATES STEEL, AND
CHAIRMAN, COMMITTEE ON INTERNATIONAL TRADE, AMERICAN
IRON & STEEL INSTITUTE; ROGER S. AHLBRANDT, CHAIRMAN,
ALLEGHENY LUDLUM INDUSTRIES; AND MARK T, ANTHONY,
VICE PRESIDENT AND GENERAL MANAGER, KAISER STEEL CORP.

Statement of Stewart S. Court

,lrV. Cow. Thank you, Mr. Chairman.
.y lmnie is Stewart Cort; I am appearing today as chairman of the

Aieiiei'n Iron & Steel Institute. ()lr doinewstic mwnmber ('ompzln ies
aveount for about, 95 percent of the steel produced in this country, and
employ over 500,000 workers.

sou said, the gentlemen with me are R. Heath Larry, chairman
of the institute's committee on international trade and vice chair-
mian of nTitited States Steel Corp, Rog6r S. Ahlbrandt, chairman of
Allegheny Ludlum Industries; and Mark T. Anthony, vice president,
general manager of steel division, Kaiser Steel Corp.

Mlr. Chairman, we are fully aware of the heavy schedule of this com-
lnittee, so we will be very brief. What I would like to do is call your
attention to particularly jimportalit l)oifts in our formal statement
which you have copies of. And then Mr. Ahlbrandt will have some
reinaik's relating to the particular problems of the specitLty steel pro-
dlueers. Mr, Anthony will address himself to regional distortions.

The bottom line is that in our view, the trade bill before you is not
attuni(d to the world of today and, even less, to the world of tomorrow.
In fa.t, if passed in its present formi, it will leave us even worse olf
01111w wo ale' flOw.

Ti three basic provisions that are needed in comprehensive trade
legislation are described in our statement.

11'irst, it must provide for sector negotiations for steel and other
basic commodities that are essential to the proper functioning of the
economy. These Fector negotiations would, encompass all tariff and
iiontarif t distortions affecting international trade flows in those
cmmodities.

Sveomd, it. must provide authority to enter into orderly marketing
uireenients on a sector basis similar to the recently negotiated GAW
Multi-Fiber Textile Arrangement; that is, arrangements aimed at
preventing market disruption while moving nations ahead on a course
of lilleralizedtrade.

And third, it must include provisions covering dunpine, subsidies,
n 1l ot her unfair trade practices in such a way as to forcefully convey
(h intention of the United States to counteract such practices.

Air. Chairinli, unless the bill is rewritten to incorporate the fore-
going elements, its enactment will leave us worse off than we are today,
with the inadequate statutes and administrative procedures now in
eftret.

I will skip over our analysis of the current world market situation
,nd the continuing substantial impact of steel imports. But because
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of those realities, we must strongly endorse the principle of interna-
tional negotiations.

As stated in our preferred statement, international negotiations are
itccessary to the steel industry. They can serve dtbe economy in three
ways that will encoturage the continuing development of adequate and
Ile)iable sources of steel.

First, we need access to vital raw materials through trade with any
countryy that can provide such resources, except where overriding na-

tiomial defense or national economic security issues are involved.
Second, we have to reach a maximum degree of understanding as to

what constitutes fair terms of trade in steel.
And third, we have to achieve a well-designed, orderly marketing

wid safeguard system that, in the event of actual or threatened dis-
ruption from imports, will permit prompt, adequate limitation on im-
ports for a temporary period until the disruption has abated.

International negotiations are eqsential in order to reach these three
goals, and the shortcomings of the trade bill in this regard are brought
iito share) focus by the current energy situation.

Ohur Government has shown concern, and rightly so, about what
could happen to forms of domestic energy production that have become
economically viable in recent months bause of the higher prices im-
posed by foreign oil-producing nations.

What wouldchappen to domestic supply sources if those same foreign
)roducers used their leverage to reduce prices to uneconomically low
(1,1'ls just as abruptly as they have raise them? We should be asking

the, same kind of question about steel for reasons that we have set forth
on pages 5 and 6.

'l'his is a matter that ought to be fully understood and carefully
c, 0slidered.

Now I would like to call your particular attention to'several sec-
tiols oi the bill.

First, the section on negotiating authority. Our comments appear
in our written statement. And I w ll only touch on a few of the more
ciicial points. I want to emphasize, that for the steel sector, only nego-
tinltions covering all types of nontariff distortions of trade and not
only tariffs, have a chance of producing meaningful results. 4

.is we point out, in our statement more than 70 percent of the world's
steel output is produced by facilities that are government-owned or
governinent-controlled. Their output and sales are heavily influenced
by political and economic policies of those governments--policies de-
si"ned to attain high levels of employment, to improve their interna-
t ionil balance of payments and to provide adequate supplies of essen-
tin 1 materials.

As I noted earlier, the only practical waYto deal with the trade dis-
toitionis and disruptions that emanate fr6 i'those policies is by inter-
national negotiation. Therefore, we urge that title I be amended.

First, to require sector negotiations or eseitial basic commodities
such as steel covering tari l' and all othei- factors influencing inter
nat iondl trade in those commodities.

And second, to definc3 the terms "barriil tb" and "dsruptions Of"
international trade lo 'as to include the effect 6 tr de arising from
conditions that in fact have a very. pr0fbiprj effect oni trade. They
in.lude national )alince-of-paymhi'ts pioblins, export control , ma-
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trials policies, tax policies, pollutionn abatement programs, Goverii-
ment ownership or control of idustries, subsidies and other nontariff
distortions.

Now I would like to turn to the slljeb*t of safeguards. The obsr-
vations in ou1r statement lead very forcefully to two recommendations.

First, we recommend that tle legislation earlyy recognize that
orderly marketing arrangements are legitimate instruments of trade
policv, and tlt:.t this applies pltliciilarv to commxlities that are es-
sential to tite operation of the e, onomy1N and that reqT Mire heavy, long-
term capital investments in productive facilities. They should (*r-
tainly not be last on the list. of preferred Jmethods of'dealing with
trate problems, as the House bill now has it.

Second, we urge that the bill incorporate the definition of "market
disrupt ion," the import rest raint formula, the consultative pr 1iedres,
and other essential features of the safeguard ineasures embodied in
the recently negotiated Multi-Fibtr Textile Arrangoment.

Finally, we come to the provisions of the trade bill covering unfair
trade prwtices. Although we note several improvements in title 111,
we object to other provisions that are inadequate, if not totally iml.owu-
prehensible. For example, there is a procedural bias against injured
domestic manufacturers. We belive that judicial review of anti-
dumping proceedings would be a hollow proceeding for an American
company that was denied the right to full participation in making the
record which then becomes the sole basis for the judicial review.

Other specific objections are noted in our statement..
To summarize, we urgre that the antidumping and countervailing

duty provision be amended.
First, to perinit all parties to an antidumping case to have v(eiat

rights to be heard.
Second, to eliminate the moratorium on application of countervail.

ing duties.
Third. to define the terms industry " and "injury."
And fourth, to require that the ,ecretary of the Treasury publish-

a notice within 30 days after eceipt of a complaint in order to fix thfs
triggering mochanisni on the running of time imitations.

Sr. Chairman, the changes we are recommending would make a
difference between an accel)table bill and an unacceptable one. W1'e can-
not support a trade bill that, In our judgment and in spite of its fa-
vorable changes. weakens or destroys effective enforcement of the fair
trade laws, perpet rates ineffect ive safeguard procedures, and provides
unconstrained negotiating authority.

Thank you.
SQnator B1 Mr. Thank you very much, Mr. Cort.We will hear all four witnesses before any questions willbeasked.
The next witness is Mr. R. Heath Larry,' vice chairman of United

States Steep Corp. Mr. Larry, youhave 10 minutes.
Mr. LAuMn. Senator, I have no prepared statement at this point.

The other prepared statements are from Mr. Ahlbrandt and Mr. An-
thony. Butl am available for questioning afterward.

Senator BvnN'm.r. In what order, then, would you prefer-
Mr. Con. Mr. Ahlbrandt.
Senator BExm-r. Mr. Ahlbrandt, then, we will be happy to hear

yours.
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Statement of Roger S. Ahlbrandt

Mr. AJII.BA.NaT. Thank you, Mr. Chairman.
I present American Iron and Steel Institute, and also the Tool and
, ii less Steel Industry Committee.
I'Fi1 specialty metals industry of the United States, a vital part of

w Amllierican steel industry andl essential to the key growth industries
,t'i ,liu country, also cannot'support H.R. 10710 in its present form.

Tialte legislation in Anerica must be realistically expansive yet
oil,.(uately supportive of the best interests of the American people.
Sl1 tra(e legislation, in our view, must include these essential ele-
mnts: (1) an early warning provision that will enable our economy
1,) .1lickl. perceive danger and alert the resl)onsible agencies of Gov-
(1 nm~nt, (2) flexibility that will enable our economy to respond
,u 'Ikly and move fast, including a mandatory triggering mechanism
(i ,t 'ItiuVates immediate programs; and (3) coordinated economic
liY that recognizes the fact that bloc and cash-flow economies in

ot,,l: parts of the world differ greatly from the U.S. profit-oriented
0,,OIiiy and that capital formation and the availability of capital
i vv<ztiment fuids are also provided differently by these various
c't'hJIlICS.

We do not find IMR. 10717 in its present form thus responsive to
he, NOw world economic situation in which our companies and our

N-,tin find themselves. We do not find in this bill now the kind of
,,',,,01ili' realism that will permit the American Nation to compete
(,teccively throughout the world. We do not find in this bill an ade-
Yil, r, cognition of the funidainental fact that the American market
miu-t not. l)e wide open for the kind of economic invasion that marked
n *, Of the 1960's and early 1970's, to the serious detriment of Ameri-

,'11 industries and workers. And we oppose in this bill, or any other
inrale bill, economic decisions that are based on noneconomic, that
-. p)oitical, views and positions.

When the specialty steel and metals industry is severely impacted,
either by unrestricted imports, unwise Government controls, includ-
ing discriminatory administration of such controls, unrealistic policies
aol attitudes on critical raw material procurement-largely from
foreign sources--or similar factors, many key industries in the Ameri-
cazi society are also affected.

The specialty steel and metals industry of America is a case history
(if what happens to a vital economic sector when America lowers its
,0.1d. Important product lines of the specialty steel industry were
:iliost wiped out by unrestricted imports during the late 1960's and
early 1970"s, with as much as 70 percent of the markets for certain
sl)(,ialty steel products going to foreign producers under unfair con-
(lit ions of international trade.

That invasion iiot only weakened specialty steel companies by bring-
iii-, llaos to the American marketplace and erodingprofit margins, it
: Iso left a le gacy which may cost our society dearly. r refer to the last-
ing effects of the severely depressed prices of specialty steels which
led to distortions under the economic controls program and to the
aivere impact on the formation of capital investment fund resources
for more American productive capacity and more jobs in specialty
steels.

BEST AVAILABLE COPY
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Relief from the disaster of the late 1960's and early 1970's was toolittle and too late, and that is why we strongly recommend both aner'ly warning provision and a triggering mechanism for automatic ac-tion in a new trade bill. As the world steel capacity nears a billion tonsa year, with mnoro than a milliop tons of largely exportable stainless
st el capacity alone in each of several individual nations, we in spe-cialt, steel fear a repeat of the invasion of our markets, as in the late
196& s and early 1070's, should there be abatement of demand for spe-cialty steels abroad or should the economic policies of foreign govern-
uments dictate a change.

Therefore, a trade bill which will determine our country's economic
f iture for decades to come requires at the very minimum the realismOf sector negotiations, orderly marketing agreements on a sector basisin international negotiations, and strong antidumping, subsidy and
unfair trade practice provisions which the American iron and Steel
Institute here has requested and which we in the stainless and tool
steel industry also strongly favor.

Thank you) Mr. Chairman.
Senator BrNNrr'r. Thank you very much.
And we will now hear Mr. Anthony, vice president and general man-

ager of Kaiser Steel Corp.

Statement of Mark T. Anthony
Mr. ANTHO.Y. Thank you, Mr. Chairman.
My name is Mark Antl!hony, and I am vice president and generalmanager of the Steel Division of the Kaiser Steel Corp., with. head-

quarters in Oakland, Calif.
I appreciate the opportunity to appear before the committee and totestify on It.R. 10710. My testimony will be brief and specific. I will

forego, anv general discussion of the Trade Reform Act of 1973 of thelarger issues of international trade policy as they affect the U.S. econ-omny or the steel industry domestically and internationally. These mat-ter.s and others are of interest to us, but they are covered by other
spokesmen for the American Iron and Steel Institute.I have been authorized by the chief executive officers of five other
stol companies in the western Vnited States to say that they associate
t themselves with my testimony here today. My statement will be con-fined to a specific recommendation for improvement of H.R. 10710.I would like to emphasize that our recommendation to you for amend-
ment of the bill dos not represent special interest pleading. To besure, this proposed amendment grows out of Kaiser Steel's experience
in the steel industry, but it is of general applicatIon to all industry
and thus constitutes an improvement in the bill of broad application
and interest.

The facts on which these reqttests for improvements are based areindisputable. Imports of foreign steel into the western United States
are and have been twice aps severe as for the United States as a whole.
Thus, as a regional company we feel we must speak for the special andspecific problems of the industry on a regional basis. And we believetmat. si nlar regional considerations are important for other industries
as well.
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For years western steel producers have been decrying the dispro-
)ortionate burden they have faced from out-priced foreign competi-

t io, pointing out that the flood of imports was.stifling growth of the
domestic steel industry, and thereby causing an increasing dependence
upoti foreign sources for this material which is so vital to a modem
industrial economy. Unless some modicum of orderly marketing en-
teired into the picture, we said, the time would come when imported
.4teel would command a premium price, and steel in some product areas
would not be available at any price. Gentlemen, that time has come.
Soino foreign steel is now selling at a premium price in the West.

When, over the period from about 1959 to 1972, foreign steel pro-
ducers wanted to establish a particular product position in the western
IWIr(cet, they carved out any portion they wanted-25 percent, 35 per-
cent. 46 percent, 55 percent-by undercutting domestic prices by the
amount it took the achieve the penetration. The American steel pro-
ducer, and particularly the American steel producer located in the
western United States, had no practical weapons with which to turn
hack this penetration of his markets. Under such a condition, the
(lomlestic steel industry could not possibly attract the investment
cal)ital necessary for expansion.

As a consequence, western manufacturers and other users of steel
mill products have come to rely upon foreign steel production for a
significant Portion of their requirements. We should never have al-
lowed the situation to arise where 80 percent of the American steel
mai'ket is supplied by interruptible foreign sources. It is not good for
the American economy; it is devastating to the western economy. It is
not good for the domestic steel producer, or the steel consumer.

I can assure you, gentlemen, that from the letters and phone calls
I have received from our customers, our customers are not happy with
this situation either.

The capacity for production of domestic steel in the western United
States right now is woefully inadequate to meet the demand. Before
the tremendous amounts of capital required to expand this capacity
can h)e marshalled, there must be some assurance that this flood of
foreign imports will not be allowed at some future time to again dis-
rupt this market.

In our view, this situation can be greatly alleviated in the future
I)y more specifically defining the determination of injury, on a regional
or geographic basis and by certain technical changes in the language.
I refer to chapter 1 of title II of the bill, relating to import relief and
more specifically to section 201, which relates to the Tariff Commis-
sion's investigations under the so-called escape clause provision.

Section 201 (b) sets for the various criteria and standards which the
Tariff Commission must take into account in making a determination
of injury to a domestic industry,. In section 201 (b) (8) on page 51
of the blIll, the concept of domestic industry is further defined. Two
such definitions are offered in subparagraphs (A) and (B). I would
submit for your consideration an additional definition which would
form a new subparagraph (c) to read as follows: (0) May, in the case
of a domestic producer locatd in a major geographic area of the,
united Stats and serving a market in that area, treat as part of such

domestic industry only that segment of the producer located in such
geographic area.
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This additional language would make it possible for the Tariff Com-
mission, where the circiruistances an(l the facts warranted, to make afinding that. imports are causing or threatening serious injury to a
domestic industry locatod in a major geographic area of the United
States and serving an identifiable market within that area. Upon such
a finding and recommendation by the Tariff Commission, the Presi-
dent, would be free to provide import relief when he determines such
relief to be appropriate as provided for in sections 202 and 203 of the
bill.

We believe that such an amendment is both appropriate and desir-
able. Chapter 1 of title II of the bill contains provisions designed to
protect a. domestic industry from injurious imports. Such protection
has been established national policy for many years. The provisions
of that chapter, however, are inadequate. They do not explicitly make
provision, in defining a domestic industry, for cases of serious in-
jury to a domestic industry when the import problem is confined to
it major geographic area of the United States. This is an actual and
noti a theoretical situation. It has happened in the case of the west
coast. steel industry and can no doubt happen again, both for steel
as wAell as for other industries in major geographic areas within this
huge continental economy of ours.

I understand that their have been at least eight cases rider the
Antidumping Act in which the Tariff Commission found injury to
geographic segments of the industry in the United States assessed
dulping duties against the imports.' Citations from the Tariff Com-
mission's reports in these cases are attached as annex C.*

Certainly, when production facilities are underutilized, when wAioe
earners are unemployed in layoffs, and when returns from economic
activity are depressed1 the injury is just as real when confined to an
industry in a specific geographic area as when it is general injury
throughout the -United States. Indeed, one can conceive realistically
of the following situation arising: a geographic segnent of an indus-
try is injured by imports causing 10,000 peol)le to be unemployed, but
acctiss to relief under the escape clause is doubtful. By contrast, an
industry in the United States as a whole is injured, resulting in only
2,000 people or one-fifth the number unemployed, and access to the
escape clause is assured. I cannot believe that the Congress intended
to permit such an anomalous situation to exist.

Would our proposed amendment do violence to the policy of the
bill before you? It would not. On the contrary, it would give full
effect to a policy as presently stated in the bill' In the trade bill as
submitted by the administration, and as passed by the House. the
special problem of geographic impact of imports was!recognized. Thus,
in section 202(e) (7), the President, in making his determinations
under the escape clause, is instructed to take into account "the geo-
graphic concentration of imported products marketed in the United
States." The President, however, cannot take this into account unless
the Tariff Commission can make a finding of geographic injury which
then goes to the President for action. This situation was brought out in
a colloquy between Congressman Pettis of the Ways and Means Com-
mittee and Acting Chairman Ullman during the House debate on the
trade bill. The text of this colloquy is attached as annex B.**

*Ree p. 1070.
*$See p. 1078.
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Tie amendment which we have proposed to section 201 (b) (3) would
simply make it explicit that the Tariff Commission may, make a find-
ing under the escape clause with respect to a geographic segment of
an industry when the facts warrant such a finding aid would, there-
fore, make it possible for the President to act. in such a case.

I recommend this proposed amendment for your serious and sym-
pathetic consideration.

I have also affixed to this statement a memorandum (annex A) cov-
ering two related amendments which I shall not read at this time, but
which my associates and I would be glad to discuss with memberR of
lie committee e and its staff.*
Thank you very much, Mr. Chairman.
Senator BNzN;Nkr. Thank you very much. You have done excellent

jo,),- of keeping within the 10 minutes, and we appreciate that because
we Ia ve a number of other witnesses.

'l'hcre are two or three questions here that I would like to raise for
tho record.

Mr. Larry, you did not get a chance to say anything. Your chance
comes now. The United States Steel annual report for 1973 shows
that the number of employees of United States Steel has declined from
Z71 .000) in 1957 to 184,000 in 1973. It also shows that income declined
sten(lily over this period, both absolutely and as a percentage of sales.
Although 1973 was a recovery year, you are still earning far below
what. you earned 17 years ago.

1)oes this matter of foreign competition enter into this trend?
MI. LARRY. Senator, it enters into it most markedly. It was cer-

tainly a large part of the reason for the decline in the 1960's, and as you
say. we have partially recovered from the decline of the 1960's, but
really only about halfway. We and the rest of the industry, I think,
made a herculean effort n the latter part of the 1960's to bring our
facilities up to topmark in the hope of being able to compete more
viable in the world market. We still have a way to go. We have im-
proved our quality, but at the moment, as you are aware, we are cer-
tainly short of capacity for this economy. 'Unfortunately, the rate of
return is really not a competitive rate compared to many things, in-
cli(ling the prime rate of interest. I think there is little question that
the combination, if you will, of former trade policies, the import
threat, and more recently the Cost of Living Council rules a~nd regula-
tions-these factors have contributed to our inability really to do a
job for the Nation, which ought to be done.

Senator BENNEmr. Your company is a corporate citizen-a constit-
tent of mine.

Mr. LARRY. We are very proud to be so.
Senator BEqNNIr. Also, Mr. Anthony's company, at least so far as

coal is concerned.
I)o you agree with his comments about the necessity to handle this

thing on a regional basis I
Mr. LARRY. I think it is very appropriate to give attention to the

regional problems because they have varied so markedly as the years
hare gone by.. We have seen vast penetrations in the west coast, almost
to. at one point, near destruction of the industry in the West. We saw
it begin to happen down on the gulf coast. It has varied from time to
tim depending upon the origin of foreign exports.

See p. 1078.
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The Japanese, of course, have been a major threat in the West. Then
some of the South American countries began to, if you will, unload
their unemployment into our Southern markets for a period of time.
It was a very special and a )articular threat, a very isolated situation
an(d one that certainly deserves consideration, even if it occurts at a
poi t, when the industry as a whole might be lacking in what you would
vall a definition of injury. But injury can )e very important to the em-
ployees, the governmental bodies concerned, tle tax base, and every-
thing else, in particular areas such as the west coast.

Senator BF.NErT. The voluntary steel import program has a proI'i-
sion intended to avoid rapid shifts in geographic imports or shifts
in tie product mix.

I would like any-of you to comment, if you like, particularly Mfr.
Ahlbrandt, and Mr. Anthony.

Has this voluntary program failed ?
Mr. AHLRANr. Well, if I may be first, Mr. -Chairman, I would say

that so far as the voluntary restraint arrangements were concerned,
the first one was a complete failure so far as the specialty steel industry
was concerned, in that the )roduct mix was not really adhered to and
the foreign imports more or less tended toward the high-priced, sup-
)oSedly more profitable mateotial. But during the second voluntary
restraint arrangement which will be terminated at the end of 1974,
Japnn very definitely stayed with her commitment, or at least com-
mitment of the arrangements itself except for tool steel-based on
our data. Whereas, I think, the commitment, was totally neglected
so far as France was concerned. However, the other EEO countries,
more or less due to the very high demand of worldwide steel, certainly
helped considerably during the last couple of years to told down the
imports. I think probably Mr. Anthony though could be better served
to answer f( himself.

Mr. ANThoNY . Well. I would like to comment, Mr. Chairman, that
the olintary restraint arrangements, No. 1, certainly gave recogni-
tion to the type of problem of which we are speaking. In the case of
the west coast, I think the voluntary arrangements did not fully do
the job. During periods of world oversupply, the percentage of steel
into the Western United States increased rather dramatically under
the first. patty of the voluntary arrangements, and did not decrease to
the agreed upon portion during the second phase of the voluntary
a rra ngements.

I think the problem we have with the VRA is that No. 1, it is due
to expire at the end of 1974. No. 2, there is somewhat of a cloud over
its legality, and we are looking really for an alternnative solution to
the problem.

Senator Bu:Nx mr. Do you want to make any comment, Mr. Court?
Mr. Coirr. The signatory countries-in other words, Japan and Eu-

rol)i,. the Common M[arke-t--haro in the Inst. several years, possibly
due largely to market. conditions, stayed within the limits of the agree-
ment. But we have seen a very dramatic increase from nonsignatory
count ries, and that is one of thie weaknesses of the voluntary arrange-
ment.: it only affects the steel economics of Japan and the Common
Market.

Senator BN.N-rr. Mr. Cort, while vou are talking. can you com-
il't onl the fact that steel is still in tight supply in face of the fact
that ailtomobile production seellis to be slowing downU ?
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Mr'. CoRT. Well so far the industry has enough flexibility; the tight.
ness is caused by basic steel capacity, in other words, our ingot capae-
itv, and our finishing capacities. In most, product demnd exceeds
tin raw stIel supply. As flat rolled demand from Detroit has dimin-
ish(.d, the ingot capacity has been applied to other products such as
caI'bloi bars, plates, and, to a certain extent, structurals.

Senator BFNNYIrr. I know we in the Congress have put pressure on
yol for reinforcing bars and baling wire and a few other things.

Mr. CoRT. Well, a lot of the steel, basic steel that was going into
I)etroit has been diverted to carbon bars and reinforcing bars and
tbe whole gamut of finished products.

Senaitor 3 %,xf1,rN . Thank you. I have used more than my 5 minutes,
and as I said in the beginning, I am supposed to be somewhere else,
alnId now that I have two potential replacements, Seaator Fannin, I
will turn the Chair over to you, and also the questions.

Senator FANNIN (presiding). Thank you, Mr. Chairman.
Gentlemen, it's a pleasure to have you with us today. To follow up

oi what Senator Bennett was inquiring about, there has been con-
siderable problems for independent oil producers to acquire the pipe
ain drilling equipment, casing wid so forth, that they need to expand
doll lestic energy supply.

Is your industry pu'ltting a high priority on energy-related equip-
nnt ?

I will give that to the panel, anyone on the panel.
Mr. LuiRnY. I believe the industry is indeed putting a high priority

011 (1),t(,g-related supplies. But there is a limit beyond which one can
go, averting to what you were talking about and to what Senator Ben-
iiett was talking abott a moment ago, the rod area and the barbed wire.

n t'ortunately, there was a period of time with respect to both those
(VxanplJDes-and they are good ones because the, )enetration became so
great. so enormous-when nearly 40 or 50 percent 'of the domestic
Imaret was being supplied from abroad at prices, if you will remember
whi,.h were really distressed prices. As a result, a great many of the'
facilities to make certain types of wires, certain types of rods, certain
types of pipe, began to fail into disuse. Suddenly those who used to
supply them at distressed prices now command premium prices and are
sh~ii)ng them elsewhere in the world, therefore withdrawing from
our market. Customers are inclined to look askance at the domestic
stitplv and wonder where it is.

Wel, I am glad they are wondering now and I hope that they will
(olotinue to wonder, because it simply emphasizes the need to have a
sounder American steel industry than we have had in the past, and
to enable the industry to find the capital to do the kind of a job that
will support the economy.

Senator FANNIN. I do wholeheartedly agree that we do need to take
a very good look at what has happened in the past and try to avbrt it
happening again because I know that we are getting some questions
Pshout GATT, and maybe we can cover some of it at that time. But it
has been alleged that the voluntary steel arrangement is the primary
cause of our current steel shortage.

Would you care to comment on that I
MIr. Cor. Mr. Chairman, I do not agreed with that statement. The

cause of our current shortage. in capacity started some 10 or 12 years
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ago when imports began to swell and take more and more of the market
growth in the U.S. steel industry.

In the face of this and the ruinous pricing policies on foreign steel,
there was no domestic producer that could consider investing in addi-
tional capacity. The average $1.7 billion the industry spent over the
last, 10 years went completely to modernization and also to environ-
mental controls. It added-that $17 billion--added not an additional
pound of basic steel capacity, and it was a matter of survival to spend
what money was available to the industry in modernization and if)-
provement in techniques for survival.

Senator FNNIN. Well, I realize that it, has be, en a very difficult
situation, especially with Japan in the position that they were in. and
evrt iiilv the way, as I understand it. to a certain extent subsidizing
the in(lustry and getting away with the environmental problems, that
is. 1)v not doing anything about. the pollution control. But now, of
IuMMrse, this has (aught up with them, and I do not know just what is
going to Ibe, the effect,

But being from it western State, and I know our State has been
vitally affected by steel imports, and I do feel that our committee
should go very tforoughly into this matter, as you gentlemen have
suggested. because it is a very serious problem and it could arise again.And here in the statement by Mr. Anthony; "The situation arises
where 55 percent of an important product line, or 37 percent of the
entire regional market, as in th case, of western steel market is sup-
plied from interruptable foreign sources should never have been al-
lowed to happen. It is not good for the American economy; it is dev-
astating to the western economy." I agree and hope that we can avert
that. I (10 not know exactly whe r it stands today, but I am concerned.

Where would you think we stand today in this respect?
Mr. A x-rioN-. In relation to the 37-percent penetration in 1972,

Mr. Chairman. our preliminary estimates for 1973-and they are not
final-would indicate that the penetration has dropped to about 29
percent of the total western market. I do not have that for individual
products, but the 55-pereent products to which we are referring hap-
pened to be galvanized sheets in 1972. WVe had products such as 1,-
to 4-inch pipe in which 70 percent of the western market was taken
up by foreign imports. In fact, that and the combination of
Cost of Living Council controls caused us to discontinue the j)roluc-
tion of 1/2- to 4-inch galvanized pipe, for example. There was no
wav we could continue in production.

Senator FANNTNr. Thank you, sir. My time is up.
Senator Hansen?
,onator TT ~sEN. One of the concerns that we have had expressed

over and over in the West has been the extremely short supply of hal-
ins.t wire. The Secretary of Agriculture in conjunction with the admin-
ic4ration has been callinqu for increased farm output this year, and a
number of farmers that I know of are saying-

We are willing to do our part. hut there are two shortages that are ,oritleal to
us. No. I Is the relatively scarce supplyv of certain types of farm machinery, and
No. 2. the extremely short supply of baling wire.

I think you have spelled out some of the reasons why baling wire is
in short supply. I gather that the Price Stabilization Act in its im-
plementation ha. been a facto..
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I would invite any of you to respond if you agree.
Mft. COAT. Well, actually, Senator, it started some years ago. Baling

wire was one of the first products that went offshore in a ma)or wlay,
and the producers of baling wire i1 the United States had their equip-
meat standing there for 4 or 5 years without any utilization because
the prices were ridiculous.

Senator H,\us.4 '. This was before the Price Stabilization Act.
Mr. Con'r. Oh, yes. This started in the early 1960's, and so many

wire, producers went out of the baling wire business because they just
(10lid not afford to stay in it. They scrapped their wire machines and
(liverted their wire rods to other wire products, and so it is not some-
thiug that you can turn on like a spigot. We just do not hive the
capability.

As far as the farm equipment people are concerned, I think that
is more a shortage in their manufacturing capabilities because they
lImive had such a rush of business. The demand is recordbreaking for
them and it takes time for them to gear up their factories and add
new capacity, and I understand most of theih are doing *hat.

Senator HAsNN. Mr. Cort, you spoke about the industry's inability
to do some of the things that it might have chosen to do because, as
I understood you, it found itself obliged primarily to invest the moneysavailable in modernizing plants and meeting environmental require-
111plts.

Did I understand you correctly on that point?
Mr. CoaT. That is correct.
Senator HANsEN. There has been a lot said about the environment,

Iut I do not find too much of a followthrough among' the environ-
nvitalist groups in this country, and I think basically we are all

(viionmentalists. There is no one who does not subscribe to their
goals, but until a few years ago, about the only thing we asked of
industry was to expect that it-would produce a quality product, and
that the price would be competitive. And we did not ask how much
ti, air was fouled up or what the working conditions were of 'people
who may have manufactured it. We just asked how how good is your
product Md what does it sell for ?

I should think that we ought to extend our interest in the envir6n-
nment. If we expect American industry to provide the contribution
that it is capable of in improving the environment, we ought to accord
t consideration that would be reflected by our saying to importers
ii to this country, "You meet the same standards." I understand that
Tokyo is the most polluted city in the world; the air is terrible and
the Wvater is even worse. And yet a lot of the environmentalists I know
drive European cars around. They seem to find a lot of fault with
American manufacturers,.but they sure seem to express no obvious
similar concer for products coming from abroad.

Do you think that the steel industry can compete with foreign indus-
tries if you are going to be saddled with standards-and I am not
complaining about your having to meet the environmental standards.
Do you. think as a matter of fact that. you can compete when manu-
facturers in foreign countries do not have similar restraints imposed
upon them ?

Mr. Cown. No, I do not think we can over the long mll. Right ziow
the American steel industry is spending somewhere between 15 and
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20 percent of their capital outlay on environmental control, and instead
of yielding a return, it has a minus return of about 12 percent a year
because ofthe cost of operating and maintaining these facilities. The
ret of the world has not come close to trying to meet the standards
that have been set. for the Anerican industry. They are getting a lot
of flak now about trying to clean up their operations, but so far it has
not translated into their costs as it has in our case.

Senator IL, 'sx,. It occurs to mne that we mtst, and I would add
very qjcklv, i: ipose some similar' standard on il ports or we are just
going to drive the American producer right out, of business. I do not
see how else we can avoid that situation, and I do not think it is one
that en be delayed.

I am deeply iml)remsed with wrhat you say about the voluntary re-
straint agreement. Was it you who nientioned that.? Mr. Anthony or
Mr. Ahll)randt?

Mr. A.NTH -ONY. Well, all three of us did.
Senator HANSEN. I have a couple of questioius; Mr. Cort. I have

asked you several. I just. toss these out. to anyone on the panel who
would be interested.

Could you supply for the record the per unit cost. of a ton of steel
produced in the United States compared with Japan and European
steel ?

I will hand these to you so you will not have to respond now.
Could you also supply us with the price information over the

period 1955 through 1973 for basic steel products, both in current
and constant dollars?

[The questions and answers follow. Hearing continues on p. 1074.]
Question. What were prices for basic steel products. both in current and con-

stant dollars, from 1956 through 1978?
Answer. The attached table of steel Product Prices shows the U.S. Bureau of

nlbor Statistics Index of wholesale prices of steel mill products and average
sales realization per ton of steel mill products calculated from Bureau of the
Census reports. These series have been deflated to constant 1967 dollars, using
the GNP private sector deflator and also the USBLS Wholesale Price Index of
Indiittrial Commodities.

STEEL PRODUCT PRICES, 1955-73

Constant 1967 dollars
USBLS GNP Constant 1967 dollars based on WPI industralindex of Averag Implicit based on GNP deflator commodities

wh'lale als price Whelesaleprices of realization defator, Average Price index A resteel mlli per ton RoI rivate USSLS sales industrial SXsproduM steal mill sector index realization, commod- USOLS realization,
productsI 1967-10 1967-10 per ton is index per ton

1955 ... 77.2 $14198 79.8 967 $117.92 86.9 . $1381956 ....... 55.20 82.4 7 188.35 S0.8 170.931957... 1: 1 165.36 85.3 107.6 193.86 93.3 9& 4 177.231958 ....... 95.0 17. 87.1 109.1 198.47 93.6 101.5 14.691959 .... 96.5 177.7717 883 109.3 201.33 95.3 101.3 186.541960 .... 96.4 173.22 89.5 107.7 193.54 95.3 101.2 181.7$1961 96.0 172. 73 90.4 106.2 191.07 94.8 101.3 182.201962 5....... 171.6) 91.2 105.0 188.23 94.8 101.1 181.09?:? ..... :116.7 92.2 104:4 1841I 94.7 101:7 179. 291964 ..... 97. 1 170.11 93 3 104.1 182:3 9S.2 102.0 178.69,
965 ....... 97.5 174.93 94.8 102.8 184.53 96.4 101.1 181.461966 ...... 98.9 180 97.2 101.7 185.50 98.5 100.4 183.051967 100.0 1 100.0 10 182.87 100.0 100.0 182.8

IOZ: 015 161:68 103:6 9 1751.37 102.5 100.0 177.2S1,*o1 ., 18.61 110., ,,. 2 1 ., ,06.0 101.3 741
1970 ....... 114.3 188.94 113.5 ]00.7 166.4 110.0 103.9 171.761971 ....... 123.0 202.94 118.4 103.9 171.40 113.9 108.0 178.171972 ....... 130.4 215.14 121.8 107.1 176.63' 117.9 110.6 182.471973 ....... 134. 1 NA '128.3 2104.5 NA 127.0 105.6 NA

a Calculated from U.S. Bureau of the Census M33-B Reports.
'Preliminary.
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Question. What is the unit cost of a ton of steel produced in the United States
compared with Japan and Europe?

Answer. We have not developed such figures since 1971. At that time unit
costs for carbon steel In the United States wereabout $12 per ton higher than
iI the EEC countries and about $W0 per ton higher than in Japan. Most of the
(ifference was in employment costs.

Since that timb there have been numerous changes in employment and mate.
riol costs, as well as in foreign exchange rates. It appears that at present our
st(,el costs are competitive with those In Europe but still $30-40 a ton higher
than II Japan.

We hope to have updated figures in a month or six weeks and will make them
,i vi ilahle when completed.
TA..E 1.-Foreign Trade in Steel Products
rmi.E. 2.-Steel Mill Products Trade Balance

TAiln.E 3.-Imports of Steel Mill Products by Countries of Origin
TAI i.. 4.-Imports of Steel Mill Products from Countries Other than EEC, United

Kingdom, Japan and Canada
TAI.E 5.-Imports by Grades in Tons and Percentages of Total
TABLE (,I-Imports of Steel Mill Products by Regions of Entry In Tons and

Percentages of Total Imports
'l'AL.mm 7.-Steel Industry Manhours Per Ton Shipped In Selected Countries
' A LE 8.-Steel Industry Employment Costs Per Manhour in Selected Countries
'i'.mniJ 9,-Estimated Raw Steel Production Under Direct Government Ownership

1n1972
'I'AMLE 10.-World Apparent Steel Consumption by Major Areas
'I'A .11E I.-World Raw Steel Production by Major Areas
TABI E 12.-World Steel Exports by Areas
'I'.~]~L. 13.-World Steel Imports by Areas
TABLE 14.-Steel Consumption, Production, Exports and Imports-Percent-

ages of Total
TABLE 15.-Selected Steel Prices and Price Indexes United States and Foreign
TABLE 16.-Steel Industry Capital Expenditures In Major Steel Producing

Countries

TABLE I.-U.S. FOREIGN TRADE IN STEEL MILL PRODUCTS

[In thousands of net tonal

Net Imports as a Exports as a
shipments percent of percent Of

by U.T. steel Apparent apparent net
Year producers Imports Exports consumption I consumption shipments

1973 ................ 111,430 15.150 4,052 122,528 12.4 3.6
1972 .............. 91,805 17,681 2,872 106,614 16.6 3.1
1971 ................ 87,038 18,304 2,827 102.515 17.9 3.2
1970................. 0,798 13,364 7,053 97,109 13.8 7.8
1969 ................. 93,87 14,034 5,229 102,682 13.7 5.6
1968' ............... 9, 856 17,960 2,170 107,646 1t.7 2.4
1967 ................ 83,897 11,455 1,685 93,667 12.2 2.019$6 ................. 89,99 10 1,724 ,024 10.9 1.9
19652 ................. 92,666 1038 2,496 100,553 10.3 2.7
196................. 8$4.945 6, 40 3, 442 87,9433 4. 1
1963 ................. 75,555 446 224 78,777 2.9
1962 ................ 7052 4100 2,013 4 2.9
1961................. .. A6,126 3,163 1990 di. 3.0
1960 .................. 71,149 3,359 2,977 71,531 4.7 4.2
19592 ................ 69,377 4,36 1,677 72,096 6.1 2.4
1958 ................. 59,914 1,707 2,823 58,798 2.9 4.7
1957................ 79,895 1, 155 5,348 75, 702 1.5 .7
19562 ................. 83,251 1,341 4348 ,80 244 1.7 5.2
19552................ 84,717 973 4,061 81,629 1.2 4.8

Apparent consumption equals nat shipments Mus Imports lass exports.
Year of labor notiations.

Source: AISI and U.S. Department of Commerce.
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TABLE 2.-STEEL MILL PRDUCTS TRADE BALANCE
[Weight in thousands of tons: dollar amounts In millions

Imports Exports Trade balance
Weight Amount Weight Amount Weight Amount

1973................ 15.150 $2,621
1972........ .1681 2.794 .7604 -14,80 -2190
1971 ....... .... .18,304 2,636 .827 56 -,477 -,61970. .............. 13,3"4 1,967 .053 1,019 -,311 -948
1969 ..... ............ I4,04 1,742 A,20 796 -1805m -9461968.................. 17,960 1,976 2,170 444 -15790 -1,5321967....... .......... 11,455 122 1,45 415 -9770 -87716 . 10,753 1,208 1,74 420 -9,029 -788965 ................... 10,383 1,177 2,48 507 -7,894 -670.................. ,749 435 622 -3005 -127

191 1 1 3 1 1424 470 -3,222 -163
1961 ................... 316 355 1,2o 423 -1873741960 ................... 3,359 !,29 .9,7 6, -382 +15

441567O6 -2,019 -15016 . ... 38 1927 4.82 564 +7,894 +372

1 , .............. 1155 173 5,348 750 +4,193 +577

Not.e: Imports f.o.b. foreign poNt. which understates landed import value by amount of freight and insurance. Exports
Include substantial amounts of AIDfinanced exports.

Source: U.S. Department of Commerce.

TABLE 3.-IMPORTS OF STEEL MILL PRODUCTS BY COUNTRIES OF ORIGIN

EEC United Othercountries Kingdom Japan Canada countries Total

Thousands of net tons:
1973 ............... 6,510 (I1 5,637 1,096 1,907 15 1501972 ......... 6,552 i,2 6.440 1,184 2,278 17,(811971.............. 7 1,357 1,273 1,609 18,3041970..... ......... .4573 824 5,93 1,105 927 13,364
969 .............. .,2 f894 6.253 805 e82 14,034
1968............... 7,09 1,302 7,294 1,243 1,024 17,9601967 ............... 4,842 818 4,46 630 697 11,45519 6.3.............3,841 748 4,85 692 621 10,753

194,191 720 4,418 644 410 10,383
1964 .............. 2,585 28 2,446 692 432 6,440
1953. 34 1,803 583 466 5,446I162 .............. 250 1,071 367 326 4,100
1961. ............. :95 166 $96 30 146 3,1631960- .............. ,097 212 601 211 238 3,359
1959................ 8 215 626 377 280 4,39619............ 1203 862 48 120 1,707
1957. .... .tl91 58 31 52 123 1,155Plrcentalles of total:
1973 ... 43.0 () 37,2 7.2 12.6 Io
1972 ............. 36.9 7. 36.4 6.7 12.9 100
1971 39.1 7.4 3 ,7 7.0 8.8 1(0
1970 ............. 34.2 6.2 44.4 8.3 6.9 1001969. ............ . 37:1 6.4 44.$ 5.8 6.3 100
1968 ........... 3.1 7.2 40.6 8.9 6.8 100
19673........... 42 .23 7.1 39.0 5.5 6.1 100
1966 .......... 3.7 7.0 45.1 6.4 5.8 103
19b5 ..... ... 4.4 6.9 42.6 6.2 3.9 1001964 ... 40.1 4.4 381.0 10.8 6.7 100
196~. 41.2 6.4 331 10.7 8.6 100
1961 50.9 6.1 26. 7.9 100

.... : 61.7 5.2 18. 1:60 4.6 100196 . . 62.4 6.3 17.97. 0
1959.......... 65.9 4.9 14.2 8.6 6.4 100
1958 ... ......... 70.5 5.0 14.6 2.8 7.1 100
1957.............. 77.2 5.0 2.7 4.5 10.6 100

IIncluded in EEC.
Source: U.S. Department of Commerce.
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TABLE 4.-IMPORTS OF STEEL MILL PRODUCTS FROM COUNTRIES OTHER THAN EEC UNITED
KINGDOM JAPAN AND CANADA

IThousands of net tonal

1973 1972 1971 1970 1969 1968 1967 1966 1965

Are ....................... 23.9 142.0 143 118.6 9.5 17. . .3 18.I
rail ........................... 5. 6 41 4 7. 9 5. 164. 41,2 64Mexico .............. 1........... 3. 37.8 349. 190.3 1.6 15. . 8 118. 1 1.6other.Lati.Anefl............. . 2. .2 .7 2.7 1.4 It4I

Austria ........................ 23.7 4 53 4 1.8 20.8 I 13. 8 1.0 2:
Czechoslovakia....................6. U1 43.6 1 20.5 1 27. 15.4 4.6
Greece ......................... :,::041.3 7.9 37.1 ....... 0.. . .......
Poland ......................... 128.5 . 23 8 i .7 4. 86.
Sp5 ain..................... . 4 .111 19. 42.4 1.3 15.4 . 18 .6
Swedn ....... ..... ... 148. 1.9 79. 73.4 4.3 11.0 8.7 75 6YugofsI........ ............. 42.4 35. .4 1.9 42.0 2 . 3 10. 4 16. 2
OtherAope ........................ 31.7 4 0.5 33 16.7 8 3 .9 i63. 35. 361. 8 5.
Australia'I ..................... . 132.3 53.9 660 6 154.4 68. 7 147.0 2.
India .. .................. 2:.4 165 9. 106.1 3.4 13.0 10.2 2?? 1.1
Philippines.................................... 91. 1 9. 3 1............... .1--~South Korea ...................... 516.3 465. 133.1 26. 86 3.0 .6 1.5 ;1
Taiwan..........o.............. 102.6 129.4 44. 33.8 24.6 11.6 6.56 .5 .4
Republic of South Africa ............... 73.4 40.4 17.4 74.5 42.0 2.6 13.0 36.5 VOther Asia and Africa ................. 4.3 37.8 20.8 37.5 16.6 5.6 1.8 .7 io

Total ..................... 1,90.5 2,278.0 1,609.7 926.9 882.4 1,022.9.8 6W 1 20.9 409.5

I includes New Zealand.
Source: U.S. Department of Commerce.

TABLE 5.-IMPORTS, BY GRADES, IN TONS AND PERCENTAGES OF TOTAL

Carbon StaInlsi Tool Other allow
stee steel steel stee Total

Thousands of net tons:
1973 ........................ 14,587.5 12&.3 21.7 412.2 1,4f. 71972 ............................. ,3.9 149.1 15 . 4 2. .01971 ............................. 7:,.7.o 192.0 1 . 1 L
1970 ............................. 12, W3. 5 177.21: 4,9, ....................... 1,4. [118,.23.9
1968 ..................... 17,471.2 17L2 13.1 8 17,959.3

Percentages of total:1973 ............................ 96.29 .85 .14 2.7 10.0
1972 ............................. 96.62 .84 0.0 2.45
1971 ............................ 96.68 1.05 A .20 0
1970 .......................... 96.06. 100.1969 ............................. 96.18 1:0 : .4 100.
1968 ............................. 97.28 .96 .07 1.69 100.8

Source: U.S. Department of Commerce.

30-229-74-pt. 4----8



TABLE 6.-IMPORTS OF STEEL MILL PRODUCTS
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BY REGIONS OF ENTRY IN
IMPORTS

TONS AND PERCENTAGES OF TOTAL

North South Great
Atlantic Atlantic Gulf Lakes Pacific Offshore Total

Thousands of net tons:
1973... 2,06# 3.548 3,40 4,912 2811 407 15,150
1972... .. 2,275 1,746 ,823 104 3,305 428 17,681

2.3. 2. 1,638 4,114 958 2,686 542 18,3041970... .......~.1 7 1,16 2,577 5 2,478 637 13,3646 9..............19 1,492 3,030 4,432 2,58 501 14,0348 ............... 2,8 8 3,629 603 2,637 376 17,960967....... .,7 3,330 20 ,897 3,1823 311 11 45519 .............. 1,57 , 283 4 563 1,90 300 10,753964 .............. 1,708 1,307 2o9 307 3,704 248 6. 440
98137 1,37 174 4 .41.. ............. 91 28 3 655 1.324 278 6.44011 .. ... 7 255 3170 1.145 200 5,44619, ;;0....... 76 58 935 745 935 139 4, 100

54 80* 560 576 153 3,16319.............. 658 583 901 460 594 163 3,359
1959............... 748 74 1,212 824 749 321 4,396
1958............... 324 370 489 128 320 76 1,707
195c ... ***'*ao 'fte 218 297 324 73 1" 44 ), 155Percentage$ of totsl:
1973 ......... 13.6 10. 2 22.5 32.4 18.6 2.7 100197.... .. ... 3.9 9.9 21.6 34.5 18.7 2.4 100173.1............. 12.9 8.9 22.5 38.0 14.7 3.0 100970 ............... 14.3 8.7 9.3 34.4 18.5 4.8 100,04 ............... 14.2 :.6 21.6 31.6 18.4 3.6 100
1967 .............. 5.6 10.5 20.2 36.7 14.7 2.1 100,67 ...*........ ,5.6 11.6 20.2 3,.0 15.9 2.7 100
1966 ............... 14.6 2.0 19.4 33.3 37.6 2.9 1001965 ............. 16. 4 12, 6 O,3 3. 6. . 026 20.3 31:9 16.4 2.4 1001964:.. ..... 12.9 2 .3 25. 20.6 4.3 100
13:.............. 1 14.0 23.0 21.5 23.1 3.6 1001962 .............. 18.5 14.3 22.8 18.2 22.8 3.4 100
1961 ............... 16.5 17.1 25.6 17.7 18.2 4.9 1001960............ ..3.6 17.3 26.9 13.7 17.7 4.8 3o
1959 .............. 37.0 16.9 27.6 18.8 17.0 2.7 100

3.0 21.7 28.7 7.5 18.7 4.4 100
5.. . .... 18.9 25.7 28. 6.3 17.2 3.8 300

Source: US. Department of Commerce.

TABLE 7.-STEEL INDUSTRY MAN.HOURS PER TON SHIPPED IN SELECTED COUNTRIES, 1955-72

West United
United States Germany France Kingdom J3pan

1955............................ 4.3 33.6 3 .0 32.7 62.8
II5 . . . . . .. . .433. 32.6 33.1 60.795 ............................. 14.6 2.9 32.3 32.8 55.3

35.8 28.7 29.4 329 57.0
1959............................ 14.1 26.2 27 30.6 49.3... .0............ 24.3 26.7 29.0 44.219"?............................ 14.6 25.1 27.6 29.3 38.6

13.9 24.5 27.4 29.9 40.71963:............................ 13.3 24. 27.5 29.0 34.5
0.72.0 2 29. 0 34. 5

1964............................ 12.7 21.6 25.6 26.3 29.8
1965 ................................. 12.2 21.7 24.4 25.0 28.5
196 ................................. 12.0 2.1 22.8 25.6 23.8
1967 ................................. 12.4 .2 21.7 25.6 19.8
1968 ..................... 11.9 16.9 19.7 23.8 17.71969 ............................ 11.8 15.3 17.6 23.3 14.51970 ................................. 12.2 15.5 17.0 22.2 12.61971 ................................. 11.7 15.8 17.1 24.8 32.6
1972 ................................. 11.1 114.2 '16.0 122.6 '10.9

' Preliminary.
Source: Calculated from U.S. Bureau of Labor Statistics data,
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TABLE 8.-STEEL INDUSTRY EMPLOYMENT COSTS PER MANHOUR IN SELECTED COUNTRIES (WAGE EMPLOYEES
ONLY) 1955 TO 1972

IU.S. dollars]

Dis Dis-
Dis- parity Dis,itdparity nte IIpaity

States Unitedversus States versus States
United West West versus United United versusStates Germany Germany France France Kingdom Kinldom Japan Japan

1955 .... ........
19 6 ..... ......
1957 .............
1958 ........
1959 .........
196 .........
1962 .........

Iq63 ..........
1964 .... .......
1965 ..... .......
19 6 .............
1967 .............
1968 .............
1969 .............
1970.........
1971 .............
1972 .............

$2.72 $0.83 $1.89 $0.85 $1.87 NA
2.95 .90 2.05 .96 1.99 NA
3.22 1.01 2.21 .86 2.36 NA
3.51 1.06 2.45 .85 2.66 NA
3.80 1.12 2.68 .91 2.89 NA
3.82 1.21 2.61 .99 2.83 NA
3.99 1.37 2.62 1.11 2.88 NA
4.16 1.51 2.65 1.21 2.95 NA
4.25 1.59 2.66 1.30 2.95 NA
4.36 1.66 2.70 1.40 2.96 $1.53
4.48 1.75 2.73 1.48 3.00 1.65
4.63 1.89 2.74 1.56 3.07 1.76
4.76 1.95 2.81 1.66 3.10 1.73
5.03 2.08 2.95 1.84 3.19 1.64
5.38 2.32 3.06 1.96 3.42 1.83
5.68 3.29 2.39 2.08 3.60 2.04
6.26 3.72 2.54 2.41 3.85 2.32
7.08 '4.42 2.66 '2.97 4.11 '2.75

Preliminary.
Sources: United States-AISI. Othercountries-Calculated from USBLS data.

NA
NA
NA
NA
NA
NA
NA
NA
NA

$2.83
2.83
2.87
3.03
3.39
3.55
3.64
3.94
4.33

$0.43
.48
.54
.54
* 57
.62
.68
.74
.90
.88
.97

1.08
1.22
1.40
1.67
2.03
2.36

13.06

2.41
2.68
2.
3.23
3.20
3.31
3.42
3.4
3.4$
3.5
3s. 5t
3.54
3.63

3.90
4.02
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TABLE 9.-ESTIMATED RAW STEEL PRODUCTION UNDER DIRECT GOVERNMENT OWNERSHIP IN 1972

(Millions of net tonal

Estimated Estimated
Total percent under tonnage under

raw steel government government
production ownership I ownership I

United States ............................................... 133.2 0 0
Cnads .................................................... 13.1 15 2.0

Arentina .................................................. 2. 63 1.4
Brazil .................................................... 7. 49 3. 5
Chile ....................................................... 7 100 .7
Colombia .................................................... 4 0 0
Mexico ..................................................... 4.8 39 1.9
Peru .........'............................................2 87 .2
Venezuela ................................................. 1.2 84 1.0
Other-Latin America ........................................ 2 50 .1Belgium .Luxembourg ........................................ 2$ 0 0

ionce ..................................................... 2:0 0 0
West Germany .............................................. 4&. 10 4.8

21.7 60 13.0
Netherlands 6.1 91 5.6

usti ................................. 4.5 100 4.5
Denmaik ....................................... .6 0 0
Finland ........................................ 1.6 62 1.0
Greec .................................................... 6 0 0
Ireland .................................................... 1 100 . I
Norway .......................................... 1.0 71 .7
Portugal ......................................... 4 100 .4
Spain .................................................... 10.5 45 4.7
Sweden .................................................... 5.8 11 .6
Switzelnd ................................................. 6 0 0
Tkoy ................................................. 1.6 72 1.2
Unitd Kingdom ............................................ 27.9 90 25.1
Yugoslavia ................................................. 2.8 100 2.8
Rhodesia ................................................... 2 100 .2
Republic of South Africa ..................................... 5.8 72 4. 3
Other-Africa .......... ............................. 2 100 .2
Egypt ................................................ 3 100 .3
Israel .................................................... . .1 100 .1
India ...................................................... 7.3 100 7.3
Japan ........ .......................... 106.8 0 0
Pakistan ...................... 2 100 .2
South Korea ................................................. 5 100 .5
Taiwan ................................................... 3 100 .3
Other-Asia ................................................ 4 100 .4
Australia ................................................... 7.5 0 0
New Zealand ............................................... 1 0 0
Philippines ....... r ......................................... 1 100 . 1

Total, free world ...................................... 475.6 19 89. 5
Free world, excluding United States .......................... ( (2.4) )(8.3)Red blo..................................................25.5 100 215.5

Total, World ...................................... 691.1 44 303. 8

' Estimated by determining percentage of government-owned companies to national totals for 1972, If available; other.
wise for latest available year.
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TABLE 10.-WORLD APPARENT STEEL CONSUMPTION, BY MAJOR AREAS

United United
States Canada Kinlom EEC Japan Come-Con Other Total

Millions of net tons: '19738............. 16.0 i5. 144.0 so 22. 18. 762.01972 ................... 14. 1.7 104 4 75. 209.9 1.3 41o71 .................. 1 3. 13.2 2.2 64.1 : 64 ,
190 ................... 139.4 12.4 27.9 . 1071969 ................... 15.0 12.3 27.1 . 2 F80.4 01968 .................. 150.3 11.1 25.7 87. 5.6 173.0
1967 ................... 139.2 10.2 23.4 7.4 56.5 165.1 75 11966.................. 145.1 10.9 23.4 7.6 39.1 154. 7 . 21.01965.......... .. 141.5 11.8 25.6 73.7 . 145.4 7.4 603.1964......... .... 130.6 6 25.9 77.1 34.6 134.5 .6 .1963 .......... 112.9 7 21.8 6 .5 27.2 127.3 5.6 241962 ............. .. ,100.7 7.1 19.3 65.6 25.3 122.2 4. 395.41961 ................. 99.1 6.5 20.8 64.6 2.4 11.3 52. 390.61960 .................. .90 6.1 24.7 64.0 21.5 117.0 48.9 ,oPercentages of total:

1973 ................. 21.7 2.0 (1) 18.9 12.9 29.1 11.1972................ 22.3 2.0 3.5 15.1 10.9 303 1. 00.0
1971................ 21.6 2.1 3.5 14.8 10.1 31.: 1 16.2 1 0

1970 ................... 21. . 4.9 16. 6..0 3:

1.9 16.2 11.8 29.3 1.3 100.1969................ 23.6 1.9 4.3 16.0 10.9 28.5 14.6 11968 ................... 25.8 1.9 4.4 14.9 9 5 29.6 13.9 1oo
1967 ................... 25.4 1.9 4.3 14.3 10.3 30.1 13.7 100.01966................ 17.8 2.1 4.5 14.5 7.5 29.6 13.9 1 0
1965 .............. 6.1 2.3 5.1 14.6 6.3 289 14.81964................ 27.3 2.0 5.4 16.1 7.2 28.1 30 001963................ 26.6 1.8 5.1 16.2 6.4 30.0 39 100
1962................ 25.5 1.8 4.9 16.6 6.4 310 13.7 0.
1961 ................ 25.4 1.7 5. 16.5 7.3 3.3 13.5 100.0
1960................26.0 1.6 6.5 16.8 5.6 30.7 12.8 100.0

Raw steel equivalent with 1.3 conversion factor.Preliminary.
5 Included In EEC.
Source: Calculated from I!Sl production data and ECE trade data.
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TABLE II.-WORLD RAW STEEL PRODUCTION BY MAJOR AREAS

United United
States Canada Kingdom EEC Japan Comecon Other Total

Millv l of net tons:
1973' .................. 150.0 15.0 (1) 164.0 132.0 221.0 86.0 768.0
1972................ 133.2 13.1 27. 124.6 106.8 215.5 70.0 691.1
1971 .................. 120.4 12.2 26.7 114.0 97.6 204.8- 65.8 641.5
1970 .................. 131.5 12.4 30.7 120.4 102.9 194.2 64.3 656.3
1969 ................. 141.3 10.3 29.7 118.3 90.6 182.1 60.8 633.0
1968 .................. 131.5 11.3 29.1 108.7 73.7 174.1 55.3 583.8
1967 .................. 127.2- 9.7 26.8 99.1 68.5 166.3 50.5 548.0
1966 .................. 134.1 10.0 27.3 93.8 52.7 155.1 48.0 521.0
1965 ................ 131.5 10.1 30.3 94.8 45.4 146.4 45.2 503.7
1964 .................. 127.1 9.1 29.0 91.3 43.9 135.9 42.3 478.6
1963 ................. 109.3 8.2 25.3 80.7 34.7 127.3 38.5 424.0
1962................ 98.3 7.2 23.0 80.5 30.4 121.2 34.8 395.4
1961.......... ....... 98.0 6.5 24.8 81.0 31.2 117.1 32.0 390.6
1960 ................. 99.3 5.8 27.4 80.5 24.4 114.6 28.9 380.9

Percent3ges of total:
1973, .................. 19.5 2.0 () 21.4 17.2
1972 ................ 19.3 1.9 4. 18.0 15.5197 ................. 18.8 1.9 4.2 17.8 15.21970 ................ 20. 1.9 4.7 18.3 15.71969................ 22.3 1.6 4.5 18.7 14.3
1968 .................. 22.5 1.9 5.0 18.6 12.6
1967 .................. 23.2 1.8 4.9 18. 12.51966 .................. 25.7 1.9 5.2 18.0 10.11965 .................. 26.1 2.0 6.0 18.8 9.0
1964 .................. 26.6 1.9 6.1 19.0 9.2
1963 .................. 25,8 1.9 6.0 19.0 8.2
1962 .................. 24.9 1.8 5.8 20.4 7.7
1961 .................. 25.0 1.7 6.3 20.7 8.0
1960 .................. 26.0 1.5 7.2 21.1 6.4

28. 8
31.2
31.9
29.6
28. 8
29. 8
30. 3
29. 8
29. 1
28. 4
30. 0
30. 7
30. 0
30. 1

11.2
10.1
10.3
9.8
9.6
9.5
9.2
9.2
9.0
8.8
9.1
8.8
8.2
7.6

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

I Preliminary,
I Intra-EEC movements excluded.
Source: IISI production data.

TABLE 12.--WORLO STEEL EXPORTS BY AREAS

United United
States Canada EECI Kingdom Japan ComeconI Other Total

Millions of net tons raw steelequivalent:
197?' ................. 3.90 2.10 31.60 6.80 30.80 20.90 9.60 105.601971 ............... 3.76 2,13 28.02 7.11 33.09 19.90 7.52 101.52
1970................... 9.31 2.29 24.22 5.88 25.22 18.92 7.68 93.521966.85 1.36 25.12 6.70 22.28 17.86 7.69 86.85
196................ 2.85 1.86 26.38 6.25 18.30 15.37 7.23 78.25-4967................. 2.22 1.26 24.70 5.61 12.48 13.77 6.17 66.201966................ 2.27 1.17 21.54 .11 13.58 12.06 4.35 60.09
195 ................... 3.26 1.19 24.42 5.62 13.68 10.64 3.47 62.28
1964 ................... 4.46 1.53 18.21 5.32 9.37 9.08 3.55 51.53
1963................ 2.80 1.49 16.29 4.84 7.57 7.69 3.38 44.07
1962 ................ 2.60 1.12 17.30 4.46 5.48 7.40 3.78 42.14
1961 ................... 2.60 1.11 18.73 4.61 3.22 5.84 2.69 38.80
1960 ................... 3.88 1.09 19.28 4.44 3.22 5.63 2.80 40.34

Percentages of total:
1972 ................. 3.7 2.0 29.9 6.4 29.2 19.8 9.0 100.0
1971 .................. 3.7 2.1 27.6 7.0 32.6 19.6 7.4 100.0
1970 ................... 10.0 2.4 25.9 6.3 27.0 20.2 8.2 100.0
1969 ................... 7.9 1.6 29.0 6.6 25.7 20.6 9.0 100.0
1968 ................... 3.6 2.4 33.7 8.0 23.4 19.6 9.3 100.0
1967 ................... 3.3 1.9 37.4 8. 5 18.8 20.8 9.3 100.0
1966 ................... 3.8 1.9 35.9 8.5 22.6 20.1 7.2 100.0
195 ................... 5.2 1.9 39.2 9.0 22.0 17.1 5.6 100.0
1964 ................... 8.7 3.0 35.3 10.3 18.2 17.6 6.9 100.0
1963 ................... 6.3 3.4 37.0 11.0 17.2 17.5 7.6 100.0
1962 ................... 6.2 2.7 41.0 10.6 13.0 17.5 9.0 100.0
1961 ................... 6.7 2.9 48.3 11.9 8.3 15.1 6.9 100.0
1960 ................... 9.6 2.7 47.8 11.0 8.0 14.1 6.9 100.0

I Intra.EC movements excluded.
S Movements among Eastern European nations other than U.S.S.R. excluded.
I Estimated.
* Preliminary.

Source: IISI.
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TABLE 13.-WORLD STEEL IMPORTS BY AREAS

United United Come.
States Canada EEC I Kingdom Japan con I Other Total

Millions 0I net tons raw steel
equivalent:

19723 ................. 22.60 3.40 5;90 3.90 0.30 20.10 49.40 105.60
1914 ....... .... 23.36 3.15 5.30 3.01 .22 18.30 48.18 101.52
1970 ................... 17.43 2.15 10.46 3.30 .14 17,20 42.84 93.52
1969 ................... 16.80 2.87 8.33 3.12 .23 15.94 39.56 86.85
1968 ................... 21.68 1.73 4.87 2.87 .11 14.03 32.95 78.25
11,;7 .................. 14.22 1.74 4.08 2.25 .43 12.63 30.85 6s.80
166 ................... 13.28 2.01 3.58 1.21 .04 11.09 28.87 2.09
1965 ................... 13.33 2.71 3.27 .93 .07 9.67 32.31 62.28
164 ................... 7.96 2.01 3.98 2.19 .04 7.62 27.73 51.53
19(3 ................... 6.42 1.14 4.03 1.37 .06 7.74 23.32 44.07
.. 2 ................... 4.98 1.01 3.41 .78 .37 8.36 23.23 42.14
141 ................... 3.68 1.10 2.34 .56 .46 7.03 23.64 38.80
1;060 ................... 3.56 1.34 2.57 1.77 .26 8.07 22.76 40.34

Percolt of total:
13723 ................. 21.4 3.2 5.6 3.7 .3 19.0 46.8 100.0
1971f ................. 23.0 3.1 5.2 3.0 .2 18.0 47.5 100.0
1970 ................... 18.6 2.3 11.2 3.5 .2 18.4 55.8 100.0
199 .................. 19.3 3.3 9.6 3.6 .3 18.4 55.6 100.0
1968 ................... 27.7 2.2 6.2 3.7 .1 7.9 52.1 100.0
19,7 .................. 21.5 2.6 6.2 3.4 .6 9.1 56.6 100.0
1966 .................. 22.1 3.3 6.0 2.0 .1 8.5 58.0 100.0
1%5 ................... 21.4 4.4 5.3 1.5 .1 15.5 51.9 100.0
1964 ................... 15.4 3.9 7.7 4.3 .1 14.9 53.8 100.0
1*3 ................... 14.6 2.6 9.2 3.1 .1 17.5 52.9 100.0
1%2 ................... 11.8 2.4 8.1 1.9 .9 19.8 55.1 100.0
1%1 ................... 9.5 2.8 6.0 1.4 1.2 18.1 60.9 100.0
1960 ................... 8.8 3.3 6.4 4.4 .6 20.0 56.4 100.0

Intra-EC movements excluded.
Movements among Eastern European naUons other than U.S.S.R. excluded.
Estimated.
Preliminary.

Source: IISI.

TABLE 14.-STEEL CONSUMPTION, PRODUCTION, EXPORTS AND IMPORTS, PERCENTAGES OF TOTAL

Consumption Production Exports Imports

United States:
1960 .................. : ........................ 26.0 26.0 9.6 8.8
1971 ........................................... 21. 18. 3.7 23.01972......................................... 22. 19.3 21.4

Canada:
1960.......................................... 1.6 1.5 2.7 3.3
1971 ........................................... 2.1 1.9 2.1 3.1
1972 ........................................... 2.0 1.9 2.0 3.2

EEC:
1960 ......................................... 16.8 21.1 47.8 6.4
1971 .......................................... 14.8 17.8 27.6 5.2
1972 ..................................... 15.1 18.0 29.9 5.6

United Kingdom:
1960 ........................................... 6.5 7.2 11.0 4.4
1971 ...................................... 3.5 4.2 7.0 3
1972 ........................................... 3.5 4.0 6.4 31

Japan:
1960 ........................................... 5.6 6.4 8.0 .6
1971 ........................................... 10.1 15.2 32.6
1972 .................................... 10.9 15.5 29.2

Comecon:
1960 ........................................... 30.7 30.1 14.1 20.0
1971 ........................................... 31.8 31.9 19.6 18.0
1972 ........................................... 30.3 31.2 19.8 19.0

Other:
1960 ........................................... 12.8 7.6 6.9 56.4
1971 .......................................... 16.2 10.3 7.4 47.5
1972 ........................................... 15.9 - 10.1 9.0 46.8

Source: IISI.
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TABLE 15.-SELECTED STEEL PRICES AND PRICE INDEXES, UNITED STATES AND FOREIGN

USBIT U.S. average realized U.S. Average Import Conti.
U. prices' EEC values mental

Steel ever$le Japan Europe
Price All Carbon realized realized From From export

Index grades only prices I prices 4 EEC Japan prices a

Dollars per net ton:
1973. ....................... NA NA NA NA 198 228 209

1971 .................. 19 NA NA 170 200 137
............... 203 18 151 115 154 186 129970:: ........... .::::.:: .... 189 1 11i 159 182 142

185 161 139 it 133 146 136
1OU968.......................... 182 161 128 113 122 139 103

............................. 183 161 130 115 121 149 103
196 .. ............ .... 180O 160 135 11 124 139 103

1965.......... ............... 175 1 132 11 127 141 104
170 153 NA NA 128 145 106

9::::::::::....... 170 153 NA NA 127 149 114
1962 ..................... 17 154 NA NA 127 150 108
196 .................. 173 155 NA NA 135 165 117
190............ ....... 173 55 NA NA 142 167 133

Index numbers (1967 equals
10:3 ................... 134.1 NA NA NA NA 163.6 153.0 209.9

1972 ................... 130.4 117.5 119.9 NA NA 140.5 1342 133.0
1971 .................. 123.9 110.9 113.0 116.2 100.0 127.3 124.8 125.2
1970 ......... .. 114.3 103.3 104.3 11.4 103.5 131.4 122.1 137.9

................. 107.4 101.1 100.0 106 100.0 109.9 98. 0 132.0
.02 5 .0 . , 983 10.8 93.3 10.0

1967. . . .100 I 1 100.0 100.0 109.0 100.0
966... 9.4 .4 103.8 103.5 102.5 93.3 100.0
1965.........97.5 95.6 9 W.9 1.5 101.7 105.0 94.6 101.0............... 1 92.9 . NA NA 105.8 97.3 102.9
1963 ............... 92.- NA NA 105.0 10.0 110.7
1962 ................. 9 94.0' NA NA 105.0 100.7 104.9
1961 ................... 96. 94.:5 3 NA NA 111.6 110.7 113.6
1960 ................... .96.4 94.5 9 .3 NA NA 117.4 112.1 129.1

' U.S. Bureau of Labor Statistics Wholesale Price Index Steel Mill Products.
I Calculated from U.S. Department of Commerce MA 33 (B) reports.
I alculet from finanal report of mojor EEC steel producers.

alculated from financial reports of mejor japanese steel producers.* Calculated from U.S. Bureau of Census data Allowance for freight to United States Insurance and tariff added.
I Composite price (eoted average) comute from bas prices published by the Metal Bulletin, London. Allowance

for freight to UnitoStates, Insurance and tariff added.

TABLE 16.-STEEL INDUSTRY CAPITAL EXPENDITURES IN MAJOR STEEL PRODUCNIG COUNTRIES

[Milions of U.S. dollarsj

European
United Economic United
States Canada Community Kingdom Japan

1172 ................................. ,164 186 2,676 411 2,223
1111 ................................. 1,425 236 2,300 590 2,267
1970......................... 1,73 193 1 706 370 1,902
1969.......... ...... ........ 2,047 95 1,039 194 1,513
1 .0...... ... ................ 2,307 61 802 149 1,167
1967............................. 2,46 114 - 746 136 972
1 ............................ 1,3 195 865 117 64
196................................. 1,823 141 958 . 139 508
1964 ................................. 1,600 191 1,339 154 46S
196$........................... 1,040 1g9 1,506l 215 463
1962 ............................ 911274665

191................ 960 67 1,175 556 767
11:0.........................1,521 111 18l 409 598

Source: AISI, Economic Commission for Europe, and Organization for Economic Cooperation and Davelopmen"

Senator HANLqsR. Mr. Cort, you indicated that the Japanese may be
gearing up to expand steel exports to pay for their oil.

Is the Japanese steel industry owned or controlled by the govern-
ment?
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Maybe you would lke to respond to that now if you will.
Mr. CoRT. It is not owned by the Government, but it indirectly is

controlled and financed by the Government. The Japanese steel in-
dustry has a financial ratio of 80-percent debt to 20-percent equity.

Senator HANSEN. Just about the reverse of ours.
Mr. CoRT. The reverse of ours.
And the Government, if they decide that it is in the best interest

of .Japan to expand their steel capacity, they make the funds available
regardless of whether it is going to be profit making or not. They
guarantee the loans and at a preferentially low interest rate. The
various agencies of the Government that deal with their economy
r1I control the amount of steel that the Japanese industry will pro-
duce in a year, and whether it will go domestic, what percentage is
going export, and so it is a virtually controlled situation.

Senator HANSEN. As you compare your operations all of you, those
who represent the steel industry in its entirety in the United States
with those, say, in Japan, do the antitrust, antimonopoly laws in this
country militate against your being able to penetrate foreign markets
a.s effectively as the Japanese can I

Mr. CORT. I would have to say yes, very definitely.
Senator HANSEN. Isn't it true that Japan sort of takes industry by

the hand over there and looks the world over and decides where one
,oi, Ilpany will be encouraged to go in, they-will not have competition
from other like manufacturers?

Mr. CoRT. That is correct.
Senator HANsEN. Thank you very much, Mr. Chairman.
Senator FANNIN, Thank you, Senator Hansen.
Just a few more questions.
Mr. Court, I appreciate your comments with regard to the anti-

(lump) )ing statute and the countervailing duty provision. I introduced
legislation in 1970 that would parallel your recommendations, and I
would certainly continue in my efforts in this regard because I feel we
must (rive domestic industry the same opportunities that we certainly
give tlie foreign importer. 7 feel that in every way possible we should
give the preference to domestic industry.

Instead of that, we are doing just the opposite, as you well know. In
add it ion, there are many other concerns.

Do you believe we can get fair play and fair treatment under GATT I
I will tell you why I am concerned about that. It is because of the

vot iag being alined against us to such a great extent.Mr. LARRY. I think you raise a very legitimate point. It is almost the
same kind of problem we have in the United Nations. Nevertheless,
tlMre is the authority under the GATT provisions to work apparently
in some of the directions toward sectoral negotiations which we have
recommended. One can conclude that given the right kind of attitude
on the part of the U.S. negotiations to determine that the interests of
the United States are important, it might be possible to get a little bit
of a fairer shake than we have had.

Senator FANNIN. If we are ready to fight fire with fire. But to date
that has not been the case.

.Mfr. LARRY. To date we have not seen much of it.
Senator FANNIN. We have seen some of the negotiations just run

over us, and we have been fair play, and I certainly hope that we will
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always be willing to be fair where others are fair to us, but do you
gentlemen not feel that with the situation as it is today, and realizing
that we will get back to a highly competitive market, not that we are
not now a highly competitive market, we are in a shortage market
today , and so things might look a little different, but I think it would
be a'false illusion to think that this is going to last beyond a certain
period of time, and we would be back where we were before with the
Japanese flooding our markets with different products just like they
are flooding our markets today with the motor vehicle equipment.
And I am very concerned about the number of cars coming into this
country and of course, this does affect the steel industry, but they are
coming in on a 3-percent tariff, not that we can compete in some of the
other markets with our cars, but when we could have competed, the
restrictions were so great and are today that we do not have the
opportunity.

What do you recommend that we do, or do you feel that this must
be an administration decision in regard to fighting for the rights of
these countries with relationship to GATT I

Mr. LARRY. I just mi ht observe before Mr. Ahlbrandt does, that
there are a number of places in the testimony here which really go to
the point you are making, Senator, in trying to bring about the situa-
tion that when a fact is found which calls for action, as for example,
when the Tariff Commission finds injury, then executive movement is
required instead of something which can just sit there. And the same
thing with respect to the countervailing duty. There ought to be some-
thing which goes on the record to start the timeclock working so that
vou are. sure somewhere down the way somebody is going to do some-
thing if they find the facts are as alleged.

Senator FANNIN. That was the i dea of the legislation I introduced,
was to bring it to a conclusion by a certain time.

Do you feel that that is the most essential action that we can take?
Mr. 'LARRY. We do.
Mr. CoaT. Well, there are a number of industries that have abso-

lutely disappeared and died while they are trying to prove injury.
Senator FxiA ix. While they are trying to settle the cases that they

have against a foreign competitor I
Mr. CoRT. That is right, and I see a return of that with more com-

petitive world situations.Mr. AILInA.NDT. If I may, Mr. Chairman, I think your bill is a
very realistic bill. I am not complimenting you because we are here
today, but I mentioned that when I was in front of the Finance Com-
mittee before. But I would say this: I think that your bill recognizes
the problem as well as I think the United States mst recognize that
w have to settle some of our import, our industry problems on an
economic basis rather than on a foreign policy basis. We must recog-
nize that we are competing against cash flow or bloc economies, where
cost is no object and profitability is certainly, if it is there, is only
there as a word. We have to form our capital in order to get our in-
vestment resources, in order to build our economy; we have to do that
on a profitmaking basis. And unless we change our way over here to
a cash flow economy, we are never going to be competitive worldwide,
even though costwise we are competitive. I know we are competitive in
the specialty steel industry, but when they want to come over and
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utilize our market to build their industries and capacities, they do
ito )it a loss basis, generally speaking

Senator FANNIN. I have heard the arguments, and they say the sec-
o1d p hase of their production would lower the cost this amount so
they can sell it this much cheaper in the United States, but they still
retain the same price in Japan. I have noticed they use that argu-
mulit second 100,000, I would say, of some particular product that is
being made. And it certainly is not consistent with the intent of
G.'LrT nor is it consistent with a fair policy between our two countries.

Now, we are speaking about the money market. We recently re-
ceived testimony in our Financial Market Subcommittee hearings on
the difficulty of raising equity capital to expand investment and pro-
(,lction in basic industries in the United States, and an example was
given and pointed out by Mr. Lyn Townsend, chairman of the Chrysler
Corl)., that McDonald's Hamburger Corp. has an aggegate market
value of stock equal to the stock of the United Steel. McDonald's had
a ook value at the end of 1972 of $200 million, and recent stock-
market value of $2.1 billion. On the other hand, United Steel had a
book value of $3.6 billion and recent market value of $2.2 billion. In
other words, the market value of stocks on the exchanges do not reflect
the real value of the assets, but only the institutional investors' assess-
ment of the growth value of the stock.

Now, we were looking for suggestions, and one suggestion that I
would like to place before you is a plan developed by Mr. Louis Kelso
whieh would distribute widely the shares of the stock to the employees
umider employees stock benefit plan.

I know that many of you have stock ownership plans, but I wish
VoU would, if you have not already looked at this plan-and I do not
know what your thoughts are-but I would like for you to submit for
the record your comments as to whether .ou feel it might help your
corporation raise capital, to expand capacity, or if you have any other
pliis that you think might be appropriate that would be involved
in our Finance Committee activities.

I feel that it is certainly incumbent upon us to try to work on pro-
gra ms that will be of assistance. We are all vitally concerned with
what has happened today. We desire to make it more profitable for
you to do business in order that you can be more competitive and pro-
(tie more jobs, and we certainly realize that if the trend continues
and they say, well, we can be a-service nation, that it is in sight for
us to maintain the economy that we have today, maintain the living
sta idards that we have today.

So I think that the Congress of the United States is vitally con-
cerned as to just what can be done in regard to placing you in a more
c(nl)etitive position and placing you in a position where you can raisethe capital needed which would make it possible to do exactly that.

I want to express the appreciation of the committee for your appear-
ance here today. It has been very helpful. We will review the recom-
DViendations you have made very carefully because it has been brought
out., some of these recommendations are in line with legislation we have
previously considered, and that we will be considering in the future.

So thank you gentlemen very much.
Mr. CORT. Thank you very much.
[The prepared statement of Mr. Cort follows :]
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PaEPABED STATEMENT Or STEWART S. ConT, CnAxRMAN, AMElUcAN IBON
AND STEEL INSTITUTE

My name is Stewart Cort. I am appearing today as Chairman of the Ameri.
can Iron and Steel Institute. Our domestic member companies account for about
95 percent of the steel produced in this country and employ over 500,000 work-
ers. I have with me R. Heath Larry, Chairman of the Institute's Committee on
International Trade and Vice Chairman of United States Steel Corporation,
Roger S. Ahlbrandt, Chairman of Allegheny Ludlum Industries, and Mark T.
Anthony, Vice President and General Manager, Steel Division, Kaiser Steel Cor-
poration.

.Mr. Chairman, in our appearance before the House Ways and Means Commit.
tee on this same subject, we indicated the minimal improvements needed to make
the trade bill responsive to international conditions besetting American Indus-
try and labor. These proposed improvements were largely absent from the bill
as it emerged from the House.

Today, less than a year since the House began consideration of the trade bill,
the U.S. has moved into vastly different economic and political circumstances.
These changed conditions confirm our view that the trade bill is not attuned to
t he world of today and, even less, to the world of tomorrow. Therefore, we cannot
support H.R. 10710, the Trade Reform Act in its present form.

ANNEX A

Subject: Additional Amendments to H.R. 10710.
Certain additional amendments are recommended by Kaiser Steel Corpora-

tion in order to facilitate the provision by the President of import relief under
Section 203 of the bill:

- 1. Section 203(h) (2) which relates to the negotiation of orderly marketing
agreements with foreign countries should be changed. The sentence beginning on
line 18 of page 61 ("In addition .. .") should be struck and the following sub-
stituted:

"In addition, in order to carry out any agreement concluded under subsection
(b) (4) with one or more countries accounting for a significant part of United
States imports, including imports into a major geographic area of the United
States, of the articles covered by such agreements, the President is authorized
to issue regulations governing the entry or withdrawal from warehouse of the
like articles which are the product of any country not party to such agreement."

2. In order to provide the President with more flexible authority, section
203(b) should be amended to provide that the various measures of relief can
be applied without regard to section 127 of the bill, which section sets forth
the most-favored-nation principle.

The purpose of this amendment is to make it possible for the President to apply
higher import duties only to those imports which are causing the injury to the
Industry in the major geographic area without the necessity for imposing higher
duties on all imports irrespective of their country of origin. Thus, as can be
expected, if specific imports from one identiflable country are causing the injury
to the industry in the major geographic area, only those imports from that count.
try would be subject to the provision of import relief by the President without
the necessity of affecting all other imports. Countries whose exports to the United
States would not be affected would certainly not have any basis for complaint.
Moreover, although the GATT appears to require that escape clause actions should
be subject to the MFN provision, there is now serious discussion in the GATT of
the need to negotiate a multilateral safeguard code as part of the proposed trade
negotiations. Virtually all the discussions to date have indicated the desirability
of permitting the non-MFN application of Import relief under such a code. This
-proposed amendment would conform United States law to this approach and make
It possible for the President, at his discretion, to apply Import relief on a non-.
MfN basis as the multilateral safeguard code is expected to provide.

ANNEX B

[House of Representatives, Dec. 10, 10783
Mr. P'r'rxs. Mr. Chairman, I would like to draw the distinguished acting chair-

man's attention to a provision of title 1I of the bill. I refer to the so-called escape
clause provision under which the President is authorized to provide import relief
after the Tariff Commission has made a finding of Injury to a domestic industry.
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In section 202(c) certain considerations are set out which the President shall
take Into account in deciding whether to provide import relief. Included among
these is "geographic concentration of imported products marketed in the United
States." The fact that this consideration is explicitly set out in the legislation as a
gui(ie to the President indicates that the Congress is instructing the President to
be mindful of the geographic concentration of imported products and their impact
ol domesticc industry in that geographic area. Is my understanding correct in
this regard?

ir. ULLMAN. Mr. Chairman, if the gentleman will yield, the understanding of
the gentleman from California Is correct. The language which the gentleman has
referred to in section 202 defines a congressional policy to guide the President in
the (xercise of his authority under title II.

Mr. PETTzs. Is not my further understanding correct that the Tariff Commis.
.ioii, in making its findings under the escape clause, would take Into account
and report to the President on considerations which apply to the exercise of
'residential authority? Thus, In the case I cited, the Tariff Commission, under

se t ion 201, would consider and report on the effects of the geographic concentra.
tlon of Imports on the affected industry in the particular geographic area.

Mr. ULLMA. That is correct, and that information would be considered by the
'resident.

ANNEX C

In the following determinations of injury under the Antidumping Act, the
United States Tariff Commission defined "an industry In the United States" as
being the industry In a geographic area bf the United States. The relevant pas.
sage from the Commission's reports in these cases are listed below.
1. ('a8t iron soil pipe from the United Kingdom, Investigation No. 5, 1955

"The domestic Industry to which the Commission's determination of injury
relates was held to consist of the producers of cast iron soil pipe in the State of
California".
2. Portland cement from Sweden, Investigation No. 16,1961

"The imports of Swedish portland cement which are injuring the domestic.
In(lustry concerned are entering at the ports of Fall River, Mass., and Providence,
R.I., and are being sold in a limited geographic area that is supplied with do.
mestic portland cement by plants adjacent to the same area. This area, con-
sisting of Rhode Island, eastern Massachusetts, and eastern Connecticut, Is re-
ferred to herein as the 'competitive market area'. The domestic portland cement
plants that have historically supplied such cement in that area and that have
in recent years sold substantial quantities of such cement there, are considered
to constitute 'an industry' for the purposes of the Antidumping Act."
8. Portland gray cement from Portugal, Investigation No. t, 1961
7Language similar to the above case.

4. Chromic aicd from Australia, Investigation No. 82, 1964
"For approximately one year (August 1962 to mid-July 1988) chromic acid

from Australia was imported into the United States at less than fair value.
Virtually all the chromic acid was sold on the West Coast, a market which ac-
counts for about ten percent of the total domestic consumption. During this
period, imports amounted to 14 percent of the chromic acid consumed on the
West Coast and came in at an accelerated rate."
5. Ptecl reinforcing bars from Canada, Investigatio No. 38, 1964

"However, In 1962 the importer concentrated most of his sales In the North.
west area of the United States (principally Oregon and Washington) which now
constitutes the only major competitive market area In which the Imported re-bars
are sold. This area, except for Imports, is served almost exclusively by three
domestic mills located within that area. In recent years there have been only
rare Instances in which special circumstances have made It feasible for other
domestic mills to ship re-bars into that competitive market area. This Is prin-
elpally because of the peculiar location of the market area and the higher ship.
ping costs applicable to shipments of the other more distant mills."
6. Carbon steel bars and shapes from Oanada, lnvestigatImo No. 39, 1964

"The bars and shapes involved in this case are heavy, elongated, low-value
products subject to high transportation cost& Consequently, they are commonly
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sold only within a comparatively restricted geographical area. Thus, it is not
surprising that the three domestic producers In the Pacific Northwest-Oregon
Steel Mills, Northwest Steel Rolling Mills, Inc., and the Bethlehem Steel Com-
pany-typically sell over 95 percent of their production of the relevant items In
the Pacific Northwest. Furthermore, approximately 95 percent of the domestic
steel bars and shapes of this type which are consumed In the area come from these
three mills, and the bulk of their raw material originates In the same States.
Their sales are made primarily in small lots. This factor, together with the high
freight costs, isolates this group of producers."
7. Cast iron soll pipe from Poland, Invcstigation No. 50, 1967

-It is apparent flint soine of the imports have been sold in various sectors of
the United States but that virtually all of the sales have been concentrated in
two large competitive market areas of the United States, namely, the Los Angeles
area and the northeastern area of the United States which consists of the terri-
tory situated around and between Philadelphia and New York City. These two
markets constitute approximately one-fifth of the total United States market
for cast Iron soil pipe; the northeastern market is by far the greater of the two.
l)ut to the bulk and relatively low unit value of cast iron soil pipe, transportation
cc'xts tend to limit the competitive market areas of producers."
8. ,'t,1cl bars, reinforcing bars and shapes from Australia, Investigation No. 62,

1970
"Sales and offers of sales of the LTFV imports were concentrated in two

separate competitive market areas: California and the northwestern states."
A footnote at this point reads as follows:

"I4oth California and the northwestern states (Oregon and Washington)
constitute separate competitive market areas because freight differentials limit
sales of domestic steel products in such areas principally to the plants operating
within the areas."

Comprehensive legislation dealing with trade under present conditions and
those likely to exist in the future must contain the following basic provisions:

1. Sector negotiations for steel and other basic commodities essential to the
proper functioning of the economy that would encompass all tariff and nontariff
distortions affecting international trade flows in those commodities.

2. Authority to enter into orderly marketing agreements on a sector basis sine-
liar to the recently negotiated GATT multi'fiber textile arrangement which is
aimed at preventing market disruption while moving nations ahead on a course
of liberalized trade.

3. Provisiona as to dumping, subsidies and other unfair trade practices that
forcefully convey the intention of the United States to counteract such prac-
Ices.

Unless the lill is substantially rewritten to incorporate the foregoing ele-
ments, its enactment will leave us worse off than we are today with the Inade-
quate statutes and administrative procedures now in effect.

We are in a period of strong worldwide demand for steel, with foreign steel
selling at prices well above the prices the Cost of Living Council allows us to
charge in this country, It would be easy to conclude that the steel Industry has
no trade problems. Such a conclusion would be totally wrong. Even in 1978-
a record year for the domestic industry and one of worldwide steel shortages--
steel imports totaled an astonishing 15 million tons, creating a negative trade
balance of $1.8 billion. Import penetration for many products remains at a
very high level, especially for some of the specialty steels, such as certain stain-
less steel products and tool steel.

Over 70 percent of the world's steel output is produced in facilities either
government owned or controlled. Our foreign competitors still pursue a practice of
exporting to our markets at prices below full cost whenever they have a capacity
in any product line which exceeds the local demand. Despite general shortages
of steel, this is still going on In certain product lines where potential supply
exceeds current demand. Our current statutory safeguards as presently ad-
ministered are incapable of preventing this practice.

,e are in an unparalleled period of economic confusion. Yet H.R. 10710 would
pwrinit expansive but ill-defined negotiating initiatives along lines more suited
to trade conditions existing In the past than to those we now face, and without
extensive safeguards against market disruption. In today's and tomorrow's
world, market disruption is an ever-present danger. As Just one example, the
Japanese have announced their intention to expand steel exports even If that
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1,1.1111s reducing domestic supply to help them pay the rising bill for Middle
i.'asttern oil. There is little doubt that a substantial part of that increase will be

s.iai to the most accessible and largest market-the United States.
Finally, and most important, in order to Justify the massive long-term invest-

iit'is niwded to expand capacity in step with increased demand, we must have
:ita'luate safeguards against floods of imports coming In at very low prices sup-
ported by other governments to further their own political and economic
iliie.t.

We support the concept of multi-lateral trade negotiations for the purpose of
stimulating healthy and beneficial international trade. But we contend there
intiwt le a clear Indication of national objectives and not merely negotiations
r',ir lke sake of negotiating. International negotiations are necessary to the steel
inihitsry and can serve the economy in three ways that will encourage the con-
ijiwing development of adequate and reliable supplies of steel:

I. To achieve access to vital raw materials through trade with any country
ila ,.*in provide such resources except where overriding national defense of
imi,,mitl economic security issues are involved;

t. 'o achieve a maximum degree of understanding as to what constitutes fair
ternvi of trade in steel; and

:1". To achieve a well-designed orderly marketing and safeguard system that,
il ii it, event of actual or threatened disruption from imports, will permit prompt,
;tiulieite limitation on imports for a temporary period until the disruption has

Vit'wed in terms of what we consider essential elements of a trade bill and in
t ,rii. (if negotiating objectives for our industry, H.R. 10710 is seriously deficl-
,.,r legislation. It is quite inadequate as a policy for the trade challenges that
will frontot us during the decade ahead.

uiir government has recently exhilblted concern as to what might happen to
firinq of domestic energy production which have become economically viable in
rci .t months because of the higher prices imposed by foreign oil-producing
iati ons-if those producers use their leverage at a later date to reduce prices as
ihey liave recently raised them.

It --hould ask the same kind of question in connection with stv'et. Under condl-
ti(tns of less than capacity demand for steel, foreign producers have repeatedly
shifted their pricing policies dramatically, quoting prices below their full costs of
production and rapidly ificreasing their exports. This has had the effect of sus-
tail anig operations and employment in foreign countries at the expense of domestic
production in this country. Obviously, this destroys the ability of domestic pro.
dii'ers to finance new steel producing capacity.

On I lie other hand, during the current period of strong steel demand, producers
or ot"ier nations have withdrawn many of their products from our markets. And
wlen they have stayed in the market, they have raised their prices far above
th ise domestic manufacturers have been permitted to charge under price controls.

Titus, the price advantages inherent in the present strong market have been
going In the main to encourage expansion abroad rather than In this country
wlere it is clearly needed. The American steel industry has been faced with the
worst of all possible worlds in every phase of the steel demand cycle. The country
i.; now suffering the results of having permitted this to occur in the past.

I will now turn to specific sections of the bill.

Negotiating authority: sector negotiations
Conditions have changed dramatically since the legislative proposals for H.R.

10710 were first formulated.
There have been major realignments of exchange rates that are still going on.

The U.S. balance of payments has improved, at least for the time being. Monetary
negotiations are stalled. Energy issues are emerging as possibly one of the most
sigiltleannt trade-influencing factors of the decade. Agricultural shortages, infla-
Ii,,n and serious concern about a world recession are all part of the changed
environment.

It is these, and not simply tariffs or traditionally discussed non-tariff barriers,
which affect international competition and, therefore, international trade flows
in steel today. Yet there is scant indication in H.RL 10710 that U.S. negotiators
would be able to consider these issues as coming within the scope of non-tariff
t ra de barriers.

(Ovarly the old across-the-board or linear negotiating formula, now in title I
of II.R. 10710, needs to be reexamined. For a few important industries, in-depth
sme.tor negotiations are absolutely essential.
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For the steel sector, only negotiations covering all types of non-tariff distor.
tons of trade, as well as tariffs, have a chance to produce meaningful results. As
Ambassador Eberle noted in his testimony before this Committee on March
4th, "We need to ensure that the overall problems of certain key industries and
agricultural sectors be covered In an internal manner, relating tariffs, NTB's,
government policies, future world supply, and pace of adjustment considera-
tions." We operate In a world market where over 70 percent of the output Is
produced In facilities which are government owned or controlled. Their output
and sales are heavily influenced by political and economic policies of those gov.
ernments designed to attain high levels of employment, improved international
payments balances and adequate supplies of essential materials. As a conse-
quence, foreign steel industries generally benefit from special aids under na-
tional planning and industrial development schemes in which they are im-
portant integral factors. And these aids have a marked influence on their trade
policies. The practical way to deal with the trade distortions and disruptions
which emanate from those policies is international negotiation. Accordingly, we
urge that negotiating authoritiekin title I be amended:

To require sector negotiations for essential basic commodities covering
tariffs and all other factors influencing International trade In those com.
moditles; and

To define the terms "barriers to" and "disruptions of" international tro(le
to include--as within the scope of such negotiations-the effect on trade
arising from national balance of payments problems, export controls, ma-
terial policies, tax policies, pollution abatement programs, government
ownership or control of industries, subsidies and other non-tariff distortions.

safeguards
The import relief provisions of title II are a serious disappointment. Lesons

of the 1960's have gone unheeded. The prospect of heavy market penetration by
imports at uneconomically low prices continues to be a serious deterrent to new
domestic steel investment, just as it was during the 1900's. Government coi.
trolled or subsidized steel industries in both developed and developing countries
are rapidly expanding capacity and targeting a major portion of output for
export markets. Export drives in steel will be further stimulated by payment
imbalances confronting most nations as a result of increased energy costs and
by the strong desire of developing countries to increase foreign exchange earn-
ings by exporting more finished and semi-filished products rather than basic
raw materials.

Current political and economic uncertainties, therefore, impel creation of
escape clause and unfair trade practice mechanisms that enjoy governmental
backing, inspire confidence, and can be put In motion promptly whenever needed.
Title II falls on all counts,

We frankly doubt that adoption of "subsantial cause" and other revisions
will amount to much more than a change In semantics. We have only to look to
the disposition of escape clause cases since 1982. Additionally, section 202 of the
bill still empowers the President to disregard Tariff Commission findings and
recommendations if he chooses to do so.

Section 203 of H.R. 1010 lists in order of preference four types of import re-
lief for application once there Is affirmative finding of injury by the Tariff Coin-
mission. Orderly marketing agreements are at the bottom of the list, after even
unilateral imposition of tariffs and quotas. Thus, It appears to encourage uni-
lateral action, rather than international negotiation and cooperation.

The recently negotiated multi-fiber textile arrangement, to which the UnitedStates Is a party, stresses "orderly and equitable" development of textile trade
as being a basic objective of the arrangement The House-passed bill would adopt
directly contrary policies as to all other commodities. This Is not the way to
encourage more equitable trade.

We recommended that the legislation clearly recognize that orderly market-
ing arrangements are legitimate Instruments of trade policy, particularly as to
commodities essential to the' operation of the economy and requiring heavy,
long-term capital investment in productive facilities.

We urfg that the bill incorporate the definition of "market disruption," the
import restraint formulae, the consultative procedures, and other essential fea-
tures of the safeguard measures embodied in the recently negotiated GATT multi-
fiber textile arrangment.
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Unfair trade.prac ces
Despite some improvements in title III, the bill still falls far short of mini-

wiilly acceptable changes. The provisions in section 301 relating to foreign sub-
sidl,,s provide the President with a greater redressive capability and should be
retained. But, there are other provisions which are totally incomprehensible orIillmletillate.

,Io cito one, under the antidumping provisions of section 321, a domestic manu-
f:iturer who has been hurt by dumped goods and has brought a complaint
would have to prove his right to appear at any hearing conducted by the Secre-
tary of the Treasury or the Tariff Commission while the party accused of dump-
iiig would have the right to take full part in the proceedings.

In(leed judicial review of antidumping proceedings would be a hollow proceed-
Ing for an American company which was denied the right of full participation in
imjkiig the record before Treasury or the Tariff Commission, when the record is
t 1, exclusive basis for the Judicial review.

Industry experience with enforcement of the antidumping statute reflects a
, erlo.s need for the statute to contain adequate definitions of "industry" and
injuryy" s0 that there can be more precisely mandated standards to assure that
tlo intent of Congress is being carried out In the administration of the anti.
dumpnhg statute. We have specific proposals on these definitional points which
will be submitted for the record.

In the countervailing duty provisions of the bill in section 831, there are worth-
while amendments dealing with time limitations for decisions, Judicial review of
n.,nutervalliug duty decisions, and expansion of the statute to cover duty-free
imnrehandise. In each of those areas there is some need for further clarification
uid expansion. The trigger of time limits should be made more certain, and the
.a ie definition for "industry" and "injury" that we are proposing in the anti.
dumping provisions should apply to duty-free items where an injury determina-
ti n is required. Imposition of countervailing duties on goods entering the country
should be analogous to the withholding of appraisement provisions of the anti-

impnping statute.
h'ie 4-year moratorium on imposition of countervailing duties defies logical

explanation. To us It simply confirms long-standing reluctance to confront the
issue of foreign subsidies. It also evidences unwillingness or reluctance to tackle
tough questions of foreign government ownership or control Insofar as this Issue
affects competition with American goods. Far from hampering International trade
negotiations, the imposition of countervailing duties where Justified is more likely
to accelerate them and make their results more meaningful.

We urge that the antidumping and countervailing duty provision be amended:
To permit all parties to an antidumping case to have equal rights to be

heard;
To eliminate the moratorium on application of countervailing duties;
To define the terms "industry" and "injury"; and
To require that the Secretary of the Treasury publish a notice within 80

days after receipt of a complaint so that the triggering mechanisms on the
running of time limitations become fixed.

The changes we are recommending would make the difference between realistic
and unrealistic legislation. They are minimal changes. Yet, they are of such criti-
cal importance to us and, I am sure, to many other segments of our economy as
to make the difference between an acceptable bill and an unacceptable one. We
cannot upport a trade bill which in our judgment, despite some of Its favorable
changes, weakens or destroys effective enforcement of the fair trade laws, con-
tinues ineffective safeguard procedures, and provides unconstrained negotiating
authority.

M r. Chairman, thank you for affording us this opportunity to appear before this
distinguished committee.

Senator FAxNmN. The next witness will be Mr. Seymour Graubard
and Alfred R. McCauley the American Institute for Imported Steel,
Ile., and Prof. Walter ADams and Prof. Joel Dirlam.

The ones now are Mr. Seymour Graubard and Mr. Alfred R.
.McCauley, and if you would identify the gentlemen with you. We
al)preciate having you with us here today. You may handle yourtestimony as you see best. If you 'have prepared statements, if you

30-229-74-pt. 4-4



1084
coul either review them or give them in full, the limitation is as
you heard, 10 minutes, and I do not know 'how many of you have
prepared statements, but if you could at this time identify the members
of your panel that will be speaking and the members that are present
with you.

STATEMENT OF SEYMOUR GRAUBA4D AND ALFRED R. McCAULEY,
GRAUBARD, MOSKOVITZ & McCALEY, COUNSEL, AMERICAN IN-
STITUTE FOR IMPORTED STEEL, INC., ACCOMPANIED BY ERNEST
WIMPPHEIXER, PAST PRESIDENT AND DIRECTOR, AMERICAN
INSTITUTE FOR IMPORTED STEEL, INC.

Mr. GRAU IARJ,. Thank vou, Mr. Chairman.
My name is Seymour (Irraubard, anti I appear here today as counsel

to the Ameriean Institute for Imported Ste~l. This is a trade associa-
tion which consists of the leading importers of steel in the United
States.

Wit-h me, on my left is Mr. Ernest Wi,,pheimer, a past president
and director of the institute, a man who has been engaged in the steel
trade for more than a quarter of a century, and who is particularly
able to answer questions concerning the steel trade that you may care
to direct to him.

On my right is my partner, Mr. Alfred R. McCauley of Washington,
D.C.. who is likewise skilled in international steel trade, but largely
from the point of view of the legal aspects as they are brought out by
the various laws concerning trade.

I will take the privilege of introducing at this time Prof. Walter
Adams of Michigan State University and Prof. Joel Dirlam of
Rhode Island State University. It is my understanding that Professors
Adam and Dirlam have a written statement which has been submitted
for the institute. We have also submitted a written statement which
I understand will be a matter of record, and I will therefore devote
my remarks just to certain aspects of that statement.

Senator FANNIN. The full statements will be made a part of the
record. and your 10 minutes will start now so that you will have the
full advantage of the time after introducing your colleagues. I feel
you should have the full time.

M r. GRAVBARD. Thank you, sir. I have a prepared statement which
has been submitted to the committee which I would like to have in-
serted in the record.

Mr. Wimpfheimer and Mr. McCauley will not make any formal
.hiteiuents to this Committee. They.may desire to comment in regard
to (,,rtlin statements concerning imported steel that were the subject
of discussion with the previous witnesses.

Senator FANNIN. The committee will appreciate their comments.
Mr. Graun.mn. May I state with regard to the previous testimony,

sir, that there is one surprising bit of news that came out of that
testimony: The domestic steel industry and the importers agree that
the present bill before this committee requires substantial revision.
i'here is a stale bit of news that accompanies this, however, and that
is as in the past, we disagree fundamentally in regard to the objectives
and the means of preparing suitable legislation which is good for
the welfare of our nation.
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I think that this will become apparent in the course of our testimony.
lhe members of this committee have pointed out that future develop.

saw,.ts in international trade will be markedly affected by ts, oilA..wt age, by higher prices for all types of energy, and by the ca g
Ialtahace of payments. We believe that these considerations are not
zideluately reflected in the pending legislation which was largely
hu1. fte before the current energy crss was upon us. With its wealth of

cwi.rgy resources our Nation will be les affected by the OPEC oil
%Ivsemids titan will be other industrial nations.

The comparatively small perleitage of oil imports required by
ahe I " nited States inevitably awatts that U.S. production costa, bot
for itiilustry and agriculture, will rise less steeply titan will those for
IM,-.t,1 Europe and for Japan. Thus, the prices charge for foreign
1.,ta11facture4 goods will be comparatively higher in thte future tha

.dditionally, we have all noted that in most countrieses the cost of
li% 111 Car.Ve, argp'ly reflecting higher wages, is rising at a much
liii-e. rate than In the United States. Stuch higher costs are putting
ti.-a th's prices of foreign inanufactuirs tit the higher levels and are
in.Jistgi above our own domestic prices. And in saying this, I acknowl.
tedgr' tle existence of our somewhat more niodst inflation and the
ri.. in the cost of living.

I 1a;.ed upon such costs and prices, a free international market would
wrii for United States products a higher portion of exports than would
i x- tit, case of any of our foreign comltitors.

I .oking forward Congress and the executive branch of Govern.
stient should take t&o initiative in advocating the fewest amount ofImnde barriers that is possible. We should set the example.of making it

it. difficult to stop tho free interchange of goods o. the international
i markets. Yet we note that the revisions to the antidumnping act, the

t-enupe clause and the countervailing duty provisions of the statute
pmilbosed b H.R. 10710 are more restrictive, rather than less restrie-tire, titan th existing legislation.

Aln example of th effect of lookin at at history rather than
looking forward to the future is found-in the case of steol. As your
t-ost it uents have undoubtedly told you, many types of steel are difficult
t tI ,y. and steel prices have soared in the United States and elsewherein the world during the pas. 15 months. Yet we still have in effect
ist ima port quota for steel which discourages foreign mills from seeking
uutarkets in the United States, despite the great need for such imports
6v our steel consumers.

Let us remember that the example set by the United States in forcing• ,.,import quotas upon the world may be emulated next year or
t lreafter by other nations, particular in .iew of the economic
images that we can now confidently predict in the world international
M kets.. We should now take the lead to make certain that such quotas

are, eliminated. Yet, this pending legislation ignores the wisdom of
elivtiiating quotas.

We r~eognize the fact that every segment of our electorate has theright to ask its representatives to obtain special benefits for particular
ma itfacturers or agricultural regions or products. Yet for every per-
soa benefited by such restrictive trade praitites, there are many, many
1rere who are injured. Where the elimination of restrictions on free

BEST COPY AVAILABLE
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trade causes particular injury, we advocate that provision be made for
cOmpensation to the industry and aid to the employees of such indus-
try. This would be a far less expensive cost to our Nation than the
granting of special privileges by way of trade restrictions on favored
elements of our Nation.

We urge, therefore, a further review of pending legislation to aim
toward the ultimate greater benefits to be received by all of our
Nation through the freeing of international trade to the greatest
extent possible from current governmental impediments.

I thank you.
Senator FANsNii. Thank you, Mr. Graubard.
T1he next witness--we will hear all the witneses and then we will go

to questions.
Mr. MCCAMAY'. Senator, that is the end of Mr. Graubard's state-

ment. There are no other prepared comments.
I would just like to add a commentary on the previous testimony,

particularly the allegation that imports were the problem of the inde-
pendent wire drawers of the United States in years past. Lndeed, I
think the-record before the Tariff Commission in the 1963 wire rod
dumping investigation will show that imports were the salvation of the
independent wire drawers. At the time of the proceeding before the
Commission, the independent U.S. wire drawers were in a price
squeeze. I)omestic steel mills were offering wire rods to the independent
wire drawers at prices which did not permit the independent wire
drawers to draw the wire and make a profit, and I think without excep-
tion the wire drawers opposed any restrictions on imported wire rod.
I do not believe that situation has changed at all since those days.

Second, I note one of the statements having to do with the west
coast steel producers and the alleged problems with im ports, I call
attention to the current issue of Business Week. In a small article on
page 86, it is pointed out that there are serious shortages of steel on
the west coast because of a strong demand, because nine mills are
exporting nearly all of their production, and last that eastern mills,
saddled with shortages all over the country, and f quote, "are quietly
abandoning the western market."

I would hope that the users of steel on the west coast who need
steel would continue to have access to foreign supplies of steel; or else
I do not know-where they are going to got them.

Thank you, sir.
Senator FANxiN N. Thank you, gentlemen.
Does anyone else have any comments I
The next witnesses are D5r. Walter Adams and Dr. Joel B. Dirlam.
Dr. ADAMS. Mr. Chairman, I am Walter Adams,We have a prepared

statement drafted in conjunction with Professor Joel B. Dirlam of the
University of Rhode Iland. We would like to submit that for the
record at this point.

Senator FANN Izi. The complete statement will be made a part of
the record.

Dr. DIRLAW. Could we have our 10 minutes now I
Senator FANNIN. Yes. The basis upon which I understood we were

going to handle the panel was, first of all, I thought you were going
to be separate, and if you do want to testify together, then we will
have you testify now.
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(0herwise, we could put the questions to the other panelists.
Which would you desire?
Dr. ADAMS. Whichever you prefer, Senator. We just want to make

it clear that Dirlam and I speak only for ourselves, but our position
might be examined by the committee in conjunction with the gentle-
men who have preceded us.

Se iator FANNIN. Do you feel, in giving your testimony at this time,
that you may answer some of the questions that could arise as a result
of the testimony that has been given?

)r. ADAMS. fight.
S(,nator FANN N. Then, if you will proceed, I think it would be

STATEMENT OF DR. WALTER ADAMS, MICHIGAN STATE UNIVER-
SITY, AND DR. IOEL B. DIRLAX, UNIVERSITY OF RHODE ISLAND
Dr. ADAMS. Mr. Chairman, we oppose the bill before this committee,

and most especially title II, chapter 1 and section 601. We oppose this
bill because we are basically o oseA to Government protectionism,
pampering, and permissiveness. we believe that such a policy is neither
in the best interests of the American steel industry, nor the best in-
terest of American steel labor, nor the best interests of the American
econoiny.

uir point of departure is an essentially radical position. We believe
in the efficacy of free enterprise, competitive free enterprise, as the
cornerstone of Government policy toward industry. We -note that the
steel industry demands what it calls an orderly marketing system.

Now, stripped of its euphemisms, Senator, this means a worldwide
cartel in which markets are shared among producers, in which prices
reflect full costs, and in which technology is anesthetized. The industry
wants a cartel, not only on an industrywide basis, but on a product-
by-l)roduct basis. In other words, it wants total regulation andeontrol
by this private group over the world market in steel.

Now, it is interesting to us, Mr. Chairman, the flexible footwork that
the industry does in coming to the same conclusion regardless of the
state of the economy. We respectfully invite your attention to the fact
that in October of 1967 before this selfsame committee, Mr. John P.
Roehe, the president of the American Iron and Steel Institute, de-
fended quotas as necessary because of the alleged chronic excess capac-
ity in the world steel industry.

At that time, he said:
It hns been estimated that steelmaking capacity abroad now exceeds demand bymore than 58 million tons. Countries which formerly relied on imports for their

steel requirements have tended more and more to develop their own steel indus-
tries and to protect them against imported steel. Home marketsaof some long.established steel producers have grown less rapidly than expected. These pro-
dlcers have, therefore, taken increasingly to invading the markets of other pro-
ducers, especially that of the United States.

Mr. John P. Moloney of the United Steel Workers, incidentally,
presented parallel testimony o this Finance Committee. The justi-
fication for import restrictions at that time was a chronic excess sup-
ply in world steel markets.

Now, contrast that position with the industry's current rationale for
protectionism. By 1980, says Father William Hogan, a sympathetic
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observer of the industry and a cons'.,..-nt advocate of import quotas,
tle annfuial steel demaitd will re(jiire worhlwide capacity of 1.1 bil-
lion raw toils as compared with today's capacity of only 780 million
tons.-'Blazes, that is a sloitfall, with new and replacement needs of
0,00 million tols."

Thus, what was considered only a few short years ago chronic world
steel surplus has suddenly become an enldadc world steel shortage,
an1d the way to cure it, so runs the argument, is by higher prices and
higler profits, which woul1 make additional investment in steel capa-
,ity attractive. This, in turn, would require-alnost as a sine qua non-
a so-called normalization of world trade in steel, an orderly market-
imig system, meaning strict regulation of steel imI)OilS and file sterili-
zat ion of their impact on domestic steel prices.

In short, the steel industry has shown a fascinating talent for using
contradictory arguments in support of its inflexible position, in boom
ai bumst alike, it per-ists in its demands for governmental protection
from import competition.

Now, Mr. Chairman, as we read the history of the steel industry,
Professor 1)irlam and I find that the industry's pricing is a classic
textbook illustration of monopoly and oligopoly. The only breath of 1
competition in this industry has come from abroad. It has been import i
competition. Import competition has been the main control mechanism
at our disposal for limiting the oligopolistic tendency for constant
price escalation in the domestic steel industry.

-Moreover, import competition has had an additional beneficial ef-
fect on the American economy. and that is, it has stimulated a sone-
tiolent, lethargic, technologically unprogressive industry like steel
to make the innovations that are necessary to bring the industry into
a more competitive position.

We note that managements of monopolies or closely-knit oligopolies
do not search for ways of reducing costs with continuing, dedicated,
unwavering intensity. One of the advantages of being a monopolist,
to a monopolist, is ihat lie can lead a more agreeable life, in which
tensions can be relaxed, bureaucracies become entrenched, and prono-
tions are given as the reward for long service..

fhe big stl companies would be the first to insist that at an ac-
celerated pace during the last 15 years, they have overhauled their
organization, eliminated some fat, and prepared to compete on a more
equal basis with their foreign rivals.

Now, Mr. Chairman, if you think that this is just an academic diag-
nosis, may I respectfully invite your attention to an article which
appe red in Business Week on March 9, 1974. It is on page 155. And
there it is noted, with respect to the reorganization plan currently
introduced by President Speer of United States Steel, and I quote:

All of Speer's moves were designed to attack problems that critics both In
and out of the company had been citing for year. United States Steel was too
N ow to make decisions, too slow to respond to changing conditions, and too slow
t:) make thrusts into profitable new markets. The company, which several years
ago lost Its dominant pricing leadership In the industry, rarely was among the
first to modernize plants, to respond to Imports, or to attack its pollution problems.

1 skip now. The article continues:
H4ome competitors and even some managers inside the company wonder bow

mul(h of a dent Hper's tactics can really make In US traditions. The company is
so big that Its executives have tended to think of United States Steel as a special
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kilid of institution, rather than just another corporation. Thinking has become
InistItutionalized, and United States Steel has wallowed in needless redtape and
tuiapi re-building that will be bard to eradicate.

I skip now. The article continues: "Some competitors and even some
im:,magers inside the company wonder how much of a dent Speer's

tactics can really make in USS traditions. The company is so big that
its executives have tended to think of United States Steel as a special
kind of institution, rather than just another corporation. Thinking
h]as become institutionalized, and United States Steel has wallowed in
n(edless, redtape and empire-building that will be hard to eradicate."

In short, Mr. Chairman, we respectfully submit that what this in-
(lust rY needs is not a Government-legitimized cartel. It does not need
gfovernmentally imposed protection from competition. What it-needs
is iore competition rather than less competition in its own interests
and the interests of the national economy.

'hank you very much, Mr. Chairman.
Senator FANIxN. Thank you, gentlemen.
A re there any other-does Dr. Dirlam have anything to sayI
1)1'. DImLAM. Thisis a joint statement.
)r. ADAMS. The joint statement of Adams and Dirlam, which

sliothl be distinguished from the joint statement which Mr. GraubardsIul,,litted. . .

Senator FANwix. I thank you very much, gentlemen.
I (lo think we should favor the free enterprise system, and I cer-

tainlv am a firm believer in expanded foreign trade. However, if we
adopt the recommendations prior to a multinational agreement, multi-
lateral agreement, which will take several years, this country will seea flow of imports from our foreign partners to pay for their energy
reqiireinents. We have talked about that earlier this morning.

Why should we not have any protection against unfair trade prac-
riees, since you are aware that the antidumping and countervailing
duties taxes 'have, by and large, been ineffective?

We have talked about that earlier, too, and I have been very con-
cerned about the ineffectiveness of the antidumping and countervail-
ing duty provisions.

.MIr. MCCAULEY. Sir, I would like to comment on the ineffectivene.ss
of the antidumping statute. I think that the record will bear me out.
I do not believe there has been, in the 50 years or more of antidump-
in,. lgislation on the U.S. books, more activity and more relief, if
that is the word you want to use, under that statute than has oc-
curred in the last 5 years. It has to exceed all of what occurred in the
previous 45 years.

Now, maybe it is like popcorn, the more you eat the more you want
to eat. But it certainly is working, sir.

Senator FAxNiN. Well, there has been more activity, but has it
beevvn working, and what has been accomplished?

Mr. MOCALmEY. I have been a participant in several dumping pro-
ceelinigs before the Tariff Commission. I do not have the scorecard
in front of me, but I know that there are outstanding dumping orders
to(lay that number in the dozens. And I believe the specialty steel
i)m'-)ple have been recipients of at least two dumping orders.

)r. )mi.wA. Could I comment?
Senator FANri. Yes, please.
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I)r. I)i ,ma. As an economist, in reading the decisions of the Tariff
('oinmission, and in looking at their definitions of injury and industry,
it seems to me they are designed or interpreted in such a fashion as to
make it very difficult to show that an industry has not been injured
in terms of tie Tariff Commission's definition.

In other words, the way in which the statute is being interpreted
now seems to me very much to favor the domestic producers rather
than the importers, so that it is not easy for an importer to show that
an import has not affected in some way or other the domestic pro-
ducers.

The difficulty with the bill as we see it is that it seems to move against
fair competition, not merely dumping, but import competition which
is sod here at fair prices and nof at discriminatory prices.

Senator FANNiN. The prices that I have had illustrated to me from
fhe standpoint of the consumer have been fair, because they have been
below the prices that are being sold in Japan. for instance. I have had
it brought to my attention very forcefully by one of the electronic
companies whereby they cannot get their products into Japan. They
have just absolutely been fighting and fighting for years.

Now, this is another subject. So they are complaining, though,
v('rv bitterly, because they have been suffering from the vast imports
of ihe Japanese products that are in competition with what they are
trying to import in Japan, so they are looking at it from the stand-
point of, we]l, let us have fair play.

But you state that foreign steel competition breathes life into a
noncompetitive situation. I am sure you are familiar with the coopera-
tion between business and government in Japan, why do you want
to substitute one monopoly for another V

In other words, in Japan they say Japan, Incorporated. Apparently
Vol do not feel it is that way. Or do you I

Dr. ADAMS. Mr. Chairman, we do not comment on the industrial
organization of Japan. Japan can survive only by being competitive
in the world markets, so no matter how much Japanese home markets
are rigged, they can survive only if they compete effectively in the mar-
kets of the world. In other words, there is not-

Senator FANNir;. They are an exporter.That is right.
Dr. ADAms. There is a discipline imposed, an export discipline im-

posed on the cartelization tendencies that may exist within the Japa-
nese economy.

We also remind you very respectfully, Senator, we do not want to
make a special plea for the Japanese by any means, because they have
had a deplorable restrictionist policy with regard to our exports to
Japan. But please note that the Japanese steel industry suffers from
very serious competitive disadvantages. Japan has no coal; Japan has
no iron ore. All of these things have to be imported over great dis-
tances, and after this steel is produced it then, again, at great cost, has
to be exported to the markets of the world. So there is a built-in pro-
tectionism right there for the American steel producer.

Senator FANNIX. From what I have observed, there are not any tears
in my eyes as far as the Japanese are concerned in the steel industry or
any other industry. When we realize that we take about 35 percent of
all' of their exports and the European Economic Community takes
about, what, 5 percent Qf their exports, and, so something is wrong
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some place. When we are willing to let their exports come in, the
European Economic Community closes them out.

Now, yes, it has changed some, but it certainly is not changing very
rapidly.

Dr. ADAxS. Well, Senator, we ought not to pursue a policy of per-
mitting these imports for the sake of some foreign country. In other
words, we ought not to be gentlemanly toward Japan or, indeed any
other country in the world. We ought to permit unfettered steel im-
ports because they are in our self-interest.

And, as far as Dirlam and I are concerned, the only limitation on
the pricing discretion of the American steel industry has been this
import competition. There is no domestic competition in our steel
industry.

Senator FANNI. Of course, now, we judge by our experience, and I
have a sour taste in my mouth. We are trying to export lemons, you
know, into other countries of the world from Arizona. And, of course,
we are held back by the Japanese, we are held back by the European
Economic Community.

We have a problem with tariffs here. In some instances, the Euro-
pean Economic Community gives 100 percent relief some 60 percent
relief, and we are stuck with trying to compete with that. And [under-
stand we are going the other way now, and we are talking about a little
different subject, but nevertheless, this all enters into our thinking
when we are trying to write legislation. We cannot help being affected
by the results o our experiences.

Do you have a comment ?
Mr. GRAUBARD. Yes, Mr. Chairman, may I comment?
Senator FANNINl. Certainly.
Mr. GRAUBARD. Two comments, actually.
First, in regard to the time that it has taken to make antidumping

decisions, I think I was the first person to ask for an expedition of
determinations in antidumping proceedings, because the threat of
penalties overhanging in a ong proceeding prevented imports from
coming in. I certainly espouse any kind of effort which can arrive
quickly at a fair, reasonable determination.

I believe that the rerUlations of the Treasuty Department today
assure such fast determinations. And I believe that all that the pro-
posed legislation seeks to do is to put into statute rather than regula-
tion what is the existing fact.

Second, at the basis of the testimony that is offered by the American
Institute for Imported Steel is the changing world; We should not be
looking backward to what has been-the case in the past where various
commodities have been in great supply, overabundance. We are facing
today the reverse of that situation. As your staff has well pointed out,
our problems of the future are not going to be overabundance but
rather shortness of supply. In the case of steel in particular, we know
that there is a likelihood of a short supply of steel for the next decade
to come.

Shall we, in the face of that kind of prediction, which I must say
comes from our domestic suppliers, principally--shall we take steps
to impose greater hardships on the American economy by trying to
limit steel in one fashion or another from coming into the American,
market?
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This is our problem. This is why we ask this committee to consider

the future. Thjis is why we think there should be broad, extensive
negotiating powers to be implemented in conjunction with Congress.
But let us not write into legislation today those restrictions which may
come home to haunt us inthe future. Let us not set the example for
the rest of the world which will be much harder hit by oil shortages
and by increasing salaries on a proportionate basis by saying: "This
is the way the United States has taken the lead by advancing pro.
teetionism." With that lead, other nations can follow suit.

Let us rather look to the welfare of our entire Nation. And somebody
has to speak for the consumer, as I know the members of this commit.
tee well do, by saying, let us open up trade, let us put our safeguards
in in the course of negotiation, and let us see that we do not lose our
future advantages owing to our own energy situation to the other
nations, which will be far more restrictive than we in the future.

Senator FANNIN. Well, I can say amen to what you have said,
because I do feel we should open up world trade. But it should be a
two-way street. I do not feel that, with the European Economic Com,
mumiity's closing out the Japanese and the Japanese depending on us,
is opening up the world trade. When we start talking about the energy
picture that we are having a very fair evaluation o. what is going to
be left of the world trade when we start dealing with the petroleum
production around the world. We do have a different ballgame; there
is not any doubt about it.

There is a very serious one. and in our monetary program, we refer
to the monetary program and its tie-in with this overall picture, and
that it should not be unrelated, as I understand some of the comments.
I do not see how we can keep from having it interrelated.

Mfr. GRIAUBARDI. Therefore, we respectfully urge that this committee
to enable our Nation to negotiate fairly without having its hands tied
by preexisting legislation of a restrictive nature. Let the Congress in
conjunction with the executive body make these treaties,, and let us
endeavor to the greatest extent possible to open up trade for the benefit
of the entire Nation.

Senator FANNIN. I understand your statement in that regard. But,
when we are considering legislation and we look at what has happened,
both with the GATT in trade and our inability to change the position
we are in in that relationship, then do we not have to think about
lel-gIation that will counteract that to some extent?

Mr. GC-UIARD. If I may say so, sir, that is in the past. We are now
looking to the future. LeT us make as strong an effort as possible for
t he welfare of our Nation. Let us not take such steps today because of
what happened in the past decade and say that xiow our negotiators
hands are tied.

In short, if we give them discretion with the concurrence of the
Congress, I think we will do a far better job for the entire national
economy.

Senator FANNIN. Gentlemen, T wish we could say it was something
out of the past. We are dealing with it daily.

And to get back to just a small segment, the citrus industry is not
something of the past. With that industry it is not something in the
past as in any other industries. So I do think we must consider what
changes have come about. We must look at the present circumstance
and the future circumstances.



1003

I grant you that, and I think that p'ou have brought to our attention
some iery important factors. But I just still am concerned about how
w deal under GATT.

Yes, Dr. DirlamI
Dr. DiAM.Senator, I just want to comment on the consequences of

the steel shortage that Mr. Graubard has referred to.
According to the International Institute for Iron and Steel, which

has made forecasts for 1080 and which supports this estimate that
Father Hogan made that we referred to, the prospect for the future is
an almost unlimited demand for steel.

Now, the attitude of most of the European steel producers is, they
havo a market such as they have never seen in the past, particularly
because of the energy shortage. The demand for steer, for oil company
goods, for drilling platforms and so on will continue into the indef-
nite future. They see a tremendous market, whereas I was very much
disturbed to hear the-entleman from the steel industry here speaking
as though, the prospects were nothing -but dismal for them.

Instead of seeing a worldwide market into which they could export,
their major concern seemed to be to protect the capacity and the pro.
auction which they see only today here. Instead of seeing our own
energy y crisis as a potential market, they seemed to be backward look.
lug and not forward looking.

Dr. ADAMS. Mr. Chairman, if the American steel industry cannot
make it ih today's market without governmental, protectionism with.
out additional governmental protectionism, it is, indeed, doonea as an
industry.

Senator FANiN. Well, gentlemen, I would agree that it is not aquestion of whether they can make it in the world market. It is a ques-
tion of whether or not we can have greater employment in this coun-
t ry, we can have the tax base, we can |iave all of flese other factors that
ia re connected with the American industry.

I think we have to take those subjects into consideration, and, at the
same time, I certainly am a free trader. I feel that we must have an
ol)en market throughout the world, if possible, but we do not have it
today. What I am saying is that, unless we can get some changes in
G.ATT, then, we are going to have to write different legislation than
wat we have been thinking about in the past. So I think we do have'to
look to the future, and I certainly appreciate the splendid contribution
tit you gentlemen have made in bhging.this to our attention. But I
still say that we do have some very, very serious problems.

Senator Hansen.
Senator HANsEN. Thank you, Mr. Chairman.
rhis has been a very interesting morning.
It is my understanding that he U.S. currently is spending about

..) percent of its ON? on defense. I understand by comparison that
.1 apn spends about .8 percent on national defense.

s this a fair burden on the American steel industry, as compared
with the Japanese steel industry I

Anyone who would like to answer it I
.Mr. GRAuBAni. I am no expert on it, Senator, but my recollection ofhistory is we imposed upon Japan a restriction with regard to re-

irning. 1-do not know whether that restriction has been lifted. Ido not see the relevance, if I may say so', between the amount it is
permnitted to spend for rearmament and the steel industry. I
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Senator HANSEN. Well; the relevance is if you are paying the tax
bill-I should say, if you are doing that, it may be more relevant than
it appears to you. I should think if you were trying to make steel in
this country and had to pay taxes, it would be of concern to you.

Do I make my point or not? Are taxes an important consideration
in competing with foreign producers I

Mr. GRAUBARD. May I say that that is perfectly correct, sir, but then
one cannot look at one element.

Senator HAxsEN. No; I am not saying this is the whole ballgame.
am just asking if this is a fact.
Mr. GRAVBAIW. It is a fact. There is another fact, however, which

applies in Japan, as I understand it-and I have never been there to
investigate this-but I understand that in Japan when a person gets a
job at a steelmill plant or elsewhere, he is set for life. There is no lay-
Ing off of people; there is no economy to be served by cutting down on
reductionn in order to save on salaries of employees. We do not have

that system here. I guess that is a fact which has a much greater
burden on industry than the amount of tax that would go for compara-
tive areas of defense.

Senator HANsEsn. Well, now, I would invite your response, Dr.
Adams,

Dr. ADAMS. Senator, just a very brief comment. The fact that we
have a large defense establishment that also creates a large market for
American-industry. These defense expenditures are a built-in market
for the American steel industry.

Senator HANSEN. Well, may I point out that my information is that
the Defense Department indeed buys a considerable amount of Japa-
nese steel. Is that not a fact ?

Dr. ADAMS. I do not know, but-
Senator HANSEN. I think I do.
Mr. MCCAuVEY. I would like to say, sir, I am not familiar with how

much foreign steel the DefenseIepartment purchases but I do
think-and this can-be checked by your staff-that the Defense De-
partment operates under a 50-percent "Buy American" differential.

Senator HANSEN. That is true.
Mr. MoCAuLzY. And I would assume, especially today, that their

are very few foreign bidders that could meet that-
Senator HANSN. Well, I assume that we have covered the GNP.

I do not challenge at all the statement you made, Mr. Graubard, that
this unique situation between the United States and Japan as we con
trast the burden of defense, is a result of the treaty, but it is a fact,
nevertheless; and I just point out that if you ar fi business in this
country and paying taxes, it is something to be reckoned with.

I would as you also, while it is true that the rise in wages, per-
centagewise, has been greater in other parts of the world--this has
been particularly in Japan, than has been the case in America-is it
not still a fact that the American steel worker receives a wage expressed
in real dollars substantially greater thAn his Jaminese counterpart!

Mr. GnrArm. That is correct, sir. The fat is, however, that in
Japan and Western Europe and the other industrialized nations of
the world, the proportionate increase,of wages is higher than the pro-
portionate increase in the United States.

Senator HANsEr. I think that is what I was trying to say.
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Mr. GRAuBAD. I understand.
Senator HANsm. But the information I have before me indicates

that as a result of a staff study that was printed February 26, the
average hourly compensation of wageworkers in the manufacturing
shows that for the United States we pay $5.05 per hour; in Japan it
is $,.25 per hour.

Now I am a free trader, too, Dr. Adams, but I think there is some-
thing to be said about.starting out from the same place when you
start. in a race; and it is my feeling that we cannot have a defense
burden which at times has been more than just for our country, but
extends into other parts of the world as well, to be saddled primarily
on American industry. We cannot expect to have a much higher wags
or labor cost imposed on American industry. We cannot expect to
have environmental constraints imposed upon American industry far
and away higher than in any other country in the world and expect
American industry to compete with other industries.

Would you care to respond to that statement?
I)r. ADAMs. Well, Senator, two brief comments on that.
The United States since its inception has always been a high wage

country. Wages in the United States have been "traditionally high-or
than they have been abroad. But this has not meant that American
labor costs, as distinct from wages, have been higher than they have
been abroad. The reason for that is the genius of American technology.
Unless the United States maintains its technological preeminence and
superiority, we will never be able to compete. And our point, the point
by Professor Dirlam and myself, is that the domestic steal industry
has been a technologically backward industry, both in invention and
innovation. This is well-known.

Again, I refer you respectfully, if I may, to the article in Business
Week, which appeared on March 23, just 2 days ago, on pap 58, which
details that point If I may quote:

In the 1950 congressional hearings on monopoly power, Benjandln Firleu,
President of U.S. Steel, admitted that his company has loss eacient production
processes than itiompettors, including much smaller foreign oompaie. Studies
have demonstrated that A erican steel producers lag woefully In Innovation.
Between 1940 and 1965, thirteen major Inventions came from abroad, yet Ameri-
can steel boasted the largest companies in the world.

You do not find Senator, a company like IBM coming before this
committee asking 1or all kinds of protetionist measures in order to be
able to compete in the market, IBM can defend itself in ths domestic
market; IBM can defend itself in the markets of the world. It is an
efficient company; it is a progr ssive company. It is company, that
bases its existence on technological preeminence whci Is tM nique
genius that has made American industry what it is tQda

Senator HANimz. Professor Adams,' I would hasten point out thkt
I agree with a great deal of whO you sy. I do think that the ability
of American industry to c~mpet6 arond the, world and t0 p y higherwages, as we hikvs been able Wth e p .w. has Wod'be und-*0ed
by the excellence and the superiority 60 America teohn0lo,16 &Biyou
know, we have had a',lot 6 testimony before this cWotlitt, amd, the
emerging consensus that 1 get is that ith tho mnltin,tiol c or
tions being able to pick up teehnology and to mn6 e'infi i ound'
and know-howo that the one advantage we have had itiAthe p really
,is getting to be razor thin.
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As a matter of fact, there are many who say it is no longer existent.
We have had all sorts of testimony'in that regard, and ? think it is
true in Japan right today. because they had an extremely tight labor
market. What are they doing? The cheaper paying jobs are no longer
(lone in Japan. They are going into Korea and into Indoehina and hir-
ing cheap labor to manufacture the textiles and the things that they
used to manufacture over there. And that is exactly what is happening
hero.

My point is that if we are concerned about the standard of living
we have here, and if we are going to continue to pass labor legislation
or to permit the continuance on the books as we have, which gives
unions-and I am not saying we ought to change it-but let us be
realistic and look at the facts. "

If we are going to say that there will be a built-in guarantee of the
exclusive right to negotiate by labor with major industries, then we had
better look at what our competition is doing. There is an entirely dif.
ferent attitude in Japan.

Senator Fannin has often pointed out that the Japanese are guilty of
unfair labor practices. le says over there they like to work and there
are some in this country who are inclined at times to believe that maybe
there is something right about that. The whole spirit of the workman
over there-i have been in Japan-not long; I am a 14-day expert on
Japan. I was there for a couple weeks with a group of Governors in
the 1960's. And I know I was interested in going through one of the
major steel mills'over there; to see some of our friends from Pittsburgh
there finding out what the Japanese were doing, as they had incor-
porated the latest technology in the making of steels, and I thought,
well, this is a real switch, to find people from Pittsburgh, the steel
capital of the world over here, in Japan watchin their operations to
find out how to make steel. And you know, one of the reasons that it
happened is that we have probably put in between $180 billion and 1$250
billion-depending on what figures you want to use- of American
capital and American know-how and everything else in building up the
rest of the world.

So I think there are some factors that need to be considered. And I
am for free trade. I just say, that if we are going to say to the American
producer, you have got to compete as things are now, withoiqt any
other changes taken into consideration, it is just not going to work.

A year ago, the wheat farmers inthe West had a chance to export
a lot of wheat. And the one breakdown in that whole operation occur.
red on the west coast generally, because the railroad ears were available,.
but they were filled full of grain. In Seattle and oxi west coast ports
they could not get unloaded because there was .a lonshoreman's strike.
Ana I do not think that those people who say-and oftentimes dif-
ferent segments of our society do say this-that we ought to let all of
the imports in. If I were a member of a labor union I am sure I would
like higher wages here. I would like a guarantee that gave me exclusive
right to bargain. That if they want to ipin anything else that is made
abroad, so long as it does not compete with my yob, I would sy bully,
for you. We are short-sighted, because if we get into a situation where
we have to subsidize, workers who are put out of jobs because of 1oreign
competition, we are going to find a growing list of those workers who
are M that situation.
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Now, I do not think we can start off right where we are now, given the
labor legislation we have in this country, given the tax situation we
have in this country, given the standard of living we hope to maintain
in this count r, and compete effectively with other nations that have
an entirely diferent base.

I would invite your comment.
1)r. J)iar.&. I would like to make one comment, and that is if we

aro to maintain our standard of living, we certainly have to export.
And if we export, one of the major raw materials and imports that we
use for our exports is steel. And unless we maintain a high level of
efficiency in the steel industry, we are going to suffer in our standard
of living. And as we said, imports certainly contribute to maintaining
Oat itcliency.

)r. ADAMS. Just one additional marginal comment on the point you
md,, Senator Hanson. The mere fact that we have a noncompetitni.e
industry before us here, this makes it easier for management simply
to pIay the constant game of wage escalation, because '"7t feels that it
cam pass these high wages on in the form of higher prices to the
1csumers. Now it the industry is subjected to effective competition,

it will have to stop playing that game; it will have to become more
conscious of productivity; it wil have to become more sensitive to
the export markets that Professor Dirlam is talking about.

And with respect to the flgure- that you read off on :Japan, please
note also that the Japanese vastly increased their productivity, whereas
we. certainly, did not.

Senator HANSION. I note that Senator Hartke is here I am certain,
Mr. Chairman, he will want to participate. I would have just one
further word to say, and that is that Japan is extremely vulnerable
to any oil embargo as we witnessed in the past. It is my understanding
that that nationhas announced its intention to expand the export of
steel.

I might add that these are not Japanese words, but I think I could
put them in there and they would still fit. They are going to try to
make up for the shortfall in their ability to purchase oil at these
higher prices by exporting steel. And whatever price arrangement
they have to make, I suspect they are going to tuake it because they
are so far more vulnerable to the vagaries ofoil suppliesin their coun-
try than we are here.

"And I simply make that observation to say t'at their behavior in
the world markett on 0teel. which we weis talking about here todky,.
may not reflect so much the efficiencies or the economics in steel as it
reflects their ovsrriding concern IiAbelng certain that they have enough
oil.

Thank you, Mr. Chairman.
Senator FAitmw. I just have one question, Mr. Chairman.,
We were talking about the GATT agreement and what has taken

place and talking- abdat looking at the 7ftur 'iot the *stM But-we
have for several monthsbeen.tegO eating with the European 0omoCommunity over GAI o I think are all h98l4ar
with that. 'We are at an impasse This is current, ifwe cannot settle
this issue, how can we newoa t a multilateral tdadeagreent.

Would you lik, to cmnnt on thatI If we cannot even setle this
issue.
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Mr. MOCAVLEY. Well, sir, obviously I only know what I read in the
press about the current negotiations. I think Ambassador Eberle
went to Europe this weekend-to see what he could do about this.

I think that we are talking and at the same time we are suggestion
to the Europeans that unless there is compensatory adjustment mado
.v virtue of the entry into the Common Market of England and the

other countries, that we are prepared to take retaliatory action whichis permitted under the OATT.
I think the jury is still out on whether article XXIV will work on

that point. I applaud, on the other hand, the efforts of our negotiators
to got a fair deal for the United States, and I think they are working
.on it.

Senator FANNIN. I wish them well, but I just hate to look at the
Past, as to what has taken place and think about the future.

I thank you, gentlemen.
Senator HAWMrE (presiding). I am happy to see the American In.

.stitution before me.
Just to follow up on Senator Fannin's statement; the European

,Community owes us about a billion dollars now, under this discrimi.
nation in taxes; and they have offered to settle for $100 million. Do
you think we ought to enter into new contracts before the same people
pay their old debts I

Mr. MoCAtnY. I do not follow you, Senator. You mean they owe
Am $1 billion in trade?

Senator HANIrE. Yes; it is $1 billion they have offered to settle for
-$100 million. It sounds like the Russian wheat deal to me.

Mr. MCCAVLET. Is this a trade trade-off, or is this dollars, or trade
Senator ILium . This is due to the indiscrimination of the tax

under GATT. Why should we enter into these types of agreements,
as Senator Fannin said, if we have not been able to collect on previous
-agreements I

Mr. MOCAUEY. Well, I basically say that if there is something
vrong with the resolve or the ability of our negotiators, I would
rather strengthen their resolve and get new negotiators, rather than
-enter into the area of confrontation.

Senator HAwmrK Are you in favor of the voluntary steel agreement,
or opposed to itI

Mr. MOCAULEY. I am opposed to it, personally.
Senator I ms. Why!
Mr. MCCALE. Because I am opposed to any artificial restraint on

-trade.
Senator HArmit. Are you opposed to it from just the United States

as source ? Would you oppose it as strongly if it came from the Euro,
peans and the Japanese as source?

Mr. McCa&uur. I am'oppewd to trade restrictions wherever they
-are.

Senator HA'rxi. What efforts are, you making to eliminate ths.
-trade restrictions that Japan has against Ameican-- -

Mr. McCAULY. Sr, am not doing anything. I am an American
citizen.

Senator Hmir But you are fighting the American (overnmnt
'trying to eliminate or trying to put us at & further disadvantage with-
-these countries and doing nothing about making a stronger case fov
Americans.
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Where is your heritage I Why do you not fight for America instead
of lighting for the foreigners all the time ?

N It'. MCCAULEY. My American blood-and part of it has been spilled
,ti ,trtain foreign battlefields-but let me say this .

Senator HRTKE. I share that.
.N r. MCCAULET. Well, in the areas that we are discussing now, first

of all. we are not here representing any foreign governments or any
foreign elements; WA are representing-

Senator HAtKE. V"our pocketbooks.
Mr. MoCAULIT. Well, of course. I pay my taxes in another month.
We are representing American businessmen that are delivering

products that are needed by American businessmen to sell to Americai
v~oisinners.

.,enator HIAitTI. Do you believe in the exploitation of human labor#
,\M r. MoCATTIJY. Absolutely not.
Senator HARTIK. Why then do you not come in for standardization

of wages between the United States and all of these other countries
hv i,.h are producing goods to be sent here. Would you support such

NM1r. MCCAUML . Would I support a-
Senator Hirmz. That you pay an international standardized wage.
Mr. MCCAULRY. I am in favor of negotiations by the propr U.S.

aog t'ies with all governments of the world rga rding the conditions
m.'.r wbici all workOrs work ad human beings live.

M r. GTAUnID. May I supplement that?
,,tor FTAPrrKE. OU ean supplement it all you want.

The point is simply, you are talking about procedures and I am
talking about substance. We have a philosophy here in the United
States which seeks to create a uniformly high standard of living. One
Of the ways we do this is by a minimum wage. This standard of wages
limits the exploitation of human labor. You are asking for a one-sided
elimination of trade barriers in the international labor market where
there is no minimum wage standard. You would thus exploit cheap
foreign labor. Do you agree I Unless you know what you are going to
proceed to do. I am riot interested at all in providing the mechanisn to
do0 something'that has no basic philosophy or basic substantive under-
standing of where you are going.

Mr. MCCAMLr. Well, I would think that, sir, through the various
organizations, the International Labor Organization, through all or-
ganizations that exist who have charters to accomplish an objective,
I would hope the United States would be in the forefront---

Senator HJArm. I would too.
Mr. MCCAuLY. And I would hope that this committee and the Con-

gre s would push it in the forefront-
4enator I-ARrsxz. And I would hope you would help us.

Mr. MCCAULEY. I will, sir.
Senator HArrmw You would support, then, an international stand-

ar, dization of the wages, right
.NMr. MCCAM Y, 1oi would not support it as a mandate from the

(United States. I would support it as a pillar on which the United
Sttes should enter into negotiations with all of the other nations of
the world to assist the lot of all human beings. We are spending bil-
lions of dollars on defense of these people, and I think we ought to

30-220-74---pt. 4-5
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strive, through negotiation and persuasions, to see that everyone Shoull
have a fair shake in this world.

Senator HARTRK. All light.
Now, I promised to permit your comment.
Mr. GRAIJIARn. Senator llartke, I admire your idealism in regard

to elevating the standards of workers abroad.
Senator HAwrK. Thank you.
Mr. GRAUBARD. I wonder, however, if we should not look closer to

home. Is there any reason why we should not have standardized
wages, then, among all employees? I think, for example of the four
score unions in my city, New Vork City, any one of which, by calling
a strike, can tie up the city. Those unions, by and large, command
wages through their unionization and force that are far higher than
the wages paid to unorganized workers. And yet on the basis of work
(one, on the basis of need of employees, if we are going to look for an
elevation of wages, should we not first look toward elevation of those
wages that are particularly within our control ? Should we not apply
our standards to the Uniteil States before we seek higher standards for
the Europeans or the Japanese or thle Africans?

Senator HARTKJC. I am willing to do that. Do you want to help nie
to that end ? I am sure not opposed to people who want to go out and
pa taxes to Uncle Sam, educate their children, pay the food bill on
Friday night, try to make ends meet in this period of hiq:h inflation.
#Japan and the -Pommon Market want free access to our market. If
you want to r6prsent Jap)an or the Common Market, I will be glad
to have you do it and I will make you a proposition. I think I am a
better free trader than you are. I would go into,& Common Market
arrangement with these countries; I would be the protagonist, the
proponent, and introduce legislation to abaqdoli all of my provisions
nf the Hartke bill if you will guarantee that there will B unlimited,
free access to their markets, elimination of all non-tariff barriers, elimi-
nation of monetary restraints and standardization of wages. I would
be for that, and I guarantee that they will not.

Mr. GRArMRD. I am certain, sir, that if we were to represent either
t.he government of Japan or the Common Market we would be paying
a much higher tax bill to the United States than we presently are. We
have no such representation. Yotr, on the other hand, of course, are
one of 100 members of the highest legislative body of our Nation. You
are in a unique position to prepare and introduce legislation along
such lines concerning the United States, and I promise you that any
such legislation that you introduce, I will scan with the greatest of
interest and comment on it. And I hope it will be-legislation of the
type that I can support.

Senator IARK . All right, I will be glad to encourage your
support.

Jkt me ask you, what is the present production of steel in Japan?
Mr. GRAIARM. We have no information on that, sir.
fr. Wimpffhcimer says he thinks it is about 100,000,000 tons.

Senator flARTx1r. flow much of that is exported?
Afr. W pr mrPF ME.R I think the total export is in the area of 25percent.
Senator I-AIrRTmR. 25 percent. And they plan to increase it? Where

(1o they plan to sell it I
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MIr. W3MI'FUU-31ER. Most of it they hope to sell in the Far East and
ot I. r utoderdeveloped countries.

Sc lit,,r IAnTKF. Not the U nited States?M.\A Y-WMPF11FmA~. No sir.
S'im1tor HARmTK. Why not just keep the restrictions on if they do

jiol. idan to increase their sales to the United States, and we will just
kevep it at the present level?

Mr. WiMsrFHiaMm. As far as restrictions are concerned, I think we
l y, :;aid before that this is a two-way street.

Seinator HARTKE. That is right; I agree with you.
,I'. VIMPFHERM-ER. And as long as the Japanese want to voluntarily

sIl, in other markets, why put restrictions on them?
Senator HARTK. If they do not intend to export any more to the

United States and they. are perfectly content, let us just go ahead and
imiake it mandatory at that level. If you really do not expect to import
any. more from them, then there should be no fear of going ahead and
adopting a mandatory provision.

Mr. WiMPFUFJ1ME. If you want to make anything mandatory, you
of course have to expect that they make things mandatory on the other
sile of the ocean.

Senator HATrE. Let me say that I have no illusions that I am going
to convince you to change your mind, because I know whereas and
wherefore the interests he, and I respect you for making your case.

.Mr. GRAUBAID. May I point one thing out, Senator Hartke f
It, was made abundantly cleat' to this committee that there is a

w,0edwide shortage of steel. We should be concentrating our efforts
now to feed steel to the steel-hungry consumers of our Nation. Anybody
who has been the subject of as many pleas as I have 'fr baling wire,
for example, for wire rods, for other products in great shortage in our
country, understands that our economy is drastically and adversely
affected by the present worldwide steel shortage. I think under these
circumstances for us to discuss a limitation on imports a being good
for our economy is looking backward to a time when there was an
oversupply of steel. Our leaders in the steel industry piedict that for
the next decade there will be a considerable shortage of steel. Let us
concentrate, therefore, on doing a job for what our economy needs
rather than trying to increase profits for a particular segment of the
economy at'the expense of the others. IT

Senator HAnTxr. If you want to help the economy, you will support
my bill. There is going to be a shortage of jobs in the United States of
America. And who is going to provide those jobs fo. those people and
give them those paychecks ?

The jobbers will soon find themselves on welfare. We have got
16 million now. We have got 40 million Americans who are on the
edge of poverty, making no contribution to a productive society. IUiti-
niately, that conflict is going to threaten even your little household.

Mr. GRVIBARD. Senator H-artke, are you relating the job situation
to the shortage of steel in this country?

Senator t urx. I certainly am.
Mf[r. GRAURARD. I do not understand it, then, because the steel mills

haye had so much difficulty in recruiting sufficient labor to man their
l)lants that they am using women in jobs that traditionally have
required the strength of men.
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Senator HARrKE. That is a false argument. There were 271,037
steelworkers in 1957. There are 184,794 in 1973. Now, that decline has
been. occasioned, not by the fact that the steel industry itself is not
trying to keep up full production, but it is due to the fact that we
shifted all of those jobs overseas. We built the plants overseas, we
financed them overseas, we gave them special consideration, special
tax breaks, and the American worker paid the bill in jobs lost.

In my own testimony. I revealed the very meager contributions a lot
of people like the oil companies are really making to the American
societv and still taking the protection of the American flag with them
abroad. There would have been an expansion of the American steel
indtistry if they had not gone overseas and built thcee plants with
American capital. The expansion of the American steel industr-y has
been prevented by the sheer number of imports and the fact that
that import penetration was moving at such a rapid pace.

In 1959 there was only 1 million tons of steel imported to the United
States. Now it is about 18 million.

Mr. GnAUBARD, 15 million.
Senator Mmr1. The mix has changed, too. You are talking about

tonnage, and they went over to the specialized steel, to the high-priced
steel, and they moved on out from under the voluntary restraints. In
order to change and still get their dollar return, they moved over from
the so-called conventional itemb and moved back into the high-priced
sp)ecialty items so that they could get the same dollar return or even

a bigger dollar return.
The opportunity for the American steel industry to expand has been-

so Irimited by the fnflux of this foreign steel that the Alaskan pipeline
i going to be built completely with Japanese steel. What a tragedy
for teUlnited States that we must turn to the Japanese because there
is not a steel mill in the United States that could build the size pipe
needed for this project. You can say that is due to the great Japanese

- nterprise. But I think the American worker is just as productive as
anyone. But he cannot produce when you grant special tax bonanzas
of $6 billion to the foreign operations of gigantic U.S.-based multi-
national firms.

Mr. GAUIIAan. First, Senator, I think unintentionally you are

(.meaning the efficiency of our steel industrialists.
Senator UIARTK1. I am not demeaning the efficiency. I are demeaning

the fact that they cannot compete against a special tax subsidy to
produce abroad. Compounding this, the governments of these for-,
('ign countries go ahead and give special benefits to these other com-
panies.

Mr. Gni.xuAnn. May I explain, sir?
Senator HARTI&. We are productive. But these foreigners cannot

be productive if they do not have the capital to expand. The constant
penetration of ot.r market indicates that we are not going to need
the capacity here.

Mr. GRArAPI. May I explain, sir?
Senator HATK,,. Go ahead, sir. I am not demeaning anybody

except those people who want to rape the United States of America.
Mr. GRAYArm. The American steel mills, despite their tardiness, as
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Professors Adams and Dirlam, have pointed out, in adopting innova-
tions and new techniques in the production of steel, nevertheless have
increased efficiency in the steel mills to the point -here one man in
the steel mill now does the work that several men previously did. You
have had an attrition in the labor force because of the greater efficiency
and economy of operations of our steel mills. The fact is, that these
economies in the utilization of labor would have been still greater
if the prior generation of steel leadership-.I am specifically not ad-
dressing this comment to the present executives of the steel mills-if
the prior generation had been more imaginative, more courageous,
if they had devoted more money to research and development.

You must be aware Senator, of course, of the fact that among all
the industries in the United States the steel industry, in research and
development, traditionally has been second from the lowest in the
ratio of expenditures for research and development. Now, when you
talk about steel mills abroad taking away jobs from American citizens,
I can merely say to you, sir, that that assumption is ncu borne out by
the facts. I have read a number of articles in regard to the utilization
of labor and the need for labor in our steel mills, and if you wish we
can supply such articles to you. They will indicate, I think, conclusively
that the assumption that foreign steel takes jobs away from the Amen-
can steel mills is wrong.

In any event., your remarks are addressed to the past, and what has
been past is not going to 'be true for the future. It is not true today and
according to our same steel industrialists it will not be true for the
(h1tade to come.

Mr. WImvFlEyumM. Only in connection with your remark about
the Alaska pipeline. It is correct that the initial supply of pipe
originated in Japan because at the time that it was required no
American mill was able to furnish the diameter needed. There is
reason to believe, however, that both American and Canadian mills
have meanwhile built up.their capabilities to furnish the large diameter
pipe required to complete the project.

Senator HARTRID. I am sorry, but your time has expired. Thank you
for joining us.

Senator FANNIN [presiding]. Gentlemen, we appreciate very much
your being with us today.

Do you have any further questions, Senator Hansen I
Senator HAsp. No, thank you.
Senator FANNIN. We will carefully analyze your recommendations.

There certainly has been some agreement and some disagreement. That
is always expected. Certainly we greatly appreciate your being with
US.

Senator HA xsN. Mr. Chairman, may I add that without objection
I should think any additional comments that any of you would like
to make could be written and submitted to the staff and we will be
happy to incorporate them in the record.

Mr. GRAuAID. Thank-you very much,
Dr. AnAms. Thank you very much,
Senator FANNIN. Thank you.
[The prepared statements of Mr. Graubard and Drs. Adams and

Dirlam follow. [Hearing continues on p. 1121.]
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l~t1PAREWAD STATZMFNT Of SEYUOU GADAnRD ON BEJKALF OF TIE AMERICAN
INSTITUTE FOR IMPORTED STIL4 INC.

I am Seymour Graubard of the firm of Graubard, Moskovitz & McCauley,
16429 K Street, N.W., Washington, D.C. 2000. I appear today as counsel to the
American Institute for Imported Steel, Inc. ("Institute") of 420 Lexington
Avenue, New York, New York. The Institute is a trade association composed
of more than 40 United States companies engaged in the International trade in
commodities. The Institute's primary purpose and objective is to foster mu-
tually beneficial U.S. trade in steel products.

Our membership accounts for over 80% of U.S. imports of steel from the
Common Market, and, directly or indirectly, for a substantial portion of the
steel imports from other steel producing areas of the world. They also take
pride in having participated in the rebirth and current expansion of the U.S.
steel export trade. Moreover, an ever increasing number of Institute members
handle a variety of other Internationally traded commodities as well. Institute
members also manufacture and distribute steel products in the U.S. market.

Thus, because of the nature of their businesses, the Institute's member com-
panies are acutely aware of the importance of strengthening the structure of our
increasingly interdependent world economic system, and of modernizing the
rules which govern trade, to lay the groundwork for further liberalization and
expansion of international commerce.
.4t intwriwtlonal trade "cgotiations act for the new economic era of the 1970'8

The Institute shares the view expressed by members of the Committee on
Finance during the current hearings, and well stated in the introduction to the
Committee staff's '1Summary and Analyis of H.R. 10710-The Trade Reform
Act of 1978":

Traditional trade problems have usually been associated with rising im-
ports and their effect on industries, firms and Jobs. Such "traditional" prob-
lems often were caused by oversupply. Current trade problems are more
typically due to shortages--food and fiber, energy, metals and many others.
We have moved into an era of resource scarcity and accelerated inflation--
an era in which producing countries are increasingly tempted to withhold
supplies for economic or political reasons. It's a totally new ball game,
which was not envisaged in the planning and conception of the Trade Re-
form Act.

Trade expansion is an essential of U.S. policy in an era of soaroity
The Institute supported the underlying thrust toward trade liberalization of

the Trade Reform Act in its testimony before the Ways and Means Committee
of the House of Representatives last June. Over the past twenty years, in
appearances before this Committee and others, the Institute has consistently
advocated the liberalization and expansion of trade. In this new era, such a
policy becomes not merely a useful policy for the U.S. to pursue, but rather an
imperative for this nation.

During the past three decades, international trade has been, and continues
to represent, it relatiely small percentage of our Gross National Product-
considerably less than that of our principal trading partners, Europe and Japan.
However, the current energy crisis has pointed up 'Just how important that
trade can be to our economic well being. As we all know, oil is not the only
imported commodity required by our industries to function and expand, The
U.S. must import other raw materials; and, according to authoritative esti.
mates, including those of the U.S. steel Industry, we can expect a scarcity of
supply of semi-manufactured products, such as steel mill products, during the
next decade as well. Self sufficiency or a "beggar-thy-neighbor" policy is no
longer practical nor wise in this increasingly interdependent world.

In our own self interest, maintenance of orderly and normal trade relations and
the expansion of international trade is literallY a matter of survival of our way
of life. There is an understandable temptation to strike out at real (or fancied)
culprits outside our borders for causing shortages and inflation. However, negotia-
tion-not confrontation-is the only viable policy. International cooperation,
engendered by international rules of conduct, agreed to with the other members
of GATT, and also eventually the socialist states as woll, is the only salvation
of the U.S. and its European and Far-Eastern allies.
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I'lo- Trade Reform Act is trade-reetriotionlst oriented
Y'hi i where the conception of the bill before this Committee is out of tune

wii the new era of international scarcity rather than oversupply. The Adminis-
Ir;,t i,: witnesses who appeared before the Committee two weeks ago talked of
rw ,h, lerallization. At the same time, they supported an omnibus package inv.bi.h th immediate trade restrictive proposals come perilously close to out-

wCiJ-ing the obvious benefits of authorizing the Executive, in cooperation withI o n.,gress, to negotiate further reduction and elimination of tariff barriers and
I'l-W .d improved codes of conduct in International trade.I IH. 10710 In large measure is a melange of piecemeal amendments to existingtr: i regulatory provisions, most of a protectionist nature. It constitutes uni-Iat,'Al trade "reform" in advance of the negotiations rather than invitation tonig,,,tiate international trade reform. These amendments might suggest to otherwbit s that they must raise their barriers to international trade.

Tho concept of the bill does not take adequate account of the fact that theI',S energy position and inflation rate relative to the other major industrialized
i,atinm have once again made this country competitively the preeminent trading
p(wer in the world. Nor does it adequately recognize that only with the expandedtr:a, ,, which further trade liberalization will bring can the U.S. pay for thei cr(,singly expensive'raw materials and energy resources necessary to maintain
n iid improve our standard of living.

.\, in so many areas of this fast moving world, the proponents of the recentlyh r ilded New Protectionism, to which the Administration appears to have(-'rvred in order to secure basic negotiating authority, also have fallen victimto "future shock". They simply refuse to face the new facts of international
('.4' ollnilc life.

Thus. despite the already restrictionist bias of the Trade Reform Act, theAFI,-CIO expresses unhappiness with it and still presses for automatic quotas.
'Tht r organization fails to recognize and grasp the opportunities for Americanv,rk s-new jobs and higher wages-which this new era portends If only the"utf ir" foreign competition phantom is exorcised.

E-,ally oblivious to the new economic exigencies and to the opportunity fornew and expanded markets and higher profits are a number of U.s: industrialists,imuly of them notables in the U.S. steel industry. Despite the domestic steelslirtage and the worldwide scarcity of *hich this is but one symptom, thefitiiu'try continues to call for quota protection, rather than putting Its primary
flcus on expanding production and reestablishing U.S. steel abroad.
Trade reform icgislation should be tride expansionist oriefted

Iin speaking to the legislation before the Committee, the Institute is faced witha dlilemina, one with which other witnesses have struggled, We strongly favoran tl debate grant of negotiating authority to the Executi~e,,adequately super-vised by the Congress, to permit the U.S. to participate meaningfully in the('arre it ATT negotiations,4-an International Trade Negotiatlona Act for the
New eonomic Era of the 1970s.

HoIwever, we strongly oppose the perniciously trade restrictive portlohs ofI.R 10710, which may well make the negotiating authority illusory by freezing
I1fitions and impeding meaningful agreements on such enormously complexsubJects as escape clause or "safeguard" provislotis, antidumping and counter.ailing duties, and the appropriate use of tariffs 4nd other trade restrictive
deiees to deal with balance-of-payments and domestic inflation problems. .

In smn, this Committee should streamltnO H.R. 10710 to its essentials, Titles Iand IV. It should give careful consideration to ways of making the negotiating
authority more flexible and less sector-by-sector oriented, while ensuring closeov'rsight of the process by the Congress. It should put aside Title 1--except
ii(, 4 ly for Chapters 2 and 8 which are an Improvement over-present adjustment11i'4,ftknco-and Title IT to await comprehensvh e negotiations on codes of fairilt,'rnational trade practices, and the elimination of NTqS.

'I'Ih, focu,4 of the legislation which emerges from this Committee should be(Ml l(,gotiating expansion of U.S. trade, not restrictingt L.
The s teel trade is a lessot in retrospect for thet ebonomio era of soaroity'of the1 9 7 0 S - .:

The Institute's misgivings concerning the trade restrictive provisions of H.R.10710 are reinforced by our membership's experience under so-called "voluntary"

BEST AVAILABLE COPY
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quotas, reluctantly agreed to by the European and Japanese steel industries
under the threat of legislative quotas, and in effect now for more than 5 years.

The initial excuse for these quotas was the U.S. steel industry's claim of a
large world oversupply of steel. Soon after the domestic industry secured its
quota protection, this oversupply vanished, to be replaced by a severe domestic
and world-wide shortage. We do not question the bona fidee of the domestic
industry's forecasts. But the industry badly failed to foresee the imminent
change from steel surplus to steel scarcity, a characteristic of the new eco-
nomic era in which the Trade Reform Act is to be effective.

Mr. Alex Greten, the President of the Institute, recently authored an article
in the American Metal Market, an important and repeated trade daily, entitled
"The Shrinking World of Steel-Or, A Lesson In Retrospect" which well
analyzes the current steel market and the prospects for a continuing shortage
for the rest of this decade. Because it is germane to this Committee's delibera-
tions, a copy is submitted herewith for the record.

As Mr. Greten notes, the energy crisis, far from reducing the present high
demand for steel, is likely to further aggravate the world and domestic short-
age. In these circumstances, it is apparent that steel imports are a needed sup-
plement to inadequate domestic production, rather than competitive With the
domestic Industry. As Business Week observed in its March 16, 1974 issue, be-
cause of an expected further decline in imports of 8 million tons and increased
exports exceeding 5 million tons, coupled with lower mill inventories, there
is likely to be "10 million tons less steel than was available last year". The
article, which we also provide herewith for the Committee's assistance, approv-
ingly quotes Mr. Greten:

It may sound pessimistic, but the time of unlimited steel availability, like
unlimited fuels, is over.

Yet the domestic industry, suffering from "future shock", still chases a buga-
boo of "cheap" imports and, not satisfied with the "voluntary" quotas it has
secured, continues publicly to demand legislative quotas. Its spokesmen's rationale
now is that continued protection from foreign competion is necessary to make
needed capital investments in new and expanded facilities attractive. We s1ub.
mit that imports have nothing whatsoever to do with the domestic industry's
ability to attract equity capital. Indeed, steel stocks are currently in vogue be.
cause of the extremely good earnings reports for 1973, and the prospect of more of
the same for this year.
Steel quotas should be terminated

On the other hand, a continuation of steel quotas, be they "voluntary" or
legislative, will only compound the error previously made. Steel imports are
currently running as much as 25% below the "restraint levels" provided far in
the Voluntary Restraint Agreement ("VRA"). This short-fall of Imports, of
course, can be explained in part by the extremely tight supply situation through.
out the world and the higher price which steel often commands in other mar-
kets. However, a very significant element in the current shortage is the fact
that Europeans and Japanese producers, since 1969 when the original Voluntary
Export Restraint Program ("VERP") went into effect, have had to plan future
expansion with these limitations on this major market in mind.

Thus, our trade policies discouraged foreign producers from building new,
and expanding existing facilities. In view of the lead time. between the de-
cision to make new capital Investments and the placing opn stream of addi-
tional capacity-a period of three to five years-the current shortage of steel,
which became evidence during the lnft quarter of 1972, bears a direct correla'.
tion to the imposition of quotas on steeL

As this Committee knows, the legality of the VRA is currently before the courts
The Institute neither was consulted nor was a party to the VRA. It has cn.
slstently opposed it In principle but our members nevertheless have had to live
with VRA's strictures. Since the Issue of presidential authority to conclude the
agreement is sub Judioe, we respectfully refrain from commenting as to the likely
outcome. However, without regard to what the decision may be, we strongly urge
this Committee to embody In the trade legislation under consideration a require-
ment that steel quotas be terminated by no later than VRA's current expiration
date, December 81, 1974.
Import duties on steel should be suspended during the current shortage

Indeed, following the precedent established with regard to other scarce com-
modities, this Committee should embody in the trade legislation before it, a sue-
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ei,.ion of import duties on steel imports at least for the period of the current
ii,,rtage, Such action would have an anti-inflationary effect on steel prices, which

lave heen increasing at an accelerating rate even under the current price control
program i1.

.\sl this Committee has been informed a number of times by representatives of
th,, Independent Wire Drawers Association, an organization of United States
,itiotegrated wire and wire products producers, the current supply of their
esset inl raw material-steel wire rods-is inadequate to the demand. For many
yea r-. starting in the early 1900s, these independent wire products producers have
ftimid imports to be essential to their industries' very survival. These producers
itre se.ttered throughout the United States, but many of them are concentrated in
'oaastil areas in the southeast and in the Great lakes because of their dependence

ulp"" imports. The integrated steel producers of the domestic industry simply have
liveni unable or unwilling to provide adequate supplies to these independent pro-
(Iluers. It probably is no coincidence that the independent U.S. producers manu-
faeture products which are competitive with those produced by various of the
iti ,,rated companies in the domestic steel industry.

I n sum, the effect of import restraints on the q$eel sector of the U.S. economy is
indetd "A Lesson In Retrospect" of the severe distortions which are brought
ahout by unneeded and improvident trade restrictive actions. It should serve as a
guide to the type of trade policy the U.S. must pursue in the new era of worldwide
(,vJIoiIic scarcity--a policy dedicated to expansion of international commerce.

Ci'n.qet needed in the Trade Reform Act to meet the challenge of the nes
cconomio era of the 1970#

As previously observed, negotiation and not confrontation should be the key-
stojie of U.S. international trade policy for the 1970s. Thus, the Institute would
ntin.h prefer that this Committee streamline H.R. 10710 and focus on the two titles
providing for negotiating authority, Title I on tariff and nontariff barriers and
T tle I V on Bast-West trade.

Titles II and III are not only extremely protectionist oriented but, more impor-
tant still, they embody a basically wrong conception, Amendment of legislation
to deal with "fair" and "unfair" Import competition should await, not precede
iitorntional negotiations, particularly where such amendments are at variance
with GA ' and other U.S. international commitments. In effect, such approach
presents our trading partners with a "take it or leave it" position, As Secretary
of State Kissinger so lucidly explained in his March 7 testimony, this is not an
approach calculated to secure the good will necessary to reach international agree. -
inents on complex and sensitive economic matters,
Title I-Negotiating Authority

II its testimony before the House Ways and Means Committee, the Institute
noted the virtually unbounded and unprecedented negotiating authority requested
by the Administration, and the lack of an effective mechanism for Congressional
oversight and control. The Trade Reform Act as it passed the House Is an Improve.
meant. However, a further Improvement is required both to provide U.S. negotia-
tors with necessary flexibility and to protect Congress' constitutional and tradt-
tioial control over tariffs and trade.

The emphasis in the bill on a sector approach to negotiation is stultifying ift-
sofar as tariffs are concerned and totally unrealistic for NTBs. If the current oil
crisis has taught us nothing else, it has dramatically shown the fallacy of treating
UA. industry on other than a basis of overall national interest. In view of the
fact that members of Congress will -be accredited delegates as "official advisors"
to the trade negotiations and that, for the first time, representatives of U.S. bust-
nexs, agriculture,-labor, the consumer and the general public will have an official
status with the American delegation, there seems to be no reason to suppose that
unjustified concessions will be made of a harmful nature to one industry in re-
turn for excessive benefits to another. On the contrary, American negotiators will
not only have the benefit of careful economic studies by the Tariff (ommission
it advance of negotiations, but also first-hand assistance from the Congress and
U.S. business Interests during them. In such circumstances, there Is no reason
to provide rigid guidelines in the enabling legislation and they should be
eliminated.

On the other hand, the comments of this Committee's staff on the projected
Joint Congressional Committee to oversee the negotiations and on the veto pro-
ce4ure provided for Congress to disapprove of agreements reached, are well
taken.
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The Senate delegation to the trade negotiations should not be appointed by the

Vice President as President of the Senate but rather by the Senate Majority and
Minority leadership and should be answerable only to the Senate. The provision
for a 0-day period to veto NTB agreements is unrealistic and Illusory. It would
not give sufficient time for mature consideration by the Congressional Committees
to which the agreements were referred, let alone to the full Congress.

A better approach would be for periodic reports by the "official advisors" to
each House of the Congress on progress of NTB negotiations, with eventual re-
ferral of agreements which require Congressional approval to the Senate in the
form of treaties, This would be particularly Important with respect to negotia-
tions of changes in the GATT structure and in the Agreement provisions them.
selves since, unlike Congress' traditional practice of providing tariff reduction
guidelines in advance of negotiations, negotiations on changes In the basic struck.
ture of the international system to regulate trade and in the GATT Code (and
Interpretative accords such as the International Antidumping Code) should re-
ceive the constitutionally required approval for treaty-making by the Executive.

As regards the Rxecutive's authority to reduce and increase tariffs, the phasing
requirements for reductions art too long and the authority to increase Is too
broad. The five step phasing authority granted under the Trade Expansion Actworked well in allowing for adjustments in the domestic economy resulting from
the Kennedy Round. The 15 year phasing requirement of the Trade Reform Act
should be reduced to 5 years. On the other hand, there seems no reason why the
President should be authorized to raise tariffs above those provided in the Tariff
Act of 1930, the last Congressional enactment of tariff ceilings. Certainly there
seems to be no reason for an authority to exceed these historically high rates
by 50% or to permit the President to remove articles from the Free List and im-
pose up to a 20% duty, a power traditionally reserved to the Congress.

Finally, the Balance-of-Payments Authority and Inflation Restraint Authority
are misplaced. Initially, it should be noted that the Balance-of-Payments Au-
thority conflicts with current provisions of the GATT. If trade restraints, as well
as the lifting of trade restrictions, are to be made a tool for dealing with do-
mestic economic problems, this should be a subject first of international negotia.
tion, with any necessary Congressional action to follow. The President has already
asserted a power under present legislation to act quickly in emergency situations.
Whether this power was properly exercised in the case of the 1971 10% import
surcharge is a question presently pending in the courts. However, there seems to
be little dispute that adequate statutory authority already exists in appropriate
situations.

In any event, this Is a subject which not only needs study on an international
level, but careful Congressional scrutiny as well. It should be reserved by Con-
gress as a separate matter from the currently pressing requirement for Executive
trade negotiation authority. Indeed, the current fluctuating parity system which
allows for adjustment in currencies depending upon trade and capital flows al-
ready has removed any urgency for Congressional action. A permanent system
should be worked out within the framework of a new international monetary
accord.
Title l--Relief From -njury Caused ByJmport Competition

(a) The "Escape Gkise".-The changes from present law contained in the
Trade Reform Act are among the most objectionable sections In the Act, Not
only are they far too potentially trade restrictive, they also are in contravention
of the GATT. -

The "escape clause" was initially enacted, and reenacted In the Trade Expan-
sion Act, to implement the U,S. right to withdraw in whole or in part front tariff
concessions, negotiated under the Reciprocal Trade Agreements Program, which
caused unforeseen serious injury to a U.S. industry. Its purpose was to permit
such action, consonant with our GATT commitments to compensate Dur trading
partners for the withdrawal or limitation of the concession granted in Inter-
national tariff negotiations.

The sponsors of the Trade Reform Act would instead convert the provision
into a general provision to "safeguard" U.S. industry from foreign competition
by totally ejlminating the requirement that a nexus be shown between increased
Imports Olt an internationally negotiated and Congreesginally sanctioned tariff
reduction. Thus the purpose and international treaty sanction for such provision
would bhe abandoned, and along with it, Congress' (as distinguished from the
Executive's) traditional role as the arbiter of the larger question of whether an
industry requires, or Inleed is entitled, to special relief from import competition.
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There is little question but that the history of "escape clause" proceedings under
the Trade Expansion Act provision demonstrates a need for a less stringent test
th u the preseiit requirement that increased imports be due in "major part" to
a Iegot lated tariff concession. The Institute supports a return to the more realistic
pre- 1 62 in "whole or in part" test.

The Institute submits, however, that with the foregoing change, present law
is nore than adequate to protect U.S. industries seriously injured or threatened
with serious injury by an unforeseen increase in imports. The proposed change-
frow "major" to "substantial" as the test of causality between such increased
imports and serious injury is unwarranted. Since the purpose of the "escape
clause" is to protect industries from Injury caused by imports, Imports should
be t he predominant cause (i.e. greater than all other causes, such as changes in
cisuiner preferences, labor difficulties or the myriad of other problems which are
uotually the real reasons for a decline in production and/or employment in a
(loniestic industry) rather than merely one of such causes. Where the other causes
predominate, relief from import competition is at most a palliative rather than a
remedy for the industry's problem. Certainly, in this new era of economic
sercity, when the United States will be increasingly dependent upon the not.
inalizing of foreign sources of supply to maintain and expand its industrial plant,
he trade disruptions and recriminations which often result from emergency tariff

rest fictions should be kept to a minimum.
The Institute also opposes the changes proposed in the Trade Reform Act which

would direct the Tariff Commission to "segment" an industry or limit its study
(f the economic facts in an escape clause proceeding by rigid, artificial definitions
and standards. We particularly point the Committee to what appears to he a
technical oversight in the House version of the Trade Reform Act, which literally
would make the finding of a "threat" of serious injury much more probable than
thot of the primary test, serious injury itself. The Tariff Commission, with its
long history of assistance to the legislative branch and with the expertise de.
veloped over these years by its professional staff of economists and attorneys,
can l e trusted by the Congress to continue to administer the present escape clause
lp-'Uvi'in with the degree of economic wisdom it has more often than not
evideliced in the past.

(bi Adjustment Aesitance.-The Institute supported a liberalization of the
adjustment assistance provisions contained in the original Administration pro.
li(o'sl in its testimony before the House Ways and Means Committee last year.
11.11. 10710 is a distinct improvement. However, as in the case of other provisions
of the bill which do not directly relate to negotiating authority, the Institute
believes that, rather than including a hurriedly reviewed provision on this very.
1laiprtant subject in an omnibus bill, it would be better if the Congress would
address itself to fundamental reform in separately, carefully considered legisla-
tion.

in tlds regard, similar proposals have been introduced by Representative
Clharles W. Whalen (R. Ohio) (H.R. 4917), and by Senator Charles H. Percy
(R. III.) (S. 1156), which merit serious considerations by the Congress. These
proposals go to the fundamental problem with the present adjustment assistance
prov ions-and are similar to the Institute proposal to the House Ways and
Means Committee for adjustment- assistance programs which are not merely
"hotid outs." What is needed are governmentally financed and assisted, Industry-
wide technological modernization programs in the case of industries, and mean-
Iigtful relocation and retraining programs in the case of workers, unemployed or
umder-eimployed, due to any irreversible industry decline.
Title III-Relief From Unfair Trade Praotioee

There are a number of objections we could make to the proposed amendments
to the Antidumping Act, countervailing duty statute and the unfair trade prac-
thes provision of the Tariff Act of 1980. It would be pointless to catalogue them
hi're. It bears emphasizing again that each of these subjects 1q, technical and
complex and has no place in a bill whose focus should be on trade negotiationaulthlority.

II should be noted, for example, that most of the proposed changes in the Anti.
dumping Act, which relate to procedural matters and time limits, are already
contained in the presently effective regulations of the Treasury Department.
There is Li reason to embody these provisions in statutory form now, when the
thrust of U.S. policy should be to negotiate with our trading partners further
refinements and improvements in GATT Article VI and the International Anti.
dumping Code.
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Similarly, the proposed amendments to the countervailing duty statute are both
protectionist and counterproductive to international agreement in this area. It
should be noted that this Is a most sensitive area of trade regulation, because
actions by foreign governments rather than private firms and persons are in.
volved. As such, it has been recognized by senior officials of the Treasury Depart.
ment that fundamental reforms can only come in government-to-government
negotiations.

As this Committee is aware, the United States Is also vulnerable to changes of
subsidization. A Congressional grant of authority to our negotiators will be ree.
ogniked by the Common Market nations and others as a gesture towards interna.
tional harmonization. The enactment now of severely restrictive statutory provi.
sins by the United States-particularly the conversion of the statute into a
private remedy by providing a right of appeal to private industries from the
essentially political' judgment of the Sectetary of the Treasury whether to retail.
ate against the actions of a trading partner-can only be viewed abroad as an
invitation to take similar action.

The Institute leaves to others better qualified on the subjects a discussion of
Titles IV and V of the Trade Reform Act. Each of these Titles involves political
problems and decisions which may profoundly affect U.S. foreign policy in the
years to come. We are sure that this Committee will give these problems the most
careful consideration and that, In cooperation with the Executive Branch, it will
make the decisions which will best serve our national interest.

In conclusion, the Institute wishes to thank this Committee for the opportunity
granted to express Its views on the pending trade legislation. We are hopeful that
the result of this Committee's work will be a clear mandate and charter to the
Executive Branch to negotiate international agreements which will lead to the
expansion of mutually beneficial trade with this nation's allies abroad and with
other nations desiring peace and prosperity through International accord.

[Wr6m the American Metal Market)

TUE SHTRr!xOr. WORLD or ST=L-OR, A LEsSO!! IN RETROSPECT

(By Alex Greten)

Nsw Yo-x.-A most significant event In 1978 was the emergence of serious
shortages of materials on a worldwide scale. This came as a surprise even to many
experts. As late as the Fall of 1972, some of them still believed that there were
margins of idle plant capacity and pools of unemployed workers which would
prevent prices from rising significantly.

Unfortunately, or fortunately, they were wrong. These unused resources proved
to be an illusion, even though most of the industries producing Items currently
in scarce supply complained of burdensome excess capacity as late as early 1972.

The United States steel industry has not experienced such a shortage of supply
against unexpected demand since the Korea War some 20 years ago. Delays in
delivery are chronic and there are many complaints about the inability of con-
sumers to obtain reasonably priced steel. These phenomena are present despite the
fact that the U.S. steelmakers have been working at capacity.

The problem Is aggravated by the Voluntary Restraint Agreement (VRA)
which limits steel imports into the United States. Because of the VRA, the
foreign mills had scheduled their exports to this country on a tight basis. An
even more Important reason for the reduced quantity of steel imports this past
year has been the world economic boom, which has raised International steel,
prices far aboce those presently prevailing in the United States.

Foreign mills have tried to maintain their good commercial relationships with
their established customers here, and they have alleviated somewhat the unmet
demands for steel. Had It not been for VRA, a greater amount of steel might well
have been available for shipment to the United States In 1978.

While working overtime to meet domestic demands, the domestic steel mills
have been able to Increase their profits somewhat by exporting steel at prices
considerably higherthan they are permitted to charge in the United States. The
price limitations for steel Imposed by the Cost of Living Council actually pro-
vided a great inducement to the domestic producers to sell abroad. Thus, artificial
government restraints have served in two ways to aggravate the domestic steel
shortage.
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STEEL IMPORTS TO THE UNITEo STATES SINCE 19601

1973(through
1969 1970 1971 1972 Otoer)

EEC ............... ......... 511 ,457 4, 52,594 7,174,206 71779,14 5, 443, 83m:4+ 1 , 308 3 4, 1"a 02Japan .... ....... . . . 1 .?,.,4. .
3d cou s .............. 695 2 74

Total ................ 14, 034, 187 13, 364,436 18,322,353 17,60, 970 12, 745,347

Figuies for 1969 through 1972 do not Include Imports from the United Kingdom.
Source: American Institute for Imported Steel.

RI(xognition of the fact that there is an international market for steel is long
overdue. Steel should be shipped to those areas where consumers require it. The
parocbial stand against imports taken by certain labor unions and industries
way temporarily provide benefits for those in the particular industry, but In the
long run must work against them. Clearly, such restraints work against the wel-
fare of the entire nation. This is likely to be true for the next decade or longer,
as experts are unanimous in foreseeing a short supply of steel which can be met
only by tremendous investment In new plants-around the world.

Stwelmakers should be allowed to raise prices to levels which will produce the
capital needed for investment In new steelmaking capacity, The U.S. government's
current price controls do not encourage Investments, and are, therefore, counter.
productive. By artificially depressing prices, demand for steel and steel products
has soared sharply outstripping supply.

Furthermore, the combination of price and import controls has resulted in an
odd turn of events. Consider this paradox: Bethlehem Steel, the nation's second
largest steelmaker, .has indicated It will be forced to produce abroad where costs
are lower if the government does not drop its controls; at the same time, certain
European and Japanese interests have begun producing steel in this country
became of fears of further U.S. import curbs.

The case for free international trade can be stated just as convincingly on a
theoretical level as well. The prices Americans pay for steel have always depended
on supply and demand conditions in the world. Although transport costs and
government controls raise prices of imported steel, international price movements
suggest that neither factor stands in the way of harmony between prices in dif-
ferent countries."The Economist" of London recently published comparisons of international
price movements which clearly point to a single world market for steel and other
basic commodities. Transport costs and other obstacles to trade seem to have had
only a minor effect on the harmony of international price movements. What Is
more, such harmony, according to the publication's chart prevails under both
fixed and flexible exchange rates.

The lesson to be learned is one Incontestable fact. Import quotas'and other of-
ficlal hurdles to free trade, such as "Buy American" regulations, as well as export
subsidies, are at the base of price inequallUes among trading nations. The chok-
ing off of partial foreign supplies Is bound to cause prices everywhere to rise.
On the supply side, it is clear that if you Interrupt shipments at one point, things
begin to happen all along the line.

The basic-steel Industry, for example, suddenly finds itself with a huge backlog
of orders that is taxing the capacity of mills. This adds to supply problems for
the manufacturers of automobiles, electrical appliances, farm equipment, heavy
machinery, office equipment and industrial construction. A leading U.S. magazine
recently concluded that when the major materials industries .rch their capacity,
production Is slowed down In all other industries because not enough raw mate-
rials are being churned out for them to process.

Of course, the recent shortage of, and steep rise in prices for, oil may have
some as yet difficult to predict effects on the economies of various nations, The
United States, which Is nearly self-sufticient in energy resources, can cope with
the full-off of Arab oil supplies with some consumer economies. There Is no need
for any U.S. industry to suffer unduly In the foreseeable future once the govern.
mwet takes the necessary steps to allocate oil where It Is most needed to keep
our economy boom.
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The situation is likely to be otherwise for the Westerh VEuropean nations ani
for Japan. There unless the Arab nations reverse their present policies of restrict.
Ing oil exports and increasing their prices as though there were no ceiling, sever
economic repercussions are inevitable.

Ths, we may find In 1974 a temporary setback to the demands for steel. Yet
the obvious remedies to the current energy shortage-the search for more oil bV
way of off-shore drilling, the mining of more coal, the development of more mass
transportation facilities-all require huge tonnages of steel. We may find im
balances in the economies of various nations which will require larger amount
of steel for some, and smaller amounts for others. The need for the international
steel trade will then become even more apparent than ever.

It Is too soon to say now whether the shortage of oil will affect steel consumer
or steel producers more adversely. It is possible that they will be affected roughly
in proportion. Thus, although the longrange view Is for steel shortages for the
next decade, the shortrange view is obscure.

Mrr,&Ls-Tnz STUL SURPLUS TuAT ISN'T TnER

To desperate buyers, the situation in steel this week was rapidly escitlatIng
from a bad dream Into a nightmare. Because the auto industry is reducing its
purchases of steel by as much as 30% this year, there should be some 9-mirion
tons available for other users. But there isn't.

Thanks-to declining imports, rising exports, and the Inability of U.S. mils
to ship as much steel as they did last year, the supply of steel will probably
he down by at least as much as the decline In steel shipments to Dtroft-or
about 10-million tons. And coal strikes will probably reduce production still
further.

That is the picture facing frustrated steel buyers, many of whom are puzzled
nnd angry over the fact that they cannot get more steel. "Despite auto cutbacks,
our allocations have not been Increased," says a steel buyer for a barge manu-
facturer. "In fact, U.S. Steel and Bethlehem have cut some 6f our allocations."
Adds a buyer for a major oil company: "There Is absolutely no improvement in
the supply at all." A GLOOMY FOREOAS'T

There Is no way that steelmakers can equal the 111-million tons of steel
shipped last year, they maintain, even though the 1978 selling boom did not realty
get unler way until the second quarter. The most U.S. steelmakers can ship, they
say, is about 105-million tons. The chief reason is that the mills sold 5-million tO
6.millitons tons of steel out of inventory last year, and they have no extra
supplies to dip into now. Moreover, maintenance problems, as well as trucking
and coal Industry strikes, are reducing steel production.

In Addition, steel imports are expectel to decline by 3-million tons to a

total of about 12-million tons this year because of higher prices and strong
demand overseas. For the same reason, exports are expected to rise by at least

1-million tons to a total of 5-million tons. That adds up to 10-milion tons less

steel than was available last year.
In fpict the supply will probably drop much lower because a major coal strike

appears Increasingly likely (page 28). Already this week, a three-week-old
wildcat strike of some 27,500 coal miners In Southern West Virginia had force

Indan#l Steel Co. and U.S. Steel Corp. to cut Iron production 20% because of

choking coal shortages. And choking coal was a problem even before the walkout
started (BW-Feb. 16). TWO-THin PRIOING

Steel shortages are the big worry of industrial buyers. But the combination o

shortages and price control Is also causing chaos In pricing. For example, the
auto industry Is In the unenviable position of having to pay higher prices fot

steel even when It Is sharply reducing Its purchase orders. On Feb. 28, the Coit

of Living Council said that the steel Industry could raise prices by some

$750.million. U.S. Steel and Bethlehem Steel Corp. then announced a round

of price increases but did not raise hot and cold rolled sheet, which account to

about 40% of all steel industry shipments. Auto companies, faced with theit
own cost.price squeeze (page 28), have been pressuring suppliers to defer

price increases on sheet.
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atlonal Steel Corp., which is more dependent on sheet shipments, could
not wait. "With costs of steel production continuing to mount sharply, we are no
louiger in a posiiton to absorb these increases," said National's Chairman
Gfeorg A. Stinson when the company announced a $10-a-ton increase on both
hot and cold sheet. Other major sheet manufacturers followed suit.

Now it appears that the higher sheet price will stick even though Bethlehem
and U.S. Steel have not raised their sheet prices and now are at least temporarily
l,,eked by price controls from doing so.

"steel supply is so tight that the higher price wil hold," concedes a steel
imyer for one of the Big Three auto companies. Adds William 0. Sutter of
Buhid Co., a maker of automotive stampings, "I am resisting, but I can't get
any more steel at the lower price from U.S. Steel or Bethlehem. They say they
do not have any more."

A BKLLKa MARKWI

lit -the gloom that is rapidly enveloping the steel situation, a few companies
(laiI to see some light. Inland Steel's sales to the automobile industry will be
dowli 15% in the first four months of 1974, says Derrick L. Brewster, vice-
resident for sales. This is enabling the company to ship more sheet steel to dis-
trilmutors, who are handling more of the small orders that the big mills do not
want, and to manufacturers of appliances, electric motors, and oil goods, such as
line pipe and welded tubing. "The market is so strong," says Brewster, "that we
wouldn't have any problem selling 100,000 tons of sheet in an hour and a half
on t he telephone."

Ti'he shortages have raised suspicions on both side, however, Buyers suspect
that producers are exporting large quantities of steel, and producers sus-
pect that buyers are hoarding. Both sides deny it. But both are also begin.
ning to see the seriousness of steel shortages, which are clearly limiting the
ability of the economy to expand and to become self-sufficient in energy.

t'elhnen are still maintaining that the steel industry needs higher prices and
tax incentives to stimulate capital expansion. "But even if we started today,
it would take four or five years to make any major expansion," concedes Brewster.

Says Alex Greten, president of the American Institute for Imported Steel:
"It nilty sound pessimistic, but the time of unlimited steel availability, like
unlinted fuels, Is over."

I'REPARED STATEMENT OF Di. WALT,] ADAMs (MICHIOAN STATx UNIvsasiTY) AND
Di. JOEL B. DiRLAM (UNivssmY or RHODE ISLAND) -

This is a joint statement presented by Walter Adams and Joel B. Dirlam,
.l)(waking in their capacity as individual scholars. Walter Adams is Distinguished
University Professor, Professor of Economics, and President Emeritus of
Michigan State University. He is also director of the University's Program for
the Comparative Study of Industrial Structures In the Atlantic Community which
has received grants for unrestricted research from the American Institute of
Impnorted Steel. Joel B. Dirlam Is Professor of Economics at the University of
Rho ,e Island and Director of the University's Institute for the Study of Inter-
national Competition which has also received grants for unrestricted research
from the American Institute of Imported Steel. --

1. In commenting on H.R. 10710, we are drawing on our studies of the econ-
omies of the steel and petroleum industries, and of the effect of Import restric-
tions in these industries. This experience may be taken as representative of
domestic industries liable to be affected by the Bill. In both industries, the United
States has moved from a position of an exporting nation to that of a net importer;
both industries have been protected by quotas; both are substantial from the
point of view of employment; both are strategic, to some extent, for the main-
tenance of national security. Our conclusions regarding the impact of H.R.
10710 on the national economic interest in steel 4nd oil would probably extend,
a fort or, to other, economically less significant industries.

T-E -GAsE OF STM$
2. Little, if any unemployment can be attributed to imports of either steel

or oil products. Careful analysis of unemployment data shows that during the
years when imports were rising to unprecedent proportions of domestic steel
consumption, the unemployment rate In steel continued at rates no higher than
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the national average.1 Only in'1971 did the rate in steel move above the national
average for either manufacturing generally, or durable goods manufacturing,
and this temporary peak appears to have been primarily due to the decreased level
of general business activity. By 1972, when recovery got underway, the steel
industry was suffering from a labor shortage. Indeed the mills have had to
resort to novel strategems including the acceptance of women as production
workers to secure and retain a minimum labor force. Ity-1973, the unemployment
rate in steel had fallen to 2.5 per cent, or only 60% of the prevailing rate in
manufacturing.'

8. There is no question that average employment in the steel industry has
shrunk since 1959, th@ year when imports first became an issue. But this decline
is attributable largely to two factors, First, as the union itself recognizes, and has
attempted to overcome by agreeing to outlaw strikes, is the stockpiling by els.
towers fearing a strike at the expiration of a contract. Stockpiling is inevitably
followed by a period of inactivity and layoffs, cutting average employment for tile
year. The pattern has been so marked that the union has given up the right to
strike and will accept binding arbitration rather than perpetuate this form of
instability.

Second, the industry has invested vast amounts in new equipment, the basic
oxygen process has replaced the open hearth, and output per manhour has risen
steadily. The decline in employment, therefore, over the long term reflects the
rising efficiency of the industr~v in using this input. Production of 99.3 million
tons in 1960 compares with 150.4 million tons in 1973.' Labor productivity

1 A. F. Shorrocks, "Measuring the Imaginary: The Employment Effect of Imported Steel,"
Industrial and Labor Relations Review, January, 1971, pp. 20"15. (Submitted for the
record.)

e'in recent years, steel productivity has suffered because of labor market conditions In
a number of the major steel producing areas, most notable Chicago, Detroit and Cleveland,
where a rapid increase in turnover rates has required expanded training programs for new
employees I Rev. William T. Ho an, 8.. "'Productivity in the Steel Industry," Center
Lines, Vol. VII, Jan. 1972 p 8 ee also "Women In Steel: First in a Generation," New
York Times, Dec. 28, 1960, Aec. 8, p. 1.

While the labor situation eased somewhat between 1971 and 1978, volume continued
well ini excess of shippn capacity, lead times lengthened, and backlogs continued to rise.
See Wall Street Journal, Xpril 2, 198.

* The following table shows the volume and rate of unemployment in basic steel com.
pared with the unemployment rate in manufacturing and in durable goods manufacturing:

UNEMPLOYMENT# BLAST FURNACES, STEEL ROLLING AND FINISHING MILLS
[Numbers in thousands]

1969 1970 1971 1972 17

Unemployment level: Steel ....................... 9.0 18.0 55.0 27.0 15.0
Unemployment rate:

Steel .......................................... 1.6 2.9 9.2 4.8
Manufacturing ................................ 3.3 5.6 6.8 5.6 4. 9
Durable manufacturing ....................... 3.0 5.7 7.0 8.4 8, 9

Source: Monthly Labor Review, March 19I3, and communication from John E. Bregger, Division
of Employment and Unemployment Analysis, Bureau of Labor Statistics, U.S. Department ot
Labor, Mar. 14, 1974.

, Average employment, 1959-1973:

All employees receivig wages and salar*a
1078 ---------------------------------------------------- 09, 000
1972 ---------------------------------------------------- 478, 000
1971-----------------------------------------------------487, 000
197 ------------------------------------------ --------- 531
1970 ---------------------------------------------------
1068------------------------------------------------------- 52 000
1967--------------------------------------- ------------- 56,000
1906 ----------------------------------------------------- 5 000
195 -------------------- -------------------------------- 554,000
1964 ---- --------------------------------------------- 52000
1963 - ----------------------------------------------------- 520, 00
1902 ----------------------------------------------------- 521,00
1961 ---------------------------------------------------- 523,000
1960 ---------------------------------------------------- 572. 000
1959 --------------------- ------------------------------- 515, 000

Source : AlSI.
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Usually rises when activity moves up from recession to a period of prosperity.
Thust, the raw steel output per man increased over 7% from 1972 to 1978. But
the improvement in productivity registered between 1971 and 1978 of more than
2o,, would appear to be attributable to something more than the business upturn.
Apparently, the revival coincided with the realization of economies made pos-
sibhe by investments undertaken over a period of time,6 the shutdown of obso.
lescent mills, and perhaps the improvement of management.' Bethlehem, for
instance, found it possible to Increase output of raw steel by 80% from 1972
1(1 11)73, with only a 9% increase in employment.'

in any event, while steel production was 80 million tons higher in 1978 than
in 1171 or by 25%, employment increased by only 22,000, or 4.1%. Coincidentally,
uncmploynwtit fell much more, y 40,000, indicating that thousands had retired,
or found Jobs in other industries.'

4. Allegations of unemployment resulting from imports of steel have sometimes
been couched in terms of the number of workers who would have been required
to produce the imported steel, had it been made in the United States. We submit
that this is a misleading, and indeed, fundamentally erroneous approach to
analyzing the effects of imports.

S(a) Any imported product that could also be made in the United States would,
by this argument, cause unemployment; and the more expensive it is -to make
in terms of U.S. manpower, the more unemployment such imports would generate.
If this were to be a standard for protecting domestic production we would be
pushed into specializing in the production of these labor-intensive Items that we
make less efficiently than anyone else.

(b) The argument Ignores the fact that Imports generate the buying power
to purchase exports; by cutting down imports of steel on the ground that this
will expand domestic employment of steel workers, we curtail jobs for workers
in the export industries--so that the increase in steel employment would have
to be netted out against the unemployment caused elsewhere in the U.S. economy.
According to quantitative studies by the Brookings Institute, there would be
no gain in employment from substituting domestic production for use of imports."

(e) Estimates of unemployment caused by steel imports are made by a mechan-
ical multiplication of the imported tonnage (by the average number of workers
required to make a ton of steel. Not only does this average change with the stage
of the business cycle, but the procedure assumes -that if the steel had not been
imported it could have been produced and sold In the U.S. at costs and prices
close to the current levels. Actually, as, the steel Industry has finally admitted,
such a large part of what had been formerly classified as steel capacity was
obsolete that the Imports would not have been replaced by domestic mills, except
at prohibitive price increases. Either the additional steel could not have been
sold, or ilt woqld have greatly accelerated the switch to steel substitutes. More-
over, given the tightening jtel labor market, It seems highly unlikely that the
steel industry could have found the personnel to produce the volume of steel
being imported in recent years at prevailing or even premium wages, even if It
had the capacity to do so in modern non-polluting plants."

5. To summarize, therefore, the steel industry has encountered a long-term
decline In the demand for labor, attributable on the one hand to a secularidrop
in the importance of steel in the national economy, as cement, aluminum and
plastics have taken over parts of Its markets, and to the gradual, but neverthe-

*From 1961 to 1972, expenditures for stee! plant and equipment totalled *18.1 billion.
It would be unlikely that such a magnitude of investment would not be reflecteq, eventually,
in rising output per employee. AISI, Annual Statistical Report, Table 4.

6 In this connection, the recent shift in management personnel and philosophy at U.S.
Steel, which still accounts fo1 28% of the U.S. market Is of some signifcance. Mr. spear,
chairman of the Board and clef executive benn "revitallsing othe coppan in 1978, "to .
attack problems that critics both In and out ofs the company hai been acting for ears: ISS
wn.q too slow to make decisions, too sloW to respond to changing conditions,' an too slow
to make thrusts Into profitable new markets. The .comany.,. rarely was among the first
to modernize plants, to respond to Imports, or to attc t pollution prpblaes." "A Steel.
man Steps Up the Pace at U.s. eel,'Business Week, March 9, 1974, p 0.

Bethlehem Steel Co., Annual Report, 1978.
'Data from AISI Annual Statistical Report, Table IA.
9W. Salant and B. Vaccara,' Import Liberallzation and Employment, Washington:

Brlokings, 1961; and L. B. Krause (Assisted by J. A. Matbleson), "How Much f the
Current Unemployment Did We Import?", Brookfh.u Papers on economic Activity, No. 2,1 7 1, pp. 41 - 8. • ' *o u t o

'According to H. I. Riesen, chairman of Jones antd Laughlin Steel Corp., production
(tiIriiig the first half of 1978 should show what steel apacity really. is, becauee indus
try im now producing at capacity levels. Moreover', "the steel tnutry Is already lobbying
for federal assistance--both direct and indirect-.to finance the capacity gap industry
offleials say is looming." Wall Street Journal, February 28, 1978.
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less sul)stantial long-run Improvement In productivity, attributable to innovation,
on the other. The level of employment could be maintained in the face of these
trends only by raising the price of steel products high enough to cover the
Inefficiencies of use of marginal, antiquated plants, and inefficient labor, and by
excluding the use of imports and subiitltuteS.' This would obviously entail a
gigantic misallocation of labor and capital.

11. In general, it should be noted that the industry's dire predictions about
idle machines and unemployed workers have been vastly exaggerated. These
Maltmslan predictions came into vogue during the 1960's to buttress the indus.
try's demands for governmental protection from import competltion.Tlhmstn
October 1007, Mr. John P. Roche, president of the American Iron and Steel
Institute, told the Senate Finance Committee that quotas were necessary because
of the chronic excess capacity In the world-steel Industry: "It has been estimated
that stelmnking capacity abroad now exceeds demand by more than 55 million
tons. Countries which formerly relied on imports for their steel requirements
have tended more and more to develop their own steel industries and to protect
them against imported steel. Home markets of some long-established steel
producers have grown less rapidly than expected. These producers have, therefore,
taken increasingly to invading the markets of other producers--especially that
of the United States." 11 Joseph P. Molony of the United Steel Workers presented
parallel testimony to the Finance Committee. u

Contrast that position with the Industry's current rationale for protectionism.
By 1980, says Father William Hogan, a sympathetic observer of the industry
and a consistent advocate of import quotas, the annual steel demand will require
a world-wide capacity of 1.1 billion raw tons as compared to today's capacity
of only 780 million tons. "'Blazes, that's a short fall, with new and replacement
needs, of 600 million tons,' he says." 1' Thus, what was considered only a few
short years ago a chronio trorld steel surplus has suddenly become an entermo
world 8teel-shortage--and the way to cure it, so runs the argument, is by higher.
prices and higher profits which would make additional investment in steel
capacity attractive. This, in turn, would require-almost as a sine qua non-.
a "normalization" of world trade in steel, meaning strict regulation of steel
imports and the sterilization of their impact on domestic steel prices.

In short, the steel industry has shown a fascinating talent for using contradle.
tory arguments in support of its inflexible position: in boom and bust alike, it
irsfsts in its demands for governmental protection -from import competition,

7. If we can conclude that, given the current predictions about a shortfall
in steel capacity, the domestic industry simply could not replace imported
steel except at prohibitive cost, we should recognize that the persons employed
in those industries further fabricating this imported steel, and turning it into
final product, owe their employment to the imports. They would have to turn
to other Jobs, or be unemployed for an indeterminate period if the steel were not
available. Although we do not Insist that imported steel makes a permanent,
net contribution to employment-any more than we would conclude that any
change in demand or output in one indtiqtry would have a permanent effect on
employment-it is useful to recognize that, by our estimates, something like
1.M0,000 persons are associated directly or Iudirectly with the production of goods
for final demand, which are dependent on the input of imported steel. "

8. Imports of steel have affected the price of steel in the United States, and
have therefore tended to check Inflation, and to apply competitive pressures
to the members of the steel oligopoly. While influences on prices are so diverse
that it is difficult to determine the precise amount by which steel prices have
been prevented from rising by import.-particularly during a period when both
price controls and quotas have been in operation-the fact that imported steel
has been available at between 10 to 20 per cent below the ruling domestic price for
many finished and semi-finished shapes that has helped to prevent steel prices
from escalating even further. That this has been a consequence of imports needs
no demonstration. Even though, as a consequence of devaluation and the world
wide steel shortage, imported steel often sell; at a premium, this supply helps'
to prevent ever greater price rises, and serious production bottlenecks.

It Senate Finance Committee, Hearings, Import Quotas Legislation (1967), pp. 828-829.
1 I 1d.. p. 889.

r'Fo-hpa, April 15 1973. In Septeniber 1978, after taking Into account Russian, Japaneae,
English, French, Italian, Brazilian and Spanish expansion plans for the foreseeable future,
n 'ritlenl shortage on a world wide basis was seen as probable for 1977. Address by Rev.
Wllinpi T. Hogan, September 19 1978 p. 4.

1 T'npobllhed study (1978) by J. . Abgrall, translating input-output data io labor
requirements per $1 billion of final demand.
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Thf fact that the United Steel Workers and the domestic steel industry have
1111111y united to support quotas shows the deflationary power of imports. With
a jprte structure under pressure from imports, the union and the steel com-
p.jilies could not combine to exploit oligopolistic power. That is why both of
thta support quotas: even though higher wages mean higher costs, when de.
j,and is inelastic, as it is for Steel, a higher price may not lead to a substantiat--
, lra.se In the quantity sold if all domestic firms raise their prices by the
s tu. amount, and foreign steel is not available. In the long rim, of course, there
uiiy he substitution, as there has been, of plastics, aluminum, and cement for
.t..tl : but this consequence seems to have been overlooked by the industry. In.

&wd, the industry and the union seem blithely unaware of the danger that con-
:.tiwit escalation of wages and prices under the umbrella of a protective and
ltorni ssive government are likely to have the same unfortunate results in steel
ze hy had in our hapless railroad industry.

it is the domestic steel Industry's unwillingness to have its pricing discretion
threatened by imports that has generated the most powerful opposition to im.
i'mris. The employment argument, as we have seen, is specious, and has been

u~td wvhen unemployment in the steel industry and the economy generally was
less than five per cent. But to an industry long accustomed to making its pricing
deisions through a kind of mutual tacit understanding about costs and margins,
alternative sources of supply introduced a competitive variable which called for
greater efforts and efficiency to maintain profit levels, and hence necessitated
iiaintaining a technological parity with foreign mills. These conditions had

.ev.r prevaied prior to the import surge of the 1900's, and the industry did
not relish the competitive adjustments they necessitated.

.j. Imports, therefore, through their effect of prices, generate pressures to
innivate. Although the process of invention may be mysterious, and indeed not
suljlect to economic law in any easily or directly ascertainable way, the improve-
ment and adoption of invention are governed by profit and loss. Industries not
characterized by competition may postpone the adoption or introduction of
Improvements. Whether the competition is actual or potential does not seem
to lie important. DrI n by -the necessity for operating at maximum efficiency
fronr exclusively imported raw materials, that had to be turned into product
marketed thousands of miles away, the Japanese have led the world in blast
furnace size and efficiency. In the 1950's the steel industry in the United States
was, not aware of a competitive threat, and assumed that, when a revolutionary
inv',ntion like the oxygen converter made its appearance in Austria, there was
no ,point inreplacing the anachronistic open hearths with the improved equip-
nient until the former were fully depreciated." To await the scheduled retire.
meat of obsolete equipment is a luxury that only an oligopoly or monopoly can
afford.

Imports, by undermining oligopoly power in the steel industry, have made
the steel giants more receptive to new methods. U.S. Steel-the industry leader
which not only did not pioneer the oxygen converter, but did not even introduce
it until many years after smaller firms had found it successful-is now, at last,
under competitive pressures, beginning to use its vast resources for pioneering.
With the Q-BOP process, a German invention that blows pure oxygen into the
liottotn of a converter, U.S. Steel seems to have hit upon a genuinely important
irmiavtion. We think we can say, without exaggeration, that the industry has
re ,lved not to repeat the oxygen converter mistake. But had it not been for"
import pressures, the awareness of the potentialities of the Q-BOP process
w would probably not have been created."

10. 1lnally, in assessing the overall effects of steel imports on the domestic
indus-try we should take account of, even if we cannot measure, the factor that
I'rofessor Leibenstein has called "X-efficiency." *? (We do not pretend-nor did
Lei ienstein-that he was doing anything more than giving a fetching name to
a phenomenon that has been recognized since the publication of Adam Smith's
Thy? Wealth of Natone.) Managements of monopolies, or closely knit oligop.
oilies., do not search for ways of reducing costs with continuing, dedicated, un-

Sce W. Adams and 3. B. Dirlum', 1Oxyen Steelmaking-The Phantasmagoria of Inno-
va tIve Giantism." Iroe and Steel St 'gineer, uly, 1968.

i;.s. Steel is planning to inst l two 200.ton Q-BOP furnaces at Fairfield, Alabama,
which, will be the 'first to be constructed in the Western Hemisphere. At present, there are
nime, su ih furnaces in E~urope and one'In South Africa. See U.S. Steel Annual Report, 1972,
:iolu U.S. Steel press release, December 15, 197. See also "Oxygen Bottom Blowing br the
INS Process," -bv P. Leroy. Assistant Manager of Creusot-Lotre, In Iron and Steel Engt-
neer. October 197, pp. 51-5.

FT. Letbenstein. 'Allooativ Nfiieney vs. X-Efficieney'." American leongmic Review,
Vol. TI,. No,. 1,41066.
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wavering Intensity. One of the advantages of being a monopolist, to a monopolist,
Is that he can lead a more agreeable life, in Which tensions can be relaxed,
bureaucracies become entrenched, and promotions are given as the reward for
long service. The big steel companies would be the first to insist that at an
accelerated pace during the past 15 years, they have overhauled their organza.
tion, eliminated some fat. and prepared to compete on a more equal basis with
their foreign rivals. While this does not deter them, of course, from efforts in
the political sphere to erect barriers to competition through quotas, the com.
panics today feel the competitive compulsion to strive for constant cost reduce.
tion-thanks largely to import competition.

11. For all the above reasons, we do not support legislation which would
make' It more difficult for steel Imports to peter this country. Indeed, we believe
that such legislation would run counter to the best long.run Interests of the
steel industry, its workers, and the national economy,

Tilt CAhE Or PZTROJ ZVM

12. At this juncture It should need no underscoring on our part to demonstrate
the economic fatuity of restrictions on imports of petroleum. Our quota program
has been a disaster. Not only did it raise prices of petroleum products for U.S.
consumers, Including the petrochemical industry, but It prevented the construct.
tion of desperatelf needed refineries, especially on the East Ooast. The quota
system now stands revealed for Just what It was-a vital underpinning for a
domestic and International cartel. Instead of preserving our self-sufficiency, the
quota system with Its artificially high prices, promoted the use of domestic
reserves at an accelerated rate, leaving us less self-sufficient In 1974 than we were
when the restraints were first proposed, Major U.S. chemical companies-duPont,
Dow, and others-who had to compete In the world market, suffered serious
handicaps because they paid 60% more for feedstocks than the world price.*

Professor Wayne Leeman has well summarized this aspect of the problem:
"So the oil we keep out of Jhe United States benefits our most important com.
petltors. Manufacturers In Japan and Western Europe but energy, industrial
heat, and petrochemical feedstocks at prices which give them a competitive
advantage over U.S. producers. And they have this competitive advantage partly
because Import quotas give U.S. firms only limited access to cheap foreign oil
and partly because oil shut out of the United States depresses the prices they

py Sol$

1 . The ostensible Justification for the quota system on petroleum was to
enhance national security in time o emergency. Only by restricting the flow
of foreign crude, It was argued, could we assure uninterrupted access to petroleum
and petroleum products, But the experience since the embargo should have
demonstrated the Intellectual bankruptcy of this support for protectionism. The
oil we produced domestically since 1955 which could have been replaced by
cheaper Imports is no longer available to us In time of emergency. The crisis,
far from being resolved by turning to domestic supplies, required government
intervention to control allocation of supplies and prices, and skyrocketing prices
in the International markets as Independents bid for incremental supplies. If
prices stabilize, they will do so at a level far above the direct costs of oil
production.

Our conclusion from the facts, reached before the embargo, seems even more
apposite today than In 1978. The only safe and low-cost storage for oil Is under-
ground. If we are to conserve domestic reserves for an emergency, they should
be kept Intact rather than depleted by artificial stimulation of domestic pro-
duction. Secondly, to the extent that domestic reserves are in scarce supply, we
should resist the temptation to deplete them In peacetime and maximize our
reliance on foreign sources--especially those which might be beyond our reach
In the event of a military conflict, And rather than subsidize domestic drilling
by creating an artificially high price through restraints on Impbrts, the govern.
ment should support R & D for substitute energy sources.

In short, as a general guideline we should import low-cost foreign oil at a time
when we have free access to It, and conserve our own reserves for such times as
foreign oil may be no longer available to us. In this, as In other cases, the
imperatives of national security and the dictates of rational economic policy'
would seem to coincide. We could not prevent the oil embargo by our quota

is See testimony of Walter Adams. .. Senate Subcommittee on Antitrust and 1oturlay
Rearinve on Government Intervention in the Price Mechantsm. Part I (1969), pp. 806-3O7.Is Ibid., p. 274.
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y:,ii; but we would have &uffered less from it had we produced at a lower,
n.JqKttively determined rate during the years 1955-1973.
14. if we face, in fact not, merely a temporary though upsetting inconvenlece

,,f u embargo, but a permanent energy crisis will the shortage be relieved by
rt string to a restriction on imports? Without a quota, domestic supplies will
li.e stimulated to the extent that market prices reflect the monopolistic practices
of the, producing countries or higher energy costs. At the same time it would be
fully to intensify shortages by further reductions designed to intensify the escala-
t in of domestic prices.

15. In retrospect, the major benefits of the import restriction scheme in the
loetrodeum industry accrued not to the consumer, or to the economy generally,
lut to those companies that held Import quota rights for crude oil (quota tick-
ets) which, incidentally, were negotiable, and to domestic landowners who could
collct higher royalties because of artifically high oil prices,-This experience
,-,w,,il alert us to the danger of government intervention to exclude imports
ini order to protect an industry because of its supposed importance to the na-
tl,,sti security. In such cases, as like as not, special interests that ultimately
Ietiefit from the restrictionist policy can most easily disguise their true motives
in ,;vkiug governmental protection from import competition,

COMZZNTS ONr s5 PIF10 PROVISIONS Or ILL 10710
althoughh some provisions of this bill might be questioned because of the

aiiount of discretion and power they convey to the President to raise and lower
tariffs and change the quantity of imports (for instance in Section 122), it is
tje novel procedures introduced for excluding imports that are sold in the
United States under conditions of fair competition that are particularly dli-
tu ring.

10. In general, and with the exception of Title II, the bill appears to be con.
stmuctive in purpose and in the procedures for which it provides. It i.'desirable
that the President, as in Section 122(c) (1) be charged with promoting a reduc-
irn III quantitative restrictions. If there is to be effective bargaining to reduce

duties, the President, or some executive body, must be empowered to-make agree-
nents. And in making. specific mention of such other hindrances to the free
flow of international trade such as non-tariff barriers and unfair and discrimi-
nutory practices the bill's provisions should hasten the disappearance of these
practices both here and abroad. By providing for advisory committees, whose
views will be sought during negotiations, the bill may Improve the results of
bargaining, particularly if consuming groups are included in the advisory
committees.

17. In Title II, however, machinery is established, hitherto unavailable in
tlis country, for hampering or preventing imports that compete fairly and ef-
filently with domestic production. The armory of weapons that can be em-
ployed to check the flow of, imports and hobble foreign competition, we should
note, is in addition to whatever tariff and other barriers already prevent the
flow of trade. And these barriers may be set up whenever imports enjoy market-
ing success, with the danger of disruption of sales of certain categories of im-
Iprts--those which other countries produce more cheaply then we do, and which,
following principles of international trade, we should import in larger quanti-
tie.m, By impeding Imports the-actions contemplated by the bill would preserve
high cost production in this country, and reduce our exports. On the other hand,
those provisions of Title -11 that provide for adjustment assistance, to workers
and firms are deserving of support. But we want to emph~asize that the principles
underlying such assistance are wholly contrary to the protectionist spirit that
und(erlies Chapter 1 of Title U1 whose sole purpose seems to,,be to protect Ief-

18. specifically, Tlt]j U[1 introduces a number of dangerous possibillties of
undermining trade at each stage of enforcement of the provisions against Im-
ports that compete fairly with domestic products. Wirst, Sectidn 201(b)'(9) in
defining the Industry which might protest against competition, the bill uses ex.
tretnely narrow tests. In effect, an industry is equivalent to the production of any
article subject to importocompetltion, so that any U.S.firm, even though it make
a variety of products, and be capable of shifting from one to the other, and even
though it may, on an over-all basis, using the normal industry defl ltion, be
realizing substantial profits, may be protected by Presidential action.T"Ri effect,
the bill adopts the industry defiiItion employed by the Tariff Commission in
anti-dumping cases, which is.at variance with the concept empoed I# economy
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and business analysis. Moreover, this definition used il Section 201 (b) (3) is so
narrow that it does not correspond with published financial and economic data.
In reviewing the data presented to the Tariff Commission, consumers woull be
unable to check assertions of injury by the firms complaining, since the only
relevant material-as in Tariff Commission anti-dumping cases-would be
confidential.

After defining the industry, the Tariff Commission is directed by Section 201
(b) (2) to determine whether imports are a substantial cause-not a primary
cause as in previous legislation-either of a serious injury or a threat of a
serious Injury. Injury is to be measured by such indexes as use of production
facilities, profit rates, and unemployment and a threat of injury by a decline
in sales, or rise In Inventories. But as we pointed out earlier, the narrow defi-
nition of industry makes it extremely difficult for those most likely to be injured
by exclusion of imports-the consumers-to present independent studies of th
merits of the allegations of the domestic producers. How one could rebut a charge
that a serious injury might result at some future date is not easy to imagine. It
Is akin to proof that one has stopped beating his wifer

19. If Chapter I of Title II is to be retained-and we fervently hope that
Congress will not adopt legislation that reverses the presumptions of a free en.
terprise system-then at the very least the Tariff Commission, in examining
claims of injury should be directed to look specifically at the efficiency, Jnnova-
tiveness, progressiveness, and anti-trust history of the firms in question. Those
firms that would ask for government aid in order to avoid fair competition should
be required to put their houses in order. True, the Tariff Commission is directed to
report on efforts made to compete more efficiently. But the basic fallacy in the
provisions of Section 201 is the Implicit assumption that interests of producers
of an article should take precedence over the Interest of consumers. Nowhere in
the Initial definition of "injury" or threat of "injury" nor in the tests In Section
201(b) (2), is Injury to'consumers mentioned.

20. The provisions of Section 201 (c) (4) direct the President in reviewing
the recommendation of the Tariff Commission to take-into account a broader
spectrum of consequences of import competition so that he can, if he so desires,
place greater weight on the possible Injury to consumers, industries or localities
that might follow from excluding exports. Thus the bill, by adding another
stratum to the process of inquiry, attempts to offset, to a degree, the distorted
focus of Section 201 (b) (2). We can not assume, however, that the President will
have the time or inclination to second-guess the Tariff Commission, nor will he
have the experts on his staff to carry out the kind of inquiry needed to redress
the balance tow'ml the public Interest. Hence this provision is far from consti-
tuting a necessary and adequate safeguard,

21. Although the obstacles to trade that may be employed by the President are
four In number, ranging from an increase In duties to suspension of imports,
only the setting up of an "orderly marketing agreement" is subject to review by
Congress. In view of the importance of the actions that can be taken by the
President, which may be a matter of life or death for those firms dependent
on imports for profitable operations, the same review procedure should prevail
whenever the President takes the step of choking down imports.

Certainly, the requirement that the President justify In writing, his selection
of a particular type of restriction will help to prevent excessively arbitary action.
Nevertheless, a sharp increase in tariff rates may be just as damaging to con-
sumers as a quota set up under a so-called orderly marketing agreement. More,
over, in view of the peculiar disabilities of quotas, which provide no revenue to
the government, and which can not be avoided by the 'foreign competitors no
matter how much they may Improve ther production and marketing efflcincy,
or -the quality of theiv- product, and which, in effect, require foreign producers
to collude if they are to make the quotas workable, they should be adapted only
after a full public hearing, at which the Impact on supplying countries should also
be taken into consideration. The bill now as drafted permits the President to,
select a quota without any public hearing. Only In the case of the orderly
marketing agreements 14 there prvi,.lon for Cotgresslonal disa l'roval, I'ut
approval does not require action by Congress.

22. Further, the definition of "directly competitive'with" (Section 001(1i))
seems so broad as to cause concern about harmful application. This definition
of "directly competitive with" is strategic because In Section 201(b) (2) the
Tariff Commission can find Injury or threat of injury to an Industry If an im-ported article is a substantial cause. Under the diinition, the imported article
is "directly competitive" with a domestic article, even if the economic effect
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E,,.,.1r4 at an earlier or later stage of processing. For Instance, If gasoline Is
imlrted and this cuts into the market for gasoline, and affects the price of
domestic crude, the imported gasoline is considered "directly competitive" with
d(om.eslc crude. Or, if wire rod is imported and this is purchased by independent
wirt, drawers, who sell wire in competition with domestic wire rod firms who are
iiitgrated and make wire, the wire rod Imports will be considered "directly
co(in'titive" with domestic wire.

This provision has a superficial appeal; but in view of the tapered Integra-
tion prevailing in the steel and petroleum industries, the history of squeezes
extending from semi-finished to fabricated products-since we could also find.
for Instance, under this provision, that the import of wire mesh Is competitive
with the domestic product, wire rod, which is two stages removed from wire
niesl--the definition masks a very dangerous extension of the Tariff Commis-
sion's powers to find injury and threats to injury. Unless there is also a re-
quirement that the domestic industry be found to be vigorously competitive, the
application of the definition might buttress the maintenance of undue oligopoly
power,

23. in conclusion we should like to stress the dangers Inherent In the passage
of tils bill if it still contains Chapter I of Title II. This chapter in effect de-
dIares it to be the policy of the United States that domestic producers are to
be Insulated from foreign competition whenever that competition threatens to
reduce output, employment or profits. Yet one of the bases for our high level of
productivity and income has been our continuous rise in productivity stimulated
by competition both domestic at4 foreign. To protect our firms against fair
competition from imported products is no different from protecting them from
a (lonestic competitor who happens to make a better Item for the same money.
('lapter I of Title 1I would result in a stagnant, hfgh cost economy Insulated
from one of the major stimuli to technical progress.

Senator FANNi. Our next panel will be Mr. Jerome O. Hendrick-
son, an executive vice president, Cast Iron Soil Pipe Institute; Robert
B. Afangum, president, Central Foundry Co.; Frederick Drum Hunt,
foreign trade consultant, Cast Iron Soil Pipe Institute. If you gentle-
men would please come forward -

Gentlemen, we appreciate having you with us today.
Will the spokesman for your panel introduce the other members of

the panel and himself and we will start from there.

STATEMENT OF ROBERT . MANGUX, PRESID CENTRAL
FOUNDRY C0., ACCOMPANIED BY TERONE 0. HENDRICKSON, EX-
ECUTIVE VIOE PRESIDENT, CAST IRON SOIL PIPE INSTITUTE
FREDERICK DRUE HUNT, YOREGN TRADE CONSULTANT, CAST
IRON SOIL PIPE INSTITUTE AND IANE WELCH, GENERAL COUN-
SEL, CAST IRON SOIL PIPE INSTITUTE

Mr. MzrouM. Mr. Chairman, I am Robert B. Manu m, president
of the Central Foundry "Co., and president of the Cast1ron Soil Pipe
Institute. I have with me Mr. Frederick Drum Hunt, who is foreign
trade consultant to us and Mr. Jerome Hendrickgon; who ,is executive
vice president of our institute, and Mr. James Welch, who is general
counsel for our institute am the only member of the panel who will
make a prepared statement, but the other gentlemen on the panel will
be glad to assist me in answering questions that you may aaW. .

Senator FANNIN. Thank you. If you will proceed, your complete
statement will be made a part of the record, and you may handle it as
you see fit.

BEST AVAILABLE COPY



1122

Mr. MANoum. Thank you, sir.
The members of our institute produce more than 95 percent of the

total cast iron soil pipe and fittings which are utilized in the United
States. Our ea.qt iron products are made from recycled metal, such as
iWcd automobile motor l)oekq. and bodies and similar items.

Every day we see our major source of iron depleted by the transfer
of sueh'scrap metal to foreign countries. This has been very hurtful to
us. But what really hurts the most, Mr. Chairman, is for that metal to
come back into our domestic market as dumped or subsidized products
at, prices with which we cannot compete, because we have an entirely
ditferent type of relationship, both by law and. by custom, with out
workers than do some nations which have a different ideology and
relationship with their workers.

In thle recent years our industry has been concerned in at least flv
d j) ping investigations. The last two involved shipments from
Poland. Whatever relief, if any, we have obtained, has been too little
and too late. We are convinced that the Treasury and the Bureau of
Cwstoms both have taken an inordinate and totally unjustified length
of time to provide relief, if indeed they have provided any at all.

We have spent years of effort to obtain a ruling that foreifzn cast
iron pipe and fittiAgs must, be marked with the country of origin.

Why should all products not be so marked I
For years foreign-made cast iron soil pipe and fittings were not

marked in this respect simply because the Treasury erroneously in*
luded them in an excepted category.
What reason is there for us to believe that if Treasury is aiven the

1)road discretin which is written in the present version of this bill that
they will exercise any better judgment than they have in the past

*Now, if I may, let me tell you about our most recent unhappy expe-
rience with Treasury. Since June 23, 1969, some 4 years and 9 months
we have had pending a petition for the imposition of countervailing
duties for cast iron soil pipe .and fittings imported from India.

No relief is yet in sight, although we hav- furnished positive ev
dnee of subsidizttion by the Government of India. You can easily
understand, therefore, our industry's deep concern with respect to title
III of the pending bill.

An artiAoe dealing with our petition appeared in the press follow'
iu testimony before the House Ways and Means Committee in 1978#
This article was published in the "American Metal Market" on
August 14, and is submitted for the record as exhibit No. 1. It gives
an objective and fair r~sum4 of the events whioh have transpired ince
our petition was first filed in 1909. I request that a copy of it be received
into the record. I also submit for the record a cOpy of one of the docW"
ments which we presented to Treasury and which makes it abundant
-clear that India does, in fact, make a substantial subsidy available
to exporters of Indian-made cast iron soil pipe and fittings to tho
American markets. I invite your attention to exhibit No. 2., 1.-

Senator FANiN. Without objection, they will be made a part of tho
record.

[The material referred to above follows:]
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(From the American Metal Market]
EXHIBIT 1

POTOMAO PULsE

FOUR YEARS DO., SEEM A BIT LONO

(By Jed Wood)

WAsUIOTON.--Back in 1969 the Cast Iron Soil Pipe Institute filed a complaint
with the Treasury Department alleging that imports of pipe and fittings from
India were being heavily subsidized by the Indian government.

The trade association sought the imposition of countervailing duties to offset
the subsidies, which it claimed, amounted to as much as 25 percent of the value
of the imports.

Four years later the OISPI is still waiting for a decision in the case and it's
getting damned impatient. So much so that Congress has been asked to nudge the
Treasury Department into taking action.

In recent hearings on trade reform before the House Ways and Means Com-
mittee Dan Gerhardstein, vice chairman of the import study committee of the
Association, outlined the background of the case.

The complaint was filed in June of 1909. With it was what Gerhardstein
described as a "wealth of evidence" that the government of India was giving
cash assistance to exporters of cast iron soil pipe and fittings sent to the United
States.

The case was so clear cut, according to Gerhardstein, that it could have
beni determined within a few days.

The association waited and waited for a decision but none was forthcoming.
It began to gather more evidence and in August of 1972 received confirmation
from the U.S. embassy In Calcutta of the subsidies that India grant* its exporters.

The incentives, gleaned from the Engineering Export Promotion Oonil, con-
sisted of a direct 25 percent cash subsidy on cast iron pipe and fittings, plus 25.
percent of the railroad freight from plant site to port of shipment and i percent
import replenishment.

The Association pointed this out to the director of the Office of Tariff and
Trade Affairs and again told him that the case was so simple that he need only_
draw up the necessary document for the signature of the assistant treasury
secretary. "ie director insisted that there was a "Matter of policy' Involved."

After hearing Gerhardstein's testimony, Rep. James Burke ID., Mass.) di-
rected the chief counsel of the Ways and Means Committee to write Treasury
Secretary George Shultz and find out what the delay was all about.

On July 12, Shultz replied to the Ways and Means Committee, but tMe answer
turned out to be a non-answer. He acknowledged that treasury Las had tb#
complaint under Inquiry "for some time," but pointed out that it has a policy of
not publicly discussing antidumping and countervailing duty complaints while
they're in process.

Shultz added that the administration Is prepared to explain the handling of
the countervailing duty complaint in executive session of the committee on ways
and means.

If it ever reaches the executive session stage, treasury officials are likely to
tell committee members that the complaint has been shelved, in effect, for diplo,
nuatle reasons,

One Treasury Department source told this newspaper tblt he feal the
main reason for the footdraggng Is that, "India is a developing country and
we're reluctant to go ahead with Oases like this when a developing country to
involved."

It's hard to swallow this kind of reasoning. The law, Title 19, Section 18 of
the United States Code, stipulates that countervallin; duties should be Imposed-
whenever any country pays Its exporters any bounty or grant for merchandise
imported Into the U.84

It says nothing about giving developing countries a break.,"
The Treasury Department's options are clear, If therf Is vdenco of subsidies,

as the cast iron soil pipe producers claim, then the countervailIng duties should
be slapped on Indian Imports.

If not, the case ought to be dropped. .
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I'Xl II'1T 2

CAHT IhON 8OII, PIPES AND FITTIN|8

I. .lininnum crport price for U.,.A. shlimnent8 .ffeetiv June 1, 1972

1 ) Nx trn hen vy : houn*
4 lIches by 5 feet ------------------------------------- $132.71
"3 inches by 5 feet ------------------------------------- 138.
2 Lines by 5 feet --------------------------------------- 155. 40

(2) Service weight:
4 Jlnchem by 5 feet ----------------------------------- 139.
3 Inches by 5 feet -- :---- : ---------------------------------------- 144.
2 Inches by 5 feet ---------------- ----------------------- 19.18

Per metric ton, less 10 percent commission to the agent. Above prices are cost &a
freight, Atlantic ports.

II. Incentives

(Csih subsidy based on f.o.b. value --------------- 25 percent.
flxeise duty rebate --------------------------- s 40 per metric ton.

luilroad freight fromn the plant site to the port of 25 percent.
shipment, when applicable.

Import replenishment license based on the f.o.b. 5 percent.
v lue.
NoT.-F.o.b. value to be calculitted after deducting ocean freight, bunkering charge, and

Suez surcharge:
Per

metric to$
Ocean freight rate to Atlantic ports --------------------------------- $80.
Bunkering charge -------------------------------------------- 2.
Sues surcharge at 12% percent ---------------------------------- 8.81

Source: Engineering Export Promotion Council, Calcutta.
Mr. MANonx. When we pursued this matter, Treasury officials state

that a matter of policy was involved, but they never shared with us
what that policy was. Members of the House Ways and Means Co.
mittee inquired as to why the Secretary of the Treasury had not acted
but they were not given a meaningful answer either.

Upon pursuing the matter further, top ranking administration oft
ficials advised usthat tey hoped to gain such wide latitude in discrm
tionary areas under the bill which is now pending before you that they
do not propose to take any action under the law as it now stands.

The law currently provides for the mandatory levy of countervail,
ing duties once the Secretary of the Treasury has announced that the
country of origin has provided a subsidy. Unfortunately for us' how.ever, the law does not set any time limit within which Treasury knu4
complete its investigation as to whether or not there has been a aymen'
of such subsidy. This permits Treasury to avoid the levy by nof making
the announcement. I I 1'

In our case there is really no need for any substantial investigation
certlinly not one of almost 5 years' durtion-because Treasury couil
have confirmed the information which we provided for them within
i matter of days.

We believe that the executive branch of the Government is not going'
to make such findings, but on the contrary, will keep the investigation
on the back burner until it is grranted the discretionary power w ih it
is now seeking, and when this-is done the discretion will be exercised t
the detriment of American manufacturers.

The House, in its consideration of the bill, decided to delete the,
provision for the exercise of this discretionary power, but still per.
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1(11td a suspension of the countervailing duty requirement for a
lw.riod of 4 years during negotiations. We are greatly concerned
,hlt (lie Administration will attempt to interpret this suspension
:v granting it authority to exercise its own discretion as to whether,
if at all and in what situations, if any, the imposition of counter-
V~titiug dutiess will be undertaken. That appears to be what it actually
i ,illig 11ow, rather than enforcing the existing legislation.

Now I would like to speak specifically to several amendments which
we believe to be required to' protect American industry from what
i,,ay )e serious curtailment of the protection which Congress has ob-
violisly intended to provide. Section 303 (a) (1) provides that the
Secretary of the Treasury shall determine within 12 months after the
datel on which the question is presented to him, whether any bounty
,,r giant is being paid or bestowed.

This section shJould be amended so as to require the determination
to he made within 6 months rather than 12. There is no reason why
te time element should be so long-and there are man~y-why it
Alwild not be as short as possible to minimize the disruption of the
Ainerican market.

We are much more deeply concerned, however, with section 813
(a) (4), which provides that whenever . . . the Secretary concludes
froIii information presented to him that a formal investigation is
warranted, he shall forthwith publish notice of the initiation of such
investigation in the Federal Register. Please note that there is no
tine limitation whatever as to when, if ever, the petition must be pre-
sit ,d to the Secretary for consideration.

Publication as to the initiation of the investigation should be re-
(uiried within some statutory period of time. We suggest that such
pltilication, in fairness to all patties, take place within 30 days aftfr
an industry files a petition for the levy of a duty, We are drven to
the inescapable conclusion that Treasury wants to have complete
f eedom to take whatever action it wants to whenever 't wants to, or
to ,ke, indeed, no action at all. It must not Yso permitted to thwart
the will of Congress..

We also believe that section 321 should be amended so as to require
publication of notice of the imitation of an investi ation within 30
d-hvs following the filing of a petition. The Tarif Commission al-
i'4fi~v has a statutory limitation of only 8 months to investigate and
to decidee the question of inquiry in those cases in which the Treasury
has found that dumping exists. Business judgments nIfist be made
ex iecitiously. %

Why cannot the Treasury accomplish its task within 7 months,
We 'also believe that section 321.(b) should be amended by omitting

then words, or in more complicated investigations within 9 months.
I (1o not, know exactly what the term more complicated investigations
is intended to mean. I suspect that it may be interpreted to mean that
tle Treasury should be granted a substantially loner period of time
to complete investigation regarding imports hrom socialist countries.
From our experience with Lumping cases involving polsh irP s,
we se no justification whatever for granting this additioilpeiod
of time.

The present law does not differentiate between- nations and there
should not be any special circumstances-such as unwillingness to
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furnish information-which can lx' interpreted as creating a more
complicated investigation. The grant of power to substantially ex.
tend the period of time for the completion of investigations which
are loosely characterized as "more complicated" simply creates a
fertile field for granting extensions of time for little or no reason at
all. The American businessman has to meet, many deadlines in deal.
ing With the Administration and the executive branch.

Why, then, should those folks not be required to meet a few dead.
lines themselves I

Mr. Chairman, this brings me to my final point. Our experience in,
the Polish cases has demonstrated the fact that, in dealing with cer.
tain nations, no one knows the values of their currencies or their actual
production or distribution costs, nor how they compute their sales
prices either for domestic consumption or for export. All foreign trad
is conducted through state trading companies which are Government
owned and controlled.

As we understand it, Treasury contends that it cannot readily ob-
tain information necessary to properly investigate dumping or sub.
sidy charges. That, sir, is a sad commentary. If foreign exporters who.
send their merchandise to this country for sale in competition with
American-made products will not tell the American Government
whether their products are being dumped or being subsidized, then
there is a very simple'answer. Their products should be denied entry
until they provide such information.

The American businessmen realize that we must compete in our own
markets with foreign made products. But are we not entitled to start
off on a somewhat equal basis i

Our only hope, gentlemen, for relief is with this committee and
with the Congress, and we respectfully request that you consider the
amendments, the changes which we have recommended, and include
in this pending legislation specific time limits to specific requirements,
so that we can expect as great a certainty as we are able to that Treasi
ury carries out your intent.

'thank you, sir. nt.
Senator FANNINi. Thank you, Mr. Mangum. Gentlemen, we are very

appreciative of the very provocative statement, one that I have dis-
cussed many times-many phases of your recommendations.

In regard to the difficulty, Mr. Mangum, in obtaining foreign cost
figures,-1 have introduced a bill that would allow a party to go int6
a Federal district court in a dumping case and if information related
to costs of imports has not been forthcoming, theoproduct is excluded ,
from this country,

Would you support this type of legislation?
Mr. MANQUM. We would indeed, Senat6i'. It would speak to one of

the issues which we have raised, and most pa 'ticularly to the issue of"
the pending claim which we have, which has been i-iding for some
6 years, and them is no present avenue of relief presently provided.,

Senator FAmnN¢. Is this the one from Poland ?
Mr. MA&NQoU This is from India, ir.
Senator Ihemxxz. From India, I see. The one that you referred toli

in your testimony that was of long duration.,
SenMA x.es, air. a oSenator FANIN. Arethere any other cmmments on that subjfect?
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Mr. IIKNDRICKSON¢. Mr. Chairman, with your permission could we
adlI to the record the exhibits pertaining to the correspondence be.
tween Congressman Burke and Secretary of the Treasury Shultz#

S, emtor FANNiN. The exhibits will be made a part of the record.
We appreciate very much the additions.

flirh information referred to above follows :J
CONGRZS8 Or TlEt UNITED STATES,

House or REPRESENTATIVES,
Waskinglon, D.O., August B9, 197S.

Mr. F zDERCoK DRUM IIUNT,
Jvor cign Trade Conultant,
Wir hington, D.C.

J .11 MR. HUNT: As I stated in my July 25 letter, I took up the matter of the
cintrvailling dutles complaint of the Cast Iron Soil Pipe Institute regarding
unfair competitive practices in India with Mr. John 31. Martin, Jr., the Chief
Coiti,.i of the Committee on Ways and Means. The response of the Treasury
J e:irtment to the official inquiry of the Committee was terse and vague. Accord.
lijgly. I personally notified Secretary Shultz of my displeasure with the Treasury
remptinse and handling of this matter in a letter dated August 8, a copy of which is
eWi'sed. I have received a reply from the Secretary which I find to be very un-
sati factory. A copy of that reply, dated August 14, is also enclosed.

Tihe attitude of the Department of the Treasury In this matter is distressing
and unfortunate. It appears that the responsibilities of enforcing the counter.
veiling duties regulations, as far as the Department Is concerned, are contingent
ujlion certain proposals found in the Administration's trade reform bill which
,re more amenable to the administrative technique of the Treasury, I will make
ev(ry effort to pursue this matter further when the Congress and the Committee
eomuene in early September. With every good wish and-Rindest regards, I

Sincerely,
3AMES A. Bua x,
Member o Congress.

EXfHIBIT 4

TRe SEcaRwAnY or Tax TEAsUIy,
Waselsion, D.O., AugUst 14, 1978.U(Jn, JfAMM A. BUaxu0,

committee on IaVs and Means, House ol Representative.,
Washington, D.O.

Dus Ma. Btuzx: I gather from your letter of August 8 that there is some
misunderstanding regarding my exchange of correspondence with Mr. Jobfi
Martin relating to the complaint of the Cast Iron Soil Pipe Institute on Imports
of cast iron soil pipe from India.

As you noted, I stated in my letter to Mr. Martin, in response to certain com-
im'ts which were made, that antidamptng investigatiQns are presently being
11roeessed on a 9 months schedule. It was not my intent to Imply that counter-
vailing duty investigations are processed on a similar time schedule.' -

As you are aware, the administration of the Countervailing Duty Law
presents a number of difficult policy questions. We have attempted to deal with
thu.se in the Administration's pro0isals In Chapter III, Title 8 of the Trade
Reform Bill of 1978.

The Administration has not completed its testimony regarding the counter-
vaillna duty provisions in the bill. When we do testify on this subject, we fully
intend to come to grip with these, questions, We plan to discuss the cast iron
8011 pipe case4n this context.

Sincerely yours,
GoSoa P. SNur'

Senator FAxNI. Any other comments regarding 'm question,
whet her or not you would support this type of legislation I

Yes, sir?
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Mr. HtUN'r. M'. Chairman. I think your bill is verv well founded.
One of the complaints that has often b)een made is that the importers
have much more opportunity for judicial review than the Americati
industrialist has. Furthermore, I had sitggested one time to the Treas.
urv that in the case of Poland. for example, that if they cannot naktl
information available, then we have to forget the old rule of Engish
common law and assume that they are guilty until they can prlvo
otherwise.

Senator FANxrx. Well, that would be 0onsistentt with what I w:1s
discussing, because if they were not provided the right to import dur,
ing that period, then I thiik it would probably get their attention.

Thank you, gentlemen.
I could cite other instances of countervailing .duty petitions being

ignored by the Treasury Department. For this reason I introduced
legislation in 1970 to correct this problem, and will seriously consider
your recommendations in that respect. And I do not know'v whether
you have had an opportunity to review the legislation that I did
introduce, but I would appreciate it if vo.u have that opportunity. If
you (10 not have the legislation available to you, mly staff can furnish
it and I would like to have your comments, because I would feel that
with the expertise that you have in this field it, would be very valuable,

Under the problems that we have, you have heard discusations earlier
under GAT, what is your feeling as to what we face in the future. ino
working with GATT, under GATT, as far as the American industry
is concerned ? "I

Mr. HUNT. I happen to be very familiar with CA'T. going nck
to my State Department days. aild I think that it was a very good
agrement when it was first inauguraWl. But I am afraid that thm sit.
uation in the world today, the economy of the world, has made GATT
somewhat obsolete. I heard Senator Long expound on that when See-
retary Shultz was here. This business of having to make most favored
nation treatment available every time you make an agreement is very
difficult. I remember one case dealing with a country in South Americ
where they said, well, we would like to do better with you in respeq
to this product, but we do not want those fellows over there in F~urope
to have it. That was about 5 or 6 yeas ago, and the situation is Ove4
worse now. I

Now, of course, there is the escape clauns involved in GATT which
everybody says, if you have any trouble, why do you not use the escapeclause..

One can really being the escape clause into effect only when it it
too late, when there is such a tremendous amount. of imports.'

Now, in the case. of the cast iron soil pipe people, for example,
quantity is not so important as bringing it in at subsidized prices oi
dumping prices You know, iron pipe is like cement. It is something
that you do not move around readily, as you would a calculator--and:
you can completely disnpt the market in one given area. lWe have
cited this in the ease of Poland, which was bringing it in to New York'
It was the Northeast, which had its market disrupted just by enough
pipe and fittings at duml)ing prices to completely erole the market..

Senator FANNZN1. WelT have been vitally concerned, bea e 1
have had so many manufacturers call on me explaining the Situation
they had been in, and of course this has been going on for so many
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yearn that I realized when GATT was originally formed that -we had
certain objectives. Those objectives have changed.

Wle were trying to assist the other nations of the world. We were
triyiig to place them in a competitive position. We were giving, I think
(ijnini, out agreements. We were giving out concessions that we would
not, think of being able to do today. I feel that we must update GATT,
tind I do not know whether we can. With the voting power that is
pr-eat in GATT it is very difficult to try to do something about it. I
kiow that when a group of us were in Japan not too many yeiu's ago
we asked if we could have their assistance in updating GAT'r, and
the answer was, we like it as it is. It is very much in our favor.

And of course, they seem to-so many of the countries, I am not
saying that they were the only ones-but so many of the countries
ignore what they want to ignore and turn it aside. And so I am really
concerned because, in looking at the future and in writing legislation
and (lepending upon GAIT in the formulation of that legislation, it
is serious business. And I just wonder what we can do in that relation-
ship. We would certainly appreciate your recommendation and your
testimony. You have, no doubt some very valuable data that can be
taken into consideration,

Senator HansenI
Senator HANSiE. Thank you, Mr. Chairman.
(ieitlemen, one of the things that I have observed in the last few

years is a decline in the price of scrap. I have gone around on farms
11nd r inches in my State of Wyoming and here are old tractors that
have a lot of steel and a lot of cast iron in them, and I do not know
what the situation is right now, but about a year ago you could not,
mve them hauled a distance where I live of about 170 miles to Rock
Spring, Wyo. The scrap iron market down there was not enough to
)av the frelght on it.

I has that situation changed any?
MrI. MAoUM. It has changed dramatically, Senator. The materials

which we use-such as automobile bodies. The distribution of automo.
)ile bodies has been a problem in some areas of the country for the.
seasons which you have just cited. In the summer of 1972 we were pay-
g $28 a ton 1or automobile bodies that had the motor and the trais-

msslon, the power train removed, which had been slightly compressd
nd cut into three sections. We were paying $28 aton for that material.'he market today in the Southeast for that material is about $75 a
on, and that certainly has created plenty of incentive to bring the
1tomobile bodies in and ithas made it economically feasible tohaul
for much longer distances.
This brings to mind a particular problem which we have had and

:hich I would like to use as an illustration of why we would urge this
)_n~ittee to be very specific-in its time requirements and in spelling
ut its intent in this legislation. We have seen the Commerce Depart-
itnt simply by failing to 'make a determination that a, substantial
.mcrican industry was being damaged by the quantity of eXports, fail
) make the rulings that tley should 1mve regaring exports.
We have been caught in our industry, and the total foundry indus-

,y, in a classic dilemma where the raw materials that we were using.
PM ev being exported. The price is being escalated by. orders of magni-
Ade, and no action being taken on that front, simply because the ad-
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ministrative agency involved declined, for their own policy reasons, to
1arry out what we perceiv(d to be the intent of Congress in that legia.

nation. --
We have seen sort of thing being done by Treasury in these counterN

vailing duty cases. With that in mind, sir, we would urge you to spel
out your intent specifically so that your intent cannot be subverted
by the agency which will administer the legislation.Senator IIANSEN. Let me conclude, Mr. Chairman, by saying that I
have no sympathy or understanding at all with bureaucrats who say
that they are anticipating the passage of legislation and consequently
fail to enforce the law of statutes already on the books.

Senator FANNIx. Thank you, Senator Hansen.
Ur. HUNT. Mr. Chairman, I would just like to say one thing.
Senator FANNIN. Yes, if there are any further comments we would

celitainly want to have them.
Mr. HUNT. I do have one comment to make on what Senator Han

s.n *ust said. I am sorry that Senator Byrd could not stay, because i
wats very impressed on the first day of these hearings when he pinned
down Secretary Shultz on a countervailing duty case that had been
waiting only a year. He was speaking for the shoo manufacturers at
tt, time, who had three countervailing duty cases pending, and he kept
pinning the Secretary down. I was very glad to note that about a week
icfer the Treasury Deportment did come out with an announcement
on one of those three cases.

Now, I would hope, Mr. Chairman and you also, Senator Hansenj
that you two would please try to (1o something with the Treasury Des
partinent to get this India case loose.

Senator FNNIN. Well, gentlemen, I appreciate it very much. We
will delve into it and we certainly realize the importance to your in.
dustry of trying to solve that problem. It just seems ludicrous 1o?
something to go on that long without a decision. And of course, nat-
urally, that is what we are concerned about, and that is why I was con.
cerned and introduced legislation to try to eliminate this prolonged
delay. And I do not know just what we can do, but we will at leant
make an attempt. I appreciate it that you have brought it so foroee
fully to our attention.

1o you have any further comments, gentlemen?
Mr, MANGoUB. No, sir.
Senator FANxxI. Again, our thanks to you and the hearings will

stand adjourned until 10 o'clock tomorrow morning.
[The prepared statement of Mr. Mangum follows :J

PREPARED STATEMSRNT O1 ROBERT B. MANOU PRsMENTs CAST
IRON SOIL PIPE INSMTflUTE

Mr. Chairman, I am most appreciative of the opportunity of speaking to y
briefly concerning a problem which seriously affects the industry I represents
ain Robert B, Mangum, president of The Central -Foundry Company, which iwo
of the leading manufacturers of cast iron soil pipe and related fittings. 0i
principal foundry is In Alabama but we have additional plants in Pennsylvani
nnd New York. I am also president of the Cast Iron Soil Pipe Institute whoi
members produce more than 95 percent of the industry products, All of us mhk
omr east iron products from used automobile motor blocks and bodies and similA
( .nt iron items. Every day we see our only source of iron depleted by tho transit
of such "scrap" metal to foreign countries. We are hurt by that, believe me What
really hurts the most, however, is for that metal to come back into our domestib
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uitrkets as "dumped" or subsidizedd" products at prices with which we cannot
(cI,1tilete, because we have an entirely different type of relationship, both by law
adI by custom, with our skilled American workers than do some nations which
iii, i ,t different Ideology and relationship to their worker&

Iii ile past 20 years our Industry has been InvolTed In at least five dumping
investigations. The last two Involved shipments from Poland. Whatever relief, If
tiiy, we have obtained has been, to put it bluntly, "too little, too late". We are
convince that the Treasury and the Bureau of Customs both have taken an
inordinate and totally unjustified length of time to provide relief, If Indeed it Is
provided at all.

We spent years of effort to obtain a ruling that foreign cast Iron pipe and
fittligs must be marked with the country of origin, Why shouldn't ALL products
Iw, s) marked so as to prevent commingling of foreign with domestic products
with the result that Americamrpurchasers are unable to make a choice between
(ioniestlc and foreign-made products? For years foreign-made cast Iron soil pipe
and fittings were not marked in this respect simply because the-rreasury errone-
ouly included them In an excepted category in which they should not have been
icluded. What reason is there for us to believethat if Treasury is given the

discretion it now seeks it will exercise better judgment than it has In the past?
We do not believe that it will.

Now, let me tell you of our most recent unhappy experience with Treasury
Shice June 23, 196, four years and nine months ago, we have had pending a peti.
ti lo for the imposition of countervailing duties for cast iron soil pipe and fittings
iiip~orted from India. No relief Is yet in sight although we have furnished posi-
tiv evidence of subsldlzatien by the government of India. So, you can easily
understand our industry's deep concern with respect to Title III of the pending
1ii1

Ani article dealing with our petition appeared in the press following testimony
before the House Ways and Means Committee in 1978. This article was pubo
lished in the August 14, 1073 issue of Amercoan Metal Market. A copy is at-
tachledi as Exhibit 1. It gives an objective and fair resume of the events which
have transpired since our petition was first filed in 1960. I request that a copy
(if it be received into the record. I also submit for the record a copy of one of
tho documents which we presented to Treasury and which makes it abundantly
clear that India does, in fact, make a substantial subsidy available to exporters
of indian-made cast iron soil pipe and fittings to the American markets, See
Exhibit 2.
I t-i we pursued this matter, Treasury officials stated that matterr of

"policy" was involved but. they "sever told us that that policy waos, Members of
the house Ways and Means Committee inquired as to why the Secretary of the
'reasury had not acted but they were not given a meaningful answer either,
See Exhibits 8 and 4 attached. Upon pursuing the matter further, top ranking
administration officials advisd us that they hoped to gain suci-wide latitude
hit discretionary areas under the pending bill that they did not propose to take
aijy action under the law as it now stands.

The law currently provides for the mandatory levy of countervailing duties
oniac the Secretary of the Treasury has announced that the country of origin
lins provided a subsidy. Unfortunately for us, however, the law does not set
any time limit Withipi which Treasury must complete Its investigation as to

-whether or not there was payment of such subsidy. This permits Treasury to
avoid the levy by, not making the announcement. In our cbse there s really no
need for any substantial investigatlon--certainl" not one, of almost five years
duration-.because Treasury could have oonfirmWl the information which we
provided on this subject within a matter of a few days.

We believe that the Nxecutive Branch of the Government Is not going to
make such findings but,, on the contrary, will keep the investigation on the
"back burner" until it is granted the discretionary power which it is seeking
and that when this Is done the discretion will be exercised to the detriiwet of
American manufacturers.

The Hlouse, in Its consideration of the bll, decided to delete the provlslon for
.he exercise of this discretionary power but still permitted/ t suspeuo ef bt
ountervalling duty requil;ments for a period-of four years durlnrnsgtotm,

under the provisions of this bill.
Even so, we are greatly concerned that the Administration will attempt to

Interpret this suspension as granting it authority to exercise its own discre-
ion S to whether, if at all, and in what situations, if any, the Imposition of

30-229--74-pt. 4-7
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countervailing duties will lb, undertaken. That appears to 1e what it actually
is doing now rather than enforcing the mandatory pro% isions of the law.

Now I would like to speak s1weitically to several amendments which we be,
lieve to be required to protect American industry from what may be a serious
curtailinent of the protection which G(ngresa obviously Intends for it to hart
Section, 303 (o) (1 ) provides that "the Secretary of the Treasury shall deter.
tiine within twelve months after the date on which the question is presented
to him, whether any biounty or grant is being paid or _bestowed". This section
sdi'uhl ie amended so as to require the determination to be made within oil
months instead of twelve. There Is no r-ason why the time element should
be so long and there are many why it should I*- as short as possible to mini.
mize the avsruptioii of the American market.

We are nucih more deeply concerned , however, with Section 303 (it) (.1) which
provide.; that "whenever . . . lie Secretary concludes freni information lire.
sented to him . . . that a formal investigation I warranted he shall forth-
with publish notice off the initiation of such investigation in the Federal Reg.
i,ter". 'lease note I hat there is no time limitation whatever as to when, If
ever. the petition minst lie i'rest.nttd to the Secretary for considerationn. l'b.
li'ntii'l as to the Initiation (of the Investigaion should be required within some
stnfintory i'rio(l of timiw. W\'' sm1. g'o-t that si'h lmilication in fairness to all
parties, take place wit Ii 3(L ii iys after an industry files a petition for the lev.v
of a duty. We are driven to flie inescalmble conclusion that Treasury wants
to i:e cmpnloiete freedom to ~iake whatever action it wants to, whenever It
wants to. or to take no action whntaxver! It must not be permitted to so
thwart the will of Congress.

We also believe that Section 321 likewise be amended so as to require pub.
littioun of notice of the initiation of nn investigation within 30 days follow.
ivig tie filing of a petition. The Tariff Commission already has a statutory lii.
tatin of only three months to) investigate and to decide the question of injury in
thoe eas in which the Treasury has found that (lumping exist-;. Business
Jidci'ments musi t I-P made expeditiously. Why can't the Treasury accomplish
its tavk within s-enemi months?

We alo believe -lat Section 321 () should he amended by omitting the
words "or I?. tinr, 'onrijille:ted investigations within nine months". I do not
):ww exaet!y what the term "more complicated investigation" is intended to
mean. I smpehoct that it may ie interpreted to mean that the Treasury should
lie granted a substantially longer period of time to investigate complaints involr-
Ing exports froin Sm'iajist e,,nntrirs. From our experience with dlmlng cases
involving Polish export,:, we see no justification whatever for granting this
additional lwriodl of time. The present law does not differentiate betwem
nations and there should not lie any special circumstances (such as unwilling.
n,,ss to furnish information) which can be interpreted as involving "more oM-
l1

iri.Atod inve'tigatiolls". The grant of power to substantially extend the TirlM
of 1u1n' for tle completion of Investigations which are loosely characterized as
"miore eomt!lented" simply creates a fertile field for granting extensions of

ne fo- little or no reason at all. The American husineosman haq to m'et
many cheadlines in dealig with tie ,xeeutive Braneh. WVhy shmnil'l not It 1e
rtqulred to meet a few deadlines itself when deciding whether to grant relief
or not tn do so?

Mr. Chairman. this brings me to one final point. Our experience In the Polith
eases has demonstrated the fact thnt, In dealing with certain nation;;. no one
knows the values of their currencies or their actual production or distribution
coqts: nor how they compute their sales prices either for domestic cons'umption
or for export. All foreign trade is conducted through state trading companies
wlbith are 'overninent owned and controlled. As we understand it, Treasury con-
teii+4 that It cannot readily obtain information necessary to properly investliete
dumi,,ne or subsidy charges. This Is a sad commentary. If foreign exporters
who sed their merchandise to this country for sale in competition with Amerl-
can-made product. will not tell the American government whether their products
are being "dumped" or being "subsidized", as the ea e may be. then there is a
very simple answer. Their products should be denied entry until they provide
such information. We. the American businessmen, realize that we must com-
pete in our own markets with foreign-made products but aren't we entitled t6
start out on a somewhat equal basis?
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our only hope for relief is with the Congress. The members of Congress are
the elected representatives of some two hundred-ten million people, each of
which has a right to come to you when he believes he has been ill-treated by
thit. ltcutive Branch or any other agency of the Federal Government and to
MIk your aid. That is why I am here, as the representative of my industry.
wt. lhave full confidence that you %IIl give careful thought and attention to our
jorldvin. We also hope that you will find some way to convince the Executive
llr, ch (particularly Treasury) that when you, the Congress, enact a law pro-
vitling that the assessment of countervailing duties are mandatory, after pay-
IwIlet of a subsidy by the exporting country is established, you mean exactly
whar you said when you enacted the law and that Treasury has no alternative
1,' t, fdlow that law.

Th iank you very much for your attention.
[Whereupon, at. 12 :45 p.m., the subcommittee adjourned, to recon-

%cne at 10 a.m. on Wednesday, 'March 27, 1974.]

BEST AVAILABLE COPY





TRADE REFORM ACT OF 1973

WEDNESDAY, MARCH 27, 1974

U.S. SENA-T,
CoMuI'rr ON' FINANCE,

Wa8hington, D.C.
T]It e committee met, pursuant to recess, at 10 a.m., in room 2'221, Dirk.

seii Senate Office Building, Hon. Russell B. Long presiding.
lrvsent: Senators Long, Hartke, Ribicoff, Byrd, Jr., of Virginia,

Nlson, Bentsen, Bennett, Dole, Packwood, and Roth.'llie CHAIRMAx. This hearing will come to order. Other Senators
will be along in a few moments. In fact, we expect rather full attend-
ani', this morning.

Meanwhile, I believe we should commence this hearing. This morn-
ing wve are honored to hear from a great leader of the American labor
iimov mnent, Mr. George Meany, president of the AFL-CIO, accom-
l)ami(l by Mr. Andy Biemiller and Mr. Nat Goldfinger, representing
the largest of our labor organizations in America.

All Witnesses have been instructed to confiine their remarks to a
summnary of principal points in their written brief. The 5-minute rule
for Senators will be in effect during the first round of interrogation.

,Seators who wish to interrogate, the witness for a longer period of
time may utilize the executive room, after the witness has been interro-
gated by other members of the committee.

Mr. Meany, it is always a pleasure to have you with us, and I would
Suggest. that you identi your assistants in somewhat fuller manner.

.M[1. MEANY. Mr. Andrew Biemiller is the director of legislation in
our legislation department. And Mr. Goldfinger is head of our eco-
nomic department.

The CHAIRMAN. We are very pleased to have you here, Mr. Meany,
also Mr. Biemiller and Mr. Goldfinger. We will be pleased to hear
your statement.

STATEMENT OF GEORGE MEANY, PRESIDENT, AMERICAN FEDERA-
TION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS,
ACCOMPANIED BY ANDREW BIEMILLER, DIRECTOR, DEPART-
MENT OF LEGISLATION, AND NAT GOLDFINGER, DIRECTOR, DE-
PARTMENT OF RESEARCH

.fr. MEANY. Thank you very much, Mr. Chairman. The AFL-CIO
welcomes the opportunity to appear before this committee to discuss
the need for new trade legislation to meet America's problems in the
rapidly changing world of the seventies.

perhaps no period of history in this century, outside global war,
has brought the avalanche of international changes which has oc-
curred in this past year.

(1185)
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The situation as it, relates to trade legislation is well put in the
recent summary and analysis of the Trade Reform Act by the staff of
this committee.

And I quote, "It's a totally new ball game which was not envisaged
in tie planning and conception of the Trade Reform Act."

'File fact that. it is now a totally new ball game has made the admin-
istration's so-called Trade Reform Act totally obsolete. Its provisions
hear no connection with the events of the day. Indeed, it is worse than
no bill at all."We find it incredible, in the light of all that has happened and is
still happening in the world, that administration officials could come
before tis coinnittee and present the same, barren arguments as they
(lid wli(n it was first l)rO)osed last May.

We urge this committee to give the tHouse-passed bill a quick burial,
and turrn its tine and attention to the writing of new trade legislation
wlill will be comprehensive, flexible, and realistic, and which will
wllibet the complex needs demanded by today's world.

W at America nee(ls urgently is not just a revision of trade policies
bult an entire restructuring based on the recognition that the concept
of five trade versus protectionism which dominated the thinking of
thw thirties and forties is badly out of phase with today.

Anerica, needs a positive policy that will put the well-being of the
Viiit('d States and its people above all else. What it doesn't need is a
1111o1)livy which, in tile hands of this administration, puts the Nation
a ld its 1)tOl)le last.

lver"v other nation has built-in protection for their national self-
interest. '11e rccenit events in the Middle East and Europe, Japan,
Latin America, and the Soviet Union all reinforce this fact. Cer-
tainly it. is not out of place for the United States to assert its self-
interest.

The I Tnited States needs a policy that will assure American tax-
Jdayers, consners, workers, and businessmen a fair and up-to-data
set of laws so that the United States can conduct mutually fair and
bei ificial trade with other nations.

,ks a necessary condition to this, however, the United States needs
a healthy and expanding economy, providing (liverse jobs for Aiert-

aIlls with a wide range of skills, an economy which will afford its
people a recentt and rising stan(lard of living and provide a strong
mi(histrial I)ase from which the United States can carry out the mutu-
ally Ixneficial trade we seek with the rest of the world.

Un fortunately. this Nation's economy of today falls far short of
meet ing this requirement..

Thw Viited States is clearly in a recession. At the same time, the
American "people are the victims of a rampant inflation which in
1)rt has been brought on by this ad inistration's misapplication of
l)resent foreign trade and investment policies. The achievement of,
the .1.7 billion 1973 trade-surplus. about which the administration is
so boastful, came at the expense of the consumer. Much of the gain
in the trade accounts was the result of heavy exports of farm goods
andt] critical raw materials. And it was exports of these commodities
which caused sharp domestic shortages and brought on the rapid
acceleration of inflation.
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Wat, tle United States has done is to put the nations of the world
il ,.iiipetition with the American consumer for the food he buys.
'I'll" New York Times, in a recent page 1 article, said, and I quote:

.gricultural and economics experts agreed In Interviews over the last three
week, that a major reason for some of the sharp increases in food prices lu
r.citt years had been the sudden and vast expansion of agricultural exports
frwi i he United States.

.Alnd there is no sign of letup in this competition which is pushing
f,(,Ql prices up so rapidly. The same article in the Times noted that:

In the fiscal year ending June 30, 1972, the total value of American agricul-
tut i exports was $8 billion. For the year ending this June 30, the government
is %.timating total agricultural sales abroad (of $20 billion, 21, times as much.

TIh ad ininistration takes refuge of sorts in the fact that inflation
it, t!i Nation has been less severe than in many other nations of the
w0,1d, Bitt we have no such consolation. America's rate of inflation
is now surpassing that of many other nations. The Wall Street Jour-
n,. onl March 13, recently noted that there are 7 other countries
in Western Europe, plus another 11 in other parts of the globe, where

,i'"',- are rising at a more moderate rate than in the United States.
A * ve1r ogo, the Journal noted, the consumer price rise in the United
St ,,.4 was 4.7 percent, well below the countries of Austria, Belgium,
Fi: c. West Germany, the Netherlands, Norway, and Sweden. In
h 1it 12 mont, hs, however, the Consumer Price Index in the United

.<tti,.s lhas risen 9.4 percent.
A ' I w-ould like to point out, Mr. Chairman, that that is for cal-

e(ITI(I 1!173. Take off January 1973, and bring the 12 months from
Fehiary 1, 1973 to the end of February 1974, and the rate is 10.2
joe,-ot. so that the rate has not only got up to double figures but it
hi :,.vehrated each month: it is going up a little higher. So the pros-
tec". I would say, is not for 12 percent this year. The prospect, is
,o,. ling maybe cloce to 14 percent. And there is very little comfort
in tro! for the American consumer.T Fhe rate of inflation has accelerated in every country, but the
,Journal said that "the U.S. speedup has been by far the sharpest."
ONly Britain, Italy, and Switzerland within industrial Western
lE" roI e now have steeper inflation rates than America.

In addition to being inflationary, the trade surplus is a dangerous
illusion. America still faces basic and painfully serious trade pro lems.

iimiorts continue to flood the U.S. market, wiping out jobs by the
li ,,,,lreds of thousands and sweeping away segments of industries. The
1973 total of manufactured imports was $44.8 billion-an increase of
18 J'ereent over the previous year. These imports continue to curtail
.\ jri.an production in electronics, shoes, apparel, steel, autos, and
a wide, range of industries. Two official devaluations of the U.S. dollar
hrve inade these imports more expensive for American consumers,
thit adding to the inflationary pressures of the American pocketbook.
In imWny cases, the consumer, because of the elimination of American
l,)I,(llt ion by the. inundation of imports--for example, black and
1lite TV sets, tape recorders, even baseball mitts-has no other choice
tiai to buy these imports, whatever their price tag.

It spite of the dollar devaluations, there was no surplus of manu-
fa'"tuim exports over imports; these exports in 1973 totaled $44.7
b~ilion. Furthermore, the exports of America are now increasingly the
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entire production process-jobs, technology, and capital. We are send.
ing our businesses abroad as well as our products.

What's more disturbing is that the technology America is sending
abroad is sophisticated techinology, tile job-generators of the future
Where U.S. exports were once lilants which produced shoes, apparel
and textiles, the United States is now sending abroad technology for
electronics, computers, aircraft, aerospace equipment-areas in which
we were once predominant in the world, thus giving up America's
clear competitive lead. This transfer of technology can take place iq
many ways-by direct transfer, by licensing, by patent. agreement
and other methods. But the sum total of it. is an erosion of America's
industrial base.

The volume of this transfer of technology is difficult to detail from
the official trade statistics: the figures are either vague or nonexistent.
However, the fees for actual licensing andi patent transfer of know.
llow shiow a 10-to-I (lisadvantage for the Lrnited States. The royalties
and fees paidl to the IUnited States totaled $3.5 billion in 19173 while
playnelits to foreigners for their technology in these forms were only
$300 million.

While there is a small flow of technology to this country from
abroad-oxygen furnaces and radial tires, for example-the over.
whelming flow is the other way. If that flow were more balanced, we
wouldn't be here raising these arguments.

"Vie eml)loyient impact of these developments are difficult to deter.
mine. Unfortunately, the foreign trade experts show little interest and
even less knowledge about measuring this impact. However, the Gov-
ernment not long ago made some rough calculations indicating the net
loss of some -500.000 jobs and job opportunities in the I)eriod 1966 to
1969. 'he AFL-CIO, employing the same methods of calculation, has
determined that the further deterioration in tile U.S. position in the
world trade through 1973 has brought the total loss to over 1 million
jobs-and that's probably conservative.

We have attached to this testimonv the resolution on foreign trade
and investment passed by the AFI>-C71IO Executive Council at its
meeting in February, which details our legislative recommendations.*

To highlight these recommendations, we believe that new legislation
should regulate U.S. imports and exports as a means of establishing an
orderly flow of international trade. Specific flexible legislative
machiinery is needed to control imports. This flexible mechanism should
also be applied as a restraint on the excessive exports of farm goods,
crucial raw materials and other products in short supply domestically.
Exports, imports and U.S. production should be linked in relation to
needs for supplies, production and job opportunities in the United
States.

We should modernize trade provisions and other U.S. laws to regu-
late the operations of multinational corporations. Regulation of nmuti-
national firms, including banks, is necessary because these concerns"
are the major exporters and importers of U.S. farm products, crude
materials, and manufactured products.

We should eliminate U.S. tax advantages and other subsidies for
corporations investing abroad. Specificallv, the tax laws should elimi-
nate tax deferral of income earned abroad and foreign tax credits.

*See page 1168.
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('lar provisions should be written into new legislation to regulate
exerts of capital and new technology.

'The energy crisis has demonstrated that overdependency on foreign
sources of any material can be costly and perhaps fatal. It has also
denioinstrated that nations, when faced with a choice, are quick to act
in their own self-interest. And it has graphically demonstrated that
nultiiiational corporations hold corporate allegiance above nationalallh.riance.

Il'he energy crisis has also revealed the price America has paid for
not curbing the activities of the multinational corporations. The
U-nited States might not be facing so severe an energy problem if it
LaId not been made so profitable for the major oil companies to locate
new refinery capacity abroad in recent years instead of in the United
States.

'lie AILCIO has long been concerned over the devastating impact
of the activitim of U.S. multinational corporations on the economic
heaIt Ii of the United States and its people.

IN industry after industry, we have watched plant after plant close
*1ti jobs disappear-only to see the same plants and the same jobs
apjwar overseas as the multinationals moved production facilities to
'a'aan, Singapore South Korea, Brazil, Spain, France, England,(;4'lmanf, Mexico, Portugal. Tanzania, and a host of other countries.

Not onily have we watched the jobs and production go abroad, but
we have watched goods come back froin the overseas plants of multi-
nati onals as imports, competing with domestically-produced goods
and making further inroads into U.S. employment. r aced with such

re, slre, the domestic producer either sells out or, more likely, joins the
cr )Vd and relocates abroad.

"l'hese massive operations are taking a heavy toll among American
finailies and American communities from coast to coast.

The shutdown of manufacturing operations here and their reloca-
tion abroad, where low-cost operations are more profitable, depress
the whole American economy by the loss of domestic jobs, payrolls,
di stic corporate revenues, local purchasing power, local taxes-
an(l has a "ripple out" effect on the local service economy from the loss
of an industrial base. Hard-hit communities face empty factories,
sla: , ened businesses, unemployed workers and heavy revenue losses.

The multinationals operate as supranational entities. Each makes
decisions solely on its own interests. These are decisions which have
mw:ior consequences for the America of today and of the future. .

The multinationals are, or they would like to be, stateless in their
,,!,orations. freedt of any responsibilities except to themselves.

Robert Stevenson, when he was in charge of Ford Motor Co.'s in-
torna.tional operations, expressed, what they have in mind, and I quote:
"It iq our goal to be in every single country there is: Iron Crtain
co,,1tries. Russia. China. We at Ford look at the world map without
any boundaries. We don't consider ourselves basically an American
comPpany. We are a multinational company. And when we approach
a government that doesn't like the United 8tates, we always say 'who
di von like t Britaint Germany? We carry a lot of flags. We export
from every country.""

Nor do'the multinationals let national interest stand in the wa
when corporate interest is at stake. Just how the multinationals feel
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witl respect to tleir role in relation to American interests was stated
quito simply in a recent CBS television show in which William Martfin,
then president of Phillips Petroleum, was being ilteaviewed. Ile was

fsked whether the corporation should be expected to serve the n.
tional interests of the United States by accepting less profit here than
it could obtain abroad. "I don't think we should be expected to," Mr.
Martin replied. And when asked whether a U.S. international cor
portion should be expected to bold the national interests of theI nited States above the interests (if other countries where that cor.
oration (lops business, lie replied: "I think not. If we were expected
to do that, we coul(In't operate in those foreign countries. I think it's
just tlat siml)le."

The Arab oil Emhzargo put tHe inlltnational oil corporations in a
position where, as Leonard Silk lointe(I out recent lv in t.he New York
Times. and I (jote" '"Iy mlust obe(liently respond to the commands
of stch .,,overunivius as Saudi Arabia mid Kuwait. over which they
have mluch less influence than over the Government of thme United
Stht's, even if this mea helping the Arab countries to levy economic
warfare against the United States."

Mr. Silk points out that the multinational eorpo-ations "would like
to l)e world citizens, but since tlere is no world government, no world
community to which theyN are responsil)le, they must feign loyalty to
every countryy where the( do business, concealing the flag under which
tkl: really sa1il-the ol'd Jolly Roger emblazoned with the motto,
"short-run1 profit maximization.'

W at. helps to make it so profitable for the multinational to locate
and I)roduce abroad is tlie U.S. tax code. Through loopholes available
to t ese corporations, the U.S. taxpayer subsidizes their foreign
Operations.

'Tie result is that American workers not only lose their jobs, the
eonomy loses part of its industrial base and the'Federal Government
logos revenues and the American taxpayer picks up the tab for the
whole bit.

,John Nolan, formerly this administrations Deputy Assistant See-
retary of the Treasury'for 'Tax Policy, told the President's Commis-
shn on International 'Trade and Invesi ment, and I quote: "There is
a clear-cut bias in our existing tax structure favoring the manufacture
of goods abroad through foreign subsidiaries as opposed to exporting,
in order to benefit from the deferral of U.S. taxes. The distortion in
our tax system simply makes no sense at a time when the United States
has substantial balance-of-payments deficits."

As long as America's tax policy makes it more ,profitable to invest
abroad than at. home, the foreign{ export market. will be increasingly
supplied from foreign-based plants instead of from domestic-based
industry, and the domestic industrial base on which the economy de-
)ends will continue to erode.

Two tax loopholes are the most significant in discriminating against
American production and American jobs. One, the deferral provision,
whicl permits 17.S. corporations to pay no income taxes at all on the
profits of their foreign subsidiaries until such profits are brought back
iome-which may be never; and two, the foreign tax credit which
permits taxes paid to foreign governments to be subtracted, dollar for
dollar, from the parent company's tax liability.
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A a result, in 1970, U.S. corporate profits from foreign operations
totalled $17.5 billion, yet the Treasury received ony $900 million in tax
revv ,e-an effective tax rate of 5 percent.

''ax deferral is an interest-free loan from the Government which in
>ract i.e can result in the equivalent of an outright tax exemption. But

tlie tax advantage of the deferral aspect goes beyond the interest-free
loan aspect because substantial amounts of corporate profits are con-
tin:dllv invested and reinvested abroad and do not come home at all.
To tlat extent, deferral amounts to total tax immunity for the indi-
vidual corporation and continuing tax losses to the U.S. Treasury.

ihe foreign tax credit permits corporations with foreign subsidiaries
to .-, it tact, dollar for dollar, taxes paid to foreign governments from
tlie 1 arent corporation's tax liability-when the corporation decides
to se(,d a portion of its profits back to the United States. In contrast, a
firiii operating domestically and paying taxes to State and local go'-
erti t'nts cannot defer its federal income taxes. And taxes levied by
Statv and local governments are treated as costs of doing business and1
qa oNly be listed as a deduction-a considerable difference from a
credit.

liis is grossly unfair tax treatment for the rest of the American
taXl)ayers. The "closing of these loopholes would not only bring in
so111 .3 billion a year in badly-needed revenue, but would remove an
unfair advantage now afforded U.S. corporations with foreign sub-
sidia pies.

Tlhe multinationals and the administration seem to be among the few
Americans now who do not have some reservations about detente in
view of the Soviet Union's recent behavior in the Middle East.

It appears more and more that detente is, as we charged, a one-way
st vet.

fortunately, the American businessman so eager to turn a quick
J)iotit seems woefully unaware that the Soviet Union is interested in
onv timing only: it does not want America's products; it wants Amer-
ic.a's technology. Once the Soviet Union has that technology, the seem-
itr advantage of the U.S. businessman quickly can be closed off.

I Inrrv Schwartz, the veteran observer of he, Soviet Union for the
New York Times, noted recently that, as costly as the American wheat
deal was to the United States, 'Ithere could be even higher costs in the
onw run from today's lemming-like anxiety of some American busi-

n11scsIen to make massive transfers of U.S. technology and capital to
tle Soviet Union."

()he reason for disquiet, he notes, "is the technical virtuosity" of
sonli, of the Soviet weapons which were used ag inst the Israelis in the
Mideast war. He pointed out that the Soviet-Union has been able to
develop weapons which the United States has no means to offset.

'"'he impression is inevitable," Mr. Schwartz says, "that the Soviet
Viioi has concentrated its substantial resources of scientific and tech-
niob logical talent overwhelmingly on military needs--includin the
military-related space program-while neglecting civilian technology.
What Moscow seems to be asking now is that the United States play
a iiajor role in repairing the backwardness caused by this concen-
tration."

Too manv American businessmen and bankers are shortsighted when
they forget that commercial relations with the Soviet Union are not
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ordinary and normal trade deals between buyers and sellers in the free
wor(ld. The Soviet Government has a total monopoly on the buying and
selling of all goods and access to all raw material resources in th&
U.S.S.R. American technological know-how turned over to the Rus.
sians stays there and helps develop its resources. The Soviet rulers
can shut. off their markets or natural resources at any time they se0
fit. '1'he benefits of [.S. technological help to the Russians are per.
manent. and will sooner or later reduce Russia's need for buying from
the U7nited States.

We think both U.S. businessmen and the Government ought to be
taking a hard look at how much and what kind of technology America
is alplarently ready to hand to the Soviet U'nion.

1)oes it make any sense, taking a look at the gigantic Siberian
natural gas deals that Moscow seems ready to conclude with some
American companies, to put, the. same sort, of weapon in the hands
of the Soviet Union as was in the hands of the Arab nations? Do(s
it make any sense to pay billions of dollars in capital investment
for the privilege of doing so?

This administration seems all to eager to assist American business.
uwen in transferring huge chunks of American technology to the
Soviet U-nion.

Senator Case not long ago called attention to the fact that there
apl)arently were parts of the October 1972, agreement between the
United S states and the Soviet, Union which had not been submitted to
the Congress as required by law-and that the administration was
implementing the agreement through the extension of substantial
credits Iv the Export-Import Bank to the Soviet Union.

Ihis was followed by a finding by the General Accounting Office
that the Bank was not obeying the law in the way it was extending
commercial loans to the Soviet Union.

The GAO checked the legislative history of the law setting up the
1"xpomt-Im)ort Bank as the result of a request. from Senator Richard
Schweiker. The GAO found that the President must determine that
each project individually Was in "the national interest," and submit
to (Congress the reasons why. The Bank had been considering loans

and other extensions of credit to the Soviet, Union under a blanket
ruling by the President in October of 1972 that such activities were
in the national interest.

Trhe Presidential order of October 197'2. reads. "I hereby determine
that, it is in the national interest for the Export-Import Bank of the
United States to guarantee, insure, extend credit, andparticipate in
the extension of credit in connection with the purchase or lease of
any product or service buying for, in, or for sale or for le ase to the Un-
ion of Socialist Soviet Republics in accordance with section 2(B) (2) of
the Ex-In Bank Act of 1945 as amended."

In view of the legislative history outlined in the Comptroller Gen-
eral's opinion, the order of the President, to me, is incredible.

As a result of Senator Schweiker's request that the GAO check the
law, the Export-Import Bank temporarily halted further loans or
projects to the Soviet Union.

But then the President's newest Attorney General found a convenient
loophole: No matter what the statute said or what was the clear intent
of the Congress, the President could get away with it because he had
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heen getting away with it. In other words, since the Congress had
iot clialtenged him in the past, it couldn't challenge him now.

So t le 1,.xport-Import Bank has resumed its program of loans to
tlw .soviet Union-loans made on terms and at interest rates that no
Ainirian homeowner, worker, or businessman can get. And that, we
51iknit, is unacceptable to the American people.

S .. ator Schweiker has now introduced legislation to specifically
for-bid all U.S. Government-supported investment in Russian energy
1Ivw~lh)lment programs during our own energy crisis. In the words of
the S miator, "if our taxpayers are going to subsidize energy develop-
weni. t le investment should be made here, not in Siberia."

We %' -ould go further. We believe the Congress should plug the Ioop-
lhole lit Attorney General has just discovered and sustained.

We believe the administration, is clearly attempting to circumvent.
t1 .,,ill of the congress . Fie administration seems willing to do any-
th1in l1)tSsilhle to give the Soviet Union most-favored-nation status. The

[(111 -0, l a vote of 319 to 80, also-voted against the unrestricted exten-
sio s of credit to the Soviet Union, and in the Senate, I believe, there
aue 7S COsponsors to the amendment by Senator Jackson which would
appi this same restriction to any trade bill it passes.

Il'The AFL-CIO unreservedly supports this concept. We think it s
alju time this administration put the interest of the American people
ahe ,l of the interests of the Soviet Union.

Every other nation on this Earth puts the self-interest of its own
pt,,1le first. We think that, is sound policy for the United States of
Ar ,iViea.

'T'iank you. Mr. Chairman.
The C1iAIRMAx. Thank you for a very fine and thoughtful statement,

Mr.. Many. I am going to yield my place to Senator Ribicoff, who is
chairman 'of our Trade Subcommittee, for a quick interrogation.

Senator RiBICOFF. Thank you very much, Mr. Chairman.
I followed your testimony with great interest, Mr. Meany. You

ma1ke many pertinent points. You make the point that although we
mve had aln overall trade surplus, we still had a billion-dollar trade
,elnit in manufactured goods. If this deficit in manufactured goods
continue, what labor-intensive American industries do you see in

.1r. :MEANY. Well, there are any number. The electronics industry
is one that, comes to mind, but we have any number of Ibor intensive
iwii tries that are going to be affected. It seems to be a tendency to
toy with the idea of making this a service nation, and I do not thiink
we couIld maintain our standard of life. let alone elevate it to any ex-
|t ,n as a service nation.

S',nator RiBicoFF. Do you think that any nation can continue to be
a ',.It power if it does not have a great degree of self-sufficiency, in
let. us say, automobiles, chemicals, electronics, and steel, the basic in-
dustries that provide the sinew and muscle of a nation?

I o von think a great nation could exist without themV
M'r. ME.,. Well, the histnrv of our economy has been tlint we al-

WI:iV. had industries which were basic and key, for instance, steel,
a1 tos construction. If we are going to lose our* basic industries such
as :nlrplann construction, automobile and things like that. farm im-
PIleilents, I do not think we are any longer going to be the leading
nut ion of the world.
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Basically, you see, up to this minute we ha'e the consumer purchal.
ing power. and everybody, no matter where they manufacture, is look
ing to sell here. No -, if we lose our consumer purchasing power, w
aro certainly not going to be a great. nation. So what is the basis of
our consumer purchasing power? The basis of our consumer purchase
ing power is the conmsliming power of the great mass of the American

)lC~ie. 'The Ix'st customers of American industry are still the Amer.
1,.Iii people. No matter how much we put abroad, over 90 percent of
the things we make miust be sold here, and the basis for the whole
COfnolny over the years has been the mass purchasing power of the

,freat mass of the American 1,eoflie, right down to the lower levels.
Senator Riwu'oir. So the problem is not just a trade balance, but a

trade balance in what? The necessity to preserve the economic health
of American wvorker.s becomes very important to the entire future of
uir Nat ion.

Is that, not correct?
Mr. M .r. Yes, I th ink so.
Senator RIBICOFF. Let me give you an example of what happened

in Hartford. Conn., and I would like to get your reaction. For 60
years we had the Royal Typewriter Co. there. A few years ago the
Royal Typewriter Co. was taken over by Litton Industries. a con-
glonierate. multinational corporation. The average hourly wage of
Royal in Hartford was $3.60 an hour. Litton acquired a typewriter
company in hull. England. where, the average hourly wage was $1.20
an hour. r5 percent of what. goes into making up a typewriter is labor
cost. So, Litton moved Roal Typewriter to Itfull, England, and about
2,000 people were out of jobs.

Whqiat do you consider to )e the res possibility of a company to its
employees and the community whem they move an industry to a for.
eign country ? What, is their resl)onsibility to the community and their
eml1)loveesf

Mr." Mrxv. Well, I think their responsibility certainly would be
to the country of employment, but the l)oint is, what does the Govern.
Inent do al)out this? What. would another government do about this?
What would other governments of the world do? They would develop
a Ix)licy to protect their own people, and I think that the answer to
this is in the tax structure and in the tariff structure. I think you have
got to do something to make it, a little less profitable to these people.

You know, in the final analysis, if you carry this whole theory down
to the idea that you go where the eh'eapest labor is, well, then, forget
your Am erican standard of life because the only way we are going to
get down to these people is to reduce our standard of life.

We had an academic expert over in the IWhiite House a few years
ago. hank GoI he is gone. But he had a very simple theory. He was
discussing with a group of businessmen and labor people from New
England the closing down of a shoe factory which put a town ont of
business, and he said very simply, well, if YVugoslavia and the Italians
can make shoes cheaper than we can make them, we should stop mak-
ing shoes, and we should turn around and make something that the
Yugoslavs and Italians cannot make as cheap as we can make.

Now, you follow that sort of a philosophy to its natural conclusion,
you forget your American standard of life. And you forget your
American consumer purchasing power that made it possible to have
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he-,e _igantic corporations. General Motors did not become a reatc.,I,,rat ion, Henry Ford did not develop a great corporation selling
It, t ,,! - in the upper 20 percent. They became great corporations
}wm'li-e they sold something that the people way down at the bottom
of t ,e, ,,ononic ladder could buy.

1,.ii;itor Rinicon'. Let me ask you another question that the energy
crisis highlights. Europe and Japan's oil bills are going to skyrocket
Ieause of the much higher cost of oil. Japan's increased costs this year
will he some $8 billion. In order to get that kind of additional revenue,
d, vn not see Japan and the European countries making a strong
driVe to increase their exports to the United States to earn dollars?
Wlait impact will that increased export drive have upon American
industry and American jobs I

M .M:ANY. The drive is already there. You say a strong drive -
-;,,tf)1r mIlCOFP. A stronger drive.
.I'. Mr .NY. They were making a strong drive before they had this

pr,,lidni. This may make them try a little harder. I do not know.
N-4t.ator RiiacoFr. I have many more questions, Mr. Chairman, but

IllY I 1i1P is lip."110 ('IAIRMAN. Senator Dole?
S,,nator DoL. Thank you, Mr. Chairman.

t tink I find myself in agreement, Mr. Meany, with your comments
o l t! foreign tax credit. I think it is an area wve have to address our-
,., . to. but I was concerned. I just left a meeting early this morning

of the National Wheat Growers Association wNere they were cal-
cilat ing the increased exports as income to the farmer, which in turn,
of ,.,I-se, creates jobs and does a lot of other things.

I)o I understand your statement correctly that we have had too
IIII in the way of farm exports, we have gone too far

N\r. MEANY. Yes, that is our position, anud it has caused shortages,
andi w1at do shortages mean ? Higher prices.

I am concerned with the farmer, too, but we are concerned with the
con-, mer. I mean, if our only concern is with the people who grow the
stff. then we are really in trouble. I think we have got to have a
balanced approach. I think the action of the President yesterday to
pwu- up beef prices is deplorable, but he is doing it to give temporary
aid. taking $45 million of Government money to give temporary aid to
the beef producers, and as a result, and the purpose of it is quite delib-
erate, to push the price up.

Senator DoztE. Well, I might say there, I do not think the purpose
is to push up the retail price. The problem is, a great lag between the
farm price and the retail price. Farm prices have been depressed for
a u, ber of weeks, and retail prices have never gone down, and I
think the stimulus, $45 million, is not going to mean a great boost to
the livestock industry. But it might have some psychological impact,
and it might eventually get the farm price up where they are not
losing a couple of hundred dollars per head on their cattle.

M[r. MEANY. Well, do you think that they are going to push up the
wholesale price without it being reflected at the market counter, the
superinarket counter?

Senator Dou. I think the aim of the purchase was to sort of clean out
the glut. in the marketplace and eventually raise farm-prices. But
I think the keyt to stabilizing prices is to increase production. We are

BEST AVAILABLE COPY
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not going to increase production if we find the livestock producer
losing $100 a head. ie is going to get out of that business aild do
something else.

Mr. MEANY. 17ell, unfortunately, the consumer is in a different
position. lie cannot get out of the business of buying things he needs
for his kids. Ile has got to keep on buying for his kids. Re does not
have that option of getting out of the business, as you say.

Selnator Doix. Well, farmers are constuners, too. If it had not been
for agricultural exports, we would not have had a trade surplus last
year for the first time in a long time, whicl you think is a plis for
Anlefiman agricult ire.

BMt I sliare your views with reference to tax credits.
Are yoU opposed to ally t rude with the Soviet, Union ?
Mr. MEMNY. No; I would not say we are opposed to any trade with

tw Soviet Union.
Senator Do,F. Well. wire (!o you want to trade them?
At. IEANY. I am opp-3-d to giving tlem most-favored-nation

status.
Senator ])rny. A ud ovll a m OpolSd to--
,M'. MEANY. I am opposd to doing the things that we are doing

witlmut. getting anything in return, and I am opposed to this idea
of detente. D6tente is an absolute fraud. It is a fraud. We are told
it. is better than cold war. The cold war still is tlhere.,The war is still
there. They have not changed, you know, the Soviets have jiot changed.

Senator Donap. W hat do you suggest as an alternative to detente?
Mr. 3f ,mxxy. Good old Yankee liorsetrading, give and get. That is

Nvlmt I sunest as an alternative. I would say to Mr. Brezhnev, you
e(led somethinir for your Kamna River truck i)roject The Kama River

truck project is receiving $342 million from the Eximbank, Ameri-
can technology, A merican capital mixed up with slave labor to build
a truck project. What are you ready to give in return?

It is very interesting that most of the things they are getting are
things that can he converted very rapidly to military hardware or
are directly related to military hardware.

so, I say. let us do business wtili them in the good old Yankee horse-
t ndin,- fashion. !)tente was supposed to-

Sc,,afor Dor.r. I go along with that.
fr. , .,%ANY. T)tente was supposed to be a two-way street. Mr. Brezh-

nev and President Nixon, they were going to not only have peace be-
twCCee tile United States and the IU.S.S.R., they were going to use their
influence with their friends throtih the rest of the world.

What happened last October, what happened after this great big
wheat (leal, after we gave them everything that. they asked for in the
Eximbank? They started a, war against us, against our friends in the
.;ddle East. Do you think they care about the Israelis or the Arabs?
The mrpowe is the ae-old Russian purpose that precedes the Com
mmnists, to get control of the Mediterranean.

So, at a time we had d6tente, the Russians not only sunpliedthe
Arah-, lit the (lay the war started, to show how sincere they were,
the day the war started they started their resupply. They had their
planes and they were going into the-

Senator DoTx. I am not going to withdraw that question, but I want
to ask another one, though.
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.M1 .. A ENY. What is that?
Sviiator DOLE. I am not going to withdraw that question-
M . MEANY. I have not half finished answering it.
I would like to give you a little-
SHtor I)OLE. Mr. Chairman?
.li'. MF.ANY. I would like to give you a little quotation.
Sviitor DOLE. Could I have some of his time? [General laughter.]
A.% A.NY. I am sorry, I am sorry. I do not want to-
'r- CHA RMAN. I will let the witness finish his
Soiator DOLE. No, I just want to
TI,, CHAIMAN. I think this is very interesting. The witness ought

to finish his answer, and I will let you have another question.
Senator DoF.E. I am not trying to rebut him; I think I agree with

liiin. btut I (1o not know what he finally said.
I1'. MEANY. I am saying we should do business with the Soviet

Un ioin the way President Kennedy did. Ie said to them, you take your
sto I out of Cuba or I will blockade your ships going to Cuba. And they
wide ,'stood that.

I ha'e had years of experience. They understand dealing from
.I't l~g h. They have got nothing but contempt for people who deal with
theiii on the basis of weakness. Our present 'policy toward the Soviet
Unjim-and I read Henry Kissinger's testimony-is a policy of ap-
lwasing. We are appeasing. We aie appeasing the blackmailers, and
if vo know anything about human history, appeasement never paid
off. If you know about history during my lifetime, it never paid off
wit h any' dictatorial group.

Senator DoIJE. Well, I agree with that and I admire you, Mr. Meany,
for your stand in that area over the years, even though it was not pop-
tilara couple of years ago for you to do that.

But, what is the alternative if we cannot have some realistic d4-
tente ? Is it a nuclear arms race or further conflicts in the Mideast?

Mr. M.,NY. Oh, no, no. You know, this theory is that here are two
meinies-and I again go to Kissinger's testimony before this coin-
inittee-these are two enemy countries, two enemies, no question about
it. Now, they can destroy us, they can destroy 100 million people in a
coi(e1 of hours. So can we.

Now, the theory is we will not do it, we are not that kind of people:
We (I(10 not have a jingo party. We do not covet somebody else's terri-
Iory. We (1o not want to control any other government, we do not
sid0v,rt, we do not start wars of liberation, but they are different.
'lhev are much more evil, and they could do it. They could throw
the I [-bomb at us.

I think human nature is pretty much the same. I think Russians
arf l)retty much,the same as other people. I think they want to live.
I lil,k the urge to live-and I just do not think that that is the answer
't :dlI. to say that we have got to give in because they may throw the
bot: and w~e would only throw it in retaliation.

So. let us forget that, but if we keep giving them concessions, thev
I-Vill )lot even have to think about the boib. Tliev will just put a little
.,r"n i) there and say, well, boys. get over there. We have got you over
111(,1,:, irrel now with conventional weapons, and, consequently, we keep
o n : Iakihg concessions to them.

::o -220-74-pt. 4- 8
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Senator T)ojy.. Well, the agreenient must be made strong riiilitarily.
Mr. MEAN'. This is whant they are using detente for. They are using

d6tentc to try to keep us from getting a strong military posture, ang.
1 satv again, when you look at, this Eximbank stuff, particularly every.
thin' tlere except'the making of dishware, table and dishware, every.
thing else could be used for military hardware.

I would like to get. this to your attention. It is not very long. In
19(;7, at a place called Karlovy Vary addressing a group of Communist
representatives. Mr. Brezhne'v said this, and you think the end of the
cold war was President. Nixon's idea? You think it was Bill Ful.
bright's idea? You think it was Henry Kissinger's idea?' Oh, no.
I [kre's where the idea caie from and here is when it happened.

Brezhnev explained, "Experience teaches that the 'cold war' and
the confrontation of military blocs, the atmosphere of military threats
seriously hampers the activity of revolutionary democratic forces.$

Now, what does he mean 1by revolutionary democratic forces? le"
does not mean us. Ile mians Castro. le means some other bumns
throughout the world. Iere's more: "In conditions of international
tensions in bourgeois countries"-that is us, we are bourgeois. "The
reactionary elements become active." That is again us. That is me. I
am a reactionary. "The military raise their heads, antidemocratic ten.
dencies and anti-Communist tendencies are strengthened.

"\nd eonverselv. the li.t few years have shown quite. clearly that
in conditions of slackened international tension, the pointer of the
political barometer moves left." This is Brezhnev talking here. "Cer-
tain changes in relations between Communists and social democrats
in certain countries, noticeable falling off in anti-Communist hysteria,
and the increase in the influence of West European Communist parties
is most. directly correlated with the reduction of tension."

So, why didl he want the. end of this so-called cold war and the
facade of detente? Why? Because he felt that the cold war with its
atonnsphere, as he describedd it, of military threats, confrontation,
seriously hampers the activity of the revolutionary democratic forces

So you have got dttente" because Brezhnev wanted detente, not
because Henry or Dicky wanted it.

Tire CIIA NfAN. Senator Hartke.
Senator 1)ojrx. Thank you, Mr. Meany.
Mr. ME:ANY. I am sorry, Senator.
Senator DoLt. No, that is all right. I think we agree on part of that.
Mr. MRA NY. Well, I think my answer was too long.
Senator HATKE. Thank you, Mr. Chairman.
I would like to ask permission of the chairman to put into the

record the New York Times article of March 13, 1974, which is head.
lined "Soviet Radio Beamed to Arabs Back those Favoring Oil Ban."

[The article referred to above follows:]
( From the New York Times]

SOVIET RADIO BEAMED TO ARABS BACKs THOSE FAVORING OIL BAN

WVAsJIINOTON, Mar. 12-Administration officials said today that Soviet broad-
casts to the Middle East were taking the side of the radical Arab nations opposed
to lifting the oil embargo against the united States.

The officials said, however, that this did not represent any Soviet shift, rather
a repetition of a well-established position.
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Mst of the broadcasts of an anti-American nature are carried in the Arabic-
bigulage Service of Radio Peace and Progress. For instance, on March 5, In a
Ibrinitzcist monitored by the United States Government, Radio Peace and Pro-
gress s hl :

•*uithd States imperialism has hidden behind the mask of a friend of the
AriIl's in order to break up Arab unity, weaken the vigilance of the Arab peoples
tud v.:irry out in the Arab countries those tasks which have faced the Israeli

inilitary clique in the recent past and which, It is well known thuy could-not over-
c(o 0141,

"'d;ay." the broadcast said, 'attempts are being made to undermine the pro-
grv.ssive Arab regimes from within, or to at least shift these regimes' domestic
:iid foireigni policies In the direction desired by the ImperaIst West."

li (14)miestic broadcasts, the Soviet Union's regular Moscow service has tended
to Ise more straight forward in reporting Middle East developments.

BROADCAST BACKS EMBAROO

L.wNiov., Mar. 12 (UPI)-The Soviet Union, In Arabic broadcasts, is urging na-
tifl'4 to resist American pressure to lift the oil embargo.

A broadcast monitored here today spotlighted Moscow's displeasure with suc-
ce.es scored by Secretary of State Kissinger in the Middle East.

RHcalliug that the oil embargo was imposed on countries supporting Israel to
secuir, Israeli withdrawal from occupied Arab lands, the broadcast said:

"If today some Arab leaders are ready to surrender in the face of American
pressure and lift the ban on oil before those demands are fulfilled, they are
taing a chance by challenging the whole Arab world and the progressive forces
,if lit whole world, which insist on the continued use of the oil weapon.'

Senator IIrTtKE. The thi-ust of the article is that the Soviets are
urging the Arabs to maintain the oil embargo against us.

,I 1. MEA NY. That is right.
Senator HARTKE. Why should we give long-term Credits to the

So,iets for technology when they are playing the embargo game with
us. Tfiey should cease urging Aiab countries to continue to keep the
evina,'go going against us.

-M'. MEAxY. One advantage we could get, we could get cheaper
\'odka.

Senator HARTKE. Cheaper vodka?
ri.. MEANY. XWell, that is part of Don Kendall's deal, you know, to

get cheaper vodka.
Senator HARTKE. In exchange for Pepsi-Cola?
Mr. MBANY. Pepsi-Cola, but it would not be made here. The Pepsi-

(ola is made in Gonnany. I mean the Pepsi-Cola concentrate. So we
get tho vodka and lh gets the most favored Nation status, and so forth,
Zind the tariff is cut, and the vodka comes down 75 cents a bottle, so
l)o would sell it here, maybe 25 cents cheaper. He would keep 50 cents
for himself, I am sure.

Svnator 1-T~i'rKE. We could have a darn good party, could we not?
-Irl'. MEANY. Yes.
Senator HARTKE. Do you think that the trade bill which was passed

by the House and which so many of these multinational corporations
are giving their slick propaganda in support of. Tey have been propa-
gamidizing against the Hartke-Burke bi and criticizing it for having
VOiir blessing and your support.

Do you think that the President's trade bill which is before us now,
S an tunconscionable delegation of power to the President at a time

whvn Congress is trying to getpart of its power back V
AIr. MEANY. YesO, I t link so. Under the present circumstances, with
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the ]"resident's giveaway attitude toward the Soviet Union, I do
not think we would want him to have that power.

Senator IIARTKE. What about the harm such a bill would do to
industries like the shoe industry? The president of U.S. Shoes said
he would like to make shoes here, but he could not. afford to do it. He
could not afford to meet the competition of those slave labor wages
in Brazil and other foreign countries where the majority of our shoe&
are l)roduced.

Mr. MANY. Well, you know, if you look at the trade policies o
other nations, you wil find that the, take a little different view.

If I were to come up with one very simple philosophy of our trade.
)olicy with other nations, it would be that every time they close thf.

(1001' on us, we should close the door on them. Every time they give.
us something in the way of an open door, let us giie them an open.
door. In other words, give and take.

All of these multinational corporations go abroad to manu facture..
As the fellow testified here a year ago, he said, I went to Taiwan,.
I brought American technology,, I brought American machine tools,.
I brought American money, I brought American know-how. The only
thing I (lid not bring American was labor, and I got1 5 cents an hour-
labor over there. But, he said, I am selling back here in America.
They do not sell any of this stuff in Taiwan. The consumer market
is still here. We have the consumer market, and in the final analysis.
on trade, this is the strongest card that we have got in our deck, the.
consumer market.

And I say we should trade.
I want to remind you, Senator, we of tei American trade union.

movement from the time of the Ifull reciprocal trade pacts, were.
free traders. We were free traders right down the line, but we have
got a different situation today. In those days we were for lower
tariffs. We were dealing with backward European policies where they
had the cartel system. But this is a different ballgame today entirely.
This is American multinationals. This is American money. This is;
American technology. This is American know-how, and sitting back
here is the American consumer, and I say that in trading with any-
of these other countries should be dictated by our own self-interests.
That is the way they trade. That is the way they do business. They
shut the door. You could not go to any of these countries and come.
in there with some kinds of a trade deal that was going to take their-
jobs away.

Imagine going to the socialist Scandinavian countries, and you are.
going to take a few hundred jobs, a few thousand jobs away. They
woul d not let you do it.

Se..itor tTr!rT:,. Mr. Meaniy. in short what you are saying is we are
(Xpol-rtn( ;,)S. TTlfimatelv we will destroy our consumer purchasing-
power if this p)olicv of job exports continues. If we destroy our con-
simner purchasinta iower, we are no longer a viable marketplace and
t hey will noted i us anymore.

%. Mi:.xi. Yes, that is right.
Let me just give you a sample of what other countries do.
France has quotas on many farm l)roducts, on tobacco and tobacco-

products. And on alcoholic hw-verages, vt sre not nllnw&q to advertise-
hnIArbn. Nlow, you know bourbon is a pretty good old beverage, and.
yot are not allowed to advc'tis that.
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Senator HARIRKE. Let me just point out that most of the bourbon
is still bottled in southern Indiana rather than Kentucky. Please do
not forget this fact!

Mr'. A EANY. Well, all right, but you cannot even advertise it in
Franve. You cannot advertise it-

Senator IIRTKF. You do not have to advertise bourbon. It adver-
ti ses itself.

.1i'. MEANY. Well, some of the French might be better off if they
drn k good old Kentucky or Indiana bourbon.

S('ator HARTRE. Right, I agree.
I[r. M ,;Y. And a license is required to import some electronic

cor lornents and textile goods. There are quotas abroad on motion pic-
tures nnd television films from other countries. Japan has quotas on
aircraft parts, on computers and parts for computers. Licenses are
required for electric measuring instruments. Imports of coal are sub-
ject to quotas. There is an embargo on certain vaccines and serums in
.J aIaH. Screen time quotas are applied to motion picture imports. In
otlhr words, they only get a portion of screen time. The Japanese,
throuii,.h their devices, make it very difficult for American cars to
grot iii their market.

Ii Canada, wheat, barley, and oats are state traded, which means
thaft the Canadian Government effectively controls all sales through
liN.r'i.sing.

Now. most nations of the world have state trading in their al-
cobolic beverages.

So.. what. I am saving in effect, "Sure, do business with the Soviets,
(In b)lisiness with them. But do business on the basis of give and take.
Do not let it, be a one-way street."

Senator HAIITKE. Be fair traders rather than free traders.
Mi'. Mf ,NY. Fair trading.
S(e)ator HARTKE. Because we have gone a long way, and I tell you

lieiv iave been tremendous changes, not only since the Hull reciprocal
pn t. but there have been tremendous changes in the last 10 years,
aird tremendous changes in the last few months.

Senator HARTKE. Right.
Ir.'.NMFANY. And I think Congress should take a look at the whole

bl of wax.
SL, hator HAWrKE. The IT.S. Congress should start representing the

Unit,,d States of America instead of representing all the foreign coun-
trievs. This is what you really mean?

f 1'. MEA.lNT. Well, I would not say that in the company of a group of
(Ri-in rushedd Senators.

Senator HAnmTIV. Mr. Meany, I am not going to take any more of
oiur time. I do want to congratulate you on a forthright statement.

I iver can understand whV the American working man,the American
hiiivzsmnan, and the American Congress cannot understand that. whRt.
you are suggesting is in the best interests of the Nation, not neces-
sariily for the AFL-CIO, not for organized labor, 'but in the best in-
tpri'ets of all of the people of this country. Your policy makes it pos-
sible to pay the bills, pay the taxes, educate the children, and keep
tl'i country strong.

Mr. MrANY. Senator, there is not anything I could think of that
would help this country that would not help the AFL-CIO. There is
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just nothing. So the idea that we have got some special interest is
wrong. Take our support of minimum wages. We do not have any
members below the minimum wage. Everybody is covered by work-
man's compensation because of labor activities, and we are only a
minority. We are still a minority of the work force, and we make no
apology for it, but we have a ver y simple theory: anything that helps
our countryy has got to help us. There is no other way out.

Senator HARTTKE. Vell, let me congratulate you again, and I just
wish more people would listen to you.

Thank you.
'lie (,WIMA. Senator Packwo6d.
Senator PACKWOOD. Did I hear you say, Mr. Meany, that what is

good for the country is good for the AFL-CIO?
Mr. MEANY. It's got to be.
Senator PAC' WOOD. Ald vice versa.
Mr. M EAy. I did not say vice versa. You said it.
Senator PACKwooi). No, I was paraphrasing something.
Mir. MEAN-. You are in the Charlie Wilson camp.'That is what

Charlie Wilson said. What was good for General Motors had to be
good for the United States. 1 (o not buy that, idea at all.

Senator PACKWOOD. What he actually said is what is good for the
United States is good for General Motors, and vice versa.

,fr. MEA-v. No, he (did not.
Senator PAC1 WOOD. Now. I will not quarrel with you.
Mr. MANY. You were going to school when that happened. I was

around here.
Senator PACKWOOD. Well, hopefully we will both be around for a

long time.
What do you think would be a fair income for a wheat farmer who

has got a couple of hundred thousand dollars tied up in machinery and
land and who is working the farm with his family?

Mr. MEY. What would be a fair income?
Senator PACKWOOD. Yes. A couple of hundred thousand dollars in

investment and he is probably working 80 or 90 hours a week?
Mr. ME.NTy. Well, T think a fair income, what I would think would

be a fair income would be much higher than lie is getting.
Senator PACKWOOD. I agree with that.
Mr. MEANY. You see, I am a high income guy, you know, I have

sat in on all of these Government salary study coinmittees. I do not
think you are getting enough money.

Senator PAcmwoOn. Most of my constituents would quarrel with
that.

MXr. M.TEY. I have sat on Government commissions that had to do
with the salaries of congressional leaders, Cabinet members and I am
a high income guy. T do not think the farmer is getting enough. Let
me put it that way.

Senator PACK6wooD. All right.
Now, let us take tlu' wheat farmer particularly. Barring a terrible

crop failure, this year we are going to harvest about 2 billion bushels
of wheat, of which we will use between 700 million and 800 million
bushels domestically.

What do we do with the rest of it?
Mr. MEANY. Well, I guess you talk to Continental Grain and
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Cargill and the big wheat shippers and see what they want to do with
it. aind when the deal is all said and done, I think the farmer gets the
short end of it, you know.

I do not go with these breast-beating Members of Congress who say
that they are worried about the farmer when they are really worried
about Continental Grain and Cargill and the great big shippers. So
.itlt\' liing that helps the farmer-and when you talk about the farmer,
Yeit are not talking about Dwayne Andreas. You are not talking about
coi, iiiental Grain. I am talking about the farmer, and I am with you
on tIi, farmer. But somewhere in between.

Senator PACKWOOD. You have no objection to the farmer getting $5
a bushel for wheat?

MI'. MEANY. No, I have no objection if that is what he needs. Lethim get. it.
But I certainly am going to try to find some way to get the workers,

to get their wages up to the point where they can buy the bread that
you produce with that $5 wheat, and I surely want him to get it and
not the, Russians to get it.

Senator PACKWOOD. Let me ask you about something in your state-
intiet, where you are questioning the loyalty of multinational corpora-
tions. Where do you think corporate loyalty belongs for a-foreign
coiupaiy that operates in the United StatSl? in ? U

MIf). M~EANY. A company that is based in the United States, its
loyalty belongs here.

'Where does the foreign company's loyalty belong that operates?
Back home, that is where you will find it.

Senator PACKWOOD. Wben the Volvo plant opens in Virginia. That
p)ltnt should be subjected to Swedish sovereignty and Swedish regu-
Iat ion and not, to that of the United States?

,If. Mi AfNY. You think it will not, be? You do not know the Swedes
if von do not think it will be.

Senator PACKWOOD. I do not think tile U.S. Government is going
to tolerate it.

Mr. MEANY. But the point is, let them pay their obligations to their
own !-)vernment, and as far as them operating here, we will try to do
our bit for the workers and let our government--but the idea that they
will not, be loyal to their own government is ridiculous. Of course they
will.

Senator PACKWOOD. But you are not suggesting, are you-
Mr. MEANY. But what do you do with a U.S. corporation-
Senator PACKWOOD. You are not suggesting-
Mr. MEANY [continuing]. That takes orders from the Arabs and

will not supply our fleet in the Mediterraneant What do you think
of that?

Senator PACKWOOD. What do you think if we have a Volvo plant
down here and we get into a war and they are making tanks instead
of whatever they might be making?

Who should they be subject to, Sweden or the United States as to
where they ship those tanks ?

Mr. ME.ANY. Not if we get into a war. If we get into a war wi would
certainly have emergent powers.

Senator PAOKWOOD. How about the automobiles they make thereI
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Should they be able to ship them any place they want and not N
subject to our rules?

Mr. MEANY. We have had an open market, and you will find out
that the automobile workers, like all other trade unions in this country
have been free traders, but I think you had better talk to Leonard
Woodcock now. lie might have some different ideas. I defer to his
thinking on that.

Senator PACKWOOD. Let me ask you something about this foreign tax
credit to make sure I understand how it operates.

You have a company that makes $2 million before taxes in this
countiv. They pay a 418-percent tax rate.

So they pay $960,000 in taxes?
Mr. MEANS'. Right.
Senator PACKWOOD. Now, let us say the same company they operate

hero and in Germany and assume the tax is at a 48-percent r-te in
Germany. So I understand they pay $480,000 on a million dollars
profit in Germany.

Is that correct I
Mr. MlfANY. I do not know what they pay in Germany.
Senator PR\cwoo5. Well, n.sunming it is a 48-percent tax rate, that

is what they pay there. And they pay a 48-percent tax rate on tht
million dollars they make here.

Now, it, is your position that they should not be able to credit any
of wlhnt they have paid on the taxes in Germany against the total tax
liability: tfint they should pay a total tax on the entire $2 million in
this country?

M r. MEANt. As a credit?
Senator PACKWOOD. Yes.
In other words, what you are saying is if they choose to operate in

Germany, they have the same total profit as when they operate he
lit if they split it between the United States and Germany they should
actually have to pay more takes, more total taxes than if they operated

- here alone.
.,.. MFA. r. Our position is that they should operate just, the snme as

a n. other (loinestic company.
Senator PACKcwoo). Anv domestic what?
)f r. M:A.,Y. Any domestic company so far as taxes.
-Senator PAxcKwooD. So they should not liav to pay any more taxes

than they would pay if they were a domestic company.
Mr. IM rANY. No, no, no.
SOnAtor PACKWOOD. Oh, they should pay more.
Mr. MEANY. They should pay more.
Senator PACKWOOD. Why I
Mr. M.NY. Why should they not pay taxes on the profit they make

overseas?
Senator PACKwoOn. Well, they do pay taxes on the profit they make

overs eas.
Mr. M3.ANy. To us.
Senator PACKwooD. Well, you want them to pay-
Mr. ,IUiANY. I want them to pay it to us.
Senator PACHWOoD. And to the foreign country.
Mr. MEANY. I do not care whether they pay the foreign country

or not. Let them pay it to us.
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Senator PACKWOOD. In other words, they should pay the full amount
to us and then pay the foreign country, if they choose to operate
overseas, that is the way they should be taxed?

Mr. MEANy. Then they would most likely come home where they
belong, and then we would have the jobs here.

Senator PACKWOOD. All right.
I have no other questions, Mr. Chairman.
The CTAIRMAN. Senator Byrd?
Senator BYRD. Thank you, Mr. Chairman.
M r. Meany, I was most interested in your forthright appraisal of

deteiite and your view of the Russian leadership. I do not express it in
as colorful language as you but I am in thorough agreement with what_
you said in that regard. I happen to feel that President Nixon provided
a sei'vice in going to Peking and to Moscow and I like to see the
ditdozr between the leaders of our great nations of the world. But
when it comes to agreements the way I analyze these agreements that
were made in 1972---and there were three of them with Russia-the
VUiited States came out second best in every one of those agreements,
the wheat deal subsidized by the taxpayers to the tune of $300 million,
tle SALT agreements, and the Russian debt.

)f'. MEANY. Debt?
Senator BYRD. The debt that Russia owes the United States

$2.600.000,000, and here is the way we settle it: $48 million uncondi-
tional, $722 million conditioned on Russia getting the most favored
nation treatment and long-term credits from the American taxpayers.

Now, if that is a good deal-
Mr. MEANY. You know, Senator, I do not want to interrupt, but one

of the agreements they signed when they had this scenario here at
tie White House, you know, when Brezhnev arrived and he got out
of the helicopter, and 1 hour later they were signing and then they
had one at 4 o'clock, all with the proper press coverage and so on and
so forth, one of the deals they signed was on farm exports and
aigicultural products, and part of the deal was that we were to get
from the Soviets information as to their need for these products, in
other words, their production. They refused completely to give us
that information. So they have already welched on that deal, and that
de.al is not a year old.

But, of course, this is par for the course. They welch on their deals
and have over the years. They do not keep agreements, and some of
these American corporations are going to wake up some one of these
days and find out that they are dealing with a dictatorial monolithic
government.

Senator BYRD. We are dealing with a dictatorship. The Russian
l)eople, I am convinced, are just as peace loving as are the American
l)eoI)le, but they have no way to express themselves.

M r. MEANT. No nestion about it.
Senator B-mn. The decisions are made by a few people in the

Kremlin, which is an entirely different situation than in the United
States. And consider the contrast in the standard of living.

I sat next to Comrade Shushkov, the trade commissioner, when he
was over here recently, and I asked him how many automobiles the
Russians have per capita. He told me they have 1 automobile for
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ev-erv 200 citizens. Over here we have one for every two citizens. That
is the standard of living we want to maintain in this country. That is
what puts mie in a qtlnlary about this trade bill.

I am lasically a free trader, guess, through the years.
.Mr. MEA'. We have been..
Senator Bh'i. But we do not want to get ourselves in a position

where we will have to lower our standard of living to meet the stand.
ai-d of soiHo other countries.

And that is wvy I want to a.Fk you your view as to how we can pass
a trade bill, in what form we shoulI pass a trade bill without undue
trade restrict ions, but at the same time, give some reasonable protection
to the sta, lard of living of the working people of our country?

Mr. M:..,. WVell, we think that we have supported a bill'here and
Senator Itartke introduced it but we are willing to concede that since
that bill was introduced, there has been a major change in the whold
world situation. We certainly have the same objective as you just
stated(l, Senator, and whether it is a quota system or some other system,
I think this Congress can find-and must find-a way so that we can
trade with the rest of the world on some other basis than the complete
one-way system we have nowv. I just cannot understand American in'
dustrialists. I can understand their short-term attitude toward quick
l)rofits, but I cannot understand their long-term philosophy. If they
are going to lose their consumer market here-and I repeat again
and I will repeat this just as often as I can-that the consumer market
is the great mass of the American people. It, is the American workers
You go through a little town in Germany outside of Bonn, you see a
few television aerials. You will find out that here and there, there is
a washing machine or a dishwasher or a refrigerator in these homes.
But when you go out to one of our industrial cities, and in the resi-
denves there, there will not be a single home there that has not got
all of these things.

So, the television sets and the refrigerators, they are purchased by
the machinists, the auto workers, and the people that make them.

We have a situation where an auto worker can buy an automobile or
a Machinist can buy a ref ri orator. So, we are the only country in the
world that has this standar . We have the highest standard of living
for our workers, no question. And I just cannot see giving it away. I
think we should trade with all of these countries, and I have no objec.
tion to trading with the Soviet Union, but let us get something, and if
we cannot get something economic, let us get something political. We
can go a long way if they would just say that they would live up
to their commitment to the United Nations. I

They made a commitment to the United Nations in writing. In fact,
they had a ceremony, and old smiling Gromyko was there when he
delivered the document that any person, any citizen has a right to
move without restriction from any country, including his own, to any.
other country on Earth.

Now, this is something that they could help us with. They can help
us settle this Middle East thing. God Almighty, do not tell me that the
Arabs are pushing the, Russians around. You know, I do not think
Saudi Arabia is calling the shots for the Kremlin. In fact, when you
look at the military situation, suppose in Iran or Iraq that the Rus-
sians wanted to take that oil. Well, it might take them 24 hours to move
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ii., so they are the bosses there. They are the bosses in that area of the
world.

This October war was started when they gave the signal, and it was
so Well coordinatedd that tihe. minute the shooting started, they resup-

bliey ly planes. They know their Arab friends. They knew their Arab
friends well enough to know that the Israelis were goingto knock out
a lot of their equipment, so they had them resupplied. They were re-
s uppl)ying almost faster than they lost it. And what happened in those
tnrst few days? Where was detente in the first few days of that engage-
nient over there?

Kissiniger, was begging for a meeting of the U.N. Security Council.
Thevy would not tal to hfim. They did not want to have any thing to do
wvifli hdi because the Egyptians were doing quite well. The Israelis
NVOI-c reting it in the neck. But then when they turned around and
they lroke through and they cut across to the west bank of the Canal
a.md split the Egyptian forces, boy, the Russians wanted a sudden
nieetinig of the Security Council, and, boy, Henry obliged them right
awaV. and he patted them on the back. There would have been no meet-
iiw: f tie Security Council if the Egyptian success had continued.

So this is detente, and detente is an absolute fraud. It is a fraud.
The eold war-we talk about the cold war. The cold war was a Russian
tactic. I showed you here why they dropped it. But the war is still on.
But now the name of the war is detente, you see, that is the name of the
wvt. It is detente and I do not think we can afford the luxury of self-
elisi~m. We cannot de'c'ive ourselves. We have got to go by the record.

We gave ot to know who we are dealing witl, nnd the idea that a die-
tatoial form of government is going to deal with us on the basis of
human values and human rights, they have no concept of human
iighits. And Senator, here is a map.

You have heard of Solzhenitsyn's book, "The Gulag Archipela
Well. here is a map published ly the American Federation of La or
sliowimig the central Gulag controlled system, and when do you think
ths Imal) was printed ? Twenty-five years ago. Twenty-five years ago,
we 1 rinted this map and we documented all of the slave labor camps
thee., and the slave labor is still there.

So we have got our great big industrialists and our great big
bankers embracing these guys, sending American capital over, mixing
American capital and slave labor. Good God, have we no principle
at al

You know, in the days of Hitler, we heard a lot about Hitler's
atro.ities, but there was no validation of the gas chambers until the
trool s moved in, in the late days of the war. We heard a lot of rumors.
We dlid not know about Dathau and a lot of these camps, but we heard
a lot of rumors. But Franklin Roosevelt opted for human freedom
before we got in the war. He did not appease Hitler.1He came to the
British rescue. He helped the British with Lend-Lease, so we opted
for lImnan freedom even before we got in the war.

I would like to see this administration take a similar principle on
the question of human freedom and human decency and deal with the
Soviet Union and deal with them on the basis of give and take.

Our policy should be: we've got something, what have you got?
What have you got to give? We sell, what have you got to sell?
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Senator BYRD. Thank o very much, I believe Mr. Meany, you
agrve with my favorite 1)oitician, insofar as Russia is concerned, whI
Al Smith said, let's look at the record.

Mr. IEANY. That is right.
Senator Bi-RD. Thank you, Mr. Chairman.
The CATURMAN. Senator Roth?
Senator RoTur. Mr. Meany, I would like to w.y that I appreciate

the forthright statement, and frankly agree with much that you sa,
I sort. of have the feeling that rather than adopt new trade legislation,
maybe we ought to just appoint you our chief negotiator as I feel that
too'often we have been out-negotiated.

One question I would like to ask you is not directly on trade, bt
relating to the current economic situation is that one of the reasons
for the inflation, at least in the minds of some experts, is shortages of
many types, not only, agricultural, but we have fertilizer shortages
and nany other types of materials.

I wonder if you would have any comment to make about what we
should do to try to increase production. For example, one suggestion
has been thrown out, I believe it was by the chairman of the Hous
Ways and Means Committee, is that we ought to give special de-
precition to promote capital expansion at tis time. In the recent
years we have not increased facilities, and that is one of the causes of
shortages.

I think the suggestion was this be granted on a 5-year basis.
Do you think there is any merit in trying to adopt special proce.

Mr. M1,xy. I do not know. I would have to look at it. But I thought
that part of the policies of the past few years was to encourage this.
This was certainly inherent in the restoration of the investment tax
credit, and then in August of 1971 the President proposed more rapid
depreciation ail 1owance and so forth.

Now, certainly anything that would increase our capacity to pro-
duce, you know what I mean, and at the same time provide more1
jobs, we are for it. We are for making the system work better. But
I am just wondering if there is a tax incentive needed at this time. -

Now, of course, there is talk about an income tax cut and we am
told that it would add to inflationary pressures and so on and so forth
and I am not an expert. I am not an economist, but do we have to have
10,percent money in this country?

Senator Rowh.'That is a good question, but going back, if I may-
Mr. MEANY. Must We live with 10 percent money? Do homeowners

have to pay 10 l)ercent to the big corporations whan'they finance I I am
just wondering if there is something basically wrong with the wholo
idea. You want to keep this in mind, that this whole upswing of money,
inflation, unemployment, all started from a pretty decent base in
February 1969, and Arthur Burns got his cottonpicking hands on tho
economy and we have been in trouble ever since. --

Now, he is still there. Ilie is still running the Federal Resrye Board
Ie is still talking about restricted credit. He is still talking abou
tight money and so on and so forth, and the net result is some kind
of an economic miracle. We have got restrictive credit, we have gct
tight money, we have got tight interest rates, and we have got in-
creased unemployment and inflation at the same time.

Y
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Iow ve accomplished that, I do not know but I feel that anything
that will help American business has got to heip us. This gets right back
to what I said before.

Senator ROm. Going back a moment to Russia and trading with
her, I mentioned making you the chief negotiator. Are there any mate-
rials or things that we need from Russia that would be helpfulto us ?

I think you did say that on the proper basis you favor trade. Do
you see a mutual basis of-

Mr. MEANY. I do not know anything. I do not have all of the figures,
but I do not know offhand of anything thit they have that we need
so bad that we have got to give them the Washington Monument.

Senator ROrii. Let me ask you this question.
We have seen the consequences of the recent oil embargo and many

of the. American people feel that this country ought to be able in some
way to counteract such measures. It was said that the oil countries Will
be investing billions of dollars here in the future.

Would you see any merit to legislation to provide that in the-event
of future blackmail of that kind, this Governmdnt could take action
against those assets to compensate for the adverse effect on our
economyI

We (lid that during the war.
Mr. MEANY. You mean assets that are overseas?
Senator RoTi. No; the assets of the Arab countries in this country.
M'. MEANY. Well, I think we are justified in protecting our people

and protecting our interests. I think on the whole question of energy,
I think there should be a turnaround, I am quite sure that there is
enough ingenuity in American management and American business
to meet this problem, and I am for the Government encouraging-I
think we ought to have more oil refineries here at home, but of course,
we do have problems with the environmentalists and things like that,
but we have got a lot of energy.

Now, I un-derstand that tl ere is going to be a slurry line built from
Wyoming right into Arkansas, which is going to bring all of that
coal down there. I think these things are all good, andgI think our
Government should encourage these things We have always done
that.-

I mean, this Government, you go back through the history. How did
we get. the railroads to the west coast? Through Government encour-
agement. How come that when World War II came around we had an
milii Ire industry? We could not have had that airplane industry if,
during, the late 1920's and through the 1930's the Government hadnot
encouraged and subsidized this particular industry.

And if we are going to become self-sufficient in energy, I think the
Government ought to-be in there and be in there in a big way, but I
think we ought to get the cooperation of these multinational corpora-
tions. I just cannot accept the fact that an American corporation, no
matter what the circumstances, is going to take orders from an Arab
chieftain who says, don't you supply thi American fleet under a con-
tract. He had a contract to sup ply the American fleet, and he stopped
giving the oil. This is Exxon Corp., and as an American, I just can-
not buy that under any circumstances.

There may be some justification from their point of view, but I
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think the whole picture should be changed so things like that cannot
happen.

Senator RoTn. Thank you, Mr. Chairman.
Tie CIURAMAN. Senator Brntsen.
Senator BRENTSEN. Thank you very much, Mr. Chairman.
Mr. Meany, I 'ust read a book )y Merl Miller about [arry Truman

entitled, "Plain Speaking." I believe he could write one about you and
give it the same it e.

Mr. M 1.,N. [ read it, too. But I do not use the language that Harry
became so familiar with. [General laughter.]

I know the words, but 1 (10 not use them.
Senator rdNTSI.s. Mr. leani, we have become a service-oriented

society in this country of ours. rver 50 percent of our GNP is con.
prised of services, an I am proud of ourtAerican farmers, who are
productive and1 eflicient and hielp so much in our balance of trade. But
also note that since, 1971 we I ave becomep a net' importer of nianu.

fact ured jproduicts, and I think it. will be a vecry serious mistake for
this countryN if we let that trend continue because our jobs and our
national defense lpen(1 on ouir manufacturing capacity in this coita'
try. I understand that it takes about $25,000 to create just one job in
manu fact tiring in this comtry.

M[r. M N:NY. I think it is more than that.
It is a little more than that.
Senator BNTi8EN. The tax deferral approach for multinational cor.

orations on their overseas earnings concerns me. Does that not in of.
fect really create an incentive for them to invest that capital overseas
instel(l of bringing it back home where we are short of capital for th
creation of jobs and the expansion of industry within this country

A r. MI:AY'. That would be my reaction that it does.
Senator J3ENTSEN. 1ow do you feel about, the types of contracts We

have scen approved by our Government which ailow the Japanese to
rome in iere and buy our technology, as they did recently on the launch.
ing of satellites and rockets, supposedly fr meteorological purposeN,
and spend some $100 million buying that technology and taking it to
Japan ?

Mr. MEWANY. You are talking about the Thor Delta?
Senatom'Bl.-TsrN. YCS.
Mr. Mi:.x Y. Well, we are very nuch upset by that and we do not like

the idea at all. I get back to wiat I said before. Let us deal with them
governments Zhie way they deal with us. You could not do this in
reverse with the Japanese or the Swedes or the Norwegians or anyone
else.

Senator BE,,rsEN. I could not not agree with You more on the need
for a rw'id pro quo when it comes to trade.

Mr. M.:ANy. So why should we give them a better deal than we could
possiblyy get from them for ourselves?

Senator BFNTsF8N. Do you see any justification for a U.S. busine
which has a branch overseas paying full taxes on the earnings of that
branch but, if they change the corporate structure a bit and call it a
stb.sidiary corporation overseas, then being allowed to keep their ear-
ings overseas and not pay the tax on it?

Do you see any justification for that?
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Mr. . Well, I think I made that clear in my statement here
this 1t1,.rning.

Senator 1I:NTSEV. Well, one thing I agree with you, too, very
sti-ongly on is this question of national defense. I think we were out-
traded on SALT I and I think havhig a second-best defense post is
like leaving a second-best poker hand. In other words, all it does is cost
.Vei. I am in full concurrence with that.

,Mr. MEANY. I thought SALT I was one of our great successes. But
anialy;ing it, I think we got the :hort end of the stick on SALT I, and
I zin aft-aid that's what may happen down the line. As far as
natioual defense is concerned, you just cannot deal from weakness, and
this is one of the things that we. get out of this phoney detente.

Why does Defense Secretary Schlesinger need'more money if every-
thing Is so fine, if we have got peace, you know, and this idea of saying
tlit we have accoiplishe d something in our foreign policy, I (io not
think we have accomplished a great deal. Oh, yes, we got our boys
home, we got our prisoners of war back, what was left of them, but we
did not bring peace to Indochina. That noise you hear out there is not
Hurricane Agnes. That is a war still going on there, and I do not buy

the idea that our foreign policy has brought )eace, and we need, if
we are going to deal with these countries-and Kissinger's testimony
before this committee here, and I read every word of it, he was talking
about our relations with an enemy. There is no other conclusion, lie
was talking about an adversary relation with an enemy, an enemy
that. does not think as we do, that does not deal as we do and I say
tit, our first requirement is to be just as militarily capable as they
alle.

Senator BNrsmq. Well, I went along with considerable misgivings
on SALT I and supported qualifying language that with SALT II
we be full force with the Russians.

Mr. Chairman, thank you very much.
Tlhe ChAIRMAN. Senator Nelson.
Senator NELsoN. Mr. Chairman, I had another appointment so I

missed a great deal of the testimony, and I do not want to be repetitious.
On the question of competing with other countries, bargaining1  atni-in length, I certainly would agree with you, Mr. ae,

among many puzzling questions to me is, the production of automobiles
in this country. General Motors Corporation is the world's largest in-
(Ius-'itil corporation.

The foreign automobile imports-most of which are small cars-
Ztre at a level of 16 percent of the total market. At least that was the
figure, a few months back. That number may have changed in the past
fev: months. However 16 percent of the liome market is foreign im-
ports, if my memory is correct, as of some time last year. And almost
40 percent, of the market in California was foreign imports.

1 low can you account for the success of the foreign manufacturers
in invading the American market?

Is it lack- of productivity in the auto industry, lack of competitive
cal-wmityV

Mr. MEANT. Lack of productivity? Oh, no. I think our automobile
workers are as productive, if not more productive, than the workers in
any other part-of it.
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Senatro NFtrsoN. I am talking about everything-all costs of pro.
duction, all materials.

Mr. Mr.ANY. I am not an expert in the auto industry, but I assume
that it was the attraction of the small cars. Now, you talk about per.
centage; you said 16 percent. I am sure the percentage of small cars
for instance in the State of California-and this may be due to th.
proximity to Japan-has been well over 16 penent for a good many
years.now, the question of competition, I did not hear any complaints
over the years from the auto workers, the American auto workers, but
I do hear now that they are very, very much concerned, and I think
they should be concerned.

Now, General Motors is a great corporation, but I think General
Motors will meet this situation. I think they are very resourceful. And
offhand, I think the answer is going to be smaller cars.

Senator NELsoN. I was raising these questions in terms of competi.
tive capacity or excessive profits or a desire to put into the market-
place an automobile that will give them four times as much profit per
unit as a smaller one.

Mr. MEANY. I cannot fill you in on that, Senator. I do not know.
Senator NFrsoN. In your statement, Mr. Meany, you make reference

to excessive exports of farm goods, crucial raw materials, products in
short supply. And then on page 6 you refer to the:

Energy crisis has demonstrated that over-dependency on foreign sources of
any material can be costly and perhaps fatal. It was demonstrated that thq
nations, when faced with the choice, were quick to act in their own self-interest.

How do you balance this whole trade thing out-the products that we
do have in srplts, our proteins? We consume about 800 million
bushels of wheat in this country, and we produce about 2,100,000,000
bushels, so we have a surplus in excess of our needs to export.

On the other hand, a much more serious crisis it seems to me is the
coming metals crisis. So if we start to put some kind of a limitation
on export of food products, are we-in trouble with the countries that
have the metals that we have to have?

In 1969, the United States had become more than 63 percent de-
pendent on foreign sources for metals very important to our industry.
Today U.S. dependence on foreign sources for some minerals is as
high as 80 and 90 percent. Six of them are vital to the survival of the
system. -

lWhat happens if we start putting restrictions on what we ship out,
and they start putting quotas on what they will ship in I

Mr. AIEANY. I think this should be the subject of discussion across
the table; and surely, if a country that needed our grains, as you say,
would put on an embargo on ours, we would retaliate. But I would
like to get away from this retaliation business. And surely, if we have
got all of these grains to export, then-it seems that we have done quite.
a job of leaving ourselves short. last year, but I understand we are go-
ing to be in great shape again this year-but if we have got all of
this grain export, we have got a pretty good card at the bargaining
table, have we not?

You are talking about confrontation and retaliation, and this is;
not the approach. Think the approach is if some country has got some
raw material that we need and they need some of our grains, I think
this gives it a pretty good basis to start talking.
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Seaiiator NELSON. Well, I do not know the answer to the question, but
from reading your testimony, it looks to me like we would be sug-
getiig that we need to put controls on what we would allow to be
imiorte(l, controls on what we would allow to be exported.

Mr. A.1 . That is possible' yes.
Seiiator NEL.soN. Then we do not have a world market situation?

We do not let the world market determine what will be bought and
sold, imported or exported from a country. We set up some kind of a
cowr iol system.

Is that what ou are suggesting?
MIr. MNFY. do not know. You say we do not have a world market

control. I do not know. Is that good or bad?
Senator NELSON. I do not know either, but I would assume that

.vour-
Mr. MEANY. So that makes us even.
Senator NELSON. Well, I am assuming since you were suggesting that

thero need to be limitations on imports of some kind or another plus
limits on exports, then you have to move to some control situation.
I am wondering what the model design for that is, and how that would
work.

Mr. MEANY. This is what we are searching to find out. As I said
earlier , Senator, this whole world situation has changed so rapidly, not
just in the last few years, but even in the last few months. I think we
have got to take a good look at it, and I think the basis should be
give and take. And as I said before--I do not know whether you were
here or not-but if some nation locks the door on us, we should lock
the door on them. And this is the way they do business. They do busi-
neos in their self-interest.

And I think there can be world trade. I think there can be world
trade with almost any nation; but at the same time, I do not think
that you build up by making unilateral concessions to any nation. I
think it is a little give and take.

Senator NELSON. But I do not understand how the system will work
if we are going to change the whole policy and not have a world free
market, rhen what do we all do ?

Mr. MEANY. Well, do we have a world free market? In what com.-
nodity (10 we have a world free market?

practically every other country on earth has controls of some kind.
I do not think you are suggesting that we should live in that sort of
a world market and have no control over our own policies.

Senator NEL oN. I do not know how you define the word free, but
there are many foods in a world market situation, with a few limita-
tios lere and there.

M'. MEANY. I do not know whether you were here or not, but I
just went over some of these things. The French have quotas on many
of their farm products--tobacco, alcoholic beverages. They even re-
strict advertising ongood, old Kentucky bourbon, or Indiana bourbon
as Vaine Hartke said. And Japan has quotas; Canada-wheat, barley,
and oats are controlled by the Government through what they call a
State trading system.

30-229-74-pt. 4- 9
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So I am not saying that. we should put controls on this, that, o' the
other thing; but I say we should put them where we need then an(I
where it afects our economy, and that is what these other nations are
doing. We should do the same thing.

Senator NELsoN. Thank you.
The CAIRMA.,.N. Senator Byrd wanted to ask an additional question.
Senator lyni). Thank you, Mr. Chairman.
I just wanted to say, Mr. 'Meanv- that I agree with most everything

you said this morning; but even if I (lid not agree with it, I am glal
to applaud someone who will come before this committee and speak
forthrightly and not in circles.

We in Cong ress talk too much in circles, and most of the-people in
the executivebranch talk too much in circles, and most of the people
who come before this committee talk too much in circles. And I like
to get a good, firm, clearctt view such as you have expressed today;
an1 1 think that it is desirable that you Alo speak your frank views
on detente. because I fear that they could very well Till the American
people into a false sense of security.

When the leader of just as important an organization as you head
speaks on the subject, I think it is quite important. I am glad that I
was able to be at this meeting today.

TIhank you.
Thank you, Mr. Chairman.
The CHAIR^MAN. Mr. Meany, it appears to me that with the support

you have generated on the Republican side of the aisle, you now have
the unanimous support of this committee to be our chief negotiator in
trading with the Soviet Union.

Mr. fEANY. I have been overrated before.
The CHAIRMAN. Well, you have picked up a huge amount of sup-

po t, and I must say that judging by the impression you have made on
the other Senators on a num r of your key points, it looks to me as
though you have just about persuaded the committee on some of your
key points.

Noiw, there are one or two items that I am very much concerned
about. One, of them is that if we do what you are recommending with
regard to taxing those companies and their overseas operation-if we
tax them on their overseas operations as heavily as you are suggesting-
the oil companies and the manufacturing companies will tell us that
that will then lead them to establish foreign operations out, of Swit-
zerlan(, Tangiers, or somewhere where they have a lot of American-
Euro dollars overseas and to do business as foreign companies rather
than as I LS. companies.

What is your reaction to that?
Mr. MfANY. Well, we have made some suggestions here, Senator.

And I have never come before a legislative committee of any kind and
got everything I suggested, everything that I wanted. Maybe the oil
('Oml11anies would give up a little bit here. It would all help, you
know.

The C(IrL%1RMAN. They would have to give up a. lot, if I judge cor-
rectly the tenmper of this committee. My guess is that they will not do
any hette'r on the Senate floor than they will do on this committee.

Under those circumstances it seems to me that some of what you
are recommending might conic to pass. But, they will contend that
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they will no longer be competitive overseas if we tax them as heavily
as you are recommending.

M%'. MEANY. They will contend that, but Senator, I have a great
coulience in the resourcefulness and ingenuity of the oil companies.
'lhev have got a pretty good track record.

'l'e('IIAt.'IRM.AN. I am talking about what they are saying will hap.
pel. If they are not saying this in a committee hearing, they are say-
mg it, behind the scenes: If you tax us as heavily as Mr. Meany is rec-
oinineding, and as heavily as Mr. Hartke and Mr. Nelson are rec-
oiiiiending, we will have no choice but to quit, this business overseas,
or else more likely, to establish ourselves as foreign companies op-
erating, out of some other country-Switzerland, Monaco, Tangiers-
solltWlere.

,Mi'. MrF,%NY. They have been operating overseas with the constant
dl elhI, of their overseas business being terminated. I mean, they have
Iheii operating in areas of the world where some sheik could get up
not feeling too good in the morning, and they would be out at night.

So they are used to taking that kind of a risk. I would not worry
abmot thaft too much.

T'h1e CHAR. Now, you have made the point in your statement
that American tax policy should not encourage the location of Amer-
i(iiii financed plants overseas; it loses jobs for this country.

Now, you have a good point there, and I do not think that we ought
to ha ve an American plant or an American industry close down, losing
all of those jobs, just because there is a lower tax rate or a more ad--
r'ant ageous tax situation abroad.

''lleire is an additional problem that you have not touched on-that
is the questionn of productivity. Isn't that an area where management
aii(1 labor ought to work together?

Mfi'. MEANY. I think American labor and management have worked
quite well on this question. I can recall when there was tremendous
nesistance on the part o labor to anything to cut down their share
of tle labor; but that has gone behind us for many years. Oh, we
hav ia few vestiges remaining; but it has practically ben eliminated.

'lht productivity, for instance, of the stevedoring'industry has gone
qp tremendously in the last 10 years. They reduced the size of gangs.
And why? Because the unions have accepted a complete modernization
of thiat industry. They used to have 22 men on a gang at a hatch
loaliig from the (lock down into the hatch of a ship, and at least
6 of theni were completely unproductive-not because of a desire
not to work or anything else, but you needed 6 men as watchmen to
insure the safety of the others.

Now, that is all gone. I mean, we have got containerization; we
linve got the stuff picked up, and it is all automatic. And the poduc-
tivit y per man has increased tremendously.

N;w, you take the construction industry, which is an object of
ct-iti(.isIU from time to time. The National Association of Home-
builders, their records show-and this is not one of our research
iiltitutions; in fact, it is not an institution that has anything to do
with unions. But their records show that in 20 years the cost-the
percentage of cost to the purchaser of an American home, for onsito
lalor went from 33 percent down to 18 percent.



1166

Now, that did not mean that the wages went down, nor did it mean
that the overall cost went down. The cost of hiring, the money, (lid
not go down. Te cost of the land did not go down. The wages did
not go down. But the percentage of cost for onsite labor went from
33 to 18 percent. That is the record of the National Association of
Homebuilders.

Now, this shows increased productivity. We do not stand in tie
way of increased productivity. Now, when you try to compare pro.
ductivity of the American in(iustry with other countries throughout
the world, you have some real problems. One that comes to mind is
Japan.

In order to become more knowledgeable in this field, we set up
an institute in Japan about. 10 years ago. And I say "we"-the labor
movement set it up with the Japanese labor movement, and we set
up an institute. We sent our research people over there, and we weie
trying to make comparative costs between the cost of production in
Japan productivity, and we gave up after 3 years. We just gave up,
We could not make the comparison because of an entirely different
approach.

They have an entirely different employment policy. You know that
in Japan if a man works for 5 years for a corporation and he reaches
the age of 29, he belongs in that corporation for the rest of his life.
I' can never be laid off-not by ajiy union rules or anything like
that.

You know that they still have industrial homework in Japan. And
when I say industrial homework, I do not mean homework like we had
years ago, which was mainly in the garment industry, which was a
national disgrace and which we have eliminated from our scene pretty
much. But they have industrial homework where they actually take
parts home from a factory and work on them at night. Now, how do
you make a comparison between their costs and our costs?

But insofar as the overall picture of productivity, I lived in the days
when American labor in a good many cases resented the introduction

- of a new material and new method. That is all behind us now, and I
think our labor is the most productive labor in the world.

The CHArBMAN. I have one more thing I want to ask you, and that.
will complete my questions.

When we were looking at the Penn Central reorganization legisla,
tion, we included some provisions that labor was very much inter.
tested in. It seemed to me that if this Government was going to put its
credit to work to bail out those railroads that we had a right to ask
that they have a major employee stock ownership, plan. If the rail.
roads could be put on a paying'basis and made to succeed, the workers
would he the key to making that success and should be entitled to a
major portion of the stock of those railroads. And we could have gotten
it, I think, or at least could have gotten a lot more for workers if we
had had the support of organized labor at that point.

I am not aware that the union movement has done anything in par.
ticular in these cases--especially if we have to go to bail a company
out-to obtain for its members a piece of the action.

Mr. MEANY. We would leave that to the employees concerned. We
have never taken a position that we want to own the companies where
we work. We have never taken the position that we want special stock
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option plans for employees. We have never taken the position that we
want a 1)ortion of our income, for our work, in stock. However we do
not ha r any of our groups from going into this sort of a plan. in fact,
the Kni iser Co. out in California, they have some sort of a plan which
gi vcs the eniployees a personal interest in the success of that corpo-
rat io.

Now, we do not object to that at all, but our basic approach and I
think you and I talked about this the other day-our basic approach is
that we like to run our unions, and we like management to manage.
We do not want to interfere with the management.

Now on the other hand, if some company comes along, whether
it is lenn Central or some other corporation that is in trouble, comes
alo:di with a stock plan, that is up to the workers in that particular
induh'ry. And we do not really have a national policy on this. This
is n 1) to each industr .

The ('1.Mn rxs. RV ell, I do not think that employee stock ownership
sholId he a method by which management achieves any undue influence
ovet labor. You would not want it to be that way, and I do not think it
s111111d be.

31r. MA:NY. I do not-think it should be, but what I am saying is, if
there is to be employee stock ownership as part of a collective bargain-
ling agreement, that is up to the particular workers, and the AF L-
(1() is not going to make policy on that.

T'l1e CIAMMAN. Well, I am concerned that only 2 percent of the
A\ ,erican people own 90 percent of all of the corporate stock. The
lits, figures I saw, 90 percent of the people did not own any of it:
and it would seem to me that the working people of this country would
own just a lot more of the stock of these companies and the corporate
gr,owlh of America-I am talking about the stock now-if-

Mr. MEANY. I agree with you. I would like to see them own more.
Tie CHAIRMAN.I think they ought to own a lot more of it.
Mr. MEANY. We do not have a policy to promote it.
''he C1AHIMAN. Why do you not, one of these days, develop a policy

because I think you would just get a lot more if you asked for it. And
that has a lot of appeal to me.

Mr. MEArT. Now, if you happen to be unemployed, come over and
see nie. We might have a spot for you over there.

'1he CHAMIAN. Well, I do not like to admit it, but that is always
a possibility, Mr. Meany.

Tlhank you very much for your testimony here today. You made a
w,,.% fine statement.

SM' r. MEANY. Thank you very much.
'T1e CHAIRM.AN. This committee will stand in recess until 2 p.m. this

afternoon.
[Appendixes to Mr. Meany's prepared statement follow. Hearing

cont inues on p. 1223.]
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APPENDIX I

STATEMENT BY TlE AFi.-CIO EXECUTIVE COUNCIL ON INTERNATIONAL TRADE AND
,INVESTMENT

Tle international economic structure has been seriously shnken. Normal trade
patterns are being shattered. National currencies are In disarray. Nations with
once-comfortable trade hialanees are desperately seeking larger export markets to
earn the price of oil for Industrial survival.

Much of the blame can be laid to the staggering price increases levied by the
oil-producing nations, which have further fueled a global inflation carrying with
it the possibility of worldwide recession and unemployment of crushing propor-
tionis.

TIhese events have made the Administration's so-called Trade Reform Act of
1973 totally obsolete. Its provisions bear no relation to the events of the day.
Indeed, the )ill passed by the House late last year and now pending before the
Senate Finance Committee is worse than no bill at all. A total reexamination of
".S. trade and investment needs Is in order, utilizing the realities of the Seven-

ties-particularly 1974-and abandoning the dead and unworkable dogmas of
the past.

The energy crisis comes oi the American economy at a time when it already is
in deep distress, much ot it traceable to the nation's nmifgitded and misapplied
foreign trade and investment policies. The American worker, consumer and bust.
nessman are all suffering from a dewning erosion of the U.S. inlustrlal base. A
tide of imorts has willed out more than a million Jobs as products and whole
Industries have been engulfed. The export of technology and capital at reckless
rates have funnmelcd American production and pIroductivity abroad, costing the
U.S. economy not only idly-needed new Jobs and Job opportunities but the benefits
of more efficient production means. Multinational corporations, manipulating
U.S. tax laws, have transferred jobs and production overseas at the expense of
tile American economy, costing the nation badly-needed tax revenues.

The Administration's trade bill fails to address itself to these problems. In
addition to granting the President unprecedented and sweeping new powers which
he could use to permanently alter the structure of foreign trade and the structure
of the U.S. economy, the bill contains these serious deficiencies:
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It provides no specific machinery to regulate the suffocating flow of
inmorts or to curb the export of materials in short supply at home.

It does not deal with the export of U.S. technology and capital to other
parts of the world where corporations-mainly American-based multina-
tionals---can maximize profits and minimize costs at the expense of U.S.
jolis and production.

it (toes nothing to close the lucrative tax loopholes for multinationals which
nmke it more profitable for them to locate and produce abroad.

It tnoes nothing to repeal Items 806.30 and 807 of the Tariff Code, which
encourage U.S. firms to locate abroad and take advantage of low-wage foreign
prl(luetion and a special low tariff rate on goods exported to the U.S.

It fails to assure action against unfair trade practices of other nations.
It does not assure adequate U.S. responses against new and old barriers to

;$.. products raised by other nations, particularly at a time when nations
of the world are re-examining these barriers with an eye to greater self
protection.

It encourages the entry of goods from low-wage nations of the world at
special or zero tariffs.

It ensures the further heavy erosion or stunted growth of badly-hit U.S.
industries such as steel, apparel, chemical and allied products, rubber, shoes,
stone, clay and glass, autos, aircraft and electronics.

It ignores the fact that America's industrial base and productive strength
have been weakened by current foreign trade and investment policies, and
makes no provision for restoring the nation's critically needed industrial
health.

For these reasons Congress should reject the bill now before it and write a
new trade bill which will contain legislative provisions that are comprehensive,
flexilile and realistic.

The new legislation should:
1. Regulate U.S. imports and exports as a means of establishing an orderly

flow of international trade. Specific flexible legislative machinery Is needed to
control imports. This flexible mechanism should also be applied as a restraint
on the excessive exports of farm goods, crucial raw materials and other products
in short supply domestically. Exports, imports and U.S. production should be
linked in relation to needs for supplies, production and job opportunities in the
U.S.
-Shortages of raw materials in the U.S. and new demands by countries which

have those raw materials have led to new problems. Many raw material pro-
ducers are requiring companies to use those raw materials within their borders.
This interchange has led to a new threat to the American industrial system.
As long as the U.S. has a policy of freedom of Investment abroad and other coun-
trie-s have policies to seek their own rapid Industrialization, the shortages of
raw materials here will be used as an excuse to help industry to move abroad
and further undermine production facilities within the U.S.

Interwoven into this problem is the recent change in the value of each nation's
money. The value of the yen, the franc and other currencies have become lower.
Many countries are competing to export as much as possible to improve their
balance of trade and balance of payments. Imports from any part of the globe
into the U.S. can shoot up very rapidly and the U.S. has no system to prepare
for the rapid influx of any product from any part of the world.

2. Modernize trade provisions and other-U.S. laws to regulate the operations
of multinational corporations. Regulation of multinational firms, including banks,
jt neees.sary because these concerns are the major exporters and importers of
VAR. farm products, crude materials and manufactured products. They use U.S.
tax, trade and other laws in combination for their worldwide advantage. They
export production facilities, money and jobs and juggle prices and credit to
maximize their own worldwide company advantage. They license the newest
teehnnlogy for use abroad and combine in joint ventures with foreign companies
and governments regardless of the impact on the U.S. need for jobs, production,
or supplles.

3. Eliminate U.S. tax subsidies and other advantages for corporations invest-
Ing abroad. Specifically, the tax laws should eliminate tax deferral of income
e-arned abroad and foreign tax credits. These provisions allow U.S. corporations
to pay no income on the profits of their foreign subsidiaries until these profits
are brought home-if ever-and the foreign tax credit permits corporations to
credit taxes paid foreign governments, dollar for dollar. against their U.S. tax
liablily. These provisions contribute to the export of jobs, the erosion of the
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U.S. industrial base, the denial of needed raw materials and components for
U.S. production and job needs, and encourage foreign governments to change
their rules to the disadvantage of the U.S. The present provision In the tax laws
allowing the establishment of Domestic International Sales and Corporations
(ISCs) should also be repealed. This provision now gives the largest multi.
national firms and banks windfall tax breaks on their exports.

The annual cost to the U.S. Treasury of these tax loopholes amounts to at
least $3 billion in needed revenue.

4. Repeal flagrant incentives and subsidies to encourage U.S. firms to move-or
expand abroad. These are Items 806.30 and 807 of the Tariff Code, which en.
courage the foreign production andforeign assembly of goods for sale In the
U.S. These provisions are used to shift production to cheap labor markets for the
profits of the multinational corporations. Imports under these provisions have
risen from $1 billion in 1967 to %3.4 billion in 19T2; in the first ten months of
1973, imports under these provisions were 55 percent higher than in the like
period of 1972.

5. Re-examine and limit the operations of the Export-Import Bank which
provides loans at interest rates much lower than those paid by American busi.
nesses, consumers and home buyers. These loans help U.S.-based multinationals
expand foreign branches and assist foreign governments, including the Soviet
Union and other Communist countries, in getting America's newest production
facilities. Particular emphasis should be given to the impact on U.S. Jobs, and
potential cost to the U.S. taxpayer.

6. Clear provisions should be written into new legislation to regulate exports
of capital and new technology. Other nations are demanding only the newest
kind of U.S. technological facilities and U.S. firms are licensing or producing
America's newest inventions abroad with the help of U.S. and foreign govern.
mtnults.

7. Multilateral trade agreements with other nations, such as the textile multi.
fiber agreements, should be administered in keeping with the flexible machinery
devised to regulate imports and exports. This flexible machinery would be a
safeguard against a misunderstanding of America's Intent and assure continued
U.S. sovereignty over ItM trade and other domestic laws.

8. Since almost any federal, state or local law can be considered a non-tariff
barrier to trade, any legislative provision to authorize negotiation on non-tariff
barriers should he limited and should require specific Congressional approval
for the removal of any barrier, with full information about the products affected.
U.S. tax laws, consumer protection laws and other social legislation, including
occupational health and safety standards, should be barred from such nego.
tations.

9. New provisions are needed to speed and assure action against foreign
dumping of products on the U.S. markets- -the sale of these goods at a price
nrtiflcinlly lower than in home countries-or other subsidized imports into the
I.S. These provisions should emphasize U.S. producer and worker needs and
rights to participate in proceedings.

10. Clear labelling on imports of products and components to mark the country
of origin of the product and the components within it is needed. Advertisers
also should be required to designate the country of origin of products they handle.
All consumer protection legislation should be strictly enforced on imports.

11. Trade with Communist countries should not be viewed as ordinary com.
mercial exchange. The U.S. should end the extension of low-interest loans and
Insurance of private loans by U.S. government agencies to Communist countries
Senate legislation must contain the restrictions on Soviet trade written into the
Iouse bill over the opposition of the Adminisration.

12. The reed for improved U.S. statistics on imports, exports and production
has become urgent. Neither the U.S. government nor interested U.S. producers
and workers can obtain adequate statistics in sufficient detail on the impact of
imports or exports of industrial commodities. A comprehensive system of re-
porting on investment abroad, licensing of production and other technology flows
is needed. Firms which operate within the U.S. should be required to segment
their U.S. and foreign production in reporting to government agencies.
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Tlie energy crisis has demonstrated thtit over-dependency on foreign sources
of any material can be costly and perhaps fatal. It also has demonstrated that
11ations, when faced with a choice, are quick to act in their own self-interest. And
it ias graphically demonstrated that multinational corporations hold corporate
allegiancee above national allegiance. New trade legislation must recognize these
fctors.

1ly every test, the House-passed trade bill fails to relate to the realities of the
Seventies. The Senate now has an opportunity and an obligation to fully re-
examine U.S. trade and investment policies and write legislation that meets
America's needs.

STATEMENT BY Tl9 AFL-CIO EXECUTIVE COUNCIL ON TIE 1972 U..-SOVIET TRADE
AGREEMENT

.kt a time when Congress is considering trade legislation, the Nixon Adminis-
tratin, it has now been revealed, illegally implemented the October 1972 U.S.-
Sovct trade agreement. The Administration is extending long-term, low-interest
lo an - to the Soviet Union under conditions not "less favorable than those usually
ext'YI.lnd to other purchasers in similar transactions."

Under U.S. law, the Case Act requires the Secretary of State to transmit to
tiMe Congress the text of any international agreement within 00 days after it is
itiade effective. Senator Clifford B. Case of New Jersey has charged that the
Admhuistration has failed to comply with ibis law In granting Export-Import
Bank credits to the U.S.S.R. Senator Case also wants disclosure as to whether
the Sovlet Union submitted the "necessary financial data" and justification for
tMe Export-Import Bank making the loans. Senator Case has called for a full
lwuestlgation before the Senate Foreign Relations Committee.

Iu I)ecember 1973, the House of Representatives voted against the unrestricted
extenselon of credits to the Soviet Union. In the Senate, the same legislation is
lietilitig with 78 co-sponsors. Nevertheless, against this background, the Export.Imi )rt Bank has extended $160 million in credits to the Soviet Union at a 6%
literest rate and has made preliminary commitments for over $100 million more.The Export-Import Bank, a U.S. government agency, has made direct low-interest, long-term loans to the Soviet Union for such projects as the huge Kama
Rtier truck plant, the construction of an iron ore pellet plant, two tableware
lilants and assembly facilities for the manufacture of pistons.Ammierican workers, taxpayers and consumers are paying to export these pro-
ductive facilities to the Soviet Union at bargain-basement interest rates and
fire-sale prices. U.S. businessmen, consumers and homebuyers are paying much
higher Interest rates than those extended to the U.S.S.R. And, while America
imeeds Jobs and production, the U.S. government Is helping to export equipment
and know-how to build the competitive strength and military power of the Soviet
Ui114111.

(overnment agencies and private businesses have been spending an estimated$23 billion yearly to develop America's technology. Some U.S. government andbusiness spokesmen have recently warned of the dangers and costs of these
technology transfers to Communist countries. According to Bugeinee Week of
January 12, 1974, Defense Department officials say the Communist countries are
acquiring "U.S. technological know-how that has important military applica-
tious under what are supposed to be commercial agreements. The areas involved
iii the recent sales range from computers and communications to shipbuilding
awli aircraft."

Ebcetronio News of February 4, 1974, reported that the President's trade nego-
tiator, Ambassador William Eberle, and U.S. company officials were concerned
that U.S. electronics firms might be "selling high technology rights at bargain
iawcment prices'." They warned, "foreign customers, especially astute Com-inimist bloc nations, are learning how to play one U.S. firm against another to
auet ion off potential offers for American technology."

The AFL-CIO has repeatedly called attention to the fact that trade with theSoviet Union is not merely a commercial transaotion. The implications of Sen.
ator Case's charges and the far-flung consequences of the 1972 U.S.-Soviet trade
i)act deserve close attention.We urge the Congress to fully investigate the terms and implications of the
197*2 U.S.-Soviet trade pact and its implementation.
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EXMERPTS OF TESTIMONY OF I. W. ATIEL, CHAIRMAN OF AFL-CIO ECom.oMit
I1OI.zCY CoMITrTEEi; BEFORE TIE HOUSE WAYS AND MEANS COMMITTEE

lAnOR'S HISTORIC ROLE iN TRADE

We of the AFI1-CTO are no strangers to the world of foreign trade and
investment. The workers we represent have long made the products which this
nation exports. Our members have had first-hand experience-disastrous ex.
pet'iece in too many cases-with the effects of a policy which has left the door
to the rich American market wide open to a flood of imports. This has turned
America's reciprocal trade policy Into a one-way street.

Starting in 1934 the trade union movement-the AF, and the CIO before
merger mnd the AFL-CIO since--provided consistent and firm support to the
United States' reciprocal trade policies and the expansion of world trade. We
believed that this was the appropriate vehicle to achieve the goal of increasing
employment and improving living standards both at home and abroad.

In the Thirties and Forties, when the world was recovering from first a global
depression and then a global war. expansion of trade brought expansion of
employment and benefits to the majority of the people not only of the U.S. but
the wortl.

Starting in the Fifties, and accelerating during the Sixties and Seventies, new
changes appeared on the world economic scene which significantly changed the
world economy. These included:

The spread of managed national economies abroad which raised more and
more direct and indirect barriers to imports, particularly from the U.S., while
embracing a government policy of capturing a larger share of the world export
market, particularly the vast American market;

The internationalization of technology:
The skyrocketing rise of investments by U.S. companies in overseas subsidiaries

as a substitute for American production, and the unchecked spread of U.S.-based
multinational corporations under government policies which made the export of
goods from plants abroad more profitable than domestic production;

The U.S. share of the world's trade declined; exports rose less rapidly and a
tide of Imports washed away first American jobs, parts of product lines, then
full product lines, and finally entire industries. Persistent and growing deficits
in U.S. balance of international payments In the Sixties have been followed by
deficits in the balance of trade in the Seventies for the first time in this century.
These events have been at the heart of the two devaluations of the dollars within a
14-month period-and world confidence in the dollar continues to dwindle.

It should be alarming to every American-and particularly to those who are
experts In trad e-that this industrial giant is, for the first time In modern history,
a net importer of manufactured goods. America's once clear world lend in tech.

-ology and productivity is dwindling. When you go looking for reasons, it is
incredible to discover that America is losing its lead because U.S. businessmen
are sending abroad or are selling off abroad the capital and technology which
is the nation's industrial base, and transferring this nation's high productivity
to low-wage foreign countries where the profit bucks are bigger. America is the
only nation in the world that is running a fire sale of its industrial capacity-
and the beneficiaries are the corporations, not the citizens and the government .

The AFL-CIO has sought to point out for some time wl%at has been happening,
but we have found few listeners. Since 1963, we have been calling attention to
the need for action to stem the outflow of U.S. capital because of its devastating
impact on the domestic economy. Since 1967 we have sought to turn the attention
of the Congress and the Administration to the danger of maintaining special low
tariff provisions which provide the excuse for American business to export plants
and Jobs. We have sought specific tax revisions to halt the avoidance or erasio
of U.S. taxes on profits from foreign investment and production. We have sought
government actions to meet the rising threat of imports and the growing doti-
nance by multinational corporations of the world economy.

We not. only had few listeners, but those who did listen told us we were wrong,
that the problems we were talking about didn't exist, and if they did exist they
weren't doing any real damage.

Let me cite an example that shows we were not wrong. For some years now
we have been saying American imports under Item 807 of the Tariff Code were
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illrectly causing a substantial loss of American Jobs. Item 807 is the provision
miider which American firms export components for assembly outside the U.S.
:Uid(1 then pay duty on the value added to the finished product when It is returned
to the U.S. for sale in U.S. stores. In 1967, using this device, $146.6 million of
goods were exported across U.S. borders. Subsequently, this $146.6 million was
,phip jd back to the U.S. as part of finished products with a value of $931.6 million.
]y W72, use of this device had grown so that the U.S. shipped out $681.6 million
of components and they came back in products worth $3.1 billion. America had
a reported increase in exports, all right, but a-$2 billion increase in imports.

J.;vei the U.S. Tariff Commission, which seems reluctant to concede that the
,meriean worker suffers any damage from imports, reported that the use of
Item '07 y U.S. firms had, by 1970, cost over 100,000 U.S. Jobs. This is only one
euomile. The losses in all segments of U.S. manufacturing-and parts of the
servire economy-have cost America many times more jobs.

We don't take any gratification in the fact that there is now wide recognition
tht the worsening trade situation we sought to alert the nation to does indeed
exist.

W, are concerned by ithe failure of the Administration to come to the realization
tlit the entire new set of facts and forces facing the nation demands a complete
chalngo in thinking. The recycled phrases, concepts and cliches of the Thirties and
D'rlhis are still muddying the discussion.

It is time to get the terms "free trade" and "protectionism" out of the debate.
They ito longer apply. For the U.S. government to talk and act as though the nation
lhv(-s in a world of free trade is to ignore the painful lessons of this world of
th, eventles. It just isn't so.

The U.S. has marched along the free trade route before, only to find out that
other titions are using a different road map. They are coancerned--and rightly
sn--with looking after their own Interests. If U.S. interest and their conflict,
there is no question and no hesitation for them about which comes first.

And it is time that the U.S. learned something from those nations which have
maiiiaged to come to grips with their own trade problems and have put the
jrhiu;ry interests of their own citizens first.

THE AME4dCAN WORKER'S MISSION IMPOSSIBLE

Instead of getting the- help needed to meet our problems, concerned Americans
are getting harassment.

America can cure its problems, the nation is told, if the American workers will
Just try harder and be satisfied with less pay and if the American businessman
will sell harder.

lut, at the same time, the game Is being rigged in favor of the overseas producer
and the multinational corporations.

Americans are told to seek jobs and help themselves. But their jobs are being
exlx)rted out from under them. A suffocating tide of imports is driving them out of
work. The loss of export markets is resulting In a further loss of employment.
American plants, technology and patents are being shipped overseas.

And the government does virtually nothing to help the Americans affected.
Americans are asked to improve productivity at home to keep labor costs down

and lImprove exports from the U.S. The U.S. worker is the most productive in the
world. Government figures show productivity shot up at an annual rate of 3.2
l,,rcent in the period from 1947 to 1971, against a 2.2 percent yearly gain in the
previous 28 years. A 1973 Tariff Commission report to Congress on the direct
in vetments of some UjS.-based multinationals In seven nations in relation to
overall U.S. productivity declares that "all firm data for the U.S. showed unit
la, or costs to be generally lower" than in five of the nations studied-the United
Kingdom, Belglum-Luxembourg, France. West Germany and Canada.

]Iut what affects the relationship of productivity, wage rates and unit labor
costs, Is the accelerating transfer abroad of U.S. technology. The effect of these
traiNfers, through direct sale, through licensing, through the shipment of entire
platits abroad, through patent agreements, and through the operation of U.S.
subsidiarles overseas, Is to transplant sophisticated American productivity
capability into other nations. The result: Foreign nations are able to use American
productivity not only to increase their own efficiency, but to compete more effec-
tively with U.S.-produced goods. Thus the U.S. Industrial base is not only eroded
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by these transfers, but erica's own technology and productivity are used
against it. Under these conditions, It's no wonder that the U.S. productivity lead
Is being undermined.

Americans also are asked to reduce trade barriers for expanded trade. But
other nations Increasingly raise barriers to Our goods, and U.S.-based multinA.
tionals, through their foreign affiliates, use these trade barriers to compete wih
domestic U.S. companies.

Americans are asked to understand that other nations have the right to curb
U.S. investment fit their country, to regulate the output of that investment and to
require U.S. firms which have located there to export from the host country. But,
if we or other Americans suggest that the U.S. should put a damper on imports
and provide some regulation for the outflow of capital, we are told this would
provoke retaliation and start a trade war. There's no logic in saying that what is
good for nearly every other nation In the world Is bad for the U.S.

Americans iy taxes to help develop new technology to support America's eco.
nomic strength. But American business Is shipping this technology abroad In
wholesale lots to foreign subsidiaries and foreign companies. Not long ago, the
AFL-CIO disclosed that the Thor-l)elta launch rocket and its entire inh-Wle
launch system is now in the process of being sold to the Japanese by McDonnell.
Douglas Corp., a multinational corporation.

The Thor-l)elta system is considered by space experts to be this nation's most
effective and reliable launch unit. The basic system was developed at taxpayer
expense and cost millions of dollars in research and development funds; it Iha$
been a positive factor in the nation's balance of payments through contracts with
other nations to provide them with satellite launch services. Now It is being sold
to the Japanese at a fraction Of its cost for the exclusive profit of McDonnell-
Douglas.

This is costing the U.S. the loss of a basic resource, while the Japanese are
getting a sophisticated piece of technology-which it did not develop on its own-
to add to its productive base. The sale of this technology means that the highly.
skilled American workers who built and operated this system are out of work,
with no assurance that further technology In this area will be develolpd.

in addition to Thor-Delta. much of the nation's military fighter aircraft. include.
lim the F-4 Ihautom and much of the commercial aircraft program are being
shipped abroad.

Since this is what's happening in our higher technology industries, what's
going to be left to provide the jobs the nation has been assured would be available
for those workers who have lost their jobs as a result of the export of lower
technology Industries?

Americans are paying more taxes to give tax breaks to U.S. firms to encourage
them to stay at home and export. But the multinationals can and do take advan-
tate of the tax breaks at home and still go abroad-and get further tax breaks for
going abroad.

Americans are being told that the foreign operations of I.S.-based multina.
tionals are creating Jobs at home. Citing various studies, the government and the
multinationals claim that th6 growth of employment among multinational con-
cerns rose more over recent years than did employment In the U.M. as a whole.
We're supposed to be persuaded by this that It Is the multinationals' foreign
operations which are responsible.

This Is statistical quackery.
I.S. multinationals are among the largest of America's corporations. They are

tm e largest employers, the largest defense contractors. largest government con-
trators. target manufacturers, largest financial Institutiona. as well as the major
exporters and importers of products, technology, money and jobs. It Is what hap-
pens in the American economy that affects their employment levels, not what hap-
wnR as a result of their foreign operations. Just to show how vulnerable their

statistics are, subtract their employment additions as a result of mergers and
acquisitions and their gains will be about the same or lower than U.S. employment'
gain for all corporations.

There is a massive campaign to brainwash the public on this Issue. Special
business interests, such as the National Association of Manufacturers and the
Chamber of Commerce and the American Importers Association are now posing
as champions of the consumer, claiming that Imports keep prices down. Restrict
Imports, and the consumer will have to pay more, they say. However, since 1062

I
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foreign imports have tripled. Since 1968, imports just of manufactured goods
bave mei up from $21 billion to $38 billion. But prices have gone through the roof.

Te NAM and the Chamber of Commerce also claim that if the U.S. raises
barrer4s to foreign goods, other nations will retaliate. Already, other nations
have ade a pretty regular business of putting up barriers to Imports to safe-
guard their own industries and Interests; they've been "retaliating" for years.

iesie are the same organizations, along with the government "free trade" ex-
perts, who have been telling the country that even though the nation's trade
pIosilion has been getting woise, it hasn't had a significant impact on jobs. When
the AFI,-C1O seeks data to substantiate this claim we are told that no precise
Information on the direct job loss from imports is available and that esti-
ma.ltes of the job impact of exports are clouded.

T,day, illports affect almost every manufacturing industry. These Imports
mvor atnd more are largely In goods which could be--and once were-produced
il uie U.S. The job losses are no longer the result of slight displacement, but of
de'l, pewnetration of our markets, with the wholesale elimination of entire in-
dust ries with no comparable job replacement.

Thi rapid expansion of manufactured imports in the Sixties and continuing
Into tie Seventies was particularly great In several areas In which the U.S. had
previously been the world leader: steel, autos, machinery, electrical products, in-
cluding TV, radios and telecommunications equipment. Imports of these products
joined with the continued rise of imports in other areas which had previously
suffered import problems, such as shoes, textiles, clothing, glass and leather goods.

Nint, out of ten radios sold In America are now made abroad; one out of four
cars; sevei out of 10 sweaters; 19 out of 20 motorcycles, one out of two nails and
staples, nine out of 10 baseball mitts. The roll call of decimated industries of high
a1(1 low technology from imports Is almost endless.

It is tinie the nation paid closer attention to what it is doing to itself. It Is
tine io look at where present policies are taking the country. America's problems
In the world economy are likely to get more difficult In the coming decade, par-
ticuarly if the forecast of serious shortages of energy and raw materials come
to pass.

If you want a sobering picture-of what could be America's future, go into a
community where the main or a major Job-supplying industry has been shipped
abroad, or overrun by imports. The jobs are gone; the payroll is gone; the tax
base is eroded. What are these communities left with? A loss of local purchasing
power, the loss of taxes to pay for the services that community once had and
still nieds. Other taxpayers must pick up the slack. Either that, or the community
must cut the services, and its standard of living goes down.

Ilow many more goods can this community buy from other communities when
its taxpayers must support the burden of higher service costs, the burden of
unemployed workers who once had a living wage but who must now live on un-
employment insurance or welfare because there aren't any more Jobs?

All of the above are added costs to America and must be shared by all. These
are very real growing consumer costs of our present foreign trade policies. You
won't find much consumer purchasing power in these communities once the in.
d&t rial base is gone, but every American must pay the costs of the destruction
left by the overrun industry or the moved-abroad firm.

The argument is made that America is losing only Its unsophisticated indus.
tries, such as shoes, textile and apparel. But those are badly needed industries
and mean jobs for millions of Americans. Further, the loss is in every industry,
even the most sophisticated, such as aerospace and computers, where we are sup-
posed to be dominant. It is most frightening when the Secretary of the Treasury,
Secntary of State and the Administration's Executive Director of International
Economic Policy agree before this Committee that our chief export five years from
ntw will be agricultural products. Are we regressing to the status of a develop-
ing nation?
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EXCERPTS FROM SUMMARY AND ANALYSIS OF II.R. 10710--TUE TRADE REF.oRK
Acr OF 1973

(Prepared by Senate Finance Committee Staff for the use of the Committee on
Financ--February 20,1974.)

INTRODUCTION

The Trade Reform Act of 1973, passed by the house of Representatives by I
vote of 272 to 140 on December 11, 1973, would delegate to the President greater
tariff and trade authorities than the Congress has ever deleg t d before to any
President. Under Article 1, Section 8 of the Constitution, the Congress has the
plenary constitutional authority to "lay and collect taxes, duties, imposts," etc,
and to "regulate trade with foreign nations." Since 1934 Congress has period.
(ally delegated specific and limited trade agreement authority to the President
for the purpose of negotiating reciprocal tariff and trade concessions with for.
eign nations. The last major delegation of authority to the President to negotiate
trade agreements was contained in the Trade Expansion Act of 1962.

Six long rounds of multinational negotiations have taken place in the post
World War II era. Without question, these negotiations have whittled down
tariff barriers to the point where, in most cowmioditips and for most countries,
tariffs are not considered to be the most significant form of protection. A com.
prison of tariff levels among major industrial countries is provided in
Appendix A.

Since the end of the Kennedy Round the term "nontariff barrier" has been
very much In vogue. A "nontariff barrier" or "distortion," as the more sophisti.
cated experts term it, literally refers to any trade barrier or trade distorting
device other than a tariff. Thus a quota would be a nontariff barrier (NTB). But
the term is so broad, it can be construed to include automobile emission stand.
yards, health and safety codes, licensing and distribution systems, Investment
restrictions, competitive bidding procedures and restrictions, diacriminator
taxes and a whole host of government or private actions which affect trade an..
investment. Each nation literally has thousands of practices which other nations
consider "nontariff barriers." A summary of major tariff and nontariff barriers
appears in Appendix B.

The Subcommittee on International Trade, following the lead of the full Com
mittee in the stillborn Trade Act of 1970, requested Mhe Tariff Commission to d&o
a complete study on nontariff barriers by sector. That study is now available. It
appears to be the most thorough study of its kind ever undertaken in this country,

The next round of multinational OA'TT negotiations are intended to attack
nontariff trade barriers. Unquestionably, this is an ambitious undertaking as tW
negotiations are bound to get into the domestic laws and regulations of majot
nations which bear little or no relation to International trade. Any law or rega.
lation which may affect trade (even though they might deal with an environ.
mental or health matter) could be an object for negotiation. Thus the House bill
grants authority to the President to modify U.S. laws and regulations as part
of any trade agreement, subject to a congressional veto procedure.

As of this date, there seems to be little consensus among the major trtdfnt
nations as to what the major nontarIff barriers are or how they should be neg.,
tiated. The OATT secretariat has completed an Inventory of nontariff barrier
based on each member country's submission of complaints against other members
There was an attempt to categorize the complaints into five broad areas-(1)
yovrnment participation In trade: (2) customs and administrative entry prece
dmitk: (3) standards; (4) specific limitations on trade: and (5) charges on
lmmport%. Ech category is so broad it covers a multitude of practices deemed to
be non-tariff barriers. Negotiating in sensitive areas will be slow and difficult

TIe European Community still seems preoccupied with internal problems and
(1170)
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hs lnt shown much enthusiasm for the GATT talks. The French have suggested
that tine traaue negotiations should await a satisfactory renegotiation of the IMF
rules, a twist on the U.S. position that a change in the monetary rules would be
int,,tmplete without a change In the trading rules. Thus, the negotiations may be
very slow In getting off the ground. Based on previous rounds, one can expect a
long leri d of Jockeying for positions In the inner councils of governments with
the critical tradeoffs coming in the last hours of the negotiations. There was an
original hope that the round may finish by 1075 but few feel this is still possible.

III tile two or more years that have transpired since the Trade Reform Act was
n14ceived by the-Executive and considered, amended, and passed by the House

,f Representatives, the world economy has suffered severe shocks. There have
ieen two official devaluations of the American dollar, a new International mone-
tary system (or nonsystem) of fluctuating exchange rates and an energy crisis
that threatens the economies of the western world as well as the political cohe-
.ion (if the major nations.

Trraditional trade problems have usually been associated with rising imports
and their effect on industries, firms and Jobs. Such "traditional" problems often
were caused by oversupply. Current trade problems are more typically due to
shortages-food and fiber, energy, metals and many others. We have moved into
an era of resource scarcity and accelerated inflation-an era in which producing
ti)untries are increasingly tempted to withhold supplies for economic or political
reasons. It's a totally new ball game, which was not envisaged in the planning
and conception of the Trade Reform Act.

STRUCTURAL CHANGES IN WORLD ECONOMY

The U.S. and world economies have passed through several phases since the
last large grant of trade negotiating authority was delegated to the Executive
in the rrade Expansion Act of 1062. During the early 1960's the U.8. economy
inovet from stagnation to respectable growth without significant inflation. Begin-
ning InI 195 a deep rooted inflationary trend developed which has not abated.
Indeed inflation in the United States has reached unprecedented proportions in
leacelime. Underlying this inflation have been the largest budget deficits since
World War II. The endemic Inflation led to extraordinary balance of trade and
layinents deficits betwen 1970 and 1972 which in turn created massive runs
againt the dollar. After the U.S. could no longer maintain a fixed parity between
the dollar and gold, the fixed exchange rate structure collapsed on August 15,
1971. Several dollar devaluations have occurred since that date. By making im-
lorts more expensive and exports relatively less expensive, the dollar devalua-
tions probably added significantly to the inflationary pressures in the economy,
crating shortages of raw materials and leading to the imposition of export con-
trols on those products for which we had the largest comparative advantage (e.g.
s ytatis). Unquestionably, the imposition of such controls complicates the U.S.
iegotiaiting position in the forthcoming round of trade negotiation& While the
last ret urns on the effects of the dollar devaluations are not yet in, there are some
signs that the U.S. trade performance is improving. In 1973, U.8. exports buoyed
iy large agricultural sales reached $70.8 billion while U.S. Imports (f.o.b.) were
.V.1 billion. Since the second quarter of 1973, the dollar has gained strength in
the foreign exchange market in relation to the yen, the deutche mark, the French
franc, and the British pound. It is now valued at close to the parities established
at tht, Sinithsonian agreement. A historical statistical overview of the U.S. trade
and Ibalance of payments performance is provided In another staff briefing
docuinient.

A.4 th U.S. economy underwent significant internal changes during the 1000's
and early 1970's, the U.S. economic position In the world economy declined vis-a-
vis W,estern Europe and Japan. The European Community. born In 1958 under
the Treaty of Rome, has become the world's most important trading bloc, with ex-
Iprts and imports exceeding $300 billion. The Community's share of world GNl),
world trade and world reserve assets has grown markedly since the 1900's and this
tre nd has accelerated in the 1970's. I

Jalimalt's growth on all fronts has even outstripped that of the European Com.
nnmity. Real growth in Japan grew at the phenomenal rate of 10.5 percent a year
for It, period of 1960 through 1972, as compared with 5.0 percent In Italy, 4.5
lrcent in West Germany, 4.1 percent in the U.S. and 2.7 percent in the United
Kingdoin. In almost every international economic indicator of growth, Jalmn
has been the leader. In terms of military or tax burden, however, Japan Is at the
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lbottom of the list. Yet the achilles heel of the Japanese economy-Its overwhelm
lng dependence on foreign oil-may rupture the record of remarkahlP growth of
the Japtinese econorily. Jnpawst, economic planners are now forecasting a real
'conoinic growth rate of only 2.5 ler(ent for the coming year.

Less developed countries as a whole have done fairly well in terms of PConomle
growth, and trade and balance of payments performance. Between 1960 and 1972
real economic growth in tihe "J~l)C's" averagedl over the 5 percent target met for
till' -. leae of development." By the( fall of 1973, these countries had accumulated

A40.I billion in International reserve assets compared to $10 billion in 190. Of
inmrse, tlse ovt, rll figures mask wide divergence in performance. Some so-

.ithd 1I1)("s-the Arab oil producing natIlons-are now in effect holding the
Western economiles at bay through selective Isoycvtts and massive price Incremses.
4 n1 of tMe most wrlous and challenging facts fandng the world is that at present
(Iainstlilltio)n levels, world imports of Iwtroleua will jump front $45 billion in 1973
ti :i.ut !I15 billion In 197.1, or by about $70 million. Oil exporting countries'
rm-e'imes will increase in 1974 to nearly $100 billion or three-nid-a-half times the

197)3 hvels. Other LI)C's sitting on other important mineral resources, may be
temetdl to form their own prodcuv.rs' cartel to seek a maximum-rate of return

tin their aelts. This bill does not deqal with the problem of raw material short.
ages. export embargoes and price gouging by producer cartels. Rather, It grants
l,lDCYs generall tariff conceslons" to improve their competitive position In manu.
factured goods.

INTERRELATIONRIIIPS: TRADE, AID, INVESTMENT, MILITARY

''liere Is n.large Ibody of opinion in this country, ns well nis abroad, that trade
I,,.,,ux cannot be divorced front monetary, energy, and investment issues wlieh
haive lWen considered by various subcommitte( of the Senate Committee on F.
nanic. For example, "nnllinnthlnal corporations" are the largest and most power.
fuil force In the international movement of goods, services, money, technology. In
short, they generate national wealth. Each nation sweks to ainximiie the advan.
Ages of having these corporations operate within its borders and minimize any
dislroations created by the shifts of capital, goods and technology or the alleged
olisadvantaxes of forIgn ownership and control. Such corlmrations are both
coveted and condemned according to whether they meet the goals and rising ex.
lpectationm of the multiple nations In which they operate.

National conflicts have occurred nnd are likely to continue to occur when the
multinational corporation satisfies the demands of one nation at the expense of

nitother, or when the national policies of the sovereign nations themselves are at
variance. For example, the United States forbids any of Its cltizens-Including
U.S. corporations operalina from a U.S. base or a foreign subsldiary-from trad.
Ing with certain nations, such as Cuba. We also have certain restrictios over
the exportation of technology which is considered Important for our national
security. A conflict will develop when a U.S. foreign subsidiary, which may be
jointly owned by a foreign person or state. has to stitsfy U.8. laws and forelg
laws when the laws themselves are in conflict, This Is but one of the many Isues
ral.i by multinational corporations operating lit a nation-state system. Thte
document does not pretend to describe the other complex Ismes arising out of
multinational corporations. That has been done In other documents published by
the Senate Finance Committee and Its subcommittems The salient point raised
by H.RL 10710 Is that the ground rules established as a remlt of a new multln*
tonal trade negotiation will determine how the players of the game will operate,
and that means jobs, money flows, balances of trade and payments et aL. for al
counties.
Trade flows cannot be realistically divorced from money flows and investment.

Nor can they be totally separated from military and aid burdens. Some would
suggest that the assymetry between economic and trade growth on the one hand.
and military and aid burdens on the other has been fundamentally responsible
for the persistent structural imbalance in the world's monetary and trading'
system. The "et government account deficit in the U.S. balance of payments
since 1950 has been $135 billion, about equal to the growth In foreign country

I 1.A. Senate Finaneo Committee, l.,'hcommittee on International Trade. "The Multi.
national Corporation and the World Ec amy", Washington, D.C., February 26, 19AL,
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i1tiozetary reserve assets over this period. 'Thus, trade reform, monetary reform
aind blirdtleI sharing of aid and defense costs are interrelated issues which nust
I* dailt with i n a coordinated and comprehensive manner. The Trade Reform
%cl is intended to give the Executive authority to negotiate structural changes

ill Ihe world trading system, which will be related to negotiated changes in the
inieriltilfal monetary system. Presumably, there is, or will be high-level
,Iht~iiiiI within the Administration on the coordination of trade, monetary aid,

ilvestita-t and military goals.

2. AurIIORITY WITH RESPECT TO NONTARIFF BARRIERS (SECTION 102)

torcral Authority.-Section 102 would authorize the President, during tile
five-ye.ir period beginning on the date of enactment of the bill, to negotiate
rtit, 1greenlents with other countries providing for the reduction or elimina-
tin ,f tiontariff barriers and otl'er distortions of international trade. The Presi-
(1hnt wouid be urged to achieve equivalent reductions in each product sector for
imiuniinictur d goods and within the agricultural sector as a whole. The Presi-
,ie %%mild lie required to report to the Congress on the extent to which the objec-
tive is at'lieVed.

.'o speeiflc limits would be placed upon the President's authority to negotiate
znwitiations in nontariff barriers and, in fact, no such barriers are delineated
.,nyslhere in the bill. It Is understood that, except in those areas where the Presi-
ikitt luu inherent international as well as domestic authority to negotiate and
iiii 1 etut-nt changes In nontariff barriers without legislation, any trade agree.
n,'Iits ti'gotiated under this section would be submitted to Congress along with
ally iipalementing proclamations and orders. What Is not clear i% preelsely which

lhtiged '.S. nontariff barriers would the President feel he has authority to change
wilimut submitting any agreement to Congress. Most alleged U.9. nontariff
Barriers are laws or regulations drawn to Implement congressional intent, lTndtr
0i. Nlil, the President could negotiate changes In these laws and regulations
uhjtvct to a congressional veto procedure deserilbe below.

Veto Procedure.-The President would be required to submit, not less than
90 thiys before the day on which he enters into any such trade agreement affect-
ing nontarliff barriers, notification to the Senate and House of Representatives
.f Itis intentin to enter into such an agreement. There Is no requirement in the
1111 (hnt the notice include a substantial description of the proposed agreement
hs elf. After he enters Into the agreement, the President would be required to
deliwvr to the Congress for appropriate referral, a copy of the agreement, a copy
of tie Implementing proclamations and orders with an explanaton of how they
would affect existing law, and a statement as to how the agreement serves the
iterests of the United States and why each implementing order is required to
c.irry out the agreement.

the agreement, along with any implementing orders, would enter into full
'" -t. with respect to U.S. domestic law as well as internationally, 90 days after

mission to Congress, m lesa within the 90 day period either House adopts
an affirmative vote of the majority of those present and voting, a resolution

Af dikapprovl with respect to the agreement. Sections 151 and 152 stipulate the
iir' 'edurnl rules according to which such resolution would be Introduced and
ilrtlt with In each House of Congress. The rules would be quite strict. If the
v.imitiittee to which the resolution had been referred has not reported It at the
end of 7 days, it could be discharged of the resolution or of any other resolution
which has been referred to the committee. There would also be strict limits on
dehpite and amendments to the resolution.

Tito' authority to negotiate and implement agreement. on nontariff barriers
wnuld be by far the greatest delegation of authority which the Congress has ever
maiol to any President in the trade area. Although the President did have the
iinthiority to negotiate agreements on Import restrictions other than duties under
setlon 201 of the Trade Expansion Act, it was never utilized. nor Intended to
ip utilized, to the extent contemplated under section 102 of the proposed bill.
I'nder this seetion. the President could negotiate agreements with respect to any
and rIll nonduty measures affecting trade. Such measures could Include. for exam-
tile f I I ASP: (2) marketing provisions: (8) standards codes: (4) wine gallon/
iirnnf gallon: (5) final list; (6) health and sanitary requirements; and (7)
eutoims classifications, etc.

30 220-74--pt. 4-10



APPENDIX IV

SOME RecENT TRADE TRENDS

In 1973 and 1974, (lie United States faces new problems as money and trae
shmaks continue to reverberate. The U.S. economy is now distorted from pat
Irade deteriorations. The sudden surge of farm and raw material exports and
inflows of added capital goods imlorts in 1972 and 1973 have compounded pad
iroblhms. The facts show the need for a new look at the needs of the U..
('(oIIomy so that the U.S. can seek an effective route to negotiations about where
it Is going.

Despite the shift in the trade lialance in 1973. the U.S. still failed to acheve
n surplus in exports of manufactured goods over imports, according to government
statistics. Imports of manufactured goods were $44.8 billion, while exports
were $44.7 billion. Trade deficits in certain categories of consumer goods cou-.
tiued as the U.S. imported more than it exported-$1.9 billion wore imports
than exports In consumer electronics products, $3.4 billion in textiles, clothing
and footwear, $3.8 billion in motor vehicles and parts, and $1.8 billion in steel
products, according to official Administration reports.

Moreover, there are growing trade problems in categories of goods where the
U.S. now Ias a trade surplus. For example, the Import of the products needed
to make An industrial nation grow-capital equipment--surged forward In
1972 and October 1973 stated that "the inflow of capital goods soared by one.
third (in 1972) to $6.7 billion, a substantial acceleration from the 10 percent
inerense reported in 1071. Imports of machinery grew 82%, as imports of agri.
cultural machinery, farm tractors and business q machines Increased. Aircraft
and parts almost doubled in value in 1072 and continued up in 197& Power
machinery and switch gear imports increased by over one third.

Thus, despite the talk of dollar devaluation's making "America more compete.
tive," despite trade restraints by Japan In 1973, and other national and inter.
national trade actions, the consumer goods industries are impacted, and the
capital equipment Industries are experlencing Increasing import penetration.
In fact, in 1978, according to the President's International ,conomfo Report,
"The only major category of Imports from Japan which continued to increase
rapidly was in capital goods."

Turning to exports In 1973, what America shipped abroad most rapidly was
what America needed. Food prices soared In 1073. Part of the reason for this
has been the fantastic rise of exports of farm products-up to a surplus of
$9.3 billion more exports than imports in 1973. The total value of U.S. farm
exports in the fiscal year ended June 30, 1972, was $8 billion. In June, 1974,
farm exports are expected to reach $20 billion-or 2A times as much, according
to the U.S. government experts.

The value of U.S. farm exports almost doubled in 1973 over 1972, according
to the President's lntcrnatlonal Economio Report-up 88% or twice as fast as
the 4.1% rise in nil exports. U.S. exports of non-farm crude niaterials--scrap
steel and logs in the lead-rose 40% In the one year alone.

In 1972.-.73, the U.S. exported 72.3% of its wheat production, 20.5% of feed
grains. 51.9% of oil seeks, 42.3% of cotton, and 61.0% of rice produced In
this country. No nation can afford not to recognize that Its own people must be
fed and housed and clothed and find Jobs In productive Industry-and that all
of these tasks are related. Thus American farmers who want foreign sales, also
want fertilizer that was inlhort supply. American industries, clamoring for more
governmentt help to export, wanted the non-farm crude materials needed for them
to produce.

'rb, President has the power to curb these exlrts, but lie has only applied
panlc controls and then sometimes taken them off In a panic reaction. It is not
power he needs, but a program.

America did not gain economic strength from Its increased trade and pay-
smnts showing In 1973. America was weakened at home as she sent her products
into the world like a developing nation in the theory books which ships primary
products in return for imports ever more sophisticated manufactures.

(1180)
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The trade deficit with Japan was reduced, but not just because of the dollar
,ir.d yen revaluation. The President's International Economio Report states:
Jaiiai Is by far the largest buyer of U.S. farm goods and raw commodities
ud ,y industry and these two categories accounted for nearly all the rie in our
reports to them."

Tradle with the European Economic Community shifted into surplus from the
deAfiit in 1)72. But again, farm products showed the sharpest increase-75% and

vo1U~tVd for about one-third of the increased sales.
For the developing countries, U.S. agricultural shipments rose by 97%,

3c0:motiig for a huge share of the improvement In these countries.
The U.S. is in greater deficit with Canada. However, as a result of the

twro govtrnments newly agreed-on statistics, Canada's surplus in trade was
reduced to $2.7 billion.

The new trade problems of the United States result from ever more comply.
cattd ehnges In the operations of the U.S. economy and the failure to link the
,iprmthims of this economy together. America's farmers and consumers and
Industries share the need for supplies to produce within this country so that
we van trade with other countries. Farmers who sell wheat need fertilizer and

,uipmietit in short supply; consumers who buy products need reasonable prices
;.td hidustry needs raw materials, crude materials and new machinery to pro.
duce-ns well as workforce whose skills are kept active through employment
and not deteriorated by unemployment. Until there is a new analysis of what
.Aneriea has and needs, negotiations with other nations will continue to con.
fhie the patterns of trade at home and abroad, contributing to inflation and
weakeiiing the United States. The need for a flexible mechanism to curb exports
(if nnterials In short supply, to regulate imports and to assure the production
l aw of this huge nation with Jobs for its citizens at decent wages t the only
lonssible solution.



APiEN'Ix V

ANA 8.ss OF 11.11. 10TI0

11.11. 10710. tIn rate Irt, form Act of 1973. is worse thtin no bill at all.
The tw pIrolhins of international trade are ignored in tile bill. Wihat is missing

it It the pjropo.tis is olre inmportant thon what is Included. These ideas are missing:
A positive new ,et ,if U.S. rules is needed for promoting the United States

interest tit home -o that this country can work iust effeclive agreement with other
romtrics- to benefit this country as well as others. The Congrems Is not asked
ii this 4l! to nake it at titter of Ulled States policy to assure tile growth of

all kinds of Industry in keeping with the skills and resources and needs of the
I'tilted Slates and its itilliczns it lolmt'. Instead, the congress s is asked to declare
Ilit trade Iarriers are wrong for the U.S., but that developing countries ii
tieveloled coitlt rl's sliould have assured access to thle U.S. market. Thus the
lIll pits the cart before the horse. A strong America cannot continue to exist In
at mlsdir'cted world. A mnechaisin is need for regulating itl)orts into the U.S.
and exports of raw materials and other products in short supply so that the U.
canll hazve a strong, varied economy.

lnwestment, tax technology and other policies are crucial to the economle
health of tithe United States in relation to every nation of tile world. Tile bill
dos not contain effective provisions lo reinoe tax breaks on overseas investauit,
to regnlnte the wholesale exodus of Ameriva's newest technology and production
nulls, and to coblant tile rising prices in the United States caused by trade and
iNvesteneti l problems.

('onsumer protection-and information are denied in this bill and conisunmer
interet.ls are Ignored.

Enlloyment of American workers at every skill level-the professional. the
skilled, the uniskilled and ithe Jo-seewkers--with job opportunities available for
t growing |alaor force should be promoted.

TI'll' Trade Reform Act (11.11. 10TI0) Is therefore merely a patchwork of power
for til President. at imaze of technical escapes for negotiators and technicIan.
What is needed Is a comprehensive modernization of U.S. laws and policies to
prolinte America's economy at h1o11e so that America can deal effectively In
ngot In t ions with nations abroad.

The following are some of the features of the bill: Tle authority Is designed
not only to regulate foreign tranIe and to achieve InternAtional political objectives
lint also to te foreign trade and International objectives to regulate the doinestic
eonomy. But it does not answer the problem now facing the United States in a
changing world. The bill has no clear direction even for trade policy. Its provi.
so4 can ninke America's deteriorating trade position even worse. The Presidn-
iatl power in II.R. 10710 can affect almost every part of the American system--

the Congress, the business community and the citizens of this nation.

THE BILL'S CONFLICTING AUTHORITY

The authority to change U.S. trade harriers up or down for different reasons
and for different time periods is granted in the bill. ''hus an American Iro-
dueer would be constantly in need of a team of specialists to make decision ou
IT.S. production.

The President would have five-year negotiating authority to make agreements
to raise or lower tariffs or leave them intact for many International purposes.
Tihe lill provides for advice from public or government departments, from tile
Tariff Commission and from Industry and public advisors. But the advice need not
be heeded by the President's negotiators. (Title I)

The President could raise tariffs to grant "import relief" from competition
temporarily, to meet "unfair competition," to retaliate for unjustifiable barriers
abroad, for balance qf payments reasons, for domestic inflation, to stop import
disruption, to carry out International agreements, and for other purposes. In
various provisions, the authority lasts for one year for 150 days, some has an
Indeterminate length, and some may be established for negotiating purpose&.
(Titles I, II, 11, IV and V) lie could remove tariffs for as many reasons.

(1182)
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'11,. l'wsident could set quotas for some of the above reasons, sometimes tem-
pir.arily, sometimes for an indeterminate period. Orderly marketing agreements
wit I, cther nations may be reached to regulate imports. But even such quotas-on
Iqa;i. lort-sent and future agreements-may be removed.

"1,. president could remove or reduce tariffs and quotas for balance of pay-
. ,Istv surpluss reasons, for domestic inflationary reasons and for carrying out

. ut! et. station" under international agreements (i.e. if a product has its duty
rai-w.I in order to relieve Injury to the U.S., the President may reduce tariffs
,iilt',iher U.S. import to "compensate" our trading partners). He may also
rel."It !Nte tariffs on individual products and put them In effect, after negoti-
:t iosws are completed (Title I).

'lTh 'resident could reduce tariffs to zero on most semi-manufactured and
ljtitnfat'tired products imported from developing countries. Only 27 countries are

m,.'ltIl froni this treatment.
Tihe President could reduce tariffs on lpports from Communist countries to

ii;ik twii'i equal with tariffs for products from other countries ("most-favored-
1t1,1i,,1" status), as long as there is the right of emigration from those countries.
s,me f',msiunlst countries could also receive "developing country" status. (Most-
fi -,,reol-i-ation status means that imports from a country charged the lowest
titriff are given to imports from other countries under agreements).

The Pre.idcnt could have "ew authority to remove U.S. non.tariff barriers
hr,,,jh hitCrn a tion al agreements during the 5-Vear period.

oaol The Congre&s mandates the President'to seek the end or harmonization of
n i-tariff barriers, both U.S. and foreign. There is no definition in the bill. Iron.
i.tlly oe non-tariff barrier, specifically provided foy in other sections of the
I,1l1. i a quota on U.S. imports. Most nations have quotas or licensing practices
f,,r imoirt, more effective than U.S. regulations.

i I, Authority is granted to the President to negotiate only removal of U.S.
",.wtintriff barriers." Many laws are non-tariff barriers. Some Important effects
w ,eld be on product standards, labeling, consumer protection laws and the
iii;rkiiig of foreign origin law. For example, the law now requires the marking or
Idf.eti.tlcution "Made in Japan, Mexico, England" or other country somewhere on
Me itijorted product. Consumer Information would be even less available than
it i4 now. because even the minimal requirement now in law to state where a
ir-4it't is made could be removed. Products with American brand names could
Ise niale totally behind the Iron Curtain or in Brazil or Mexico or Japan or Korea,
anilho American consumer would lose even the right to know where it is made.
TI' piriduct would be sold as an American product at American prices.

14. 'I'le Congress would have 90 days notice and 90 days to veto agreements
whii.h effect non-tariff barriers the negotiators might change in international
ngro!ennts. The President decides whether the agreement needs to be submitted
too ',,ogress. In effect, U.S. laws on standards, taxes, consumer protection, health
;,w' .afeiy, environmental standards and other domestic protections are in
je,'arly. This authority appears to begin the date the bill becomes law. Each
lPri-kvilwttini agreement could require action by the Congress to preserve some
law that has already been enacted for the benefit of the citizens of the United
fttv,". If Congress does not act in 90 days, the agreement becomes law.

hit,.h of the authority specified In the above paragraphs already exists in
international agreements or In domestic law. The basic changes from prior laws
Are the provisions for Presidential discretion almost without limit, the right to

h'. ,,1i:tae changes and impose them almost at will, and the authority to act
"1ifltit sufficient Congressional or public consideration to Impose decisions
re ,,.ad abroad in secret---some of it not clearly subject even to a Congressional
*,:,,. Thtus the authority is broad and conflicting.

INJURY TO U.S. KMPLOYMXNT AND PRODUCTION COULD INCRMA8

bijury to U.S. industry and employment could be increased under the Trade
ef,,rin Act of 1973. The fact of past, present and future injury is lost In a maze

of l|rovislons emphasizing why the injury occurred, temporary and long-range
foreign. political and economic issues, and temporary domestic economic coudi-
tiank. V.S. and foreign-based multinational firms and transfers of technology in
It chiatred trading world are ignored. Action to prevent injury or to repair past
In."twry i.; neither required nor emphasized. Even "relief" from Injury Is temporary,
s-toljct to removal without a hearing, and not related to the need of the U.S.
ecloiny for a strong, productive, diversified base.
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(1) "Relief" from injury caused by "competition" is discretionary and tee.
porary under the new "escape clatuie" section of the bill. The Tariff Commissli
lass wide discretion to determine whether imports have caused injury. The Tarif
('oinission is directed to inform other agencies If anti-diinping and couniter.
ailing duly laws would apply. If injury Is found by the Tariff Commission tLe
President has complete (iscretion. whether to grant temporary "relief." The Prft.
dent may remove this "relief."

''he steps for such "relief" are steeper than in present law.
(a) Tihe te ts of injury front Imports have been changed. The causal relation .

ship between imports and Injury is slightly less strict, but test for the actual
injury is stricter. Thus the increase In imports need not be caused by a targ
(oncesslon, nor must Imports be the "major" cause of injury, but only a "substan.
tial" cause. That means not less than any other cause. Rapid changes In the
world scene, such as the energy crisis, inake this provision almost prohibitivela
flIding injury. A new test requires that unemployment be "significant," ad
"sign'flcaut" number of firms must suffer economic problems In some injury
findings.

Several other factors for consideration have been added, which could be used
to explain Tariff Commission findings for or against injury. But there is no deWl.
tion of U.S. industry. There is no requirement to separate out the"J.S. production
from foreign production of a U.S. firm. Thus U.S. multinational firms can cMn
inite to go abroad behind foreign barriers and join foreign exporters to sen

goods into the U.S. (The Tariff Commission report showed market penetration
of 27% in the American radio and TV Industry after U.S. radios were virtually
nonexistent.) -The U.S. production and employment may no longer exist, but
"U.S." industry will not necessarily be considered injured under the tests of the
Trade Reform Act.

(b) If injury is fount! there is no mandate to act to give help to industry. The
President must decide whether adjustment assistance should be made available.
The President may raise tariffs, put on tariff quotas, establish quotas, or negotiate
orderly marketing agreements in that order. The Congress can veto his action
If lie establishes quotas or negotiates orderly marketing agreements. Items 80"0
and 807 may be suspended. If he does act, the law states that the "relief" should
he phase, out in five years. It may be removed. These provisions are unrealistic.
For example. orderly marketing agreements have taken more than five years to
negotiate. Without clear authority and mandate for the U.S. to act, other nation
would not want to negotiate or agree to U.S. action.

The repeal of items ,86.30 and 807 was requested in 1007 by AFrr-CIO because
their use exported jobs, especially to the lowest wage countries, added to Importk
and helped transfer huge parts of whole Industries (consumer electronics po
diction for example) out of the U.S. Under these provisions U.S. tariffs are not
charged on U.H. parts of a product which have been exported for assembly or
processing. This means preferential tariffs for imports with U.S. parts. Thes
tariff items have lubricated the expansion of the multinational firm by adding
special advantage for foreign operations. The temporary repeal of these items is
too little and too late for billions of dollars of lost U.S. production and hundreds
of thousands of jobs. Between 1967 and 1972 imports under these items rose mort
than $2 billion while exports rose about $400 million. The first ten months of
1973 showed a 55% Increase over the like period in the y ear before.

The operations of the world's largest firms (either IT.S.-based or fore]gn.-b :e)
are not considered unfair competition for U.S. production and employment In the
bill. Foreign state monpolies can "compete" with U.S. industry from abroad.

(2) Unfair Competition. The bill gives the President wider discretion to M.
talinte against unjustifiable foreign trade barriers than Isi nov available In
Section 2i2 of the Trade Expansion Act. but the provisions make action unlikely.

T.S. firms with plants abroad do not want their foreign subsidlnrles, partners
licensees to press for removal of foreign barriers to U.S. products. Nor do they
want the UY.S. to raise barriers to exports from abroad to the ITnited Stafe.
Neither is necessarily beneficial to the corporate Interest. While the President
would clearly have some authority to act against foreign barriers by raiink
lV.H. barriers, past performance shows that such provisions are seldom uwmi
Since the . as. has seldom retaliated and since the Administration wants the
law to make the action discretionary, there Is no reason to expect such a reqlW*
meant to be Implemented.

Current provisions on other unfair trade practice.s--dumptng, relief agalitt
subsidized imports, unfair trade restrictions-are changed in the bill. But tl*
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results could be even more unfair and confusing than current practice, which
iugely ignores the existing provisions In law. For example, the President's
ues .1ge on United States Foreign Policy for the 19709 (May 3, 1973) stated,
vvitliout evidence. "Enforcement of anti-dumping and countervailing duty laws.
which protect American workers and industry from injury due to unfair
import competition- has improved markedly." There has been much investiga-
tioll. bit little action. The bill's provisions would probably have the same re-
gult, 1'.I. producers and workers do not have a guarantee of redress even against
unfair competition under this bill.

Atiduniping provisions of current law are amended in the new bill. Dump-
iog is the sale of foreign product to the U.S. at price below the price in the
\Ilxorting country and Injury to domestic Industry there from. The bill's amend.

(1) Limit the time for processing dumping cases, provide for public hearings.
and reduce some dumping assessments. The time for cases can be extended to
nine uonths-long enough to destroy an industry. The right to hearings is auto-
niatic only for foreign exporters and U.S. importers. Under present law, worker
groups have participated in antidumping cases. Under the new bill, even their
right to hearings is not automatic. Thus neither U.S. workers nor U.S. pro-
dutirs will have an automatic right even to present their case at hearings.

(2) Reduce the antidumping duty (difference between the foreign exporters'
price and the price at which the product is sold to the U.S. Importer) in some
cases. Thus the provisions appear to make tiny steps forward, but actually
would be even more discriminatory against U.S. production. Antidumping
action ihas not often prevailed against foreign and U.S.-based multinational
firnis. which do not want to admit that their foreign operations can add to the
destruction of U.S. industries. The imposition of dumping duties is a minimal
action for such serious erosions of U.S. production. Too Ittle is often too late.
Thus foreign producers.(U.S." or others) can continue to dump from every nation
of tie world without speedy action. With countries trying to export to the
I.-S. to make up for rising world oil prices, this provision jeopardizes the entire
t'.S. economy.

Countervailing duties, seldom enforced now, would be even more difficult to
obtain under the new bill. The countervailing duty concept is designed to meet
unfair competition from imports which have been subsidized abroad. A counter.
falling duty is an added charge on an imported product which equals the
amount of a foreign subsidy. Under current law the Secretary of Treasury must
trot on a countervailing duty automatically whenever a finding of a "foreign
bounty or grant" is made. This provision was enforced only 13 times between
1967 and 1073.

The biII would (1) set a one-year time limit for Investigation and decision
and (2) would make duty-free imports subject to such a duty. But It removes the
requirement for automatic action, requires a finding of Injury to U.S. Industry,
and gives the Secretary of Treasury discretion whether or not to apply the
duty. Thus the unfair subsidies of imports into the U.S. can continue without
U.S. government action. The effect on other trade negotiations-not the effect
on the U.S.--beeomes the test for action. The policy of the U.S. government
would become: foreign subsidies of exports to the U.S. are all right; we are
only going to take action If an industry can prove injury and it the foreign
Zovermnnents would not be made unhappy In world negotiations. This encourages
U.S. production abroad and further destruction of U.S. Industry from foreign
Imports. A U.S.-based multinational opposes countervaLing duties on imports
from its foreign plants. American importers do not want countervailing duties.
iorelgn exporters do not want countervailing duties. Therefore, the mere right of
acting is unlikely to result in effective relief.

Tie only protection that is clear In H.R. 10710 Is the protection of U.S. patents
Against infringement from imports.

NEW TYPES Or AUTHORITY

Tith I of the bill grants the President new authorities to take action for lal-
ance of payments, domestic inflation and other reasons. The Congress has power
in tho Vonstitution to regulate interstate and foreign commerce and to pa"s laws
milcerning changes in tariffs, etc. But this section of the bill would make much of
this pmwer subject to Presidential discretion and International decisions.

One example is the authority to Impose new tariffs or take them off without
going to the Congress for 150 days. Another Is the authority to change tariffs to
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"compensate" forelgn-nations for their claims of trade losses from higher tj.&
harriers to trade without Congressional actions.

Such arbitrary powers are largely related to economic theory that has go
relevance to modern problems. For example, the authority to remove tariffs (or
to expand imports of products formerly under quota restraints) to reduef
domestic inflation Ignores the experience of recent years In American domestic
production and markets. Prices for U.S. lumber, scrap steel, and hides have sky.
rocketed-not because if import restrictions, but because of additional export&
'Tliese raw material prices have made It impossible for some of American producer
ot furniture and steel products and shoes to stay in business. But the bill would
grant the authority to increase Imports of finished products made from these raw
materials. Thus hides would continue to go out of the country and no barriers to
imports of shoes would be applied. But hide prices are higher at home and revalul.
lions makes imports more expensive. Shoe prices rose more rapidly than the
overall cost of living during the 1960s, despite rising Imports. Hide prices shot
upward. U.S. shoe producers face not only competition from Increases of ohoe
Imports. but also higher costs for hides to make shoes at home.

'TIhe result Is higher costs for producers and higher costs for consumers in the
t.S.-more inflation. This effect Is now felt In other industries as import price
nnd domestic prices rise. But this provision maintains the fiction that imports -
strain price Increases.

T•l' authority to take temporary actions could therefore continue to disrupt and
hurt IT.8. production and worsen the condition of the U.S. economy. But the 0*
gress and the public would have little knowledge of when or why such actlow
would lie taken.

Title I also pi-ovldes for an authorization of special funds to pay the expenses
of the (ATT and directs the President to renegotiate the GATT. Congress boo
nPrver granted specal authorizations for GAT' expenditures. The bill recognmes
that GATT rules are outdated but also commits the U.S. to the current GATT
rules (Title 11). The President Is directed to negotiate International fair labor
standards with no criteria or protection for U.S. standards. (Title I)

TRADIC WITH COMMUNIST COUNTnIE8

The bill authorizes the President to change most-favored-nation status and to
make commercial agreements with Communist countries If they grant emigration
rights to their citizens.

(a) Most-favored-nation treatment (extending to imports from a country the
lowest tariff rates that have been negotiated with other countries) could be
granted to Communist countries which do not now receive It. The bill gives the
President authority to negotiate bilateral 3-year commercial agreements with
Communist countries. Safeguards are to be Included In these agreement& The
President may act to remove the mfn treatment at any time either by product
or ioy country for the Communist or non-Communist countries under other pro*
s ions of this bill.

This provision would lower tariff on imports from countries with slave labor
camps, countries which do not provide the right of workers to have unions, couw
I rics which have completely different systems of production and pricing from
that of the United States. Thus a massive rise of imports from these countries
chuhl lie expected.

The equal treatment for tariffs from these countries will not mean equal treat-
ment for U.S. producers or for U.S. trading partners, because these countries do
not engage in "business as usual," normal commercial trade relations.

(b) There is a market disruption provision In this section of the bill which
does not require any action, but allows the President to Impose special quotas on
Imports from these countries if the U.S, market Is disrupted and material injury
to V.S. industry is found.

(c) Commercial agreements with countries that will use the trade for political,
military and other purposes, controlled by state monopoly do not make sense.

(d) U.S. firms, which have already shipped some of the newest U.S. technolo
to these countries, will be encouraged to transfer even faster out of the U.S. In
these cases, the transfers are to countries who use trade for political purposes
and whose koaIs are against the objectives of the United States. Thus, the newest
technology will be available, often from U.S. firms. to produce goods with cheaA
oppressed labor, behind state-controlled walls, with special rights into the United
States markets for their exports.
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At iore.-ent, the U.S. has more imports than exports in its trade with many parts
of the world. The largest surplus of U.S. exports with any areas last year was
$1.9 billion with the Communist countries. The exports are largely financed with
U.S. credlits. But the subsidized exports and transfers of U.S. technology with
s1pcIal e.ntry rights will make that surplus vanish too.

(e) l'references (zero tariffs for 10 years) could be available to some Eastern
F:urolwau countries as developing countriom if the President so decided. The
ppres. l labor of any Communist country could be used by U.S. firms who locate

there or by foreign state-controlled industry to ship duty free to the U.S.

GENERALIZED SYSTEM OF PREFERENCES

For d, veloping countries, the bill authorizes the President to give special bene-
fits (zero tariffs) for imports from these countries to markets of the U.S. There
are some restrictions on this authority. The bill allows the President to grant
ten-year zero tariffs on most manufactured and semi-manufactured imported
products from whatever developing countries the President chooses, except for
27 count ries listed in the bill.

These special provisions imply that such countries have not had access to U.S.
markets and that they are all needy. But the U.S. has had more imports than
exports from some of these countries already. Future privileges would further
distort our economy. Imports have risen rapidly. According to a World Bank
puiblicat ion, "Brazil is exporting clocks to Switzerland, refrigerators to the United
States. furniture to Scandinavia, fashion garments to Italy, testing and measuring
instnuments to Germany and photoelectric cells to the Netherlands. Iran's exports
consist not only of traditional goods such as textiles and footwear, but also sheet
glass, tr cks and buses. In 1969. intermediate and capital goods accounted for
10 per cent of Iran's exports and a major export program in machine tools and
heavy equipment is planned." (Prospeets foi Partnerhip, pp. 11-12)

The "poor" countries are not all the same. Nor have rapidly growing economies'
and rising exports solved their problems. But the economic development and social
well-being in these countries are not healthy. They have not necessarily Improved
their economic and social health despite the end of production of U.S. musical
Instruments, shoes, TV sets, radios, and auto parts in cities and towns across
America.

The real beneficiaries of such special rights are often U.S.-based (or foreign-
t'axed) multinational firms, who are required to produce in some developing
countries in order to sell there. Some developing countries also require the
companies to export and subsidize these exports. The bill's special provisions for
zero tariffs on imports into U.S. market would merely encourage more unfair
disruption of more U.S. industry and further runaway plants from poor and rich
countries.

Items 806.30 and 807 prove that preferential entry coupled with governmental
help can force Imports into and production out of the U.S. at a rapid rate. Now
that such countries have attracted many U.S..based firms whose expansion was
lubricated by preferences, the whole product Is made in those countries, and
Itemq 806.30 and 807 are not needed.

The President's International Economic Report, March 1973, page 38, shows
that preferences are expected to continue the export of U.S. production and Jobs
behind foreign barriers to send goods into the U.S. market: "Our exports will face
higher Import barriers than goods coming from participating countries. Moreover,
mther than export goods from their U.S. plants our manufacturers may be forced
to 'uild plants abroad behind the higher barriers, in order to remain competitive
In tho e markets." In september 19h, the U.S. negotiated at Tokyo an agreement
to allow all developing countries to maintain their barriers, and Increase them
while developed countries reduced their barriers through negotiations.

Rinee the fall of 1973, it has become clear that some developing countries have
tuted selective boycotts and mnasslve price Increases in the oil embargo. Others have
minerals and other resources which they may embargo. The bill does not recognize
these changes or the rapid industrial growth of many so-called developing coun-
trles. It merely seeks to Improve their competitive position In the U.S. market for
manufactured goods.
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TIlE ADMINISTRATION's ADUSTMENT ASSISTANCE PROPOSALS
The Administration's Trade Reform Act contains so-called "adjustment assist.

ance" provisions to the present inadequate programs designed to aid workers who
los, their Jobs because ofimport competition.

The present program was established in the Trade Expansion Act of 1962. The
Idea of adjustment assistance was proposed by organized labor in 1954. The pro.
grain was designed and viewed by its supporters as a stop-gap program for small
groups of workers adversely affected by imports. It was not meant for use against
the critical onslaught of imports the nation is now undergoing.

Adjustment assistance is at best burial insurance. What the AFL-CIO seeks Is
restoration of a diversified Industrial society that provides jobs, not Jobless pay.

The AFI1,-CIO conditioned its support for the Trade Expansion Act on the prom.
Ise that adjustment assistance would be made to those adversely effected by Ia.
Ix)rts. That promise was not kept.

II.R. 10710 includes so-called "adjustment assistance" provisions. These are too
little too ite. rhe record shows that adjustment assistance cannot solve modern
trade problenhs.

Be-tween 1,M2 ahd 1969, not one worker received adjustment assistance under
tie Act. Since that date. a total of 90 petitions have resulted In adjustment assist.
aince for 44.139 workers. Between 1962 and 1973, millions of Americans lost their
jobs from a rise in imports of manufactured products and parts of products at an
accelerating rate. In 1962 manufactured imports were $7.6 billion and in 1973 they
reached $44.8 billion. Total U.S. outlays for adjustment assistance have been $63.3
million.

The industries in which adjustment assistance has been received have been
industries where the impact of imports has often been denied as a serious problem
for the United States: shoes and leather products-where no U.S. action has been
taken to stem imports; electrical equipment, where only a series of misguided
attempts to look at dumping, countervailing duties, and other programs have been
us. and textile products. Three fourths of the total spending has been In New
Enuland. the Middle Atlantic and Past North Central States.

The BRS record shows that more workers have been denied adjustment as-
.-istance than have received it. Thu 49..V4 workers got nothing-not even a
short-term dole when they petitioned for help.

For industry, the adjustment assistance record has been one of similar fail-
iires. The ontlas for firms has already reached 381 million for sheet glass, foot-
wear. barber chinrs, textllps and apparel. industrial electronics, pianos, con.
suner electronics and stainless steel flatware--industries with need for import
restraints.

The Trade 11eform Act merely patches un some technicalities and adds some
morp hurdles for receipt. of adjustment assistance. There will not be any better
performance from the new promises than in the past. Tn a changed world, the
criel hoax of yesterday -will merely be nernetuated if H.R. 10710 becomes law.

Tnder Section 221 of the bill. the Tariff Commission would no longer be
directly involved in adjustment assistance, and the Secrethry of Labor would
tie the determining officer for these cases.

The, Secretary of r1 nhor would have to make three flndinrs: (1) a "significant
iinloer or proportion of workers" is unemrloved or threatened with unemploy-
wnent. (2) sales or production or both of the firm has decreased absolutely and
. that inorts have contribMted Importantly to both the unemployment and

tho, decline in sales or production.
Tb Trade Exnansion Act required that the injury be linked to a trade con-

cession and that increased imports had to be the major cause of the Injury.
Tbnq the cansal sten is changed. but there are far stricter rules In terms of
flip' ininact-twn tets instead of one. And the Injury test is stricter. U1nemploy-
Ineot nuqt be similflcant and Imnorts must have caused both the unemployment
und the decline in sales or production---or no benefits could follow.

(1188)
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section 224 of the bill requires the Tariff Commission to notify the Secretary
,of l ator wherever there is an industry section under the "import relief" see-
tio, of the bill. The Secretary of Labor must then study the employment condi.
ti,.iis of the industry and the possibilities of adjustment assistance. He must
reli,,rt to the President within 15 days of the time the Tariff Commission re-
l.,srts on the import relief findings.

The Secretary of Commerce has similar provisions for adjustment assistance
t,, firms. The Secretary of Commerce, not the Tariff Commission, would make
on-, determination and the test of cause that imports "contributed importantly"
to tlhe injury.

Tihus adjustment assistance becomes a more complicated problem, with less
r.l ect of usefulness under H.R. 10710. If there is an industry petition, the

resiilts of a positive finding would be almost nothing at all: Under current
law. the President may give relief as he thinks It appropriate, or he may do
,iomiing at all. Under H.R. 10710, the President must decide whether adjustment
as.istanee is a possibility or he may do nothing at all, or he may provide relief
ii the following order: (1) tariff increases; (2) tariff-rate quotas; (3) quotas;
1i orderly marketing agreements. The quotas and orderly marketing agree-
ini.t decisions would-be subject to Congressional veto.

For worker petitions, if industry is determined, the benefits merely change
-i.z follows: Under current law, cash benefits equal to 65% of average weekly
wa ,es up to 65% of average weekly manufacturing wages for 52 weeks (with
a f,.w additional time provisions for older workers and training). Under H.R.
I71O. cash benefits would equal 70% of the average weekly wage for the first

2; weeks, but 65% of his average weekly wage after that as under present law.
'ie' maximum for any week would be 100%o of the average U.S. weekly manu-
fm.t Nring wage. Thus the maximum that a worker could collect-In a year Is
,tiziiated to be at $170 per week for 52 weeks in 1974-$8,840. How many

.mericans want to give up their jobs for $8,840 and a lifetime of unemploy.
Inlint?

In the year 1974, the proposal for adjustment assistance for workers Is just
oie i more false promise from those who have already done Injury to the well-
lisi g of American workers, consumers or taxpayers.

IIJ tle year 1974, the proposal for adjustment assistance for firms is Just one
ii,, re give-away to American business.
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APPENDIX VII

RETALIATION AND TIlE RIoHT OF AMERWcA To SELF-INTEREST

Fear slogans like "retaliation" and "trade war" are scare symbols when
applied to the U.S. These slogans represent the claim that higher trade barriers
night be raised by other nations If the U.S. takes legislative action in its own
interest. Factually, other nations have been putting up new trade and investment
barriers constantly to assure their own well being. They have been "retaliating"
against the U.S. and others for years, and have erected many more such barriers
than the United States. Furthermore, our government expects these barriers to
continue to go up-with or without legislation.

The Arab embargo, the actions of Europeans and Japanese countries, the switt
moves to assure self-interest of all other nations should have taught Americ
that trade changes are a fact of life for other countries. The U.S. fails to act
at home in its own Interests.

Since these are recognized facts, it is time to stop the scare talk aimed at de-
terring the United States Congress from its right to pass laws in the Interests of
the people of this country. This is a constitutional obligation. The U.S. recognizes
that other sovereign nations have rights and are exercising them. The U.S. has
the same rights-free of scare slogans.

The U.S. faces very real trade barriers today-end tomorrow. No clear, detailed
documented references are available to the Congress to illustrate the relation.
ships of the trade, investment and other barriers to U.S. exports by foreign
countries or their spurs to export to the U.S. Most of the detailed information
is considered "foreign policy confidential" or "business confidential." What is
available to labor uniolis is from published government documents, the state-
nients by businessmen and the press. But even the available evidence shows that
the threat of retaliation is a scare word.

Everyone knows that the U.S. is now confronted by complex governmental
economic arrangements in other countries to spur exports (direct and indirect
subsidies, etc.) and to bar or hold down imports (direct or indirect barriers).
The examples usually given are Japanese quotas, licenses in European countries
to import specific products and laws in many nations which require foreign
subsidiaries to produce a certain amount of goods for exports, as in Mexico,
Brazil and Spain. These countries also have controls on capital flows and tech.
nology flows-either by law or practice.

The Internat(onal Rconomfc Report of the President, February, 1974, states
generally that "import barriers in virtually every other developed country are
highest and most restrictive in many of those very products where our greatest
competitive advantage lies. Moreover, these restrictive devices often take
the form of quantitative restraints and other measures that effectively shelter
foreign industries from the Impact of currency adjustments (pp. 40-41). The
report recognizes that "some developed countries impose restrictions long before
Imports reach so large a share of consumption" (page 41).

As for developing countries, the President's 1973 report stated, "Our exportsq
will face higher import barriers than goods coming from (developing) countries."

Moreover, rather than export good.q from their U.S. plants. "our manufacturers
may be forced to build plants abroad. behind the higher barriers, In order to
remain cnmletitive In these markets," the 1973 report said, (page 38).

Thus the expectation of trade war Is not realistic. The expectation of con-
tinued discrimination against the U.S. economy-if that Is the Issue-is ac-
cepted by 17.H. government spokesmen. Even when the Arabs acted, tle Eur,-
peans acted. Japan acted. the IT.S. did not retaliate. The surrendered In the trade
war without firing a single shot.

How does foreign "retaliation" wnrk? That's the real question. Vame talks
about quotas and licenses and retaliation really doesn't mean much. What are
the ru rrent actions ?

The European Economic Community. for example, is a barrier in Itself, and
It Is vnoing to be a larger barrier. The European Economie Community. the Com-
mon Market. is not a United Stite of Europe as most Americans believe. It Is
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a group of nine nations, with their own national governments, policies and prac-
tIik,s :tl their own special relationships with third countries. Around and above
tid nite nations are a common outer tariff wall, a common agricultural policy for
farm jirices and growing common policies on products standards and Internal
Itxv.. Thie BBC also has a set of special trade arrangements with a growing
iiijuilivr of other European and non-European countries-which exclude the United

t:att. The Europeans have not compensated the U.S. for these actions as GATT
rvefires. Timere is no need for "retaliation." It is a fact of life that foreign bar-
riers :ire going to continue to rise, according to the U.S. government.

.t European Community Information Service press release stated on March 28,
1973, -The European Community Is not yet, in the strict sense, the common mar-
-et which its popular name suggests. There are still some technical barriers to

trade between the member states." That is a mild comment for a complex maze
of larriers.

Ad the Wall Street Journal reports how the EEC reacts as a whole: "We're
taking about all the Japanese imports we can," says an official of the European
coil2ninies Commission in Brussels." But the report goes on to report that
"Francx and Italy" two of the Common Market countries "have imposed quotas
o, sonie Japanese goods." More recently, nation after nation has made specific
arrangements or long-range plans with other countries.

Still another publication, Oommon Market Reports, Euromarket New#, of April
25, 1973, adds that three other Common Market countries, the Benelux countries-
Belgium, the Netherlands and Luxembourg-have ordered controls on imports of
JaiInese products in the field of home electronics. "In announcing the Joint
Benelux move, the Dutch economics ministry In the Hague confirmed that pro-
tection of domestic Industry was the purpose." Now, the story continues, the gov.
ernments are talking with the Japanese government. Meanwhile, they have acted,
quite Haturally in their own interest. There was no screaming of retaliation or
trade war.

The way they have acted Is to stop the "Indiscrimlnate1Tsue of import
licenses." The U.S. has tariffs and quotas, but licensing of imports--a common
ljractice in many countries of the world-is not even an Issue in the U.S. because
it is not generally known to the public.

Nor did the public know that Ohrysler-Mitsublshi was producing the Dodge
Colt in Japan in 1970 for the U.S. market, yet most U.S. cars still cannot easily
surmount the maze of barriers into Japan. Japanese and U.S. brand cars can move
into the U.S. The list could go on Indefinitely but in 1978, the issue was still not
solved. U.S. company after company met barriers to trade with Japan by finding
a Japanese partner, a Japanese licensee or some other Japanese source to produce
in Japn-behind the trade barriers. Meanwhile it claimed publicly that U.S.
labor costs were too high, forcing the transfer of U.S. production and jobs
abroad. The route to Japan is often virtually closed even in 1978. Quotas still
exist for many products, including some computers and leather. But the route to
(lie U.S. is still open. Where were the cries in the U.S. for retaliation?

In Europe, a business magazine Vision reported in April 1971 that "The major
reason for manufacturing In Europe Is that European governments prefer to place
orders with a local U.S. subsidiary rather than going in for straight imports."

Country after country has non-tariff barriers to trade within the Common Mar-
ket. Yet, U.S. companies which adjusted to the preferences forced upon them by
European governments screamed "trade war" in full page newspaper ads when
Congress tried to act in the U.S. interest in a 1970 trade bill.

Recent reports show that the situation has grown worse in many areas. In the
so-called non-industrial countries like Spain, Brazil and Mexico, the law requires
product ion in those countries for local sales and requires exports frbm these coun-
tries by foreign Investors who produce therm. In December, 1972, the Neo York
Times reported that auto manufacturers were required to have "only 50% of
their production with Spanish-made components provided that the original invest-
ment is more than $158 million of fixed assets and two-thirds of the production is
exported." In April, 1973 the Journal of Oommerce reported that Ford, Chrysler
and possibly GM will make cars In Spain for the European market. The Ford
project in Spain has been characterized as one of the biggest Industrial invest-
nhents ever made in that country. Reports have said the plant will turn out small,

economical Ford cars; it will have a capacity of 250,000 cars a year, two-thirds
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of w vhh will li eXported. according to an article In The New 1trk Times. The
article sald stills high proliortion of exlorts Is a condition required by tile (C In.
ish i U'overninent for preferential treatment." There Is no mention of whether or
not these exports wlll hieoine imports of small cars to the U.S. Why isn't Someone
in the '.K. crying fr retaliation?

Plht Mexican government nnnouncel In October. 1972 that foreign investors
would still be4 required to fit their investments into the Mexican government's
national ilicy. For example, i'reshdeut Eclheverriai on Octoibr 23, 1972, Issued an
1illttt1011(lit'llent oil iinloiuioliiles making it. the "obligation of automollbile Inlm.
fa lurers to enllyoY a iniflmuin 601% of Mexican-made components in car
prxlction."

Tile rnzillan government recently decreed that foreigners who wish to invest
must Iring into Bmzil their fully-olerating plants that have been produclaig efM.
cfrntly in a evelollcd country lieffmre the lBrazilii goverllmlent will permit invest.
iunet. Then the production must lie exported from Brazil except for the anmomit
lie Brazilian government allows to be sold ii tile Brazilian market under quota.

Trade rules are only Imrt of the story of America's changing economic eir.
.umiistm'ies as foreign countries regulate investment in their country. Foreign
million, are sovereign states. 'l'lipy have the right to pasm new laws. U.S.-Imed
irn.s mlst meet those regulations abroad and so must foreign firms. They create

production incentives in those countries and thus affect the U.S. economy and
S-itle.

WVhen .Mexico announced a 17-point program for foreign investors, the New 'ork
Times heafflned its story on November 24. 1972, "U.S. Investors Accept Mexico'W
'olicy." The Story began. "The Mexican Government is making it clear that it

will want greater Government participation with foreigners who want to Invest
here. lint after a month of major policy statements to that effect, key American
lbusifm's% spokesmen say they still believe Mexico remains an attractive investment
iolsslllility." There were no full-page ads in U.S. newspapers about the problem,
certainly no ads suggesting "retaliation" against Mexico.

Likewise. when Canada decided to screen foreign Investments last year, no out.
cry greeted the move.

.Autralla recently announced new curbs on foreign Investors. BusTness 17Wek
headlied its story. "Australia : the picnic is over for foreign business. Australia.
with $12 billion foreign investment, one third from the U.44.. has decided to
maike sure It owns it own future." INRitlnCss Week reported that "U.S. multina.
tional companies with interests in Australia profess to be unworried-althouxth
they are watching the-new government carefully. The concern over local partici.
,ato is reasonable and we welcome it." says a spokesman for American .Metal

('limax. Inc. AMAX has a 2 % share of the vast Mt. Newman iron ore fields In
Western Auqtralla, where development Is expected to cost $600 million.

Every study by and for multinational firms cites foreign trade barriers as the
reason for investing abroad. What they do not show is the fact that Electrop n!
Xer* on Monday, March 12, 1973, pointed out:

"Multinational eoRIamlines-sIppOselly avid free traders-often become pro.
tetiomilsts overseas where they hove plants flourishing behind foreign trade bar.
rirs.. State Department negotiators and Industry trade sources claim nmny
'S. firms with overseas operations do not welcome increased trade in foreign

markets where they may enjoy some edge today...
"Purely domestle American firms-those sereamln loudest for greater pro.

feet lon-oftPi are the first to grab a quick buck by selling their technology to for-
e'ign (omletitors. For a cheap Investment, overseas firms frequently leap-frg
years of costly research and development to come back'shortly to this country
with price-undercutting inports . . .

"Unfortunately. some leading State Department officials say. multinational
omcials overseas tend to take on the trade prejudices of the countries in which
lhey are located. This becomes esPeially true with the growing trend of multi-
unationals to hire foreign citizens to head plants In their countries."

Look at the behavior of the U.S. companies that signed the full page advertite-
nments In 1970 which raised the threat of a trade war If new trade legislation

wan Iaissed. Many of the companies which signed the ad were even then operating
lbeilnd complex trade barriers erected by other nations. Tn Japan. for example.
Caterpillar Mitsubishi was producing In 1970 behind a multiplicity of administra-
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tire .otifrols on imports ... and a licensing system covering all imports. It pro-
iliwei- in Jaipan for the Japanese market. Now Caterpillar plans to send a small
tactor, miade by Caterpillar Mitsubishi to the U.S. It is to their corporate
adattage to keep Japanese barriers high and ours low.

HIM1--it signator to the ad-was one of the few firms with 100% ownership in
its Japiaiese subsidiary in 1970. Computer exports from the U.S. met barriers to
trade, reilring Import certificates for quotas front MITI, according to Forbcs
Ilagazine in May of 1971. IBM was comfortably behind Japan's barriers.

%iiericanl Sieltilg told an Australiat Senate select committee last year that
Auslralian participation in its holding company had grown from 5% to 39%
in ilhe' Iast 20 years. "And the company has no U.S. directors," a spokesman adds.
tBIuinex Week, January 20, 1973.)

ine niagazine reported on November 13, 1972. "Comtry after country is mi-
i IiItg or contemplatingg restrictions on American investment that it was once

IlleastLl to get."
li 1.lT4 tit Economic Report of the President published a list of only 1973

act ions. (attached)
Every uiiintry in the world, it seenis, has a right to have a sovereign government.

ti .i:ittge its regulations on Investment or imports front abroad or to abroad, but
;ny suggestion that the U.S. change Its rules is greeted by howls of dismay by
the 1'.S. multinationals. Multinationals have not emphasized these problems for
tme '.S. because they oppose new U.S. legislation. But for the U.S. not to act. itt
tile fact oif this sweeping change, is to make the American economy a helpless
giant, junineled by adverse changes.

tO(nalmiules abroad have to conform to local rules, of course. Among the more
0.ijoyatlih rules tre investment incentives through taxes. Some nations hitave
twx fri'e holidays to attract investors, others have special programs for areas
with high mueniployment. The WaU trcet Journal on November 19, 1973 stated
"induvenents offered by government partners can be seductive, if somewhat
unu .\iri.an sounding. In return for conforming to a national five-year plan and
ac iepting export targets, insiders say, a company may well be offered a domestic
tnioqn",ily. tax holidays, fixed prices and stiff barriers against competing liti-
Imirts. In police states of the far left and right alike, the bonus-repression of
wage demands may be tossed in."

The S.. has various investment incentives, too, just as it has regulations.
llut every proposed restrictive change in U.S. law is opposed by the same com-
Iluiles that have been able to adapt to the massive changes now occurring around
tMe world. Each company tins a different problem-and each company represents
its in(lividnal view to the Congress. But the U.S. economy at home Is not treated
a. an entity in their statements, except as an extension of their multinational
corporate interest.

Tile American workingman believes--as do the people of other nations-that
we have the right to our own future.

Even the basic statistical argument used for years to "prove" that retaliation
wold cost U.S. jobs has changed completely. The sloganers used to explain that
if foreign countries put up barriers to U.S. exports, the U.S. would lose jobs and
retaliation would start a trade war. Inasmuch as the U.S. had more Jobs related
to exlorts than to imports, this was a serious threat, they claimed. They did not
explain that U.S. companies would merely surmount the barriers abroad and
join the foreigners to ship goods into third markets from abroad or back to the
1'.i. markets as they chose.

Now that the U.S. has had recurring deficits in trade and in our balance of
payments. the time has come to stop the scare talk about retaliation and ask
our friendly trading partners to remember that trade is a two way street.

International forums for talks exist. International mechanisms still need to
Iw worked out. But the United States needs to have a framework for mutual
neotiations. That framework Is in the recommendations for new trade legista-
tion contained in Appendix I.



MAJOR CHANGES IN CAPITAL CONTROLS. 1973

Country Cont"l on banks and otherfnanclal lntrmediaries Controbonportfolio investment Cxitrolson diretinvestn -t

Australia ..........

Belgum ........................

Canada -------------------------- a.------------------------ .w --------------------------------------------------------------------.....

France .......................

Germny................----

February-broadened coverage of restrictions on bor-. .................................................. Mirc gslral bat oi foreign invest nmnt in Australian
rowing abroad, real estate.

Octoberincreasefrom 25 to33~ percent in noninterest-
bearing deposits required an borrowings from abroad
witha maturityinexcessof2 years.

March to early September-negative interest rate of Ij-----------...................................
percent per wek o nonresident onv rtible franc
holding exmmlng the dMy ovww in the last quar-
ter e trrr2.Lawo September-etve Interest rat reimpsed...

March to early October-prohibition of interest pay- March to early Octobar-nonresdent purchases of
meats on nonresident franc deposits of less than 180 short-term securities prohibited.
days; increase (to 100 percent) in mandatory re.
serve requiremens on excess of these deposit above
theirJan. 4 level.

March- restrKton on banks' forward exchange transao-
tO with nonresidents.

April to late October-banks allowed to impose a neaa-
tive interest rate of 0.75 percent per month on the In-
creasein nonesideat frac dposis above the Jaw-
ary, 4 level.

Septembe r-banks prohiited from Wang francs tononreletn
Feb. 4-prior authorization required (and as a rule not February--new restrictions on sale of domestic securi-

given for conracting of foreign leau and credits in ties tononresidents.
excess of DM50,00

Feb. 24-Government empowerd to raise the cash de-
posit rquirment against foreign borrowing from 50
to 100 percnt(authority not yet invoked).

July 1 to Oct. 1-minimum reserve requirements -ainst
forei liability eectvely increased to O-IOO per-
cent asopposed to-20 perce on domes t liabilt-
ies.

Italy--------------------------------------------------------------------------- y-bcked nonet-bring deosi of 50 per-cant (2S pe-c-t for mutua funds) required on port.
flioinvesbaufabred,

Ds:enbir -act calling for screening of new foreign di-
rect invest.ents in Canada passed.

- February-authoization requirement for nonresident
direct investment valued in excess of DM50000.

July-diilar deposit required on direct investments
abroad.



.......................... May-increase from 70 to 90 percent in allowable for- May -relaxation of controls governing acqJisition of
eign currency financing of external operations. in- Japanese securities by forein investors, and acljSi-
cluding direct vestments overseas. purchases of tion of foreign securities bj Japanase investors.
real estate abroad, and prepamen.s for impor ts.

Oct. 25-re*x requirement that foreigners floating November-banned resident purchases of foreign bonds
yenaoes must lmmed ey con 90 permt of the within 6 months of their maturity; ended r requirement
P Am dosknloloreigplcujrreecy thA smcrlty housesshftld balance foreign purchas

Mzy *-continued relaxation of controls on direct foreign
investmi-i~t in Jaosn. With so ne exceptions, virtually
al inlu'ries will b fally opan to foreign ownership
bthe en J of 1975.

IOv.21 em aiognmdllatitwodd makeno ..................................................paddtootoltadola ba. f g oJapas-ambiksMiOrlUm

Smmber-.einlmrvem rqirmAt on freeyo Demb--4olm er allowed to purchase JpapSme._Neoll eraidenU lowendf o permntl bedx~swithoutesrldtoe.

m .J.................. 2b to0.- b-tan m ahn rr o require- inuj.Y-rs id.. Awd.to siibsc.ibe for new Euro-

rilwiabod"l; 1 1:11ie CRO IIIedbyreeddugts

obMW In in imlwreipdm(aot amd fward to-

SO--- Ma. 16--TdurwO Rause Bod(FM3ow)md ruerve April-Iterst f qoiirl ax raET)etoded ou* Cont.a I lbraNizaton: export credits extended by
gueimetjmngreu~rboipwf mus June 294. drect Invesuor to their aoliated foreign nationals

ofbvf MVG b (from 20 to8 piernt). so exmptedfruamstrols

Omc 2&-Federa Reaswm umowied duectve De.6-reuyeat1-ae ce eutOn of Der- 265-wumaros un w t snw WW, ffciZve
am1.ilpmeree ri leug md Innvswont Mie lET from s ua rat of% to JYj Percen we Ji. 1. inceased alwmom allowable direct invest-

mfortumksn rlsn ksftit sub- amwedllveim.1.1974. meant abroad by U.S. Oms from $1000,000 to p0.-
jeelse INt IfMlgsredt restra1int prOuaM MM00 we Yar. In aditon, variou othe regla-
alir~d an ford !!a AMbe" sby tOmwoe relaxed.

U.&agMdsede mI Owbr odadb

J.....y 154-mnft**n..elp befd by boaMela JamwY1S7&-lTfeducedto..... Jan 1974-Contro on foeign investment by U.S.

Swm:klmlsmon Fse y mdamd BoedofGovemerseFodeli lmrveSyim.,
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APPENDIX VIII

ANswER TO ARuGMENT THAT U.S. CONSUMERS WI.L 11 HURT IF IMPORTS AND
Exroars Anz RXIuIATm

World trade has been expanding more rapidly than output for many years. In
1971 world exports row 18% and In 1971 world exports rose 12%. As world trade
has expanded and become much freer, world inflation has continued to rise as
country after country faced new and serious problems.

Few American consumers can put much faith in international trade as the
solution to their price problems in 1974. They know that U.S. trade has expanded
rapidly-4oth exports and Imports--and that prices have gone through the roof.

".S. consumer prices have risen more rapidly In the past year than at any time
since World War II. U.S. trade flows were the highest In Its history. "In De.
enl*,ber 1973, the Consumer Price Index was 8.8% higher than a year earlier,"
according to the Bureau of Labor Statistics. And food prices rose 20.19 in that
period. Every analysis shows that both the price of imports and the price of
exports rose rapidly. International trade In 1973 and 1974 creates higher prices
for Americans.

Quotas, which are usually blamed for rising price4, seemed to have less Impact
than the lack of quotas. The world sugar prices were higher than U.S. prices.
World oil prices were higher than U.S. prices. As food prices shot upward, most
analysts talked about the rise of foreign demand. That means more exports
added to pressures on prices upward. As the price of lumber, steel scrap and
other products needed to produce in this country were affected by zooming
exports, prices went up. The consumer is affected by exports as well as Impo
While the U.S. was regulating prices at home to some extent, the old theoriel
of free trade were used to explain policies that alTowed exports to be without
lirice controls and imports to have few effective control mechanisms to reduee
prices.

Ti WI'all Street Jourmal on March 13, 1974 (attached) showed that the U..
itirease in prices has been "by far the sharpest" of 18 countries. The U.S. has

freer trade policies and freer internal non-tariff barrier policies than almot
ally other country in the world.

But despite this new ball game, one of the most persistent of arguments voiced
by lmrlwments of "free trade" is that Imports are gold for the consumer and any
move to regulate thenm Is bad.

To bolster this argument, experts trot out the textbook theory, no mattei-how
old it may he, that Imports automatically mean a greater choice of products for
the consunier, more- competition and hence lower prices. Regulation of Imports
th theory goes, reduces the selectivity of the consumer, lessens competition
among U.S'.. h,,inessmen, and permits American manufacturers to charge higher
prices.

In lith vastly changed world of the Seventies, this theory is no longer valid.
TPe V.18. lis ben providing a wide-open door to Imports. The result has been
rapidly rising prices, lessening competition, and a narrowing of selectivity for
tlw (onsuiner. Y'ew of the opponents of quotas seem to realize even In 1974 that
almost every price is now higher. Both Imports and exports have raised prices.

For example, the market in home electronics has been all but taken over"by
ilports, or by "American" products which have been produced and assembled
nirtmd-nnd prices have often headed upward. Tihe consumer bits the "choice"
of buying a television set which may be made-even though it bears a U.S.
label-in Taiwan, Hong Kong, Japan, Mexico or sonme other low-wage country.
And the consumer pays the American price for the product, not the foreign
price. Competition? Try to find a truly American-made set. Selectivity? Only
inng foreign-inade set.

Imiorted shoes, the bulk of them once from Italy then from Spain and IW
creasingly from-Brazil and elsewhere ia Latin America, have taken over half
the l.-. shoe market. What has happened? Shoe prices in the decade from
to 1971 rose a whopping 41 per cent-and were Increasing at an annual rat* t

(1196)
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5.5 per cent at the end of that decade. Despite U.S. price controls, prices have
continued to go up.

The fact is that the American consumer, as a result of America's deteriorating
trade position and the outmoded and unrealistic government trade, Is paying
through the nose. .

The costs to the consumer run far beyond the price paid for a product at the
store counter. Go Into a community where a plant has closed because It has been
suffoated by Imports. The Jobs are gone. The payroll Is gone. The tax base of the
conintty is eroded. The taxpayers who still have Jobs must pay more to support
the services still needed by the community, or see those services diminished. They
iujist p iy more to support the welfare costs of those thrown out of work.

The loss of local purchasing power and the loss of taxes has a "ripple out"
effect on the local service economy, further decreasing the Jobs which depend
on the industrial base. So there Is a substantial hidden cost to the nation's present
policy on foreign imports.

Further, the nation's import and export policy in Important cases has helped
contribute directly and substantially to the present inflation. Recently, this has
affected almost every type of product. But again, the shoe industry is a clear
example.

When the shoe industry saw that imports were going to be allowed to flood the
niati.a without any move by the government to provide safeguard for domestic
lIro(x(ers. many of them relocated abroad, leaving behind empty factories, un.
enilgoyed workers, decimated communities, depleted tax rolls. Now these formerly
American producers are using foreign. nations as a base from which to send
shoes made by low-cost foreign labor back to the U.S., competing with domestic
producers. In addition, the overseas producers'are bidding up the price of hideS,
thereby Influencing the flow and supply of U.S. hides to go Into export markets.
Thk iu zakes the domestic price of hides for domestic shoe and leather goods
inanufacturers, higher, and these Increased prices are passed along to the

Americn consumer. I
The inundation of the American market from imports has been a lirge factor

In the huge U.S. balance of international payments deficits over recent years
which were at the heart of two devaluations of the dollar within a 14-month
iriod. These devaluations, according to Pederal Reserve Board estimates, cost
the American consumer some $8 billion.

One purpose of a currency devaluation Is to "cheapen" a currency against other
currencies. The U.S. devaluations made the dollar worth less in ifteriatlonal
trade; that is, Americans had to pay more'dollars for the same amount of im.
ports as a result of devaluation. The theory of af devaluation Is that it tends to
(irl, Imports because they will be higher in price. Americans, the theory goes,
would then turn tO U.S. products, where the devaluation wOuld not affect the
price of goods.

However, the pace of Import purchases by'Amercans'seems so far-to have had
little affect by devaluation. The Pres4demi'e rtertatIorEd* kmom40, Rept ex-
t4aiuas that the trends In imports from-developing countries did not change much
becausee except for minor adjustments, these countries' currencies continued to
follow the dollar." (p. 37) In , tan, cases, consumers have little or no choice but
to go on buying the Imported. products, paying higher prices. 'his is because,
certainly In the field of home electronics, Imports have ,so taken over the market
that. there is little or no choice; the consumer can't "Buy American" because the
American products are not there. Imports dominate the market not only In home
electronics but In typewriters, 36 mm cameras, radios, phonographs, shoes, Just
to rume a few, And foreign prices of many of these and other items are, heading
sti11 higher.

To put restrictions op these Imports, according to the textbook theory,wonld
send prices even higher because Ainerjean producers would face less competition
an(n thus would be able to charge what they wanted. However, facts don't always
follow the theory. For example, a study of automobile prices by Stanley H. Rut-
tenberg & Associates, a Washlngtori econmgn oonsultlngfirw, shows that between
1958 and 1N8, when the number of foreign auto sales in the U.S. stayed fairly
level-and.d~qtned 4s a portion of te,ftotalsales markeb4-auto prices in the
U.S. went down by as much as 5 percent. Between; IMtand 1K1 the sbareioi-,
foreign cam,in the V.A. ore thau doubled,,fromi1Opermt-4oJ94.pereent .Rathhr
than falling,.,as. -tbeor s ays, they -Mouldi prlee-.ovemeats ,of aUtoswasjjust,1
about idetlia!, with tat of all otherlIdustrial commodittea . .

The economistp, .udies ,Of the: Impact ,ongi7onsimers. s usually, basdt noti'
only on thecwyt,*atlao oneertedrmaumptIons whieh are no longervallhL Tht
A free Import policy Is no guarantt ot:lowerPriem-fora -owu ,3mAnd the 1i



1198

position of quotas to curb imports does not. automatically lead to lighter pricem-
The following table shows a lesser price increase on items for which there were
quotas than on those for which there were no quotrs:

Percentage increase, from 1967 average to 1978 average

Price rise of Imported goods not subject to quotas: pervee
Fish, fresh or froze 9--------------------------------------8&,
Ladies casual shoes -------------------------------------- 30.1
Handbags ---------------------------------------------- 29.$'
Stilts, year round weight ----------------------------------- 33.1
Cola drinks --------------------------------------------- L 7
Paper napkins 3-------------------------------------------

Price rise of imported goods subject to some quotas:
Undershorts, cotton --------------------------------------- 26
Shirts ------------------------------------------------- 139
T-Shirts ------------------------------------------------ 22.0
Sugar -. ------------------------- 24.9
Butter 10.7

Overall consumer price Index: All goods --------------------------- 29.9
American consumers are aware of the damage that the flood of foreign Im.

ports Is causing to the U.S. economy. In a 1073 poll, the Louis Harris organize.
tion found a distinct sense among the American people to rally in support of their
economy. The survey, taken among a national cross-section of 1,472 household,
found that the proposition "if our people don't 'Buy American' more in the prod.
uets we purchase, the U.S. economy will be in real trouble here at home" met with
65-17 percent agreement.

One of the dangers in .the administration's proposed Trade Reform Act of
1973 Is that it would deny consumers the chance to know whether the product
they were buying was American. This is because the administration measure
could remove the "marking of origin" requirement. Present trade law says that
every product coming into the U.S. must be clearly marked as to its origin; AZ
it is made in Hong Kong, or Japan, or Taiwan, it must say so.

Without this marking, the consumer who wanted to "Buy American" would
have no way of knowing whether the product he was purchasing was American
made. Indeed, because there would no longer be any requirement for such idea.
tificatlon, It Is likely that more U.S. manufacturers would switch to foreign pro.
duction for profit purposes, and consumers would have a choice of even fewer
American-made goods.

Consumer protection laws are non-tariff barriers. So are product standard
These could bhe removed any time after date of the enactment of the Trade Re.
form Act by international agreement. Congress would have 90 days to veto the
agreement or It would have the force of U.S. law.

(From the Wall Street JournalI
AMERICA FIRST-U.S. IN.FLATION RATE Now EXcEEDs INCREASE IN MANY OTMU

LAINDS

(By Alfred L. Malabre Jr.)

Prices have recently begun to rise faster In the U.S. than in many other coun-
tries.

The development marks a major turnabout In wcrld price trends. Until re-
cently, Americans concerned over steep U.S. inflation rates could at least derived
a bit of comfort from the fact that prices were going up even more sharply al.,
most everywhere else. Indeed, as recently as a year ago there wasn't a major
country where inflation rates didn't exceed the.U.S. pace.

Today, In bleak contrast, there are seven countries In Western Europe alone-;".
plus another 11 in other parts of the globe--where prices are rising at a morl
moderate rate than In America.

Analysts at the International Monetary Fund In Washington, as well as other
private economists, hesitate to predict whether Inflation will continue to be more',
feverish In the U.S. than In many other lands. Oil to among the Imponderablelp,
The latest price statistics generally available don't reflect the full inflatiounary'
impact of the Arab oil squeeze, which has tended to be harsher in Western Eut'i
rope and Japan than in the relatively self-sufficient U.S.
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WflMO THE 1 GEZ.,
In any event, the consensus view Is t4at the U.S. In recet moqt I has clearOy

lost its enviable edge in inflation-lgoting. Moreover, It's widely fet that a con-
tinued sagging in the U.S. position could ul tmatey lead to renewed economic
troubles quite apart from the price arena.

An economist at the International Monetary. Vtfid warW, f9r. instance, that
"unless the U.S. can set a firm example in keei4luO inAtion clickc, it Will be
difficult for the U.B. to take the lead in working oikf4rrangements for a lastin'
reform of the international monetary system." Without U.&. leadership, he
adds, the likelihood of reforming the system seems "din)."

Another analyst, at Chase Manhattan Bank in New Tork, worries that, unless
the U.S. can maintain a relatively effecUve rein on. rc ge "It's entirelypossible
that U.S. goods could encounter fresh dimculties In world, market.% where only
recently they have started to compete effectvely again," He zQtes that. In Janu-
ary, the latest month for which figures are available,' the U.S. exports tope Ir-
portq by nearly $4 million, a dra tles t improvement tom Januar193, When
U.S. trade was in deficit to the tune of about $290 nllipn. ', * I I , .

The table below shows how good, in relative teras America's infIaokin reco
.eemed as recently as last March and how the U,S, position has deteriorated
since then. The first column lists the average increase In consumer prices in van-
omi West European countriesand in the U.S. during the most recent 12-month
period available, generally through January or becember. 'he second column
shows the consumer price rise in the same lands for the 12 months ended last
March.

Itwow eacet '
il motls Year ego

United States ......... ........................... 9.4 4.7
Aetria ............. 7.8 7.6
Svium .................... 7.5 7.0
France .............................................. ............ 8 6.4
West Germany ............................................. 7...... 9
The Nethertands ................. 4 .................. ... .. 7.1
Horway ........... ...... ................. . . 5 7.1Sweden ........... ............................. ..... 0 ,6.0

In every case, the rate of inflation has accelerated. But the U.S. speedup, as
the table Indicates, has been by far the sharpest. Indeed, International Monetary
Fund statistics show that only Bitain, Italy and Switzerland within Industial
Western Europe have, steeper inflation rates now than Alneziea. The only other
major industrial country'whose price spiral remains more severe than that in
the U.S., in fact, is Japan, Where Inflation was a fat 20.4% in the jiast year. Other
places where Inflatioh a year ago exceeded the U.S. pace but noW is more moder-
ate Include such disparate lands as Iraq, Malta and Tunisia.'

Hany analysts cite the expensionary direction of U.s. econotin policies In
recent months as a fundamental cause of the country's deteriorating price per-
formanee, comiphred with the record elsewhere.

International Monetary V'und statilcfe shQW," for 'Itinteetk, that' th x I.
money supply--delhed as'private checking accounts and'Currency in qfreulatI6n-
has grown more swiftly over tht past year, while monetary eV nslon hi inoit
key countries has tended tW Itlow. Econonsts Tenerqlly hpld that lcceleraffng
monetary expansion tends'to bring a speedup to Inflation and slowing monetary
growth tends td foster more moderate price i ereas e .

COMPANY 1O MONErAY oRow7.
In the 12 months eded last March, U,S. monetary growtheame'to onty 8%,

1MF figures show, This was far more, moderatahthan monetary expansion In
any other major natlont , nJreame during the me span amounted to 11%'in
F'rance, 14% in West Germany, 16% in Belgium, '16% In- the Notherlands,f 18%1
In Canada and a frenetic 27% In Japan.

Since then, however, U.S. monetary growth has sharply accelerated, while
monetary expansion in almost every other key country has moderated, In some
cases dramatically. In a recent 12-month period, according to the IMF, the U.S.
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money supply rose about 6%, twice the March 1973 rise. In the same period,
monetary growth in West Germany and the Netherlands amounted to about 1%.
Other countries where monetary expansion has slowed markedly since a year

ago Include France, Canada, Japan and Belgium. The only major nations, besides

the U.S., where -ionetary expansion has accelerated are Britain and Italy. In

each, it's noteworthy, inflation has begun to soar at double-figure rates.

A relatively rapid buildup of inflationary pressures in the U.S. also can be

seen In statistics that compare factory operating rates in various countrles

Inflation is more likely at a time when factories are operating at or close to

capacity than when a substantial portion of facilities stands idle. I"

As recently as the start of 1972, according to a Commerce Department analy,

U.S. factories, using 88% of their capacity on the average, operated at clearly

lower rates than factories in the European Common Market, where plant openly.

tions averaged 91% of capacity. Recently, however, the analysis shows that 1.1i

operating rates, averaging a hectic 95% of capacity, actually exceed the Common
Market average of 92%..

Iefty gains In labor productivity, of course, tend to ease inflationary pressure

that might overwise build up from pay increases. Unhappily, a soon-to-be-relesei
Labor Department study shows that productivity gains in the U.S. have recently
been shrinking while Increases elsewhere have been expanding.

PRODUCTIVITY IN PERPKSCTIVE

Between 1972 and 1973. the study shows, productivity gains in the U.S. slipped
from 5.2% to 4.7%. In the same two years, In contrast, productivity gains i.
easedd in Canada from 4.4% to 5.1%, in Japan from 10.1% to 18.9%, in France
from 7.2% to 8% and in West Germany from 7% to 7.8%.

The lackluster U.S. productivity record, some analysts note, has come at a
time when U.S. labor unions appear Increasingly vocal about the need for big
pay boosts to help workers regain purchasing power eroded In recent months by
accelerating Inflationi.

U.S. workers generally remain by far the best paid in the world, even after
repeated devaluations of the U.S. dollar and vastly larger annual pay boosts In
such lands as Japan, where hourly pay went up an average of 21% last yeuf,
nearly triple the average U.S. gain. An unpublished Labor Department analyst
places average hourly compensation for U.S. production workers last'year at
$5.25. This compares with $4.79 in Canada, $2.12 in Japan, $2.77 In France, $44$
in West Germany, $2.72 In Italy and $1.99 In Britain. The analysis uses currency
exchange rates prevailing in the middle of last month to-arrlte at the foreign
pay rates.
...... OTHER IMPONDEK ELKS

The cost and availability of oil isn't the only imponderable that analysts cite
when attempting to assess whether U.S. price increases will continue to he
relatively steep. Another uncertainty involves the.question of U.S. economic
policies In the months ahead. Will U.S. planners adopt a more conservative stance
for example. on the monetary front? And will the recent monetary stringency so
evilent in West Germany and elsewhere remain In effect?

There are still other uncertainties. How much does the progressive removal of
controls In the U.S. alter America's relative prices? To what-pxtent will wage.
price restraints persist abroad? 11ow may the current "floating" of eurreny
exel nge rate.q affect price patterns In the U.S. and elsewhere?

With regard to the last question, some economists contend that the advent of
flortig exchange rates has begin to make It harder for the U.S. to "e'port" lol#-
tioa elsewhere. Under the old fixed-rate system, which fell apart in 197 , foreign
governments were obliged to issue local currency for Inflowing kollars-at Age#
rates of exchange. Foreign officials often complained that this arrvegme
forced them to issue more marks or whatever than was healthy for their partlu-
lar economies.

Such transmission of U.B. Inflation is far less probable with exchange rates
that move around in response to supply and demand forces, It'a:chtiked, t1v
upshot. soMe analysts contend, Is that the U.S. economy today Is less likely thh
several years ago to eCape the full inflationary Impact of, say, a highly elp*
slonary monetary policy. 13



APPENDIX IX

ANSWERING THE ARGUMENT THAT MULTINATIONAL FIRMS' OPERATIONS
ABROAD SPuR JOB GaOWTH HnR

one of the most widely utilized arguments by multinational corporations
is that their foreign investments over the past years have not resulted In the
export of jobs but, in fact, are responsible for Aaperlca's job growth. The exten-
sion of this argument, directed specifically against the Burke-Hartke bill, is that
if the overseas activities of multinationals are curbed, a shrinkage of jobs in
the 11.8. will result.

Because this arument Is so crucial to the problems of U.S. multinationals,
it is worth closer exathInatlon.

The claim of job creation In relation to foreign inestment 'made by multi.
national corporations stems partly from a set of statistics compiled by the
l)epartment of Commerce. These hold that the firm most active in direct for-
eign investment In the years 1906 to 1972 showed a greater, gain in employment
in their U.S. facilities than did other U.S. corporations. The multinationals
and their organization also have studies of their own, which not surprisingly
reach the same conclusion.

It can be completely true that those cotporatlons which invested most heavily
in foreign Investment showed the g eater gain in U.S. employment, but that does
not make it true, as the multiutionals would have everyone believe, thatjforelgu
Investment is thus responsible tor the faster job grbovtb at home. T6 maintain
that is so is the most dangerous sort of nonsense.

The multinationals examined by the Commerce Department are not just
corporations which invest overseas. They Include America's largest concern,
which are the largest employers, the largest defend contractors, the largest
recipients of government contracts at all levels aud those most heavily Involved
in mergers and acquisitions. a t nis h inole

These firms are not'a cross-hection-a rlice-of Azperica, They are the eoip-
manding heights of our industrial structure. This was pointed out in a TarIff
Commission report to Congress -in early 1973. '"he multinational firms aro
neither minor employers nor a special case which can be analyzed independently
of the national economy. 'They are the backbone of the demand side of the labor
market, the firms which ... have the biggest quantitative punch in terms of thk
numbers of people they, hire."

Rather than foreign investment creating Jobs in the U.S., a closer look at the
broad evidence available from governmegt statistics is that employment growth
from domestic influences is masking job' losses resulting from direct' overseas
Investment and from Imports. Unfortunately, the evidence in some cases Is
presented in such a way that It is subJeet to selective Interpretation. The Presi.
dent'% report to Congress on international economic policy, for example, cites
the Tariff Commission report as proriding "a realistic set of assumptions that
U.S. nmltinaflonal corporations created a net gain in U.S. employment of about
one-half million job."-while ignoring two Qther sets of assumptions in the
Tariff Commission report that led to the concldslon :hat between 400,000 and 1.8
nifiin job opportunities were lost to Americans because of investment and
trade changes in which the firms' activities were i factor.

In addition, claims of net job creation by the multltationath from overseas In-
vestments are highly vulnerable. As welt as being active l direct foreign In.
vestment, multinational concerns durig the 190s were heally engaged in
domestic mergers and acquisitions. Subtract the employment additions to these
cohieern. as a result of these activities from the claimed job growth statit1c6,
and a different picture v'merges. Furthermore, foreign 11vestmeht a vtFltIes"of
large U.S. corporations have the IMpactuof wiping out-the jobs-a d'busne.PR
of American firms. For example, the vendoi fits, the service firms and the
spinoff firms all lose heavily when a firm abandonis a U.. c munilty'or falls to
locate Its expansion befe. I .

The Emergency Committee for American Trade elalm, from its own tndles.
an employment growth among multinational in the decade from 1960 to 1970 of
36.5 percent compared with an employment growth of. 30.8 percent for all In.
dustries to prove Its point that foreign Investment creates U.. jobL. But without
the job additions to these concerns as a result of mergerd-and acquisitions,, th
multinationals' growth is 21.6 percent-considerably less than the all Industries
figure.
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APPENDIX X

AN8WKRING THiU ABOUMgNT THAT Ir THE U.S. AcMs IN ITS OWN ]IUgALIV
UIPORTS AND EXPORTS WLn BEz REDucED MD TADnE DZmixisUI

The argument Is made that If the U.S. acts to limit imports, both Imports s4
U.S. exports will suffer, thus causing a shrinking of world trade. If this argW
ment were valid, Japan would have become a poor bankrupt nation ilsteod'o
a world leader. It was only after Japan began to liberalize trade that her r6plAes
began. Japan, as with most nations, still strongly limits access to its nmr~et

Americans are naive If they believe that other nations do not miofe to proted
themselves when they feel threatened in world trade. Throughout the world It #
government policy to act at once without the rhetoric of "free trade" or. the straW
man of "retaliation" where problems arise. The Arab embargo should have taught
the United States a lesson.

Regardless of what comes out of trade legislation this year, every nation in the
world will continue to act in Its own self-interest. They Intend to keep their
industries, their productive capabilities and will continue to expand them. The;
will not shut them down nor will they give them to us. They will not negotiate
away any favorable trade stance, nor will they open their markets to a torrent of
goods from this or any other nation that would threaten to overwhelm their
productive capacity. They can agree to new international rules because they
already have national rules. The proposed trade law asks the Congress to remove
U.S. laws when negotiations require it.

In the world of today, tariffs are only the tip of the trade iceberg. It JA tbe
above-water area of gentlemanly negotiations where long standing trade ei-
changes are "fine tuned." But when a nation Is threatened It will move Immedi.
ately to other, more protective, means of guaranteeing their international
positions. *

Everyone now knows that other nations are Increasing, not lessening, the bar:
riers to their markets. The need for energy will cause them to seek to maxiim1"
exports wherever they can penetrate markets.

Tariffs, non-tariff barriers, licensing restrictions, quotas, protective govern-
ment purchasing policies and other restraints are Increasing daily throughout the
world. This was occurring before the oil crisis. For example, reports show that
the situation had grown worse In many areas in the 1070s. In the so-called non-
industrial countries, like Spain, Brazil and Mexico, the law requires production
In those countries for local sales and requires exports from those countries bi
foreign investors who produce there. In December, 1972, the New York in;*
reported that auto manufacturers were required to have "only 50% of thir Pr
duction with Spanish made components provided that the original investment Is
more than $158 million, of fixed assets and two-thirds of the production is
exported."

The Mexican government announced in October, 1972 that foreign Investors
would still be required to fit their investmentsainto the Mexican government's
national policy. For example, President Echeverria on October 23, 1972 Issued as
announcement on automobiles making it the "obligation of automobile manufae.
turers to employ a minimum 60% of Mexican-made components in car pro-
duction."

The Brazilian government recently decreed that foreigners who wish to IQ-
vest must bring Into Brazil their fully-operating plants that have been producing
efficiently in a developed country before the BrasilUan government will pernill
Investment. Then the production must be exported from Brazil except for the
amount the Brazilian government allows to be sold In the Brazilian market undet
quota. Even the most industrial countries have similar arrangements.

The list could be longer, but much of the Information needed Is available ot4
to companies and governments--not to labor unions. But the facts are olmsr, U.&
firms, producing In other countries, for reasons that seem pressing in their ow
Interest, expand in those countries behind foreign trade barriers and fdlloW
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those countries' rules requiring exports to the U.S. Thus they operate as both a
sword and a shield against expansion of U.S. trade.

These walls to genuine trade will not bend to "negotiations" or the so-called
authority in the Administration's trade bill. The U.S. enters negotiations with
the least barriers to bargain away.

The U.S. can expand its exports in non-agricultural products only if it has
a ilatfacturing capacity with which to produce the goods. If-the U.S. market Is
injun(lated and smothered and Its raw materials exported, it is unlikely to pro-
(111ce the goods necessary for export. For'example, how is the U.S. going to export
typewriters, bicycles, black and ilte tV Sets, home radios or cameras? We are
virtually out of the business of producing, these products other products like
aircraft and machinery have begun to foltv, At te moment, the U.B. policy
is to allow this nation to give up producing industries and service industries., So
what will we produce for export? We are ready to'give up computer hardware
and computer software; we are prepared to give up aircraft manufacture and air-
craft operations; we are prepared to give up electronics manufacturing; we are
prepared to give up service printing; we are prepared to give up all but those few
Industries where we have made voluntary trade agreements or Where we have
statutory quotas--a slender list of goods and products. This course can only
cause fewer exports-and fewer Imports.

* :t '
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APPENDIX XI

ANSWERINO TIlE CLAIM THAT PRO0MCI o TUEg PRE8DENT WITH OPTIONS WILL Mhgg
TnE U.S. TRADE PRoDLus

Existing legislation contains many provisions, seldom used, to enable thb
United States to keep Imports from destroying domestic industry. Lelatiop-
exists to regulate exports and to strengthen bargaining power with other nations.
This legislation has seldom been used although the President has the authoril
to use it. Now the Administration claims that the President needs new authority
for "bargaining" weapons to bring foreign tariff and non-tariff barriers down.
What he actually proposes is only to reduce United States non-tariff barriers.
The record shows he has not often used the power he has.

RTALIATION
Section 252(a) of the Trade Expansion Act of 1962 allows the President to

---"retaliate" whenever any foreign country maintains "unjustifiable" restrictions
against U. S. agricultural products. He can put barriers on manufactured ira.
ports as well as farm products. This has not been put Into force in response to
the many barriers which have been mounting abroad. The Administration has
claimed that section 252 applies only to illegal barriers under the GATT and asks
new authority in the billThus they concede that the U. S. now can act under
252(a. on barriers abroad. But the U.S. has not acted except on rare occasions,
such as chickens and more recently some kinds of citrus. So we have had the U.S.
claiming (a) that it has no authority to act and (b) foreign barriers are its
major problem in expanding exports.

252(b) and (c) give the President authority to withdraw tariff reductions
whenever he believes foreign trade barriers unjustifiably affect U. S. exports.
Thus, in addition to agricultural products, the law applies to manufactured
products and to so-called "third country" competition (that Is, where a country
make's an arrangement for special preferential trade with another country and
cuts out U. S. exports to the third country.) The Arab embargo was obviously
both illegal and unjustifiable. No "withdrawal of concessions" occurred.

The President's bill would widen all of this authority and make it more
difficult to apply. But the President has not even used the authority be has
Why give him more authority not to act?

ESCAPE CLAUSE

The Trade Expansion Act of 1962 contains an "escape clause," which, in
effect, says that-whenever imports are increasing in major part as a result of a
tariff concessions at such a rate as to be the major cause of import injury, the
President may put on tariffs, negotiate orderly marketing agreements and take
other steps. How has this been used? The U. S. shoe industry, has been asking
for help for over a decade. The U. S. shoe industry went to the Tatiff Commission.
The Commission found in January, 1971 by a 2-2 vote that the shoe industry had
been injured. The President therefore has the tie-breaking authority-absolute
right- to redress the injury by using the authority of the escape clause to aid
the workers and businessmen In the U. S. shoe Industry. No overall action has
been taken as of March 1974. Some efforts to negotiate "orderly marketing agree-
ments" with a few countries were ineffective. Now the President Is saying he
needs authority to act when U. S. Industry is injured. Can anyone question that
the shoe industry has been injured? Shoe Imports now account for one out of-
every two years sold here. Joblessness has mounted in the past decade. Towns in
New England and many other parts of the country have been adversely affected.
But no action has been taken by the Administration. Why give more authority?

The ball bearing industry shows a similar history. For an industrial nation,
the decline of the ball bearing industry should be grim evidence of the danger
of merely giving the President discretion to act. The ball bearing Industry has
shown erosion for years. In 1973, the Tariff Commission finally found injury to
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the domestic industry. The Tariff Commission report on July 80, 1978, received
no Presidential action. On September 28, the President merely asked for a new
set of figures about the industry because 1978 data had not been made available.
There had been no action as of March, 174.

The Tariff Commission reported in January that imports increased 28 percent
in quantity and 89 percent in value-a higher penetration in the new figures-re
In the period of 1973 where figures had been requested by the President. Thus
delay worsens problems. Since 1978 showed some production rises In the huge U. S.
output gain, little action is qontemplat , - 1 .'

Nowhere has there been an analysis of the urgent need to promote an Industry
for the well-being of the United States. There has been a series of delays and a
series of considerations of what will please domestic producers. There has been
no measure of the details of production of some major multinational firms here
and abroad. Instead, the United States ball bearing industry continues to be in
jeopardy. as some companies import'from their foreign subsidiaries. There i no
analysis potential Impact to the United States in the 1970. and 1980s as it needs
to Import ball bearings while other nations have been helped to produce them.
Dependency on ball bearing imports could be even more serious than dependency
on oil.

The fact that U.S. producers have profits is used as a reason for importing
more by analysis. The fact that foreign producers have profits is ignored. The
President does not act.

The Tariff Act of 1930, Section 808 requires (mandatory) the U.S. to apply a
countervailing duty (tariff) whenever a foreign country subidses exports to
the U.S. with a bouaty or grant," This is automatic and mandatory in the law,
It has not been Invokeds except on rare occaslons Now the President is asking for
new discretionary authority as well as the right to.delay action if negotiations
would be affected. The shoe industry applied for relief under this proposal.
&Nothing happened.

Both the Export Administration Act and the DIJSO legislation (a special tax
break for exports) give the President the authority to take action to restrain
exports of products In short supply. In fact, as lumber exports loomed until the
prices zoomed as demand pressed on already short domestic supply, the President
failed to take effective action either to restrain the export. of logs or to remove
the DISO provision which gives a special tax break to log exporters who have
DISCs. (PL 92-178 See. 908(c) (8).) Here consumers have bad to pay theprice
for the President's failure to use the, discretionary legislation already on the
books. .

These are just a few examples. The Administration should beI-asked to supply a
list of the many existingstatutes which enable the Administration to take action
In the interest of the American producer aud conam er by assuring a large enough
domestic supply of allkiinds of goods. Further,-th.-Administralon should explain
why, since it -has not used this authority, it aow needs new authority, , ,

Credibility is Important in the United States today. No usimam'n, 'Industry
worker or housewife, willbeliove that the purposes of new legislation 1io ,help
people In the United States unless It Is proved thatexlatiag authority under prior
laws Is ued effectively to protect America..

9-



APPENDIX Xl

U.S. L AOS PRoDucTIvITy RzMAmS HDio, oLAm Cosre Low
One of the most frequently heard reasons from U.S. businessmen as to why t'hy

transfer plants, technology, operations--and American job--abroad is that U.
labor costs are too high and productivity is too low-to meet foreign competitor
But now foreign firms are locating In the United States at a rapid pace. I

Statistcs are cited# such as those In the President's international economic r*
port, to show that while American productivity Is growing, that of other Industrial
nations of the world Is growing faster. The conclusion drawn from this set a
statistics has usually been that America cannot keep up In the modern world.
The new changes In trade and money rates have dampened this argument, because
companies have begun to move into the U.S. more rapidly. But the Amerdna
worker Is still given the credit for many problems despite rising productivity
and controlled wage rates

The fallacy in this conclusion is that It is analogous to comparing the growth
of an infant over a period of a year with the growth of a teenager. The baby will
win on percentages every time.

Productivity and hourly wage rates are Important in relation to prices they
combine to determine unit labor costs of a product. America's traditional proweeS
In world competition has been based on-the fact that while U.S. hourly wage ratei
are high by comparison, their combination with high productivity hae enable
unit labor coots to be kept low.

This is still the case. A 1978 Tariff Commission report to Congress on the dired
Investments of some U.S. multinationals in seven nations In relation tb overall
U.S. productivity showed that "all firm data for the U.S. showed unit labor costb
to be generally lower" than In five of the nations Ftudied. In addition, the Orgasi.
zatlon for FDconomie Cooperation and Development's publlcation conomeIc 0*
look for December of 1972 shows that American unit labor costs have rise lel
rapidly than In many competing nations in the past few years. The Inteationi|
economic report of the President declares: "In most Industries (the U.A.) sil
is more efficient-that 1s, U.S. labor produces more units of output per maii.hmu
than any other labor force in the world." Prom 1970-73, U.S. unit labor costs M
manufacturing rose an average yearly rate of 2.4%, In (knada 3. n, Ia Jape
6.0%, West Germany F.5%, Prance 6.8%, United KingdOm :&1V anditaly 11.4,J-
The expertO In Productivity, however, know that easy International cmL'alfso
can be misleading. Leon Greenberg, formerly of the Bureau of Labor StatiotU
ha explained the problem as-follows in "'The 1 mhnomes of ProductIvlty," pub.
lished by the Joint Council on Economic Education. -1 "

"It has been extremely difficult to compare the productivity of different cou
tries because of differences In patterns of production and eonsumptIon, It mos*.
tary exchange rates and In purchasin* power and particularly because Of tM
lack of available statistics. Most comparisons which have been made tend to
concentrate on the one Industrial sector, manufacturing, and on the Industrialized
nations.

"It has been roughly estimated that output per man.h6ur in manufacturing Il
Western European countries ranged from about 40 to 60 percent of the level
in-the United States In 1960. Countries such as West Germany and the United
Kingdom were at the higher end of the range, Italy at a lower end. Manufactur-
ing productivity in the U.S.A. was about twice that of the U.S.S.R. and Japan.
."The gap was narrowed somewhat In the decade of the 1900's, particularly dur.

Ing the last half of the decade when the growth of U.S. manufacturing pro.
ductivity fell to an average annual rate of 2.1 percent. During that time, output
per man-hour rose at least 5 percent a year In most European countries and 14
percent per year in Japan. The phenomenal rise In Japan accompanied her rapid
rise In outnut and her expanding position in International trade.

"The differences between the U.S.A. and other countries are not uniform a0lo08
industries. It is believed, for example, that Japan, West Germany and other
countries have Just about closed the gap in the manufacture of certain steel
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products if not for the steel Indusary ts a whole. lh other Industries the gap has
remained wide. No other Industrialized country his yet matched the perform.
ance of the U.S. Industry as g whole, and the productivity of many developing
countries is only about one-tenth that of the United States. she U.. productivity
advantage cannot be expected to last indefinitely. In this age of rapid communi-

cations the transfer of technological know-how Is also speeded up and the rest
of the world Is eager to achieve the benefits that an efficient industrial society Is
capable cf producing."

American productivity, statistics sho*, have not been laggard. Government
figures show that productivity shot up to a yearly rate of Increase of 81 percent
in the 1947-71 period as against a 2.2 percent yearly gain In the previous 28 years.

What has happened, and has affected the relationships of productivity, wage
rates and unit labor coet, Is the emergence of an entire new set of factors.

Chief among these, In Impact on U.S. and foreign productivity, Is the aeelerat.
lg transfer abroad of U.S. technology., The return flow has not been great enough
to change the balance. The heavy movement beganin the sixties and Is snowball.
ing into the seventies. The effect of these technology transfers, through licensing,
shipments of entire plants abroad, Is to transplant sophisticated American pro.
ductivity capability onto the productivity bse of the nation so benefitted. The
result of this process Is to enable these foreign nations to use American pro-ductivity not only to Increase their owi.prodnetlity rates, but to compete, more
effectively with U.S. produced goods. It IN this which has enabled these nations to
show sharp advances In productivity advances which In some case have sub-
stantially reduced America's clear lead.

The fact that the productivity of foreign nations started from such A low base
makes the increases, In eomparlson with that of 'the U.S., all that much more
dramatic.

Along with the Increasing transfer of technology, , major factor affecting for-
eign trade has been the rise In prominence of the multinationals, which through
rapidly rising diret foteign Investment have been the chief purveyors of tech-
nology abroad. Through their foreign-subsidlares, the multinationals have been
able to take maxlmmni advantage of the sophisticated productivity they have
transferred to foreign nation 'in combination with lower fOreign wA ge rates and
their ability to manipulate theolocatlons bf thitrooeratfoft deo4n #ng'Qn labor
csts, taxes and foreign exchange rates from one country to anbtheiL41l *10ii
the corporate structure, As long ago0hs 1968, Fotte Magazlne phite$ out fhat
"when (the multhfatlonal) operates In many, different markets WitIe +*Oft
labor conditions, market demands, money market rates, tat laws, etC.0 0.,
poration finds multiplying opportunities to buy cheap and sell dea' If' It ah
closely coordinate all parts of. Its 0pe'ritlrn. "aOrying multlnitionaUlspi toIts
logical extreme,-a Corporaton Will cofte~ntrato It j 'oduction In.the area'. tere
costs are lowest and bWl ltt leeWbe he h lrk" Is mgbtluerative'ht,
some U.S. electrobies Wftnfttrers am'Vtl.1 tile F'r EaSt to make
components forielmitUold-In tMeNU.S. idat'tAn'dthb lporel Indpstry is,
for the first time, hinting at farml ; out some of It. 1 ir .ndu.tty . °

Thpecmbinatinof --tht natlIbMt W~ogqV*aOlbi tonbatnWtl
modern U.S. S, molog Oerted Ato ose' t, dt6et! ! ls Is;a. lif.-
beatable formula for hih-profith. Thib point wa toA*Oi on bvY PLoemor I gki
Mugrave in a paper prepared for the Joint E0conomle Committee In 1972, in
which she remarked that "it should be recognized that the economic and political
effects of maintaining a share of foreign markets via foreign production are very
different from doing so via domestic production and export. The principal differ-
ence lies in the effects on labor productivity and shares of national Income. For-
eign investment may enhance private profitability of U.S. capital, but It Is likely
to reduce the real wage to U.S. labor as well as the government's tax share In
the profits."

With the U.S., It Is the high productivity of the worker which helps permit a
level of wages which is sufficient to supply the market for the output resulting
from that productivity. Abroad, however, the efforts of the multinationals ap-
pears to be to manipulate productivity In combination with low wages for the
maximum of profit. The Tariff Commission study 1n-1973 notes that "in setting
wage rates, the (multinational) companies almost Invariably approximate local
standards. . . but they always show greater productivity than for all firms In
the host country. Theoretically, the higher productivity of the foreign worker
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in the MNO-owned plant should Justify a higher wage than the national average
for his trade or industry." If Indeed this were the result, the Improvement I
welt being of the people of those countries would be sufficient enough to create
markets for American exports.

It is indeed ironic that the American worker is exhorted to improve produo.
tivity so that his wages can improve-and so that the goods he makes an corn.
pete in world markets-but at the same time the American concern abroad doe
not-for a variety of reasons-even pay the lowest wage workers as much a
their gains in productivity have earned. With the export of technology and the
use of its high productivity In competition with American output, the U.S. baWed
worker and industry is fighting a losing battle. No amount of attenlon to pro
ductivlity and unit labor costs will solve America's problems as long as multi.
nationals operate with different rules. Since the U.S. controls started, the U.L
worker has been told to keep his wages Iow and his productivity high.

Without the expansion of consumer purchasing power through a rising w&O
level afforded by higher productivity, the goods produced must seek market
where they can be afforded. These markets are either where they come in cam
petition with U.S. produced exports, or within the U.S. Itself. Professor Musgr4,e%
In the earlier noted paper for the Joint Economic Committee of Congress, notw
that "it is possible that production by U.S. affiliates abroad, particularly I
manufacturing, may serve to displace U.S. exports aud even domestic sales is
the U.S. This displacement effect Is the more likely since those corporatioto
accounting for the bulk of manufacturing Investment abroad are also major
exporters. Moreover, sales of manufacturing subsidiaries abroad are now two
to three tines the level of U.S. exports of manufactured products."

The effect on trade from the operations of multInationals has been only Way
tially explored. But the Tariff Commission report states that there is "prig"
facie evidence of an erosion of U.S. markets by foreign sales of MNO affiliat
abroad."

In some of the nations where U.S. direct Investment and licensing have ea.
panded rapidly, exports showed fantastic growth in the sixties in manufactured
goods; Germany's exports rose more than 200 per cent; French exports rose 1*
per cent; Belgium and Luxembourg and the Netherlands more than 200 pff
cent; Italy 450 per cent; Japan almost 500 per cent--.while U.S. exports climbd
only 128 per cent.

Putting it mildly, the Tariff Commission report states that "an immeu
amount of world trade is generated outside the U.S. by the MNCs. As an Indicator
of how Important these flows are, available data show that maJority-owao
affiliates exports to countries other than the U.S. were an estimated $88 blll
compared with exports to the U.S. of $10 billion and-local sales of $118 blhios

This $43 billion of exports (including exports back to the U.S.) by U.S MOO
multinationals is more than U.S.-generated exportL The conclusion is inecapabl*
from all of this, that efforts to expand exports from the U.S. are meeting
creasing competition not only from foreign Arms-but from the foreign aMlate
of U.S. based multinationals. , 4

Despite al of the changes in the dollar, the rapid rises of wages and produc-
tivity abroad, the Improvement In U.S. living costs. America stl had a difi
in trade with Germany, with Japan, with Canada in 1978.



APPEnDix XIII

ITEM 807 AND 80630 OF THE TARF SCHEDULES OF THE UNITED STATs

The Items 807 and 806.30 of the U.S. Tariff code are examples of the way U.S.
law helps export jobs, expand industry abroad, and add to America's import at
the expense of the U.S. economy. The so-called "trade" under these items expanded
from 1AW3 million imported in 1968 to $&4 billion in 1972 to $3.6 billion in the
first ten months of 1973. The principle involved Is that a nation should not tax
its own products when re-mpotted; Therefore Item 80? provides that no tariff
will lie charged on "exports" of U.S. components which are assembled abroad
when the product Is re-Imported. The tariff charged Is only on the value added Ip
11w other country-which may be only 8 cents an hour, 10 ents an hour or 50
cents an hour assembly labor. For'example, the components of a TV set may be
sent to Mexico, Hong Kong, Korea, Talwan and re-Imported as TV sqts-with the
duty charged only on the foreign content (often only low-wage labor). Item
WO6.30 applies the same principle to mental processing. Thus metal chips used in
electronics are procesed and re-imported duty free.

In 1)72, $215 billion worth of foreign production was imported while U.S.
"exports" were $868.8 million.

However, there Is no real export-the "U.S." product must come back or
Items 807 and 806.30 do not apply. In practice, the same product i not re-Imported,
because the component has been Incorporated into a complete new product. Other
countries naturally try to have as much production in their countries as poslble,
so that, over time, 80 and 806.30 often account for less of the Imported

products. Eventually, as In Taiwav, the whole TV set (originally U.S. prts
were returned) Is made In Taiwan, for example.' Then 807 no longer shows a rise,
but imports continue to rise "

In 107, the AFL-CIO began to seek repeal of Item 807, which jVrovidee a
special tariff break for Imports from countries which use exported U.S. com-
ponents for assembly Into final products for export back to the U.S. The tariff
charged on the imported product is only on'the value added in the other country-
often merely low-wage assembly labor. -Thus companies get a double break-thh
use of foreign low-wage labor and special tariftexemptlons. The companies use this
section to expand thelt multinational enterprises, as many countries insist on
more and more production of more and more parts of the product Within their
borders. What began asa trickle has become a raging ver of imports.

The flight of U.S. companies to north co Me~ico'B low-wage 4)order sone" to
us cheap labor with this provition shows b'W multinationals oprate under
present tariff loophole at the. expense Of working Americans. n 1967, the
APL-IO called attention to the fact that 8$ plantlwith 4,000 employees had
taken advantage of a Mexican government decision to set up a *one for luring
U.S. plants to establish assembly operations Just south of the P.8.-Mexican border.
By mid-1972, there were 850lants with at least 40,000 employees. In the fall of
1972, the Mexican government decreed that Iteip 807 operations could be used
throughout Mexico. In 1978, 426 firms employing 58000 Mexican workers were
reported. Exports from Mexico 'rose from $19.2 million In 1T7wen $12.9 million
was In so-called U.S. exports returned to the US. or IM% so-call "U.S."
contnt-to _$SK8 million In 1972 with 59,8% so-cilled u10.8.90 content. The
Treasury Department has found that the U.S. "exports" are sometimes not made
In the U.S., but are llnpqrted ,1t9*_ Fr Eastern or other 4oP.e, since the
product must come bacx1to0 te U.S. to quali for 807, theme, relly no
exports under tit l . "iL

Sinie the Mexican-eontentt Is largely labor, dollar values and percentage com-
parisons of content are misleading indicators of job exports. Thus $100 of
U.S.-content may involve only one employee and $100 of Mexican-content may
mean 200 Mexican employees at 50 cents a hour. As Mexican production of
parts becomes possible, Mexican'productlon is used Then the content shifts to
more advanced equipment.
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Job losses have occurred as production has been transferred from cities and
towns in many parts of the U.S.-New York, Ohio, Illinois, Pennsylvania, COll.
foraila, Wisconsin, South Dakota, Tennessee, etc. The production involved includes
almost every type of manufacturing--clothing, toys, electronics, aircraft parts,
shoes, sporting goods, wooden material and advanced machinery.

Mexico is merely the closest and clearest example of this problem. Item 8f
is used world-wide, in developed as well as developing countries. Some Item
807 examples from the Far East: Singapore exported $6.8 million in 19%3, and
$80.1 million in 1972. Hong Kong exported $90.7 miUlon lu 169 and $125.4 millionn
in 1072. Taiwan exported $68.1 million in 1960 and $200.8 million in 1972.

Tie transfer of total production is particularly clear In the record of Taiwan's
use of 807. By the early 1970s, companies annou-eed that 0% content froi
Taiwan was used. This year, the Taiwanese announced that, iks Singapog%
Taiwan expects to become a "brain-service" center and closely restricts new
investment to emphasize totally integrated advanced electronic equipme4L
Average wages are $50 a month. Exports to the U.S. were greater than Imports
from the U.S. in 1972 for all goods.

The companies have recently stepped up the use of Item 807 in the Dominica
republic, In Haiti, and other Caribbean nations. Brazil is beginning to bea

larger user of this item. The supply of low-wage labor in the world is endless, and
benefits to the labor abroad and the labor in the United States have been difficult
to find. U.S. tariffs are among the lowest In the world.

"Developing" countries sent $3M8.1 million to the U.S. In 1969 and $2
million in 1073 under Item 807. During this time, the "U.S." content changed frol
5.6lo of the reported value to 47% of the reported value. Recently imports, of
refrigerators and sewing machines and similar products from Yugoslavia show
a growth from $1.0 million in 1969 to $1.7 million in 1972. There In 159o socalled
"U.S." content In these imports. The Communist countries have a saiplLvolmo
of trade In 807.

Recently the exports from Brazil, which were les than $50,000 In 196% hbrq
begun to be reported; 1972 Imports were up to .$200,000. Also Uaiti A4d the
Dlominican Republic and, other rlbbean import sources lays been rpogtedm
sometimes by units of the worl4's largest international firms, whichasw ebl
sporting goods or electronic equipment with the use of low-cost labor, reported
at less than a dollar a day in Haiti. " . I ,

The experience with Item 807 in developed countries Ilhustates the failW _
of the argument that "U.S." Jobs are created, In the U.S. economy by continue4
encouragement of foreign expansion. The total v lue of imports under 807 frQm
developed countries was $2.2 billion In 1972, with$1 billion of that from We#
Germany. The.so-called "U.S." content n the Imports amounted 't $18.4 bUllq
worth of components exported from the U.. a, re-lmporttd, West German
which is the largest exporter in the world, used qo fgw parbi from the 1i
that it Is hard to understand why U.S. labor could not have Integrate4 a $1
million worth of components into the product shipped" to .theU., and yed the
shipping cost of sending the components ba and forth across the oe0JL.

Much of the Item 807 trade is In automobiles. Canada Was th? Second largest pt
plier with $447 million total, of which $159 million was in V.V." content.
the large firm which use Item 807 In these countries, the expansion abroad ha
been at a breakneck race in rich ontrles-often these which have fu~employt
ment. Tariffs on autos imported Into the U.S. are now 3% while tariffs on autqq
imported into Germany (the European Common Market rate) are 1i_ .Th%
the manufacturer abroad gets a special advantage for produdhg in the roreip
country-the tariff advantage, plus the duty-free portion ,of the so calld ,.S, e4-,
port which is incorporated into the car.,

Item 808.80 is similar to Item 807, bht, It involves 'dut,'.free entry of metas
exported'from the U.S. processed abroad ihnd re,-mported, This has beoMe. partly.
ularly important in the electronics 1ftoitstri. where, silicon qptp a'*epsed
prodn4~in. However, like Item 80?, thd ule'o $0!40 is li mon 14arte of. Ie turiA
Schedules of the U.S.-for aluminum processig, grlndlr/g w 1hel pto uj t a
returning them, iq aircraft, intertal copabustiAn,steap tqtbi, . :"

r .. ,

* ,.~ ~ *i~ *.:t



The values reported are much smaller Um for,ltem 807-Loug they. are
accelerating rapidly, particular from los deeloped cWuipS. or example,

ja 1969 (first data available) $I92.6 million W mpor ith m10.2 miion
in U.S. content. In 1972 the total was $317.5 mlilioh with 130.2 million In U.4,
content. In the first ten months of 1978, the total 'was $39 million with $183
aillton in U.S. content, From developing countries in 1930 the total value im-

ported was $26.7 million of which $9.1 million was "U.S." content. In 1972, the
total was $10&2-jillion with $05.6 million in U.S. content.

Tthe AFL-CIO effort to get Congressional repeal of this kind of lubricant for
the expansion of multinational firms abroad repealed has not been answered by
any study. After several years of study by the Executive Branch, President
Nixon directed the Tariff Commission to study the impact of 807 and 806.30
in August of 19069. In 1970 the Commission report found:

1:.s. employment related to trade--both 806.30 and 807-was 37,000 and foreign
employment was 121,000 (p. 103).

No other country had aq identical provision in Its tariffs. The removal of the
items would not impair any U.S. trade agreements, even though there would be
wore duty collected.

'Fhe amount of trade in this item was large amo subsidiaries of U.S.-based
multinational firms by 1969-40% of the imports (by value) In 807 and 85%
of the 806.30 imports.

When Congress passed 806.30 its Congressional sponsor believed, "there Is no
-xvsibillty that these particular products would ever be shipped to such coun-

tries as Belgium, Spain, Portgual and so forth, because 6f high transportation
costs."

The Tariff Commission had opposed the adoptloil of Item 807 in 1908.
"A large part of the trade (in Item 807) is by UJ&s firms and their foreign

affiliates that operate and transfer goods on a manufacturing cost basis rather
than on the basis of values established in the market place" and therefore most
of the values are estimated.

lBeause much of the trade is not In arms-length transactions (that Is, the
"trade" Is mainly a shipment from one branch of a multinational firm to another)
Treasury and Customs did not require much reporting of these Items.

"Ascertainment of the relevant facts is almost wholly dependent upon extrinsic
paper proof rather than physical examination of imports by customs officers.
By reason of the large volume of trade under these provisions and the Intricacy
and 11as of detailed Information involved in each transaction, customs officers
are. In particular obliged to accept entries as submitted with only a limited op-
portunity for verification of their factual content."

Duties-saved would decrease from developed countries as tariffs were re-
duced-from an estimated $18 million In 1969 to $8.6 million in 1972.

Labor payments by companies (wages plus supplementary compensation)
wero the only reports made by the Tariff Commission. Foreign workers' actual
earnings were not reported. However, for labor payments, In most instances,
U.S. payments were " many times higher than the hourly earnings of foreign
workers engaged in comparable assembling or processing operations." The small-
est diffrential was with Canada! The largest with Taiwan. Variations in prod-
net groups were quite large. Some examples: U.S. wages were 1.1 times the
level of those in Canada and 18.2 times those of Taiwan. Average hourly earnings
(waces plus compensation) were 14 cents in Taiwan and $8.60 in Canada. In
offiee machinery, earnings in countries not- located in Western Europe varied
with a narrow range from 28 cents in Korea to 48 cents In Mexico.

Thus the 'Iarlff Commission, in 1970. despite Its failure to examine the labor
issue In detail and Its lack of competence In labor-related problems, found that
there were more lobs abroad. at lower wages, that production abroad was rising
and that the U.S.-based multinationals were the largest beneficiaries of Items
807 and 806.30.

Since then, the problem has rown rapidly and the value of Imports both
undor these items and under the Tariff Schedules themselves have shot forward.
Labor rates in some of the countries, like Haiti.and the Dominican Republic

30-229-74-pt. 4- 12
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are reportedly even lower. Countries with highly sophisticated exports to the U.I .
and the world, such as Brasil, have begun larger uses of Itemws 807 and
Communist countries are beginning to have the advantage of the use of theqo
items.

TARIFF ITEMS 06.30 AND 307.00: U.S. IMPORTS, 196673

jValue Is million of doflal

Total value - Import value U.S. exports remported,

06.30 807 Total 806.30 807 Total 806.0 307 Toe

1966 ................... &2 89.5 953.0 29.0 776.5 805.5S 34.2 113& 147.5
1967 ....................... 103.5 931.6 1.035.1 52.2 735.0 837.2 51.3 4 L .6
1968.................. 122.4 1,432.0 155. 4 57.5 1,26 1,1~76. 2 n$ ,
1969' ..................... 192.6 1 649.2 1,841.8 89.4 1:30. i, M.2 103.2 291.6
1970 ............... 204.0 2,00&.7 2,212.7 101.3 1,572.3 1.6736 6 102..6 43L41971 .............. 19.4 2,568.8 2,768.2 75. 2,031.5 2,106.6 124.1 3
1972 ............... 3 7.5 3,091.3 3,406.7 130.1 2,410.3 2,540.4 187.4
19. JanuarytoOtobef.:::: .. h:0 2,162.0 2.322.0 61.0 2,723.0 1,7.0 W8.0
19l? JanuaytoOctobr..... 396.0 3,207.0 3.60&.0 183.0 ,2563.0 2.748.0 213,0 60.0

I Tariffs were charted to this amount.
' No tariffs were chried to this amount

Otat on 3.80 for 1969 are estimated; they were compiled from an analysis of entry documents supplied by the Depart.
ment of Commerce and responses to U.S. TaIM Commission questionnaires.

Source: Compiled from dildal statistics of the U.S. Department of Commerce, except as noted.
Note: Because of rounding, the figures may not add to the totals shown.



U.S. IMPORTS FROM WIDUSTRIALLY DEVELOPED AND LESS DE VELPD COUNTRIES, 196M-72 ITEMS 806.30 AND 807

[i mUtim of doa

1-6- 1970 1971 1972

- Dut DW" D*t4sv dal Duty4re ua Dutyfe Dusabe
TOt val vile vdwe Totalvu Valu- vdn Toaluvd value ve TOl value vue value

ITIM 30130

To . .......... 12.6 10.2 '3.4 20L0 102.6 101.3 194 124.3 75.1 317.5 1874 130.1

Ji-mev tl" Ie . d......-.. a165.9 9.1 '7.6 164.7 .82.3 82.4 144.6 ,3.8 50.8 M.2 12.8 8.5
Lu v.op c ui~es . '2L7 '9.l '17.7 3.3 20.3 19.0 54.5 30.5 24.3 102 65.6 42.7

Tol....... 1,64L2 334 1,301.8 2,007 434 1,572.3 2,568.7 537.3 2,031.5 3,09L2 680.9 2,410.3

1 D loeod ------- 1,230.9 130.9 1,149.9 1,506.3 1612 1, 34. 1 1,907.9 229.4 1,741.6 2,167.S 245.9 1,921.6
.'"... 381 201.5 -U.6 50.2 275.Z 22.9 597.7 W.A 289.8 8.5 435.0 48.5

'DabferIIfa l ulmutd;they wee Dedfm amaisofmtuydswomtssuppied b Noe:Datait on Item 807 have bn adjusted to exude Impor eoeowly rtedas
ge DOWeUdof Coimesm d ruposus t, U6S. Tawi Comledsi lmuftiru. vlet been suur u=der TS'JS itWo 807. Due to rofudi% pgrm may n7 add to totals show n.

Sermm: CmpIIm sme la atis of the U.S. Demtmet of Come , enpt s ote&

J,,,,



APPENDIX X]V

TRANSFER OF TE.=NOLOGY

The AFIr-ClO urges that clear provisions should be written into new traoe
legislation to regulate exports ot capital and new technology. Other nations are
demanding the newest kind of U.S. technological facilities, and U.S. firms are
licensing or producing America's newest inventions abroad with the help of the
U.S. and foreign governments.

" 'We're interested in one, your technology, and two, your markets,' "1 said the
Saudi Arabian oil minister Yamani, quoted in The Wall Street Journal on Janu.
ary 7, 1974. It summarizes the view of most nations.

The same desire has been expressed by the Soviet Union and Communist bloc
countries and has led to the expressions of concern by the Department of Defense.
the Office of the Special Representative for Trade Negotiations and even private
business concerns who are worried that America iN losing its prominence and
exporting technology at fire-sale prices. The AFL-CIO Executive Council noted
extensions of credit to the Soviet Union on February 22, 1073. It stated:

"American workers, taxpayers and consumers are paying to export these pro.
ductive facilities to the Soviet Union at bargain-basement interest rates and fire.
sale prices. U.S. businessmen, consumers and homebuyers are paying much higher
interest rates than those extended to the U.S.S.R. And, while America needs Jobs
and production, the U.S. government is helping to export equipment and know.how
to build the competitive strength and military power of the Soviet Union.

Government agencies and private businesses have been spending an estimated
$23 billion yearly to develop America's technology. Some U.S. government and
husiness spokesmen have recently warned of the dangers and costs of these tech.
nology transfers to Communist countries. According to Bueineas Week of Janu.
ary 12. 1974, Defense Department officials say the Communist countries are
acquiring "U.S. technological know-how that has important military applications
tinder what are supposed to be commercial agreements. The areas involved In
the recent sales range from computers and communications to shipbuilding and
aircraft."

R 'etrnnlo Ncto* of February 4, 1974, reported that the President's trade negoti.
ator, Ambassador William Mherle, and U.S. company officials were concerned that
TS. electronics firms might be "selling high technology rights at 'bargain base-

ment prices'." They warned, "foreign customers, especially astute Communist
bloc nation.q, are learning how to play one U.S. firm against another to auction off
potential offers for American technology."
Rit most countries, unlike Saudli Arabia, want and receive U.S. credits for buying
the technology. Thus the U.S. citizen pays and pays and pays. --

Nation after nation has long followed policies of attracting new techii-logy and
improving technology within its borders. In 1971 AFL-CIO President George
Meany called attention to this problem in his statement before the Subcommittee
on Multinational Trade. In 1973, Andrew 3. Blemiller, director of the AFL-CIO
Department of Legislation, appeared before the Subcommittee on International
Trade to reveal that the plans and technology for a number of modern weapons
.Rystems as well as non-military technology-were being exported to a number of
foreign countries. We noted the regulations of other countries to attract tech.
nolog y and develop It. Fo this Is not a new problem for the AFL-CIO.

Tn 1973, for example, we pointed out that one-time sales that benefit the balance
of payments will adversely affect the U.S. balance of payments for years to come.
We salihat the aerospace Industry-America's newest-was accelerating its
export of technology. Our worst fears have been verified. America's taxpayers
surbnort research and the benefits are exported.

Since then, of course, nation after nation has adopted even more careful prac.
tices to assure their prominence and their Industrial and technological strength.

(1214)
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Taiwan recently announced it no longer welcomes investment except in advanced
equipment. As of February 1974, however, the United Stat.e still had no policy
and einphaslzed the need to "consider the beneft the Uniteo States derlvos froM
technology transfer." (International Rooomto Report of the pre4en"t. meeruj.
ary 1974, p. 70.) Thus even in 1974, the U.S. does not reeognLe that 42etoon by- the
U.S. would be a first Step toward neutrally In a world where the technology
transfer has been assisted by foreign government policies to. attract technology
and U.S. government policy to help its "free" flow.

Though America now Imports, technology, the "balance!' is uneven. Toe onlymeasures of actual licensing and patent and transfer of know-how )n the form offees shows a better than 10 to I advantage for the Unitea 8tate. Royalties andfees paid to the U.S. totaled $U billion, while payments to ioeforelgners for their
tecbnology In-these forms were $300 million in 173O

But the measure of this form of technology transfer ignores the acceleratingpace of the measure of basic and beat known transfers of technology-the directinvestment abroad of U.S. firms. The AFL-CIO has clearly urged effective super.vision and restraints on this outflow since 198. U.S. long-term capital flowsfor direct investment have shown a steady and rising pattern from 1960 to 1978In the early 1950s, the range was -$600 million to -$800 million yearly ;. In thelate 1950s and early 100s, it stepped up to -$1 billion to -$2 billion yearly.In 1965 to 1078 the range was between -$3 billion and -$4 billion yearly, accord.ing to the President's International Economic Report for 1974 (table, page 96).The AFI-CIO has emphasized the fact that plant and equipment outlaysabroad have shown a similar annual rise from about $3.8 billion in 1060 to $15.4billion in 1973. Now the Commerce Department has revised the data, so that onlymajority-owned affiliates of U.S. firms' operations are surveyed. These data showthat between 1968 and 1974. the rise has been from $8.7 billion to an expected$21.4 billion in 1T4-with the growth from the 1968 level of $10.2 billion dou.bling by 1978's $21.4 billion.
The United States has In effect exported Its capital, its know-bow, and Itsmost sophisticated industrial production to every nation on earth. Where newproduction develops, new technology will develop. And as each nation adoptsmore and more restrictive and self-interested policies, the response from thpAdrnnstrtionand from the proponents of the status nuo is that other nationswill retaliate if the U.S. takes any steps at all or that it is "counterproductive"

for the U.S. to act.
The Wall Stret Journal of January 1. 1974 stated: "Many U.S. corporations,unable to get enough fuel for their factories, are planning to build factories where

the fuel is-in the Mideast.
"liven the delicate political situation In the Mideast, however, few companiesare eager to discuss their plans . . ." The Journal continued, "But the StateDepartment had seen 80 proposals for Joint-venture projects in the Mideast.(The Arab governments Insist that any projectR be Jointly-owned.)"
Thus U.S. foreign direct investment abroad held a new meaning, made clearlyevident with sharp attention focused after the energy crisis-for the United

States and for its foreign direct investors.-
In the face of this massive transfer, the United States Administration merelywfrns against U.S. policy or action that would Inhibit even 'the outflow of directinvestment. Instead of acting to regulate the flow, the U.S. government freesdirect Investment. as it had already freed technology. Instead of recognizing thefact that other nation's overall policies already assure the inflow of technology,the United States continues theoretical and short-sighted analysis geared to theprivate interests of private corporations' perceived advantage wherever In theworld they might wish to locate. Btit the health of America and the Jobs ofAmericans today and tomorrow depend on action by the Congress.

FOREIGN DIRECT INv TMINT IN THE UNITED STATES
Reverse flows of Investment Into the U.S. have been emphasized In many recentreports. The latest government estimates presented to the Congress by thePresident's International Econom ic Report of 1974 show that by 1072, ome $14.4billion was invested In the U.S. for foreign direct investors---as uneven an MetP-hnnlogy transfers through licensing. V. investments abroad totaled $94.0billion In 172. Investment inflows in 1973 were estimated at $1.9 billion

(page 01).
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There are many current questions now being asked by the Congress and other
concerned citizens about the implications for this reversedt flow. HoWever, iu'j
Chase Manhattan Bank publication, "Business In Brief," in December 1972, som
interesting suggestions were made about the impact of Import and export regu
lations on such Investments. The Bank stated:

"The Japauese are investing in U.S. plants to surmount the high tariff sad
non-tariff barriers to their goods." (No description of these was given.) "But
they are also concerned about the growth in U.S. export curbs. Kikkoman Shoyt,
Ltd. built Its soy sauce plant in Wisconsin just before the U.S. government put a
temporary ban on soybean exports in the summer. Japanese textile companies.-
Toyobo Company, Ltd., Kanebo, Ltd. are moving to the Southeast to avoid U.8.
restrictions on imported textiles to be sure. But another motivation'is the desire
to secure uninterrupted access to cotton supplies. Controls on cotton exports
might be possible if shortages continue."

U.S. MERCHANDISE TRADE

lin bios of dollars

Balance of
Year Exports I Imports trade Year Exports I Imports Ba

1960 ..... 19.7 15.1 4.6 1967------------.31.0 26,9
1961 ............ 20.2 14.8 5.5 1968 ............ 34.1 33.2.
1962 ............ 21.0 16.5 4.5 1969 ............ 37.3 36.0
1963 ............ 22.5 17.2 5.3 1970 ............ 42.7 40.0- L1964............ 25.8 18.7 7.1 1971............ 43.5 4.6 -
1965 ............ 26.7 21.4 5.3 1972 ............ 49.2 WS.
1966 ............ 29.5 25.6 3.9 1973 ............ 70.8 69.

I totals Include reexports, as well as shipments under AID and Food for Peace programs, but exclude military gra*"i
shipments. Details will not necesaurily add to totals because of rounding.

Note: Imports and exports are f.o.b.
Source: "Economic Report of the Presdent." January 1974, p. 352.

U.S. TRADE IN MANUFACTURED GOODS

In billions of dollrsl

Year Exports Imports Year Exports I noei

1960 .................... 12.6 6.9 1967 ................... 20.8
1961................... 12.8 ?-. 19Im............ 23.86
1962 .................. 13.7 6 1969 ................. 26.8
1963 .................... 14.3 8.1 1970.................. 29.3
1964 .................... 16.5 9.1 1971..................... 30.4
1965 .................... 17.4 11.2 1972.................. 33. 8
1966 .................. . 19.2 14.4 1973 .................... 44.7

Source: "Economic Report of the President," January 1974, p. 352.
ANNUAL PERCENT CHANCE IN U.S. EXPORTS AND IMPORTS, 1960-72

Iln pet an

Year Exports' Imports Yeat Exportsi . al

196041 ............ .. 29 -2.1 1 ., I 9.19612 ................. 3.8 11.5 9.6
1962-43................. 7.4 4.5 19660.70 ................ 14~
1963-44 ................. 15.0 9.0 1970-71 ................. 21196 .................. .5 14.3 '1:1- ............. 12.8I1965-6.............. . 10.3 19.6 19)2-73................ 44.0 14.1966-67 ................. 5.2 5. 0

' Totals Indvde reexpots as well as shipment uader AID ad Food for Peace programs, but excude mntlry raa.

Source: "Economic Report of the President," January 1974, p. 352.
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PERCENTAGE CHAGES IN U.S. EXPORTS AND IMPORTS 1972-73

Commodity group U.S. exports U.S. Imports

food. beverages, and tobacco ............................................... 97.0 24. 7
Crude materials and fuels .................................................. 51.4 51.0
Manufactured goods ........................................................ 32.4 18.5

Total ................................................................ 44.0 24. S

Source: "Economic Report of the President," 1974, p. 352.

U.S. IMPORTS

IDollar amounts In millions]

Imports Imots
janualbto Ja roOctonotecpo129 cernetCom modity description 1972 1973 €lbinge

fVoc and live animals .............................................
Beverages aad tobacco ........................................
Crde materials, except fuels ............. ....................
Mineral fuels, lubricants and related materials ........................
Animal and vegetable oils and fats. ....................
Chemicals ...................... .............
Manufactured goods classified chefly by trial ......................

Leather ......................................................
Plywood veneers and other wood-worked ...................
Paper, paperboard and manufactures thereof ................
Textiles, excluding Obers and apparel ............................
Glass, glassware, pottery and china ..............................
Gem diamonds .........................................
Iron and steel including pig Ilon and ferroalloys ...................
Nonferrous metals, exci. ores and scrap ................
Metal manufacturts, not elsewhere spcified ....................

Machinery and transport eqU L ................................
Machinery, electrical and non dcll ...............................
Machinery nonelectrical ...........................

Power generating machinery, nuding engines ..............
Tractors and adittural mMhwry .............................
office machinery and com pters ................................
Metalworking nmacfiss and machine tools .......................
Textile. sewing &ad shoe ma.ry .......................
Other machinery, no ectrei .............................

Machinery, a ratu and appliances, eletric ........................
Radio, "Valad Wor teeommu nations equipment ...............

Transport edulpmont ..............................................
Automobiles, bumes, trucks iclud ig special purpose vehicles ......
Passenger cars, mew ............................
Automobile, bus, truck sad special purpose vehicle parts......
Agricultural traldr parts .... .......................
Motorcycle, p ' scooters and pats ............................
Aircraft and pars (excuding ties, engines and electrical)..

Miscellaneous maniuatured adicls ............................
ClothinL ududing footwear ..................................
Footwear, rubber leather ad ether .............................
Scientific, medc&, optical, photographic measuring and cohtrolling

instruments ........................................
Watches, clocks sad pars ..........................
Musical instumets and parts, Induding phonographs, tpe re-

corders, eIt.; ............ ................. J ......... .......
Printed matter ..............................
Toys, sporting seods and am.semnt equipment .................
Artworks collieor's items an antiques ..........................

$5,285.6 $6417
792.8 972.5

3,151.8 4126.7
3,906.3 6,159.5

147.8 178. 6
1370.8 2,013.0
9IS W! o..
115.111
377.6 43

1,040.5
1.270.5

..6 716.7'
2, IS&2 2,469,7

- ,? 1 , 2 04
.lsal t 5.

.- 6402,1
3,641. 4, 493.
1,004.6 213.1

a 7

760.81..j1,376.5 ,7

7,8 1

321.1
5,726.2 - 6,~ 51
1,57. 1~~ I
766.2964
417.7, 14
194.8 2H,
660.7

474.122.1. 6

Source: U.S. Bureakv.Ceosw;"IHW0Il &(#hf the U.S. Export mad Import Trade," report FT Wk Ocor 1973, U.S.
GPO, Washington, D.C. . - - F' k, ,"

221
22.7
30.9
57.7
20.8
20.5
161
2.6

20.2
,15.8

4.3
16.4
35.3
4.9

20.9
25.6
22.9

20.7
26.6
29.1
34.1,-1.4
32.3

14.724.

41.6
18.8
154
18.3
4i, 2.8
36.3
18.1
3.9

14.7
24.7
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U.S. EXPORTS

IDollar emouats in mlions]

Exports, Jxpoft
January to Janus Po

Commodity description October 1972 October 1a

Food and Ue animals .............................................
Beverages and tobacco .............................................
Crude materials, except fuel ........................................
Mineral fuels, lubricants and related material .........................
Animal and vegetable oils, fats and waxes ............................
Chemicals ........................................................
Manufactured goods classified chiefly by materials ....................

Tires and other rubber articles ..................................
Paper, including newsprint .....................................
Textiles, exuding fibers and clothing .......................
Nonmetallic mineral manufactures (cement, brick, glass, gems. etc).
Iron and steel ............................................
Nonferrous, base metals and alloys, wrought or unwrought ........
Metal manufactures (contaeso wire cable, nl etc.) ............

Machinery and transport equipment .................................
Machinery, electrical and nonelectric ................................

Aircraft engines and paits ......................................
Automotive engines ...........................................
Auto, engine parts ............................................
Other power generating machinery and parts .....................
Agricultural many and parts and tractors, excluding tractor parts.Ofice machinery and compues................
Metalworkin rn chin%. indudi .g8 mtalworking machine tools ....
Textile, sewing and leather machinery ...........................
Machines for special industries .......... ......................
Constrlction, excaviting and minin machines. ...........
ConstrucUon, maintenance, excavating and leveling machines, and

ports ..................................
C6a outtIng, mining and wll-drillingmachinesand" parts. ...
Industrial trucks, tractors, portable elevators and parts...........
Other nonelectrc machinery, a ppiances and machine parts ......
Pumps for liquids, ports and attacments ........................
Air and gas compressors and parts ..................
Centrifuges, ilteingand purifyin machines for liquids, air and gses

and parts ..................................................
Air-conditioning and refrigerati equipment .....................
Electric power apparatus and swltchgear (generators, transformers,

St)tlecomm ations equipment .........
Household electrcl appliances .................................

Transport equipmeM ..............................................
Railway vehicles and pts .....................................
Automobile and other road motor vehicles and parts (exclude tires,

engines and electrical p rts) ..................................
Aircraft and parts (exclude Ures, engines and electrical pj) ......
Ships and boats ...........................................

Miscellaneous manufactured articles ................................
Plumbing, heating and lighting fixtures .....................
Furniture ....................................................
Clothng (exclude footwear) ....................................
ScIntli, medical, optcl, p~otogfaphic and measuing and control-

In instru m s ............................................
Photographic supplies (fim, etc.) ...................
Musical Instrwments and parts (1cuding photograph, tape record-

ers phonoraph records, .............................
Books periodicals, other printed matter .........................
Misceaneous plastic goods ....... .............. ...
Toys, sp U goods and amusement equipment ..................
Ofie cabi . 2n and les, stationry supplies ..................
Jewelry, wabtces and docks ...................................

$4,387.0
723.1

3,898.1
1, 278. 3

424.3
3,415.0
4,037.1

135.8600.0
631.3
468. 7
688. 5
468.4
685.2

17,691.4
10,854.8

468.0
149.7636.1
628.6

1,320.8
335.0
221.0
279.1

1,322.6
385.2
321.0
83. 2

2,224.9
219.0
130.4
119.1
385.7
60.5(44.4
131.3

6. 136. 6
100.6

$, %V. 0
2.501.7

15.4
2,648.

69.7
56.0

203.5
810.4
279.4

225.1292.3

43.6
7X. 2

$9,228. 8
785.36,642.2

1,338,8
546.5

4,653.0
5,721.8

180.9
743.0
949.3
684.2

1,013.9
741.6904.2

22,636.7
14,004.8558.5

290.3
190.3
783.6
838.7

1,684.9
368.7
298.1
385.8

1,725.6

475.3
441.5
122.9

2 759.
270.9
169.9

150.6
474.9
877.4
854.1178.1

8,$631.
184.4

4,964.3
206.2

3,231.2
87.478.|

223.5

898.1M 5

35& 3
211.4
327.0186.0
251.2
66.0

123.8

111.4
8.6
47
2

410
3& 2
2X.8
50.4

47.3
53

202&6

37.
47.1

264

II
.1

3L1

5.6

2.
I.4

26.4

1 1
2&1

iLS

Source: U.S. Sre.v . Census, lflghligits of the U.S. Export end Import Trade," report FT990, Octobe 1973,
GPO, Washington, D.C.

I ~.
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PRIVATE CAPITAL OUTLFOWS FROM THE UNITED STATES FOR DIRECT,-RVESTMENT IN FOREIGN OPERATIONS
Ifn biiom of dollarul

Outflows Otflows
for U.S. for U.S.

direct direct

-mInvet--
(not) (net)

Yar: Year:
1950 ...................................... 0.6 1967 ................................... &
1960 ...................................... 1.7 1968 .....................................
1961 ...................................... 1.6 1969 ...................................... 34.
1962 .................................... 1.7 1970 ..................................... 4.4
1963 ...................................... 2.0 1971 ...................................... 4.9
1964 ...................................... 2.3 1972 ...................................... 3$4
1965 ...................................... 3.5 1973, ..................................... 3.4
196 ...................................... 3.7

1 ist three-quarter 1973, seasonaUy adjusted.
Sorce: Economic Report of the President, FeWmary 1970, p. 277; Ecocomc Report of the Presiden January 1972,

p. 150; and Survey of Current Business, Doertment o Commerce, September 1973.

CHANGE IN INDUSTRIAL PRODUCTION BY SELECTED INDUSTRIES: SEPTEMBER 069-SEPTEMBIBR I'-'

ISeasoaally Adjusted: Index 1967=1001

September September Percentage
1909 1973 cango

All manufacturing ................................................. 111.6 12. 3 +13.2

Durable goods ............................................... Ill.$ 123 3 +10.1
Lumber and wood products .......................... . 10.0 1. I Ot 5
Primary eals ......................................... . 116.$ .1 8 +14W
Fabricated metal produce .................................. . 115.2 131.6 K I
Elctrical! p t ....................................... 109.9 o293 I 
Machiry,o eoctlk ................................. 107.X 0 3.
Transpo eqpment ...................................... 111.2 107.3 -3.S
Instruments roated products .................. 117.3 141.5 +20.6
Miscellaneous maafactuing .................. *............. 117.3 145. 3 +23.9

Nondurabe goods ................................. ...... 112.1 130.7 +16.6
rood and kidred d ................................ 1090 123.2i+ I
Tobacco maatrIng ................................... 96. 2 109.1 1&4
Textle m p .. ........................... 11.7 130.2 15
Apparel and otex vets. .................... 10L4 115.4 1$
Prnt aed .................................... 10. 113.6 +7.3
Chomnf lca aed S o upto.....0*.................. 123.2. 113 2
Petrolnm aml co boduc ... .......... 101.0 17
Rubber, _pla ks .... 120.6 163.6Laathr aM l tr .. . ............... 9.......... . 2.7 86.4

I Indexes of JA 1974, asbjtct 0 arsuoa
Source: "Bsic Ecoes cStstite" Novmber 1973 vd. XXVII No.11 ad "Suvey of C Wrt i ss," leaory 1074,
L.54 No. 1.
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CHANGE IN NONFARM EMPLOYMENT, 196-73
Number Percet

Industry total ............................................................. 5,286,000 7.6

Goods producing ................................................................ -131,00 -. 6

Mining ..................................................................... 6,000 1.9
Construction .................. 214, 000, L
Manufacturing ............................................................ -346, -L

Durable ods ........................................................ - 02.2
Nondurable g s ....................................................... 85.9

S•vercO producin ............................................................... 5,411,000 i.7
Transrtation and public , ..................... ..................... 181,000 41
Trade .......................................................................... 1, 000 1.3

Wlolesae trade ............................................................. 349,000 1.
Retail trade ................................................................ 1 ,306. 000 i9

Finance, Insurance and real estate ......... ..................................... 4% 000 14.?
Services ....................................................................... 163600 11.
Govnment .................................................................... 1. 450,000 IL9

Federalal ............................................................... .- 134,000 -48
State and local ................................................. m 0 L

NONSUPERVISORY WAGES-WEEKLY IN DECEMBER 1973

Amount

Ava weekly ard innmanufactulng. ..................................................... $..1 Is
Averae weela y ernings In services .............................................................
Average weekly ernings IA retal trade..........................................................
Average weekly earnings in wholes trade .................................................
Average weekly earnings in Iiance Insurance and real estate ...................................... 137. 2

Source: "Monthly Labor Review," February 1974.

U.S. EMPLOYMENT IN MANUFACTURING
11n thousands]

September September CliA8
1969 1973 Number oercae

All manufacturin ............................. 20,480.0 20,132.0 -34& 0
Durable goods. .......................... 12.035.0 11,801.0 -234.0 -15

Lumbr and wood prod ........................ 12.6 642.6 0
Primary metals............................ 1,378.3 1,331.0 -47.3 -
Fabricated metal products ................. 1, 457.1 1,467.4 +10.
Elcatical equlpmnL........................ .. 2,068.2 ,02L1 -401
Macleve t electrical ..................... 2.041.4 2,066.3 +24.9 +
Transport equipment .......................... . 2, 086 0 1,881.6 -204.4
Instruments, related products .................... 476.8 503.9 +27.1
Miscellaneous manufacturing ..................... 455.8 451.2 -4.6

Nondurable goods.............................. 8,445.0 8,331.0 -114.0 . -Ij
Food and kindred products ...................... 1,921.3 1,840.7 -80.6 -44
Tobacco manufacturing ....................... 99. 6 81.7 -17.9 -IL
Textile mill products ............................ 1,002.9 1,026. 5 +23.6 +.4
Apparel and other textile products ................ 1,416.5 1,349.3 -67.2 1-4.1
Printing and publishing ......................... 1,099. 3 1,095.2 -4.1 -. 4
Chemicals and allied products ................... 1,062.5 1,038.9 -23.6 -,.
Petroleum nd coal products ..................... 190.9 191.9 +11.0
Rubber, plastics products ........................ 602.9 688.8 +85.9 +It
Leather and leather products ..................... 331.1 29. 7 -37.4 -1.

Source: Bureau of Labor Statistic, Employment and Earnings, 1909-72, Bulletin No. 1312-9 and vol. 20, No. 6, Dece'
ber 1973.
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EMPLOYMENT CHARGE FOM JUNE 1960 TO JUNE 13, BY INDUSTRY
pm-

-Chang
Jun. 1973

SIC June 1969 Jun 1973 Jur 1969 percent

ANl manufdUrlng:
Production ............................. 14,957.0 14,739.0 -21& 0 -1.5
Nonproducdon ........................... 5,423.0 5,623.0 -16LO -3.0

Durable PId:Duraodiod ............................ 8, 7&. 8,6u.0 -131.0 -1.5
NonduraC ........... ....... 3,25.0 3,090.9 -166.0 -5.2

Pro n............................. 6,161.0 6,074.0 -87.0 -1.4
Nonproducton .......................... 2,110.0 2,173.0 +3.0

24 Lumber and wood products:
Production .................................... 551.0 561.3 +9.5 +1.7
Nonopductiotn ........ .................... 80.0 87.2 +6.3 +7.8

241 Lo inecams and MoIg contractors:
P on ............. %L. . .... ; . . . . ........ . 85.4 74.0 -11.4 -13.3
Nonprodoction ............................................................. ..............

242 Sawmills and planul mills:
Production ....... ................... 217.1 202.1 -15.0 -6.9
Nonproduction ................................. 21.0 20.8 -. 2 -1.0

243 Millwork,Ptywod, and related products:
Prodcton................................. 153.5 187.1 +33.6 +21.9
Nonproduct".on ........................ 27.6 35.4 +.a ,2L,3

25 Furniture and futtere:
Production .................................... 404. 4 436 4 +32. 0 +7.9
Nonproduction ................................. 83.2 91.2 + 0 +9.6

32 Stone, day, and glass products:
Production ................................... 540. 3 56 0 +28. 7 +5.3
Nonproduction ................................. 130.6 139.3 +8.7 +7.0

33 Primary metal indastrks:
Production .................................... 1,110.6 1,074.I -36.5 -3.2
Nonproductim ................................. 275.1 217.7 -17.4 -&.

34 Fabricated metal products:
Preduction............................ 1,121.1 1, 13L3 ,+ILI +1.2
Nonproduction ................................ 332.2 332,2 0 0

35 Machinery_, e aopteletrical:
Prod ................................... 1,400.5 1,390.? -,..
Nonproduction ................................ 651.9 863.4 +11.5 +1.8

351 Engies Ind turbines:
Production ...... .................... 80.3 71.4 --- LO -3.6
Nonprodoction ................................. 36.2 40.4 +4.2 +11.6

354 Metal working macn ary:
Production..; ........... 253.8 242.1 . -11.7 -4.6
Nonproduction ................................. 87.1 83.6, -. -4.0

355 Special industry machity: I
Pr..on .... . ... ........ ... 8.9 1211.7' -10. -7.3
Nonroducon ...................... 69...93 64.4 -4.9 7.1

356 General Indestrial moclnery:
Prodution .......... ................. 194.9 199..2' +2.2,onproducto ................................ .97. 6 0-7.0

37Office and computlig machines:
Prodvctloi.. ;. ....... .................. 143.6 121.2 .- -15.7
Nonproduction. .......... .130.9 14'1 +2.4 "+9.5

359l Miscellaneous madil. y (nonectca:180 15. + 4
Production............... ................... .. +. 4i$. , +.4
Nonprodcto ......... ........... 7 49.6 -.4

; .............................. 1,362.0 1,388.8 +2.0
Nonpmdcton ................................. 677.1 18. 7 8 -- •6.6

361 Electric test and dlstilon equipment: -
Production............ .............. 143.4 152.4, ,4k0 +4.3
Nnrodocon.. ................. 6.4' 65.5 -. 9" -1.4X2 (,taci r iustrdiaapatu: ' 16 . ..P,-1 io...... ......... ................. 161.5 16. ++ 2 2
Nonproduction ................................ 66.0 6.0 - 4.4
33. .. . .u.d.a. . . . . . . . ...... 154.4 174.i +,,
looproftction . ... .;.................. A 3l A, 1- +9 7.,. .364 so.: 48.1+8.

a 1ins "Miae pmeat: .. ..
......... . ............................ W1. ,.3.9 4. 9,.._

.Pro ..c..e.......................... 47.3 46.1 W
365 RadioandV rcevin" e pent:...... ... ...........

.. .. ... .. ... .... .I1, - ,,

mo ....duc ...... ................ -vi36 Comm:= e. e. ... . "
~r ctn ............. .......... i~ .OS7 .w, -1

367 Electro a mnsaacscle 2- -ft ' Wv
........... 278.2 27.4 ' ..

N6 ......(.IA~JI 117.6- 1204 +2.8 +2.4
..................................... n
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EMPLOYMENT CHANGE FROM JUNE 1W. TO JUNE 1973, BY INOUSTRY-.Coelnued

SIC June 1969 June 1973

37 Transportation equipmeM:
Production..................................
Nonproduction ................................

371 Motor vehicles and equipment:
Production ....................................
Nonproducon .................................

372 Alrcraft and parts:
Production ....................................
Nooproduction .................................

3722 Aircraft engines end engine pins:
Production ....................................
Nooproduction .................................

373 Ship and boat building and repairing:
Production ....................................
Nooproductio .................................

374 Railroad equipment:
Production ....................................
Nono ion .................................

375.9 Otber transportation equipment:
Production ....................................
Nofteduction .................................

38 Instruments and related products:
Production ....................................No producton...........................381 EnglIeering and sdentUc instruments:

Production ....................................
N production ....... .............

382 Mecha"ncal measuring and control devices:
Produton ....................................
Nonprduction .................................

383.5 Optica and ophthalmi goods:
Production .............................
Nonproducon ............................

387 Watches, docks, and watchceses:
Ptoducton .................................
Nonproductl .................................

39 Miscellaneous manufacturlng:
Prodd.....o..........................
Nonpoduction .................................

20 Food &nd kindred products:
Production ....................................
Nonproductioo .................................

21 Tobacco manufactures:
Production ....................................
Nonproductios .................................

22 Textile mill products:Production ....................................
NonproMuctiom .................................

23 Apparel end other textle products:
Production ................................
Nonproductioo .............................

26 Pape and allied products:
Production ....................................
Nooproduction .................................

27 Pring ad publishing:
Production ......................
Nonproduction .................................

28 Chemicals end allied products:
roduction ....................................oMpJoduction .................................

29 Petroleum and coal products:
Production ....................................
Neonproductio ...........................

30 Rubber end plastics products, n.e.c.:
Production ....................................Nonorducion .................................

01 Tires ad plastics products, n.e.c.:
Production ....................................Nooproctiom .................................

302 Other rubber products:
3.6 Production ....................................

Nonproductlon .................................
302 Rubber footwear:

Producton ....................................
Nooproduction ...............................

307 Miscellaous plastics products:
Products ......................................
NoWoduction ..........................

31 Leater and leather products:
Prodution ....................................
Nonproductios .................................

1,472.2
609.3

717.8
203.9

461.9
341 8

113.0
91.9

157. 7
35.0

40.4
11.4

94.4
17.2

296.8
183.8

38.5
41.4

73.9
42.2

38.7
15.7

29.6
6.7

348.6
96.4

1,188.5
595.4

59.6
13.1

896.7
119.2

1, 259. 0
172.9
55.3
160.7

680.3
412.1

630.8
441.4
120.471.9

467.4
134.0
84.33S.2

35.2

22.5
4.0

238.0
59.3

299.4
49.3

Source: "Empoyment 8nd Earnings: United States 190972" (Bulletin No. 1312-t and "v4, 20, No. ,' SePtemb
1973" Dneartment of Labor Bureau of Labor Statistics.

4

1,360.2
522.1
746. 6
203.2

280.0
233.7

65.6
146.6
36.8

12.5

146.9
30.9

306.8
188.0

35.7
33.7

72.6
39.4

44.7
17.7

27.1
5.7

344.0
95.4

1,155.8
569.6

12.2

911.3
124.5
1 6

I 1.

56561
162.1

60.3
432.8

120.8
69. 0

144.8

3,3
38.1

155.8
38.3

24.3
3.8

292.7
68.4

42,6

Chine
)Net"

June 1988 JaeIcl

-112.0 -7.;

+28.8 8 4
+ +1
-34.03 38

-26.3 -

-ILI -7.8
+1.8 +5,1
-. 3 -.7+1.1 +9,1

+52.5

Vitt.I
+ .4.2 t1

-2.8 -1,1
-1.7 -1.6

+6L.0 +15.1
+2.0 +t3.

-4.6 ' -I.-L0 -1.0

-3. .--11
. -4,1

-72.4 ,AU
6.3 -. i

-24.1
L I
.4 A

+10.8

214.0

-4,

+14.0 1 L
+- '41

L2 -1.1
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AWWooR N ASSON

The CHARMAN. The next w)jtness will be Mr. Simon Katz, president
of the American Importer//Asoc" tion.

STATEMFN 0P SON KATZ ZXECIJTWE VICE ]P3EIDONT OP NEW
YORK MERCHANDISE CO., RESIDENT 01F AMERICAN IMORTERs
ASSOCIATION, ACOOMXANUFD BY GERALD O'BRIEN, EXElCUIV
VICE PRESIDENT, AlA, AND DAVID PALMETER, DANIEk &
HOULIHAN

Mfr. KIrz. Thank you, Mr. Chairman.
Mr. Chairman, members of the committee, it is not easy to f611ow

a witness like Mr. George Meany, but we wifl d6 our best.
My name is Siror, Katz, I am executive vice president of the New

York Merchandise Co. of New York City. My company is an importer
of variety store merchandise. I appear here in my capacity as president
of the American Importers Association, Now ork City. I am accom-

- panied today by Gerald O'Brien, exeoutive vice president of AIA, and
David Palmeter of the Jaw firm of Daniels & Houlihan of Washington,
D.C.

I will refer to our association as AIA. It is a nonprofit organization
formed to foster and protect th6 importing bUsiness Qf the Uited
State& As the only eaciation of nattpnfil 0ope representing American
companies engaged in the import trade, AIA is the recogniied spokes-
man for importers throughout, he Nation.,

We welcome thi opportuniltyto present ut views- ofi the TradeReform Act of 1973; Iask atthis poit that my compjettestinny
be accepted for' the record, and that I be permitted to suimmarize

The CAmMAN. We will print your entire Statement.
r . K A wZ . T h a n k o u . - b eli e v e i t

We generally support the bill s passed by the Hus.6. We believe it
is far superior t6 We orl adminidrsttii ,bill, iartitulary in the
area of establishing standards a ld criteria to guid',' and lmit,'.prei
dential action. However, we believe theis ate serku, defects. in the
bill, and we propose changes. hring the fburse of thl brief testimony
I will be able to stress only a few of the most important reoommenda.
tions. And I ill dwell mostly on the safegy ro sipion ald the
Countervailing Duty Act.

With regard to tae sfeguard provisionsfirst, therein no question
that requiring petitioning industries to how that $creased unpgte
were caused in major par by tariff conbosions halben the stunilin
block to escape clkue relief. While the pomnplexity of so meof theTtit
Commission cases make precise calculatin lpoxe bl, itrfarly'
be stated that iiftleat.1 f t" 25 pe "ausecf w decided sino6e
1962 negative votes wer st by metnb6r of' th Tariff" omimispiOn

don this p ri, 18.
We believe tht, C e relax$iOn of this, princip s s ii ord e, but

that total elifiInatltm'4the difsl link is noti&ls ed. A l.h ly
we recommeodhatt '1 if ki.tu prior tariff-c on6&d t inta - but
that phrase kttO62p'Wo 0 bfor t[ tor o ' .!'' . ':':: . .'' : c,

Second ther is another major cause test in the present law, and this
one we believe should be retained. It is the requirement that the imports
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involved be the "major cause" of actual or threatened injury. The Trade
Reform Act would require that the increased imports be only a su
tial cause of actual or threatened injury.

Clearly, if the concession linkage has been the main hurdle fad
industries-petitioning for relief, then its removal, or reduction, firm
"ma]or" to "in whole or in part" eliminates any justificatni6 for i
further changes in the statute.

The weakening of this criterion, when combined with the removalof
the link to tariff concessions, would in fact open the gates to impprt
restrictions even in cases where it could be demonstrated that such
restrictions would be little or no help to the complaining industrf.

Now, with respect to the Countervailing Duty Act. -.
The amendments to the Countervailing Duty Act contained in'the

Trade Reform Act are the most far-reaching, significant, and u4wiab
provisions of the bill. We refer specifically to the inclusion oft
limits and judicial review for domestic producers of determinationsby
the Secretary of the Treasury that a bounty or grant exists. , -,1

The committee is well aware of the arguments in favor of t4
provisions. They deal primarily with the notion of fairness. Part'
larly in the case of judicial review, it is said that if one side can ap
why should the other side be denied a comparable right I

The surface appeal of these arguments grows out of a funolament
misconception of the nature othe Countervailing Duty Act in 1p
can law. implicit in these arguments is the erroneous notion that
Countervailing Duty Act, like the Antidumping Act or the
clause, is a remedy for private injury.

To the contrary, the Countervailing Duty Act is not, and should 6in
be, a remedy for private injury. It is, and it should be, a conferra 94
authority to the executive in order to empower Government to de'
flexibly with the complicated problems caused by the impact of go-'
ernmental programs on international trade-the programs of 1he LS.
Government as well as those of foreign govermnents. ..

All governments obviously need the power to react with 'couut
vailing duties to "unfair" subsidization of exports by other count
Furthermore, because the programs involved c W so, varied,
subtle in both their operation and their effect, the povwqo to cd t
vail must be, and is, ph ras in extremely broad terms. But t p:nemqsity of phrasing the power in extremely brodterms qra .
parallel necessity that the executive have the discrtion not ASvail against programs even though technically within the amblit:i40h
law.

The Countervailing Duty Act is invariably directed at the rof sovereign governments. ConsequentlyW it4 plmIentat..... r
question of International relations iot present in p A~e' ingsx

other laws, such as the Antidumping Act or the escp ae ,.,
S $uch a decision should not be subject to interfqrence;by pt ,.

parties. .
The Trade Reform Act, by imposing a decision ti x

expanding judicial review invites pvt intere ce O g,Thes provisions of tho bill fil to distn
menwa power andp at I~md.1e gxorm I~~r
obligation ofi the political arms of government to demp

A , . I 'I (I '. 19

BEST AVAILABLE COPY
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adjustment between foreign, economic, and domestic policy ift light'of
the national interest. These provisions oristitute an ill-advised prow
scription for diplomacy by litigation. Thei amount to an imitation
to a trade war.

For these reasons, we believe that the decisional time limit and
judicial review provisions should be stricken from the bill. We recog-
nize, however, that to some the seeming inequity of the importer hav-
ing the right to appeal somehow requires a comparable right for th6
domestic producer.,,

First, we would note that the importer's right to judicial review is
grounded in the fundamental right'of any party required to pay a tax
to challenge the authority of the thx-coloti'. Theteis nothIng novel
or unusual about this. Viewed simply as a tax matter, *wesubiit that
there is no rmtional basis for the proposed alteration it the relative
rights of judicial review.

But we believe that much more is in evolved. Determinations under the
Countervailing Duty-Act, as we have said, are an exercise of political
power involving delicate goyernment-to-government relations. Such
dlecisions should' not, +be subject to inteilerence by private parties,
whether they be domestic producers orixuporters.

Consequently, while we oppose th6' extension of the right-.9f judicial
review of the -Ser tary's detirminiion to domestic ljptrestk, we sug-
gest that it would be appri6p'iate to6 b ivethe importer's right Qfre-
view on this 9uost4on .aswell;

This position applies nlyto the questr6n of the Seoretr' dptor,'
mination as to the edlMnc-of. a bqty 0 4gra.utfor
important question, Tbi ' d¢s not 6ext .d,hwver, tp the
determination of the amount iiivolved in a parkcular shipmen .,,

Accordingly, we suggest thAt the ,pptopruate septienq ofthe T rift
Act of 1930 be ameftdWtd tmak 0 ,t i"
the Secretary'p d Wt~mn*t1$o o,I . t
on particular shipents, and to extend this right to domestic intirtsv

In conclusion', fr W ftmhm .01ux testimony subiitt dd for thW rk-
ord contains a more detailed discussion of these aid ii mbeb:'6ther
important points. But we would like to emphaWe thotd 1thtW of
the position we have taken. AlA h frmdntIdehat; *ot tf-m
import compeo towlbe, 0i to 6k, t~ p~*I,~4eQ4~
undr the ewc&t.ag sD +'vi -.O1 ,,-,.fq:. . " W- .,

AlA also hi. _sugg .d th!4t1.' poirtinf the..imporer's right to
judicial review of determintions under the Coun r ai ing,'DI f At
be eliminated, ihaftf dbI !. I;00P

cial review of determinatons 6 t I
The recommendations of he Amep an rte A , tM '

based on ourb .IW tifftl6fWdbid* ifi'difil
erciso of responsibility on the part of everyon.. JuW1 -i ti~lnib
for nations to ao .rthei1Wn ' h6w t f.4 it
is no time for thq, p 9I (, ,4
alone.

that would, rjqo
allocatjoqpx I= P 0
understanding..A, tradefpdoy mawhtw~iwe
are not advocating unilateral free trade overnight.
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But we are advocating recognition of the necessity of moving t
ward the goal of liberal trade. To the extent that that goal i iwb
reached, there are inevitable costs to the consumer, to the economy, -
all of us. To the extent that these costs are necessary, they shouldl
borne. But as with any costs, they should be minimized.

The bill reported out by this committee and passed by the Seutt4
will in large measure determine whether the Uited States is to sud
tain its world economic position and insure a better standard of li"i
for all its citizens. This means that international trade must be Wnj;
creased, not reduced. Nobody has to lose by this policy. All American#
will lose, however, if we resign ourselves to protecting our weakness.
at the cost of abandoning our strengths.

Thank you very much.
The CHAIIzMN. Thank you very much, sir; for a very good stawo

mont.
[The prepared statement of Mr. Katz follows. Hearing continues

on p. 1238.]

PREPAR= STATEMENT OF SIMON KATzo PaRsIENT, AMRICAN IMPoWmS
AssocIATIoN

SUMMARY

I. The "Soafege'rd proves

A. The "causal link" to part concessions should be changed from 'maJo
to "in whole or In part," the pre-1962 language. "9

B. Increased Imports should be the "major" cause of Injury, not merelyi;
"substantIal" cause, In order for an Industry to be eligible for relief.

a1 Before Import restrictions are resorted to, an "Industry," and not just .
portion of It should be found to be Suffering serious Injury.

D. The existing ikonomle test for actual and threatened Injury should
retained.

B. The segmentation provision should be stricken.
F. CongrgW should not delegate to the President authority to Increase tari"

more than 150 percent above Column 2 rates.
0. Tariff rate quotas should be subject to the same standards as oth

quotas. o 11o
H. The adjustment assistance provisions should be Improved and extendsC,

to employees of Importers.
I. (omtervaaieV DIu AO.

A. 1. The time limit provision shoulder stricken.
2. Judicial review of the Secretary of the Treasury's determlnation of t-

amou"t of a bounty or grant should be available to both domestic pr ucr
and Importers; neither domestic producers ior importers should lilve '
diclal review of the Secretary's determination of the eelesce of a bounty
or grant. i

B. The Act should be extended to nondutlable Items, but the Injuryt
should cover dutiable as well as nondutlable Item&
III. section $37

Thisanachronlsm should be repealed, or amended substantially. .
IV. Other P OWOW

A. Presidential authority to raise dutiu as part of a trade agreement sboe*
be limited to the Oolum4 2 rat.

B. Section 006 Is not germane to trade and should be deleted.
V. Trade Relations with 0ouaftes Not Enjoyng Most-domN.Xaq.

Whatever resolution I made repr~ing Soviet trade, Mow tratme1 $ lIiA
be extended to those countries thatare not InvolvedI In the 60graton WpuIbeiOf
a negotiated bast.as originally requested by the Admllttration.
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statement

31r. Chairman and Members of the Committee:
My name is Simon Katz, Executive Vice President of New York Merchandise

Co. of New York City and Los Angeles. My company is an importer of variety
store merchandise. I appear here in my capacity as President of the American
Importers Association (AIA), 420 Lexington Avenue New York City. I am
acompanied by Gerald O'Brien, Executive Vice President of AIA and N. Davi4
palmeter of the law firm of Daniels & Houlihan, Washington, D.C.

The American Importers Association Is a non-profit organization formed in
19'21 to foster and protect the importing business of the United States. As thd
only association of national scope representing American cotpaifle engaged in
the import trade, AIA is the recognized spokesman for importers throughout the
nation. At present, AIA Is composed of nearly 1,000 American firms directly or
Indirectly involved with the importation and distribution of goods produced out-
side the United States. Its membership Includes Importers, exporters, Import
agents, brokers, retailers, domestic manufacturers, customs brokers, attorneys,
banks, steamship lines, airlines, Insurance companies, and others connected with
foreign trade.

We welcome this opportunity to present our views on the Trade Reform Act
of 1973.

Introduction

We address ourselves to the Trade Reform Act because we understand that
this is the Committee's main concern. Other bills calling for import'quotis have
been referred to this Committee. AIA is opposed to all of them because quotas
are a drastic remedy, to be imposed only in extreme circumstance& Legislated
quotas confer unmerited windfalls on those industries which obtain them, with
no re(luirement that they meet the standards and criteria for protection that
apAy to all other sectors of our economy. Those industries that are the object
of special quota bills should be gove ned by the standards of the general legisla-
tion this Committee and Congress enadts for everyone else.

We generally support the Trade Reform Act as passed by the House of ReprO,
sentatives. We believe the bill is far superior to the original Administration bill,
particularly in the area of, establishing standards and criteria to guide, and limit,
Presidential action. However, there are serious defects In the bill, and we will
therefore propose changes during the course of this testimony.. - ;,

The past three years have been difficult years for the American economy, and
for the international trading system. We have witnessed two devaluations of the
dollar, the first balance of trade deficits-of this century, unprecedented Inflation,
and the first peacetime wage and price-controls in our, history. -'.

The Arab oil boycott has heightened our awareness of the economic lnter
dependence of nations In the modern world.. Shortages of oil supplies are leading
some nations to look out for themselves in complete disregard of the impact of
their actions on other nations. Moreover, there are. Andications that countries
controlling a number of other essentlat products.are conaderlpg- attempts to
copy the Arab technique In order to fprce higher prices. Th oLIu. disagreement
as to whether cartels In other products would work, absent te special considera-
tions present In the blddle., Mas Nppethelesp, the mere, fact that nations are
seriously considering such action Is ep ominous reminder of the beggar-thy-
neigbbor policies and atmosphere that contributed s significantly to the Great
Depression of the 1930's. .

The Sinoot.Hawley Tariff A0 of Z00 .began the process of protective action
and reaction among nations that led to disater. ,We, hope that history will not
record that it Was the unilateral Imposition of '*pIrt controls on vital agrcul.
tural products by the United States that began the dowihIll slide In the 191's.
Certainly this precipitant action.-mou oil4. say panic-stricken acton--does
not help any efforts to persuade other nations to abide by the rules, and to
consider the international consequences of unilateral poleles-.

The acute shortages and inflation that have- plagued the world In the past fe*.
years demand wise, calm, rational policies.If they are-to be overcome amd If a
slide Into another worldwide depression is to be avoided,. -

First among' theft. poileie,, w submit, .is a recognitton .of the fai, that, mueh,
of the world Is economlcaliy titerdependent and that sflshunllate, meatres,,
provoking as they, must, selfish.. unilateral,, cunter meamM,! mean disaster:
for everyone. Second. amoqg thee poUlcies In, ropnItion j.tthe wvsom of ,the

30-229-74-pt. 4-i3
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classic case for liberal trade. The problems of shortages and Inflation are Ia
great part caused by misallocation of resoures.- Protectionism in any to
is a misallocation of resources, a misallocation that unnecessarily Consl5u

precious resources, and adds to overall inflation.
The classic case for a liberal trade policy is based upon the doctrine o

comparative advantage, the tact that more goods and services are produceaif
each nation concentrates on doing what It does best, and tradeswith others foi
what it needs. This is, of course, an ideal, and In our Imperfect world its attsj-.
ment is for the future, If at all. Considerations of national security and otbji
interests on the part of all countries often quite properly Interfere with Qb
attainment of the ideal.

Nonetheless, we believe that the events of the past few years have dramatic
the wisdom of forty years of United States trade policy In striving for; that
ideal. To the degree that the ideal of the doctrine of comparative advant
is not reached, there is a cost to the economy-to the taxpayers and consumefl..
of the United States. Some of these costs may be legitimate and necessary, bot
that does not change their nature as costs.

Traditionally, the rhetoric of foreign trade mistakenly has reversed tl
elementary economic principle bf the doctrine of comparative advantage. 'nh
traditional rhetoric has viewed imports -as an evil that must be tolerated'is
order to enable, or Induce, foreigners to buy American exports. Recent events
have demonstrated that the reverse is true: we do not Import in order to export;
rather, we export in order to pay for the imports we need and want.

The fact that exports are the price we, as a nation, pay for imports do
not mean that export growth should be discouraged. On the contrary, Increa
exports from the many strong and efficient sectors of the American economy pro
vide not only the wherewithal to pay for the imports Americans increasn*
need and want, but also, by increasing employment and investment opportul.
ties, assist in the transitions and adjustments necessary within the 4Wisi
economy.

In short, expanded trade-on both the export and import sides-yieldlig
the maximum benefit to all of our citizens should be the goal of any new trade
legialgtion. Only by approaching as nearly as possible the ideal of maximum
efficiency In the allocation of resourcea can we hope to produce more from the
finite resources, for the benefit of all of us. #1

The Trade Reform Act, we believe is a step in the proper direction: it authorim
the United States participation In International trade negotiations, aimed b66
at reducing tariffs and the trade distorting effects of nontariff barrier;,4t
makes explicit a preference for adjustment assistance as the preferred foo
of Import relief; It requires that consumer Interests be considered In, W
decision-making process regarding Import restrictions, and that the effect"o
Imports on domestic competition be taken Into account; limits are limp0
on the President's authority to restrict Imports for balance of payments pap
and exemptions are provided from such restrictions for a variety of reaso,
Including articles already subject to Import restrictions, goods in transit'.0
goods under binding contract; It further provides for the temporary suspenl"t
of Import restrictions in order to Insure sufficient supply at reasonable pr
(We note and endorse the Administration's proposed amendment tO Incudk
temporary suspension of antidumping and countervailing duties where ahltJI
priate, and to extend the maximum period of suspension for all restraints
150 days to one year.)

Despite these generally salutory provisions, the bill is far from perfect;::-*
believe that changes are needed In several areas, partleularly-in the °°safeg0at4
and countervailing duty provisions .-

1. THEI "BArmUARD" PROVISION

The Trade Reform Act would make important changes in import relief
visions of the Trade Expansion Act of1982, the "Escape Clause." We 90"W
that the statutory criteria of the 1002 law have proved to be too riliod. 0iN
consequence of this rigidity has been to make the Escape Clause a-no*Vi
alternative to other forms of protectionism In many cases. Another couimeuet
has been to tempt some members of the Tariff Commission, in a wHlbitar.l.
but illconceived attempt to make the statute more workable, to adopt,
so-called "but for" test, a distortion of the statute In no way Justlflbl# eith
by its language or its legislative history.
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AIA believes that a fair, workable mechanism to provide time for seriously In-
Jured Industries to adjust to import competition is a vital part of a sound trade
policy. We also agree that changes are needed In existing law, but the changes
that would be made by the Trade Reform Act are, in our view, far too drastic.
They represent a swing from one extreme to the other. What is needed is neither
extreme-neither the rigid, essentially unworkable provision of existing law, nor
the 6ver reaction embodied in the changes that would be made by the Trade Re-
fona Act. What Is needed is a moderate, fair, reasonable provision that meets
the needs of United States industry, but, at the same timid avoids the granting
of windfalls, at the expense of consumers, importers and exporters, to many in-
dustries that neither need nor deserve them.

Under present law, In orderto qualify for relief from Import competition an
Industry must show that:

1. Imports are increasing;
2. The major cause of the increased imports is past tariff concessions;
8. The industry is suffering actual, or threatened, serious injury;
4. The major cause of the serious Injury, or threat thereof, Is the Increased

imports that in turn have been caused in major part by past concessions.
The stumbling block to relief for possibly otherwise eligible U.S. industries

under existing law has been the second item listed above--the need to show that
the major cause-of the increased imports is past tariff concessions. This is often
referred to as the "causal link" or "link to concessions." While the complexity of
some of the cases makes precise calculation impossible, it can fairly be said that
in at leas-t- I8of the 25 escape clause cases decided since 19062 under the Trade
Expansion Act, negative votes were cast by members of the Tariff Commission
based on this principle.

The Trade Reform Act passed by the House responds to this difficulty in wr
drastic way. It not only eliminates the requirement of a causal link to past con-
c slons, but reduces unnecessarily the causal link between imports and serious
Injury.

In order to qualify for relief from Import competition under the proposed
legislation, an Industry need only show-that: -

1. Imports are Increasing; -
2. It Is suffering actual, or threatened, serious injury;

J The Increased imports are a substantial cause of the actual or threatened
Injury.
A. The oausal link to past oo mmso

The rationale for the catsal connection between increased Imports and tariff
concessions has been the view. that the last legislated tarit, the Smxoot-HaWlby
Tariff of 1930, prqvIde enough protection for any industry. Based upon the
premise that the 1930 rates consUtpqd -the Governments tariff protection
"ground rules", any Industry that suferedi, or was threatened with, serious injury
as a result of a Government change In these "ground rutes"-L.e., duty redue-
tions-was entitled to relief. I other words, an Industry, wps allowed to "escape"
from reductions in duties that caused or threatened serious Injury.,

American importers have no quarrel with the sound principle that if Govern-
ment alters the ground rules under which an industry operates, and inadvertently
causes serious injury, the industry is entitled to a temporary restoration of the
status quo to allow adjustment. But the Trade Reform Act would abandon this
principle entirely. The result is that it need not be Government action thatcauses
or threatens serious injury, but merely the inability of an industry to compete
in a normal market. At . time when the consumer's n"d tfr imports has been so
dramatically shown in the marketplace, we believe that thd-obandownent of any
need to show that fncreaeed imports hare been caused Oy tariff concemIons is a
violation of the spirit (and probably the letter) of Article XIX of the Q(ATT,
and is an unfair burden to place on the American consuner who must pay for
it all. .

It may well,,be,4t the -requirement that Incressed. imports be can."d -in
major part by eonesion 34s too onep9us, but it does pot follow that the'prhieiple
should be abancdonqdlentliely. T b problem did not-exist -until the 1902 Act;
Accordingly, we reqmmeneid tbat; the operative statutory languagein'us prior
to 1962 be subs;Ittjet fOr this pao, of, the EKape -Clause. Undmr this standard,
an applicant f6r relief would: *eet.le casual -link, riqudremeti if it could show
that Increase Impos wer qautte4 In whole orn part" by tariff coneeqalons.

I'se of the test of "'in whole or in part" would preserve the base rationale of
the lKcape Clause-that it Is Government action In reducing duties that Is the
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fotm tlion of the need for relief. At lhe same time. It would provide a more
relaxed stnudtard of measuring the degree to which that Government action
is rteslmsillde for the increased imp)rts. Moreover, maintenance of a causal
likl. that existed pre-1.N52 clearly would comply with GATT, whereas total
eliminati1 of the requirement wi, uld be at best of dulbitous legality under GATT
standards.

ItI an era in which international econonilc .'ooper!ition is so vitally necesary.
we submit 1l11t ii ill i,iioov..s ithe United states to flMt GAT'i standards for
any reason.--imrticularly helt. as in the matter (if the causal link between
tariff cmicessliins and 'InWreased inlJwrts, the dinestic problem is capable of
soillon in) (. ift)riity withI (;AT'T.
It. "Marjr" causc' anti "misb tan tiqil" ea uxe

"l'here is a .,ecid "miiiir cause" Itvst in present law and this one we believe
shiomild lie retained. It is the refflirement t iate le imlorts involved be the 'major
(.fuse" (of al(tial or threatened injury. The Trade IReform Act would require that
lt inct-reased imports IN, oily a "substim lial caltse" of actual or threatened
so-rious Injury.

We sre unaware (if any sound reasons advanced in justification of this change
iln sta:ful utry standards. Unlike the "major" test linking imports to concessions,
lli z "nmjor'" iest linking ilnlmorts 1nd injury is, In our view, eminently reasonable
ulI soluild. Ave sulibtt that It Is only cmmn1in sense that before inport restrictions
are imniiosed. it first. slmild lt, deteriulted that increased imports are the major
(use ,of actual or threateneM injury.

Clearly, if ile concessi li linkage has been the main hurdle facing industries
petitioinig fotr relief then its removal, or reduction. from "major" to "in whole
or in piart" elininates any justification for any further changes in the statute.

The weakening iof this criterion, when combined with the removal of the link
to tariff clmcessiolls, wouhl iln fact open tihe gates to import restrictions even In
cases where it wouldd Is, deitnmistrated that such restrictions wouli be of little
or no help to tille omiplainlng Industry. If Increased imports have not been the
major (otise (of injury, then what good would import restrictions be for an
indiistry Iut is suffering injury due far more to other causes, such as mismanage-
uneut, or labor difficulties, than to imolrt competition? Such relief should at
Ic.:1st have the virtue of being as directly related as possible to the needs of the
iutiluustry, since American exliorters may suffer retaliation, American importers
may los, their hillillesses, an1d American consumers nust pay the bill.

This {himmnlittee. and all of us ciin'erned with trade, know that there is a strong
propensity on the part of industries In every country of the world to put an undue
emphasis -,n the difficulties they face from Import competition. If the Industry
believess that it is being injured, and there are imports in the market for what-

ever reason, there is a strong tendency to blame the Imports without further ado.
American exporters suffer fromn this prejudice in many markets of the world.
We do not believe that the trade legislation of the United States should further
the growth of this prejudice by making it the policy of the greatest trading
)latiIon lit tlme world.

To suInlnarize tlese two points, therefore, the American Importers Association
subinillts that the so-called "major-major" test be modified, but not eliminated.
Si-.eifleally. ini order to obtain relief under the Act, we believe that an industry
should lie required to show that

1. Imports are increasing:
2. ThIe cause, in whole or in part. of the increase is tariff concessions;
"3. The Industry is suffering actual, or threatened, serious inJury ;
4. Tihe major cause of the serious injury, or threat thereof, is the increased

imnpoi-ts that in turn have been caused in whole or in part t past concessions.
C. Effectire import relief

That Import-restricting relief be directly related to the needs of the industry
seems to us a reasonable proposition. Yet the Trade Reform Act, Section 201
(b) (2) (A) moves In the opposite direction. This provision requires the Tariff
Cominisslon, it making its determination regarding serious Injury or threat
thereof, too consider, among other elements, "the inability of a significant number
of firms to operate at a reasonable level of profit." This provision would divert
the Tariff Commission's inquiry from the effect of imports on an entire industry
1to only it lslrtlol of an Industry. It Is it rare industry wich ltdoes not Include some
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unprofitable firms and a significant proportion which are not operating "at a
reasonable level" of profit, whatever that may mean. In a vigorous competitive
environment, it is not uncommon for a single firm or a small group of firms,
through marketing Innovations or technological breakthroughs, or simply superior
management, to obtain a disproportionate share of an Industry's profits, while a
substantial proportion of firms, perhaps even a majority, operate at far below
desired or expected levels of profitability. Indeed, in any give year, approxi-
mately one-third of the nation's manufacturing corporations earn no profit. The
Internal Revenue Service reports that from 1901 to 1970, from 35 to 41 percent
of all manufacturing corporations reported no profit.

Even in situations where one-third of an industry is suffering serious injury
from import competition, restrictions on imports would amount to a windfall for
the other two-thirds. Moreover, In most industries, import relief often would not
be of much aid to the Injured third. While import competition may exacerbate
the weaknesses of the marginal companies. the real difficulty of these firms is
their inability to compete successfully with their domestic counterparts.

We submit, therefore, that before import restrictions are Invoked, an industry,
and not just a portion of it, should be found to be suffering serious injury. The
word "significant" should be deleted, and existing statutory language main-
tained: "inability (of an industry) to operate at a reasonable level of profit."

D. Actual and threatened injury
,Section 201(b) (2) (A) and (B) deal, respectively, with actual and threatened

injury. Perhals Inadvertently, the factors that the Tariff Commission Is directed
to take into account In determining whether actual or threatened Injury exists
make the test for threatened Injury easier to satisfy than the test for actual
injury.

We believe that thiq is an extremely unsound approach. Actual injury is a
demonstrable phenomenon. The factors are present and ascertainable. Persons of
goodwill may differ as to their interpretation and relative importance. but gen-
erally would agree as to their existence. Threatened injury, on the other hand,
is of neessity an exercise in speculation-an exercise that should be undertaken,
to be sure. but no less speculative for that.

If import restrictions are to be invoked on the basis of what might occur, we
submit that a petitioner should be required to show that what might occur is
indeed ominous.

Present law makes no distinction in the economic factors relevant to actual or
threatened injury: ". . . the Tariff Commission shall take into account all eco-
nomic factors which it considers relevant, including Idling of productive facilities,
inability to operate at a level of reasonable profit. and unemployment or under-
employment." (Trade Expansion Act of 192, 1 301 (b) (2), 19 U.S.C. 1901(b) (2)).
The Commission considers these factors to determine whether serious injury
exists, or is threatened. The threat of injury implies the future, but the indicia
of injury are identical.

We are unaware of any alleged, let alone established, deficiencies in this pro.
vision, nor of any shortcomings in its implementation by the Tariff Commission.
In the absence of even an alleged Inadequacy in existing law. we submit that
there not only is no reason to amend, but, to the contrary, every reason not to
amend. Predictability and consistency are important elements of any legal sys-
tem. These should not be sacrificed without good course, and, in this Instance, no
good cause exists. Accordingly. AIA submits that the existing provision of law
outlining the economic factors that the Tariff Commission Is to take into account
in making its determination as to actual or threatened injury should remain
unchanged.
E. Regincntation

The concept of segmentation is unfortunately and unnecessarily made part of
the Trade Reform Act by Section 201 (b) (3). This section provides that in de-
fining the industry that purports to be injured the Tariff Commission "may" in
the case of a domestic producer which also Imports, consider only its domestic
production and ignore imports by the industry, and "may . . . treat as part of
such domestic industry only that portion or subdivision of the producer which
nroduces the like or directly competitive article." The provision is unfortunate
becncai it introduces a highly protectionist, and ecnnomionily unrealistic. elempeit
into U.S. trade law: it is unnecessary because segmentation Is already permitted
by existing law when appropriate.
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Whether segmentation is appropriate depends upon the circumstances of a
particular case and the industry involved. We are aware of no serious objections
to the employment of this concept by the Tariff Commission In the cases that
heretofore have been decided. For this reason alone, sound policy dictates no
change be made.

Beyond this, however, subsection (B) of Section 201(b) (3) Is particularly
unwise. This is the portion of the segmentation clause that would penit the
Commission to concentrate only on that portion of a domestic producer which
produces articles like or directly competitive with the imports In question. This
provision Is contrary to the philosophy of adjustment to import competition
that underlies the granting of inport relief.

If a producer successfully has diversified out of an article subject to Import
competition. without the idling of productive facilities. iwthout loss of the abi-
lity to operate at a reasonable level of profit, and without unemployment or un-
derelnJljoylnent of its labor force, then no reason exists to grant Import relief-
for by definition there is no injury. Such circumstances are to he encouraged,
for tle very purpose of providing relief from import competition is to provide
a temporary period within which U.S. producers can make Just such adjust-
ments. If these circumstances exist in the first Instance, then we are indeed
fortunate, for consumers have the benefit of imports, while, by definition, no
injury has occurred to time domestic industry.

AIA therefore submits that the segmentation provision shoul be stricken.

F. Tcmpirary tariff inercasc
Section 203(d) (1) permits the President to raise a duty by .5) percentage

point ad r(lorem above the current rate as temporary protection to industries
suffering serioms Injury from import competition. This is far greater than the
increase permitted under existing law, which is 150 percent of the Column 2
or Smnoot-lawley rates, and far too much authority to be delegated to the
President.

For example, if the present rate of duty on an article were 5 percent ad
ralorcm, and the Column 2 rate 20 percent, present law would permit a tem-
porary increase to a rate of 30 percent ad valorem (l,50% of the 20% rate),
clearly a significant, increase in the level of protection. The Trade Reform Act.
however. would permit the President to raise the level to a rate of 55 percent
(."b percentage points above the 5% rate). We submit that there is no need
for the Congress to delegate such enormous power to the President in this area.
lie has ample flexibility in his existing authority to impose a rate equal to 150
percent of Smoot-Ilawley. Such a rate is enough protection for anyone.
0. Tariff rate quotOax

Section 203 provides a preferred order of forms of Import relief for Presi-
dential application: (1) duty increases; (2) tariff-rate quotas; (3) quantita-
tive restrictions: (4) orderly marketing agreements. AIA agrees with this order
of preference. We further agree with subsection (d) (2) which provides that
no quantitative restriction of orderly marketing agreement will limit imports
to a quantity below the amount entered during the most recent representative
period.

We believe that this provision should be extended to tariff-rate quotas as
well. Tariff-rate quotas can be equivalent to regular quotas, for all practical
purposes, depending upon the level at which the overquota rate is set. For this
reason, AIA believes that the provisions of Section 203(d) (2) should apply to
tariff-rate quotas, as well as quantitative restrictions and orderly marketing
agreements.
H. Adjustment a.saistatee

Since tile late 1950's, it- has been recognized that Government has a special
responsibility to workers who suffer hardship as a result of increased imports.
Tim 1962 Act contained the first legislative acknowledgment of this responsibility
But to the disappointment of all concerned, the 1962 provisions did not live up to
expectations.

The Trade Reform Act considerably relaxes the criteria for eligibility for
Adjustment Assistance, and, particularly in the case of workers. improves the
benefits somewhat. We believe this definitely is a step in the right direction, but
are concerned that the provisions do not go far enough.
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We do not pretend to be experts in the area of manpower retraining and un.
employment compensation, but we are aware that many responsible experts
believe that the provisions of the Trade Reform Act are inadequate. There is
no need for any inadequacy to exist. The nation as a whole benefits from in-
creased imports, and, in our view, no group of workers should be made to bear
the full burden of the costs of a policy that benefits all.

The United States needs increased international trade, but it does not need
sacrificial victims to achieve that increase. We therefore suggest that the Com-
mittee Improve substantially the adjustment assistance provisions of the bill.

Finally, American workers who 'lose Jobs because of import competition are
not the only workers who suffer through the dislocations caused by Govern-
ment action in the field of international trade. American importers also have
many employees. When Import restrictions are imposed as a result of Government
action, these workers suffer just as much as do American production workers
when the impact is the other way. Accordingly, AIA submits that adversely
affected employees of importers should also be covered by the adjustment
assistance program.

II. COUNTERVAILING DUTY ACT

AIA submits that the amendments to the Countervailing Duty Act contained
in the Trade Reform Act are the most far-reaching, significant, and unwise
provisions of the bill. We will, therefore, discuss this heretofore relatively
obscure statute in some detail.

The Countervailing Duty Act, first enacted in 18K7 empowers the Secretary
of the Treasury to determine whether imports of dutiable merchandise benefit
from a "bounty or grant" in their production or exportation. If the determination
is affirmative, the Act further empowers the Secretary to "estimate" the net
amount of such "bounty or grant." The Secretary is then required by the Act
to levy an additional "countervailing" duty on the merchandise in the amount
of the estimated "bounty or grant."

There are several extremely significant aspects of this statute:
1. The term "bounty or grant" (akin to, but not identical with, the term

"subsidy") has been construed in very broad terms by the Supreme Court. Under
the language of the Court's decisions, for practical purposes, virtually any gov-
ernmental program conferring an economic benefit upon an export industry is a
"bounty or grant."

2. The extreme prohibitions of the Act have not been a significant impediment
to trade in the past because of administrative policies. The statute provides no
time limit within which the Secretary must act. Therefore, for a wide variety of
sound policy reasons, many complaints that met the technical requirements of
the Act were not acted upon.

3. Even if the Secretary does not act upon a complaint, but publicly denies it,
the Court of Customs and Patent Appeals has held that the complaining U.S.
industry has no right to obtain judicial review of the Secretary's determination.
Homm*Md Lca4 Products, Inc. v. United States, 440 F.2d 1024 (1971), cert. den.,
404 U.S. 1005 (1971). Importers do possess the right of Judicial review.
A. Time limits and judicWa resteto

The Trade Reform Act, as passed by the House of Representatives, would make
a number of important changes In the Act. Most significantly, the Secretary
would be required to make a public finding within a year. and domestic Interests
would be given the right to Judicial review of negative determinations. The hill
would authorize the Secretary to refrain from Imposing a countervailing duty
for a period of four years following the bill's enactment, If Imposition would
seriously Jeopardize trade negotiations. This four year postponement would be
reduced to one year if the article is produced by "facilities owned or controlled
by a developed country."

On the surface there Is much appeal to these provisions: (1) American juris-
prudence has been moving constantly toward administrative due process (i.e.,
fntrness) and away from governmental practices that arbitrarily and capriciously
thwart legitimate private rights; an official's refusal to act, to make a deter.
mination one way or the other, on a complaint alleging violation of a statute
nule 'learly could be characterized as an arbitrary and capricious use of power;
(2) adminlrative authority can be abused not only by refusal to, act, but hb the
exercise of that authority in utter disregard of the evidence, or in accordance
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with manifestly unfair procedures; for this reason, administrative decisions tra-
ditionally have been subject to Judicial review t ensure their conformance with
both statutory and constitutional standards; (3) finally, fundamental fairness
would seem to dictate that if one side (the importer) may obtain judicial review
of the Secretary's decision, the other side (domestic producers) should have the
saame right.

'lie surface appeal of these arguments grows out of a fundamental miscon-
ception of the nature of the Countervailing Duty Act in American law. Implicit
in these arguments is th, erroneous assumption that the Countervailing Duty
Act. like the Antidumping Act or the Fcape Clause, is ft remedy for private in-
jury. 'Po the contrary, the Countervailing Duty Act, Is not, and should not be, a
renledy for private Injury. It is, and should be, a conferral of authority to the
executive in order to enipower government to deal flexibly with the complicated
lproblemns caused by the imict of goverminent lorogranL-its own, as well as those
of other---on international trade. The proper statutory analogue to the Counter-
railing )uty Act. is Section 252 of the Trade Expansion Act, which empowers
the Prei dent to retaliate agains-t unfair foreign import restrictions.

All governments obviously need the mower to react with countervailing tiess
to "unfair" sulbsidization of exlports by other countries. Furthermore, because
the programms involved (.an be so varied and subtle, in both their operation and
their effect, the power to countervall must be, and is, ihrased in extremely broad
terms.

The very necessity of phnsing the power in extremely broad terms, however,
creates a parallel necessity that the executive have tle dic region not to counter-
vail against programs technically within the amilt of the statute. Tils discre-
tion has been, and should be, exercised for any number of sound policy reasons,
such as (1) the maintenance of Identical or similar programs by the United
States. or any state or locality: (2) use of the program in question by a de-
veloping, as opposed to a develope(d. country: (3) progress, or lack of progress,
toward International codes leadingg with particular varieties of subsidies-
e.g., preferential export financing, government-funded research and develop-
ment, tax rebates, or regional development programs.

Unlike the Escalpe Clause, which provides a remedy to U.S. industries suffer-
ing Injury because of Import compntltion from foreign cv)mmercial interests. or
the Antidumping Act. which protect US. industries from a form of unfair trade
practices committed also by foreign cornmeria! interests, the Countervailing
Duty Act Invariably is directed at the programs of Rovcrcign !yovcrnmt. Con-
sequently, its implementation raises questions of international relations not
present in proceedings under other laws. A decision to enforce, or not to enforce,
the statute is a political decision Involving government-to-government relations.
Such a decision should not be subject to Interference by private parties. The
fact that the bill provides for a four-year (or in some cases, one-year) post-
ponement does not affect the underlying unsoundne.s of the basic amendments.

The Trade Reform Act, by imposing a decisional time limit, and expanding
judicial review, invites private interference on a large scale. These provisions
of the bill fail to dlisttigish between needed governmental power and private
remedy. They ignore the right. indeed the obligation, of the political arms of
government to determine the proper adjustment between foreign economic and
domestic policy in light oif the national interest. By imposing time limits, and,
more importantly, by expanding Judicial review, these provisions of the Trade
Reform Act constitute an Ill-advised prescription for diplomacy by litigation.
They amount to an invitation to a trade war.

For these reasons. AlA believes that the decisional tinie limit and judicial
review provisions should be stricken from the Trade Reform Act. WP recognize,
however, that to some the seeming Inequity of the importer's right to apral
somehow requires a comparable right in domestic producers. We suggest that
(1) the importer's position with regard to judicial review is fundamentally
different from that of domestic interests: and (2) it would be far sounder nol-
icy, it symmetry of udicial review is required, to limit the importer's right
than to create a right In domestic producers to obtain Judicial review of the
Secretary's determination of the question of the existence of a bounty or grant.

The importer's right to Judicial review is grounded in the fundamental right
of any party required to par a tax to challenge the authority of the tax col-
lector. There is nothing novel or unusual about this right. What is novel and
unusual is the suggestion that third parties should have the right to compel
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Government to collect a tax that neither Government nor the prospective taxpayer
believes is due.

Viewed simply as a matter of a tax due, AIA submits that there is no rational,
nor fair, basis for the proposed alteration in the relative rights of judicial re-
view. But we must admit-Indeed, we believe we have demonstrated-that much
more than a simple tax Is involved. Determinations under the Countervailing
Duty Act are an exercise of political policy involving delicate government-to-
government relations. Such a decision, we repeat, should not be subject to in-
terference by private parties, whether domestic producer or importer.

Consequently, while we oppose the extension of the right to judicial review ot
the Secretary's determination to domestic interests, we suggest that it would be
appropriate to remove the importer's right to review of this question as well. No
private party, including importers, should have access to the courts to compel
action In their private interest that the responsible political officers of govern-
ment have decided is not in the national interest because of a variety of valid
international considerations.

This position applies only to the question of the Secretary's determination as
to the etistence of a bounty or grant, for this is the important political question.
The position does not extend to the determination of the amount involved on a
particular shipment, which we suggest Is, for practical purposes, virtually the
same as the questions presented in a routine assessment of normal duties. This
question does not involve government-to-government relations in any significant
degree. if at all. Accordingly, we suggest that the appropriate sections of the
Tariff Act of 19)30, including Sections 514, 515 and 516, le amended to make clear
the importer'q right to review of the Secretary's determination of the amount of
a countervailing duty due on particular articles, and to extend this right to
domestic interests.

Finally, we would emphasize that these recommendations would not affect the
administrative measures employed by the Secretary In reaching his determina-
tion. It would be highly desirable, in our view, for both domestic interests and
importers to participate administratively at the Treasury level through the fur-
nishing of economic data and the opportunity to present argument. Our recom-
mendation would mein simply that one portion of the Secretary's determina-
tion-whether a bounty or grant exists-would be final.
B. Eaten4irm to itondutiable items

Section ,331 would amend the Countervailing Duty Act to extend its coverage
to non-dutiable merchandise. Countervailing duties would not be imposed on non-
dutiable merchandise, however, unless the Tariff Commissinn finds that an In-
dustry in the United States Is suffering material injury as a result of bounty-fed.-
lmmrrts.

To this extent, the amendment to the Countervailing Duty Act is consistent
with United States international trade obligations, and with sound trade policy.
If subsidized exports are causing material injury to a United States industry,
AIA believes that countervailing duties normally should be Imposed.

However. the proposed amendments to the Countervailing Duty Act do not
extend the "material injury" finding requirement to dutiable item s. AlA believes
that there is a serious question as to whether failure to extend the material
Injury requirement to dutiable items is not a violation of our GA'TTP obligations.
At present, the United States is excused from complying with the GATT require-
ment that material injury be found only by reason of our "grandfather rights."
We believe that so significant an amendment to the Act. to cover goods not other-
wisze covered, brings those "grandfather rights" into serious question.

However this may be, we believe the absence of a material injury require-
ment for dutiable goods Is not sound trade policy. Just as there is no sound
reason for not imposing a countervailing duty on nondutiable, bounty-fed im-
ports that are causing material injury to a United States Industry, there is no
sound reason to Impose such a duty on dutiable goods If no material inf ury Is
being caused. To the extent that non-injurious United States imports receive
subsidies from foreign governments, the citizens of the United States receive
the benefit of lower prices. In these days of inflation and serious shortages, the
United States should not require American consumers to pay more of imported
goods than they otherwise would, when those imports are in no way causing
material Injury to a United States industry. Accordingly, AlA believes that. the
material injury requirement should apply to All countervailing dilty actions,
regardless of the dutiable status of the goods involved.
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II. SECTION 387

The House-passed bill makes changes in Section 337 of the Tariff Act of 1930
which make a bad statute even worse! This existing law now provides for the
exclusion of articles the importation of which is found to be unfair and in-
jurious to an efficient U.S. industry, by decision of the President upon Tariff
Commission recommenation, and with an appeal from the Tariff Commission
to the Court of Customs and Patent Appeals on questions of law. It has been
utilize d almost entirely in cases of alleged patent infringement. It is seriously
defective for many reasons. The most important are:

1. The Issues of patent infringement and patent validity are inextricably re-
lated, since the scope of the patent's claims must be construed in light of the
prior art In order to avoid invalidity, and any narrowing of those claims directly
affects the question of infringement. However, the Court of Customs and Patent
Appeals has held that the Tariff Commission has no authority to pass on validity.

2. The application of the law has discriminated against imports by conclu-
sively presuming patent validity whereas the courts in proceedings involving the
same patent would Insist on determination of the patent issues, including validity
before granting even preliminary relief.

3. The Tariff Commission will not suspend proceedings pending a court case
and the importer is required to try cases at the same time in both the Tariff
Commis ion and a court.

4. Judicial review is probably unavailable under a 1962 Supreme Court de-
cision that the Court of Custos'and Patent Appeals cannot pass on cases which
are subject to further administrative review.

5. Neither the Tariff Commission nor the President is an appropriate authority
to determine rights and resolve disputes that are purely private. These should
be left to the courts.

6. Entry under bond, where a preliminary exclusion order is Issued, bears no
relation to damages for Infringement.

As amended by Section 341 of the House bill, Section 337 would remove the
President's role in patent cases and place final responsibility in the Tariff Com-
mission, subject to an appeal by either side to the Court of Customs and Patent
Appeals. Importers would have the opportunity at the Tariff Commission hear-
ing to "present legal defenses", but It is not clear that the Commission would
consider and decide those defenses in the same manner as a court in a patent
infringement suit.

These changes represent little if any improvement over the existing situation.
They would remedy only the absence of judicial review, and leave the matter of
legal defenses in an unclear state. The proper course would be to repeal Section
3.37 altogether. In view of the remedies available under the patent and antitrust
laws, its marginal usefulness is far outweighed by its defects. However, if it is
not repealed, the following changes are urged:

1. It should be made explicit that the Tariff Commission shall consider and
rule upon all defenses that are available to defendants in patent infringement
suits. This change is indispensable if the discrimination against importers is to be
removed, but it would also highlight the inappropriateness of placing this Juris-
diction in the Tariff Commission, which is a fact-finding body that is not equil)ped
to re.dlve what are. in reality, purely private legal disputes.

2. No relief. Including a temporary exclusion order. should be granted if the
patent's validity Is challenged but has never been adjudicated and upheld by a
court or by the Tariff Commission.

3. The Tariff Commission should suspend its proceedings pending the outcome
of a court case on the same patent. and should treat the court's decision as dispos-
itive of the I.',sues raised in the case.

4. Where goods are Imported under bond after issuance of a temporary exclu-
sion order th bond should be in the amount of a reasonable royalty. The Ad-
ministration has asked that bond he in the amount of 12 percent of the domestic
value of the goods, which Is substantially in agreement with our position, al-
though we believe more flexibility in determining what is reasonable in each
case would be desirable.

IV. OTIIER PROVISIONS

A. Negotiotina and other authorities
The Administration bill submitted to the House of RePresentative~s reniuested

a novel type of tariff authority: the delegated power to ifnrrease duties as part of
a trade agreement. The anlparent justification for this request lies in the diffl-
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culties surrounding differing and complicated tariff schedules. Occasionally
overall tariff reductions perhaps can best be achieved If some particular Items
are increased in order to reach an overall level of reciprocity.

AIA has no quarrel with this concept in the abstract. We did oppose the
specifics of the Administration's request in the House, however, which was with-
out any limit whatsoever. The House imposed an upper limit of 150 percent of
Column 2 rates, or 20 percentage points above 1973 rates.

While these ceilings technically limit the President's action, we believe that
they are so high as to be virtually meaningless. We find It hard to believe that It
could be seriously suggested that there is any need to go above Column 2 rates
as part of an overall agreement to reduce tariffs. We submit that it is constitu-
tionally unsound for the Congress to delegate to the President, without any stand-
ards or criteria, -uthority to exceed the highest tariff ever enacted by Congress;
we submit that it is unsound policy as well.

Smoot-Hawley Is high enough for anyone. We believe that this should be a prin-
ciple in the entire bill. By delegating to the President the authority to set duty
rates at any level between zero and Smoot-Hawley, the Congress would be
delegating far more authority than it ever has before. We do not believe that It
should delegate anything beyond this.
B. Section 606

The final provision of the bill directs the President to embargo trade and in-
vestment, public and private, with any nation not taking adequate steps to-'
prevent narcotics and other controlled substances from unlawfully entering the
United States. We submit that this provision has no proper place in a trade bill.
It relates to the serious problem of narcotics addiction, and should be confined to,
legislation dealing with that subject.

V. TRADE RELATIONS WITH COUNTRIES NOT ENJOYING MOST-FAVORED-NATION TARIFF
TREATMENT

Title IV of the Bill regarding the extension of most-favored-nation (non-
discriminatory) treatment to Communist countries has become involved with
the question of human rights--specifically, the emigration policy of the Soviet
Union. The emigration problem is not, we understand, present In the case of
other countries to which the Administration proposes to extend MFN treatment.
Accordingly, we would recomment that whatever resolution is made regarding
Soviet trade, that MFN treatment be extended to those countries that are not
involved in the emigration problem, on a negotiated basis as originally requesed
by the Administration.

VI. CONCLUSION

Mr. Chairman, it is no secret that many provisions of existing law are of great
benefit to the narrow interests of importers. Our business interests might lie
better served if no bill were passed by the Congress. There should be no misunder-
standing of the position AIA has taken on the Trade Reform Act-if some of our
recommendations are accepted, then arrow interest of our members could well
be adversely affected. We have recommended, for example, that relief from
Import competition be easier to obtain than it presently is. We have mggested
that a portion of our right to judiciay review of determinations under the Coun-
tervailing Duty Act be eliminated, and that domestic interests have an equal
right to judicial review of determinations of the amounts involved.

We have taken these positions because we believe that the broader national
interest requires the exercise of responsibility. Just as it Is no time for nations
to act unilaterally for their own short-term benefits, we believe that It is no time
for the variops sectors of our economy to consider themselves alone.

The question is not what is good for this company, or this industry, or this
union, or this importer. The question Is what is in the national interests of the
United States as a whole. We believe that the answer lies In policies which
would reduce inflation, overcome shortages, end wasteful misallocation of re-
sources, and promote international cooperation and understanding. A liberal trade
policy furthers these essential ends. We are not advocating unilateral free trade
overnight. We recognize fully that there are legitimate national interests that
would be adversely affected by such a policy.

But we do advocate a recognition of the necessity of moving toward the goal
of more liberal trade- as well as a recognition of the. inevitable costs to the
consumer, to the economy, to all of us, of falling short of the goal. To the extent
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that these costs are 'ect usary, they should be borne. But as with any costs, they
should be minimized.

The bill reported out by this Committee and passed by the Senate will in large
measure determine whether the United States is to sustain its world economic
position, and insure a Ibtter standard of living for all its citizens. This means that
international trade must be increased, not reduced. Nobody has to "lose" by this
policy, so long as it is accepted as a national policy that the costs of keeping
America strong and competitive must be shared by all, particularly in the form
of greater expenditures for adjustment assistance. All American will lose, how-
ever. in the form of lower standards of living, if we resign ourselves to protecting
our weaknesses at the cost of abandoning our strengths.

'lli ('iv 'IM.,. 'he next witness will be Mr. 0. R. Strackbein, pres-
idtlnt of thw Nationwlide ("omnnittee ol In 1port- ENport Policy.

I would like to remind all witnesses that w\e are asking witnesses to
confine themselves to a 1) mimte sumimar" of their statenmnt.

Mr. STI1.t".m.,. Mr. (Thai rman. the other witness, Mrs. Benson of
tie l,e.au(rie of W'mten Voters. is ii iiler a tight schedule. I will be happy
t1 le er lIr'ooeed(.

111v ('11 A I.M. 'l at is \'i-ry gentlenanlv of .ou. Strackein.
I rs. l He'son, wve ' will be vrv l appy to heau' f rom von.

M .s. l SE.0 1. un k you N.er" nuch. irelitleinei.
'l'le ('1miA, 1..N. WVe are plvas('d to have .ou here. M's. Belnson.

STATEMENT OF MRS. LUCY WILSON BENSON, PRESIDENT, LEAGUE
OF WOMEN VOTERS OF THE UNITED STATES, ACCOMPANIED BY
DR. FRUZSINA FEDLAM, NATIONAL STAFF, LEAGUE OF WOMEN
VOTERS, AND MS. RUTH HINERFELD, INTERNATIONAL RELA-
TIONS CHAIRMAN, LEAGUE OF WOMEN VOTERS OF THE UNITED
STATES

3frs. BE.-sON. We are pleased to be here once again.
Seated with me on mv left is 1)r. Fedlain, from our national staff,

in charge of our international relations work, and Ms. Iinerfeld, a
inemmlr of the National Board of the League of Woinen Voters, who
is the director in charge of our international relations program.

Mr. (hairman, lain Lucy Wilson lenson, and I represent the
League of Women Voters of "the United States. a public interest citi-
zens organization.

There is a great deal of rhetoric these (lays about the dire problems
we face and about the urgency of international cooperation. When the
chips are down, many countr'ies-including the United States-seem
ready to turn inward and threaten to go it alone.

The unilateral imposition of export controls last summer. the rise in
protectionist sentiment, and the. refusal to contrilute funds to a multi-
lateral development association-these are all bricks in the walls we
are building around ourselves. Of course, we realize that other coun-
tries are taking similar action. but other countries are not the world's
leading power. There is no doubt that, the United States is better
equipped to be self-reliant, than other countries.

But. for how long and at, what price?
I am here. today in support of a trade bill which will permit the

United States to negotiate with other countries in a multilateral frame-
work for a, more open and fairer system of international trade.
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We think the IIouse-pased bill is a sound bill, and I would like to
point out some of its pitive features and comment on selected provi-
sions which are still in need of revision.

The league supports the systematic reduction of tariff and nontariff
barriers through multilateral negotiations. The Trade Reform Act
would authorize the President to enter into trade negotiations and. pur-
suant to trade agreements, to increase or decrease tariffs. This grant of
authority is extensive, but it is not unlimited.

The league felt that the original administration request was exces-
sive. But we disagree with those who, in response to 'Watergate, want
to deny this administration the necessarily broad authority which the
executive must, have in trade matters. Thebill passed by the House rec-
ognizes the need for broad authority to insure negotiating flexibility.
At the same time, it carefully checks Presidential actions by setting
limits on the power to raise or lower tariffs.

More important checks on Presidential actions are the procedures
in the House-passed bill for congressional consultation, surveillance,
and veto. Our support for these provisions is consistent with our efforts
to strengthen the role of Congress vis-a-vis the Executive.

The league is convinced that the public interest. is best served by a
trade policy which promotes the freest posible. exchange of goods and
ideas across national borders. A liberal trade policy brings benefits to
consumers by increasing their choice of products and prices. To the
extent. that they are cheaper, they stimulate the economy by increasing
the disposable income consumers have to spend on other products. Im-
ports also supply products not produced in this country and supple-
ment materials in short supply. Finally, import competition serves as
an incentive to efficiency and productivity in domestic industry.

The league is pleased to see numerous provisions in H.R. 10710 relat-
ing to consumer interests. The most important of these provisions is, of
course, section 123 which authorizes the suspension of import barriers
to restrain inflation. Now, when the consumer is strapped with high
prices and -i shortage of many products and materials, section 123 is an
appropriate addition to Presidential authority.

Perhaps not. all of the consumer interest'provisions will be taken
equally seriously, however. There are indications that at least one of
tlem-section 135(b) (1)-may not be. Although there has already
been extensive consultation with business on the proposed negotiations,
there has been no attempt to seek information and advice from con-
sumer interests or the general public.

The vehicle for consumer consultation, the Advisory Committee for
Trade Negotiations. is thus far a purely cosmetic feature of the trade
bill. We hope that this committee will plead the case for the consumer
and press the administration to abandon the traditional policy of not
even benign neglect..

We recognize that a trade policy which benefits most people may
injure some. League members accept the need for temporary relief,
but we want to emphasize that import relief should be granted only
under exceptional conditions. While the criteria for import relief in
current law may be too rigid, we fear that the criteria in the Trade
Reform Act. may be too loose.
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We, thinly adequate access to import relief would be assured with
the elimination of the causal link between increased imports and tarifT
conces.sios, and we do not think there is a need to go beyond that
point.

Tie most sensible and humane alternative to trade restrictions is a
reasonable prograni of adjustment assistance for workers and firns.
We know the word "reasonable" means different things to different
people. The administ ration's original proposal was criticized for
being inadequate 1)3' most groups testifying before the Ways and Means
Committee. I ho lprogran l)rol)osed )y the Ways and ,Means Commit-
tee is considered unreasonable by the United Auto Workers-and that
is a union which has not yet a!)andoned efforts to improve the program
as ,an alternative to protectionism. 'More. extensive programs are con-
silcld it Aunreasonale by those who fear the high cost.

The league urgers the Senate Finance Committee, as it examines
various I)roposals which have been or will be made, to make generosity
the Central concept ill its definition of w)at is reasonal)le--not only
because it is right, but because that is what will make the program
work. W e lm ve been generous with cot tongrowers, sugar producers and

oil comnians in the hidden costs we have paidI for tale restrictions.
We really can afford to )e more generous with workers.

The league sul)lx led the, adjustment. assistance proviso °ns in II.R.
10710 because they were an improvement over current law. But we
think we can do even better. The eligibility requirement to make
access to benefits easier was an important change. We would prefer
higher weekly allowances than the percentages established in the
Trade Reform Act, but we are, aware of the political obstacles in a
budget-minded Congress. We do think that the committee could make
some positive changes in the program benefits.

Th provisions for training are still inadeq nate. There really is no
reason why allowances should not be paid for the entire period of
training instead of an arbitrary cutoff of 26 weeks after the 52-week
time limit. Supplemental assistance is provided to defray transporta-
tion and(l subsistence costs when training is provided at facilities not
within commuting distance. But the amounts provided-$5 a (lay and
10 cents a mile-are identical to the amounts in the Trade Expansion
Act, enacted 12 years ago. In face of the rising cost of living and gas
costing more than 50 cents a gallon, surely this is unreasonable.

The relocation allowance is also inadequate. Losing one's job and
becoming uprooted is a very painfull process. We agree with the lIAW
that incentives for relocation must be increased and that providing
reimbursement for community prospecting would contribute to the
prograllls success.

The relocation allowance provisions also specify that such allow-
ance shall not be. granted to more than one member of the family.
The explanation for this provision cannot be anything but sexist.
If both husband and wife become unemployed because of import
,Oiil)et it ion. if both have to relocate, both should be comli)ensated.
'Thbe Ieague of Wonii Voters believes tlere is no rationale here for
talking about family units lilt her thla individuals.

'Titlh IV would make the extension of nondiscriminatory tariff treat-
invt to ionniarket economy countries contingent on changes in their
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emigrat ion policy. The proponents of this title tell us that. it is a means
to thle realization of high humanitarian principles. The opponents tell
us that it places world peace in jeopardy.

We, do not know if these provisions will accomplish all that, the pro-
ponents would wish or have all the consequences the opponents fear.
We do know that, there has been very little rational debate over this
issue and the fate of the trade bill hangs in the balance.

The league's position on this issue can be stated in two parts: In
accordance with our trade position we have, since 1965, favored the
expansion of East-West trade, including nondiscriminatory tariff
t-reatinent. We have not abandoned this position, but neither have we
been dog-matic in promoting it. In the House, we supported the trade
bill as reported by House Ways and Means, including title IV. Sim-
ilarly, in the Senate, our focus will be on the entire trade bill and we
would oppose a veto of tile bill.

W1 do, however, urge Congress and the administration to continue
the dialog and to work toward a compromise which reflects the pro-
found concerns of both sides.

In the past few months, we have all become aware of a new dimen-
sion of international trade policy-the problem of supply shortages
and the need to assure fair access to supplies of food and raw ma-
terials. The recent oil embargo demonstrated that. every nation is a
potential have-not, and that interdependence is, therefore, really a
fact of life for all of us.

We must learn to conserve and manage our domestic resources better.
We need to develop international rules to assure nondiscriminatory
access to scarce raw materials. The trade bill should include provisions
which address this problem in two ways: One, by making supply ac-
cess one of the major goals of trade negotiations; and two, by direct-
ing the President. to seek international agreement on new rules govern-
ing supply access.

More important than these specific proposals is the need to re-
evaluate our policies toward the less developed countries. The negotia-
tion of international rules on supply access will be of limited value
unless the producing countries, which are primarily LDC's have a
stake in playing by those rules. The United States can hell) give them
that stake by usin4 its trade and aid policies to bridge the gap between
rich and poor nations.

As a step in that direction, we support the provisions of title V
which would give the President authority to extend duty-free treat-
ment, to imports from the less developed countries. In an interdepend-
ent world, it is in our national interest to fulfill this international
obligation.

Mr. Chairman, we thank you very much for this opportunity to
present our views.

The CHAIRMAN. Thank you very much for a very concise and logical
statement, Ms. Benson.

Mlrs. B.N.so,,\. Would it be possible to have our entire statement from
which I gave oral extracts filed for the record?

The CHIAIRM AN. Yes, we will certainly do that.
Ars. B-N'soN. Thank you, Mr. Chairman.
[Tile prepared statement of Mrs. Benson follows. Hearing continues

on p. 1246.]
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PREPARED STATEMENT BY lUCY WILSoN BEN8ON, PRESIDENT, LEAGUE OF WOMEN
VOTERS OF T1iE UNITED STATES

SUMMARY
Foreign trade policy

The League of Women Voters continues to believe in a liberal U.S. trade policy.
We are convinced that the political and economic interests of this country and
of its citizens collectively and individually are best served by such a policy,
whlch paves the way for political harmony with other nations, stimulates evo-
nounic development at bome and abroad, and expands consumer choice.

Trade Reform Act of 1973
The lAeague favors granting the President negotiating authority to reduce

trade barriers. We support the limitations on negotiating authority and the proce-
dures for Congressional consultation, surveillance and veto.

The League welcomes the provisions relating to consumer interests in Titles I
and I. Ve urge the committee to press for the implementation of these provisions.
We also recommend an amendment to Title V requiring public hearings when-
ever tariff preferences are to be withdrawn.

Tile League is generally oplosed to trade harriers, but recognizes the need for
import relief under exceptioml conditions. We recommend that the criteria for
determining injury be drawn so that imlort relief is granted only in cases of
severe injury.

The adjustment assistance provisions in the Trade Reform Act are an Improve-
ment over current law. We think that program benefits are still inadequate and
recommend changes in provisions relating to training, job search and relocation
allowances.

The LAetgue suloorts proi'ions anuthoriziig retaliation against unfair foreign
trade practices We recommend deletion of the one-year discretionary period In
the countervailing duty provisions.

The League factors measures to expand East-West trn(le. including the exten-
sion of nondiscriminatory tariff treatment. But our focus is on the entire bill and
we would oppose a veto of the lill in its present form. We urge Congress and the
Administration to continue the dialogue and work toward a compromise which
reflects the profound concerns of both sides.

The lAagul thinks that the trade bill should include provisions addressed to
the problem of Misort supply. Sletflc measures should, however, be acomalmnled
by a reevaluation of our policies toward developing countries and a willingness
to use trade and aid policies to help those countries.

8TATEMENT

Mr. chairmann . members of the committee, I represent the TIeaglii of Women
Voters of the United States, a volunteer citizens' organization of 1,35o Leagues
with approximately 150,000 members in the 50 states, the District of Columbia,
Puerto Rico and tile Virgin Islands. League members have recently reaffirmed
their long-stamding support for liberal trade policies after examining those poli-
cies In the context of current economic developments. I am pleased to have this op-
portunity to present the views of our members as they bear on major Issues of
trade policy now being considered by this committee.

There is a great deal of rhetoric these (lays about the dire problems we face and
about the urgency of international cooperation. What appears in Ipublic state-
ments, however, is not always translated into public policy. When the chips are
down, many countries-hicluding the United ,tates-seems ready to turn inward
ani threaten to go it alone. The unilateral imposition of export controls last
suniner, the risc in protectionist sentiment, the refusal to contribute funds to a
multilateral development associatonithese are all bricks in the wall we are
building around ourselves. We realize that other countries are taking similar ac-
tion but other countries are not the world's leading power.

There is no doubt that the IUS. is better equipped to he self-reliant than other
countries. But for how long and at what price? The alternative to international
cooperation is a world of trade wars, economic blackmail, and frantic hoarding
of resources. I am here today in support of a trade bill which will permit the
11'.S. to negotiate with other countries, in a multilateral framework, for a more
open and fairer system of international trade.
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The League testified 10 months ago In general support of the Trade Reform
Act. We also commented on some aspects of the bill which were of concern to
League members and recommended changes in several provisions. On the whole,
we were satisfied that the bill, I.R. 10710, which emerged from the Ways and
Means Committee and was passed by the House incorporated many of our recom-
mendations. We think it is a sound bill, far from obsolete, and even more neces-
sary tolay than it was in April 1973 when it was introduced.

I would now like to point out some of the positive features of this bill and also
comment on selected provisions which are still in need of revision.

TRADE NEOOTIATINO AUTHORITY

The League supports the systematic reduction of tariff and nontariff barriers
through multilateral negotiations. The Trade Reform Act would authorize the.
President to enter into trade negotiations for a period of 5 years and, pursuant
to trade agreements, to increase or decrease tariffs. This grant of authority is
extensive, but not un"lmited.

The League thought that the original Administration request In H.R. 6767 was
excessive. But we disagree with those who, In reponse to Watergate, want to
deny this Administration the necessarily broad authority which the Executive
must have in trade matters. The bill passed by the House, H.R. 10710, recognizes
the need for broad authority to ensure negotiating flexibility. At the same time,
it carefully checks Presidential actions by setting limits on the power to raise
or lower tariffs.

The bill provides that, in international trade agreements the President can
reduce tariffs by (a) 00% for tariffs between 5% and 25% ; (b) 75% for tariffs
over 25%; and (c) eliminate tariffs of 5% or less. The President can increase
tariffs to a level 50% above the rate existing on July 1, 1934 or 20% ad valorein
above the existing rate, whichever Is higher. In response to the criticism that the
latter provision is still excessive, we .ant to point out that the Increases could
be made only pursuant to trade agreements and could not be used to raise tariffs,
across-the-board.

More important checks on Presidential actions are the procedures in H.R. 10710
for Congressional consultation, surveillance and veto. For example, Section 102(f)
subjects nontariff barrier agreements to a 90-day Congressional veto. Section
123(d) requires the President to notify Congress when he suspends import
barriers in order to restrain inflation. Chapter 5 contains procedures for Con-
gressional resolutions to disapprove a trade agreement. And Chapter 6 provides
for Congresional delegations to negotiations. Our support for these provisions
is consistent with our efforts to strengthen the role of Congress vis-a-vis the
executive.

CONSUMER INTERESTS

The League is con% inced that the public interest is best served by a trade
policy which promotes the freest possible exchange of goods and ideas across
national borders. A liberal trade policy brings benefits to consumers by increas-
ing their choice of products and prices. To the extent that they are cheaper
they stimulate the economy by increasing the disposable income consumers have.
to spend on other products. Imports also supply products not produced in the
United States and supplement materials in short supply. Finally, import competi-
tion serves as an incentive to efficiency and productivity in domestic industry.
As Congressman Charles W. Whalen, Jr. noted in a speech last December, "Trade
barriers diminish the welfare of all the people. . . . Trade barriers are an
anachronism in this Age of the Common Man."

The League is pleased to see numerous provisions in HR 10710 relating to
consumer interests. The most important of these provisions is, or course, Section
123 which authorizes the suspension of import barriers to restrain inflation. The
League's interest in international trade grew out of a consumer study League
members undertook in the 1920's. Their conclusion-that import competition
serves a valuable function in combatting inflation-was a factor in moving the
League to speak out for liberal trade policies ever since. Now, when the con-
sumer is strapped with high prices and a shortage of many products and ma-
terials, Section 123 Is an appropriate addition to Presidential authority.

Other provisions relating to consumer interest in Title I include:
See. 131(b) -Requires the Tariff Commission to advise the President as to.

the probable economic effect of modifications of duties on, inter al4a, con-.
sumers.

30-229-74-pt. 4-14
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Sec. 13lic)--Requires the Tariff Commission to include in its report to
the- l1resihlnt its advice on the probable economic effects of modifications of
NTBs on piirchascr.

See. 131(d) (4)M-Authorizes special studies to include descriptions of
impacts of modifications of trade restrictions on consumers.

Sec. 135(b) (1)---Establishes an Advisory Committee for Trade Negoti-
ations which is to include Individuals representing consumer interests.

Sec. 135(t)-Requires the President to provide continuing opportunities
for private organizationns to give information and advice on trade negotiations.

I'vrhapjs not all of these provisions will he taken equally seriously. There are
Indications that at least one of them-Section 135(b) (1)-may not be. Although
there hfs already been extensive consultation with business on the proposed
negotiations, there has been no attempt to seek information and advice from
consumer interests or the general public. The vehicle for consumer consultation,
the Advisory Comndttee for Trade Negotiations, is thus far, a purely cosmetic
feature of the traie bill. Meanwhile, consumers-the fictitious Jane and John
Dee-continue to be neglected. With few organizations to speak in their behalf,
I [iy are either steppd on or sidestepped. This is unfortunately the case iK spite of
the fact that the ultimate reason for trade, for all economic activity, is to bring
benefits to people. We hope this committee will plead the case for the consumer
and press the Administration to abandon the traditional policy of not-even-benignl
neglect.

In Title II, consumer interests are taken into account in two provisions:
Sec. 202(c) (4)-Requires President, in determining whether to provide

important relief, to take into account the effct of import relief on con-
sumners.

See. 203(g)-Requires President before providing import relief to notify
persons potentially adversely affected and to hold public hearings.

In Title V, dealing with generalized tariff preferences, the President is given
complete freedom to withdraw, suspend or limit the application of duty-free
treatment with respect to any article or any country. To protect domestic pro-
ducers and consumers, we recommend that a provision be included requiring the
President to hold public hearings before he takes such action.

ADJUSTMENT POLICIES
Import relief

We recognize that a trade policy which benefits most people may injure some.
As a result of a recent trade study, the League modified its long-standing opposi-
tion to the use of trade restrictions to protect industries adversely affected by
Import competition. We accept the need for temporary relief but we want to
emphasize that Import relief should be granted only under exceptional condi-
tions. While the criteria for Import relief in current law may be too.rigid, we
fear that the criteria in the Trade Reform Act may be too loose.

Under current law, the criterion for determining injury is the so-called
"Double major." To qualify for relief, an industry must show that the major
cause of increased imports is past tariff concessions and that the major cause
of Injury is an Increase in Imports. The Trade Reform Act proposes to revise
these criteria by dropping the link-between increased imports and trade agree-
ment concessions; and by requiring that increased imports be a substantial
cause of Injury, a less severe test.

We are aware of the pressures which led to the liberalization of the escape
clause, but we feel that the language of HR 10710 has gone too far in accom-
mno(ating these pressures. Iport relief to any industry in the form of tariffs,
quotas, tariff-rate quotas and orderly marketing agreements imposes a great
burden on the consumer. The test for import relief should be drawn so that this
burden is Imposed only in cases of severe injury. We think that adequate access
to import relief would he assured with the elimination of the causal link be-
tween increased imports and tariff concessions and do not think there is a need
to go beyond that.
Adjustment a.sitance

The most sensible and humane alternative to trade restrictions is a reason-
able program of adjustment assistance for workers and firms. I know the word
"reasonable" means different things to different people. The Administration's
original proposal in HR 6767 was criticized for being inadequate by most groups
testifying before tie Ways and Means Committee. The program proposed in HR
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10710 is considered unreasonable by the United Auto Workers-a union which
has not yet abandoned efforts to improve the program as an alternative to pro-
tectionism. More extensive programs are considered unreasonable by those who
fear the high cost.

The League urges the Senate Finance Committee, as it examines various pro-
Ipsals which have been or will be niade, to make gcnero8ity the central concept
in its definition of what is reasonable--not only because it Is right, but because
that is what will make the program work. We have been generous with cotton
growers, sugar producers and oil companies In the hidden costs we have paid
for trade restrictions. We can afford to be more generous with workers. The
adjustment assistance program in HR 10710 is estimated to cost $350 million
the first year-a small sum compared to what consumers now pay for tariffs and
other restrictions each year.

The League supported the adjustment assistance provisions in HR 10710
because they were an improvement over current law. But I think we can do even
better. The eligibility requirement to make access to benefits easier was an
important change. We would prefer higher weekly allowances than the percent-
age established in the Trade Reform Act, but are aware of the political obstacles
in a budget-minded Congress. We do think, however, that the committee could
make some changes in the program benefits.

The provisions for training are still inadequate. There is no reason why
allowances should not be paid for the entire period of training instead of an
arbitrary cut-off of 26 weeks after the 52 week time limit. Supplemental assist-
ance is provided to defray transportation and subsistence costs when training is
provided In facilities not within commuting distance. The amounts provided-
$5/day and 100/mile-are identical to the amounts in the Trade Expansion Act
enacted 12 years ago. In face of the rising cost of living and with gas costing
more than 50 a gallon, surely this i an unreasonable proposal.

The relocation allowance is also inadequate. HR 10710 would grant 80% of
the expenses of relocation plus a lump sum equivalent to three times the workers'
average weekly wage up to a maximum of $500. In a mobile society such as ours,
losing one's job and becoming uprooted is a painful process. We agree with the
UAW that incentives for relocation must be increased and that providing reim-
bursement for "community prospecting" would contribute to the program's
success.

The relocation allowance provisions also specify that such allowance shall not
be granted to more than one member of the family. The explanation for this
provision is not logic but sexist. If husband and wife are both working--and two
thirds of the women in the labor force work because they have to-then both,
pay a price when one of them is forced to relocate. And if both become unem-
ployed because of import competition, if both have to relocate, both should be
compensated. There is no rationale here for talking about family units rather
than individuals.

REIEF FROM UNFAIR TRADE PRACTICES

Title III provides for several changes in statutes to give U.S. industry relief
from unfair foreign trade practices. Mainly, these involve strengthening the
President's authority to retaliate against unjustifiable and unreasonable foreign
restraints on U.S. trade, imposing time limits on investigations under anti-
dumping and countervailing duty laws, and clarifying the definition of various
terms and criteria in U.S. trade laws. In general, we support the notion of
making our trade laws work more effectively and fairly and believe the changes
recommended by the House are reasonable.

We are, however, concerned about an amendment to the countervailing duty
law which would give the Secretary of the treasury discretion to refrain from
imposing countervailing duties for only one year from the date of enactment of
the Trade Reform Act on imports subsidized by facilities owned or controlled
by governments of developed countries. Limiting U.S. discretion to refrain from
imposing countervailing duties unilaterally for only one year, while negotiations
presumably were underway to work out an international agreement, is unwise
and unnecessary. We recommend that the one-year provision be deleted and that
the Secretary of the Treasury have the full four years in which to complete the
negotiations.

The question in International trade no longer is whether it should be subsi-
dized-all countries do, including the United States-but which subsidies should
be permitted or prohibited under international rules. The League strongly sup-
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ports the Idea of negotiating an international code on subsidies that would
define what should and should not be permissible. Otherwise we might find our-
selves in a subsidy race that could touch off another trade war.

EAST-WEST TRADE

Title IV would make the extension of nondiscriminatory tariff treatment to.
non-market economy countries contingent on changes in their emigration policy.
The proponents of this title tell us that it is a means to t'Ae realization of high
h-umanitarian principles; the opponents tell us that it places world peace in
Jeopardy. We do no know if these provisions will accomplish all that the pro-
ponents would wish or have all the consequences the opponents fear. We do know
that there has been little rational debate over this issue and that the fate of the-
trade bill hangs In the balance.

The League's position on this issue must be stated in two parts: 1) In accord-
ance with our liberal trade position we have, since 1965, favored the expansion
of East-West trade, including nondiscriminatory tariff treatment. 2) We have
not abandoned this position, but neither have we been dogmatic in promoting it.
In the House, we supported the trade bill as reported by House Ways and Means,
including Title IV. Similarly, in the Senate, our focus will be on the entire trade

-bill and we would oppose a veto of the bill. We do, however, urge Congress and
the Administration to continue the dialogue and work toward a compromise.
which reflects profound concerns of both sides.

SHORT SUPPLY PROBLEMS AND THE DEVELOPING COUNTRIES

In the past few months, we have all become aware of a new dimension of Inter-,
national trade policy-the problem of supply shortages and the need to assure-
fair access to supplies of food and raw materials. The recent oil embargo demon-
strated that every nation is a potential "have not" and that interdependence is,
therefore, a fact of life.

It is clear that we need policies to deal with similar situations in the future..
For one thing, we must learn to conserve and manage our domestic resources
btter. For another, we need to develop international rules to assure nondls-
criminatory access to scarce raw materials. The trade bill should include pro-
visions which address this problem in two ways: 1) by making supply.access one
of the major goals of trade negotiations; and 2) by directing the President to
seek International agreement on new rules governing supply access.

More Important than these specific proposals is the need to reevaluate our
policies toward tile less-developed countries (LDC's). Tile negotiation of inter-
national rules on supply access will be of limited value unless the producing
countries, which are primarily LDC's, have a stake In playing by those rules.
The United States can help give them that stake by using its trade and aid
policies to bridge the gap between rich and poor nations.

As a step In that. direction, we support the provisions of Title V which would
give the President authority to extend duty-free treatment to imports from ntc
less-developed countries. In an interdependent world, it is in our national interest
to fulfill this international obligation.

Thank you for this opportunity to present our views. The League Is prepared
to work with you for enactment of this important legislation.

The C11A1i RA,. Now we will hear from Mr. Strackbein. We are
very pleased to have you with us today, Mr. Strackbein.

STATEMENT OF 0. R. STRACKBEIN, PRESIDENT, THE NATIONWIDE
COMMITTEE ON EXPORT-IMPORT POLICY

Mr. STRACKBEIN. Mr. Chairman. I have a summary and a full state-
nent, and also, I would like to offer from the record to be printed
after my statement the paper that I wrote in 1968 on the "Competitive
Plateau of the United States."'

I See 1). 1252.
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The CIIAIRZ*AN. That will be done.
Mr. STRACKBEI.N. Mr. Chairman, my name is 0. R. Strackbein,

president of the Nationwide Committee on Import-Export Policy.
I think we are all aware, Mr. Chairman, that the profile of our

foreign trade has changed radically in the past 2 or 3 years. Four or
five departures from the previous conditions have marked the great
changes that have occurred:

No. 1 was thie imposition of the 15-percent tariff in 1971 and the
devaluations of the dollar since that time. Two, the rapid rise in the
exports of agricultural products since 1972. That is also a new depar-
ture. Three, the vast increase in our petroleum imports hand in hand
with the energy crisis. Four, the world inflationary trends of the past
several years. Five, the inclusion in the House-passed trade bill of
provisions that are, in my opinion, extraneous to trade policy in the
form of political considerations that were best left to seperate treat-
ment on their own merits.

Now, these subjects I shall treat in the above order.
The imposition of the 15 percent additional tariff was in recognition

of the untenable competitive position in world trade, both in the ex-
port field and in the domestic market in relation to imports. We were
incurring heavy merchandise trade deficits and this turnabout from
previous so-called surpluses greatly aggravated our balance-of-pay-
ments situation. We were in fact in a much worse position in the matter
of trade balance than our official trade statistics revealed. The causes
of this self-deception lay in the manner in which we reported our im-
ports, on the one hand, and our exports on the other. Our currency was
facing collapse.

The devaluation which followed the elimination of the tariff sur-
charge represented a general increase in the tariff and was designed
to put us on a more nearly equal competitive position with a number
of other countries, but especially with Japan and West Germany.

Resource to realinement of our currency merely represented a differ-
ent way of skinning the cat. Devaluation of the dollar made imports
more exl)ensive to our consumers, just as higher tariffs are designed to
do. It was merely a matter of method. At the same time, our exports
would cost consumers in foreign countries fewer dollars, just as a tariff
reduction by them would have accomplished.

The whole maneuver was confession of an erroneous tariff policy
since the days when our principal foreign trading partners were catch-
ing uip with us technologically while the labor costs lagged behind those
prevailing in this country..

We have had a phenomenal increase in our agricultural exports. This
increase helped greatly in reversing the disastrous trend in our trade
balance. In 1973, our agricultural exports reached $17.6 billion, which
was $8 billion more than in 1972. The increase took place principally
in our grain exports--wheat, corn and sorghums-and in soybeans.
Grain exports alone increased by nearly $5 billion. It should be noted,
however, that the value increased distinctly more than the quantity,
because of the increased prices, of course.

Altogether agricultural exports increase 80 percent in 1973 over
1972, while nonagricultural exports rose less than half as much, or
32 percent. That the high level will continue is open to serious question,
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sellious doubts, because foreigpi crop failures accounted for a substan-
tial part of our rising farm exports.

The trade deficit of 1972. which had reached $6 billion by the official
system of tabulation, but which was really about twice as high so
far as competitive private commercial trade is concerned, declined
to about $1 billion in 1973. Early this year we moved out of the red
according to the official statistics. Actually, we are still in a deficit
position by some $5 billion on an annual basis even if the present level
of exports over imports continues.

The imports of petroleum and petroleum products rose nearly as
sharply as our agricultural exports. They went, up 72 percent in 1973
over 1972, or from $4.8 billion to $7.5 billion. This increase, however,
was more than offset by the increase in agricutural exports, which,
as we saw, rose by $8 billion.

This year petroleum imports are likely to increase more sharply
both because of higher quantity and mich higher prices. In Decem-
ber 1973 alone, oil imports reached $962 million. Spread over a year this
would mean imports of over $11 billion in 1974.

Now, actually, it is anticipated that our petroleum imports would
probably range from $15 to-$20 billion as matters stand today.

If the Mideast countries lift their embargo, which they have now
done, and prices remain at their present level, oil imports may be
expected to rise sharply this year over 1973--enough, in fact, to
obliterate the rising agricultural exports.

Then, the worlf inflationary forces, because of their unequal in-
cidence, have affected the flow of trade in varying magnitudes, depend-
ing in the price movements in particular products. Some raw material
countries have benefited from rising prices while for others the terms
of trade have been adverse.

'Until very recently inflation in other industrial countries, par-
ticularly Japan, has been at a higher rate than in this country, thus
helping our exports beyond the boost given to them by our devaluation.

Today, it is impossible to predict with confidence what the future
trends will be, particularly because national policy trends are un-
predictable. In that respect, this is not a good time io legislate in the
field of trade policy. WIhlat may be done today gives promise of being
obsolete tomorrow.

This is all the more reason why provisions in the trade bill that are
extraneous to considerations of trade policy should be eliminated.
It is bad economics to use political considerations as pawns in eco-
nomic policy, and it should be the very last recourse.

Our policy erred in going down the road of tariff reductions well
after it was already clear that we were no longer competitive in world
trade and depended on subsidies and false trade statistics to make,
our position look healthy. When we resorted to an emergency tariff
and then to devaluation, we confessed the failure of that policy with-
out admitting it verbally. This latter would have been too embarrass-
ing to the policymakers who were too intransigently wedded to a policy
of free trade regardless of its national consequences.

Devaluation became a must, but it should be recognized that it is
an unsatisfactory long-term instrument of policy, one, because other
countries can counteract its effects almost at will, and two, it repre-
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sents a shotgun approach. All products are effected to the same degree
regardless of the need.

A far more sophisticated and effective approach lies in the adop-
tion of flexible import quotas that, are administered unilaterally in
keepin with guidelines established by legislation.

Theill before you, 10710, has some good features so far as the
use of import quotas and fair marketing agreements are concerned,
but it contemplates shifting of yet more power into the hands of the
Executive, while constitutionally the authority to regulate foreign
commerce is vested in the Congress. This body should fulfill itsresponsibility instead of surrendering yet more of its power in this
field--one in which the Constitution is in no sense in doubt.

Now, Mr. Chairman, that ends the summarization, and I have a full
statement here which I ask be put in the record.

The CHAIRMAN. We will do that, Mr. Strackbein.
And I want to assure you, I am going to take this article that you

wrote for the Wall Street Journal, which they refused to print, and
carry it in my pocket with me until I have read it; because you have
come up with some very thoughtful information for this committee,
including the fact that you alerted us to the fact that those trade fig-
ures were on an F.O.B. basis and they were completely misleading.
You will notice that our staff has prepared those figures on a C.I.F.
basis which takes into account the giveaways and recognizes that im-
ports should include the cost of the insurance and freight.

Mr. STRAOKBEIN. Mr. Chairman, you and I both know that it has
taken a matter of 7 or 8 years to get this-

The CHARMAN. It seems to me it has taken a lot longer than that
to get something done about that.

Mr. STRACKBEIN. It has taken a long time. And the reason I am
offering this article that I had written and submitted to the Wall
Street Journal and they refused to print is that it does draw to some
extent on that question, and on some of the other erroneous policies in
trade that we have been following for the last, well, the last 40 years,
you might say-up until a year or two ago. And it seems to me that
the results, the adverse results of that have been acknowledged by the
fact that we were forced to devaluation; we were forced to imposition
of the 15-percent duty on nearly all imports.

Now, the devaluation had exactly the same effect as raising the
tariff, except that, of course, their is nothing permanent about it. As
I say here, the other countries can turn around and reverse the whole
thing. So, as a long-term policy, I do not think that the currency deval-
uation is a good rule to follow.

Thank you.
The CHAIRMAN. Thank you very much.
Senator DOLE. I am sorry; I read the statement earlier, but I hacl

to go somewhere else for 20 minutes, and I missed your statement. I
have no questions.

The CHAIRMAN. Thank you very much, Mr. Strackbein.
Mr. SMACKBEI. Thank you.
[The prepared statement and attachments of Mr. Strackbein:

follow. Hearing continues on p. 1259.]
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PREPARED STATEMENT OF 0. R. STRACKBEIN, PRESIDENT, THE NATIONWIDE
CoM MITT.E ON IMPORT-FXPonRT

Mr. Chairman, last November I wrote a paper on the current trade legislation
Ifore Congress. It included a brief review of the background of the Trade Agree-
unit i Program, going hack to 1.1, when the Initial hill was pas szed.

[ sent tht- paper. in the form of an article to the Wall Street Journal requesting
consldderation of it for publication. The palw'r was returned to me as not accept-
aile fotr se by the Journal. I returned it to the newsliper with the request that
the proffered article he revihwel, so that if it were again rejected, the rejection
would represent the considered action of the Journal. Upon review, the Initial
nation of refusal to print was sustained.

Became of the relevance of that iaper to the current bill before you I wish to
offer it for printing in the record of this hearing. Since it is several months, since
th, paper was written, I wish to ask that the article be printed at this point and
that a few comments to Iring it up to (late he printed immediately after -the end
of the insertion:

CURRENT TRADE LEGISLATION

(A paper the Wall Street Journal refused to print)

This country embarked on a tariff dismantling program nearly 40 years ago.
Since then our average tariff has been reduced over 80%, or from an average of
over 50% to some 8% today, on dutiable items. Nontariff barriers, such as import
quota,. licensing, special taxes, etc. therefore loom larger today.

The last tariff reduction waq tinder the "Kennedy Round" (1962-67), the
sharpest of all. Since then our world trading position came to reflect the harsh
results no less than the blessings of the protracted freer trade l)rogram. In those
40 years our exports rose more than thirty-fold in value and our imports over
forty-fold.

Now a new trade hill is before Congre.,, with time of final passage uncertain.
It is not the purpose here to analyze this hill. It is enough to say that it is still
aimed at further reduction of trade barriers, both tariff and nontariff. Therefore
it is time to examine the economic religion to which this country has been treated
the past generation.

The free-trade gospel gained its ascendancy with the Great Depression. Un-
employment rose to 25%. Cinstical economists linked themselves with the polit-
ical discontent generated by the distressful unemployment. As a people we des-
perately needed a scapegoat. The Ilawley-Smoot Tariff of 1930 was a handy
synilml. Publicists whipped it hard, and the populace duly came to hate It. Free
I rode came to look angelic and we became virtual idolators before it.

Eutopian mysticism is indeed a l'edouhtaile fortress in any economic world.
The flag of self-righteousness never flutters in a medium of greater self-assurance
than did the banner of free-trade in the trough of the Depression. It became -
the veritable flag of economic sainthood.

An obsessive dogma, be it free trade or Marxism, is not only an unguent for the
soul but also a coating repellant to all unwelcome reality pressing from the out-
side. It is equally iinervious to the acids of analytical penetraton and the logic
or transforming developments.

Our lst-19.30 generation was never able to nerceive the contradictions within
it, favorite doctrine of economic redemption. We have, for example, long had free
trade in coffee, tea. tin, crude rubber,- hides and skins and bananas. Are the coun-
tries that rely on the exportation of these products to our huge market noted
for their economic progress and well-being?

Our tariff-bargaining teams went n-bargaining armed with the conviction that
it was heroic to deapitate a tariff, and did so in ecstatic glee, never mind
whether they gained a se-ablance of reciprocity.

Meantime while we so eagerly embraced laissez fare in our trade policy we
had othwr quite different domie.tic commitments. The "Brain Trust" turned
its back unmistakably on the free market in its prescription for the domestic
economy. It instituted farm price supports, acreage curtailment, minimum
wages, obligatory collective bargaining, litnk deposit insurance--all anathema
to laissez falre and mostly designed to raise costs and prices. We were riding
two opposite-headed horses: but the high voltage of pent-up resentment. fear
and hope. fathered by the Depression had no stomach for consistency of eco-
nomic policy.
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Nearly all our economic legislation and certainly the, oncoming military-
and defense operations came to rest on industry as higher unit production
costs. Then came the post-war programs of foreign aid, followed by the recent
steeply upward tilted governmental expenditures, Federal, State and local,
aimed at social welfare, war on poverty, improved education and health, etc.

A few statistics will tell the story. In 1960 the total outlay in this country
for social welfare plus defense and veterans benefits was 51% of the gross
product of industry. In 1972 this percentage had risen to 85.6%. Another measure
of the greater industrial cost burdens is the comparative employment- in govern-
ment and industry.

In 1965 Federal, State and local governmental employment was 9.94 million..
That of industry, agriculture and mining was 26.68 million. In 1972 the govern-
mental workers had mushroomed to 13.29 million while its industrial counter-
part actually declined slightly. Thus the goods turned out by industry, mine,
and farm had to carry piggyback 3.3 million more governmental workers than
in 1965 with a cost addition equal to their total pay.

The only offset would be found in rising industrial productivity, but this
was only 13.5% (1965-71) while industrial wages rose 30%. Thus we had two
sources of cost increases, namely, rapidly rising governmental outlays and
wages outpacing productivity.

Other countries have also had rising costs but the rise in productivity in
leading competing countries was more than twice as-high as here-not sur--
prising since they were playing catch-up technology. Moreover, in Japan and
West Germany national defense costs were minimal. Here they were 32% of the
gross industrial product In 1972.

Our voluminous machinery exports, spurred by our huge foreign investment,
greatly enhanced foreign productivity while foreign wages lagged by our stand-
ards. The foreign competitive sharpened decisively.

Our woeful competitive slippage was, however, hidden by two factors. Our
exports of machinery and transport equipment (1971) were more than double
our total farm exports and also double our exports of all other manufactured
goods. Ths surplus in this machinery category was so breathtaking that our
serious and growing deficits in nearly all other manufactured goods was buried
In the euphoria.

The second factor of concealment lay in our official trade statistics. They
presented a false picture, and the news media were derelict in not exposing
the fact. The public therefore was not aware of our deteriorating trade position.
While we were experiencing trade dflcits, the official statistics continued to
parade handsome but deceptive trade surpluses before the public.

By 1971 even the official statistics showed a deficit of $1.6 billion and one
of $6.4 billion in 1972. The latter should have been nearer $13 billion if the-
trade statistics had reflected reality.

The second deception arose from two sources. (1) Our shipments under
Foreign Aid, Food for Peace. etc. were treated as true exports, which they are
technically, but are no measure of our competitive standing. We exported tbe4e
goods not because they were competitive but because we paid for them in whole
or in substantial part. Treating them as evidence of our competitive prowess
as President Kennedy did, was misleading. He denied that we were pricing
ourselves out of foreign markets, for, behold, we were enjoying a handsome
export surplus!

(2) The second form of deception continues to lie in your import statistics.
They are undervalued by some 10% since they are based on foreign value,
omitting ocean freight. insurance and other costs. On $65 billion of Importsthe
undervaluation is therefore some $6.5 billion. Added to the statistical treatment
of our exports our trade balance is thus badly distorted. We therefore went
blindly and self-deceptively into the Kennedy Round which should have been
shelved.

In a few years Tapan and West Germany were foundering in dollars. thanks
to their great trade surpluses. In 1971 the crisis culminated and we deserted con-
vertibility of the dollar, put a 15% additional tariff on most Imports and de-
valued. The effects were meager and we devalued again early in 1973. In effet
the devaluation was raising the duty. but this fact could not be acknnwleded.
The Japanese yen was made about 35% dearer, the mark some 25-30%. The-
action represented a belated effort to stop the dollar hemorrhage; and our trade-
balance is now in a lesser hole.
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Our agricultural exports have recently skyrocketed; but the surge is possibly
transitory because of unusual weather conditions abroad. Meantime our grow-
Ing dependence on oil imports may soon offset the boom in farm exports.

The proposed trade legislation can indeed be said to face a far different world
today from the previous occasions. The last trade bill was passed In 1962. Quite
clearly now is not the time to embark on a new tariff-cutting rampage that
would quickly undo the beneficial effects of our devaluation and expose the
dollar to further erosion.

Once more the public has been shortchanged. The dollar devaluation was not
explained as the fruit of our intemperate tariff reductions during a period when
our competitive position in the world was deteriorating ominously. The whole
course adopted added up to what we came to face in crisis proportions in 1971.

The present writer on May 5, 1960, I.e., well over ten years ago, stated in a
speech :

"It took 25 years of doing, including much domeAtic economic legislation, a
world war, a local war (Korea) and the cold war to stack up the international
competitive situation as we see it today: * * *

"We are on the eve of an earthquake that will shiver us to our economic foun-
dations if we do not soon take thought and reverse some of our romantic policies."

As a reward he was dubbed a prophet of gloom and doom.
The developments since the foregoing paper was written have borne out most

of what was outlined in It.
The article made reference to -the deceptive statistical practices of the De-

partment of Commerce that resulted in the concealment of our weak competitive
position in world trade. This concealment, consisting of reporting our imports on
their f.o.b. value rather than c.i.f. and treating subsidized exports as true ex-
ports, provided justification for further tariff reductions under the Kennedy
Round when it was no longer good economics.

This statistical practice has now been remedied in major part by showing c.i.f.
imports, beginning January 1, 1974, but is not yet made to reject our true com-
petitive position in the world since it continues to treat shipments of products
under Foreign Aid, Food for peace. etc. as if they were true exports, reflective
of our competitive standing, which they are not.

However, the error from that source is no longer as serious as it was because
Foreign Aid shipments no longer represent a high share of our agricultural ex-
ports, which, as the foregoing paper notes, have risen to unprecedental levels:
$17.6 billion in 1973, representing an increase of $8 billion over 1972.

Imports of petroleum products, however, are destined, from present appear-
ances, to work havoc with our improving trade balance. This improvement will
likely be nullified as the year progresses. Moreover, agricultural exports can
hardly be expected to continue the sharply upward movement of 1973, since there
were special factors contributing to that rapid growth. These record exports, in-
deed, were quite costly because of the higher food prices generated by them.

The conclusion can hardly be avoided that the present is not a good season
for trade legislation. Several very important elements in the trade trend are very
unstable, and until these become stabilized or more predictable than at present,
any legislation now passed would soon require review and readjustment.

This observation relates particularly to the agricultural exports, the petroleum
import situation and to the world currency instability.

The conditions laid down for Most-Favored-Nation treatment of the U.S.S.R.
are out of place in trade legislation and should be treated separately on their
own merits.

COMPErITVE PLATEAU OF U.S. TRADE

(fBy 0. R. Strackbein, Chairman. the Nationwide Committee on Import-Export
Policy, Nov. 20, 1968)

To weak competitive position of American Industry in world trade is beyond
dispute.

It may be useful to inquire into the degree of this weakness and to determine
in what class of products it is most pronounced. It may also be useful to deter-
mine whether we enjoy competitive strength in some products even if the total
competitive position is weak.

It may he helpful, further, to inquire into the causes of the competitive weak-
ness from which our trade suffers and to determine what steps, if any, might be
taken to overcome the weakness or to adjust to it.
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WEAKNESS REVEALED BY TRADE TRENDS

The competitive weakness of this country in world trade has become increas-
ingly visible in recent years. It is especially pronounced in some classes of goods

and in our trade with several leading trading nations. It is also visible in the
<eclining share of total world exports enjoyed by the United States.

WEAKNESS BY CLASS OF PRODUCTS

The principal competitive weakness has appeared in the trade in manufactured
goods. Because of the most intensive application of labor in producing finished
goods, compared with the lesser application of labor in the production of raw
materials and agricultural products, the implications of the import trend for
employment in this country are serious and will become acute if we return to a
peace-time economy.

As recently as 1951 manufactured goods represented only 27.0% of our total
imports. In 1967 this share had more than doubled, reaching 58.3%.

By contrast the share of our total imports represented -by raw materials, which
In 1951 stood at 50.3%. had declined to 21.3% in 1967.

The meaning of this trend for employment will be better appreciated if we
compare employment within this country in the raw-material producing opera-
tions, namely, agriculture, mining, lumbering and fisheries, with employment in
the manufacturing industries. The raw materials industries, with minor excep-
tions, supply the materials used in all manufacturing in this country. Exceptions
are imported raw materials which represent less than 2% of all materials used
by our industries. Raw-material production employed 4.656,000 workers in 1967
compared with 19,339,000 in the manufacturing establishments that processed
the materials into finished goods. The ratio of manufacturing employment to
employment in raw-material production was therefore over 4 to 1.

As imports shift from raw materials to manufactured goods, as they have in
the past fifteen years, it becomes obvious that Employment must suffer. The im-
pact has become sharper, moreover, in recent years than in the past because of
the heavy movement of workers in this country out of the raw-material-produc-
ing field into manufacturing and the service occupations. The shift has been the
result of the still-ising productivity in agriculture and mining. In 1960, or less
than eight years ago, the ratio of manufacturing employment to employment "in
agriculture, mining, lumbering and fisheries (the raw material industries) was
only in the ratio of 2% to 1, compared to more than 4 to I In 1967, as shown above.
(Statistical Abstract of the United States, 1968. Tables 317, 318, 320 and 993.)

In other words, our imports have been shifting from goods requiring the least
amount of labor to goods requiring the greatest amount. Should, for example,
10% of our raw materials be imported the average straight-line labor displace-
ment in 1967 would have been 465,600 workers, while if 10% of our manufactured
goods had been imported the displacement would have been 1,933,900 workers.
(The 10% share is for illustration purposes only.)

While it is true that finished manufactures represent about two-thirds of our
exports, the share of total exports has remained about the same in recent years.
In '5A and '59 the share Was 67.8% and 66.5% respectively, compared with 66.2%
in 1967. This lack of a trend shows that our manufactured goods as a whole are
not gaining ground in foreign markets in contrast to the sharp gains foreign
manufactures have made in this country.

COMPETITIVE STRENGTH IN MACHINERY AND CHEMICALS

Nevertheless in some lines we have enjoyed a substantial growth of exports.
This is especially true of machinery, including sophisticated products such as
computers; and chemicals. Since the share of manufactured goods in total exports
has not grown, the gain in exports of machinery and chemicals was necessarily
offset by declines in the export of other products.

HELPED BY FOREIGN INVESTMENTS

Two observations are in order. Our increasing exports of machinery and
chemical products has been a parallel of our increasing investment abroad in
plants and installations. Our industries have installed a vast amount of Ameri-
can machinery overseas (over $50 billion since 1960) ; and our chemical plants
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overseas have consutied great quantities of raw and semi-manufactured chemical
product.4 as feeders to their overseas plants.

Sr'RPLUS OF MACIHINERY EXPORTS NARROWING

The other observation applies particularly to machinery. Our imports of ma-
chinery have grown much more rapidly in recent years than our exports, and the
export surlflus, while still wide, Is narrowing rapidly. From 1960 through 1967
our machinery exports increased 84.9%4. During the same period imports of ma-
chinery Increased 32K/, or about 31/. times as rapidly as our exports. (Statistical
Abstract of the United States, 1968, Tables 1218 and 1219.)

The foreign competitive advantage over us that resulted in the loss of export
markets in steel, textiles, sewing machines, typewriters and a number of other
products is oloviously asserting itself in machinery. The relatively sharp in-
crease in machinery imports is but a forwarning of what may be expected in
the future. Thus may be expected the crumbling of our principal remaining ex-
port advantage. It will fall for the same reason that caused formerly strong
export industries to fall back.

HANDWRITING ON TIE WALl,

The handwriting on the wall was never clearer. When wilH those who shape our
foreign trade policy recognize the overwhelming evidence? Year after year since
195,t they have said that the trend against this country's export position was
only temporary and that the trend would soon right itself. Ten years Is a long
time to wait for a turn of the tide.

One excuse after another has been worn out during this period. In the most
recent years when the tide should already have turned had the previous reassur-
ances had any substance, the explanation advanced was that the prosperous
conditions in this country attracted imports while our exporters were not great-
ly interested in export markets. This style of explanation would, of course, dis-
pose of any and all trends in foreign trade.

CAUSES OF O'R COMPETITIVE DISADVANTA ES

The refusal to face monumental facts is becoming very expensive to a number
of industries and poses a serious problem for labor. If and when our economy
moves toward a peace basis the harsh facts that have so long been Ignored can
no longer be brushed aside. It Is already very late.

Let us look at t he facts and what they mean:
1. Proluction costs in this country are higher in" many lines of products than

those of their foreign competitors.
2. Among the high cost elements are the high wages upon which our domestic

market depends in the form of consumer purchasing power. Employee compen-
sation represents by far the principal source of effective demand-by far, which
is to say, in the magnitude of about 4 to 1 compared with all other sources com-
bined.

3. The wage-gap separating this country from other countries (Canada ex-
cepted) is not by way of closing or coming within shouting distance of such
an event. The outlook is that It is here to stay for many years.

4. Those who suggest that wages should stand still in this country to permit
foreign wages to catch up in point of unit costs, are either deceived, or incapable
of recognizing realities or ,worse, refuse to see what so clearly and unmistakably
stares them in the face.

5. The full impact of foreign competition has not yet been felt; nor the full
effect of our foreign investments as a shrinker of export markets for finished
manufactures in relation to the gross national product.

6. As a consequence our manufacturers have only one hope to regain a com-
petitive position in the domestic market: namely, if the technology is at hand,
to reduce man-power requirements sufficiently to shrink costs materially. Con.
trary to what mystics and romanticists might think, there is no other way to re-
duce cost of production significantly.

Also, no one should deceive himself that significant cost-reduction Is a mild
operation. In terms of employment it Is harsh and drastic. We have a classic
example in coal mining. In the mid.'fifties this industry was moribund because of
encroaching competition from diesel oil, natural gas and imported residual fuel
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"ll. The only hope of survival lay in cost reduction. The objective was Indeed ac-
complished by the introduction of machinery that supplanted men in a garganl-
tuan ratio. The coal industry saved itself but the cost in coal miners' jobs was two
out of every three. Employment dropped at a dizzying rnite, falling from 480,000
to 140,000 or less in fifteen years. The l)roblem known as Appalachia was a direct
result. The cost of relief and inhuman misery was "unthinkable" and had it been
appreciated ahead of time, would no doubt have been avoided as intolerable.

The coal example was not as extreme as might be Imagined.
Other industries branched out overseas to aovld similar debacles. Today the

steel industry faces a challenge, which, if less drastic in its exactions. is none-
theless perilous. The shoe industry faces annihilation in a matter of a few years,
The textile Industry, which, though partially protected against the same dis-
aster, still faces great difficulties. Other Industries are not out of the range of the'
iml)ort onslaught. The fisheries on the east coast, the vegetable producers of
Florida, and others are in the same corner.

Our merchant marine is totally dependent on subsidization for survival; and
has been allowed to fall to the lowest level in our history from lack of adequate
support. American flag ships now carry only about 1/16 of our total imports and
exports. The facts are muted and smothered lest they awaken the dreamers and
mystics who see nothing ominous in the competitive facts in our foreign trade.

7. Cost-reduction is not a monopoly of American industries, though its impera-
tive presses insistently on them. While we continue as the most productive coun-
try in the world in terms of man-hour output, other countries, now equipped
with our technology, are also capable of reducing their costs. Our own factories
overseas, where our direct investments are now in the magnitude of some $60
billion, have introduced American methods of mass production, and other coun-
tries have not been backward in adopting the American system. If we automate
In this country, so may and do our foreign competitors.

8. The cost-gap, although not uniform, will not go away, notwithstanding the
theories of academic economists who apparently do their thinking in a vacuum
wherein the realities of both national and international politics are absent.
Competitive inequalities among the nations do persist, the economists notwith-
standing. simply because free competition Is now a museum piece thoroughly
bolted down-largely, indeed, as a result of the very policies of those who
invoke the free market to Justify free trade but who buried free market forces
under the weight of governmental controls, restrictions, heavy tax burdens,
social welfare loads and other cost-inflaters.

The differential in shipbuilding and ship operation here and abroad is meas-
ured periodically by official wage surveys conducted by the Federal government.
This differential is slightly over 100% and reflects the higher employee compensa-
tion in this country. That such differentials persist, as they may and do persist,
despite economic theory that leaves the facts of life out of account, Is shown
by the fact that the maritime cost differential just mentioned has widened by
10%-in the past ten or twelve years.

9. The competitive weakness of this country makes our economy stand like
an island plateau against the pounding waves and tidal flows that beset It from
all sides. The natural sequence will be a leveling process that will continue, unless
it is halted, until we are level with the sea.

FALSE ASSESSMENT OF OUR COMPETITIVE HANDICAP

The competitive situation is serious Indeed but is insulated against a remedy
by the policy-makers who stubbornly refuse to accept irrefutable facts or
insist on evasive interpretations. They will not believe or purport not to perceive
that payment of an average Industrial wage of $3 per hour in this country de-
mands that our factories be several times as productive as their foreign rivals
if they are to compete with them. With the exception of Canada, the highest
foreign industrial wages will do well to equal 40% of our $3 level, while in
many instances the gap is much wider. The difference in cost, now that our
average duty on dutiable items is about 10% on foreign value, and destined to
drop to about. 7%, must be bridged by a productivity lead of sufficient magnitude
to offset the foreign advantage. (For the industrial wage rate of the United
States see Current Survey of Business, United States Department of Commerce,
September 1968, p. 8-15).

It is a favorite but false indictment of American industries that cannot com-
pete with imports to say that they are inefficient. This Indictment comes quickly
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to the tongue of thoWe who continue to see in a free or liberal trade policy the
future and the hope of this country's economy. The falsity of the indictment is
indeed immediately established when in the next breath those who s) eagerly
accuse our industries of inefficiency insist that foreign competition Is no danger
because low foreign wages really reflect the low level of productivity abroad,
which Is to say inefficiency. We cannot be both too inefficient to compete and at
tile same time so far ahead of other countries in productivity that their low
wages avail them nothing competitively because of their own greater inefficiency.

It was also a favorite and equally false assessment of the competitive situa-
tion to say that it was not our high-wage industries that were vulnerable to
imports but rather our low-wage or labor-intensive industries. Our high-wage,
capital-intensive industries, such as steel and automobiles, were among our
leading exporters, thus demonstrating that high wages represented no wage
handicap.

The vacuity of this claim has in recent years been demonstrated for all to see.
In both automobile and steel our export position has collapsed and we have be-
come net importers of both products. The same is true of other high-wage
industries. Whether an industry is "capital-intensive" or "labor-intensive"
does not alter the fact that employee compensation is In each case the major
element of cost. "Capital-intensive" industries merely spread their costs over a
larger number of successive steps of manufacture, as in automobile manufac-
turing. The Detroit cost, as the Pittsburgh cost in making steel, is only a part of
the cost that extends back to mining, agriculture, processing, fabricating, trans-
portation, insurance, financing, warehousing, and all else that is involved in
production.

Yet, even as these pillars of economic theory have been knocked out from under
the edifice, the economists steadfastly refuse to face reality. They are so In-
separably wedded to their vested mental interest that mere facts produce no
effect toward relinquishment of their untenable position.

These many years, as just noted, the economists have been at pain to say that
our higher wages are attributable to our higher productivity. Therefore, they
say, it is wrong to maintain that low foreign wages confer a competitive advan-
tage on foreign producers. Only a rather obtuse mind would fall to perceive the
truth of the theory, according to these intellectually elite.

Now that facts to the contrary notwithstanding prove that other countries do
enjoy a decisive competitive advantage over us these same economists duly take
refuge in charging our industries with inefficiency despite the higher wages
they pay-yes, even though high wages, by economic theory, reflect high produc-
tivity. By their measure our high-wage Industries should have been invulnerable
to import competition. The facts have been quite the opposite.

Their edifice having collapsed they seize on other arguments, as previously
observed.

The fact is, of course, that considerable discrepancies in wages and costs among
nations can and do persist because free competition no longer e.rfsts. The numerous
interference with the free market that impede free competition were instituted
generally with the ardent support of the economists who, when it suits them,
like to play as if the assumptions on which they lean so heavily, such as the
play of free market forces, were still in operation.

The thrust of their untenable but stubborn contentions is that industry, agri-
ulture and labor of this country are to be exposed to highly-advantaged foreign

competition despite the heavy competitive handicaps loaded on the domestic
producers by a hundred legislative enactments many of which soon came to
rest on production in the form of higher costs.

What is the purpose of such a policy? Is it to disperse our capital to tho
four corners of the earth? Is it to restrain wage pressures coming from labor?

OPTION FACING DOMESTIC INDUSTRY

What, indeed, are the options of industry when it is confronted by import
competition that captures an increasing share of the American market year
after year?

One option is obviously that of investing abroad. This step has helped in two
respects. (1) It has enabled American companies to supply from within some
important foreign markets that would otherwise have been lost. (2) It has in
many instances increased exports of machinery, equipment and sometimes semi-
manufactures and parts, purchased by the foreign subsidiaries or branches.
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On the other hand, some of the slow-down in our commercial exports may be
attributed to the very act of supplying of foreign markets from within rather
than exporting the finished goods from here. To that extent there has been a
transfer of jobs or potential jobs from here to foreign countries. Jobs that do
not materialize in this country add to the problem of unemployment. We need
many hundreds of thousands of new openings to absorb the large niumner of
new workers who come on the labor market each year. If potential jobs are
transferred abroad the employment opportunities here naturally shrink by
that much.

Also, in some instances foreign subsidiaries and branches export back to this
country, thus creating additional competition from lower-wage areas. Ameri-
can automobile manufacturers in Europe, for example, sell numerous foreign-
made cars in this country; so do American manufacturers of typewriters,
transistor radios and other products.

The Impact of low-cost products is not confined to finished manufacturers. al-
though these predominate today. A number of industries Import parts as a means

-of achieving lower manufacturing costs in this country and thus to fetid off
eviction from the market for the finished product. It is trie that we also export
parts, especially for assembly in foreign plants, such as automobiles. Such ex-
ports may, however, face a decline since foreign countries have been insistent
upon and indeed have required successively the use of higher percentages of
locally manufactured parts in place of imports in their native plants.

THE ADJUSTMENT-ASSISTANCE PLOY

In the view of many economists adjustment assistance extended both to labor'
and to companies or whole industries should compensate for the injury done
to domestic industries and labor by imports. Until 1962 it was the national
trade policy not to cause injury to domestic industries as a result of larger
imports attracted by lowered tariffs. In that year the Trade Expansion Act
substituted the adjustment assistance program for the peril point and the escape
clause which provided a cautious approach to tariff cutting and a remedy for
injury.

The justification for adjustment assistance was that the reduction of tariffs
and the resulting increase in imports would increase exports. The increase in
trade would benefit the whole country. Therefore the public should make good
any serious damage done to industries and employees injured as a result of trade
agreements,-past and future.

That policy, of course, reflected the peculiar mental seizure or lapse that
held and still holds imports entitled to eminent domain in our domestic market,
and that they should be allowed to push our industries out of the way. Im-
ports, it would seem, are vested with some mystical virtue that gives them pri-
ority over domestic industry and employees. What this special virtue is has
never been made known to the public. It is simply assumed. Our own indus-
tries, although heavily burdened with taxes and other high costs which were
not of their own doing, under the new approach of adjustment assistance were
to give way to imports from countries that imposed no comparable burdens on
their own industries. The demand was so irrational that the fiction of in-
efficiency, previously mentioned, was invented to Justify condemnation of our
Industry in deference to growing foreign access to our market. Beyond that,
of course, was the concealed but powerful motive to help exports of industries
that boasted heavy political muscle.

It developed that the adjustment assistance provisions of the Trade Expan-
sion Act were so tightly drawn that none of the score of applicants, including
labor unions, succeeded in squeezing through the needle's eye. Not one dollar
of assistance was paid in six years since the law's enactment. The economic dis-
tortion caused by the great increase in defense expenditures enabled this coun-
try to absorb the great upsurge in imports that would otherwise have worked
havoc on numerous industries. Now, however, further absorption will no longer
be possible without disruptive effects; and should the economy move back to a
peace basis, even if slowly, the exposure that was tolerable during the past few
years would become intolerable to a growing number of important industries.

The suggestion is now put forward that adjustment assistance should be.
made easier to invoke. This suggestion ignores the odd philosophy from which
the very notion of adjustment assistance arose in the first place. Legitimate
American industry, which pays the high taxes exacted of it, that supports the
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vast welfare outlays through its high productivity and provides high employment
at the world's highest wages, is to move over and make room for imports
that. achieve their competitive advantage from payment of much lower wages
thant those required by law in this country and very much lower than the
wages ahove the mitiniumi level plld here. What style of philosophy canso far overlook the fairness of treatment to which domestic industry is en-

titled, as t oadvalnce anll-supiort such a suggestion? It represents a philosophy
that i1 essentially hostile to the industrial and economic system that supports
tlu American civilization and the capacity of this country to provide aid to
other countries. It demands that American industry be exposed to foreign
competition, no matter how injurious it might be, regardless of tile competitive
handicap under which our industry labors.

Greater efficiency is demanded, as already noted, even if displacement of work-
ers oi a devastatingly large scale is involved. The government would assume
the cost burden of retraining and possibly relocating tile displaced workers.
Suel a policy strives for multiple Appalachias.

It is not explained why we owe such disruption of our industry to other coun-
tries or why some of our industries should be harshly treated, so that other
industries might real) the benefit of greater exports. If the intention is, in-
deed. to drive industries to more rapid and radical automation it seems to be
forgotten that tle rate of mechanization is already a source of unemployment
and tieeds no additional stimulation. The notion that displaced workers
will soon lie absorbed by other industries Is belied by the stubbornness of the
Appalachian problem. This provides further evidence of the sterility of economic
ivory when it refuses to take into account all the attendant circumstances

that night upset expectations.
Adjustment assistance has little to recommend it if the' condition to be

remedied was deliberately brought. about by pursuit -of a policy that may be
exv.ctcd to produce the condition. Deliberate action that is expected to result
in the serious injury of legitimate industry cannot be said to spring from any
considerations of justice or from any concern about equal protection of the
law. It is in fact a concept that is alien to the system of private enterprise and
should be disowned as a legitimate and Justifiable part of public policy.

IARKET-81lARINO AS A' REMEDY

'ow that the tarlff has been virtually dismantled as a means of offsetting cost
differences hItween this c ontry and its competitors, and since the problem of
our adverse competitive cost-handicap remains and bids fair to persist, a differ-
ent rcimedy is needed to sustain the productive dynamism of this country.

The concept of market-sharing, implemented by flexible import quotas, offers
the mildest form of trade regulatin consistent with the extensive regulation
of til economy as a whole. To free our external trade when the domestic economy
is made competitively rigid vi.v a 'ia foreign production costs is both illogical
and unfair. The heaviest cost factors in this country are very rigid indeed so far
as competitive maneuvering is concerned.

Wages move in only one direction, and this movement underwrites expanding
consumption so long as inflation does not cancel the higher compensation. Wages
are entitled to rise as productivity increases.

Taxes are high and quite rigid and going higher if State and local taxes are
taken into account, as they must be. The only opening of any sigificance there-
fore lies In the possibility of increasing productivity per man-hour: and, as pre-
viously noted, this can be accomplished almost exclusively by reducing the num-
her of workers required per unit of output. ' -

Yet such increase in productivity will not improve our competitive posture
toward Imports nlc.lRa. images are not allowed to rise in proportion. If wages rise
in proportion to the Increase in productivity the competitive advantage is auto-
intleally canceled.

Therefore those who demand "higher efficiency" in our Industries (even though
we are productively the most efficient in the world) as a means of remaining
competitive or as a means of recapturing our competitive position are com-
mitted to frozen wage levels. They cannot in all good conscience Insist on sup-
porting a liberal wage policy in this country and at the same time demand
nigher productive efficiency as a means of meeting Import competition. They,
of course, wish fervidly to pose as friends of labor while promoting a policy that
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would strip labor of Its compensation for increasing productivity, since increas-
ing productive efficiency as a means of fending off rising imports would lose
its effect if wages should increase in proportion.

If, however, ceilings should be established over imports at certain recognized
levels that would accord to imports a liberal share of the domestic market, and
permit them to increase in proportion to the expansion of the domestic market,
the sting of unfairness would be taken out of import competition. Imports would
lie regulated in keeping with the regulation of the domestic economy. They
would not have a license to benefit from a competitive advantage that rests in
numerous instances on nothing more inspiring than the payment of a level of
wages that if paid in this country would subject the employer to a legal penalty.
Imports would not enjoy an open field on which to run wild regardless of the
havoc they might Inflict. Imports would be brought under the restraints that
have deprived our Industries of competitive flexibility except at the expense of
employment. They would not be permitted to exploit the competitive handicap
that public policy, supported by a generation of electorate preferences in this
country, has placed on our productive enterprise.

They would nevertheless have liberal access to the richest market In the
world.

The CAIMMAN. Next we will hear from Mr. David J. Steinberg,
executive director of the Committee for a National Trade Policy.

J
STATEMENT OF DAVID 3. STEINBERG, EXECUTIVE DIRECTOR,

COMMITTEE FOR A NATIONAL TRADE POLICY, INC.

Mr. STEINBERG. Thank you, Mr. Chairman.
I am David J. Steinbei'g, executive director for the Committee for

a National Trade Policy.
It has been quite a while, Mr. Chairman, since we last appeared be-

fore your committee. I note sadly that in the interim your committee
has tragically lost Tom Vail, your chief counsel. We recall warmly
his professional competence and his personal courtesy at all times.

Mr. Chairman, we basically support the House-passed trade bill,
but with no illusions as to its adequacy for what the United States
ought to be seeking in trade policy. We believe that. all amendments
that would further restrict trade should be resolutely rejected, and we
turge that every effort be made to make this legislation a more effective
instrument for developing a freer world economy.

I might say,. Mr. Chairman, that our committee is supported by busi-
nesses large and small. by trade associations and by individuals as citi-
zens and consumers. We do not speak for any special interest, but only
for what we regard as, in our judgment, the interests of the Nation as
a whole.

We believe the time has come for U.S. trade policy to fully reflect
and stimulate the resiliency and resourcefulness of the American eco-
nomic system; to fully contribute to an all-out campaign against in-
flation and for the fulest, most productive and most rewarding em-
ployment of America's work force; to raise the sights of all the ad-
vanced countries to the economic, political and security goals which the
programed removal of artificial trade distortions can do so much to
achieve; and to program the fastest., freest access to these markets for
all exports from the developing countries as a major part of an urgent
strategfry to build a constructive and equitable partnership between the
wo'd's highly developed and underdeveloped economies.

A comprehensive adjustment/conversion/development strategy, in-
cluding a convincing commitment to full employment, is essential in

30-229-74-pt. 4- 15
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domestic policy to backstop this initiative in foreign economic policy-
necessary to insure that the trade policy that is good for the Nation
as a whole is made good for all the States and all the people.

U.S. trade policy, in both international and domestic terms, falls
woefully short of these standards. There is much rhetoric about
the advantages and imperatives of an open world economy, but the
commitment and campaign of most of those who endorse this ambitious
ideal are not where their rhetoric is. Neither the Government nor the
business community nor the intellectual community nor, with extremely
few exceptions, the liberal-trade community itself is urging the
interdependent strategies necessary in both foreign and domestic eco-
nomic policy-not even a trade policy capable of repairing the badly
damaged, highly dangerous and too-long neglected fault in the rich-
poor, north-south axis of the world economy.

The following, Mr. Chairman, are some of the deficiencies of the
trade bill that need correction to make it a policy instrument better
suited to today's realities.

1. Authority to remove tariffs and nontariff barriers is not adequate.
The President is denied the flexibility he needs for the far-reaching
negotiation he should undertake. To the extent there is practical sub-
stance to the role prescribed for Congress, the outlook is for a harm-
fully restrictive effect on the negotiations rather than the kind of role
the Congress should have-constructive assessment of the adjustment
needs of industries affected by the removal of trade barriers.

2. The adjustment-assistance program is far from correcting or even
adequately recognizing the damaging defection of organized labor
from liberal-trade ranks. A determined, dramatic effort should be made
to face up to this distressing development.

3. Adjustment assistance is denied to firms and workers injured by
import restriction-as distinct from import liberalization-thus mak-
ing them 2d-class citizenss from whom equal protection of the adjust-
ment-assistan&- law is withheld.

4. The escape-clause criteria are excessively weakened, thus pro-
viding overly permissive access to import restriction as a remedy for
industrial and agricultural injury. Authority to increase tariffs in such
cases is also excessive.

5. There is no coherent industry-adjustment policy, at least as the
framework for Government aid to ailing industries that can prove
serious injury and the need for "import relief."

6. The national security clause of the trade legislation is still not
made a constructive instrument to insure thorough repair of import-
related impairment of the mobilization base.

7. Too many limitations are imposed on tariff preferences for
developing countries. We as a Nation must wake up to the reality that
our trade policy toward the developing countries is no longer a periph-
eral issue we can comfortably treat with benign neglect. It must be
brought from the wings to center stage of our national consciousness
and national concern. Let us stop fooling the Third World and stop
kidding ourselves.

8. There are no provisions for securing equitable access th world
supplies. The basics of the Mondale-Ribicoff amendment should be
adopted to help meet this need. In addition, a new trade partnership
with the developing countries is also necessary.
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9. The human-rights proviso to equal tariff treatment for Russia
and other countries.now denied such nondiscriminatory status impairs
the trade dimension of desirable and delicate detente diplomacy and
may in its present form even retard progress toward the human-rights
goals which commendably concern so many Members of Congress.
The time has come for arching statesmanship from both ends of "the
avenue" to develop a mutually acceptable accommodation that gives
the President the moral support and legislative authority he needs in
this policy area, sends the human-rights message to Moscow which so
many Americans want to send, and provides for systematic Presi-
dential accountability to Congress on this issue.

10. And finally, in my summary, the bill and the policy context
have a tone which in too large a degree seems to project intensified
confrontation, not a vaulting, far-reaching trade charter addressing
the crisis realities of our time and providing a context for thorough
reform of the many inequities on which so much complaint and con-
frontation have already focused.

We urge, Mr. Chairman that no time be lost in getting H.R. 10710
through the Senate and the Congress without protectionist amend-
ments of any kind and with as many of the improvements we have
recommended as can be engineered without unduly delaying the prog-
ress of this legislation and of the international deliberations to which
the bill is so essential.

I thank the chairman and the committee.
The CITAIRMrAN. Thank you very much, sir.
We will print your entire statement so it can be clearly understood.
Mr. STEINBERG. Thank.you, Mr. Chairman.
The CiAIRMAN. Senator Bennett, do you have any questions?
Senator BENNNEr. I would like to ask just one question.
Your article No. 9 is a very interesting paragraph, but it does not

tell us whether or not you favor the Jackson amendment or you favor
the elimination.

Mr. STEINBERG. I do not favor its elimination. I salute, if I may use
the code word, the Jackson forces in the Congress and outside the
Congress for their concern with the human-rights issues which I think
are a legitimate concern of the American people and of the Congress.

But I do not favor the Jackson amendment as now worded. I
believe-I wish I had a text to suggest to the Senator and the committee
as a substitute-and I am confident that the administration and the
congressional leadership, including Senator Jackson, can work out
some kind of accommodation that moves toward all these objectives.

I think the President needs flexibility, and I think that what the
President is trying to do in detente diplomacy, as delicate and as risky
as this is, deserves a chance and the Congress ought to give it a chance.
There are other ways-I will not take the time of the commi b;tee-
but there are other ways of dealing with, and other ways should be
found to deal with, the human-rights objective, which is one of the
objectives that has motivated the Jackson forces.

Senator BENNrr. Do you think-the other ways should be found and
included in this bill, or should they be found in other legislationI

Mr. STETNBERG. They have to be found primarily in other ways, but
I do not think that the Jackson 'amendment should be just completely
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lifted from the. bill and no alternatives sought, in view of all that has
been invested politically in this particular issue.

T'o remove the ,Jackson amendment completely from the bill without
seeking alternatives would ill my view l)e sending the wrong kild of
-lmessage to Moscow in view of all that has been invested in the Jackson
amen 'ment as we know it.

Senator BENNETr. Then you are willing to see the bill go down, the
effect of the relations with Russia go down, rather than remove the
Jackson amendment from the bill?

Mr. STEINBERO. Would you repeat that, sir?
Senator B.N NrET. Youi are willing to take the risk of destroying

dtttente with Russia, in order to keep the Jackson amendment. concept
in the bill?

Mr. STEINB.RG. I do not think that keeping the Jackson amendment
concept in some form in the bill would bring down or seriously impair
our relations with Moscow.

I believe, sir, if I may. that the President and the Secretary of State,
if they are as good on foreign policy as they say they are-a'nd a great
deal hias been achieved-can find a way of-

Senator BEXNETT. They are operating outside of the bill. The Sec-
-'etary of State operates outside of this legislation. le operates in the
Department. of State. This goes into the President's responsibility for
foreign trade.

Let. ine ask you the question bluntly.
If it. were a choice of continuing the detente with Russia or con-

tinuing the Jackson amendment in the bill, which would you choose?
Mr. STEI.BEG.t(;. Well, you are asking a very
Senator BEN-., NETr. I am asking a straigh't,'hard question. That is a

qust ion we have to answer.
Mr. STE','nncB . I would not like to have that kind of choice. But as

an academic matter-I do not think it has to be that choice. Senator-
ut. as an academic matter. I would say, let us proceed with the detente

(lil)lomacy and let us find, all of us in the Congress-
Senator BEN.N,,TrT. )o not duck me: answer the question.
M '. STEINBRG. I did answer, sir.
Senator ENET'i.-..O. you(lid iiot. I want a. yes or no.
Would you rather hav,, if it were a final, flat choice, either the end

of the. detente or the Jackson amendment ? Which would you choose?
Mr. S'rmxiwit. I would say remove the Jackson amendment from

the bill, and let. us proceed with detente diplomacy, and let us not for-
get. the objectives that motivated the Jackson amendment: and let us,
all of us. try in the many other ways that are available to pursue these
objectives.

And the Russians.somehow. would have to be made to understand-
not through the trade, bill, but, in some way loud and clear-that most-
favored-nation treatment, to the Soviet Union can be as easily with-
drawn as it. was granted. Unless there is prosiress in this human-rights
area. the American people through their Congress may demand the
withdrawal of MFN.

Now. saying it, through the t rade bill is perhaps not, the appropriate
way to sayv it. but. somehow I think this ought to be said. I do not
think von can just plain drop the .human-rights motivations that in-
spired the Jackson amendment.
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So I think I have answered your question in saying that if it is that
choice-and I do not think it has tobe that choice--if it is that choice,
then I would say let, us give d6tente diplomacy the chance that it de-
serves. And let us drop the Jackson amendment and find some other
way of (lealing with this objective.

Senator BFxEN-ETT. Thank you, Mr. Chairman.
The CIT.In.f,\. Senator Dole.
Senator DOLE. No; I do not have any questions, I think there are a

number of us who are presently sponsors of the Jackson amendment
who are not quite certain what' may have inspired it, but I am sure
the objectives of human rights may be something else. We hope they
are based on human rights, but there may be some cosponsors to that
amendment who take some hope from suggestions you make, trying to
find some middle ground. I do not think we want the bill to go down.nor the Jackson amendment totally, but there has got to be some solu-
tion. If you conie up with any, let mie know.

Mr. STEINBERG. May I o fer this comment. Senator Dole and Mr.
Claii'man: There has been a lot of talk about the possibility of veto
of the bill if the Jackson amendment as now worded remains in the
bill. In my view, presuming a good trade bill is passed by the Con-
gress, and if it does include the Jackson amendment as now worded, I
do not think that bill is going to be vetoed. I think a way can he found
through diplomacy, should be found, in the event of that contingency,
to explain to the Russians how the American political system works.
,'te administration would find a way of perhaps criticizing the Con-
gress for what it did and did not do, but, a way can be found to get
through this problem.

Now, I recall, if I recall correctly, that back in 1962, when the
epochmnaking Trade Expansion Act was l)assed-and the chairman
can correct me on this if I am wrong-that the Congress in effect
withdrew M[FN from Yugoslavia and Poland. It did not mention
Yugoslavia and Poland. It denied MFN to all countries dominated by a
Communist form of government. Iliave forgotten the exact language.
Now, the only two Communist countries at, that time were getting
AFN were Yugoslavia and Poland. I an sure that the Yugoslavs and
the Poles were. greatly disturbed by this. This was a foreign policy
issue of no small proportions. And yet 1 believe that President Ken-
nedy found a wa'r of explaining to both governments his regrets; and,
before long, MIFN treatment was restored to Yugoslavia and Poland
through other legislation.

So, I think a way can be found, through very careful diplomacy,
in tie event we should reach the contingency of a good trade bill
)assilng including the Jackson amendment as now worded.

The Cr.wTr..x. lVell; you were just saying that when you have
two good objectives, you try to get the best you can of the two; you try
not to sacrifice one to the other, but try to get as much as you can of
both. That. is what you were saying.

Mr. Sim., una. That is exactly what I am saying, Senator. And I
think that is what the exercise is. The. question put to me by Senator
Bennett was, if I may-and I say this respectfully-I think more an
academic question than where I think the action really is on this issue.

The CHAIRMAN. You just do not think, that while you favor both,
you just, do not think that the answer is to sacrifice both by trying to
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-get the whole hog or the whole olaf, when you can part of it. And that
is how legislation usually goes. You work in the spirit of compromise
to get the best of both worlds insofar as you can. And you have to
yield on some points in order to get the best you can under the
circumstances.

Mr. STINBFRG. That is right, Mr. Chairman. I am confident that
none of the objectives involved-ddtente diplomacy and human
rights-have to be sacrificed. I think a way can be found.

I note in the press a colloquy between Senator Nelson and Secretary
Kissinger on this issue. And I think that something along the lines-
they were not in detail-but I think something along the lines that
Senator Nelson was talking about, in terms of Presidential account-
a'bility to Congress on progress made toward the human-rights goal,
and Congress always retaining the power to withdraw MFN if it
wanted to-something along that line can be worked out with the
Secretary of State. And in fact, he himself, I believe, is acceptable to
that kind of accommodation.

The CIHtAUIN. Well, I think that-and I am a sponsor of the
Jackson amendment, too--I think if we can work out an arrange-
ment that improves our relationship to the Soviet Union and the Iron
Curtain countries and at the same time makes freer immigration
possible, we would achieve a lot more than we are going to achieve if
all we do is cause both sides to harden their position toward the other
and to slam the door shut on the many people who are being per-
mitted to emigrate from the Soviet Union and the other countries
toward this side.

Mr. STEINBERG. That is right.
The CHAIRMAN. Of course, one good thing about it is that we are

trying to practice our side of it. Anybody who wants to go with ours
is privileged "to go; and some do.

Thank you very much.
Mr. STr EINBERG. Thank you, sir.
'he CJTAIRMAN. The committee is adjourned until 10 a.m. tomorrow

morning.
I '[he prepared statement of Mr. Steinberg follows. Tearing con-

tinues on p. 1271.]

PREPARED STATEMENT OF DAVID J. 8TEINBERG, EXECUTIVE DIREcTOR, CoMMITTEE FOR
A NATIONAL THADEA POLICY

'The Committee for a National Trade Policy, for over 20 years a leading advo-
cate of a freer world economy, is a broadly based organization supported by
businesses large and small, by trade associations, and by individuals as citizens
and consumers. It speaks for no special interest, only for what it regards as the
total national interest. We have earnestly dedicated ourselves to this single
standard.

The time has come for a new effort, particularly by the industrialized coun-
tries, to lower and hopefully remove artificial distortions of international trade,
and up-date the ground rules of fair international competition. CNTP has urged
legislation to advance these objectives. We have opposed legislation that would
Impair them. We are, therefore, in basic support of the liberal-trade authorization
in the Administration trade bill as modified by the House of Representatives, and
we totally oppose the trade-and-investment controls of measures like the Burke-
flartke bill.

The trade bill needs substantial improvement to make it a more effective instru-
ment, and the kind of instrument needed. for achieving a more open world
economy. Suggestions for improvement are presented below. Under no circum-
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stances should the bill be made more trade-restrictive through automatic trig-
gering of import controls or through other protectionist devices. Trade legislation
and overall trade policy should reject import controls unless such controls, after
careful diagnosis of the real problems and real needs of the petitioning industry,
are found to be Indispensable to a constructive solution. They should be invoked
only as temporary, marginal measures of last resort in a coherent, balanced
program of constructive assistance to an ailing industry. Anything short of this
exacting standard would unjustifiably be: Damaging to workers, businesses and
communities dependent on the International movement of goods and capital;
damaging to the creation of new and better jobs for our expanding labor force;
damaging to our more than 200 million citizens as consumers; damaging to the
future of an innovative and successful private enterprise system; damaging to
U.S. credibility and influence in world councils; damaging to the health of the
Free World economy; damaging to the aspirations of workers around the world;
damaging to the total national interest.

We basically support the President's trade message and the Administration
trade bill as modified by the House, because in general they serve the objective
of more and better jobs, the best interests of consumers, a more innovative and
productive private enterprise system, U.S. effectiveness in world councils, freer
relations with the rest of the world, a stronger U.S. economy and world economy,
indeed the overall national interest. That is, they can serve these objectives.
However, the bill has potentials that are less progressive, leaving U.S. trade-
policy intentions less than convincing.

We regret that U.S. trade policy, and this bill as its primary Instrument, are
not a more far-reaching, more ambitious effort to achieve free and fair interna-
tional trade. The times call, not for Just another round of trade negotiations, but
for a climactic round of negotiations to program the removal of all artificial trade
distortions in accordance with a realistic timetable. This is not just theoretically
desirable. It is urgently necessary. It can and must be made politically palatable.

In international economic terms, the trade bill should convincingly reflect our
national determination to attack and remove the widest range of trade distor-
tions. Both the tone and substance of U.S. trade policy should be addressed, not
Just to certain foreign practices we find particularly irritating, but to what a
few of us have called a "grand design" of freer and fairer international trade.
Confrontation on particularly controversial issues may be inevitable. It should
not be shunned. But there is a much better chance of success in getting what we
need and merit, if our tactics on these stickiest issues are part of a clear, con-
vincing and over-arching strategy capable of exciting the widest interest and
winning the widest support.

In domestic economic terms, both the bill and other policy instruments (such
as a dependable commitment to full employment) should ensure that a trade
policy that is essential to the national interest is not built on sacrifice of the living
standards and job opportunities of Americans whose jobs might be dislocated
by such a policy. If freer trade is good for consumers (as we believe it Is), it must
be made good for all consumers. If it Is good for the nation (as we believe it is),
it must be made good for every state in the Union.

The following are major ways the trade bill could be made an effective vehicle
for achieving these objectives, even just the trade-policy objectives outlined in
the President's trade message.

TARIFF-CUTTING AUTHORITY

The President should be given authority to negotiate the removal of tariffs,
not just cut them by the percentages now authorized in the bill. Authority to
negotiate tariff removal should not be limited to the removal which the bill
authorizes on tariffs that are 5 percent ad valorem or less. Alternatively, tariff
removal should be permitted for those products in which exports by the indus-
trialized countries are 80 percent of world exports (adaptation of the zero-tariff
authority legislated in 1962, which expired in 1967).

NONTARYFF BARRIERS

We applaud the Administration's determination to attack the thorn.v thicket
of nontariff barriers (NTB's). The United fStates has for too long lacked ade-
quate legislation for effective progress in this area. The trade bill as proposed,
and now as passed by the House, does not adequately fill this void.
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We regret the lhiuse lill's rejection of the Administratin's request for advance

aulhority to negotlate and implement agreements affecting customs valuation,
country-of-orlgiii markings, and certain other customs matters. Authorization
to convert nontariff barriers into tariff equivalents, to be negotiated just as regu-
lair tariffs would be, may lIe productive in handling some NTB issues (though we
share the Ways and Means committee's s reservations on this point). The pro-
visions for accountability to Congress on NTB agreements that modify existing
legislation are thoughtful recognition of tie role of Congress in this policy area.
However. the President's authority to lower and remove nontariff barriers seems
overly circumscribed by the likely consequences of the required consultations
with Congressioual committees (including the possibility of public hearings) on
each cluster of N'PB's on which U.S. concessions are intended. These procedures
could prove to lie serious deterrents to the far-reaching liberalization which
ought to be the objective of these negotiations. Focusing in practice on whether
the proposed concessions should be made, not (as they should) on the adjustment
policy needed to l)ackstop them, these procedures would tend in some cases to
ossify the "sector approach" the bill requires (reciprocity within product sectors
"where feasible"), an approach which in itself and particularly when Influenced
by the prescribed procedures for Congressional consultation, could substantially
shrink the scope of the negotiations. A new NTB strategy is needed, giving Con-
gress the most constructive role iP can play in this difficult aspect of trade
policy. NTB strategy should lie aimed resolutely at the widest and deepest dis-
mantling of nontariff barriers, with the role of Congress primarily that of ensur-
ing adequate adjustment policies to backstop this progress toward freer trade.

'hus. Congress would authorize the President to negotiate agreements to
reduce or remove nontariff barriers. This authorization would include a mandate
to the President that, whenever he reduces or removes a nontariff barrier affect-
ing a 11.s. industry which claims it cannot operate effectively without this or
equivalent government assistance, the President must (in cooperation with the
lndutry, and to the extent that government help is needed) formulate a special
adjustment policy with respect to that industry, emphasizing domestic economic
remedies. If the President finds that he needs additional legislation to implement
such a policy, he would be required to seek such legislation at the earliest
opportunity. This would provide Congress an opportunity to assess the adequacy
of the assistance Intended for that industry. Other forms of Congressional
review might also be provided.

ACCESS TO SUPPLIES

Becau, c trade-policy imperatives today Involve effective action to ensure access
to world supplies as well as access to world markets, the President's negotiating
and other trade authority should include the basic provisions of tie Mondale-
RIbioff bill dealing with export-control ground rules (applied to all countries
including the United States) an(l other steps to ensure adequate and equitable
U..R. access to foreign supplies.

INfDUSTRY-ADJUSTMENT POLICY

The committee for a Nationfl Trade Policy has Iong advocated a coherent.
comprehensive adjUstiment policy providing domestic-economic remedies for
imjiort-related damage to workers. firms and communities. The Hiouse-tnssed

lill commendably restores authorization of assistance to iniport-damniged firms
nd upgra(les the level of adjustment assistance to import-damaged workers. But.

like the Administration lill and previous legislation, it does not establish the
overall indlustrx-adJustment policy urgently needed to backstop consistently and
progres..ively freer trade. By this omission, there is also less basis on whiebl
we can persuade other countries, most of which also lack such policies, to avoid
or at least minimize import controls as a "safeguard" against Injurious import
counietition.

Thio onl- policy vehicle In the Ill (and In existlhi law) for dealing with
Industry-wide Import problems is the escape clause. Tts primary Instrument is
trade restriction. We urge as the primary instrument of Industry assistance a
balanced policy of constructive aid to ailing Industries and communities that
have convincingly proved their need for government help. Such a nolicy would
deal with the real problems and real needs of the affected industries and
communities.
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V..S. policy, both present and prospective, provides no identifiable mechanism
for coherent, coordinated government attention to industrial (including agricul-
tural) adjustment problems that have not escalated into the escape-clause
standards of "serious injury" or "threat of-serious injury". There nay 1,w policy
inequities that materially impair an industry's competitiveness. Ways should
be found to correct these inequities before they seriously aggravate the industry's
adjustment problems. Certainly recourse to import controls in "serious injury"
situations should itself trigger comprehensive attention to the industry's real
problems and real needs-a policy framework for whatever import restrictions
may be instituted, and a device for phasing them out as soon as possible and for
precluding future recourse to trade restriction. The criteria for imposing such
trade restrictions should be tightly drawn so as to make trade controls (if needed
at all) only a marginal part of a balanced policy of constructive help.

TIlE ESCAPE CLAUSE ("IMPORT RELIEF")

The proposed phasing-out of escape-clause relief is commendable. However,
the criteria for invoking trade restrictions are too permissive. They open the
door to extensive pressures for import controls. Petitions for "import relief"
would probably increase substantially, as would the flow of injury findings to the
White House. The loosened criteria and the administrative burden at the Tariff
Commission would, in combination, tend to generate these results. The President
would be exposed to formidable pressures to do what these petitions are aimed at
securing-restriction of imports in one way or another. Political exigencies would
impel him to yield in some of these cases if only to show that the procedures
work.

We applaud the bill's requirement that, in deciding escape-clause cases, the
President must consider consumers, international economic interests and other
significant factors. And we note with approval that, unlike the Administration's
hill but as we had urged in the House hearings, the President would be re-
quired to explain his decision in an escape-clause case where he provides import
relief as well as when lie does not. We also note approvingly acceptance of our
proposal that import restrictions not be imposed unless the effects on interests
who may he adversely affected are properly considered In public hearings. And
we also note with approval that, unlike the Administration bill, suspension of
the privileges of TSUS Sections 806.30 and 807 is authorized as an escape-clause
remedy only where serious injury can be traced to the use of these privileges.

The following are additional ways the "import relief" section of the bill should
be Improved.

We would prefer retention of the criteria established in the Trade Expansion
Act of 1962. Alternatively, we recommend requirement of at least some link to
a trade agreement concession, and that "prinmry cause of injury" (the standard
proposed in the Administration bill and meaning the largest single factor) should
be combined with, not replaced by, "substantial cause", the standard now in the
bill and meaning important but no less than any other single cause. The new
standard would thus be "all important cause and more important than any other
single cause".

We commend the House for deleting the prima facie "market disruption" cri-
terion in escape-clause evaluations. But we deplore the weakening of the criteria
for "threat of serious injury". These criteria (in the past basically the same as
for "serious injury") have been made significantly weaker than those for "serious
injury". Arithmetic indicat-rs displace professional judgment. Yet a "threat"
finding is capable of energizing the same administrative result. We also question
the ranking of "orderly marketing agreements" as the least desirable form of
import restriction, less desirable than import quotas. 'Moreover, the bill should
require that every effort be made to phase-out import quotas more rapidly than
tariff Increases.

We recommend in addition that the Industry's effort to adjust to foreign com-
petition should be considered in the Tariff Commission's evaluation of the peti-
tioln, not just (as the bill Implies) When the President acts on cases that reach
tie White House. We also propose that the role of the Tariff Commission In-
clude recommendations on the degree of import control necessary to help the
affected industry solve its problem.

The Administration bill's unlimited authority to impose tariff and quota re.
strictions in escape-clause cases has been only partly, and inadequately, corrected.



1268

We are concerned over the apparent lack of standards in the setting of tariff-
quotas (for example, standards limiting the tariff to be applied beyond the quota),
and we oppose the authorization of escape-clause tariff increases as high as 50
percentage points. In the latter connection, 50 percent above the existing tariff
seems more appropriate, particularly If escape-clause action is only part of a co-
herent, comprehensive, constructive industry-adjustment policy---a context not
required in the bill (or any time in the past) but should be.

ADJUSTMENT ASSISTANCE

We endorse the bill's easing of eligibility criteria for adjustment assistance.
The procedures in the existing administration of this program need simplifica-
tion, but we regret the bill's limitation of the Tariff Commission's role to con-
(meting investigations at the Administration's request and without being called
upon to assess the results of its investigation.

We note with sadness and alarm that every labor union that has spoken out on
trade policy is opposed to this trade bill. The opposition of the United Automobile
Workers (UAW), completing the circle of outspoken opposition by organized
labor, Is the most recent and most disturbing, particularly since the UAW was
and remains an advocate of freer world trade. A basic reason for UAW opposi-
tion is the union's strong dissatisfaction with the adjustment assistance pro-
visions. Organized labor was the prime mover behind the adjustment assistance
concept (back 20 years ago), but regards not only the existing program but the
proposed changes in the trade bill as woefully unresponsive to today's needs.

We urge the Senate to raise the sights of the trade-adjustment policy and make
a credible effort to win at least UAW support for the trade bill and for overall
progress toward a freer world economy.

The Amtrak model proposed by the United Auto Workers deserves attention
as a possible standard to be used in adjustment assistance to trade-impacted
workers. If this is not suitable, an approximate alternative should be sought.
We also recommend that adjustment assistance be authorized, not only (as in
the bill) to workers, and firms injured by imports, but also to workers, firms and
communities injured by the restriction of imports. And beyond this legislation,
the nation needs an adjustment/conversion strategy addressed to all forms of
dislocation, including injury that may result from the shifting of a production
line from a U.S. plant to facilities abroad.
Retaliatory d-nd balancc-of-payment8 import controls

Adequate standards, indeed international standards involving the General
Agreement on Tariffs and Trade or the International ,Monetary Fund, are needed
for recourse to import controls for retalitory or balance-of-payments purposes,
respectively. This is particularly important with respect to balance-of-payments
import controls invoked against particular countries. Import control as a balance-
of-paynents device Is unsound in the first place, at least for the United States.
It is the wrong approach even for dealing with trade account disequilibrium.

The right road to international monetary adjustment is not through an arsenal
of trade restrictions penalizing "surplus" countries, where the "deficit" country
may itself not he making a suitable contribution to solving the disequilibrium.
Besidess a suitably flexible system of exchange rates and adequate reforms in
domestic policy, the right approach is emphasis on a multilateral, enforceable
commitment to an "open world economy" involving all the developed countries
and entailing accelerated schedules for the "surplus" countries. U.S. trade policy
should be seeking such a "grand design" as a fundamental reform whose time
has come. But this is not the game plan today.

If import controls are imposed for balance-of-payments reasons, the President
should be required to report to Congress-through oral testimony by the Secre-
tary of the Treasury before appropriate Congressional committees-no less
fequently than every 90 days on progress being made toward removing such
restrictions.

NATIONAL SECURITY

One of the reforms desirable in trade legislation concerns the national-security
provisions of existing law. The Administration's trade bill continued intact the
present national-security provisions. The House bill adds a requirement that the
President explain to Congress his reasons for using the import-control authority,
and report annually to Congress on his use of such authority. These changes are
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not enough, for they do not require constructive attention to the substance of
action dealing with trade-related impairment of national security.

We recommend that, where the President finds that imports are impairing the
national-security stake in dependable domestic supplies of the particular prod-
uct, he should develop a special assistance program to strengthen this sector of
the mobilization base. At present (and as envisaged in the trade bill), the only
action the President is required to take if he finds impairment is restriction of the
imports. Import controls may be necessary, but they should be very selective (to
the extent needed at all), and should be only a marginal part of a balanced assist-
ance policy aimed at coherent objectives and emphasizing domestic economic
remedies. This policy should be systematically monitored by the Congress, and
the President should report to Congress every year on its progress.

It is amazing that the only section of trade legislation that has Intimately
affected petroleum, and in this connection has worked so poorly as a policy instru-
ment, ies escaped the attention of government, business and virtually the entire
liberal-trade community.
Tariff preferences to developing countries

The long-delayed step to fulfill this commitment is made inadequate in many
ways.

The exemption of products covered by special import controls is understand-
able. But there is no deliberate effort to phase out these import controls. The
proposal is weakened even more by (a) the quantitative limits restricting the
eligibility of supplying countries, (b) the burdensome requirement calling on the
President to judge whether particular industries in particular developing coun-
tries need such preferences, (c) the overly permissive "import relief" (escape
clause) criteria capable of penalizing foreign producers impressively successful
in attracting American consumers to their products, and (d) overly permissive
Presidential authority to withdraw tariff preferences. Moreover, tariff-preference
authority should not be limited to zero tariffs as the only option. Gradations of
preference should be permitted, left to the President's discretion.

These shortcomings in the authorization of tariff preferences to the developing
countries should be carefully reviewed for correction. This is, among other things,
a foreien-policy issue of very high priority. America needs a new, dramatic
Third World strategy. This bill does not provide the trade dimension so urgently
needed. Foreign access to the American market for both goods and capital is not
only a major Instrument of U.S. assistance to the developing countries. It can
also be of both carrot and stick utility in developing the new and equitable eco-
nomic partnership essential to repairing the worsening fault line in relations
between the advanced countries and the world's less-developed areas.

Freest access to the American market is America's best economic weapon.
America should use it with great skill and vaulting statesmanship. The nation
has the resources and resourcefulness to adjust fully and effectively to such
an initiative.
Title IV (trade with Russia etc.)

We urge the President and Congress to negotiate a mutually acceptable accom.
modation on this issue--an accommodation that (a) gives the President the moral
support and legislative authority he needs for his highly desirable but very deli-
cate diplomatic initiatives in relations with Communist countries, (b) finds an
appropriate way. consistent with these objectives, to send the human-rights
mssage which large majorities in Congress and supposedly in the country
want to send, and (c) provides for frequent, effective Presidential accountability
to Congress on these issues.

CONSULTATION WITH CONGRESS

In his trade message, the President said:
"I Invite the Congress to set up whatever mechanism It deems best for closer

consultation and cooperation to ensure that its views are properly represented
as trade negotiations go forward."

An effective mechanism for such consultation and cooperation is crucial for
progress in trade negotiations and for Congressional action to backstop agree-
ments reached. For this purpose, particularly for effective consultation be-
tweon the President and Congress on industry-adjustment measures pursuant
to the new dimension of an effective trade policy proposed above, a Joint
"select committee" should be formed, roughly on the following lines:
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Mternnting chairmen: the chairman of the House Ways and Meanfs Com-
mittee and the chairman of the Senate Finance Committee. Other members
would include the chairmen of the following committees (or their alternates)
House : Senate:

Labor Labor
Banking Banking'
Agriculture Agriculture
Foreign Affairs Foreign Relations
Interstate afid Foreign Commerce Commerce
Interior Interior

ANNUAL REPORT TO TIE PRESIDENT

In addition to the report required In the bill (the same kind required in
existing legislation), the bill should also require the President to report annually
to Congress on the progress of national adjustment and conversion across the
lioard, and on the international competitive position of the American economy.
Such a vehicle for better understanding of these issues (first proposed by
CNTP in the 1962 trade hearings) would contribute immeasurably to the more
deplendable free-trade policy so urgently needed.

SUSPENSION OF IMPORT RESTRICTIONS FOR ANTI-INFLATION OR BALANCE-OF-PAYMENTS
REASONS

This authority to suspend import restrictions is commendable in principle.
We doubt seriously that it should be restricted to all arbitrary percentage of
total U.S. imports, to the time limitations specified in the bill, and to situations
where, in the President's judgment, the suspension womld not Injure "firms
or workers". Suspension essential or helpful to the overall national interest
should not hp sacrificed to the short-run interest of certain firms or workers,
whose needs should be dealt with by domestic policies addressed to the impera-
fives of their particular situations. A coherent industry-adjustment policy of the
kind proposed in this testimony would augment the flexibility the President
seeks for dealing with Inflation or persistent balance-of-payments smirpluses
through suspension of import controls.

OTI[ER RECOMMENDATION'S

We recommend for anti-inflationary purposes the inmmediate suspension of
import duties on as many products in short supply as possible, including all
inmi)orted meats.

We also urge. as an amendment to the trade lll, the immediate repeal of the
1964 legislation triggering quota controls on meat imports. The President's
suspension of these quotas is not enough. There is a world shortage of meat, and
mere suspension of the quotas does not provide a firm basis for stepped-up comi-
mitment of foreign supplies to the U.S. market. The fact that over 90 percent
of imported meat does not compete with U.S. production, but supplements U.S.
supplies going into hamburgers, hot dogs and luncheon meats, should comn-
viningly complete the case for repealing this Import-control legislation.

We recommend authorization to the Presldent to terminate the ban on im-
ports of seven furs and skins from the Soviet Union and file People's Republlc
of China.

[ lhereupon, at, 3 p.m11., tile committee adjourned,. to reconvene at
10 a.m. Thursday, March 28, 1974.]
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THURSDAY, MARCH 28, 1974

U.S. SE'N',r,
Co~rmmrmxE ON FINANCE,

"Washington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

Dirksen Senate Office Building, I1on. Russell B. Long (chairman.)
presiding.

Present: Senators Long, Curtis, Fannin, lPackwood, and Roth.
The CHA1 i,,,N. This hearing will come to order.
Today, we shall hear from representatives of the U.S. chemical

industry. These witnesses have graciously agreed to appear as a panel
in order to conserve the committee's time. We very much appreciate
their cooperation.

The 5-minute rule will be imposed today. Each Senator may have
) minutes to question the witnesses, and if any Senator has additional

questions, le may utilize the executive conference room after the
witness has been interrogated by all other members of the committee.

The panel this morning will consist of David H. Dawson, for-
mnerly with Du Pont, land now the chemical industry trade adviser;
Richard M. Brennan of Union Carbide, representing the Manufac-
turing Chemists Association; as well as Robert Barnard, counsel for
the Synthetic Organic Chemical Manufacturers Association.

We" welcome you gentlemen, and we will be very pleased to hear
your suggestions regardingthis trade bill.

STATEMENT OF DAVID H, DAWSON, CHEMICAL INDUSTRY TRADE
ADVISER; RICHARD X. BRENNAN, DIRECTOR, INTERNATIONAL
TRADE AND TARIFF, UNION CARBIDE CORP., AND CHAIRMAN,
INTERNATIONAL TRADE COMMITTEE OF THE MANUFACTURING
CHEMISTS ASSOCIATION, AND ROBERT C. BARNARD, COUNSEL,
SYNTHETIC ORGANIC CHEMICAL MANUFACTURERS ASSOCIA-
TION

Statement of David H. Dawson

Mr. DAwsox. Thank you, Mr. Chairman.
My name is David H. Dawson. I am a director o the Du Pont Co.,

and upon retirement late last year as senior vice president of that
company, I became a trade adviser to the chemical industry, looking
forward to the negotiations scheduled to begin under the GATT late
this year.

(1271)
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I am accompanied by Mr. Richard Brennan, director of interna-
tional trade and tariff for Union Carbide Corp., and chairman of
the International Trade Committee of the Manufacturing Chemists
Association and by Mr. Robert Barnard, substituting for Harold C.
Whittemore, vice president of Sun Chemical Corp., and presi-
(lent of Synthetic Organic Chemical Manufacturers Association. He
will present Mr. -Whittemore's testimony.

In an effort to establish and maintain a concerted industry point of
view, five trade associations established the Office of the Chemical
Industry Trade Adviser. These are the Manufacturing Chemists Asso-
ciation, the Synthetic Organic Chemical Manufacturers Association,
the Society of the Plastics Industry, the Dry Color Manufacturers
Association, and the Fertilizer Institute.

The office of the trade adviser will serve to permit communica-
tions between the negotiators and the industry. I have agreed to lead
this effort representing -the five cooperating trade associations with
the hope that my 40 years of experience in the industry and my par-
ticipation in the frustrating and inadequate coordination between Gov-
ernment and industry in the Kennedy round might lead to better
results for our industry and the national interest.

We have a full-time technical adviser, Mr. Myron T. Foveaux, also
a participant in the industry's futile attempts to assist in the Kennedy
round. A policy committee of 12 top industry executives has been
formed, and 14 product group task forces are already active in the
development of the detailed data which our negotiators will need.

Although we are fully aware that our negotiators cannot utilize
industry advisers in the same intimate ways practiced by their ad-
versaries, we are hopeful that between us Government and our industry
can find mechanisms which will mitigate our negotiating disadvantage
and allow significant improvements over the Kennedy round
experience.

I am sure you are all aware that the chemical industry is an extremely
heterogeneous one. It manufactures literally tens of thousands of prod-
ucts varying from commodity chemicals selling for a few cents a
pound to'highly complex compounds selling for many dollars per grain.
This heterogeneity has resulted in a multiplicity of trade. associations
and you have consequently at times heard a variety of viewpoints,
particularly in the trade area.

We believe that we have largely reconciled these variations in point
of view and we can speak with one voice in urging passage of the
bill before you and simultaneously urging some important modifica-
tions in it.

The chemical industry is a $66 billion industry emiploying over one
million workers. Last year it had a $3.3 billion trade surplus. For
many years it has been one of the largest contributors to ouir export
surplus and even during the dark years of 197t and 1972, when many
of our products were not priced competitively with those of some of
foreign manufacturers, succeeded in maintaining a substantial surplus.

Since the Congress first started consideration of this trade bill the
whole character of world trade has changed dramatically and with
great suddenness. Oil embargoes, sharp price increases in oil and oil
derived products, the need to protect our imports rather than our ex-



1273

ports, and the changed power position of many underdeveloped
countries, all of these have radically altered established trading rela-
tions which had existed for many years.

The effect on the chemical industry has been even more profound
than on most others, in that we are dependent on oil and gas resources
not only for the energy needed to operate our plants, but for the over-
whelmingly large part of the raw materials from which we manufac-
ture plastics, fertilizers, and other chemicals. The impacts of these
radical changes on world chemical trade are still confused and unclear.

However, it's safe to predit that in any negotiations our trading
partners will be seeking to obtain access both to our raw materials ana
to our markets in order to produce and sell the gooods required to earn
the vastly increased financial -resources requireN by them to purchase
oil. Stakes will be high in such talks, and the possibility of a major
disruption of our economy will be great unless we obtain a fair,
reciprocal agreement.

International competitive relations which have been relatively stable
are being drastically changed. The consequences are still largely un-
predictable, but it is not beyond reasonable possibility that some coun-
tries may find themselves with excess and unused chemical plant
capacity and others requiring rapid expansion.

We cannot now clearly foresee the equilibrium conditions which will
finally prevail. It is obvious though that a new aspect of international
trade has been introduced and that future trade negotiations must
consider freedom of access to raw materials. as well as to markets.

It is clear that khe control of energy materials outside of a mecha-
nism forinternational multilateral negotiations is fraught with great
danger. Finally, it is clear that this bill, we believe, should be further
amended to provide the requisite mechanisms for grappling with
these problems.

Apart from this new dimension, which today seems overwhelming,
we have based our recommendations on our experiences of the past
10 years and particularly on our admittedly largely unhappy ones in
the Kennedy Round.

I repeat that we are in full support of most of the concepts and
provisions in the Trade Reform Act. We continue to urge, however, as
we did when this bill was being considered by the House, that four
important modifications be incorporated.

One, that the maximum tariff cuts provided for in section 101 be
limited to 50 percent rather than the 60 percent and 75 percent pro-
vided in the House bill. Also that tariffs now over 25 percent ad
valorem not be reduced below 15 percent.

Our experience in the Kennedy Round leads us to believe that there
is a high probability that our negotiators will employ the maximum
permissable tariff reductions and these we would consider in the chem-
ical sector at least to be excessive.

Two, that provisions be included which will insure full employment
of industry advice und consultation and full consideration of industry
recommendations during the negotiations. We are hearing encouraging
words from the administrators.

We feel, however, that they should continue to have strong pres-
sures in this direction. We feel, as we have in the past, that the more
effective industrial consultations provided other negotiating govern-
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iwents, particularly Japan and the common market countries, have
been of inestimable value to their negotiators and as a consequence,
to their industries.

'1hree. that any agreement on the American selling price system of
valuation which is negotiated should be subject to review by, and
shouhl require the afirinatihe aWproval of, the Congress: and further-
more that productss slibjec't to tile American selling price system of
valtaition should not be singled otut for larger tariff cuts than other
major product categories.

Four, that sector-by-sector bargaining and reciprocity be required
for tariff negotiations as well as for nontariff barrier agreements, as
provided in the House bill.

With that introduction, I would like to turn the microphone over
to Mr. Brennan, who will discuss further two of these four points and
provide additional specifics regarding our recommended changes.

Statement of Richard M. Brennan

Mr. MIIE,,.N. Mr. Chairman, my name is Richard M. Brennan. I
am chairman of the Manufaeturing Chemists Association Interna-
tional Trade Committee, and I am also director of international af-
fairs for one of its major companies. As Dr. Dawson had indicated.
I would like to address myself to two key matters of interest to the
chemical industry: namely, tariff cutting authority and industry
liaison with our trade negotiators.

Although we do not, question the need for our trade negotiators to
have congressionally delegated authority to modify U.S. tariffs, we
are concerned that too much authority would be provided by section
101 of 11.11. 10710.

We would, therefore. respectfully suggest the following modifica-
tions in the authority y to reduce tariffs:

One, tariff-cutting authority o(l duties above 5 percent ad valorem
should he limited to 50 l)ermeent of the rate existing on July 1, 1973.

rwo. duties whichl are above 25 percent ad valorem as of July 1,
1973. should not be reduced below 15 percent ad valorem.

We agree with the authority in the bill permitting elimination of
(lilt is below 5 percent ad valorem.

We believe the I)readl) of .authority withiin this recommendation is
still qiite substantial and should proVide U.S. negotiators with ample
latitude to negotiate sluccessfully.

In analyzing tie tariff-cutting authority to be utilized in multilateral
trade negotiations. we believe it is essntial to consider the timeframe
when such tariff cuts would become operative and .the particulars of
each industry.

Turning to the timeframe consideration, it. appears to us that we
must attempt. evaluation of the international economic environment
which will prevail during the late 1970's and 1980's. Under the best
cirelmnstances, it is extremely difficult to develop such an analytical
projection. Under today's unsettled conditions, it seems almost im-
possible. Let me elaborate on this difficulty by turning to the second
point of perspective-the current situation" wihin the chemical indus-
try. Just, as the chemical industry wns beginning to recover from a
period of low profitability, governmental price and profit controls were
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instituted. The industry has been operating under these abnormal
Conditions of profit margin controls for over 21/2 years. and as a
result., has been discouraged from making needed expansions.

Now a new, and ostensibly a more far-reaching uncertainty has
been added to the investment question--the question of ra-iv material
feedstock availability and supply.

The oil crisis has'brought into focus several unknowns which will
have a significant impact on the international trading world of the
future. It is because we are unable, at this time, to evaluate accurately
the future impact of these variables that we are recommending th'(,
tariff-cuttinw authority of H.R. 10710 be reduced. I would like to
review briefAy several *of these, unknown factors with the committee.

One, undoubtedly the most important unknown factor for the clhem-
ical industry is the question of petroleum-based raw material feed-
stock availability and continuity of supply. We currently estimate that
foreign crude oil will be the principal feedstock of the petrochemical
industry in the next decade. However, the stability and security of
these crude oil sources are still quite uncertain.

So, too, is the question of where and rider what arrangement this
crude oil will be refined. These fundamental issues must be resolved
beforee tle U.S. petrochemical industry will be able to make needed
long-terin investment commitments with any degree of confidence. We
are not attempting to portray a future of pessimism and despair but
are. simply emphasizing the industry is in a period of uncertainty and
will continue to be so for some time to come.

Two, secondly, consideration must be given to the impact of Qsca-
lating oil costs on the balance of payments of the United States, the
European Community. Japan, and other nations. Although the exact
cost is still not known. it appears to be beyond question flat the future
)t'ice of oil will be well above the levels of early 1973. To what extent

these. higher oil costs will give rise to foreign export subsidies to pay
for them is not known.

This potential export subsidization, however, is placed in perspective
by analyzing various nations' reliance on exports. For example. in
1r)72, the United States exported 14.4 percent of its total production,
while in the sante year Japan exported 32 percent, West Germany 42
percent. and the United Kingdom 46 percent.

The European Community as a whole exported outside the Com-
mutnity 23 percent of its total production; however, if the trade be-
tween'members is included. the portion exported would have doubled.
Obviously, the economies of many of the advanced nations rely heavily
on exports, and this reliance exerts great presure to eml)oy export
slipport measures.

Three, another factor is really the other side of the export subsidy
coin; that is, the imposition of barriers to imports. If large expendi-
tures for the import of oil are necessary, then the need to minimize
expenditures on other imports grows larger.

Under the extensive tariff-cutting authority provided in tle bill.
the United States could well be committing itself to sizable tariff re-
ductions at. the very time other nations will be under increasing pres-
sure to impose import barriers of one kind or another.

In our opinion, it will take several years for these considerations
to be resolved, and for a new equilibrium to be reached. During this

30-229-74-pt. 4-16
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same period, our U.S. negotiators will be making long-term commit-
ments, giving full consideration to the significance of the above-men-
tioned uncertainties.

We believe that utilization of the extensive tariff-cutting authority
provided in the bill could lead to arrangements which might not be in
the best long-range interest of this industry. Duty reductions in excess
of 50 percent would surely be harmful to the domestic production of
a numl)er of complex chemiicals and plastics.

In addition, we believe a limit to 50 percent in tariff cutting not
only matches the widely heralded authority of the Kennedy round,
but also would match, "if not surpass, the authority granted by the
governments of our principal trading partners. More importantly, we
are not aware of any compelling reasons which would require author-
ity in excess of 50 percent, particularly if the forthcoming negotia-
tions are to concentrate on nontariff barrier removal.

We believe that this is a time for restraint and caution-a time when
the Nation should consider keeping some of its negotiating options
open. Accordingly, we believe the tariff-cutting authority provided in
I1.R. 10710 is excessive.

Now, Mr. Chairman, I would like to comment on the role of industry
advisers during the course of these negotiations.

As you know, the chemical industry has for a long time had a deep
interest in international trade negotiations, an interest greatly in-
creased by the unfortunate consequences of the Kennedy round nego-
tiations on the industry. The chemical industry is not only large, but
verV complex. Alternative processes and raw materials make it ex-
tremely difficult to attain the detailed understanding of the industry
required to forecast the future impact of changing trading conditions.
As I have already indicated, this difficulty is compounded under pres-
ent-day conditions. (

Recognizing that it would be extremely difficult for our negotiators
to have'detailed knowledge of all of the various facets of the chemical
industry, we have developed an organization for the communication
of that knowledge--the Office of the Chemical Industry Trade Ad-
viser. Tn support of the Office, the leaders of the chemical industry
have made a major commitment of manpower in executive talent for
policy direction and in scores of experts for the technical task group
backup.

We are pleased that the use of advice from industry in the negotia-
tions has been given prominence in H.R. 10710. We urge strongly that
the Congress, especially the "official advisers" of the Congress pro-
vided for in section 161, assure themselves regularly that advice from
industry is sought and utilized effectively.

We l3elieve that the Congress should encourage the formation of
industry advisory structures such as the chemical industry has or-
ganized. We seek only to achieve the same degree of close coordination
between businessmen and their government negotiators that we have
witnessed in the practice of our trading partners abroad.

We believe the U.S. chemical industry is well organized in this re-
gard. But we stand ready and willing to work with our negotiators
and the Congress.

Mir. Chairman that concludes my remarks. Mr. Barnard, I think,
would like to cover two other subjects. -
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Statement of Robert C. Barnard

M r. BARNARD. Mfr. Chairman, my name is Robert C. Barnard. I
am counsel to the Synthetic Organic Chemical Manufacturers Asso-
ciation, and the Dry Color Manufacturers Association. I appear here
today for Mr. Harold C. Whittemore, who is president of the Syn-
thetic Organic Chemical Manufacturers Association. He asked me
to convey his regrets to the committee that, because of an illness in
the family, he is unable to be here today. We appreciate the opportun-
ity as part of this chemical industry-panel to discuss the effect of the
proposed trade bill on our industl'y and to make two recommenda-
tions for changes.

First, the special provisions in the bill relating to benzenoid chemi-
cals subject to the American selling price, ASP, method of valuation
should be amended. We believe it is essential that Congress retain
the right to review and approve any trade agreement changing the
American selling price method of valuation, and we urge the elimina-
tion of the discriminatory multiple reduction in import protection
which the bill authorizes only with respect to products to which ASP
is applicable.

Second, we believe that act should make sector-by-sector reciprocity
the principal objective in any trade negotiations not just in negotia-
tions on. nontariff barriers.

A word about the benzenoid sector of the chemical industry: In
1973 benzenoid chemical sales alone exceeded $6 billion and created
jobs for 130,000. Benzenoid chemicals include such important products
as dyes, pigments, medicinal chemicals, flavor and perfume ma-
terials. pesticides, and some plastics and resins.

ASP and the trade bill: The bill originally proposed by the admin-
istration, H.R. No. 6767, would have granted the President advance
authority to change methods of customs valuation embodied in the
statutory law of the United States. The Ways and Means Committee
wisely declined to' grant the Executive such sweeping powers.

However, the bill it reported out, and which is now before you, does
not provide for meaningful congressional review of any agreement
made on ASP, and it subjects manufacturers of benzenoid chemicals
and nbber soled footwear to a significantly greater reduction in im-
port protection than all other industries.

I will not debate the merits of ASP, but there are four points
worth noting:

One, ASP-based duty rates apply to United States rather than for-
eign values. Thus the tariff protection it provides is constantly up-
dated: it increases as U.S. prices increase and decreases as U.S. prices
decrease.

Two, the basic reasons ASP was originally selected for benzenoid
products are still valid. Benzenoid products are produced in the
Common Market and in Japan by a relatively few large companies
which are rationalized-with or without government supervision-
and which are capable of "disciplining" an industry by dumping.

The U.S. antidumping laws do not provide an effective remedy for
an industry in which reliable foreign price data is rarely obtainable.
ASP does provide automatic partial protection against dumping since
the dumper does not receive the benefit of reduced duties when he
offers products at dumping prices.
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'Iree, .kSP has not prevenited a steady increase in the foreign i-
)ort leltration of the U.S. market. Chemical iniports have increased

an average of 16 percent per year during the last 6 years. During
the period 1967-72, benzenoid iinports increased an average of 23 per-
('l pe veal .

Four, tile administration of ASP has been subject to criticism, some
of which, we are confident, may be justifiable, and we have repeatedly
ilt. nslccessfully uNrged our government to make the necessary ad-
ministrative changes. W, believe that the adoption of such changes
would largely remove the inflammatory characteristics of ASP in
the minds of ouir foreign com -etitors and their governments.

The industry's position on A SP negotiations: (A), congressinoal
review. U nder this bill the administration has said it may well bring
back an arreement dealing not. only with ASP but ma1N nontariff
barriers. Congress will tlen have 90 days within, which to veto it.
Meaningful review of the ASP agreement would be impossible if it is
one. of many agreements and the veto applies to the whole package,
not just the ASP agreement.

On the basis of the Kennedy round experience where a nonrecipro-
,al deal on ASP was negotiated as part of the famous 50/20 chemical
agreement, we urge that any trade agreement on items as basic as
I.S. methods of valuation should be submitted to the. Congress as
a separate. agreement for afirniative approval through the regular
legislative process.

The bill's 90-day veto procedure does not in our opinion give tile
Congress an adeq*iate opportunity to review a complex trade agree-
ment. making a basic, change in valuation standards mixed in with
agreements on other matters.

(B. the discriminatory multiple reduction, in protection on ben-
zenoid products. Section "102 as presently drafted permits a greater
reduction in protection for benzenoid products and rubber soled
footwear than for any other products.

First, the bill authorizes the elimination of the benefits afforded
I, ASP. This is a reduction in protection since the Tariff Commission
has found that other methods of valuation do iot provide equivalent
pI'otection.

Second. the bill. in addition, authorizes a double tariff ctit: One, tile
elimination of tle so-called "tariff equivalent." of ASF: and two, a
cilt 11nder section 101 in the remaining level of protection.

Let me illustrate tile (ouble duty cut. Assume the statutory rate of
a product is 20 percent. lit that ASP valuation today results in tariff
protection equivalent to 35 percent on the basis of export value. The
double cut arises because section 102(g) authorizes: One, the imnedi-
ate elimination of the difference between 35 percent and 20 percent-
thw 1., percentage points of effective tariff protection attributable to
ASP and referred to as the tariff equivalent; two, as if that were not
enough. it permits tile 20 l)ercent statutory rate to be subject to the full
reduction under the section 101 tariff-cuiting authority applicable to
all products.

Tn our example, the 20 percent could be reduced to 8 percent. Thus,
the. tariff protection could be reduced from an effective rate of 35 per-
cent, to 8 percent, a cut of 77 percent.
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Because of this double cut, the tariff rates in major be.nzenoid basket
categories will be subject to reductions of from 76 percent to 81 per-
cent compared to 60-75 percent on all other products.

There is no valid justification, in our view, for subjecting benzenoid
chemical manufacturers and their workers to the abrupt loss of ASP
plus the double cut in effective tariff protection.

We therefore urge this committee to require conversion under sec-
tion 102(g) if ASP is to be negotiated and to require that the tariff-
cutting limitations, including the staging requirements in section 101,
apply to the new converted rates not to the old statutory rates.

I would now like to turn m v attention to the matter of reciprocity by
sectors. Reciprocity within sectors is essential unless trade negotia-
tions are to become a means of deciding which industries-shall flourish
and which languish or die.

We are gratified to note the concept of sectoral negotiations and_
reciprocity in section 102(c), but for some inexplicable reason this
provision is only made applicable to NTB agreements. It is equally, if
not more, important for tariff negotiations to be conducted on a sector-
by-sector basis. We urge that this provision be made applicable to both
sections 101 and 102.

It has been obvious for many years that we have not achieved reci-
procity in past trade negotiations. By directing sectoral negotiations
with fArm directions to achieve reciprocity, perhaps we can a'Void deals
like the. famous Kennedy round chemical agreement where we got, only
a 20-percent cut from the EEC in exchange for our 50-percent cut and
like the nonreciprocal separate package deal on ASP. We believe that
Congress should instruct our negotiators in the present bill that reci-
procity by sectors is a prime negotiating objective.

We'subscribe to the staff analysis of H.R. 10710 that the border tax-
export; rebate device used by ninny of our trading partners gives them
a tremendous commercial advantage. In fact, increases in the border
tax have effectively nullified most of the trade concessions we have
received from them in the past.

We therefore applaud the provision in the bill. section 121 (a) (5)
directing the President to seek reform of the GATT to rectify the
adverse impact of border taxes on our trade. 1Towever. we believe that
this provision should be strengthened by making any future trade
agreements contingent upon a fair resolution of this Iroblem. Other-
wise, the reciprocal benefits we obtain in this round of negotiations
can also be eliminated by increases in the border tax on our trade.

We urge the committee to make clear that the forthcoming negoti-
ations on tariffs and NTB's shall be by sector with the-firm objective
of genuine reciprocity.

In our written statement, which we have filed with the committee,
we have elaborated on these points and other points of interest to the
industry. We will also submit suggested amendments to carry ofit the
changes in the trade bill we have proposed.

Mr. Chairman, this concludes the statement by the nanel.
Senator Crn'rns rpresidingl. On behalf of the chairman. I want to

thank you for your contribution here. I have one or two questions that
I would like to ask.

How do you define a sector of our economy or business community ?
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Mr. BARNARD. We assume that this would have to be done by the
administration, giving due consideration to what are the proper
boundaries for sectoral negotiations. We recognize that the bound-
aries may not be as sharp as one would like tohave them drawn, but
nonetheless there are characteristics of certain parts of the industry.

The chemical industry has certain characteristics which are matched
by the chemical industries of other countries, and we believe it is fully
appropriate and proper for the administration to set about to draw
those boundaries, and, within those boundaries as drawn, to conduct
the negotiations.

Senator Cuxwris. In other words, you are saying that we should not
take a single segment of our economy and negotiate it away for what
might appear as a larger benefit to some totally unrelated and larger,
what might be a larger segment of our economy?

Mr. BARNARD. Yes, Mr. Chairman. We regard these as trade negot ia-
tions, not a negotiation to decide which industry shall live and which
industry shall die. We believe that if the negotiators' objective is to
find equivalent benefits for an industry, then we will have achieved
a reciprocity, and we will not be engaging in a shifting of the indus-
trial structure under the guise of trade negotiations.

Senator Curis. I agree to the concept very much. What do you
think is the best way for the Government, particularly the negotiat rs,
to make effective use of the knowledge and expertise that the private
citizens have in the field of manufacturing, agriculture, all the aspects
of o ur economy ?

Mr. DAWSON. I think that if industry-and I can speak knowledge-
ably only of industry-were encouraged, they could easily set. up
devices of the sort we'have attempted, and which some other industry
groups have also attempted, which would allow periodic consultation
between the negotiators and industry people in the course, first, of
the preparation for the negotiations, second, in determining what
offers should be made, and, third, in the course of the negotiations
proper. Here our adversaries on the other side of the table are also
submitting proposals, and an attempt should be made to balance these.
But in the Kennedy round, ot which I think we are knowledgeable of
industry's viewpoint, we found that this procedure was being under-
taken only by our adversaries, whose negotiators would consult on a
day-to-day basis with industry representatives.

Industry representatives four adversaries were not participating
at the negotiating table, but there were sufficient consultations between
them that they were were able to interpret the result in the industry
of concessions which their negotiators might make in a way that you
simply could not expect a government negotiator to achieve.

We have said before and we submit it as a fact that during the
Kennedy round, some of our people who were in Geneva, including
myself , were informed of offers made by our negotiators by foreign
industrial representatives, when we were not informed of these by our
own government peonle.

Senator CrRTTS. I think these things are very important.
Senator Packwood?
Senator PACXWOO. On this sector-by-sector issue, do you envision

the mnnufacturing chemical industry as a sector in toto, or do you
break it down further within that?



1281

Mr. DAWSON. No; we would think that there is a limit to the break-
down that you can achieve and have it effective. We would conceive
of the chemical industry as a total sector, and I think that the Govern-
ment is, in effect, making these sectors by the efforts that they are
undertaking now to set up technical committees representing some 26
industrial sectors, as I recall.

This is already something approaching a definition. This is based
on tariff classifications, largely. It probably needs more work.

Senator PACKWOOD. You would have the sector approach on both
tariff and nontariff areas?

Mr. DAWSON. We certainly would. We are really puzzled as to why
the administration chose to make them effective to the nontariff bar-
rier and not to the tariff barriers.

Senator PACKWOOD. Assuming we do have a sector approach that
isolates the manufacturing chemical industry, if that had been a de-
finable item at the time, what would have been the balance of trade
situation in that sector since the Kennedy Round went into effect?
Favorable, or unfavorable for us?

Mr. DAWSON. Our balance has increased. Oh, it is quite favorable
for the United States.

Senator PACKWOOD. Even after the Kennedy Round?
Mr. DAWSON. Even after the Kennedy Round.
Mr. BARNARD. It is favorable, Senator, but we have steadily lost,

position in the world trade in chemicals. Our position as part of the
world trade in chemicals has steadily declined during this period,
although we have maintained a favorable balance of trade.

Mr. DAWSON. Let me say, however, that you should forget 1973,
which was an abnormal year. In 1973, we had a trade balance of $3.3
billion. In 1968, we had $2.17 billion following the Kennedy Round,
$2.11 billion in 1972.

Senator PACKWOOD. That is a favorable balance?
Mr. DAWSON. That is a favorable balance, and it stayed about the

same.
Senator PACKWOOD. What is the total trade, import and export?
Mr. DAWSON. In 1972, it was $4.1 billion going out, and $2 billion

coming in.
Senator PACKWOOD. That is not bad.
What would it have been pre-Kennedy Round?
Mr. DAWSON. Pre-Kennedy. Round-in 1968, it was $3.3 billion

going out, and $1.1 billion coming it; so the imports have increased in
that period, 1968-72, from $1.1 billion to $2 billion.

Senator ]VACKWOOD. Explain the American selling price practice. I
have heard about it for years, but never quite understood it.

Does it apply only to these benzenoid chemicals?
Mr. BARNARD. No, 8enator. It applies to benzenoid chemicals, rubber-

soled footwear, then to a couple more items.
Senator PACKWOOD. How did ASP creep in initially?
Mr. BARNARD. The application of ASP to benzenoid chemicals oc-

curred in 1922, after World War I, at a time when the chemical
industry had found itself in very. difficult straits, and the Congress
was interested in finding a suitable way to stimulate and protect a
benzenoid chemical industry in the United- States. The conclusion
that they reached in the light of the circumstances that then prevailed
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was to use the American selling price method of valuation for benzen-
oild chemicals.

In the 1930's, under, I believe the Tariff Act of 1930 and the so-
called flexible tariff provision, the President was authorized to ex-
tend ASP to certain other products and he did extend it to, if I recall
correctly. rubber-soled footwear and some other products. Those deter-
ninations of the use of ASP in the American structure have been con-
firmed by the Congress and various statutes have been passed since.

Senator PACKWOOD. I can understand your-
Mr. DAWSON. May I add one historical note there?
Senator PcKWooD. Yes.
.M r. DAWSOX. You may recall that before World War I, there was

practically no chemical industry in this country at all. It. was a very
minor thing. The bulk of chemi'als were imported, and Germany was
the dominant manufacturer.

During World War I, of course, those were cut off, and you had
crises of no dvestuffs, and this sort of thing. The American industry,
wlat there was of it. ium ped in and luilt plants to supply it.

Following World War T, the Germany properties obviously were
not destroyed the way they were during World War II. The MG was
still in existence. and it 1;egan

Senator PcKivoon. The what. was still in existence?
Mr. I)Awso-.. T. (G. Farben Industries, a German cartel.
Senator PACKwoOn. Thank you.
Mr. D.%wso-. And they began aggressive actions in this market. It

was the decision of Congress at that time to effectively give unusual
tariff irotetion to that industry.

Senator PAVKWOOD. I call understand your fear of a sudden reduc-
tion-combining elimination of ASP al reductions of tariffs over a
very rapid period of time-but. is this any justification today, at, least
inthe benzenoid chemicals, for ASP in and of itself?

Do you need that, protection any more?
Mr. B, aRx:n. Senator. the conditions that existed at the time the

law was first passed exist even today in a considerable measure. The
indlustrv is very import-sensitive. There have been significant hicreases
in imports over the years. The industry (loes not-the industry abroad
(loes not. operate on standard published prices. The prices are things
that. are very difficultt to find out. They are the result of the way the
manufacturers abroad choose to operate their industry.

The result is that tlme industry is faced with a kind of competition
which is unusual even in the chemical industry. and the ASP valua-
tion provides both aft automatic protection against-some protection
against hopingg. It. also provides a means of valuation which can be
easily known and understood because you use American prices.

Tariff people can find those prices out easily while the prices of our
foreign competitors become v'ery difficultt to find out. The ASP has not
prevented significant increases in imports over the Years, and it has not
prevented a rise in imports.

So that. the facts that led to the original adoption of ASP still exist.
For an industry still as rationalized, we are faced with a problem-

.9enator l.\A('KWyooI. What, does "rationalized" mean?
Mr. BARNARD. It means they have something in the nature of a cartel.

They can operate together in ways in which we cannot. operate together.
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Senator PACKwOO). 'Mr. Dawson, would you give ie those figures
again about. pre-Kennedy Round and now in terms of increases of both
imports and exports?

Mr. DAWSON. In 1968-
Senator PACKWOOD. That is not pro-Kennedy Round.Mr. DAWSOX. No. The Kennedy Round was concluded in 1967, and

started to be effective from 1967 on. I do not have 1967.
In 1968, our exports were $3.29 billion; our imports were $1.12

billion.
Senator PCKWOOD. And what is it, now?
Mr. DAWSON. For 1972. our exports were $4.13 billion; our imports

were $2.02 billion. --
Senator PACIKWOOD. You have not lost any ground then in terms of

the total difference; you have increased your exports about w billion
and the increase in imports has come in roughly the same?

Mr. D,:wsox. That is correct.
Mr. BRN.,..... . If I rAig4it add one point of perspective, that is our

growth rate at the timf., looking at ourselves and the EEC. I have two
sets of figures for both. If you look at the exports of chemicals from
the United States to the EEC, they grew from 1962 to 1972 at 8.4
percent, and then just the 1967-72 period, they grew at 9 percent:
whereas imports rew) from the 1962 to 1972 period, at 15 percent, and
then in the 1967-i2 period, they grew at 18 percent, or actually twice
the growth rate of U.S. chemical exports.

Senator PACKWOOD. But starting at a lower base?
Mr. BRENNA,. Yes, sir; right. But these kinds of differentialss of

growth rates, that gap gets closed pretty quickly.
Mr. DAwso. Let me say, we are not crying for more protection at

all. We think we are a healthy industry, but we are urging that the
negotiations be made in such a manner that they do not further penal-
ize the chemical industry in a way which we felt was done in the Ken-
nedy Round.

Senator PACKWOOD. Let me come back to this sector-by-sector thing.
It bothers me a bit.

Take the chemical industry. What you are saying is if we cannot
negotiate favorable nontariff reciprocity within t i chemical industry
itself, there will be no change. We cannot barter off agriculture versus
chemicals for the overall good of the country. We have to go sector
by sector and conclude favorable agreements, as you would view them,
within each sector?

Mr. BARNARD. Senator, I do not think that is the position we are
taking. We are-saying we recognize that there may be circumstances
where that cannot be achieved. What we are suggesting is that there
ought to Ie a direction to the negotiations to achieve that result if pos-
sible, and if they cannot acliiee it, come back and tell the Congress
why they cannot achieve it.

Jf they choose, to use your example, to trade off the agriculture in-
dustry for chemical exports, at least in that stage of the game, we shall
have a, frank statement that we are sacrificing the chemical industry
for agricultural exports, and the Congress will understand what is
going on.

Senator PACKWOOD. I think that is fair in theory, but the dickens of
it is, you normally have a lot more negative forces than positive forces.

0
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I cannot conceive that we can fragment ourselves into 36 sectors, with
agriculture being one, and come up with something in each sector to
satisfy each of the principal industries in each of the sectors.

At some stage, there is bound to be some shifting.
Mr. BARNARD. That does not prevent their trying, Senator, and it

does not prevent their trying under directions from the Congress, but
this is a direction that is desirable, and they ought to try to achieve.

Mr. DAWSON. And it really has a profound effect on their nego-
tiating tactics.

Senator PACKW0OD. If you were on the Trade Advisory Committee,
and we have a sector-by-sector approach, what would you suggest?

Mr. DAWSON. I do not think we are yet in a position to really define
a program for what we think our negotiators should seek. We are at-
tempting to do that. We are working both from the tariff and non-
tariff barrier standpoint to attempt to come up with something which
would be a reasonable one. We are not prepared to do it now.

I think we could say that if, because of the incendiary nature of
ASP it is desirable to negotiate away ASP, it is possible to have other
equivalents, equivalent trades that we could get that would make, from
the chemical industry's standpoint, an equitable agreement. We are not
prepared to tell the committee now what those are. I think we will be
ythe time the negotiations start.
Senator PACKWOOD. Let me congratulate you on your joint statement.

It is the best panel I have seen where-the statements come together,
instead of where three people sit down and either cover the same
ground or miss covering areas.

Mr. DAWSON. Thank you.
Senator Curars. Senator Roth?
Senator RoTH. I would just point out to my colleague that it is the

fact that part of the panel is from Delaware that makes-it so excellent.
I am delighted to have Dr. Dawson appear today, as well as the other

members of the panel.
We had Mr. Meany before us yesterday, who I thought made a very

interesting and candid appraisal, and we have you gentlemen here
today. It seems to me there is one basic concern that runs through all
our testimony. It is that people are not persuaded that our negotia-
tions will represent the best interests of this country in trade
negotiations.

s that your assessment?
Mr. DAWSON. I think it is almost that, Senator. I do not want to

exceed the limits, but I really think we went into the Kennedy round
with the negotiators convinced that they ought to make a liberal con-
cession in order to promote, a liberal concession on the part of the
United States, in order to promote world trade. And they had authority
to reach the 50 percent, and they did reach the 50 percent. And this was
really the objective of the negotiation.

I think the situation today is such that we are getting it messed up
with the oil situation, which has us all confused, but it was before that
happened that the United States was no longer in a position to enter
the negotiations with the intent of making concessions that will stimu-
late world trade. We are no longer in such a dominant economic
position.
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Senator Rorm. That is the point I wanted to get. It seems to me that
perhaps the statement of purposes ought to set foth-I have not
looked at that recently-more carefully that the primary purpose of
our negotiators is to promote American interests and not accent so
much as in the past liberalizing world trade for its own sake. I think
we all desire that, but it should be done in the context of America's
best interests I think that is what Mr. Meany was saying yesterday.

I might say that the chairman yesterday and myself both agreed
that perhaps the best thing we could do for the United States is make
Mr. Meany our chief trade negotiator.

Mr. DAWSON. That could be very good.
Senator Rom. I wonder if it would not be wise, and I think it would

be helpful if your industry as well as others might not take a careful
look at the guidelines and objectives and see if they cannot be spelled
out with more precision.

Mr. DAWSON. Of course, negotiating by sectors is one of the guide-
lines that will limit their freedom to give, but it could be that a more
precise statement of objectives would be helpful.

Senator Ro. I would appreciate any comment you might want to
supply further for the purposes of the record at a later time.

Mr. DAWSON. We certainly will.
Senator RoTm There has been in these hearings a great deal of dis.

,cussion about the uncertainty in the international picture, primarily
because of the energy crisis, and there have been a number of people
who have suggsted in these hearings, as well as elsewhere, that the
time may not be ripe for trade-negotiations.

I would like to make sure that I understand the position of the
Manufacturing Chemists Association. It is my understanding that de-
spite these uncertainties, with the strengthening of certain provisions,
you believe it is desirable now to have trade legislation. Is that
right?

Mr. DAWS0N. I think, Senator, in one regard, it is more desirable
than in others. That is the point we attempted to make in the testimony.
The question of supplying raw materials and the posture of the under-
developed nations, who control so much of them, has becomes so critical
that a new dimension needs to be added to trade negotiations. And
this needs to be done promptly, so we should get at it.

Now, on the question, if this were not involved, I personally-and
we have no position on this, but I personally could make a case for
saying that it might be better to let this thing just sit for a year or more
as necessary until it becomes clear what is going to happen as a result
of this change in attitude of the Arab world, and the changes which
are developing in other areas of the world; because we really do not
know which end is up. This is not an official position of the chemical
industry, but I think you will find quite a bit of sympathy with it.

On the other hand, =et me go back to my first point. We are so con-
fused and there is so much danger in the raw material picture that
somehow, it seems to me that this has to get into an international
multilateral area as rapidly as possible.

Senator Roam. On the question of energy, title V of the bill permits
the President to give generalized preferences to developing countries
which, of course, could include Arab oil producing countries.
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N',. tlere lhas been a great deal of discussion about these countries
W'1f(inI(r to establiSll petrochemical industries. I wonder if any con-
si~ieration 1as Ibeen give by your industry to the po.'il)le impact of
title V oil the industry, if these Arab States do realize their goal of
)(tro'henmical industries and if they get preferential treatment?

.If. )AwsON-. Dick. do you have a point of view on that?
Mr. BI::Nxx..-. My reaction. Senator. is. first of all, probably in

tie Jpretlv near future they will not, be developing countries any
longer with the amount of moneys they are collecting in their treas-
unies. Blt really. voi are just pointing out a dilemma that does face
us on O one hand. particularly with other developing countries, where
you have this fantastic population growth. and sonic hope for them.
if oii will. Ibv granting then.preferential treatment ; and on the other
haml. the other side of the dilemma. the fact that particularly in
the .\ral) sector. these. countries building up facilities and so on-
which then would have a competitive advantage from the standpoint
of raw material, and we would l)e further granting tariff preferences
to them-it is a very difficult kind of thing to work out.

I think probably. when we look at the population aspect of it, you
really have to go far-and this is my own personal opinion any way-
givingr the developing countries in toto some sort of preferential
t reat meant.

M r. BARNl ARD. Senator. may I supplement that?
In our written statement, we have suggested that the provisions on

tle developinw nations should he tightened somewhat, so they do not
become simply transshi)ment points for developing nations to put
products in the United States. We recognize that there needs to he
development in developing countries.

0n the other hud. if we adopt a prograil which is much more,
to l1s(, I loose word "liberal" then the Common 'Market adopts. then
W, ajre likely to l)ecoile. arain, the target for sli)ments from those
co(i011i i11 ifHdustries established with the United States as the target
export inlv 1oilt.

Wv would urge. therefore. that the committee look at the EEC type
of preference anld See whtll(T' that is not preferal)le to the provisions
tlat are now in the bill, and whether it does not provide a greater
ui.1a rantee against the (leveloping nations simply becoming trans-
shipmient points.

Th'liis is not to restrict iii any way their desires to be developed;
it is simply to prevent an ablise.

Senator Rl1-'i'. I was soiug to suggest that there are certain safe-
gi.t Ids writ ten into the legislation. Whether or not they are

.M[". BARNARD. We have slgested that tley-be tightened up,
Se ltr.

Se1at' ROTH[. There have )een a number of criticisms made in
lie ln'arilgs about multimational corporations. In your opening state-
ment. -)r. Dawson. vou mention the favorable balance of payments
.lit rilited )v the P (t rochemical industry.

I wondler if you could give us any figures or statistics as to the
iinmmet (m iobs" in Amrica ? The basic criticism has been in many
id tries that they have exported )lants abroad to take advantage
or clca p labor.
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I know this has been true of some industries. I must say it gives
me considerable concern. I wonder if you have any figures?

Mr. DAwsox. I think the only thing we can do is make some in-
direct computations, Senator. In 1973, our favorable balance was $3.3
billion; we were a $66 billion industry. So I think you can safely say
that roughly 5 percent of our million employees were involved in
supplying our favorable balance of trade, which is-what ?-50,000
employees.

I do not know that there is any better figure than that, except many
individual companies in the industry have studied the impact of their
foreign manufacturing operations on jobs. and there is not any ques-
tion that if you could have manufactured that product here instead
of in Europe and sold it, you would have added jobs here.

On the other hand, most of us are convinced that this is not'the
case, that if you had not built in Europe, you would not have developed
the market, and you would not have manufactured here and supplied
jobs.

At the same time as a result of operations in Europe, most com-
panies, my own included, are convinced that they have added jobs
here, because as a result of an operation over there, they are able
to sell other products associated with it in that. market-to an extent
that they would not have been able to do had they been run out of
the market by the local manufacturer.

Senator Rorn. One of the other criticisms in this area, and there
have been a number of recent statements, is that the multinational
corporation does not necessarily, if it is an American company, have
loyalty to this country. I wonder if you would care to comment on
that?

Mr. Dwso.-. Yes. I would, because I take a dim view of the as-
sumption that a multinational company is a creature, and they are
all the same, because they obviously are not. We have heard it said,
of course, that some automobile manufacturers say they are not an
American company any more.

I think that any m multinational company in-the chemical industry
would say that thiis is not true of their company, but they are an
American company with manufacturing operations abroad. And cer-
tainly in the case of my own company, and in the case of all larger
American companies, multinational companies in the chemical indus-
try, they have maintained headquarters here; they have maintained
the bulk of their research here; they have used American people to
head up foreign operations to a large extent. They have remained
basically American companies operating in America and operating
separate operations abroad to supply the markets there.

Senator ROTH. But their loyalty is first here.
Mr. DAWSON. Their loyalties are, to me, primarily those of the

American operation where they started.
And let me say that the multinational companies which have come

into our industry from Europe particularly have, for the most part,
maintained their European character. The Swiss and the Germans and
the English, who are active multinational companies are still primarily
English, German, and Swiss companies.

Senator ROTii. Do you think it would be helpful for Congress totry to adopt some legislative statute or industry code of conduct for
multinational corporations?
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Mr. DAWSON. I think it would be helpful but difficult.
Senator Roir. One final question. I wonder if there are any specific

foreign non-tariff barriers in the chemical field that have a significant
impact on U.S. importsI

Mr. DAWsON. Well, we are working industriously on that thing,
Senator. We do not have a satisfactory answer. You can say, I think,
without any question that the way the Japanese run their industry and
government is a nontariff barrier and it is a huge barrier, which has
been very effective in keeping out American industry from that
country.

You can say that value added taxes, although this is a debated area,
certainly add to our cast of doing business in export trade. You can
certainly say that there are cases where Government administration,
with or without the consent of law, in the Common Market is very
effective in keeping out certain commodities, certain products within
the chemical industry.

We are not prepared yet to tell the Government what the impact of
all this is, and their relative importance, but we would hope to be in
that position in another 3, or 4, or 5 months.

Senator Rort. I would like to thank all three of you gentlemen for
your testimony. I would just make the final observation that I think
it is very important that in the future negotiations both industry and
labor be there, and have the opportunity to comment as negotiations
are carried on. I am impressed by the foreign visitors, who have said
that this is true in their own countries, and I think we have handi-
capped our own industry by not doing so.

Senator CtrnWS. Senator Packwood?
Senator PACKWOOD. I have a few niore questions, Mr. Chairman;

if you want to go ahead first.
Senator CuRnTTs. No. Proceed.
Senator PACKWOOD. When the AFL-CIO was testifying, Mr.

Meany indicated several times that despite the fact that we may or
may not have a favorable balance of trade from time to time, we have
an unfavorable balance in manufactured goods. I do not know if he
included the chemical industry.

He said no nation should be in that position. In fact, we cannot use
our agriculture exports and count that; even if it is a financially
favorable balance of trade, it is unfavorable diplomatically and
militarily.

Is that a fair statement?
Mr: DAWSON. I would certainly agree with him. You mean he dis-

tinguished manufactured goods from raw materials?
Senator PACKWOOD. I would think so. He did not indicate what it

was. but I would assume that is what lie meant.
Mr. DAWSON. What has happened in the last 5 or 10 years has been

the relative loss of the U.S. world position in manufacturing goods
as distinguished from raw materials and agriculture.

Senator PACKwOOD. Now, after the hearing, I talked witl6ne of
the AFL-CIO lobbyists about the so-called runaway plants. I recall
the testimony we had from IBM and a number of other multinationals
a year or so ag-to the effect that very little of what they produce
overseas is exported back to this country; that that is not the point of
going overseas.
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The gentleman from the AFL-CIO said that may be true, but the
multinationals are moving into third country exports and sell to the
third countries from these foreign plants, where they otherwise would.
sell to them from plants in this country.

Is that true, or not?
Mr. DAWSON. I am sure there is some of that, and it depends entirely

upon what your cost picture is. If you have a plant with capacity in
Germany to supply Africa, and you have one in the United States of
America and you have available capacity in both plants, it is going
to be determined by the cost picture.

On the other hand, I do not think that many people in the chemical
industry are building plants in Europe or Japan to supply third coun-
try markets.

Senator PACKWOOD. Are you building them in third world markets?
Mr. DAWSON. We are building some in third world markets.
Senator PACKWOOD. Let me go back to this American selling price.

It seems to me it must have sneaked in as a sleeper 50 years ago. I can
understand your adverse feeling with regard to a sudden wrenching
of this.

But I cannot believe that the chemical industry and then the rub-
ber-soled shoe industry overseas is so arcane as to be completely dis-
tinguishable from all other industries, and that there is a reason for
your ASP that would not apply to other industries.

Mr. BARNARD. I think there are other industries that have suggested
from time to time that ASP would be applicable and appropriate for
them, too. I think we should make clear our position.

We are not here today suggesting that the Senate should forbid the
negotiation of ASP in the forthcoming negotiations. What we are
here today saying is that in a negotiation, we believe that there ought
to be one standard that is applicable to all products including prod-
ucts subject to ASP. We should not be subject to greater tariff cuts
than are others subject to.

And if there is to be avnegotiation on ASP, it ought to be logical,
conducted in a logical way. The rates first shouL# be converted so we
know what rates we are talking about under the terms of the statute.

Second, the staging provisions under the limits of the tariff cuts
ought to be equally applicable.

Third, we would also urge that it be considered in the light of the
reciprocity for this industry or the chemical industry, whichever is
the appropriate sector.

Finally, we believe based on our experience in the Kennedy round
that in order to be assured that these standards are obeyed, we think
any agreement on ASP should be a separate agreement and submitted
to the Congress for its approval, rather than a part of the great big
package.

Senator PACKWOOD. What you want is affirmative approval from the
Congress rather than a veto f

Mr. BARNARD. Yes, sir. We think this is appropriate because, in fact,
what you are doing is changing the valuation laws of the United States,
not just a tariff rate.

Senator PACKWOOD. I am not sure that the whole veto procedure
we have on the nontariff side is really a viable procedure anyway
Whether it comes in a lump or not, I think anything that is agreed to
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is unlikely to be vetoed. But I am not sure that ASP should be
treated differently. Although, I should add that I think you have a
point about being able to convert and take your basis from your actual
price, if you are going to convert it, rather than knocking off ASP
this month and then-

Mr. DAWSON. Congress might not veto it under either condition, but
they would have greater freedom to exercise intelligent judgment.

Senator PACKWOOD. Unless there is a change, we are unlikely -to act
aflirnatively, either. My experience is we are unlikely to act, affirma-
tively or negatively. If we have to act negatively to stop something,
that is a whole lot different from acting affirmatively to stop or approve
something.

I think if we have to act affirmatively to approve an ASP change,
there. would be. no change; you would keep your system. But I do not
want to purs se this, because I can talk with you privately.

Yesterday. Mr. Meany talked about American technology. He
pointed out that technology is easily transferable, and that our great
advantage in technology is all going overseas to cheaper markets.
Surely. of all industries that exist in the chemical industry, there must
be foreign patents and devices that we are buying and using in this
country? Technology is not a one-way flow, is it?

Mr. DAWSON. Not at all. It is becoming a two-way flow particularly
between industrialized nations and Japan. There has not been much
flow foin behind the Iron Curtain. Consequently I think the Iron Cur-
tain countries are desirous of getting Amrican technology or Euro-
pean technology.

One point there I would like to make, which I think is perhaps con-
trarv to what I understand Mr. Meany said. Some industries may be
selling to the Iron Curtain countries technolo y which represents the
latest advance. To my knowledge, the chemical industry has not done
that. The chemical industry generally has refused to sell technology
which is not also available from, for the most part, Europe or Japan.

And if it is indeed advanced beyond the position of our European
competitors and our Japanese competitors, we-some companies., I
know. and many companies, I believe-will not sell behind the Iron
Curtain, have not. and do not intend to. So that you do not really ad-
vance the level of Communist technology beyond the level which is
generally freely available at a price.

Senator PA(WiOOr. I was not thinking of the Communist technology
so nuch, nor was lie when lie made that statement.

mr. DAwsox. I see.
Senator PACKWOOD. Ie was thinking more of the fact that we per-

fect a good technique here in America and you take it to Formosa be-
cause the labor there is cheaper. I think over the years, there must be
some other things like the Mazda rotary engine, ihat people in other
comt ries have invented and which we have thought is a good idea. It
Seems to me if you-

Mr. BNA,. I have n brief comment on that.. That is in the chemi-
cal industry area. there are many major chemicals now being produced
in this country that are based on European patents, have been for
inany years. Polyethylene is one.
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Senator PACKWOOD. If we did not have those, we would probably
be having higher priced chemicals.

Would you give me some examples of those?
Mr. BRENNAN. I would be happy to.
Senator CURTIS. We thank the panel for helping us write this legis-

lation. We are happy to have had you here.
[The response to Senator Peckwood's question and the prepared

statements of the Society of the Plastics Industry, Synthetic Or-
ganic Chemical Manufacturers Association and the-bry Color Manu-
facturers Association, and the Manufacturing Chemists Association,
follows. Hearing continues on p. 1320.]

JOINT RESPONSE TO SENATOR PACKWOOD'S QUESTION

On behalf of Mr. Brennan, Mr. Barnard and myself, it is a pleasure to respond
to your request.

The chemical industry is well known for its dependence on research. Typically
throughout the world, it spends a greater volume of it's sales dollar on research
than do the other industries. Research by foreign chemical firms is extensive
and of high quality. Only three of the top ten chemical research organizations
belong to U.S. companies; the other seven belong to non U.S. companies. The
1.7 billion dollars spent on research by the U.S. chemical industry in a recent year
represented 40% of the free world total spent for research and development of
new chemicals and related products.

You specifically asked for examples of chemicals produced in the U.S. based
on foreign technology. Following is a list of such examples Including the country
in which the technology was developed:

Polyethylene, Germany, Great Britain and Italy.
Polypropylene, Germany, Great Britain and Italy.
Polyester Fibres, Great Britain.
Vinyl Polymers, Germany.
Rayon-Cellophane, France.
Methaerylate Resins, Germany.
Polyacrylamides, France.
Polybutadlene Rubbers, Germany.
Polystyrene, Germany.
Polyurethanes, Germany.
Polyvinyl Alcohol Textiles, Japan.
Wacker Process for Acetylaldehyde, Germany.
Wacker Process for Acetic Anhydride, Germany.
DDT, Switzerland.
Ion Exchange Resins, GreatBritain.
Ion Exchange Membranes, Russia.
Electrodialysls, Germany.
Cryogenic Air Distillation, Germany.
Nitrogen Fixation, Germany.
Solvay Process, Belgium.
Tantalum Electrodes for Chloride Cells, Japan.
Acrylic Acid, Great Britain.
Ethylene Oxide, France.

Virtually every one of these processes have had practical application in U.S.
manufacture of high volume commercially important products. They have been
Important not only to the economy but to the well being of our people. We hope
you will agree that these examples demonstrate the need for continuing inter-
change of technology across borders. The United States would lose much if this
interchange was stifled.

We are dismayed that broad generalized criticism of multinational corpora-
tions have pictured them as being alike. The charge that all U.S. multinational
corporations export technology to produce goods abroad for export to the U..
Is fallacious. As was pointed out to you in the hearings, the chemical industry
trade .ntrplits in 1973 was 3.3 billion dollars. Much of that surplus can be credited
to the existence of our overseas investments.

30-229 0-74-pt. 4-17
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For these and many other reasons too lengthy to cover here it would be most
unfortunate for the country if taxation or other limitations on foreign opera-
tions were to be Included in the Trade Reform Act. We hope you will agree and
would be eager to discuss this with you at any time.

Senator, you also referred to the possibility of discussions on the American
Selling Price system of valuation. I would be happy to have such a discussion
with you at your convenience. Just let me know.

Very truly yours,
DAvID H. DAwsoN.

PREPARED STATEMENT OF WILLIAM F. CHRISTOPHER, CHAIRMAN SPI INTERNATIONAL
COMMITTEE, HOOPEB CHEMICAL CORPORATION, ON BEHALF OF THE SOCIETY OF
THE PLASTICS INDUSTRY

The Society of the Plastics Industry is composed of over 1,200 member com-
paies which produce plastics or resins; manufacture plastics products; engineer
or construct molds or accessory equipment for the plastics industry; or engage
in the manufacture of plastics-fabricating machinery. The Society is the major
national trade association of the plastics industry, its membership being respon-
sible for more than three-fourths of the total dollar volume of industry sales
in the United States.

To provide plastics industry input to trade policy development and adminis-
tration, the Society is now participating in the work of the industry-established
Office of the Chemical Industry Trade Advisor. In this way, the Society rep-
resenting one segment of the chemical industry can relate and combine its
information, its experience, and its views with those of other segments of the
industry to provide an overall position such as you now have before you in the
industry testimony.

In this brief supplement to the industry testimony, the Society: (1) emphasizes
certain points Included in the testimony as seen from the perspective of the
plastics industry, and (2) submits additional recommendations not included in
the industry testimony but important to the plastics segment of the industry.

AUTHORITY-TO NEGOTIATE DUTY RATES

The Society wishes to emphasize its conclusion that the tariff-cutting authority
now included in Section 101 of H.R. 10710 is too broad. The procedural mechanics
of the Act and of the GATT negotiating forum are directed toward negotiation
of tariff rates. The Trade Expansion Act of 1962 provided for negotiation of
both tariff and non-tariff barriers, and the U.S. negotiators had the intent to
negotiate both. But the Kennedy Round succeeded only in reducing tariffs-
virtually by the full amount of the authorization. Over four decades of succes-
sive negotiations under the trade agreements program we seem to have estab-
lished a principle that specific tariff-cutting d-uthority granted will be used. But
today, as in Kennedy Round days, It Is the barriers other than tariffs that are
most distorting our industry's trade. It is these other barriers that must be
confronted and dealt with in the GATT' negotiating forum. To assure this, we
recommend limiting the grant of authority for tariff reduction and directing that
this authority be used in conjunction with the negotiation of other barriers to
trade so that taking into account all barriers and trade distortions (including
tariffs) U.S. manufacturers will not be relatively disadvantaged-in the U.S.
market, in industrialized country markets, or in third country markets. Unless
such limitation, and such direction is provided by the congresss we will again
be participants in a round of tariff cutting that will relatively disadvantage the
manufactured products of our country.

5WORO NaGOTIATIONS

The Society is a strong advocate of the strategy of sector bargaining, and
urges the sector approach for all aspects of trade negotiations--tariffs as well
as non-tariff barriers and distortions. We support the sectoral direction provided
in See. 102 and would urge a similar direction for a more limited tariff cutting
authority in Sec. 101.
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INDUSTRY LIAISON
From Its experience In past trade negotiations, the Society strongly advocatesand supports the chemical industry position on industry liaison. Within theframework of the Office of the Chemical Industry Trade Advisor we have orga-nized twelve specialized plastics materials and plastics products task forces todevelop data and intelligence on the plastics sector, and to provide an industryInterpretation of Issues and of proposals as these may arise. The Society has alsonominated Industry experts for consideration for membership on the plasticsIndustry Technical Advisory Committee being organized by the Department of

Commerce and STR.

PREFERENCE FOR LESS DEVELOPED COUNTUIZO

The Bill proposes to vest in the Executive virtually unlimited authority notonly to eliminate tariffs for developing countries but to designate those countrieswhich would qualify. While we do not object to the principle of preferentialtreatment for developing countries, we fear that such preferences could easilybe abused and we do not believe that the Bill provides adequate safeguards for
U.S. domestic industry.An example of how the developing country could be exploited can be pre-sented In the case of plastic buttons. The U.S. plastic button industry, much likethe domestic industry for many of the finished or fabricated plastics products,is extremely sensitive to imports because a substantial portion of its costs areattributable to labor. With much cheaper labor available in developing countriesplus the added benefit of a special tariff preference, undue advantage could betaken of the domestic industry. This could be done with a relatively modestinvestment or, for that matter, no investment at all, as there are producers ofbutton-making machinery in Europe and other parts of the industrialized worldwho would be willing to assist prospective operators in setting up productionfacilities in developing countries. The net result would be facilities dominatedde facto by interests located in industrialized countries making convenient useof the developing country's cheaper labor and special tariff preferences. It canhardly be argued that this would prove of any long-term economic value to thedeveloping country but it would certainly constitute a grave peril for an industry

such as the domestic button industry.
The $25,000,000 or the 50% of total imports criteria specified in Sec. 504 cannot be expected to provide an adequate safeguard mechanism for many plasticsproducts. Instead, criteria in terms of market disruption will be required.For the foregoing reasons, we do not believe that Congress should relinquishthe authority to approve any and all agreements which propose to grant pref-erences to developing countries. Rather, we submit that Congress should indicateits willingness to consider any specific agreements the Executive Branch mightpropose, hold hearings on such proposed agreements, and only then adopt appro-priate implementing legislation.

PERSPETIVE
All of our experience and all of our data are from the past. But H.R. 10710 andthe negotiations this act will authorize are for a future trading world. What wemust understand and provide for In this trade bill are the appropriate authori-ties and the appropriate directions to deal with the trends and the changes Intrends affecting the trading world of the future. These trends for the plasticsindustry include:
(1) The internationalization of technology and know-how so that no one in-dustrialized country will have or can attain a comparative technical advantage.(2) Other-than-tariff barriers to trade, especially differences in legal and taxa-tion systems, economic policy, and political systems are now and will remain themajor constraints distorting trade among nations.(3) The U.S. shAre of world trade in the products of the plastics Industry hasbeen declining rapidly, and without appropriate changes In the economic andtrading system will continue to decline.(4) In recent years a substantial opportunity for expanding plastics exportsto third country markets has been frustrated by the discriminatory actions and
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policies of others. This unrealized potential will continue unless these discrimina-
tions can be successfully dealt with.

(5) Past trends in capital investment and in productivity improvements have
proved inadequate to meet present or future requirements. Everything is related
to everything else. Not only must we deal with trade matters specifically, we
must also deal with the significant environmental and economic system con-
straints. The success of H.R. 10710 will require also both government and indus-
try actions to encourage capital formation and to improve productivity.

(6) The world Is moving more and more from a competitive world of abundance
to a cooperative world of scarcity. More and more we see the production of prod-
ucts in insufficient quantity or the availability of resources in insufficient quan-
tity as the problem. Where there is to be competition it must become fair. But
in the future trading world there will also be a need to obtain availability. In
food products, in energy, in an increasing number of raw materials, and in our
efforts to minimize the pollution of our physical environment, we will have to
find new ways of cooperation at the same time that we are finding fair ways of
competition,

(7) Oil producing countries with their rapidly accumulating reserves will
invest overseas and will increasingly become partners in multinational enter-
prise. They will also increasingly upgrade their petroleum exports to include
petrochemicals, and perhaps plastics materials as well.

(8) The EEC now has free trade agreements with )FTA and other nations
--and has special trade agreements with-a large number of additional countries.

By 1980, we may begin to see the rationalization or optimization of plastics pro-
duction and trade within this larger network of nations.

(9) By 1980, Japan may be developing regionally in- collaboration with other
nations similar to what we not see being done by the EEC.

(10) The state-managed economics may begin to become significant in plastics
trade.

CONCLUSION

We appreciate the opportunity to participate in this chemical industry testi-
mony on H.R.-10710. We trust that our support of this testimony, and our addi-
tional views and comments will be of value to this Committee in its deliberations
and that you will consider our comments helpful and constructive. We have kept
our statement brief. But it summarizes a lot of work, over several years. If you
have any questions on the contents of this statement, or if you would like sub-
stantiating data, please call on us.

PREPARED STATEMENT OF THE SYNTHETIc ORoANIC CHEMICAL MANUFACTURERS
AsSOOZATION AND THE DaY CoLOR MANUFACTURER, ASSOCIATION

This statement expands on some of the points covered in the testimony given
by the chemical industry panel and addresses certain additional matters which
are of great importance to the members of the Synthetic Organic Chemical Manu-
facturers Association (SOCMA) and the Dry Color Manufacturers Association
(DMA).

Our major points are:
(1) It is essential that Congress retain the right to review and approve any

trade agreement changing methods of customs valuation, including, but not
limited to, the American Selling Price (ASP) method.

(2) The broad tariff cutting authority in the bill is inconsistent with what
our negotiating objectives should be.

(8) The discriminatory multiple reduction in import protection which the bill
authorizes with respect to benzenold chemicals manufactured by our members is
completely unwarranted.

(4) The Act should make sector-by-sector reciprocity the principal objective
in any trade negotiations, not just in negotiations on non-tariff barriers.

(5) There is a need for safeguards in connection with the proposed under-
developed country preferences.

(6) The Act should require future trade agreements to be conditioned upon
a revision of the GATT rules which sanction the use of border taxes and export
rebates by many of our trading partners.
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SOCMA AND DCMA

The 77 member companies of SOCMA produce more than 5,000 chemical prod-
ucts: finished products and intermediate chemicals which are used to make fin-
ished products. The finished products include dyes, organic pigments, medicinal
chemicals, flavor and perfume materials, plastics and resins, rubber processing
chemicals, elastomers, plasticizers, surface active agents, pesticides and various
other chemicals. The 38 companies comprising the membership of DCMA manufac-
ture color pigments used in-printing ink, textiles, plastics, rubber, linoleum,
paints, and other products. The members of these two associations manufacture
over 80% of the benzenoid chemicals produced in the United States. A list of the
members of each association, which includes both large and small eompantes, is
attached.

Total sales of synthetic organic chemicals in 1978 are estimated to exceed
$15 billion, including exports of over $1.5 billion. The industry employed more
than 300,000 people in the production and sale of these chemicals. Bensenoid
chemical sales alone exceeded $6 billion and created jobs for 180,000.

The Ohemical Industry and International Trade

The chemical industry is vitally interested in international trade and its future
is deeply tied up in the proposed Trade Bill and any forthcoming negotiations.
The chemical industry's favorable balance of trade in 1972 was $2.2 billion (of
which benzenold chemicals account for over $500 million) at a time when our
overall trade was $6.4 billion in deficit. As the following charts illustrate, while
the benzenold chemical industry has maintained a favorable balance of trade,
the chemical Industry's overall competitive position in world trade is declining
markedly. In 1960, the -U.S. share of world chemical trade was 29.6%. In 1968,
when the Kennedy Round cuts began, It had dropped to 24%. In 1972, it fell to
18.2% and was as low as 17.0% in the second quarter.

The impact of the present feedstock shortage, the greatly increased prices for
raw materials, and the upward climb of the dollar abroad is not yet clear. How-
ever, it is safe to predict that in any negotiations our trading partners will be
seeking to obtain access to our raw materials and markets in order to produce
and sell enough goods to earn the vastly increased reserves required by them to
purchase oil. The stakes will be high In such talks, and the possibility of a major
disruption of our economy will be great unless we obtain a fair, reciprocal
agreement.

While we have a vital stake In all aspects of the Trade Bill, we are confining
our remarks to the specific subjects in which our members have a special inter-
est and where, we believe, we have something to contribute to the Committee's
deliberations.

U.S. SHARE OF WORLD EXPORTS

IPercent of world exports o foreign makes at tufrret rates of exchplle

All
Year mnufatures Chm$ical

1959 ........................................................................... 25.6 29.1
1960 ........................................................................... 25.3 29.6
1961 ........................................................................... 24.1 28 2
1962 ........................................................................... 24.6 27.9
1963 ........................................................................... 23.6 26.9
1964 ........................................................................... 24.0 27. 1
1965 ........................................................................... 22.8 24.7
1966 .......................................................................... . 23.0 24.6
1967 .......................................................................... . 23. 3 23. 7
1968 ........................................................................... 23.6 23.7
1969 ............................................... 22.5 21.9
1970 ............................................... 21.3 21.9
1971 ............................................................. 191 i9
1972 .......................................................................... 1 1
1973 (Ist quader) ............................................................... 18.7 18.2

Source: U.S. Department of Commarce.
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I

NEGOTIATING AUTHORITY

Section 102(b) of the bill grants the President authority to negotiate on non-
tariff barriers to trade, including methods of customs valuation. While the
American Selling Price (ASP) system is the only valuation method specifically
defined as a "barrier" for purposes of this section, the United States has nine
different methods of customs valuation. It could even be said that our f.o.b.
basis of valuation is a "method" of valuation as compared to the c.l.f. basis of
valuation used by many of our trading partners. While we will confine our
remarks to ASP, which applies to the benzenoid products manufactured by our
members, many of the points we shall make would be equally applicable if other
broad shifts in valuation were to be negotiated under this section.

The bill originally introduced in the House on behalf of the Administration
(H.R. No. 6767) granted the President advance authority to change methods
of customs valuation embodied in the statutory law of the United States. The
Ways and Means Committee wisely declined to grant the Executive such sweep-
ing powers. However, the bill It reported out does not provide for meaningful Con-
gressional review of any agreement made on ASP, it -subjects benenoid and
rubber soled footwear manufacturers to the potental loss of more import protec-
tion than all other industries, and it makes essential pre-negotlation procedures
optional rather than mandatory.

What is ASP?

To place our objections to the present bill into focus it is helpful to recall how
the American Selling Price actually works. Under ASP valuation the duty paid
is based on the wholesale price of a comparable domestic product, rather than
the price of the imported product as is the case with foreign export (f.o.b.)
valuation more commonly used by the United States or the c.i.f. valuation used
by many of our trading partners. If there is no comparable domestic product,
ASP valuation does not apply. The principal difference between ASP and these
other methods is that the duty is tied to prices (and hence costs) in this coulbtry
rather than those abroad.

I will not debate the merits of ASP, but there are several points worth making:
(1) The basic reasons ASP was originally selected for benzenoid products

are still valid. Benzenoid products are manufactured in the EEC and Japan by
a few relatively large companies which are rationalized (whether or not under
government supervision) and which "discipline" an industry among other things,
by dumping. The U.S. antidumping laws do-not provide an effective remedy for
an industry in which reliable foreign price data is rarely obtainable. ASP pro-
vides an automatic partial protection against dumping since the dumper does
not receive the benefit of reduced duties when he offers at dumping prices.

(2) Because reliable foreign benzenold price information is difficult, if not
Impossible, to obtain, it is completely appropriate as a-matter of cusoms valuation
procedure to refer to the selling price of a like product in this country.

(3) Because ASP based duty rates apply to U.S. rather than foreign values,
the tariff protection increases as U.S. prices increase. ASP thus performs one of
the traditional functions of a tariff: it helps to reduce the differential between
foreign and U.S. costs of production. In point of fact, 1971 foreign invoice prices
for henzenoid chemicals were up to 56% lower than the U.S. prices for equivalent
products, in large part because European chemical workers were paid approxi-
mately 40% less than in the 1.S. and Japanese workers Were paid approxi-
mately 60% less.' Unlike an inflexible tariff, however, the ASP system results
in a constant updating of the level of protection. For example, because of cur-
rent shortages foreign Invoice prices for some products are now higher than their
American selling price resulting in lower import duties on those products than
would be the case under a foreign value system.

See chart on p. 18, infra.
U.S. Department of Labor, 1072 data.
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(4) ASP has not prevented a steady increase in the foreign import penetration
of the United States market. While chemical imports have increased an average
of 16% per year during the last six years, the rise in benzenoid chemical im-
ports has been even more dramatic. (See chart on facing page). During the pe-
riod 1967-1972 benzenoid imports increased 204%, an average of 28% per year.
In the first half of 1973 benzenoid imports increased at an annual rate of 26%.
We believe that this steady increase in chemical imports is largely due to the
Kennedy Round 50% tariff reduction on chemicals, the last stage of which
was only reached on January 1, 1972. The comparatively greater increase in
benzenoid imports and the fact that their present dutiable value under ASP is
much greater than their foreign invoice value demonstrates the import-sensitive
nature of this important segment of the chemical industry.

The increasing tide of benzenoid imports is also reflected in a steady advance
In their share of the U.S. market. On the basis of U.S. wholesale value, dye im-
ports in 1970 had a 16% share of the domestic market and all benzenold imports
a 6% share. In 1971 (the latest year for which date is available), these per-
centages Increased to 21% and 7% respectively.'

Oritiotom of ASP

We are aware that ASP has been subject to-criticism from importers, prin(.-
pally on the grounds of delay and uncertainties in the administrative process. In
1966, we proposed various changes in ASP administration to meet these points.
We have repeatedly. urged the adoption of our proposed administrative changes
and as late as December 6, 1972 in a letter to Ambassador Pearce. We believe that
the adoption of our proposal (attached hereto as Appendix A) would largely re-
move ASP as a bone of contention.

Lest we leave the impression that ASP is the only method of valuation subject
to criticism, we hasten to call the Committee's attention to criticism of the ad-
ministration of the Brussels Tariff Nomenclature (BTN). In the recent Tariff
Commission investigation of val~tion practices, the American Importers Asso-
ciation strongly criticized the administration of BTN, particularly the uncer-
tainty of the so-called "uplift" procedures under which foreign customs officials
have broad discretion to make arbitrary increase In the value of imports. The
Association said: "

"We are told by our members, in fact, that administration of the Brussels
Standard is anything but "uniform." To the contrary, the standards actually
applied when the importer confronts the local customs officials vary greatly
from country to country and even from port to port. And indeed we under-
stand that the practicalities within the Common Market led the authors of
the Standard to deliberately design It so that an umbrella of apparent uni-
formity would be created which would in practice permit the continuation
of considerable diversity from country to country. Furthermore, it is of
course true that the actual values arrived at will not be uniform from coun-
try to country, or even from shipment to shipment at the same port, even if
the Standard is uniformly applied.

"The next question is whether the Brussels Standard is at least applied
equitably, even if it is not applied uniformly. Our members' experience with
countries which have adopted the Brussels Standard as corroborated by the
Tariff Commission Staff Report, is that the application of the Brussels Stand-
ard is considerably more arbitrary than the application of present United
States standards, and that the power of the appraising officer to be arbitrary
Is, at least in some countries, a potential source of corruption."

The BTN standards, the Association concluded, focus "on what would or
should be, instead of what is, are too loose and leave so much leeway as to
defeat uniformity, vitiate effective review, and render duty charges un-
predictable." 6

8 Ways and Means Committee Print. Background Material on Selected Trade Legilation
Introduced its the U.S. House of Representatives (May 1973), p. 310. in. 2 (U.S. wholesale
value Is derived by multiplying foreign invoice value by a factor of 1.8).

4 Statement re Customs Valuation to the Tariff Commission in connection with TC StaffReport on Investigation No. 332-58 by Simon Kat., First Vice President. September 11.
1972.

5 Statement submitted to the Tariff Commission by Counsel to the American Importers
Association, September 30, 1972.
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The Industry'e Poeition on ASP and Tariff Negotiatiom

It is clear that our trading partners want to increase their exports of chemi-
cals to the United States and will therefore press for the elimination of ASP
and significant tariff cuts on chemicals in the up'oming trade talks. It should
also be clear that if we give up ASP, we give up valuable protection for an
import-sensitive segment of the American chemical industry. We are not con-
tending that there is anything sacrosanct about ASP. What we are urging is
that if Congress approves using ASP as a bargaining chip in the trade nego-
tiations, Congress should also require our negotiators to be as hard-nosed as
their European counterparts and insist upon a fair, reciprocal deal for the
U.S. chemical industry.

The Kennedy Round Ewperienoe

The need for some reasonable limitations on the otherwise unfettered dis-
cretion given our trade negotiators by this bill Is clearly demonstrated by the
unreciprocal concessions we made on chemicals during the Kennedy Round nego-
tiations in 1967. At a time when our European trading partners were increasing
their variable levies on U.S. agricultural exports and preparing to increase their
border taxes on chemicals and other U.S. exports, they Insisted that we eliminate
American Selling Price valuation on benzenoid chemicals and agree to tariff
reductions in excess of 50%. Our negotiators succumbed to European pressure
and agreed to two patently unreciprocal "deals."

In the first deal, our negotiators agreed to a 50% reduction In U.S. chemical
tariffs in return for a 20% chemical tariff reduction by the Europeans. There
was absolutely no Justification for this unreciprocal 50%-20% detal. The key issue
in determining reciprocity can only be the effect on future trade. With the higher
production costs prevailing in this country, it would Eave taken a higher cut in
foreign tariffs to generate an equivalent U.S. export- increase, not the other way-
around.

Our negotiators then entered into a second deal-the so-called "separate pack-
age" agreement. Even though the Trade Expansion Act did not authorize the
elimination of ASP valuation or the reduction of chemical tariffs by more than
50% and even though the Senate passed a resolution during the negotiations in-
structing our representatives not to enter into any deals on ASP, they neverthe-
less agreed both to eliminate ASP and to cut chemical tariffs by more than 50%.
In exchange, our European trading partners magnanimously agreed to return to
us the remaining 30% reduction in their chemical tariff reductions which we
had already bought and paid for with our 50% cut.

One of the basic mistakes we made during these Kennedy Round talks was
to negotiate using a faulty schedule of converted duty rates. In 1965 the Ad-
ministration requested the Tariff Commission to prepare a schedule of converted
duty rates to substitute for the rates then in effect for the four classes of products
subject to ASP valuation. The Commission frankly-said that its converted rates
did not afford equivalent protection. The Commission explained-that It was pre-
cluded by "the request of the Special Representative" from distinguishing be-
tween products on the basis of their competitive status even though It recognized
that to do so would have provided "a more equivalent degree of protection".
(T.C. Publication 181, p. 55) Because ASP valuation Is only applicable to "com-
petitive" Imports (those which compete directly with domestically manufactured
products) separate converted rates must be determined for them to achieve
equivalent protection. By not distinguishing between competitive and noncom-
petitive products, the Commission's converted rates had the anomolous effect
of Increasing the effective rates of duty on products which we did not make while
substantially decreasing the effective rates on products which were produced in
the United States. Indeed, based on the Commission's own numbers, the conver-
sion process alone produced a unilateral duty cut of from 14% to 44% on a large
number of benenoid products. Based on industry data the cuts were even higher.

It is clear that these Kennedy Round chemical deals were negotiated in this
manner in an attempt to coerce the Congress and our industry into agreeing to
the "separate package." However, after carefully studying the supplemental
agreement and the effect it would have upon our industry, we came to the con-
clusion that the elimination of ASP and the substantial tariff reductions pro-
vided for in that agreement would cause a significant Increase in chemical
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imports which would not begin to be offset by any additional chemical exports
which might result from the 30% tariff reductions by the EEC. In other words,
the industry directly affected by these deals believed them to be highly unfair
to the United States.

While we were struck with the 50%-20% deal because the Trade Expansion
Act authorize the Executive to conclude that arrangement without Congressional
approval or review, we were at least able to have our objections to the "separate
package" heard. The obvious unfairness of the "separate package" agreement
properly resulted in the Congres declining to ratify It despite the urgings of
the Johnson and Nixon Administrations. In our view this experience amply
demonstrates the wisdom of having agreements involving major changes in our
law reviewed by the Congress in the normal manner.

Indispensable Safeguard.s

We are concerned that the House bill gives the Executive carte blanche to
repeat the mistake our negotiators made during the Kennedy Round. On the
basis of the Kennedy Round experience, we urge that any trade agreement on
items as basic as U.S. methods of valuation should be submitted to the Congress
as a separate agreement for affirmative approval through the regular legisla-
tive process. We believe the unduly broad grant of tariff cutting authority in the
bill, particularly the triple cut on benenoid chemicals, should be trimmed. We
also urge that our negotiators be required to follow certain essential prenegotla-
tion procedures before they enter into any agreement to eliminate ASP or other
methods of customs valuation.
.4. Congressional Review

The bill's 90-day Congressional veto procedure may perhaps be appropriate for
review of some matters. However, It does not In our opinion give the Congress
an adequate opportunity to review meaningfully a complex trade agreement mak-
Ing a basic change in valuation standards mixed in with other agreements on
NTB's.

We understand that the Administration argues that It needs this unprecedented
grant of negotiating authority so that our negotiators can be on a par with their
foreign counterparts. However, these foreign negotiating teams are headed by
members of their legislative bodies who are available for questioning by their
colleagues on a regular basis. Obviously, our system Is different; the argument
that Congress should only retain a veto power over trade agreements negotiated
by bureaucrats In the Executive branch reverses our Constitutional procedures
and would be imcomprehensible to many of our trading partners.

We believe there can be no meaningful review of an ASP agreement if It is one
of many agreements and the veto applies to the whole package not just to the
ASP agreement. We therefore urge that the bill require (1) the submittal of any
agreement on ASP for review separate and apart from any agreements reached
on other non-tariff barriers and (2) ad referendum review of any agreement on
ASP.
B. Negotiating Authority on Tariff Reductions

-Section 101 permits tariffs of 25% or less to be cut by 00% and tariffs of over
25% to be reduced by 75%. In our opinion, it would be a serious mistake for our
negotiators to approach these talks as a tariff cutting exercise, and we therefore
urge that their advance authority be limited to 50% on all tariffs over 5%, and
that tariffs over 25% not be cut below 15%. Greater tariff cuts, of course, could
still be negotiated subject to Congressional review and approval.

As s result of the Kennedy Round reductions, the last stage of which only went
into effect January 1, 1972, the average chemical tariff is approximately 9%.
However, non-tariff barriers to our trade have been erected which completely
offset the tariff concessions made by our trading partners during the Kennedy
Round. This next round of negotiations clearly should be devoted to obtaining
fair access to oil and other raw materials and reducing these non-tariff barriers
to our trade. The request for authority to cut our tariffs by up to 75% Is certainly
inconsistent with what our negotiating objectives should be.

It should also be recognized that significant tariff cuts without changes In the
G1A'TT1 rules on border tax adjustments would result in an increase in imports
that could not be matched In terms of trade by exports induced by foreign tariff
concessions. This can be easily demonstrated for benzenolds by comparing recent



1301

foreign and American selling prices for the same products. The following chart
shows that in 1971 foreign invoice prices were up to 56% lower than the U.S.
prices on equivalent products. Changes in exchange rates have decreased but not
eliminated, these differences. Any lowering of protection for products such as
dyes (the most important finished product import) will enable foreign producers
to increase their sales at the expense of domestic producers.

Benzenoid chemicals: Comparison of duttable value and invoice price, 1971

[Percent difference between dutiable value and Invoice price of competitive materials)
Product group Percent

Subparts B and C (403.0200-409.0000) ---------------------------- 44.0
Subpart B (403.0200-.9000) ------------------------------------ 43.1

Cyclic compounds, n.s.p.f. (403.6000) ------------------------- 48. 1
Subpart C (405.0400-409.0000) --------------------------------- 45. 1

Dyes (406.0200-.600 and 406.8000) --------------------------- 53.4
Dyes, n.s.p.f. (46.5000) --------------------------------- 55.9
Explosives (405.0400 and 405.0600)---------------------
Flavor and perfume materials (40&0500-408.8000) ------------ 1-47.9
Medical chemicals (407.0200-.9000) ------------------------ 42. 1
Drugs, n.s.p.f. (407.8500) ------------------------------- 40.0

Pesticides (405.1500) ------------------------------------- 37. 8
Pigments (406.7000) ------------------------- -45. 5
Plastics materials (405.2500) ------------------------------- 34. 6
Miscellaneous finished chemicals (405.1000, 0.2000, 0.8000-.5500, and

409.0000) --------------------------------------------- 3.2
1 Excluding entries of I at typical product.
Source: Report of U.S. Taiff CommissiOn, Oveton Valuation, p. 172 senatee Finance

Committee print, Mar. 14, 1973).
The impact of large tariff cuts on our industry, and, for that matter, the effect

on the balance of payments, could be considerable. While the President must
have adequate negotiating authority, we believe that the Congress must retain
the right to review tariff reductions of more than 50%. Additional advance au,
thority is simply unwarranted.
C. The discriminatory multiple reduction on benzenoid products

While the protection against dumping and other advantages of ASP obviously
cannot be translated into a tariff, ASP based rates can be converted into foreign
value based rates which provide substantially equivalent tariff protection as of
the date of the conversion. However, the President is requesting authority not
only to eliminate ASP but also to eliminate most of the tariff protection on
benzenoid products.

Section 102 as presently drafted permits a greater reduction in protection on
benzenoid products and rubber soled footwear than on many other products.

First, the bill authorizes the elimination of the benefits afforded by ASP. This
is a reduction since the Tariff Commission has found that other methods of
valuation do not provide equivalent protection.

Second, the bill in addition kuthorizs a double tariff cut:
(1) The elimination of the so-called "tariff equivalent" of ASP, and
(2) A cut under section 101 in the remaining level of protection.
Let me illustrate the double duty cut. Assume the statutory rate of a product is

20% but that ASP valuation today results in tariff protection equivalent to 3t5%
on the basis of foreign value. The double cut arises because Section 102(g)"
authorizes (1) the immediate elimination of the difference between 35% and
20%-the 15 percentage points of effective tariff protection attributable to ASPV
and (2) as if that were not enough, it permits the 20% statutory rate to be sub,
Ject to the full reduction under the section 101 tariff cutting authority applicable
to all products. In our example, the 20% could be reduced to 8%, Thus, the tariff
protection could be reduced from an effective rate of 35% to 8%,"a cut of 797%,
Furthermore, the President does not have to inform the lCongress of the additional
cuts he proposes to make under section 101 at the time he submits an ASP agree-
ment for approval unless the trade agreement itself provides for the conversion
of ASP based rates.

Because of this double cut the tariff rates In major basket categories wil be
subject to reductions of from 76% to 81% (see table on facing page) compared
to 60%-75% on all other products.
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POTENTIAL TARIFF REDUCTIONS UNDER HOUSE FORMULA

lIn percent

Potential
Tariff rate of

Commission's duty after
converted Maximum Maximum reductions

Present rate for reduction reduction under Total
ASP rate competitive under under secs. 101 reduction

TSUS "Baskets" of duty Imports I sec. 102 sacs. 101 and 102 possible

403.60--Intermediates... 12.5 21.0 40 60 5.0 76
405.15--Pesticides ...... 12.5 19.5 36 60 5.0 74
405.40-Plasticizers .... 12.5 26.5 53 60 5.0 81
406.50-Dyes ........... 20.0 36.0 44 60 12.0 78
406.70-Pliments 20.0 38.5 48 60 12.0 79
408.60-Flavor and per-

fume materials ........ 22.5 32.0 30 60 13.5 72

1 Based on 1966 Tariff Commission study (T. C. 181) with converted rates reduced by J to reflect 50 percent duty cuts
made in Kennedy round. Specific duties have bn omitted;cuts In them would also be authorized undir the House formula.

There is no valid justification for subjecting benzenold chemical manufacturers
and their workers to the abrupt loss of both ASP plus this double cut in effec-
tive tariff protection. We therefore urge this Committee to require (1) that If
ASP Is to be negotiated the ASP rates be converted before negotiations to rates
providing substantially equivalent protection and (2) that the tariff cutting
limitations and stiging requirements in section 101 apply to the new converted
rates not the old statutory rates.
D. Bssenial prenegotiation procedures

Since ASP apparently will be a subject of negotiation in the upcoming trade
talks, the Tariff Commission must, as an essential prenegotiation step, convert
the present ASP based rates of duty to rates of duty applicable to the new
valuation method (presumably export value). Section 102(g) of the bill as
presently drafted is defective in that it makes this conversion of ASP based
rates an optional procedure which can be Ignored by our negotiators. Without
such a conversion study our negotiators would not even know what they were
bargaining away. There is no surer road to a disasterous agreement for our
industry, and we therefore-urge this Committee to make the conversion under
£ 102(g) mandatory before any negotiations on ASP are undertaken.

A thorough conversion study is given more importance if our negotiators are
planning on tabling offers In BTN terms since not one but two conversions would
then be involved. First, the ASP based rates would have to be converted to for-
eign value rates. Then these converted rates would have to be converted to BTN
rates. This would be a complicated process because the BTN system assigns
one rate to each chemical compound while the U.S. tariff system, which classifies
products according to use, may provide several different rates for the same
chemical product. There is a danger that our negotiators might take short-cuts
that have the unintended effect of short changing the U.S. That possibility can
be eliminated by simply requiring that agreements on ASP must be negotiated
under *102(g).

Another negotiation preparatory stepwhich should be included in the law Is
a requirement that the Tariff Commission publish the new converted rates and
prepare a report, after hearings, on the probable economic effect on the U.S.
benzenoid industry of their adoption. Section 131 (c) of the bill simply authorizes
the Tariff Commission to prepare a report on the probable economic impact of
modifications of any barrier. Including ASP, If It receives such a request from
the President. We believe Section 181 (c) should provide that if ASP is to be
negotiated, 'the Tariff Commission shall prepare such a report. Further, if the
President proposes to negotiate based on these converted rates, the list of com-
modities on which he proposes to negotiate should be published and the Tariff
Commission should be Instructed to prepare a supplemental report on the probable
economic impact of any proposed modifications.

W r also urge that the statute specifically direct that the Tariff Commission's
reports on the crucial issue of economic impact be published. The last time we
sought publication of such a study we-were told that confidential and non-
confidential data were intermixed and that the report could therefore not be
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made public. To overcome that difficulty, section 181 should direct the Commis-sion to segregate confidential data and publish that part of its report which isbased upon non-confidential data. There Is no Justification for cloaking its find-ings with a veil of secrecy when the simple precaution we propose would over-
come the asserted problem.

RECIPROCAL AND SEPARATE CONSIMBATION
The proposed Trade Bill should have two main objectives: to stimulate ex-

pansion of fair world trade and to do so without injury to U.S. Industry. Thereare provisions for adjustments where injuries occur, but the objective should beto minimize Injury. The obvious way to accomplish this is to provide that so faras practicable reciprocal consideration and benefits should be secured for theIndustry whose barriers are reduced.The Administration has repeatedly placedconsiderable emphasis on opening markets for our agricultural products in
Europe. This may be sound, but It should not be accomplished by putting thechemical industry or other industries on the block: on the contrary, the only
sound objective is to seek reciprocity for each industry affected by the trade
negotiations.

Special Trade negotiators in the Kennedy Round recognized that if ASP werenegotiated away with substantial tariff cuts, there must be sotm~ nterailing
reciprocal benefits to the benzenoid Industry or it would become a dying, sacri-ficial industry. The reciprocal benefits which were promised I never materialized,
but we believe that obtaining reciprocal benefits for industries affected by thenegotiation away of a protection is a sound objective.

We are gratified to note that the concept of sector-by-sector reciprocity hasbeen incorporated into the bill by the House in section 102(c), but for some in-explicable reason It is only made applicable to NTB agreements. It Is equallyif not more Important for tariff negotiations to be conducted on a sector-by-sector approach and this provision should therefore be made applicable to both
sections 101 and 102.

To take a concrete example, if ASP classified as an NTB and negotiated away,-we should certainly receive In return the 30% cut In EEC chemical tariffs whichwe already paid for with our 50% cut during the Kennedy Round. In addition,we should receive a reciprocal reduction in the non-tariff barriers such as theborder-tax export rebate mechanism that have effectively nullified our trading
partners' Kennedy Round tariff concessions. Any further cuts in converted tariff
rates should be matched by reciprocal cuts in foreign chemical tariffs.

MI

GENERALIZED SYSTEM "OFPREFERENOE

Title V of the proposed act contains a 10-year program to give tariff preferences
to goods from underdeveloped nations. While we fully support the general pur-poses of this title, we must point out that past experience indicates that such atariff preference can be easily abused by industrialized countries which simply use
the country granted the preference as a transhipment point. This problem isrecognized, but not adequately dealt with in section 508 (b) and (c) of the billwhich require that not less than 85% but not more than 50% of the appraisedvalue of the preference goods represent costs or value added In the developing
country. We believe that the Act should require that not less than 50% of thevalue of the goods represent actual value added by operations in the developingcountry, not a mere mark-up in price. A lower percentage would permit the pur-
pose of the title to be subverted.

Secondly, the bill provides (* 504(c)) that the preferences will not apply ifimports of an article from the country represent 50% of our total Imports of thearticle or $25,000,000 on an annual basis. These limits are in the right direction.but do not deal adequately with the problem of plants put into underdeveloped
areas to supply the U.S.

In recent months Japan had a balance of payments deficit-for the first time.This is due in no small part to the greatly expanded Investment abroad by.Japanese industry. Under the present bill's limits, a chemical plant could be set
up in an underdeveloped country by a Japanese concern with Japanese advanced

_ Speech of General Counsel of STR, November 10, 1966.
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technology to export to the U.S. With a little care in marketing, a wide range
of products could be sold to the U.S. without- surpassing the 50% limit and

-$25,000,000 restriction. The same is true for other multi-product plants in other
industries.

We believe that additional safeguards are needed to deal with this situation.
The EEC preference system applies to a limited list of products and has a quota
limit restricting annual growth in preference imports. A similar rule should be
applied here to prevent the setting up of plants in underdeveloped countries to
supply the U.S. market during the 10-year preference period.

Such a rule would also stem underdeveloped countries being used as "pollu-
tion havens" by corporations seeking to evade the anti-pollution laws of the
U.S. and other industrialized nations.

IV

BORDER TAXMS

One of the major non-tariff barriers affecting our trade is the border tax-
export rebate device used by many of our trading partners. A solution to this
problem should receive high priority in the forthcoming negotiations, and we
therefore applaud the provision added by the Ways and Means Committee direct-
ing the President to seek revision of the GATT articles dealing with border tax
adjustments (section 121 (a) (5)). But that is not enough to insure prompt
redress of the unfair competitive disadvantage which U.S. exports face. It is
essential that our negotiations also be instructed that any trade agreements
reached under the five year authority granted by this bill must be made contin-
gent upon either an appropriate revision of OATT or compensatory foreign
concessions.

The Border Tax Problem

The problem arises because of the different way in which countries are allowed
under GATT to adjust at the border for an indirect tax as distinguished from
a direct tax. The U.S. fiscal system depends primarily on the direct tax-the
income tax-while our trading partners' tax systems are based primarily on
indirect taxes, the most common being the value added tax or VAT, Measured
by percentage of GNP or percentage of tax collected, the burden of the VAT is
much larger than that of income taxes for our major European trading partners.
In the U.S. the income tax is the major burden.

Under an Interpretation of the GATT apparently agreed to by the United
States, although the agreement has never been published, an indirect tax is
treated as a tax on the product and may be assessed on imports at the border
and rebated on exports. A direct tax, on the other hand, cannot be assessed on
imports or rebated.

The trade impact is obvious. To take -an over-simplified example, assume a
product is sold in the U.S. at $1,000 and the same product is sold in Europe with
all taxes paid for $1,000. When the U.S. exporter ships to Europe his product
bears the full U.S. tax load and at the border in Europe is assessed a tax of
15% (the harmonized rate objectives). If the U.S. manufacturer wants to sell
in Europe in competition with the $1,000 price charged by the European com-
panies, he will have to absorb this $150 tax.

The disadvantage is as obvious if we reverse the transaction. When the Euro-
pean ships to the U.S., he gets a tax rebate of $180, an amount that more than
offsets the average U.S. duty on chemicals. His product is free of the major
Edtlopean tax burden and bears none of the direct U.S. tax burden. The U.S.
manufacturer, on the other hand, must bear the full U.S. tax burden.

This trade distorting mechanism is apparently sanctioned by GATT on the
theory that all indirect taxes are passed on to the consumer and all direct taxes
are absorbed by the producer. That economic theory has virtually no supporters
today. As this committee's staff study points out, economists are agreed that
both direct and indirect taxes are passed along to the consumer in varying
degrees depending on market conditions ("Summary and Analysis of H.R.
10710-The Trade Reform Act of 1978," p. 103-104).You could not find a business-
man in the U.S. or in Europe who did not regard income taxes as a cost of doing
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business. To the extent market conditions allow, he will treat the taxes as a
cost and pass them forward to the consumer.

Likewise, the VAT is, in economic terms, borne in part by a business which is
forced to reduce its price and thus lower its net income. The reduced net income
throws the tax burden on the business, not the consumer.

There has been considerable economic discussion of the extent of shifting
forward and, while there is no complete agreement as to the speed or extent of
shifting forward of Income taxes, there is no doubt that the income tax is shifted
forward to a large extent. As professor Dan Thorp Smith of Harvard has pointed
out in some theoretical studies, an entire tax increase-and possibly more--can
be passed forward.

As a consequence of our failure to take border taxes into account during the
Kennedy Round negotiations, we are now faced with the fact that in most of
the Common Market countries the barrier to our exports will actually be higher
after the Kennedy Round reductions than they were before the agreement. More-
over, the EC's increased export rebates, when combined with our tariff reduc-
tions, will result in a situation in which their rebates will completely offset the
total amount of our remaining tariffs.

The German Baample

Germany, our principal trading partner in the European Community provides
a good example of the workings of this border tax-export rebate mechanism.
Prior to 1968, Germany had a turnover tax which resulted in a border tax-export
rebate in the 4-5% range. In 1988, Germany shifted to a value added tax of
11%. Because the turnover tax was applied to each sale in a cascade manner,
the 11% value added tax did not increase the total domestic tax burden, but it
significantly increased both the border tax and rebate. The tax was scheduled to
increase to 12% effective January 1, 1974,' and will increase to around 15%
when the EEO tax harmonization program is complete.

Because the trade advantage which this increased border tax gave the Germans
was criticized in light of the German balance of payments position, Germany
adopted in November 1968 the temporary expedient of granting importers a
rebate of only 4/ of the border tax. This rebate was eliminated in the Fall of
1969 with the float of the German mark.

The effect of this increasing border tax and export rebate.on trade-is shown
in the following charts. For purposes of simplification, toese charts do not take
into account the fact that EEC duty ratWs are assessed on the c.i.f. value of
imports, which is higher than the f.ob, value used by the'United States, or the
fact that the border tax is assessed on-landed value duty paid rather than c.if.
value. We have also left out t.S. sale and excise taxes. The net effect may be
to change the foreign advantage somewhat but the major impact of the border
tax-export rebate remains.

Chart I, based on data released by the 880, shows that the increasing border
tax will have the effect of raising the total barrier to U.S. che ical exports from
15.5% in 1967 to 26.7% when tax harmonization is accomplished. It is inter-
esting to note that the German tariffs actually increased slightly after the
Kennedy Round "reductions" because of. internal adjustments within the Euro-
pean Community to achieve a common external tariff.

Chart II shows the impact-of the export rebate in U.S. markets. The chart
shows, for the same period as Chart I, how the declining U.S. tariff, when com-
bined with the increasing export rebate, will soon result in a negative U.S. bar-
rier to German exports.

Charts III and IV show the same data for U.S. exports generally to Germany.
Chart III demonstrates that the total barrier to U.S. products has increased,
although tariffs have been reduced. The border tax barrier bag increased so that
the total barrier of tax plus tariff is greater after the Kennedy Round cuts than
the combined tax and tariff barrier was before the Kennedy Round.

Chart IV shows that the increased export rebate, when combined with U.S.
tariff cuts, results in a negative U.S. barrier to imports from Germany.

T This Increase has been deferred.
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TABLE I.-GERMAN BARRIERS TO U.S. CHEMICAL EXPORTS

- [Percent of e.l.f. value

Total trade
Tariff I Border tax S border I

December 31, 1967, before Kennedy round reductions and border tax 11.5 4 15.5
Increase .......................................................

July 1, 198, after full EEC Kennedy round "reductions" and border tax
increase ....................................................... 11.7 11 22.7

Jan. 1o974 afterfurther border tax Increase ........................ 11.7 12 23.7
After EEC tax harmonization at 15 percent' .......................... 11.7 15 26.7

1 CCH Common Market Reporter, par. 9227 (April 1968), from data released by the EEC.
a Before Jan. 1, 1968 the normal German border tax was 4 percent of the duty paid landed value, with a higher rate

ourmitted for some proucts. Effective Jan. 1,1968, the German border tax was raised to 10 percent of the duty paid lIande
value and a 11 percent rate became effective July 1, 1968. This rote Is scheduled to rise by I percent on Jan. 1, 1974. No
adjustment hasbeen made In the vorder taxes to reflect the fact that they are based upon the duty paid landed value rather
than the c.l.f. value. In each case If would result In a border tax about I percent higher than shown on this table.

I Tariff plus border tax equals total barrier.
4 DurIng the 1970's the EEC countries plan to harmonize their turnover taxes border taxes and export rebates at approx.

Imately 15 percent. This harmonization, orignally scheduled for Jan. 1, 19Y2, has been postpohed because of United
Kingdom and delay by Italy In enacting the value-added tax. When the harmonization system and rates are adopted, there
will be a 15 percent border tax--export rebate for all countries.

TABLE II.-U.S. BARRIERS TO GERMAN CHEMICAL EXPORTS

(Percont of export value]

U eS. ormantariff export rebate I Effective
U.S. tariff '

Kee. 31, 1967, before Kennedy round reductions and export rebate
increase .......................................................

July 1, 19M, after 1ot Kennedy round reduction and German export
rebate Increase .................................................

Jan. 1, 1974, at full Kennedy round reductions and further German
export rebate Increa .....................................

After EEC tax harmoiation at 15 percent a ..........................

15.9
14.4
9.1
9.1

4 11.9
1 3.4

12 -2.9
is -5.9

I Weighted averee U.S. chemical tariff on dutiable Imports before Kennedy round reductions were estimated by the
Government to be "almost 16 percent" (Government statement, Hearings on Tariff and Trade Proposal, House Ways and
Means Committee, 90th Cong., 2d ss., pt. 2, p. 510). The U.S. tariff after full Kennedy round reduction was obtained by
reducing 15.9 percent rate by 43 percent, the averap U.S. reduction In chemical tariffs in the Kennedy round (Hearings a
P.l"Mrs Jan. , 1968, the German export rebate (or tax exonerton) was 4 percent of the price in Germany, with a higher

rate permtted for some products. The German rebate roe to 10 percent on Jan.I, 1968, to 11 percent on July I, 1968, ard Is
scheduled to r1se to 12 percent on Jan. 1 1974.

'U.S. tariff minus German export rebate equals effective U.S. tariffs.
During the 1979's the EEC countries plan to harmonize their turnover taxes, border taxes and export rebates at approx-

matety 15 percent Orlgnally scheduled for Jan. 1, 1972, the hirmonization has been postponed.

TABLE Ill.-GERMAN BARRIERS TO U.S. EXPORTS

I Percent of 0l.f, value

Total trade
Tariff I Border tax I border

Dec. 31, 1967, before Kennedy round reductions and border tax Increase- 11.0 4 15.0
Jan. 11974, after Kennedy round reductions and border tax Increase... 7.5 12 19.5
After EEC tax harmonzaution at 15 percent ........................... 7.5 15 22.5

1 CCH Common Market Reporter, per. 9227 (April 1968), from data released by the EEC.
'Before Jan. 1, 1968, the normal German border tax was 4 percent of the duty paid landed value with a highr rate

permitted for some products. Effective Jan. 1, 1968, the German border tax was raised to 10 percent of te duty paid landed
value and a 11 percent rate became effective July 1, 1968. This rate is scheduled to rise by I percent on Jan. 1, 1974. No
adjustment has been made in the border taxes to reflect the fact that they are based upon the duty paid landed valve
rather than the c.lf. value. In each case it would result In a border tax about 1 percent higher than shown on this table.

I Tariff plus border tax equals total barrier.
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TABLE IV.-J.S. BARRIERS TO GERMAN EXPORTS
IPercent of export value

German ex- Effective
U.S. tariff I port rebate I U.S. tariff 3

Dec. 31, 1967, before Kennedy round reductions and export rebate In-
cruse ......................................................... 12.2 4 8. 2Jan. 1,1974, after Kennedy round reductions and export rebate Increase 7.7 12 -4.3

After EC tax harmonization at 15 percent ......................... 7.7 15 -7.3

I Weighted average U.S. tadff on all dutiable Imports in 1967. "Statistical Abstract of the Unite States," 1971, p. 781.
The average duty reduction by the United States was 35 percent.I Before Jan. 1, 1968 the normal German border tax was 4 percent of the duty paid landed value with a higher ratepermitted for some pr.eucts. Effective Jan. 1, 1968, the German border tax was raised to 10 percent of the duty paid landed
value and a 11 percent rte became effective July 1, 1968. This rate Is scheduled to rise by 1 percent on Jan. 1, 1974. Noadjustment has been made in the border taxes to reflect the fact that they are based upon the duty paid landed valuerather than the c.i.f. value. In each case it would result in a border tax about I percent higher than shbWn on this table.

I Tariff plus border tax equals total barrier.

Since the conclusion of the Kennedy Round negotiations, the number of coun-
tries which have adopted or are considering adopting the VAT is Increasing. In
some cases, turnover taxes are being switched to a VAT resulting In further
increases in border taxes and export rebates. As this development continues and
as the three additional countries which have Joined the Common Market adopt
the value added tax, the U.S. competitive disadvantage will be further
accentuated.

The Time has Come to Take Some Aotion
It was apparent during the Kennedy Round that the theory on which the

GATT interpretation was based was outmoded-and our negotiators were con-
cerned about the coming VAT increases which would exacerbate the border tax-
export rebate problems. All we did, however, was to file a note reserving the
right to Initiate action If changes In taxes nullified the Kennedy Round cuts.

Section 121 (a) (5) of the bill directs the President to seek "the revision of
GATT articles with respect to the treatment of border adjustments for Internal
taxes to redress the disadvantage to countries relying primarily on direct rather
than indirect taxes for revenue needs." There are several courses of action which
should be explored.

(1) GATT could be amended to permit countries which primarily rely upon
direct taxes to adjust for such taxes in the same manner as countries which
primarily rely upon indirect taxes are now permitted to do.

(2) GATT could be amended to permit all countries to adjust for both direct
and indirect taxes at the border. (Both of these two alternatives would Involve
the use of complicated formulae to determine the appropriate adjustments for
each country.)

(8) The simplest solution would be for the GATT to be neutral on indirect
taxes as It now is on direct taxes. Thus, neither direct nor indirect taxes would
be assessed at the border or rebated on exports. If value Is added to the U.S.
import after It enters the-European market, the VAT will be paid on the value
added with the country-not on the price at the border. In countries such as
the U.S. which do not have a VAT, but do have sales taxes, some adjustment in
the form of exemption or rebate would have to be made If strict neutrality Is
to be obtained.

While the present bill takes a step In the right direction we do not believe
that it will overcome the combination of inertia and foreign resistance that have
so far stalled all progress on this issue. However, If our negotiators and their
foreign counterparts know that future trade agreements depend on this problem
being resolved we are convinced that it will be. We therefore urge that the bill
require all trade agreements to be conditioned upon a revision of GATT along
the lines we have suggested within the five year period for trade negotiation
provided in the bill. Alternatively, we should receive direct compensation from
our trading partners through lower tariffs, import rebates and a freeze on border
taxes.

The border tax problem Is urgent and the bill should require the Administration
to do something about it. The VAT is becoming more and more widespread. Unless
something is done, its harmful effect on our trade will grow and future con-
cessions will be cancelled or offset by increases in VAT and Increased use of VAT.
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SOCMA MEMBERSHIP

Aceto Industrial Chemical Corporation.
Allied Chemical Corporation.
American Color & Chemical Corporation.
American Cyanamid Company.
American Hoechst Corporation.
BASF Wyandotte Corporation.
Baychem Corporation.
Benzenold Organics, Inc.
Berncolors-Poughkeepsie, Inc.
Celanese Corporation.
Ciba-Geigy Corporation, Dyestuffs & Chemicals Division.
Cities Service Company, Levey Division.
Crompton & Knowles Corporation.
The Dow Chemical Company.
Dow Corning Corporation.
Drake Chemicals, Inc.
E. 1. du Pont de Nemours & Company.
Dye Specialties, Inc.
Emery Industries, Inc.
Evans Chemetics, Inc.
Fabricolor, Inc.
Fairmount Chemical Company, Inc.
First Chemical Corporation.
FMC Corporation.
GAF Corporation.-
Gane's Chemical Works, Inc.
The Harshaw Chemical Company, Div. of Kewanee Oil Company.
Hatco Chemical Division, W. R. Grace & Company.
Hercules, Inc.
The Hilton-Davis Chemical Company, Div. Sterling Drug Inc.
ICI America, Inc.
Industrial Dyestuff Company.
Inmont Corporation.
H. Kobnstamm & Company, Inc.
Koppers Company.
Lakeway Chemicals, Inc.
Lonza, Inc.
Martin Marietta Chemicals, Sodyeco Division.
Otto B. May, Inc.
MC&B Manufacturing Chemists.
Miles Laboratories, Inc., Sumner Division.
Milliken Chemical, Div. Magnolia Industries, Inc.
Monsanto Company.
Morton Chemical Company.
Nyanza, Inc.
Olin Corporation.
Parsons-Plymouth, S. B. Penick & Company.
Passaic Color & Chemical Corporation.
Pennwalt Corporation.
Pfister Chemical, Inc.
Pfizer, Inc.
Pitt-Consol Chemical Company.
P.P.G. Industries, Industrial Chemical Division.
Reilly Tar & Chemical Corporation.
Salsbury Laboratories.
Sandoz Colors & Chemicals.
Scholler Brothers, Inc.
Sherwin-Williams Chemicals.
Sobin Chemicals, Inc., Montrose Chemical DIvision.
Southwest Specialty Chemicals.
Standard Chlorine Chemical Company, Inc.
Stauffer Chemical Company.
Sun Chemical Corporation.
Synalloy Corporation, Blackman Uhler Chemical Division.
Tenneco Chemicals, Inc.

I
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Toms River Chemical Corporation.
The Upjohn Company.
USS Chemicals, Division of U.S. Steel Corporation.
Virginia Chemicals, Inc.
White Chemical Corporation.
Young Aniline Works, Inc.

DRY COLOR MANUFACTURERS ASSOCIATION

Allied Chemical Corp.
American Cyanamid Co.
American Hoechst Corp.
Apollo Collors.
BASF Wyandotte Corp.
Binney & Smith.
Chemetron.
Ciba-Geigy Corp.
Cities Service Co.
Day-Glo Color Corp.
Du Pont De Nemours & Co., E. I.
Ferro Corp.
OAF Corp.
Glidden-Durky Div. of S.C.M.
Harshaw Chemical Co., the Div. of Kewanee Oil Co.
Hercules, Inc.
Hilton-Davis Chemical Co., Dic. of Sterling Drug Inc.
0. Hommel Chemical Co.
Hoover Color Corp.
Inmont Corp.
Keystone Color Works.
Kohnstamm, H. & Co., Inc. -
Magruder Color Co.
Max Marx Color and Chemical Co.
Mineral Pigments Corp.
Pfizer, Inc.
Reichard-Coulstan.
Ridgway Colors and Chemicals.
Sandoz Colors and Chemicals.
Sun Chemical Corp.
Tenneco Chemicals, Inc.
Thomasset Colors Div. of Sterling Drug Inc.
Paul Uhlich & Co.

PROPOSED ADMINISTRATIVE CHANGES IN THE AMERICAN
SELLING PRICE SYSTEM

Section 14.5 of Title 19 of the Code of Federal Regulations to include the fol-
lowing new provisions:

(a) (1) Any manufacturer or producer of any article dutiable under Sched-
ule 4, part 1, Tariff Schedules of the United States may at any time certify to
the Bureau of Customs that it manufactures or produces such article in com-
mercial quantities in the United States. The term "commercial quantities"
shall mean normal sized Industrial lots and container sizes as distinct from
specialty situations such as laboratory reagent or sample quantities.

(2) The Bureau of Customs shall publish a List of Benzenoid Chemicals orProducts Manufactured or Produced in the United States which shall include
each article for which the Bureau has received the certification provided for in _
paragraph (a) (1) of this section. Thereafter, the Bureau of Customs shall
each month publish a Supplement to the List of Benenoid Chemicals or Prod-
ucts Manufactured or Produced in the United States, which shall :

(I) add to such List each article not previously contained therein, for
which the Bureau has received the certification provided for in paragraph
(a) (1) of this section; and

(II) delete from such List any article for which no certification provided
for in paragraph (a) (1) of this section has been received in the preceding
12 month period.

(3) For purposes of Headnote 5, Part 1 of Schedule 4 of the Tariff Schedules
of the United States, no article manufactured or produced In the United States
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shall be considered similar to, or competitive with, any imported article until a
reasonable period (60-90 days) after the inclusion of such domestic article in
the List of Benzenoid Chemicals or Products Manufactured or produced in the
United States, or any Supplement thereto.

(b) (1) The Bureau of Customs shall publish a List of Non-Competitive Im-
ports which shall contain any article provided for in this part that has been
entered, or withdrawn from warehouse, for consumption in the two year period
prior to enactment for which it has been determined that the most recent
entry of such article was not similar to, or competitive with, an article manu-
factured or produced in the United States.

(2) Upon receipt of a claim and supporting evidence providing reasonable
cause to believe that any article contained in the List of Non-Competitive Im-
ports is similar to, or competitive with, an article manufactured or produced
in the United States, the Bureau-of Customs shall promptly publish a notice re-
moving such article from the List of Non-Competitive Import effective within
a reasonable period (60-90 days) after publication of such notice.

(3) The Bureau of Customs shall each month publish a supplement to the
List of Non-Competitive Products which shall:

(1) add to the List of Non-Competitive Imports any article that has been
entered, or withdrawn from warehouse, for consumption since the publi-
cation of such List or the most recent Supplement thereto for which it
has been determined that such article was not similar to, or competitive
with, an article manufactured or produced in the United States;

(2) add to the List of Non-Competitive Imports any article which the
Commissioner of Customs has ruled to be non-competitive pursuant to the
provisions of Section IO10a of Title 19 of the Code of Federal Regulations;
and

(3) list any article to be removed from the List of Non-Competitive
Imports and the date such action shall become effective.

(4) For purposes of Headnote 5 to Part 1 of Schedule 4 of the Tariff Schedules
of the United States. no article contained in the List of Non-Competitive Im-
ports published by the Bureau of Customs pursuant to paragraph (b) (1) of
this section shall be considered similar to, or competitive with, an article
manufactured or produced in the United States.

(c) Advance Rulinga-Section 16.10a of Title 19 of the Code of Federal
Regulations relating to "Tariff Classification of Prospective Imports" is hereby
amended to insert the words "(including, where applicable, its competitive
status)" after the words "tariff classification" each time that they appear in
such section. Tentative rulings as to the competitive status of an article sball
be issued within 60 days after the application is filed and a final ruling shall
be issued within 120 days after the application is filed.

(d) Effective Date-These regulations shall become effective 30 days after
their publication in the Federal Register, except that:

(1) The List of Benzenoid Chemicals or Products Manufaetured or Produced
in the United States provided for in paragraph (a) (2) shall be published 90
days after the effective date of these regulations and shall be based upon the
certification received by the Bureau in the first 60 days after the effective date.
Section (a) (3) shall become effective 30 days after publication of the List of
Benzenold Chemicals or Products Manufactured or Produced in the United
States; and

(2) The List of Non-Competitive Imports shall be published within 30 days
after the effective date and Section (b) (4) shall become effective 90 days
after the publication of the List of Non-Competitive Imports.

PREPARED STATEMENT OF THE MANUFACTURING CHEMISTs ASSOCIATION

PRESENTED BY RICHARD M. BRENNAN

INTRODUCTION

The Manufacturing Chemists Association is a nonprofit trade association
having 176 United States members representing more than 90 percent of the
production capacity of basic industrial chemicals within this country. The United
States chemical industry has a substantial interest in international trade as is
clearly indicated by the 1978 U.S. exports of chemical products of $5.785 billion,
and imports of $2.487 billion.
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CHEMICALS AND RELATED PRODUCTS
(BILLIONS OF DOLLARS)

'64 '65 '66 '67 '66 '69 '70 '?1 '?2 3
SOURCEi DEPT. OF COMMERCE

The graph above demonstrates the strength as well as the stake of the chemical
industry in U.S. foreign trade.

SHARE OF WORLD TRADE IN CHEMICALS
PER CENT
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As the share of market graph above shows, the United States competitive
share of the world trade in chemicals has declined from approximately 26.4 per-
cent in 1962 to 18.3 percent in 1972, with indicated further decline to 18.0 percent
in the first six months of 1973. During the 1962-1972 period, the shares enjoyed
by West Germany and Japan have gained.

The current energy crisis and its resultant adverse impact on the supply of
petrochemical feedstock is expected to have a major impact on the viability
of this country's chemical industry in the years to come. Among the manufactur-
ing industries, the chemical industry is unique in its heavy reliance on petroleum
and petroleum-related materials In that it depends on oil, natural gas, and natural
gas liquids for primary feedstocks.

The international economic and trade systems are so Intertwined that indi-
vidual countries cannot hope to be self-sufficient and still prosper. It would be
extremely shortsighted to believe that the United States could unilaterally re-
strict exports of commodities vitally needed by and historically traded to its
foreign trading partners without their retaliating by Imposing reciprocal con-
straints in the' form of export restrictions on raw materials not available in the
United States in addition to imposing import restrictions on U.S. products. The
resultant trade and balance of payments deficit and increased unemployment
could have a staggering effect on our economy. The effectiveness of the OPEC
cartel needs no elaboration. The formation of similar cartels controlling other
needed materials would have disastrous effects.

We support, in principle, the concept proposed In Senator Mondale's amend-
ment which would authorize the President to negotiate agreements which hope-
fully would insure an uninterrupted supply of raw materials, including food,
to all who need them. We recommend, however, that the Committee consider
providing appropriate direction that such authority be carefully exercised lest
it initiate more severe sanctions from nations supplying raw matefils.

BASIC AUTHORITY

The atmosphere today is substantially changed from 1962 when the Kennedy
Round began serious Incubation. The two devaluations of the U.S. dollar and
currently unprecedented world-wide demand for chemicals have- added new
complications.

We were disappointed in the results of the Kennedy Round where tariffs
were reduced' 50 percent in the chemical sector while we only received a 20
percent reduction from the European Community and the United Kingdom.
Consequently, we echo the remarks Senator Long made before this Committee
on March 4, 1974 when he indicated he supports open and free trade so long as
the United States receives equitable treatment.

During 1973, more than one-half of U.S. chemical imports entered duty free.
Approximately another 20 percent were charged with duties equivalent to or
less than 5 percent ad valorem, the products on which ItJa-proposed to permit
elimination of duties. The remaining nearly 30 percent of 1973 chemical im-
ports are those that would be most affected under the tariff cutting program to
be authorized in this legislation. We propose limiting that authority below the
levels proposed in the bill because of the circumstances outlined below.

The chemical industry has been through an extended period of low profitabil-
ity since 1967. At the-very moment when the circumstances began to permit a
change, price and profit controls were imposed and have been operative for more
than two and one-half years. Meanwhile, there has been an extraordinary rise
in demand for many chemical products, demand which the Industry has been
unable to meet in some Instances. This is due In part to the controls and their
tendency to discourage some needed expansions in capacity. On top of this
essentially domestic economic problem, a crisis In raw mate-lal availability de-
veloped as the supply of petroleum products became insufficient to meet demands
aggravated by the embargo of the Arab nations.

The chemical industry now faces severe feedstock supply questions and a great
deal of doubt about the price level at which those supplies available may be
obtained. Resolution of the uncertainty surrounding world oil prices is antici-
pated-at levels significantly above where they were a year ago.

The United States depends upon Imported oil to a far lesser extent than do
Japan and our EuropeW'trading partners. In all Instances, petroleum require-
ments are bound to affect seriously the balance of payments position for those
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who must purchase on the world market. Because of foreign exchange pressures,
our trading partners must look to some combination of substantial export ex-
pansion and diminishing of imports. In the case of exports, this could easily
lead to appreciable subsidization. In the case of imports, they may have no
alternative to increasing restrictions thereon. Even before this crisis arose, our
foreign trading partners were substantially dependent upon export sales. There-
fore, the increasing exchange burden of future oil purchases can only emphasize
the increased threat of subsidized exports. As the Congress considers this legis-
lation to diminish trade barriers, It must be borne in mind that the United
States would be seeking long-term commitments of relaxation in trade barriers,
relaxations which our trading partners may be unable to meet.

Accordingly, we believe that the authority to reduce duties above 5 percent
ad valorem should be limited to 50 percent. Duties over 25 percent ad valorem
should not be reduced below 15 percent ad valorem. The breadth of authority
within these limits above is substantial and should provide U.S. negotiators with
ample discretion to negotiate successfully.

ADVICE oM INDUSTRY

The public hearing procedures to develop advice within the government are
quite helpful and necessary as far as they go. The Tariff Commission, the Trade
Information Committee of the Office of the Spceial Trade Representative, and the
efforts of the various Administrative agencies actively encourage views from
the interested public. H.R. 10710 recognizes the importance of these procedures
in sections 131-135. No better source of advice exists than that available from
informed industry experts on the likely Impact of proposed actions on their
industry. We respectfully urge that this Committee retain section 185 which
requires industry consultation throughout the entire negotiations procedure
wherever such advice could be appropriately given. We believe that had this kind-
of liaison existed during the Kennedy Round, the chemical sector might have
received more equitable treatment. We cannot stress too much how importantly
we regard the utilization of this kind of advice.

Representatives of the chemical industry over the past several years have
actively proposed a positive role for industry advisors, with substantial en-
couragement for the proposal from within the Administration wherever offered.
Along with a number of other chemically-related trade associations, we have es-
tablished an advisory structure for liaison with the Special Trade Representa-
tive, Ambassador Eberle, in conjunction with the GATT negotiations. We would
endorse any language in the bill that encourages arrangements of this nature,
especially in requiring two-way consultation on advice so developed.

CONGRESSIONAL ADVISORS

Section 161 of H.R. 10710 requires the delegation of congressional advisors to
trade negotiations. We encourage a formal congressional advisory structure to
take an active part in trade policy implementation, reporting on accomplishments
to the Congress and recommending on the-appropriate method of review for those
matters requiring formal congressional attention.

RECIPROCITY WITHIN sEOT0R

The inequities surrounding the Kennedy Round 50-20 deal on chemicals point
-up another matter which we regard as important-the maintenance of reciprocity

within sectors during the negotiation process. Although restoration to a level
equivalent with former status may not be practicable, nevertheless the repetition
of any such patently one-sided arrangements in any sector should be avoided.
Naturally, we within the chemical industry have registered complaint regarding
such Inequity.

As we look back on developments, it Is interesting to note that our trading
partners managed to establish new barriers to the flow of U.S. farm Qommodi-
ties, with the European Community playing a leading role in this .regard. It
makes little sense to overpose the products of industry for some illusory or dis-
appearing advantage for agriculture. We recognize that complex trade negotia-
tions cannot be strictly governed by a quid pro quo requirement. However, inso-
far as is reasonably possible, we urge that reciprocal benefits be sought on a
sector-by-sector basis. We believe the House-passed bill deals fairly with this



1818

issue, and we encourage the Committee to build on the appropriate language In
section 102 of H.R. 10710 expanding the concept to embrace as much as possible
each sector negotiated for tariff as well as nontariff barriers.

NONTARIFF BARRUIUS

Section 102 of H.R. 10710 directs the President to seek arrangements for the
removal of nontariff barriers. We feel this may be an extremely important issue
for many U.S. exports. How nontariff barriers are defined and how broadly this
authority may be exercised would determine its effectiveness In removing trade
deterring effects. It seems appropriate generally for arrangements negotiated by
the President to accomplish nontariff barrier removal, to be subject to prior
review by this Committee and also by the Committee on Ways and Means and
to subsequent review by Congress.

A major matter of interest to the chemical industry would be the potential
elimination of the American Selling Price (ASP) provisions. We believe that
elimination of ASP should provide the benzenoid sector with equivalency of pro-
tection. Any such agreement should, of course, be subject to the congressional
review procedures. Any prospective shift from the present valuation system to
that of the Brussels Tariff Nomenclature (BTN) similarly should require affirm-
ative congressional approval. In both these instances of conversion, careful
study is required to develop a program providing the necessary equivalency of
protection. In the schedule proposed for the forthcoming round of GAIT negotia-
tions, there does not appear to be time for a sufficient examination by the Tariff
Commission. In the current BTN investigation, haste would serve poorly the
interests of those industries whose products are more intricately bound in com-
plex tariff rates and classifications.

IMPORT REIEF

Title II deals with import relief resulting from disruption due to fair foreign
competition. MCA agrees with the easing of criteria for determination of eligiblity
for Import-lelief. The concept of relief envisioned by the Trade Expansion Act of
1982 has not been adequately tested for effectiveness because of what proved to
be extremely limiting criteria determining qualification for relief. We agree that
there should be no causative linkage between increased imports and past trade
concessions as a required qualification for relief. We also agree that increased
imports need not be the "major cause" of serious injury or threat thereof. The
"major cause" of injury has been interpreted to mean the single cause greater
than all other causes combined. This interpretation is unworkable conceptually
and statistically. Its replacement by the criteria of "substantial cause" defined
in section 201 as meaning a cause which is important and not less than any other
cause will make available the relief provisions of the Act when they are legiti-
mtely required.

We agreeAhat no specified numerical criteria are appropriate for triggering
prescribed safeguard actions. Each case Is unique in the competitive situation
confronted as is the appropriate remedy. Each should be dealt with by a range
of options such as provided for in the bill. We feel that under section 201, the
Tariff Commission, whenever it reaches an affirmative finding of injury or threat
thereof, should be required to make a further investigation as to the reasons for
the increased injurious imports.

UNFAIR TRADE PRACTICES

Relief from unfair trade practices that reduce export markets may be ex-
pected to become an increasingly important need. An effective remedy for such

-actions will be difficult to find. Section 252 of the Trade Expansion Act provided
authority to deal with these problems. But in the almost twelve years that this
authority has been available, It has been used only once-in the celebrated
"chicken war." A unilateral authority may not provide the most effective way
to resolve inequity. Instead, emphasis must be placed on appropriate international
forums such as GATT for the arbitration of unfair trading practices.

To support this international effort, specific authorities should be available to
the President, and we endorse the proposals included in section 801. We espe-
elally commend the new direction to confront and deal with unfair practices Of
trading countries that place our trading position In third country markets at a
disadvantage. ...
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Both congressional and industry liaison with the executive branch authorities
will be an Important part of any effective program to deal with this area of
trade discrimination.

ANTIDUMPING AND OOUNTMVALNG

We support the procedural changes to the Antidumping Act in chapter 2 of
title III and the strengthening of the countervailing duty statute In chapter 3.
We also support section 341's proposed limitation of section 337 of the Tariff
Act of 1930 to patent infringement cases with an appropriate review forum in
the Court of Customs and Patent Appeals.

BALANCE OF PAYMENTS AUTHORITY

Despite two devaluations In the last several years, the U.S. dollar remains in
an uncertain condition. Department of Commerce reports have Indicated an
optimistic turnaround in the U.S. foreign trade statistics for late 1978, and
more time will be needed to see the solution of our national payments problems as
well as to meet expanded petroleum requirements at elevated price levels. This
state of affairs highlights the need for the President to have standby emergency
authority to deal with payments crises where action in the trade sector may be
in order. This Is favorably provided for in section 122 In terms limiting the use
of this authority as well as requiring continuing review to determine when a
crisis has passed.

"IHOUSEREEPINO" AND COMPENSATION AUTHORITY

In the administration of any continuing trade program, there are bound to be
individual agreement problems cropping up from time to time which will require
minor negotiating adjustments. It makes little sense to allow such to lead to major
upheavals or realignments because of the absence of some standby authority for
d-aling with them. Chapter 2 of title I addresses this problem by providing the
President with a continuing discretion for such adjustments. Section 124 dele-
gates to the President authority to decrease duties by 80 percent for dealing with
import relief problems. Consistent with the dimensions of "housekeeping" au-
thority sought in section 125, we believe a 20 percent limit on such reductions to
be adequate.

INFLATION AUTHORITY

In section 128, H.R. 10710 proposed temporary Mduction of import barriers
by the President to restrain Inflation. While an action under this section Is lim-
ited to not more than 150 days' duration, It could affect'up to 30 percent of U.S.
imports. Despite the bill's admonition that the President take such actions only
where they would not be harmful to some segment of the economy or to the na-
tional security, the potential Impact of this authority could be substantiaL This
legislation Is designed to promote U.S. trade, and insertion of this nontrade
matter appears inappropriate. Accordingly, we recommend deletion of section 123.
We recognize the importance of dealing with Inflation, but believe that It should
be taken up as a matter of separate concern by this Committee.

TITLE 1. CHAPTER 3-HEARINGS AND ADVICE
Section 133 requires the President to hold public hearings for act6Wb under

chapter 1 and sections 124 and 125 In this title. Absent is any requirement for
hearings on proposed actions under the balance of payments authority in section
122 or the Inflation authority of section 123. We hope that section 128 will be
deleted. In any event, we do recommend that not only_ should hearings be held
for all actions proposed-under this title, but that the requirements for hearings
and advice be the same as required in chapter 8 of title I.

EAST-WEST TRADE

H.P. 10710 proposes In title IV to authorize the President to extend"most-
favored-nation treatment to countries now denied same if, in his judgment, such-
action would promote the purposes of the Act'apd serve the national interest.
Utilization of this authority could make the products of Communist na.40ns
eligible for the lower most-favored-nation tariffs on entry lntd the United States.
We in the chemical industry can visualize significant market opportunities this
would provide for the export of our products. We believe that the attention the
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President must give national security considerations, together with the market
disruption provisions of section 406, should adequately deal with any real prob-
lems domestic producers might encounter due-to the domestic market impact of
goods from those countries. Section 405 may be needed since the general provi.
sions for relief from import disruptions might not be adequate in dealing with
the state trading organizations of the socialized nations.

However, the House has decided to preclude utilizaton of this title for those
countries which restrict the emigration of their citizens. We feel this Issue
merits individual attention outside the scope of any trade legislation.

PREFERENCES FOR LESS DEVELOPED COUNTRIES

The generalized system of preferences for less developed countries as proposed
in title V merits support. We agree that the extension of such preferences should
be contingent upon a comparable effort on the part of other major developed
countries, and that receipient countries must not accord preferential treatment
to the products of other developed countries. We agree with the exclusion from
preference eligibility of sensitive products which are subject to import relief
actions as provided in section 203 of this Act and in section 351 of the Trade
Expansion Act of 1972. The ten-year commitment of section 506(a) appears
excessive. Preferable would be a three-year commitment similar to the reduced
tariff commitments under the General Agreement with extension thereafter auto-
-ratic unless cancelled upon six months' notice. Instead of a Presidential review
and report to the Congress after five years, the President should report to the
Congress after three years, and perhaps annually thereafter, on the effect of
th-se preferences on the domestic economy and on the degree to which our trad-
ing partners are adhering to their obligations in this area of joint international
cooperation.

Senator CuRis. Our next witness is Mr. Vaughn Border of Out-
board Marine Corporation.

Mr. Border, we weLome you here. Will you give the reporter your
full name and where you reside and your business connection, and
then'we shall have your two associates identify themselves.

STATEMENT OF VAUGHN E. BORDER, DIRECTOR- OF MARKETING,
OUTBOARD MARINE CORP., ACCOMPANIED BY CHARLES 0. VER-
RILL AND DART S. FISHEI,_ COUNSEL

Mr. BORDER. My name is Vaughn Border. I am director of marketing
of OMC Lincoln, a division of Outboard Marine Corp. We are manu-
facturers of Cushman golf cars.

Mr. VERRILL. My name is Charles Verrill with the firm of Batten,
Boggs, and Blow. We are counsel to Outboard Marine Corp.

Mr. FISHnER. My name is Bart Fisher. I am also with Batten, Boggs,
and Blow.
' Senator CuRTIs. Mr. Border, we in Nebraska are very happy with
the long record of Cushman Motor Works and products which appear

-in all parts of the United States, and are in sympathy with the prob-
lems they face in the field of international trade. We are very happy
to have you here to present your statement.

You may proceed.
Mr. BORDER. Thank you, Senator Curtis. We appreciate your

concern.
I would likelto state at the outset that Outboard Marine Corp., in

essence, supports the trade bill, and that we are in favor of such legis
lation. We do, however, in the golf car industry have a peculiar prob.
lem which we would like to explain to you and answer any questions
you may have.
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The golf car industry began about the middle 1950's and continuedto grow at a modest rate to about 1970. There are some 17 manufac-turers in the industry now, or were about a year ago, at least. Thepeculiarity of this industry is primarily in the fact that practically allsales of golf cars throughout the world as of this moment occur in theUnited States. There is a smalfmarket in Canada, it is probably lessthan 10 percent of our own. There is the beginning of a small marketright now in Japan. But this has only been going on the last 6 months"
or so.

As of this moment, there are very few golf cars actually in existencein Japan. There is a sprinkling of golf cars in the United Kingdom,but only a very few. The golf car is the product of an affluent societythat is quite interested in the game of-golf. As a result, the only truemarket for golf cars in the world right now is in the United States.The manufacture of golf cars was limited to United States manufac-turers until recently. In 1970 all the manufacture was domestic. Be-ginning immediately thereafter, a golf car began to be imported intothe United States that was manufactured in Poland. The golf caris a direct copy of one of our principal competitors; in fact, the copyis so great that it is difficult to tell them apart even if-you are in the
industry.

In 1970, there was no foreign- import. By 1973, this had grown to15 percent of the industry by our estimate. Incidentally we calculatedquickly as best we could the employment involved in the manufactureof golf cars, and we estimate that each worker in the golf car industryproduces about 200 units a year. Total shipments of new golf cars
annually are about 55,000.

So this would indicate that there are some 2,200 to 2,500 employeeswithin the United States who rely on the golf car industry for theiremployment. .
7.s Imentioned a moment ago, we estimate right now that the Polishgolf car is 15 percent of our total sales in 1978. We project that theywill probably reach 22 to 25 percent in 1974, and I shall explain briefly

why that is true. -
The rate of growth of golf courses within the United States is about3.5 percent annually, and has continued at that rate for the last 8to 10years. However, there has been one significant change in the type ofgolf courses that have been established 'n the last fev years In recentyears, they are far more likely to be involved in a land developmentoperation rather than to be am independent country club. This meansthat the management of the club is far more profit-oriented than theyare concerned about the comfort and desires of the membership.
This has implications on the purchase of golf cars, which Y shallexplain briefly. One other statistic you should know first. Golf car salesare quite unlike the automobile industry, for instance, because only15 percent, according-to our returns, are sold to individuals$ In otherwords, 85 percent of all golf car sales are in fleets to country clubs.Now, the Polish golf car normally, sells at $!50 to $200 less per unitdelivered to the club than domestic models, and if -youimultiply thatby the size of the average fleet, which is about 30 golf s, you findthat we are quoting of a differential of $4,000 to $6,000 per fleet.tO aland development company whn is just beginning their own golfcourse, these are quite important figures, and they very frequently buy

the less expensive golf car.
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We also estimate that sales of Polish golf care should skyrocket in
the next 2 or 3 years if something is no done, because once they get
a good parts availability and service availability within this count ,
many clubs who would not considerthem at the outset may very W I
do so later on.

We have two basic recommendations, gentlemen. The first recom-
mendation, and by far the preferred one from our point of-view, is the
-eurtis bill, S. 2374. This bill provides that the fair market value for
the purpose of assessing antidumping duties would be based on the
ex-factory U.S. sales price of golf cars.

Now, you may say at the outset that this is in contravention to our
general attitude of obtaining costs in the country of origin, and it is
a good point. The problem there is that the only good cost figures that
we are likely to be able to develop are cost figures that you would
develop in this country.

Our second recommendation would be to give the Treasury explicit
authority to calculate a constructed value in the controlled economy
country, and this would require an amendment to tho Trade Reform
Act. As I mentioned a moment ago, these figures could he very difficult
to obtain. The controlled economy countries. as I understand thems are
not necessarily operated on a profit-making basis, and It is quite pooi-
ble that they do not even develop-a product cost In their ac& nting
procedures as we know them in our country.

Therefore, our request could be some, thing that they do not even
have.

Second, if they have it, it might be quite difficult to obtain it, and
if we obtained it, there would be some question as to its accuracy.

Our third recommendation would be under title IV of the Trade
Reform Act that the market disruption section be strengthened and
that it apply to all controlled economies, whether they are most favored
nations or not. They specifically should include Poland and Yugo-
slavia. We feel that this was a serious drafting mistake in the original
draft of the bill.

Section 405 of the bill provides that the Tariff Commission provide
remedies if there is market disruption, and the definition of market
disruption is that. (a) itb substantial; (b) there be a rapid increase
both in percent of market and in absolute units; and (c) that the sale
be at substantially lower prices. The bill also provides that material
injury be proved.

We feet that this provision is unnecessary, and history indicates
that those who have attempted to seek relief under this section have
found material injury very difficult to prove. We feel that the material
injury section should either be removed entirely or made to apply
on the basis of a de minimis ir' ry standard.

I timed that pretty well apparently. I want to thank you gentlemen
for your time. T shall be happy to answer any questions you might
have.

Senator Ctrms. May I say that you are the final witness on this
panel this morning. If you have something further y6 ff were about to
add before the bell, please proceed.

Mr. BoRDER. No, Sir; I had just finished.
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Senator Cumnis. I would like to get a clear picture of this situation.
These Polish golf carts retail, or sell rather for $150 below comparable
products in this country?

Mr. BORDER. It is common in the industry to quote each country
club separately. It is virtually impossible to say that it is a specific
figure each time. But the range is from $150 to $200.

Senator CURTIs. Yes.
Now, at the present time, what duty, tariff, is applied to a Polish

import?
MIr. BORDER. 3 percent.

- Senator CURTIs. And what is that based on?
Mr. BORDER. The automotive category is my understanding, sir.
Senator Cuwis.That is its origin in the Tariff Act, the automotive

tariff?
Mr. BORDER. Yes.
Senator Cuwrns. But 3 percent of what figure?
Mr. FIsnER. Golf carts presently are classified as a recreational

vehicle, and the 3 percent tariff is levied on the price that it is delivered
into the United States, to the port.

Senator CuRTIS. I see.
In other words, it is based upon what the Polish say their price is?
Mr. FisHER. That. is right.
Senator Cutrrs. Now, in countries that have a free economy, private

entorpriso economy, is it possible to ascertain a reasonable amouiit of
figures as to what their costs and prices really are?

Mr. BORDER. It would be possible, sir, but the level of believability
would be quite questioned for this reason: certain components of that
product are very technical, very difficult to build. I shall giV-6 you two
examples. Either an engine or a differential are very difficult to manu-
facture, and if you went to a company and said, what would it cost
you, hypothetically, to build this product, they could not really give
you an accurate answer unless you were prepared to spend thousands
of dollars to employ their engineering and production staff to really
look into it; precisely how they would build each one. of these com-
ponents, how they would assemble them, how they would test them.

Senator CuRTms. What I am trying to do is build an example here
of just what actually takes place when this Polish golf cart arrives here
subject, to a 3 percent tax on what they say is the price-

Mr. BoRDER. That is correct.
Senator CurTiS. And at least in a controlled economy, there is no

practical way you can question what that price was ?
Mr. BomR.That is our feeling, yes.
Senator Curies. And that is the price that they offer to dealers, or

do they use dealers I
Mr. BoRD.R They use distributors-that is their term. Four of those

distributors are actually importers. They divide the United States
geographically, and it is up to. them to either sell directly or estab-
lihh other distributors, i

Senator Cuu'ns. Now, what is the range:of price that-yowfwould es.
timate one unit that they would apply that3Sereent tax t I

Mr. BORDEyR. Those figures are available, Sir, because the-mily auto.
motive products imported from Poland are golf, cArts,

30-229-74-pt. 4- 19
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Senator CURTIS. What does it amount to?
Mr. FISHER. The average price of the Polish cart moving into the

United States through the importer last year was $383.
Senator CuRTis. $383?
Mr. FisHtn. Yes, sir.
Senator CURTIS. About $11.50 tariff?
Mr. FIsIIFR. Yes, sir.
Senator CmRis. Now, if we enact the bill that I have introduced,

S. 2374, what would be the results of the-how much tariff would be
charged?

Mr. FISHER. We1, under your bill?
Senator CURTIS. Take it through step by step. -
Mr. FISHER. Sure. Under your bill, you would permit the calcula-

tion of the home market value to be based on what it would cost to pro-
duce a similar product here in the United States. So let us say in the
case-I think it. is around $800 to $900 'here in the United States. So
that percentt tariff would be levied on-well, the point is that the 3
percent tariff would continue to be levied for whatever the Polish peo-
ple moving the golf carts into the United States say that their price is.

However, your bill goes to the problem of dumping, the antidumping
law of the United States. We have two levels here.

Senator CuRris. Yes.
Mr. FisHiER. Now, that is the problem conceptually. So the 3 per-

cent tnriff will continue to apply to whatever the Polish are selling it
to the importer here in the United States for.

However, step two is forzthe purposemof the antidumping law, the
home market value that we would use in order to calculate the margin
of dumping, which is the difference between the foreign market price
and the U.S. market price, would be the price in the United States. In
other words, under your bill, we would construct a home market value
in Poland based on what it would cost to produce a similar product
here in the United States.

So if there were an affirmative dumping determination, you would
have, No. 1, the 3 percent duty -which is presntly under the antidump-
ing laws in the United States; and No. 2, we vould have a dumping
duty equivalent to the margin of dumping, which we would then be
able to calculate under your bill.

The problem presently is that under the dumping laws in the United
States, if you have an alleged dumping situation from a controlled
economy, the Customs will permit you to construct. a value based on
what that similar product sells for'in a noncontrolled economy. And
usually they pick a country in Western Europe, France, or Germany.
The problem here is we have a unique situation. We only have twd pro-
ducers in the world, Poland and the United States. Therefore, there
is no other third country on which a constructed value abroad could be
made. And we have a vacuum or a void here in the law that has been
pointed out by commentators and people who are in the field.

What we aresaying is let us amend the dumping lae one way or
another. We prefer your bill because your bill gives us certainty, and
it is easy to prove because we can be sure of our figures in the United
states.

Senator Curris. Senator Packwood I
We have a rollcall, but I think we can make it after the second bell.
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Senator PACKWOOD. I do, too.
What you are suggesting is that we implement an American selling

price for these carts based on manufacturing costs, because we have no
other basis on which to compare it?

Mr. BORDER. Yes.
Senator PACKWOOD. Who else sells golf carts besides Cushman?
Mr. BORDER. There are 17 manufacturers. Several of the larger manu-

facturers would include Harley-Davidson, Easy-Go.
Senator PACKWOOD. Are you the largest?
Mr. BORDER. We are one of the largest, sir.
Senator PACKWOOD. Let me get some quick figures from you. You

indicate that in 1973, 6,000 Polish golf carts-which is 15percent of
the market?

Mr. BORDER. Correct.
Senator PACKWOOD. I calculate that has to be about 34,000 remaining

sold?
Mr. BORDER. About 55,000 totally sold every year.
Senator PACKWOOD. 55,000?
Mr. BORDER. Totally; you have 34,000 on-top of the 6,000.
Senator PACKW OOD. That is40,000.
Mr. BORDER. 55,000 is the total number of golf carts sold in the

United States, gasoline and electric. Polish golf cars account foF 15
percent of the U.S. electric golf car market.

Senator PACKWOOD. Let me get into the last part of your statement
about material injury and disruption of the market.

In 1970, the Poles had none of the market. In 1973, they have 6,000
of whatever is sold. How much have the domestic sales gone up from
1970 to 1973?

Ir. BORDER. Virtually none at all.
Senator PACKWOOD. Not at all?
Mr. BORDER. No.
Senator PACKWOOD. How does it happen that the Japanese have

never gotten into this I
Mr. BORDER. The Japanese produced a couple of prototypes. They

actually put them into this country and nothing came of it. Perhaps
the market is not big enougLto interest them; I do not know.

Senator PACKWOOD. I should think they would take a wheel of a
small Toyota.

I have no other questions, M r. Chairman.
Senator CuRTs. I regret that we have to go to the floor for a roll-

call vote, but following through the questions that I was proposing
to show just what would take place if this measure were enacted, if
there is any further addition or clarification to make--because our
staff and the other members of the committee will be looking at this
recordwhen this matter is called up-I would be ver pleased if you
would add any material that you choose to show in dollars and cents
what you face now and what you are seeking and an explanation of it.

We thank you very much for your attention.
Mr. BORDER. Thank you. We appreciate your time. 
Senator Cuwris. The committee is recessd utl tomorrow morning

at 10 a.m.
[The nrevared statement and-a letter to Senator Paokwood of M.

Border follows. Hearing continues on p. 1329.]
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PREPARED TESTIMONY OF VAUGHN BORDER, DIRECTOR OF MARKErINo,
CUSHMAN VEHICLES. OUTBOARD MARINE CORP.

1Mr Chairman: My name is Vaughn Border. I am Director of Marketing for
Cushman vehicles and am responsible for the sale of golf carts that are pro-
duced by Outboard Marine Corporation. We generally support the Trade Re-
form Act of 1973 and regard it as constructive legislation which will hopefully
lead to a more open world economy.

In my comments today, I would like to draw your- attention to a practical
problem that arises form trade with the state-controlled communist economies,
the so-called non-market economy countries. Specifically, in training with those
non-market economy countries, there is a potential for sales below fair market
value in this country from which American manufacturers are not adequately
protected by either the existing antidumping laws. or the legislation pending
before you. This problem is- of particular concern to us at this time because the

_ Trade Reform Act would give the President authority to grant many non-
market economy countries Most-Favored-Nation (MFN) treatment which all
such countries except Poland and Yugoslavia are now denied. The grant of
MFN treatment to non-market economies such as the U.S.S.R., Czechoslovakia
and hungary will expand East-West trade and therefore increase the possibility
of dumping from such countries.

We are presently in the process of preparing and presenting to the Treasury
Department a complaint alleging that golf carts manufactured in Poland are
being sold in this country at "less than fair value." The problem which we con-
frmt in this action, however, is that there is no real market for golf carts in
the world other than the United States and the only two significant golf carts
manufacturing countries are the United States and Poland. Accordingly, the
normal procedures ued by the Treasury Department to ascertain whether or
not "less than fair value" sales, or dumping, are occurring do not apply. The price
that is generally used is the internal or external sales price-in a nowcontrolled
ceonomy where a similar product is produced. As I have Just stated, however,
we are in the position of having no other uncontrolled economy that produces
significant numbers of golf carts to use as a referent. We are urging the Treas-
ury Department to calculate a constructed value for golf carts in Poland, under-
the present antiduiping law, but this Is an uncharted area and precedents are
lacking. Nevertheless the problem is real.

Let me give you an example of what has occurred under the present statutory
framework. There has been a devastating market Influx of golf carts from
Poland into the United States in recent years. In 1970 no electric golf carts
from Poland were exported to the United States. By 1973, at outrageously low
prices that we believe are at "less than fair value," or dumbping prices, 6,087
golf carts were imported into the United States, accounting for 15 percent of the
U.S. electric golf carts market. In other words, we believe that Poland has
taken over 15 percent of the U.S. electric golf cart market through dumping.
However, we are in a dilemma because antidumping laws does not clearly
address the situation where a communist country and the United States are
tho only producing countries and the United States is the only true market in
the world for the product in question.

In order to improve the Trade Reform Act of 1973, and the administration of
East-West trade relations after the enactment of the Act, we propose that three
approaches to our trading problems with controlled economies be considered :

1. The first avenue of relief that might he considered when a controlled economy
and the United States are the only producers of a product marketed solely in the
Inited States and dumping Is alleged, would be to base flie home market price
on the cost of producing the product-tnvolved in the United States plus the stand-
ard profit specified in the constructed value provisions of the antidumping law.
This approach is suggested In S. 2374, introduced by Senator Curtis on September
5, 1973. Under the Curtis bill when the evidence is not available upon which to
base a "foreign market value," the cost of producing a similar article at its place
of manufacture in the United States would be ascertained by the Secretary of
the Treasury, and would be used as the "value" for the purpose of calculating the
antidumping duty. We feel that use of U,& costsJ6 Justified in these circumstances
simply because no other price is available unless a constructed value is calculated
for the Item in the communist country itself.

2. The second approach would be to provide the Department of Treasury with
explict authority to calculate a constructed value in the communist country
itself when there Is no true market for the pro4unt involved other tian the United
States. We believe that this should be an amendment to the Trade Reform Act
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of 1973, and would fit logically under the technical amendments to -the Ati-
dumping Act of 1921 In the trade bill.

3. The third approach that we suggest is consistent with the prior 'two and
would greately strengthen the trade bill. We propose thaLthe portion of Title IV
that deals with "market disruption" as a result of community country imports be
strengthened substantially.

First. the system should apply to all non-market economies, and not just those
grantedMFN treatment under Title IV of the trade bill. Poland and Yugoslavia,
which have already been given MFN treatment, would be exempted from the trade
bill's East-West Trade "safeguard" system as it is presently written. This -would
obviously be inequitable, and we feel that this was merely a technical drafting
mistake, but one that is serious and should be corrected.

Our second critici-sm of the East-West Trade Safeguard system deals with the
criteria of injury to domestic interests. Section 405 of the trade bill provides that
the Tariff Commission can propose remedies if it finds both_market disruption
and material injury from communist country imports. Market disruption would
be found to exist when Imports are substantial, are Increasing rapidly both
absolutely and as a proportion of total domestic consumption, and are offered at
prices substantially below those of comparable domestic articles.

We believe that the market disruption test alone is sufficient, and that the
"material injury" test Is redundant and unnecessary. Accordingly the "material
injury" test should be eliminated from the bill. If the test of "material injury"
is not removed from the bill, U.S. Industries might be in the position of not being
able to obtain needed relief even if market disruption was proved if materiall
injury" is administratively defined In a way that is impossible to prove. As this
Committee will recall, dumping cases in years past were very difficult to prove
because the Tariff Commission applied a material injury test that has since been
discarded. Therefore If the Injury trst is retained the injury requiredto be proved
should be dc minimis. As an alternative the concept of market disruption could be
eliminated and the concept of "injury" retained. That injury, as stated above,
should be de tMnimis in nature, and not material.

Mr. Chairman, we have tried to address our comments to the trade bill Itself,
proposing changes to provide for the type of economic competition that I have
described and which will be increased after Most-Favored-Nation treatment Is
granted to more non-market economies. Our country must have fair trade as well
as free trade. Thank you very much for listening to my remarks today. I wil[ be
glad to try to answer any questions you might have.

OMC-TANcorN.
Apill 11, 1974.

Hon. ROBERT W. PACKWOOD,
U.,. ,etate,
63127 Dirkaen Senate ODfce Building,
WashMngton, D.C.

DEAR SENATOR PACKWOOD: Please accept my thanks for taking time from your
busy schedule to listen to my testimony regarding the dumping problem we are
presently experiencing from Polish golf cars in the United States.

You questioned an apparent discrepancy in my figures, and, at the moment, I
couldn't account for it. Subsequent Investigation cleared it up quickly, however.

Polish golf cars presently constitute 15% of all the electric golf cars in the
United States. We analyzed our statistics in that matter because the Polish
presently manufacture only an electric golf car. We hear rumors, however, that
they are presently working on a direct copy of a U.S. manufactured gasoline-
powered golf car and that they will have it on the market within a few months.

Whether they produce a gasoline-power golf car or not, we feel this unfair
foreign competition is having a devastating effect on the domestic golf car manu-
facturing market, Senator Packwood, and It will undoubtedly get much worse
rapidly, unless some legislative protection Is provided by the Trade Bill. We
support equitable world commerce, but certain safeguards from unconscionably
low-priced foreign products must be provided.

Attached Is a complete set of figures for new golf ear sales, both gasoline- and
electric-powered for 1978 and unit and percent share-of-market figures for the
Polish import. If you have any further questions, I will be happy to try to answer
them.

Thank you again, Senator Packwood, for your Interest.
Sincerely,

VAUOHN ][. BORDEa,
Director of Marketing.
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GOLF CAR INDUSTRY SHIPMENTS, 1972-73

Total Polish share of
&olins Total electric total electric

Total powered powered Polish electric (percent)

1972 ................................. 47.300 17.400 32.700 2,809 9

1973 ................................. 54,500 20,200 40.387 6,087 15

Source: National Golf Foundation, Department of Commerco-Polish gOlf car information.

[W, hereupon, at 11:40 a.m., the hearing recessd until 10 a.n., Fri-
day, April 29.]
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FRIDAY, MARCH 29, 1974

U.S. SENATE,
COMMITTEE ON FINANCE,

Wa8hington, D.C.
"he committee met, pirsuant to recess, at 10 a.m. in room 2221,

1)irksen Senate Office Building, the Honorable Vance Hartko pre-
siding.

])resent: Senators Long (chairman), Hartke, Ribicoff, Packwood,
and Roth.

Senator HARTRE. Good morning. Today, we are going to resume
licarings on H.R. 10710, the Trade Reform Act.

Our first witness will be I. W. Abel, President of the United Steel-
workers of America. Mr. Abel is appearing as head of his union and
also on behalf of the Industrial Union Department of the AFL-CIO.

Mr. Abel, the 5-minute rule will be in effect here in the first round
of interrogation. Let me say to you that I have a conflict this morning,
as I have told you personally. I am chairman of the Veterans' Affairs
Conmittee and I have hearings scheduled to )egin immediately up-
stairs. We have a whole room full of people up there and I have mixed
emotions. On the one hand, I want to be here listening to your testi-
mony because, vou have been such a staunch supporter of trade princi-
)les" which I think are very important and I support myself. On the

other hand, I think that it is vital that my Veterans' Affairs Com-
mittee prod this administration into giving something other than
rhetoric to the veterans of the Vietnam war. So, Mr. Abel, if you
-will proceed, we will be glad to hear from you.

STATEMENT OF I. W. ABEL, PRESIDENT, UNITED STEELWORKERS
OF AMERICA, AFL-CIO, ACCOMPANIED BY JACOB CLAYMAN,
SECRETARY-TREASURER, INDUSTRIAL UNION DEPARTMENT-
AFL-CIO

Mr. AriE4. Thank you, Mr. Chairman. I want to point out that ac-
companying me this morning is Mr. Jacob Clayman, secretary-
treasurer of the jndtistrial union department. I want you to know
that we appreciate this opportunity to appear before this committee
and express our views on this trade bill.

Mr. Chairman, the development of an effective and constructive
foreign trade policy is one of the most important and most diffi(,ult
issues facing' the Nation and the Congress today. I am grateful to this
committee for the opportunity to testify today on this important sub-

(1329)
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ject on behalf of the United Steelworkers of America, AFI-CIO, and
the inldustrial union departimeiit of li e AFI 1-CIO.

I am particularly pleased bevauise I think that in recent months the
position of the labor movenwnt, in regard to foreign trade policy has
often been misunderstood, or misinterpreted. We are not isolationists.
We are certainly not against foreign trade, nor are we against inter-
national coolperat ion in the econonic sphere as well as in the political
arena. III tile I'1), hIowever, 0111 first concern is to adlvallce the initer-
est of working men and women-and particularly to advance the in-
terests of working mnen and women in the United States. FIor us, this
fieans a primary emphasis oil jobs an(d job security, but it also means
that we are con-'rned with overall economic and social objectives in
the I.'nited States.

Otr concern with foreign trade policy is directly related to our con-
cern with the economic and social health of the United States. There-
fore, we cannot, su)port, policies which seem to us to he (letrimental to
th economic and social well-i ing of this country even though they are
wrapped in red, white, and bhle bunting, or are tagged with the out-
worn labels and code words of another era. To a large extent, this is
what has hapl)ened.

For the past 3 years or more we have consistently argued that our
present foreign trade policy is not helping us to build a strong and
healthy domestic economy, but in fact has had the opposite effect.
Jobs are being lost to imports. U.S. industry is being en-
couraged to invest overseas rather than in the United States because of
tax incentives or other nation's discriminator trade practices, or both.
The erosion of the U.S. industrial base continues. And our
jobs, income, and even the quality of our life seems to be more and
more dependent on the profit-motivated decisions of increasingly
powerful multinational corporations whose activities are not subject to
any kind of control. Under these circumstances, we believe our con-
cern is justiied.

But. I would like to speak to the legislation which you have before
you. The Trade Reform Act is claimed by its supporters to provide the
answers to the chief trade problems facing the United States. It is
supposed to (leal with the issues involving the elimination of barriers
to tho free movement of UT.S. products in world trade, and
the trade related disruptions that have severely affected some in-
dustries anl workers. But that claim is a delusion. The Trade Reform
Act. does not provide. the answers because it fails to attack the basic
causes. In addition. since the time when the legislation was drafted and
developed, the world of international trade and finance has been hit by
a fidal wave of change-clange which the present legislative pro-
posal scarcelv recognizes. As a result, the legislation, which was already
inadequate, is now obsolete. We are left with a situation where the
!as'o factors which lie behind our trade problems remain un-
t oilid-tlhe problems reinain unresolved.

U.S. products are still subject to discriminatory trade practices by
other nations.

These include such practices as the imposition of nontariff barriers,
special tax levies .xnort subsidies, and preferential tradina blocs. As a
result, U.S. exports have been hampered, and U.S. companies acting in
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coml)letoly logical self-interest have been encouraged to export tech-
nology and capital instead of products.

The tax incentives to overseas investment are still in force. Ac-
cordingly, it is still more profitable for U.S. based multinational com-
panies to increase investment overseas than it is to increase investment
in the United States. That these companies take advantage of these
incentives should certainly not come as a surprise to anyone.

We still cling to the myth that the free market principle of compara-
tive advantage will work. The fact is that the development of managed
economies and of monopolistic industries, such as the oil industry,
have long since relegated such theories to the scrap heap.

As a result of this sort of head-in-the-sand attitude and our lack
of attention to the basic causes of our international trade problems, we
have a situation which is unchang ed from that of 3 years ago.

The CHAIRMAN [presiding]. Mr. Abel, if I night interrupt you,
you could not be more right,. I agree that the principle of comparative
advantage must be carefully reexamined in this time of managed
economies and export controls. With regard to the oil industry-and
I say this coming f rom a State which produces more oil for its size than
any State in the entire Nation-we were led to believe that we could
get all that foreign oil much cheaper than we can nowadays. Those
who fought to let that foreign oil in are today complaining about the
price of it.. Foreign oil now costs twice as much as what we have in
this country. Just because they can produce it at 15 cents a barrel does
not mean that they will sell it. to you at that price. The OPEC nations
are organized, and are selling it for $10 or $15 a barrel, when it costs
15 cents to produce it.. So it turns out that the cheap oil is the expensive
oil to produce, the oil here.

Senator RimcoFF. Mr. Chairman.
The CHAIRMAN. Senator Ribicoff.
Senator RMicor. How do you do, M\r. Abel? As long as the chair-

man has gotten philosophical, may I interrupt?
The CHAIRMAN. Yes.
Senator RIBicoFF. One of the great myths we still have is the phrase,

"comiparative advantage." As a practical matter there is no such thing
any more, just as you can't really talk about free trade or protectionism.
The theory of comparative advantage certainly goes out of window,
not only from the chairman's comment, but when you consider how
capital: technology, management, can be shifted at will from nation to
nation. Workers without skills can be trained. When you combine them
with the latest machines, and computerized programs you can produce
goods with very little inaiipower. You do have completely different
economic trade problems in the world today. If a nation does not
have a. comparative advantage they substitute a quota system or other
methods to make sure that whatever disadvantaged they have is offset
with the protection that they need. What we are going to have to make
sure is that, it is not a, one-way street, with jobs and technology going
out of the United States and little coming in in return.

Mr. Anir,. Right.
Mr. RIBICOFF. I am glad you brought that up, because this is a very

important factor as we delve into this entire problem.
Mr. ABE,. 1Vell, Mr. Chairman, continuing, U.S. imports of manu-

factured goods are still rising.
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1 .S. tax ilwellti'es still (uo1li'age overseas private iivestnluit.
U.S. export, of capital and technology is still increasing.
The U.S. industrial base is still subject to erosion, and
U.S. jobs are increasingly vulnerable to the hard-nosed decisions

of evermore -powerful, and less controllable, multinational corpora-
tions.

If we are ever to achieve a balanced trade policy, we must begin to
correct some of the conditions which led to this imiibalance. The trade
policies proposed by the administration and encompassed in the trade
reform legislation you have under consideration will not accomplish
this purpose.

U.S. IMPORTS OF MANUFACTURED) GOODS STILL RISING

The improved performancee in the 1973 U.S. trade balance, although
a welcome development, does not )y any means signal the end ofthe
problem, nor the end of the IJD concern. The significance of the 1973
trade surplus is tempered by the fact that although exports rose, so did
imports. Not only was there an import increase, but it occurred at, an
accelerated rate. Yjast year imports rose by more than 24 percent com-
pared to a 22-percent increase the previous year and a 14-percent in-
crease the year before that. In addition, manufactured goods are taking
up an ever-increasing share of total imports, approximately 66 per-
cent of the total last year compared to only 52 percent in 1965. In other
words, the time has long gone when we could hill ourselves into com-
placency with the thought that, the U~nited States is primarily an im-
porter of raw materials and an exporter of manufactured products.
It, just isn't so today. Agricultural products have become our fastest
growing export, and, except for oil, manufactured goods have become
our fastest growing import.

A close look at the 1973 surplus makes this clear. This surplus in
effect. represents an $8 million shift, from a deficit of $6.4 billion in
1972 to a surplus of $1.7 billion in 1973. The biggest contributors to
this shift are food products, including grains, which account for ap-
proximately $5 billion of the shift. and other raw materials (exclud-
ing fuels) which make up another $2 billion. On the other hand, there
was virtually no change in the trade balance in manufactured goods
classified by materials suich as steel products, and a -Worseninz deficit
in the balaInce of miscellaneous manufactured goods which includes
such items as scientific goods, sound and photographic equipment as
well as footwear, apparel, and sporting goods. Although the trade
balance for machinery and equipment improved by $2.7 billion, half
of this improvement was accounted for by the aircraft industry-
which, of course, is in a special situation. The hard fact is that if it. had
not been for the .Russian grain deal, and the crop shortages through-
out the world which led to the tremendous increase in U.S. agricultural
exports, our trade balance would have remained in the red. With the
rising cost of oil imports, we can expect that last year's gains will be
quickly wiped out.

This rise in imports of manufactured goods is a serious concern
to the Steelworkers and to the IUD for three reasons:

First there is a direct loss of jobs by American workers. When
plants are closed down and the domestic'market supplied with prod-
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ucts manufactured overseas, the direct impact on U.S. employment
is all too painfully clear. As you all know, this has already happened
in many industries, most notably but not exclusively in the electronics
industry, the textile and garment industries my own steel industry,
the glass and pottery industries, footwear, o ice machines and many,
many others.

Second, we are concerned because the increase in imports represents
a loss of job opportunities. Imported manufactured goods replace prod-
ucts that might have been manufactured in the United States if U.S.
companies had made a management decision to supply the domestic
market from domestic sources. Increased imports, therefore, provide
a crude measurement of lost job opportunities. With our fast growing
labor force, and the chronic difficulty our economy has in creating
jobs fast enough to keep up with labor force growth, a loss of job op-
port unities is a serious matter.

Third, the increase in imports of manufactured goods is of con-
cern to us because it provides the clearest evidence of the shift that is
taking lace in the U.S. economy from the production of goods to
the liprodlict ion of services.

Conceivably, in a considerably more perfect and more friendly
word than l)resently exists, an entirely service-oriented economy would
pose no threat to LS. workers and to the.U.S. standard of living.
But the recent oil embargo should serve to remind us that the world
we live in is far from perfect, and that the U.S. economy is danger-
ously vulnerable to international economic and political gamesman-
ship. It is neither safe. nor sensible for the United States to let our
economy continue to drift-as it has over the past two decades-
into complete dependence on the service segment and continual down-
grading of the production segment. If we are to maintain our high
standard of living, we mst maintain our industrial base.

A FLEXIBLE SYSTEM OF IMPORT RII.STRAINTS

One way to assure that ti industrial base and the potential for pro-
ductive el;iploy,nent, are maintained in tie United States is to-estab-
lish a flexible *system of measured restraints on imnl)orts of manufac-
tured goods; particularly on those productss which can be produced
as easily in time United States as in other countries.

A flexible system could be based on some sort, of triggering arrange-
ment, which, on the one hand, clearly recognized the need For contin-
tied imports, an(d on the other, prevented severe disruptions of inpor-
tant U.S. industries. It should be selective, easy to administer, and
economically justifiable; applied only when the relationship between
imports and exports is so far out of line that special measures are
clear dictated. The triggering factors that come most readily to
mind are those that relate, to penetration by imports of the U.S. mar-
ket, industry employment trends, and the relationship between indus-
try 'iinport trends alid domestic Production trends.

A flexible system would not only permit the retention of a manufac-
turing capacity in competitive industries, and help to prevent the
loss of jobs ana job opportunities, but also it would serve as a useful
counterbalance to the existing incentives to overseas investment. These
incentives are basically of two kinds; the positive incentives-pri-
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marily the result of U.S. tax laws which provide favorable conditions
for increased foreign investment; and the negative incentives-pri-
marily the laws and practices of other nations which force U.S.
mana gers to establish foreign plants because if they didn't, they
won1( lose the foreign market.

MORE AND iBEITER INFORMATION NEEDED

The development, of an effective foreign trade policy is not a sim-
ple matter under the best of circumstances. The issues are difficult,
the relationshil)s between economic, social, and international policies
are intricate and complex. The subject is made more difficult, how-
ever. by an astonishing lack of hard data on which policy decisions
cal be' leased. The dependence of the Government on the oil industry
for information on Sul)iply. demand, price, and profit is a case in
point . Another example conerns the relationship between U.S. im-
ports and exports and domestic employment. Not since 1969 has the
U.S. Bureau of Labor Statistics undertaken a study to determine
exl)ort and implort related eml)loyment-a study wlich used to be
perforilled with some regularity. So no one knows with certainty the
real impact of our shifting trade balance. We do not have adequate
statistics on investment abroad, licensing of production or technol-
ogy flows. Without full information, oui-jnli.y decisions at best are
gambles, at wo.t reckless. We suggest however, that such information
will not be forthcoming nuless Congress requires it.

Til' TAX INCENTIV-'S

The trade legislation before youi fails to deal with the problem
of foreign investment, tax incentives. Tlis is a most flagrant mani-
festation of the administration's apparent unwillingness to face up
to the most eruial trade issues--the export of capital and technology
and t ie uncontrolled rise of the mumltinationals. There is a definite
link bet ween th present V.S. tax law. the accelerating export of cap-
ital and technology and thte resultant loss of jobs and job opportunities.

h11is lhas alrea(lv been establi.shed. It cannot and must not be over-
looked, or avoided. Not only is there a direct relationship between the
present tax ilice vt ives and loss of job oportunities, but the P7.S. for-
eignl tax credit is also a major cause of our present energy shortage.
The hard fact is that, le V.S. tax code eneonra,_es foreign investment
and actually discourages inve.tnment in the United States, especially
inv 'estmlent in energy resource development.

1/t me explain hIow this occurs: The principles that lie behind the
UT.S. tax code are to prevent double taxation of IT.S. companies. These
principles are observed by application of the foreign tax credit, under
which a U.S. company 'with income earned outside of the. United
States is allowed to subtract all of the income taxes it has paid to the
foreign government from the taxes it would owe to the U.S. Govern-
ment. This is different from the way a domestically based company is
required to treat its State and local taxes, where such taxes are con-
sidered a cost. of doing business and therefore, can be deducted from -
gross income, but not credited dollar for dollar against Federal taxes.
The credit of course, gives the company a better break than a dedue-



1335

tion. The result of foreign tax credit is that if a company located over,
seas pay s a foreign income tax lower than the U.S. tax of 48 percent--
the U.S. corporate tax rate-only the difference between the foreign
tax and the U.S. tax is due and must be paid as U.S. taxes.

If the rate is equal to or higher than 48 percent, the I.S. company
need pay no taxes on its earnings to the U.S. Government. So we see
that, in theory. at least, a company would never pay less than 48 percent.

That should be incentive enough for many companies to locate
facilities abroad. but there is more to it than that. Two provisions of'
the tax code make it possible for I.S. companies abroad to pay less
than 4 percent, and to turn the foreign tax credit into a system which
can be used as a gigantic tax dodge. One of these provisions allows i
company to use its excess tax credits (the amount it pays to a foreign:
government in excess of the 48 percent U.S. rate) to shelter income
earned in enterprises located in other foreign countries-with a lower
tax rate-from U.S. taxation. The other provisions allows a company
to apply its excess credits on a 2-year carryback and a 5-year carry-
forward option. Taken together, these provisions give a big corn-
panv-specifcally multinationals with diversified operations in many
foreigrm countries. such as the oil industry-tremendous flexibility, and
tremendous potential for avoiding U.S. taxes.

The big challenge for an able multinational corporation manager
is to devise ways to take full advantage of the options open to him, or
her. The oil companies are especially favored under this arrangement
because of the high per barrel foreign royalt, payment, which is
counted as an income tax. But all (liversied multinationals benefit
under this system because large amounts of excess tax credits are con-
stantly generated. These credits are like money in the bank, but only
if the companies can find ways to use them.

Obviously, the only answer is to find an appropriate overseas in-
vestment with earnings on which the credit can be applied. Since the
credits cannot be applied to P.S. earnings, there is no incentive to in-
crease investment, in the Inited States. This may explain why re-
fineries have not been built, why research, development, and explora-
tion in the Tnited States has not kept pace with our growing require-
ments. and why we. indeed, now find ourselves with an energy shortage.
Unless and until these tax inequities are corrected, we can expect
further increases in overseas investments, and further deterioration
of the I.S. manufacturing capability.

There is another tax incentive which tends to encourage overseas
investment. This is the provision that says earnings of American com-
panies overseas are not. taxable until they are repatriated. The effect
of this provision is to encourage companies to retain earnings overseas
for reinvestment purposes. The change in the overseas direct invest-
ment position between 1971 and 1972 is indicative of this effect.. In
1971, reinvested earnings accounted for $3.2 billion or about 39 percent
of total direct foreign investment. But in 1972, reinvested earnings
increased to $4.5 billion and accounted for 59 percent of the total.

A NEW LOOK 18 REQUIRED

U.S. trade problems are not caused by a lack of authority and flexi-
bility in the executive branch to deal with economic disruptions, as
is implied by the administration's approach to trade reform.
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U.S. trade problems grow out of many causes. The most serious
among them are the proliferation of the nontariff and other barriers
which work to discriminate against U.S. goods in the world markets;
the U.S. tax laws which make it more profitable for our companies to
build plants and factories overseas than at home; the phenomenal
development of the multinationals which operate freely throughout.
most of the world; and most recently, the fast changing relationships
between nations which produce raw materials and those industrial
countries which use them. Indeed the oil crunch makes its painfully
clear that all of these problems will probably worsen,, particularly
since the industrial countries-our major competitors in the worll
markets-will have to increase their own exports in order to earn the
foreign exchange necessary to pay the higher prices for both oil and
other raw materials. As a result, not only will there be increased pres-
sure from imports on the United States and further prvsure on U.S.
jobs, but we can also look forward to increasing resistance to U.S.
products in the world market, particularly, Mr. Chairman. in the
1E]uropean market for example, or in Japan. None of these problems is
dealt. with by the Trade Reform Act. At. best, the proposed hill is
inadequate medication for a misdiagnosed ailment. In the present
sit uat ion, it. is noth ing more than quackery. What we need, Mr. Chair-
man, is a new look and a fresh start to meet the problems that face
all of us in this country in the field of foreign trade.

Thank you, Mr. Chairman.
The CAr IRAX. Mr. Abel, you have made a very fine statement here

today. Between the statement that you have made and the statement
that. George 'Meany has made, a verY strong case has been made
against this bill, ana we are going to have to reconsider our views about
some of these matters.

Basically, what you are saying, as I see it, is that we had a lot, of
policies after World War I where aid and trade were regarded as
being all the same thing.

Mr. ABEL. Right.
The ChAIRMAN. Those policies, in some instances, were developed

for the benefit of the other guiy. Now we are getting to the point where
if we. continue them in that fashion, we are going to be, a bankrupt
country. It is unfortunate that this bill does not appear to face up to
that problem. That is what'you are saying in your statement, basically.

.r. ABEL. Ver much. sir.
The CHAIRMAN. We have done so much to help the other guy that

we are either going to have to ask the other guy to help us or else
we are going to have to have to do a lot more helping ourselves.

Mr. ABEL. Right.
Mr. Chairman, I would like to point out that the basic steel industry

is one example.
The CII.\IrRAN . Excuse me, "Mr. Abel, I am just trying to find out

why we are having an energy crisis in this room. We cannot seem
to get. any heat up at all.

Mr. CLAYINANx. They are putting some pressure on the Senate.
The CHAIRMAN. I really did not plan this. It was not. my purpose

to try to freeze you out, Mr. Abel. They are freezing us all out.
Mrt. ABEL. I wanted to make an observation, Mr. Chairman, to the

committee.
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The CHAIRMAN. The coal miners are not on strike these days, aretht'y .
Mr. ABEL. In our basic steel industry, I would remind you that it

was primarily or largely responsible for our ability to meet the de-
mands of the free world during World War II. It was the U.S. steel
industry that provided the steel to build our industries, our ships, our
tanks, all of tle things necessary to meet the Nazi attacks, not only
for ourselves but for our allies. And we were the real producing power
in steel at that time. At the end of the war, the Japanese produced
5 million tons of steel. That was their capacity. Today, they have a
capacity not only equal to ours in productivity but, a much more
lii ('deln basic steel in(lust r.

In 1973. as an example, there was imported into our domestic mar-
ket 19.300,000 tons of foreign-made steel, which represents the jobs
of 108,000 steelworkers. Now it has been reduced since that time to
a little over 15 million tons last year. But again, that is almost, you
see. 20 percent of our domestic capacity and market that has gone.

Not only have we lost the market, we have lost the jobs, but there
is less inducement to invest and modernize the American steel in-
dustry today. If we ever face a world situation again, and God
forbid that we do, that confronted us at the outset of World War 1I,
this country can be in a very serious situation.

The CHAIRMAN. I am going to ask Senator Roth to take charge.
I have been called to the telephone for a moment.

Senator RoTH [presiding]. Thank you, Mr. Chairman.
I have long awaited the opportunity of chairing this committee.

I think we shall be able to get a lot of action this morning.
I want to express my appreTciation to you, Mr. Abel, for your ap-

pearing and for your verve ine statement. I would like to ask you first
of all, as I understand your position, you do favor trade?

Mr. ABEL. Correct, sir.
Senator Rtrir. As long as it is in the U.S. interest?
Mfr. ABEL. Yes.
Senator ROTI. One of the things that has interested me, both Mr.

Meany and particularly many of the management representatives
who have been here seem to have the feeling that in our negiatations
in the past, the primary purpose of our negotiators has not been to
promote the interests of this country but to promote world trade. Do
yo u consider that a fair assessment?

Mr. ABEL. I think very definitely, and using a misnomer, in my
opinion, in using the term "free tiade" we like to say that we are
interested in fair trade. You just do not have free trade when our
markets are opened to anybody that wants to ship in but we are for-
bidden for various reasons to trade in other countries or where we,
as a capitalistic system or free enterprise system, if you will, have
to compete with industries that are from socialized countries or in-
dustries that are subsidized by their governments. There is no such
things as fair trade under those conditions.

Senator ROTH. I shall be frank with you. I am very much inter-
ested in promoting trade, but I still share this concern that has been
exprersedby a number of people. I think that. this has been a problem
with our negotiators in past.
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Going down your testimony a little bit, one of the interesting
points you raise'is about the Ick of adequate information, adequate
data. As one who has been quite critical about the lack of adequate
information on the oil companies. I think you make a very valid point.
I think there are some industries where trade has actually helped
increase jobs in this country, as I understand it. For example, I would
say we had the chemical "people here yesterday and probably that
is one indlustrv where the trade picture has meant more jobs in Amer-
ica not, less. ut, others, such as steel, the contrary has been true.
So I take it that what. you are suggestion is that the Government
ought to have more adequate information, that is collated and tol-
lected by itself-

MIr. AnmT.. That is correct.
Senator ROTu [contimuingl. As a means of securing it.
1)o yol have any suggest ions as to how this information should

be secured? One of the problem s I have found is that in the area of
the oil companies, whether we like it or not, you have few experts on
energy outsi(le of the oil companies, so that you are almost forced
to (lei)end in large measure-although you could make some inde-
pendent audlits-on their figures. IIow do you suggest that we proceed ?

Mr. Amwi. 11ell. I think one of the reasons we have this is we
have just, more or less relied on industry to operate their own business
and develop their own facts and statisHtics to justify their operation,
their expansion, and their relationships. So long as we have operated
on this free enterprise theory, we have had the feeling that the less
Government is involved, the better.

Well, it is proving now and has certainly been driven home with
the energy crisis that this is not necessarily'the proper thing or good
for the country. So I think Congress itself has to spend some time
analyzing this'problem and the magnitude of it, and then developing
ways to do it as we have (lone it in many instances in the Department
of Labor.

The Bureau of Labor Statistics is an example. I think the Com-
merce Department and the State Department have some similar
agencies whose responsibility it would be to compile these facts and
this information. The Government then would be able to observe and
somewhat oversee, if you please, the activities of business, not only
donie.tieallv but in tteir foreign aspects.

Senator Roermm. Youi have male a number of suggestions with re-
spect to tax treatment. One of the areas is the treatment of tax
credits for foreign taxes. Would you agree that perhaps the situation
with respect to oil companies is somewhat different than in other
areas because of the fact that companies are negotiating directly
with the oil producing countries themselves so that they are in a
better position to exert influence on, for example, whether'it is called
a royalty or a tax. whereas generally speaking, the companies abroad
probably do not have the opportunity to influence the nature of
what they pay abroad?

Mr. ADRM. Well, I want first of all to plead guilty to the fact
that I am not a tax expert. But second-

Senator Rowh. I join you on that.
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Mr. AnrEL. Second, I think that the treatment that we give to the,
taxes or royalties or whatever they might be termed that companies
pay other governments can be regulatedhere. As an example, the one-
for-one tax credit offset that we permit American multinational cor-
porations rather than reducing foreign taxes as a cost of doing-
business. That is the sort of thing that should be and could be corrected.

Senator RoTii. Would you agree that it, is in our Nation's interests
to promote not only trade but perhaps investments abroad, so long
as it is not moving jobs from here to other countries?

Mr. ABEL.. Yes.
Senator Ro'ri. And I also feel very strongly the need of a manu-

facturing base here.
Mr. ABEL. And we are not against foreign imports, even that of'

manufactured goods. as long as we have some regulation and control
so that it, is not used to the detriment of the people of this country.
There may well be times when we need the import of manufactured
goods, too.

Senator Rorn. It. me play the devils advocate for a moment., if I
might, from the consumer's standpoint, and labor, as well as every-
lody else, are consumers as well as workers. One of the concerns,
or one of the benefits, of trade is that, presumably, there are some.
countries who are in a better position to manufacture certain prod-
ucts than we are. I think we are all in agreement that this should not
be based upon cheap labor and we are concerned about that. But what
do you say to the consumer, why should we ask the consumer-let me
)ut, it that way-to pay higher prices?

Mr. ABFJ . I think there may be various reasons. One, of course,
and the overriding one, I think, is the maintenance of an American
standard of life. Now, we can all compete, and I think there is no
question that the ultimate of so-called competition and free enter-
prise is self-destruction. If we wanted to have workers in this country
work for 10 cents or 12 cents an hour as they do in Taiwan and other
places, we can compete with any country in the world in any kind
of industry, providing we adopt and accept their standards o f life.
We do not'believe the American people want to do that. So as a result,
we (io have to pay higher prices for different things than we could
probably get them from other countries.

Senator RoTit. If we adopted a harder bargaining stance, as you
were talking about earlier, do you think that by doing a bettor job
there, we could create new opportunities in international trade for
t he country?

Mr. ABFi,. I dto not think there is any question about it.. I think
our trade decisions perhaps have been influenced more by political
considerations than they have economic considerations. There should
be more consideration given to the economic aspects of it.

-- ;,Mr. CLAYMAN. Senator Roth, I would like to respond quickly to
your question relating to the consumer.

Senator Roti. I think it is an important question, particularly with
the problems we are having with inflation today.

Mr. CLAYMAN. There is a notion abroad that if we permit foreign
merchandise, goods, to come to our shores, without any restraints,.

30-229-74-pt. 4-20
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sOM(low, this will redound to the benefit of the ordinary consumer.
I must say that that is very much a myth.

For example, Hong Kong silk-relmember those lovely Hong Kong
suits ? And they were cheaper, and men rushed to them, women rushed
to them. Nit as soon as they penetrated the American market, those
prices became the same prices as the normal American trade price
standard and this is true virtually of every item that comes to our
shores, whether it is electronics or What have you. In the first instance,
those companies offer so)me inducements; but when penetration has
I tell mmade. the indlimenieets dissolve.

So I think that any careful look at this question, a search of the
balsic facts, will (lelnimnstrate tihat tile ordinary consumer in America
Ilhs not find and get advalitage from uirestrained trade from abroad.
.\l id this hard fact may very well deserve attention on the part of this
fM) IIIit tee.

Mr. AisEvi. I think one more example that I live, with on this in
steel again. Tbree years ago. foreign steel was being sold in this coun-
try u1) to $100 less than donlestic steel. Today, l)ecause there is a better
market and because the Anerican steel ind(ustrv is still under price
controls, foreign steel is receiving $100 to $150 a ton more than
honiestic-inade steel. So you see, it is a regulated proposition again.

We have maintained -ll along that the Japanese will undersell the
Anvrican steel market regardless. You can reduce prices and they
vill keep lowering it. And the same with-well Britain is an example.
It is a subsidized industry so it, makes no difference to them whether
they make a profit or not.

Senator Rori. One of the reasons given for our problems with
inflation is, of course, shortages, not only in the area of agricultural
l)ro(luets, but fertilizers and many other areas of manufactured prod-
nets as well. The suggestion has been made that it might be desirable at
this time to increase production capacity by providing special incen-
tives. I think it was the chairman of the* House Ways and Means
committeee who suggested that. perhaps we should provide a 5-year
writeoff for new capital expansion prograins. This would be. a matter,
it seems to me. of considerable interest to the steel industry.

At least one of--and I am no expert in this area, either-one of our
(,on('erns has been our plants are not as modernly equipped as those
in Japan and other) parts of the world. It has been suggested that
Ihis would not only come about by increasing capacity and, of course,
increasing the silpply. would help bring down prices, but it would
also take up any slack in unemploynnt. I wonder if you have any
commentss on that proposal ?

Mr. AE,,. Yes. We feel very definitely there should be consideration
in the.'sefields. We have in the past, as you probably are aware, sup-
porte(Ithe 7 percent accelerated depreciation, investment tax credit,
11nd I)articillarly, as'sin. I have to say, being from steel, that, seel has

real peciliar problem and a serious problem in the fact that it is a
heavv capital industry. You do not build a steel mill for $1 million.
It no w rums $500 million to $1 billion to build a modern integrated
ste(,l mill. This is just an awful lot of capital to raise and to invest
an,1. when there is the danger of -foreign competition taking all the
buiness from you, it is hard to raise that kind of money. I really
think that our tax people are going to have to give consideration to
special problems such as the steel industry.
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Senator Ro'ri. In other words, it has seerned to me important, if
we are going to compete abroad, that we maintain the most modern
teclology and plant capacity possible. If you have any further sug-
-vestions i this area, I would be very happy to receive them.

Mir. ABE.,. I would just make this further observation, not only
froin the need and the competitive standpoint, but I think too little
:Ittentioi is being given to the iniportance of the steel industry in the
tfense of this country, the security of this country. Certainly, we
,.aiinot wage another N:orld war with an obsolete steel industry, espe-
,i.aly when the potential enemies have modern facilities.

St'nator ROTH. I agree very much with that observation. Let. ie ask
,Me further area. That is th'e area of adjustment assistance. I think,
generally y speaking, it has been felt, in the past that it has not been
:id(lluate. some steps have been taken in tile current legislation to
sirengthen that. I think maybe in recent years, a little better job.ias
been done, but I still do not think it is still adequate. Do you have any
-;I,_,,rgest ions in this area ?

.1lr. AnrL. Well, we think it is a very poor substitute for meeting the
problem. Again, we have had some experience because of the dis-
placements resulting from imports. But it is like pulling teeth, quite
frankly, to prove your justification to assistance. Many industries,
and workers in these industries, have failed to get any approval for
assistance. We think a better approach is some type of quota arrange-
inent or some type of arrangement to regulate the flow of imports
related to the condition of our domestic markets.

Senator RoThi. Would you not agree that in some measure, if you
ar going to increase trade, there are going to be some losses in some
industries?

M r. ABi.. Oh, yes, sure; we recognize that.
Senator RoTrn. I have wondered why the cost of that should not be

a cost of doing international business. In other words, there might be
some kind of special excise tax or something to finance these economic
adjustments. Has your organization given any thought to this kind
of al))roach?

Mr. Aiw.L. Well, I would have to say, Senator, we have considered
every kind that you can think of.

Senator ROTI. Mr. Abel, I appreciate very much your appearing
here, as does the chaiuuan, who regrets that he cannot come back.
I think that your testimony has been most, helpful. As I said earlier,
any suggestions you might'have as to tax provisions that might make

our industry more competitive, which means more jobs, I, speaking
for myself, would be interested in having them.

Mr. ABE.L. Fine. Thank you, Senator.
Mr1. CLAYMAN. Senator Roth, if you will permit us to make some

additions to the record-we are in the process of preparing some
additional information, conceivably some that will answer more
directly, more adequately and inclusively, the questions you have raised.
We w;uld be pleased if we could submit them to you for the record.

Senator ROTH!. I would appreciate that very much. That is very fine.
Mr. ABEL. Thank you, sir.
I Appendixes to Mr. Abel's statement follow. Hearing continues on

1). 1371.]
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APPENDIX

TIE CASE FOR A MODFRNIZED FOPxioN TRADE POLICY

ObJectiv--The objective of U.S. foreign trade policy is much the same as
that which applies to the dovelopinent of any economic policy; namely, the
promotion and development of a strong, healthy, and vigorous economy.

This in turn implies increased opportunities for bns!ness and industry to
market their products, increased productivity through the establishment and
conservation of a sound and stable industrial base, and increased job oppor-
tunitles consistent with labor force growth. Business must be able to sell its
products. Workers must be able to find and keep decent jobs. And, there must
be an industrial base which can support increased growth and an ever improving
standard of living. Since foreign trade represents a significant part of the total
economic fabric, and since by its very nature, it is subject to external as well
as Internal forces, particularly the actions of other governments, it is in a
particularly vulnerable tssition. As a re.sult, we need legislation both to help
assure that our foreign tr:ide can be conducted in a climate conducive to market,
employment and productivity growth, and 'to give us the policy in,4truments
necessary to forestall or compensate for the actions taken by other nations when
such actions restrict U.S. opportunities.

TRADE PROBLEMS

There are at least six major trade problems for which legislation is required.
These include the problem of non-tariff barriers maintained by other nations,
the tremendaus growth of U.S. imports, the Increase In U.S. private direct invest-
mint in foreign countries, the dramatic deterioration in both our balance of trade
and In the overall balance of payments, (only temporarily alleviated this past
year), the rise of the multinational corporations and the recently developing
threat (if economic warfare by the raw-materials producing nations of the world.
Precise delineation of the issues is difficult at best, since many of the problem
are related to each other, and indeed one problem usually growing out of another,
and leading to a third, etc. All of these issues however, have one thing in common.
If left unresolved the result will be a further erosion of the conditions necessary
to maintain U.S. economic growth. Each of these problems Is discussed briefly
below.

NON-TARIFF BARRIERS

One of the most difficult issues that must be resolved concerns the establish-
nient of barriers to foreign trade, particularly the proliferation of non-tariff
barriers. These barriers, originally condoned by the United States as being
necessary to help the recovery of war ravaged countries, take many forms, rang-
ing from special taxes to the formation of preferential training blocs. The Com-
mon ,Market itself, for example, presents a barrier to the U.S. in that it dis-
criminates in favor of intra-mural trade and against trade from outside the
market. Third country preferential agreements make matters worse. Other
barriers, such as the variable levy, special administrative practices, licensing
requirements value added taxes, restrictions on extra-national ownership, and
even export subsidies, have not only remained unaffected by the GATT rules
and procedures (which was supposed to promote "free" trade) but In recent
years they are used Increasingly by more and more countries as they prove to
be effective instruments for the promotion of national policy goals and objectives.
The recent bi-lateral trading agreements between France'and the oil producing
nations are a case in point. The end result of this kind of activity, of course, is
to close access to world markets for the U.S. In fact, we seem to be the only
comiutry which is still promoting the concept of most favored nation treatment.
The shutting off of access to world markets has a predictable result.

Inst,far as foreign trade is concerned, there are three ways in which U.S.
companies can expand markets. They can Increase exports, or they can license
foreign companies to produce the same products, either charging a fee or accept-
ing royalties, or they can establish a foreign affiliate, and produce and market
the product overseas. When barriers are imposed, making it difficult or Im-
possible to market U.S. made products, the company will make use of alternative
methods to increase markets and profits. The increase in licensing by U.S. com-
p.-inies and in investment in plant and equipment abroad Is direct evidence of
the impact of non-tariff barriers on the activities of U.S. companies. As U.S. com-
panies increase exports of technology through licensing and other agreements
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and increase export of capital through direct investment in plant and equipment
in foreign countries, the result is a further loss o. U.S. employment opportunities,
contributing further to U.S. economic and social stagnation. Here is what has
happened since the early. 1960's.

The book value of U.S. foreign direct investment has tripled since 1960, from
$32 billion to more than $04 billion in 1972. It must be assumed that the 1973
figure is over $100 billion. Moreover, it should be noted that the real market
value is considerably higher, probably more than $150 billion.

In 1972, more than forty percent of this investment growth was in manu-
facturing industries, accounting for nearly half of the total growth in invest-
nwnt that year-up from the previous average when manufacturing accounted
for only 43 percent of the growth.

Despite two devaluations of the dollar and other international economic devel-
olments which might conceivably have made foreign investment less attractive,
the increase in direct foreign investment by American companies is continuing.
In the first three quarters of 1973, the amount of new funds exported for direct
Investment abroad was almost as high as for all of 1972, $3.2 billion compared
to $3.4 billion. Projecting at the same rate for the rest of the year, it can be
estimated that the investment flow could reach $4.3 billion when the final
totals for the year are in.

Not only is the export of capital continuing, -but so is the export of tech-
nology. Since 1960, the fees and royalties paid on direct investment overseas
has increased more than sixfold from $.4 billion to an estimated $2.6 billion in
1973. This covers only fees from U.S. affiliates and does not include fees and
royalties paid by unaffiliated foreigners-that is to foreign companies which
have no direct connection to U.S. companies. The total paid to unaffiliated for-
eigners amounted to another three quarters of a billion dollars in 1973 or a
total technology export of approximately $3.4 billion for the year.

INCREASED IMPORTS

Tn the decade since 1.963, imports have increased from $17.2 billion to $69.1
],illion or an average annual growth rate of 30.2 percent.

Not only are imports increasing but the rate of increase is accelerating. In
1971 imports rose by 14 percent; by 22 percent in 1972 and by 24 percent jest
ycar, 1973. Exports, on the other hand, have increased from $22.5 billion to
$70.8 billion or an average annual growth rate of only 21.5 percent. As a result,
wve moved from a comfortable trade surplus to a trade deficit in 1971 and 1972,
only temporarily relieved this past year, primarily because of the Russian grain
deal. In manufactured goods, the area where the United States complacently
believed it would always have a technological advantage, the U.S. moved to a
deficit position in 1971-a deficit which still remains. In 1963, the U.S. showed
ni trde surplus in manufactured goods of $6.2 billion. This slipped to a zero
balnnce in 1971, and then to a deficit of $4.1 billion in 1972. Despite the tre-
nendo q increase in manufacturing exports during the past year-due pri-
marily to the temporary palliative of devaluation) manufactured goods still
showpd a slight deficit of $.1 billion In 1973.

TABLE I.-U.S. TRADE IN MANUFACTURED GOODS

[In billions of dollars

Balance of
Exports ' Imports trade

lq6A ............................................................. 14.3 8.1 +8.2
1961 ............................................................. - 16.5 9.1 +7.4
9q-s ............................................................. 17.4 11.2 + . 2

196 ..................................................... 19.2 14.4 +4
1967 ........------------------------------------------------------ 20.8 15.8 +5.

R>9 ............................................................. 21.8 20.6 -3.2
199- ............................................................. 26.8 2 .0 4-3.81970 ............................................................. 29. 25. +3.4
171 ............................................................. 30.4 30.4 0
1q7?........................................... 3.6 37.7 -4.11973 ...................................... - ...................... 44.7 44.8 -. 1

I Totals Include reexports as well as shipments under AID and food for peace programs, and military grant-aid
shipments.

Source: Economic Report of the President, 1971, 1972, 1973.
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The accelerating rate of increase in imports of manufactured goods is especially
worrisome. Since 1963, while exports of manufactured goods have increased at air
average annual rate of approximately 21 percent, imports of manufactured goods
have increased at an average annual rate of 45 percent, or more than twice the
rate of increase in exports.

In addition, any elation we might have felt at the turn in the 1973 total trade
balance, was mitigated by the knowledge that imports of manufactured good; are
taking up an ever-increasing share of total imports, approximately 66 percent
of the total last year compared to only 52 percent in 1965.

The table below indicates the increasing importance of manufactured goods in
the total import picture.

TABLE 2.-IMPORTS OF MANUFACTURED GOODS AS A SHARE OF TOTAL IMPORTS

IDollar amount In millions]

Manufactured
Imports of goods as a

manufactured - percent
Year Total imports goods of total

1965 ............................................................ $21,247 $11,244 52.3
1966 ............................................................. 25,618 14,446 56.4
1967 ............................................................. 26,889 15,756 58.6
1968 ............................................................. 33,226 20, 624 62.0
1969 ............................................................. 36,043 23,011 63.8
1970 ............................................................. 39,952 25,906 64.8
1971 ............................................................. 45,563 30,414 66.8
1972 ............................................................. 55, 555 37. 748 67.9
1973 ............................................................ 69,121 44,788 64.5

In contrast to this trend, manufactured goods as a proportion of total exports
have actually declined in the past three years. In 1971, approximately 71 percent
of total export trade was in manufactured goods. But by the end of 1973, the
proportion of manufactured goods in export trade slipped to 64 percent. Exports
of machinery and transportation equipment (all high technology goods slipped
from 44 percent of the total in the first 11 months of '72 to only 39 percent in
the comparable period in 1973.) The significance of this steady upward creel) of
manufactured goods as a proportion of total imports and the downward trend
of manufactured goods as a percentage of exports is directly related to the
American workers jobs. It is also clear evidence that the time has long gone vhetn
we could full ourselves Into complacency with the thought that the United States
is primarily an importer of raw materials and an exporter of manufactured prod-
u(ts. It Just isn't so today.

A close look at the 1973 surplus makes this clear. This surplus in effect repre-
sents an $8 billion shift, from a deficit of $0.4 billion in 1972 to a surplus of
$1.7 billion in 1973. The biggest contributors to this shift are food products,
including grains, which account for approximately $5 billion of the shift, and
other rawv materials (excluding fuels) which make up another $2 billion. On the
other hand, there was virtually no change in the trade balance in manufactured
goods classified by materials such as steel products. and a worsening deficit in
the balance of miscellaneous manufactured goods which includes such items as
scientific goods, sound and photographic equipment as well as footwear, apparel
and sporting goods. Although the trade balance for machinery and equipment
improved by $2.7 billion, half of this improvement was accounted for by the
aircraft industry-which, of course, is in a special situation. The hard fact is
thit if it had not been for the Russian grain deal, and the top crop shortages
throughout the world which led to the tremendous increase in U.S. agricultural
exports, our trade balance would have remained in the red. With the rising cost
of oil imports, we can expect that last year's gains will be quickly wiped out.

CAUSES OF INCREASED IMPORTS

There are many causes which have contributed to the tremendous increase
in U.S. imports. Certainly one of the most important underlying factors is the
dynamism of the U.S. high consumption market. However, the penetration by
foreign countries of the U.S. market as evidenced by the huge increase in imports
Is not solely a phenomena of free market economics. Far from it. The fact Is that
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whatever strictly market incentives exist have been bolstered by a number of
other developments, most of which act to contravene the hallowed free market
principles. Among these developments are:

1. The artificial inducements to U.S. companies to locate plant and equipment
abroad and to export technology rather than products. These include the positive
inducement such as tax incentives, and the negative inducements such asnon-
tariff barriers.

2. The increasing ability of companies to operate on an international scale,
and the consequent ability to take advantage of low-wage economies, particularly
in the less developed countries of the world. The shift of production facilities
by U.S. companies in the electronics industry and in the office equipment industry
are prime examples of this situation. The primary reason why most of our TVs.
radios, typewriters, tape-recorders, and other similar products are imported is
because U.S. companies have shifted production to foreign shores in order to take
advantage of low wage situations.

3. Items 806.30 and 807 of the Tariff Code further encourage U.S. firms to
locate abroad sending the products fabricated abroad back for sale in the U.S.
market. These code items apply to partially fabricated articles which are ex-
ported to another country for further processing or finishing and then reimported
into the United States for sale in the domestic market. Under these provisions a
duty is assessed only against the value of the processing in the foreign country.
U.S. firms are therefore encouraged to ship parts either to affiliates or contracted
processors overseas. As a result, instead of simply permitting export for sup-
plementary processing, what has happened is that the whole product is fre-
quently manufactured abroad with only a few supplementary parts being supplied
from the U.S.

4. The development of managed economies throughout the world has reduced
the so-called free market system to a fiction in most instances and has resulted
in government supported assaults on the U.S. market by foreign suppliers.
Although dumping is prohibited in theory, it is not prevented in practice. Export
subsidies can be and are hidden under a variety of disguises-resulting in in-
creased imports to the U.S.

5. In addition to the tax incentives which encourage overseas production, the
extension of integrated multinational corporations in certain industries has also
contributed to the increase in imports. When a few companies control all facets
of industrial production and marketing, they gain a flexibility that permits
management decisions to be made without regard to national, social or economic
objectives. Certainly, a share of responsibility for increasing U.S. dependence
on oil imports can be attributed to the integrated nature of the oil industry.
which permitted management to make the decision not to expand production and
refinery capacity within the U.S.. but instead to expand these activities outside
the U.S. where the potential for higher profits was greater.

RESULTS OF INCREASED IMPORTS

The increase in imports has had a direct impact on U.S. economy, resulting ill
a loss of Jobs and job opportunities, in a erosion of the industrial base and in a
deterioration in both the balance of trade and the balance of payments, which
in turn affects the U.S. position as a leader for world peace and stability.

Jobs are lost directly when plants close down and either are shifted to other
countries, or are replaced by imports made by non-U.S. companies. The IUD's
continuing study of plant shutdowns resulting directly from imports indicated a
direct loss of more than 95,000 Jobs in two years. As of December 1973, the I)
data center had reports showing that 169 plants had shut down and another 51
had permanently curtailed employment as a result of imports.

In addition to this direct los of Jobs, there is the further and more serious loss
of job opportunities to imports. This Indirect loss is the number of job opportuni-
ties that might have been available to U.S. workers if competitive imports (im-
ports which could have been produced in the U.S.) had remained at a constant
level, as compared to exports. Estimates of import-related employment used to
be made on a regular basis by the U.S. Bureau of Labor Statistics. Export em-
ployment was also estimated on a regular basis. However, no new estimates have
been made since 1960--perhaps because the estimates would undercut the admin-
istration position. Lacking such statistics but using the BIS 1966 and 1960
estimates as a basis, we have projected that the increase in competitive imports
since 1966 has resulted in a loss of approximately one million job opportunities.
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In view of the stubbornly high U.S. unemployment rate--aignifylng an ap-
parently chronic inability of the economy to generate sufficient employment to
keep up with labor force growth, such a Job loss cannot be countenanced.

The erosion of the U.S. industrial base is equally disturbing. In 1948, of all U.S.
workers employed in the non-agricultural sector of the economy, 39 percent were
employed In the production of goods and 61 percent were employed in the pro-
vision of services. By 1969, the proportion employed in the goods producing in-
dustries had dropped to 33 percent. The trend is still continuing and in 1972
the percentage dropped another percentage point. According to Department of
Labor projections, we can expect this trend will continue over the next decade.
This shift, which might itself appear to be unworthy of comment, is particularly
disturbing to the labor movement for two reasons; first because continued im-
provements in the U.S. standard of living are dependent on improvements in
productivity, for which the goods producing sector has the greatest potential;
and second because of the inherent danger in dependence on other nations for
our basic industries. The first point is proved by the historically consistently
greater productivity growth in manufacturing over other segments. For example,
between the fourth quarter of 1971 and 1972, productivity increased in the manu-
facturing sector by 7.4 percent compared to a 4.2 percent increase in all sectors.
Between the fourth quarters of 1972 and 1973, comparable figures were 2.8
percent growth in manufacturing compared to only .9 percent in the total private
sector.

To drive home he second point, we need only remind ourselves of the oil em-
bargo of 1073-74, and its impact on our economy. It would be dangerous in the
extreme to allow ourselves to get Into the kind of situation where our basic indus-
tries on which the economy depends could be subject to that kind of international
political and economic gamemanship.

INCREASED DIRECT FOREIGN INVESTMENT

As we have seen, foreign direct investment, the flow of U.S. capital into foreign
business enterprise in which U.S. residents have a significant control, is one of
the major new developments on the international economic scene over the past
decade. The flow of Investment increased from $1.6 billion In 1960 to $4.4 billion In
1970 and $4.8 billion in 1971. This was primarily a one-way street with the flow of
foreign capital into the U.S. for direct investment remaining miniscule in com-
parison. As a result of the investment flow, the book value U.S. direct foreign
investment had reached almost $95 billion by the end of 1972, representing true
market value considerably higher, probably more then $150 billion. This increase
in foreign investment was the result of several factors, including the develop-
ment of non.tariff barriers which discriminate against U.S. made products, the
ability and apparent eagerness of U.S. companies to take advantage of the lower

va'ge w.cals that exist in other parts of the world, and finally the incentives pro-
viled under our own tax laws.

_ TAX INCENTIVES

The U.S. tax laws not only provide an incentive for the export of capital and
technology, but also actively discourage investment in the United States, espe-
cially investment in energy resource development. Incentives take two major
forms: (1) the foreign tax credit; and (2) the tax deferral on non-repatriated
income.

The principles that lie behind these special provisions of the U.S. tax code are
designed to promote international equity. They include the prevention of double
taxation of U.S. companies and U.S. residents, the nehtralization insofar as
taxes are concerned, of the decision whether or not to invest in a foreign country.
and taxation of income only when it is received. Although the elimination of
unfair competition may have been the goal, as it has developed, the end result
is to load the dice in favor of investment overseas and against investment in the
u.S.

Under the foreign tax credit a U.S. company with income earned outside of the
United States is allowed to subtract all of the income taxes It has paid to the.
foreign government from the taxes it would owe to the U.S. government. This
is different from the way a domestically based company is required to treat its
state and local taxes, where such taxes are considered a cost of doing business
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and therefore, can be deducted from gross income, but not credited dollar for
dollar against federal taxes. The credit, of course, gives the company a better
break than a deduction. The result of the foreign tax credit is that if a company
l,,cated overseas pays a foreign income tax lower than the U.S. tax of 48 percent
Ithe U.S. corporate tax rate), only the difference between the foreign tax and tile
U.S. tax is due and must be paid as U.S. taxes. If the rate is equal to or higher
than 48 percent, the U.S. company need pay no taxes on its earnings to the
United States government. So in theory, at least, a company would never pay less
than 48 percent.

That should be incentive enough for many companies to locate facilities abroad,
but there is more to it than that. Two provisions of the tax code make it possible
for U.S. companies abroad to pay le8s than 48 percent and to turn the foreign
tax credit into a system which can be used as a gigantic tax dodge. These are the
provisions which (1) allow a company to use its excess tax credits (the amount
it pays to a foreign government in excess of the 48_percent U.S. rate) to shelter
income earned in enterprises located in other foreign countries-with a lower tax
rate-from U.S. taxation, and (2) the timing provisions which allow a company
to apply its excess credits on a two year carry-back and a five year carry-forward
option. All of the provisions taken together give a big company-specifleally
multinational companies with diversified operations in many foreign countries-
(the oil industry comes most readily to mind) -tremendous flexibility, and tre--

mendous potential for avoiding U.S. taxes. The big challenge for an able
multinational corporation manager is to devise ways to take optimum
advantage of the options open to him, or her (and they didn't go to the
Harvard Business school for nothing). Particularly for the oil companies-
which are specially favored because of the high per barrel foreign royalty pay-
ment which is counted as an income tax-but also for all diversified multina-
tionals, the system is such that large amounts of excess tax credits are con-
stantly generated. These credits are like money in the bank; but only if the com-
panies can find ways to use them. Obviously, the only answer is to find an ap-
propriate overseas investment with earnings on which the credit can be applied.
Since the credits cannot be applied to U.S. earnings, there is a clear disincentive
to increase investment in the U.S. No wonder that refineries have not been built,
that research, development and exploration in the U.S. has not kept pace with the
iourgeoning requirements, that-indeed we now find ourselves with an energy
shortage. Unless and until these tax inequities are corrected we can expect further
increases in overseas investments, and further deterioration of the U.S. manu-
facturing capability.

The second tax incentive which tends to encourage overseas investment is the,
provision that earnings of American companies overseas are not taxable until
they are repatriated. The effect of this provision is to encourage companies to
retain earnings overseas for reinvestment purposes. The change in the mix of
new direct investment between 1971 and 1972 Is indicative of this effect. In 19T,
reinvested earnings accounted for $3.2 billion or about 39 percent of new foreign
direct investment, but in 1972, reinvested earnings increased to $4.5 billion and
accounted for 59 percent of the total.

It has been estimated that together these tax incentives represent a loss in tax
revenues of more than $3 billion.

RESULTS OF INCREASED POREION INVESTMENT
Prhe increase in foreign investment results in a losqs of Jobst and Job opportuni-

ties, further erosion of the U.S. industrial base. the continued deterioration of
the balance of payments., and fhe elimination of any technological advantage
which the U.S. might have had. The impact is particularly Qevere on jobs.

While domestic employment of the U.S. multinational firms increased by 11
percent between 1966 and 1970, employment in the foreign affiliates of these
multinational companies increased by 23 percent. In the area of manufacturing,
the contrast it even sharper. Domestic employment of the MNC's increased by
7.A percent, but employment by their foreign affillateR increased in the same period
by 26.5 percent. Even in absolute terms, the increase in overseas employment for
manufacturing companies was greater in the foreign affiliates than it was for
the domestic plants, 452,000 new jobs overseas compared to 450,000 jobs at home.
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APPENDIX

Txm Is RUNNINo OUT

WE CAN'T DELAY ACTION ON TRADE

(By I. W. Abel, President, Industrial Union Department, AFL-CIO)

It is now three years since the Industrial Union Department publicly warned
in this publication that outmoded and ill-conceived foreign trade policies were
leading our nation toward a permanent world trade deficit.

Since then, our toreign trade surplus became a deficit, then returned to
suriolus again. But those who claim our foreign trade posture once more is
.trong are deluding themselves and their listeners. Our imports of foreign
goods-including the high technology manufactures in which we once were the
world's undisputed leader-grow by leaps and bounds. More and more U.S. tech-
uoligy and capital are exported, taking along more and more American jobs.

A new complication, the ",nerey crisis". has arisen to point up in the starkest
terms the role of multinational corporations In draining American strength
from the world economy. Partly as the result of manipulations of the tax, for.
(vigu trade and other laws of the U.S. and other nations by these world-girdling
and often irresponsible oil Industry giants, we now suffer dizzying price increases.
lisruiptive shortages, and an alarming lack of control over the availability of

(our major source of energy.
Yet nothing constructive has been done to modernize or reform our foreign

trade law.
The export of technology and capital is as much in need of regulation as It

was three years ago. Foreign nations still are encouraged to discriminate against
U.S. products: there has been no real progress toward the dismantling of trade
ba rrier.4 abroad.

Worse. the worldwide energy crisis promises to disrupt the recent progress of
workers abroad toward the type of living standards the U.S. has enjoyed. In view
of our failure to reform our own foreign trade laws, this discouraging new factor
eould erase the only cause we had for hope of slowing the move of U.S. manu-
facturing operations to other countries.

In short, the United States needs foreign trade reform more than ever.
There has been much public discussion in recent weeks of the so-callel "turn-

arotund" in our foreign trade accounts. In the following pages, the IUD's eco.
nomic consultant, Stanley H. Ruttenberg, and his associates, subject current for-
ein trade activity, and the decisions and events that shape activity, to thought-
ful. rigorous analysis. The conclusions of that analysis are inescapable:

0 We must act to revitalize and modernize our foreign trade policy.
• We must curb irresponsible exports of the technology and capital upon

which our economic life and stanadrd of living depend.
* We must regain control over the economic decisions that determine our

national well-beinz, so that these decisions are made in the public interest rather
than for the private gain of a few multinational corporations.

Time has run out. We must act now.

LoTs OF TALK, No ACTION

THE FOREIGN TRADE PROBLEM IS STILL WITH US

Like a broken record. U.S. foreign trade policy continues year after year In
the same rut, going round and round with little or no progress. Propaganda
prophecies to the contrary, the trade problem is still very much with us, and par-
ticularly with the American worker.

A year seo when the U.S. international trade balance skidded deen into the
red. with U.S. imports exceeding exports by more than $6 billion, even the most
ardent supporters of the current U.S. foreign trade policy lost some of their cool
and began to admit there was a problem. Today. however-two devaluations
later-the trade balance has shifted again and this year will be back into the
black. There are some who are now looking at the current small surplus---esti-
mated to be $1.7 billion for the past year-and claiming that the trade problem
has been resolved. But they are wrong. The bitter truth is that the conditions that
created our problems in the first place have not been changed.
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The economic and social dislocations that are the result of our out-dated Inter-
national trade policy have not changed either. If any relief is provided by the
shift from a trade deficit to a trade surplus it is only temporary, illusory, and
more shadow than substance. Not that it's not pleasant to have a surplus, but
this one is only a sugar coating, covering a host of unsolved problems. Look be-
neath the surface and you will see that the improved U.S. trade position has not
resulted in an improvement in the position of U.S. workers. Unfortunately, unless
corrective action is taken soon, it will get worse before it gets better.

U.S. products are still being discriminated against abroad;
I'S. imports of manufactured goods are still rising;
'.S. export of technology is still Increasing; and

U.S. jobs are still vulnerable both to imports and to the hard-nosed market
place decisions of increasingly powerful multinational corporations.

THE SHIFTING BALANCES OF TBADE

Up until the second half of the Sixties the United States had enjoyed a healthy
tmrde surplus, exporting more goods than it imported and thereby earning the
dollars needed to meet its international security commitments around the world.
In the mid-Sixties however, as the industrialized countries of Europe and
Japan reached a stage of full recovery from the devastating effects of World
Wr 11-a recovery that was immeasurably helped by U.S. aid as well as by US.
,.nmcurrence with unilateral protectionist measures designed to help their rebuilt
industries get a start in world trade-the full impact of U.S. foreign trade policy
began to be felt here at home. Imports began to increase faster each year than
exports.

By the end of 1972 more than one million job opportunities had been lost to
imports over a six-year period. Moreover the trade balance continued to de-
crease each year until in 1971 the United States showed the first trade deficit
since 1S3--approximately $2 billion. In 1972, the deficit plunged to $6.4 billion.
Even though exports increased by more than 12 percent, and imports rose at a
rate of 22 percent, 1972 marked the biggest deficit in history. The past year,
1973. both exports and Imports have continued to rise, with Imports again In-
crre:asing at an accelerating rate. By the end of 1973, imports grew by almost 25
percent over the 1972 level. Exports, helped by the devaluation of the dollar
which made them relatively cheaper, increased during that year by 44 percent.
Even with this tremendous increase in exports, however, the average annual rate
,,f Increase for the past three years for imports was higher than the average an-
anal rate of Increase for exports. It's true that the U.S. exported more than ever
before last year. but we also Imported more than ever. Moreover, it is not just
raw materials and fuel Imports that have Increased. Every year, the U.S. has
brmught in more and more manufactured goods; goods which are in competition
with products manufactured here.

In the first 11 months of 1973. the U.S. Imported $13 billion worth of manufac-
tured goods. (including products made of iron and steel, non-ferrous metals,
textiles, and newsprint), and another $21 billion of machinery and transportation
equipment. These two categories together made up more than 70 percent of our
,'tal imports for that period. In contrast, imports of mineral fuels. (i.e., oil)
hIbricnnts. and related materials accounted for only 11.6 percent of our total
imports. (Note this was even before the full impact of the oil embargo took effect.
Crude materials except fuels, such as metal ores, rubber, textile fibers and paper
,hns stocks accounted for only 7.2 percent of our imports while chemicals ac-

(vunted for 3.5 percent of the total.

THE TRUTH ABOUT IMPORTS

In view of these figures. it is hard to understand how the widely held myth
P:in continue that U.S. trade consists of imports of raw materials and exports
#)f manufactured goods. The facts show otherwise. The corollary of this myth is
that the U.S. need not worry about rising Imports because it has the ability to re-
dress any adverse balance through the export of high technology goods in which
it is supposed to have a perennial comparative advantage over other nations.
A Ide from the questionable nature of the assumption about the U.S. technolog-
ieal lead (diminished by the Increasing expmrt of U.S. technology abroad) the
hard fact is that manufactured goods, including goods which incorporate a large
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degree of sophisticated technology, make up a major proportion of total U.S.imp',r t .

Th U.,. Commerce Department uis.es many different systems for reporting
U.S. trade. In one set of reports all imports are divided into three classifications;
the first being food, beverages and tobacco; the second crude materials and fuels :
and the third lumps together all manufactured goods. The last category includes
ninnufaeturd goods and machinery and transportation equipment, chenivals
and miscellaneous manufactured articles. It is interesting to note that this
g(,neral category of manufactured goods has made tip an ever-increasing pro-
portion of our total imports since 1965 and the trend is still continuih.

The table below indicates the increasing importance of manufactured goods in
the total import picture.

In contrast to this trend, manufactured goods as a proportion of total exports
have actually declined in the past three years. In 1971. approximately 71 percent
of total export trade was in manufactured goods. But by the end of 3973 the
proportion of manufactured goods in export trade slipped to 64 percent. Exports
of machinery and transportation equipment (all high technology goods) slipped
fr,,m 44 percent of the total in the first 11 months of '72 to only 39 percent in the
c4iuparable period in 1973. The significance of this steady upward creep of manu-
factured goods as a proportion of total Imports and the downward trend of man-
ufnctured goods as a percentage of exports is directly related to the American
workers Jobs.

IMPORTS OF MANUFACTURED GOODS

(Dollar amount In millions

Manufactured
Imports of goods as a

manufactured percent
Year Total imports goods of total

1965 ............................................................. $21,247 $11,244 52.3
1966 ............................................................. 25,618 14,446 56.4
1967 ............................................................. 26,889 15,756 58.6
1968 ............................................................. 33, 226 20,624 62.0
1969 ............................................................. 36,043 23.011 63.81970 ............................................................. 39,952 25.906 64.8
1971 ............................................................. 45,563 30,414 66.8
1972 ............................................................ 55,555 37,748 67.9
1973 ............................................................. 69,121 44,788 64.5

Note: The trend continued upward for the 1st 11 months of 1973, bu t was disrupted by skyrocketing fuel oil import pricm
In December.

The U.S. standard of living, which is the envy of the rest of the world, is based
On a high wage-high consumption economy. This in turn. is based on the goods
producing industries, where steady increases in productivity and a strong trade
union movement assure that American workers can look forward to an oppor-
tunity to enjoy the benefits of productivity increases, and to improve their stand-
ard of living. The fact that we import more and more manufactured goods from
abroad, and export less. only serves to underscore the basic shift in the U.S. eco-
noiny from the production of gcl)ds to the production of services. Although there
are many good jobs in the service sector, and it is unlikely that everyone will end
up taking in his neightwor's washing, the productivity iWcreases on which real
economic improvement depends are nt as great in the service industries as in the
production of goods. That basic fact has not been changed by the current trade
surplus.

DEVALUATION HAS NOT HELPED

In 1971, the worsening U.S. trade balance, plus a chronic deficit in the U.S.
balance of payments. resulted in serious undermining of International confidence
in the stability of the US. dollar. Devaluation became tl'e fashionable, panacea
for our trade problems. After several panicky runs on the dollar in the European
currency markets, the United States along with the other major industrial coun-
tries took the unprecedented step of a general revaluation of currencies. The so-
called S*mithsonian Agreement resulted in an upward revaluation for the na-
tions of Europe and Japan and a devaluation of approximately 8 percent for the
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United States. It was hoped that this agreement would bring to an end the re-
current monetary crises which bad been plaguing international finance and which
thicatened to upset the conduct of international trade.

However the hope for stabilUty did ot materialize. The growing accumulation
of surplus Euro-dollars, fed by increased U.S. investment abroad and rising
erosion of the dollar. In February, 1973, Just 14 months after the first devaluation,
the United States again resorted to devaluation, but this time unilaterally. This
devaluation--amounting to about 10 percent-took competitors by surprise, en-
gendered considerable ill feeling, but still (lid not. restore confidence In the dollar.
Far from it, throughout the spring and well Into the summer the value of the
dollar continued to slide, so much so that by mid-summer 1973 it was generally
considered to be overvalued. However, the conditions that led to undermining of
the dollar still remained uncorrected. U.S. overseas investment flows continued,
leading to the accumulation of ever growing amounts of'dollars abroad.

The deficit in the balance of payments showed little improvement. And to make
matters worse, the national crisiss of confidence stemming from Watergate and
related developments, as well as the accelerating pace of Inflation within the
U.S., further undermined foreign confidence in the U.S. position. Although the
value of our export trade benefited somewhat from devLtluation, the full Impact on
our trade was slow in coming, and relatively minor in st.ale.

Perhaps more significant is the fact that devaluation Is a double-edged sword,
making essential raw material imports more costly at the same time that exports
become relatively cheaper. Moreover, the advantage which one country gets over
another by devaluing its currency is of necessity a short term one. When the in-
dustrialized nations abandoned the system of fixed exchange rates that had gov-
erned International trade ever since the Bretton Woods agreement and adopted
a system of floating exchange rates, clearly devaluation was available as a tem-
porary cure'for ever) country. It is a game at which ny one country en play. With
inflation raging in Japan and the European Economic Community in the late
summer of 1973, the dollar slide finally stopped. Since then there has been a
steady improvement in its position In relation to other currencies, and a corre-
spon(ling weakening of those currencies against the dollar.

This situation was accelerated by the oil crisis which has threatened to wipe
out the foreign exchange reserves of the Common Market countries of Europe
and of Japan, but which has put the dollar in a better position since the United
States is less dependent on Middle East oil. As a result of these new develop-
ments, the effective value of the dollar in relation to other Lard currencies is just
about up to where it was before the official devaluation of last February--and
any advantage which might have accrued to our export trade, has Just about dis-
appeared.

INVESTMENT FLOWS CONTINUE

Just as devaluation has not and cannot by itself bring about basic changes in
the conditions which lie behind U.S. foreign trade problems or resolve the prob-
lems inherent in U.S. foreign trade policy, neither have there been any significant
changes in the U.S. direct foreign investment picture.

One of the most important factors leading to the recent imbalance of trade, in-
creased imports and loss of employment In the United States has been the steady
and indeed. unstanched flow of capital and technology overseas, a flow which con-
tinues to grow year by year. By the end of 1972 the book value of direct invest-
ments overseas by U.S. corporations amounted to more than $94 billion, an in-
crease of $8 billion or approximately ten percent more than the level of Invest-
ment the year before.

More than 40 percent of this investment was in manufacturing industries. In-
vestment in manufacturing industries. Investment in manufacturing accounted
for nearly half of the total growth in investment in that year, up from the previ-
ous five year average, when manufacturing accounted for only 43 percent of the
growth each year. In addition most of the new manufacturing Investment-ap-
proximately 83 percent-was in the developed countries, primarily in Europe.
Japan, and Canada, while only 17 percent of the total is located in the less
developed countries.

The reasons for the continuing flow of direct investment overseas are easy to
understand:

1. There has been no change in the tax laws and or In regulation of account -
ing procedures. The same tax incentives and tax aci)nttng. rules whtih ma e
foreign investment attractive In the past remain on The bo6ks. Indeed the ad-
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ministration has indicated that what few controls on Investment there are will be
reinov'ed and that no future change ill the tax laws is contelaInted. As lon. as
U.S. corporations can get a better tax break by investing overseas they will
continue to (1o so. Presently there are several important tax advantages to a coln-
pany to locate overseas. One is the provision that permits a corporation with
foreign affiliates to take a dollar-for-dollar tax credit against its U.S. domestic
tax liability for all taxes paid to a foreign government. This is different from the
procedure that applies when a manufacturer has his plant in the United States.
Iln that case lie call take a deduction, not a credit, for state and local taxes as a
cost of doing business. A direct tax credit, however, provides greater lienefits
than a tax deduction-and is therefore an incentive to overseas investment.

Also, the foreign Investor does not have to pay any tax on the earnings of his
overseas affillates, unless and until they are repatriated as dividends to the
U nited States. This of course is al incentive to retain earnings overseas and to
use thlem for additional investment. Indeed this is Just what has hapIpened. The
change in the direct investment position between 1971 and 19,72 was marked by
a substantial increase in the proportion of reit -ested earnings as compared to
new net capital outflows from the United States. In 1971, reinvested earnings
accounted for $3.2 billion or about 39 percent of the total direct foreign invest-
meat. In 1972, however, reinvested earnings increased to $4.5 billion, and aie-
counted for 58 percent of the total.

2. The trade barriers which0 have worked to force U.S. companies to estallisl
plants overseas at the risk of losing their foreign markets if they did not, still re-
illaill and will probably stiffen as a result of the world wide oil crisis. For niany

years the Connion Market countries and Japan have maintained an ingelious
assort nient of nontariff harriers which discriminated tigainst UI.S. linae( products.
It is these barriers, which the m lltinational comnpanles claim have been the
primary determinant of investment plans. Rather than lose their e.plxrt market
to foreign competitors, I'.S. collpanies have established plants overseas. I Illany
cases these plants have produced goods for third country markets and even for
shiplnent back to the U.S. It has not seemed to bother them that tile United States
is the only country practicing an open door policy, while all of its major coni-
IKetitors are taking a protectionist stance-long after the need for protection had
disappea red.

Although tle recent international textile agreement is an indication that other
nations have become aware of the necessity to correct an essentially unfair system
and to provide for orderly marketing arrangements, for the most part there has
boeen no significant progress toward tite elimination of trade barriers. As long as
this situation continues, Ut.S. companies will continue to build new plant and
equipment overseas, and if necessary close down plants within domestic plants
in the U.S.

3. The cost of labor is still lower overseas than it is in the United States,
even though, in some countries of Europe, labor has made substantial progress in
recent years.

5omne wage levels have Increased in the past two years more rapidly than in the
United States, but the U.S. still boasts a higher standard of living, and the high-
est wages in the world. The table below compares the average wage in manufac-
luring with average wages paid by our major competitors, as well as in some of
the less developed countries.

It is worth noting that recent U.S. productivity increases have matched those
of our competitors. Moreover, because U.S. wages have not increased as rapidly
as those in the Common Market and in Japan, U.S. unit labor costs rose only I
percent in 1972, compared with a 14 percent growth in 11 of the other major
nations.

SITUATION WORSENED BY THE 01, CRISIS

Three years after tile Industrial Union Department first launched its efforts to
call national attention to the impact of changing world trade patterns, and to
ask for a redirected, constnctive foreign trade policy, the nation is still faced
with the same problems, and the basic causes of those problems still remain un-
resolved. Now, today, the oil crisis threatens to make the situation much worse.

Whatever progress, however slight, had been made toward a reduction of inter-
national trade barriers is now in jeopardy. Whatever the effect of devaluation, It
ban proved only a temporary pain killer. Whatever improvement was made In
U.tS. employment is endangered.
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There Is reason to believe that the tough stance taken by the U.S. labor move-
ment was beginning to have some effect on foreign nations, as they realized that
they could not forever discriminate against this country. Today however, the
astronomical increase in the price of oil is making them reexamine their positions.

Since most of the industrialized countries, particularly E)C and Japan, are
heavily dependent on oil Imports to supply their energy needs, they must somehow
varn the foreign exchange necessary to pay for those oil imports. They cannot
afford to spend national reserves either on other imports nor on anything but
essential commodities.

As a result we can expect to see increasing barriers to the import of U.S. made
goods. Furthermore, in order to earn the dollars to use for the purchase of oil,
niost countries will try to further expand their exports to the United States. This,
coulpled with a currency devaluation which will temporarily improve the compe-
titive position of their products, will result in additional import pressure.

Therefore, in addition to new trade barriers we can also expect a further tide
of imports. The impact on U.S. employment, on Jobs already threatened by our
domestic energy problems, could weU be disastrous.

Thoughtful attention must be given immediately to these new pressures on our
foreign trade policy if the U.S. economy and U.S. jobs are to be safeguarded.

1How U.S. TAx LAW WORKS AGAINST U.S. INTERESTS

THE FOREIGN TAX CREDIT IS A BOON TO OIL MULTINATIONALS

Riddle: How is an energy crisis related to a foreign tax credit?
Answer: Through discouraging investment in the United States.

For nearly a year now, the public has been deluged by article after article on
the oil industry, oil companies, and the energy crisis. Every newspaper, every
magazine, and every radio and television network has been analyzing the prob-
lem-has been asking how we got into this mess and how we are going to get out
of it. The oil companies, for their part, are taking full page advertisements in
newspapers and magazines to tell their version of the story. Most of us are left
wondering why we are standing in line for an hour to buy gasoline at 50 cents or
inore a gallon.

TIHE ENERGY CRISIS AND U.S. INVESTMENT

There is no one simple answer. But if you have managed to wade through
some of the millions of words on the subject, some things become pretty clear.
What is clear is that the oil companies have been reluctant to make sufficient
investments within the United States. We can see the results of this lack of invest-
nient. For example:

Production of crude oil within the United States has been declining since
1970.

Few new refineries have been built within the United States for a long time,
and U.S. rednery capacity has not nearly kept up with growing demand.

Almost all oil Is imported in the U.S. on tankers registered in foreign
countries. The U.S. has negligible oceangoing shipping capacity for oil.

Investment is the key to understanding why the situation is what it is today.
Keeping up or expanding production requires far more investment in the United
States than has been made in domestic exploration and in research and develop-
went for new techniques of producing oil in the United States. Keeping U.S.
refinery capacity expanding as fast as demand requires investment in the capital
equipment to build new refineries and to expand and modernize older facilities.
Importing oil on U.S. flag ships requires investment in ships built in U.S. ship-
yards.

As the oil companies are fond of saying, there has not been sufficient incentive
to invest in producing or refining in the United States. We would agree that there
has been a lack of incentive, but we would not agree as to the reasons why.

The oil industry lays the blame for the lack of incentive to invest in the United
States on prices which it says were too low, or environmental safeguards which
were-felt to be too stringent, or oil company profit margins which it claims were
too low.
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TIE CULPRIT-THE FORFIGN TAX CREDIT

But these are not the real problems. The real problem is the U.S. tax code. U.S.
tax laws give U.S. multinational corporations every incentive to invest abroad
and little reason to invest in the United States.

This is true for the shipping of oil as well as for production and refining. Oil
companies have consistently refused to use U.S. ships. They cite the high cost of
American labor for building ships and for crews. But, again, the real reason lies
in our tax laws, particularly the foreign tax credit.

The concept of the foreign tax credit seems reasonable on the surface, but it has
a treacherous interior. Although the oil companies are undoubtedly the most
expert manipulators of the possibilities for tax avoidance inherent in the foreign
tax credit-witness the average of 8.3 percent of income paid as U.S. taxes for
1972-the foreign tax credit is not a special tax break to the oil industry. It
applies to all companies (or people) who earn income and pay taxes outside of
the United States.

The idea behind the foreign tax credit is to prevent double taxation of U.S.
companies. The proponents of the foreign tax credit claim that it makes neutral,
as far as taxes are concerned, the decision between investing in the United States
and investing in a foreign country. A U.S. company with income earned outside
of the United States is allowed to subtract all income taxes it has paid to foreign
governments from the taxes it would owe to the U.S. Government., This is distinct
from the way a domestic company would treat its state and loeal taxes. These are
considered a cost of doing business, a deduction from gross income just as rent
or labor costs are a deduction for a business ; or just as city and state taxes and
property taxes are a deduction for an individual. But the foreign tax credit does
not operate in this manner. Under the foreign tax credit, the company subtracts
every dollar paid In foreign taxes from the taxes owed in the U.S., not from gross
income. In effect, the U.S. Treasury gets what is left over after all foreign
governments are paid.

As a concept, this seems quite simple. This is how it works: If a U.S. company
oarns $100 in a country with a 40 percent tax rate, the foreign government gets
'i() in taxes. When that income is reported for U.S. tax purposes, the U.S.
Treasnry vets $, -- the difference between 49 percent rate in the United States
awl th,, 44) percent rate in the foreign country. If the foreign country had a 48
Ip'rf',.t tax rate, the company would pay no taxes to the U.S. Government on the
$1(0 earned abroadd! In theory, If the foreign tax rate is higher in the U.S. tax
rate, the foreign rate is paid. If thp forei.,n rate is lower than the U.S. tax rate,
the f,,reign rate is paid and the difference--to make up the 48 percent rate-is
paid to the United States. In theory, then, a company would never pay less than
4R5 percent in taxes. No refunds are qippoed to be given-a foreign tax rate of
M percent should not entitle the company to a 5 percent rebate.

Mut thit is in theory. In fact. two provisions of the foreign tax credit turn
what seexn to be a straightforward dollar for dollar credit-a bad enough law
in it-elf-into a system which (an be usd as a gigantic tax dodge. While the law
l)r(vitles that the foreign tax credit is limited to taxes owned" on income earned
tidee of the United States, these provisions allow the sharing of the tax credit
aniong all foreign earned income. We feel certain that these two provisions, taken
t,,.rther. are responsible for the reluctance nf certain companies, particularly
within the oil industry, to invest in the United States. Speifically, the law
provides:

1. The "overall limitation" option. This allows tax credits in excess of
I'.S. tax liability-stemming from a 50 or 60 percent tax rate in the foreign
country, for example--to be used to shelter incom earned in other forign
countires-with a lower tax rate--from U.S. taxation.

2. nrte timing options. Excess or leftover tax credits can be applied with
a two-year carryback and a five-year carry-forward option.

L Taxes paid to foreign governments are defined quite broadly. Foreign taxes which
q,valify for crediting are: (1) foreign taxes on profits of foreign branch operations. (2) for-
eign withholdlng taxes on dividends paid by foreign corporations (not necessarily subsidy.
ariPs) to U.S. stockhoders, and (3) foreign taxes paid by foreign sublIdiares on profit
underL ing dividends paid to U.S. parent corporations. This means that foreign subsid.
art" credit both foreign income taxes and foreign withholding taxes on dividends.

S Tf foreign taxes were a deduction rather than a credit, the companies would pay 28.8%
U.S. tax instead of 8% with a 40% foreign tax, and 25% U.S. tax instead of no U.S. tax
with a 4.;% foreign tax rate.
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It is clear that any large U.S. based company operating in several countries
has tremendous flexibility; it has tremendous potential for avoiding U.S. income
taxes on all income earned outside of the United States. But because the applica.
tion of the foreign tax credit is limited to tax due on foreign income, an investment
problem is created in the United States.

A hypothetical example will illustrate how the disincentive to U.S. investment
occurs:

Imagine a U.S. company which does a major amount of business in a foreign
country called "Overseas" which has a 60 percent tax rate. If $200 is earned in
*'Overseas," the company pays the "Overseas" government $120 in taxes. The
company's U.S. tax liability on the $200 profit would be $96, but the company
uses $96 of the $120 paid to "Overseas" as a foreign tax credit. Thus, no money
is owed to the U.S. government as taxes. Let us assume that the company has no
other foreign operations. This means that the company has $24 in foreign tax
credit which it cannot use-the difference between the $120 paid to the
"Overseas" government and the $96 which would have been owed to the U.S.
government if no allowance were given for foreign taxes. The $24 cannot be
applied to profits earned from operations with the U.S.

Now let us assume that this company is expanding. After 5 years of operations
in "Overseas", it must choose a site for a new operation-let's call it operation-2.
Operation-2 is of such a nature that it can be conducted in a wide variety of
countries-either in the United States or in a foreign country. If the company
locates operation-2 in the United States, the company would pay $48 federal tax
for every $100 of profit- the normal corporate profit rate. But let us look at what
happens if the company locates operation-2 in another country called "Foreign-
land," where businesses are only taxed at a 10 percent rate. For every $100 of
profit erned in "Foreignland," the company pays $10 to the "Foreigniand"
government in taxes. Under the theory of the foreign tax credit, the company
would compute its U.S. tax on the $100 earned in operation-2 as $48, subtract the
$10 paid to "Foreignland" as a foreign tax credit, and owe $38 In U.S. tax. But
that is not what actually happens, because this is where the "overall limitation"
comes in.

A CHOICE OF TAXES

Companies which have operations in more than one foreign country can
choose between two methods of U.S. taxation, the per-country limitation and the
overall limitation. With the per-country limitation, tax is computed separately
for each country of operation. Under the overall limitation, Income and credits
from all foreign operations are lumped together. Thus a foreign tax credit which
is left over from one foreign country can be used as a credit against taxes due
from operation in another foreign country, if the overall limitation i chosen.

Our hypothetical company will clearly choose the overall limitation. Now let
us assume that the "Overseas" operation earns $200 per year and the new
"Foreignland" operation earns $100 per year. In that case, the $38 in tax the
company would owe the United States on its "Foreignland" operations ($48
U.S. tax less the foreign tax credit of $10 paid to "Foreignland") would be still
further reduced by the $24 leftover foreign tax credit from "Overseas" operations.
This would reduce the company's U.S. tax liability to $38 less $24 or $14 for the
$100 of '!Foreignland" profit. But this is still not the end of the story.
. The company had been operating for 5 years in "Overseas" with no use for its

leftover foreign tax credits. But these credits are good for five years after they
accrue. If we still assume that the company had earned $200 per year for each of
the past five years in "Oversea,s" there would be $120 of unused foreign tax
credit ($24 per year for 5 years). This $10 could be applied as credit against.the
remaining $14 which we computed the company would owe as U.S. taxes on
"Foreigniand" profit of $100. Thus the U.S. tax liability is reduced to sero for
the first five years of operations in "Foreignland." 6

Even after the five year carry-forward expires, the company will only be paying
a total of $24 of tax on its operations In "Foreignland"-$10 to "Foreignland"
and $14 to the United States. Chart 1 summarizes just what happens to the 48%
corporate tax rate under the assault of the foreign tax credit. If operation-2
had been located in the United States instead of in "Foreignland," the company

In fact, only $70 of the $120 available from Overseas operations will have been used,
so the company could quickly open a third operation and profit even further from the tax
situation.

30-229-74-pt. 4 ---- 21
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would be paying a total of $ 18 tax per year to the .S-Instead of taxes of $10
for the first 5 years and $24 thereafter to the U.S. and "ForeignIand" comllbined.
Chore 2 shows how this stacks up after 10 years of operation-2. With operation-2
In "Fnreignland," the company will have paid total tax of $1,370 on itsa "Overseas"
and "ForeignIand" operaitlnn--$1.200 to "Overseas," $10 to "Foreignland." and
$70 to the United States. With operation-2 in the United States, however, the
company would have paid a total of $1,680 In taxes-- the same $1,200 to
"Over. ~eas," and $180 to the United States.

The company I richer by $310--equal to over three years of gross profit of
opera tion-2-and the U.S. Treasury is poorer by $410. Any reasonable business-
man would, without question, locate hiq operation in "Foreignland" if at all
pzslhlle. '1 his is a far cry from preventing double taxation, or from making the
d(lci.ion between investing In the United States and investing in a foreign country
tax-nieutral.

Ti dpisinn.niking in this hypothetical maze iq as clear as It. could le. No
business in the situation described would or could possibly invest in the United
States rather than a foreign country unles.q the choice of the United States were
dictated I'v factors overriding the tax benefits. such as access to materials or
ivirlets, or legal restrictions. But how hypothetical is this case? Does the
situation created for the con,-mnny in "Oversea.s" and "Foreigniand" actually
exist? The answer is a resnunV!iig yos. '1his is exactly the situation in which the
International, integrated nil .e:,iparie operate, nid It is a good bet that this as a
major reason why they have been so lontlu9 to invest needed funds in the Un!tedStatc.s. "

The "Overseas" of the oil companies Is their Middle East oil production
o'erntl., . By and large, oil Is drilled and pumped in the Middle East by the
vmainr U.S. bated oil companies--Exxon. Texaco. Mobil. and Standard Oil of
( 1 lifornla in Saudi Arabia: Shell, Mobil, Standard of California, Exxon andTexaco along with British Petroleum in Iran: Gulf Oil with Brishing Petroleum
in Kuwa it; and so on throughout all the countries.

For every barrel of oil these companies take out in the Middle Eastern countries,
they pay the local governments a certain amount. Prior to 1951. this per barrel
payment to the governments of the producing countries was called a royalty, and
was deducted as a lhusinesv expense from the gross incomes of the oil company,' s.
just as the costs of production were deducted. But in 1951, the producing
countries, particularly Saudi Arabia, were looking for a way to get more money
from tie oil companies, and the oil companies were looking for a way to give
the producing countries more money without it really costing them anything.
The U.S. Government provided a solution to this dilemma.

The IT.S. government sent out a Treasury Department omlial to explain tax
credit-and what It could mean to the oil comrnnies-to the Saudi Arabian
offltinl. If the Saudi Arabian government could just write a law which called
111os of the iper l'arrel payment an income tax, then the oil companies cou'd
suibtract the amount paid from their U.S. tax liability. A lawyer was sent out
from Washington to assist. and the Saudi Arabian "income tax" was horn. The
other Middle Eastern countires quickly followed suit. What actually happened
was that the oil companies could take the taxes they had been paying to the U.S.
Government any pay them instead to the Middle Eastern government. In 1949,
the c.. (ompanies in Saudi Arabia had paid $38 million to the Saudi govern-
ment in rn'nltles and leaf'e'4 arid .42 million to the U.S. Government in income
taxes. In the first year of the new system, 1951, the Saudi government got $110
million and the U.S. Government got nothing.

That much is history. The per barrel payment seems to be ftrr ly established as
a tar elifrible to he considered a foreign tax credit against U.S. taxes on foreign-
income. This per barrel tax equalled approximately one-half of the oil companies'
ouerntlny e'rnlnrs at the time when It was instituted-so it Just about evenly
c 'mwIVA U.S. taxes. But in recent years it has come to much more than that
became of the way it is computed. As a consequenct, substantial foreign tax
credit.s have become excess or leftover, much as in the case of "Overseas"
operations.

- - POSTED PRICE TS FICTITIOUS
Pavments to the producing govermnents are based on the posted price, a

fititirms Price which used to be set by the oil companies and which is now set
by th, Middle East governments. The sole purpose of the posted price is as a tax
ibae. The posted price has almost always been higher than the selling price. Since
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the tax to the producing government is set at 55 percent of the posted price less a
minimal producing cost and royalty,' the per barrel tax usually has amounted to
60 or 70 percent or more of the oil companies' operating income- the taxable
income for U.S. tax purposes. Since 60 or 70 percent is far greater than the 48
percent U.S. corporate tax rate, substantial excess or leftover foreign tax credits
are generated Chart 3 shows the posted price, selling price, tax to producing
government, and estimated leftover tax credit per barrel for four recent periods
for oil produced In Saudi Arabia or Iran. The same anaysis would be true for
oil produced in any of the Middle East countries-give or take a few cents.

It is difficult to comprehend the importance of this leftover tax credit on a per
barrel basis. In round numbers, U.S. oil companies produced about 5., biihion
barrels outside of the U.S. in 1972-3.5 or 4 billion barrels of oil in the Middle
Fast. If we consider a 54 cent leftover tax on each barrel, the oil companies
would have had between $1.9 billion to $2.2 billion with which to shelter profits
on operations in other foreign countries.

The major U.S. oil companies clearly have found themselves in the same
position as our hypothetical company with operations in "Overseas" and a decision
to make about where to locate operation-2. The production of oil in foreign
countries, and the high per barrel royalty which can be called an income tax,
combine to keep generating large amounts of leftover foreign tax credit. And the
situation is clearly getting worse, as you can see on Chart 3. As the price of oil
goes up, so do the taxes and royalties paid to the foreign government. The result
is a large increase in the leftover tax credit. If the oil companies were to produce
5 billion barrels of oil in the Middle East in 1974, they would end up with over
$12 billion in leftover tax credit.

These leftover tax credits are the same as money in the bank-if the companies
can find a way to use them. Unused, they are worth nothing. How can they b
used, turned into cash. so to speak? They can be used only if the company owes'
taxes on income earned outside of the United States, in which case the leftover
tax credits can be used to offset those taxes. A company would have to be stupid
to locate any operation within the United States and pay taxes on that IT.S.
operation, if it had the alternative of locating the operation out-ide of the
United States, using leftover foreign tax credits, and paying no taxcs on tlit
operation. Of all the things people are now accusing the oil companies of being,
noloody is seriously suggesting that they are stupidly managed.

There are two areas in which the cumulative effects of oil company decisions
to invest outside of the United States are quite evident-and are becoming pain-
fully apparent to the American people. These two areas are refining and shipping.
The emphasis seems to be on keeping oil outside of the United States until the
last possible moment-the moment when it is sold as its derivative products.
Profits made in shipping and refining are thus foreign profits to the maximum
extent possible, exempt from U.S. taxation because they are sheltered by leftover
tax credits.

FOREIGN FLAG SHIPPING

Virtually all oil that is imj~orted into the United States comes in on foreign flag
ships-a large proportion of it on ships registered in so-called flag-of-convenience
countries such as Liberia and Panama. These countries have one tremendous
appeal for shipowners--who are none other than the major U.S. oil companies.
Liberia and Panama have no income tax on corporate profits. I

If there were no such thing as a leftover foreign tax credit, the oil companies
would have to pay U.S. taxes on repatriated dividends from their Liberiaxr'and
Panamanian shipping subsidiaries. Shipping under U.S. flag or shipping under a
flag-of-convenience would thus be equal-at least for tax purposes But since
there is a leftover foreign tax credit from production of oil, and since this tax
can be applied against any foreign income, the integrated, international oil com-
panies can repatriate to the U.S. $1.00 for each $1.00 of earnings In Liberia, while
they theoretically only would be able to keep $.52 out of each $1.00 earned in the
United States5 This is a benefit which is only available to integrated, international

There Is still a payment to the local government called a royalty, set at 12 % percent
of the posted price. This royalty Is a deduction for tax purposes, not a credit.

' A gimmick has actually been set up by Congress to mitigate the U.S. tax on shipping
profits. This gimmick, the Capital Construction Fund, allows deferral of taxes -on profits
deposited In the fund for the building of new ships In the United States. Xubveqpeat tax
traontment of the new ship makes this gimmick worth less than complete enneellatilo of
Tr.a. tax liability. The important point Is that It would not have been necessary tn met tin
this gimmick if U.S. companies were not able to operate ships totally free from tatatltv
under flags-of-convenience.
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companies who also produce oil or otherwise have excess foreign tax credits.
If an independent U.S. company which did not have other excess tax credit
generating operations wanted to compete with the majors in shipping oil, it would
be at a tremendous disadvantage. This is why the integrated international oil
companies control the lion's share of international shipping, and this Is why nearly
all of the oil which is imported into the United States comes In on foreign flag
ships.

The U.S. people lose from this arrangement in four ways. First, the oil com-
panies are free to charge high prices for shipping of oil using their control of the
field-to-pump flow to put as much of their profit into tax exempt shipping as
possible-rather than taking those profits, for example, in taxed U.S. marketing
activities.' Second, the shipping companies pay no taxes to the United States--
that is revenue lost which must be made up by individual taxpayers. Third, the
U.S. balance of payments suffers from the money leaving the country to pay for
shipping of our oil imports. And fourth, foreign nationals rather than U.S. citi-
zens hold the Jobs aboard the foreign flag ships.

FOREIGN REFINING

The same thing is true on a smaller scale in refining. Imported crude oil can
be shipped all the way to the United States where it can be refined and marketed.
Alternatively, crude oil can be shipped to an intermediate point, such as an
island in the Caribbean, or in Southern Europe, refined there, and then Imported
Into the United States as petroleum products. The choice of the Caribbean refinery
has become quite popular with the oil companies in recent years, while domestic
refining capacity lagged far behind the growth in domestic demand for oil
products. Again we come back to the basic fact that the oil companies have ample
excess foreign tax credit to shelter any business they undertake from U.S.
taxation-as long as it is outside of the United States.

DECLINING U.S. PRODUCTION

It is probable that the effect of the foreign tax credit on shipping and refining
is related to the third area in which the oil companies have been reluctant to
invest in the United States-the exploration for oil and the production of crude
oil. We have seen that the oil company has the opportunity to ship imported oil-
for a tax free profit somewhere in the neighborhood of 60 cents per barrel-and
also has the opportunity to refine that oil outside of the United States for addi-
tional tax free profit of about 25 cents per barrel. Money invested to produce
more oil inithe United States, on the other hand, produces oil which is taxable
throughout its progress to the final consumer.' Although there are undoubtedly
many factors responsible for the declining production of oil within the United
States, the foreign tax credit certainly could be an important consideration.

ABOLISH THE FOREIGN TAX CREDIT

There are many approaches now being suggested as solutions to the "energy
crisis." Most of them center on giving the oil companies sufficient incentive to
Invest in the United States; many proposals suggest higher oil prices, greater
profits for the companies, and government paid research and development. Before
diving in too deeply, it might be wise to instead consider taking away the incen-
tive to invest outside of the United States. It might be wise to consider the
abolition of the foreign tax credit-the foreign tax credit which renders location
of any operation In the United States a poor business decision.,

The oil companies have shown us what can be done with the foreign tax credit,
the overall limitation on foreign tax computation and the carry-back and carry-
forward of excess foreign tax credits. But they are not the only industry to benefit.

AIt Is widely thought that the oil companies practice transfer pricing-an unchecked
prerogative or vertically integrated corporations. Because the com anies control produc-
tion. transportation, refining and marketing. they-can take Drofits in some activities and
losses in others at will, just by changing the price charged for a product or service by
onp part of the organizalon to another. In the case of the oil companies, shipping prices can
be kept high-since all profits are tax exempt-while marketing operations can show a
loss-since profits are taxed. Since all of these operations involve Internal bookkee in
entries and accounting practices and take place over international boundaries, the U.S.
government has not control over them.

I Industry tax breaks such as the depletion allowance and the intangible drilling expense
certainly do out down on U.S. taxation even on domestic operations, however.
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The same incentive to invest abroad, the same disincentive to invest in the
United States applies to all U.S. based multinational corporations who do business
in one country with a tax rate greater than 48 percent.' As the less developed
countries of the world, who control most of the raw materials needed by the
industrial countries, begin to feel their power, more and more multinational
companies will find themselves in the position of the oil companies, with much
excess tax credit which they must find a way to use. Before all of our major
corporations are pushed into increasing foreign investment and decreasing
domestic investment, Congress ought to abolish the foreign tax credit in favor
of the treatment of foreign taxes Just as U.S. state taxes are treated, as a simple
deduction.

With the abolition of the foreign tax credit, and with it the concept of leftover
tax credit which can carry-back and carry-forward, we are likely to see many
more corporate dec.sions in favor of U.S. investment than we are now seeing.

ADJUSTMENT ASSISTANCE

A GOOD IDEA THAT DIDN'T WORK

A year or so ago a popular slogan going the rounds of work places, offices and
schools was, "if you're not part of the solution, you're part of the problem."

This slogan applies to adjustment assistance with particular relevance. It Is
certainly not a part of the solution-but because so many public officials have
thought it was for so long, it has now become a significant part of the problem.
In order to shed some light on the problems of adjustment assistance, we have
tried here to answer some of the most frequently asked questions.

Question. What is adjustment assistance?
A. Adjustment assistance is-primarily a theoretical concept. The theory holds

that if there are individuals and companies who are hurt by governmental actions
taken in the interest of the country as a whole, these individuals and companies
should not be asked to bear a disproportionate share of the cost of such policies.
Instead they should be assisted through a government financed program to enable
them to overcome the temporary dislocations which affect them as a result of
government policies.

As applied to international trade, adjustment assistance was Intended to
alleviate the dislocations that occurred as the increased imports which were
expected as a result of U.S. free trade policies forced factories to close and
workers to lose their Jobs. The theory of adjustment assistance can also be
applied in relation to other economic dislocations caused by governmental policies,
for example, in relation to the energy crisis or environmental protection. How.
ever, at the present time, the only adjustment assistance program going is the
one that relates to international trade dislocations.

Question. Isn't adjustment assistance a good solution to the problem of trade
related job losses?

A. No. It's not a good solution. In fact, it is not a solution at all. As applied to
international trade, the theory of adjustment assistance makes three incorrect
assumptions: (1) that rising imports are good for the country because under a
free trade policy they will be primarily either raw materials or low techology
goods, and will therefore encourage the U.S. to concentrate on high technology
goods where productivity is greater and wages higher; (2) that the dislocations
that result from rising imports will be minor and can easily be taken care of;
and (3) that there will be sufficient government funds available to ease the pain
for those few unfortunate enough to be caught in the bind. These assumptions do
not Jibe with the facts.

Imports are not concentrated in raw materials and low technology goods. Only
7 percent of 1973 imports were crude materials (this does not include fuels)
but manufactured goods made up 64 percent of total imports, and imports of the
high technology machinery and transportation and equipment amounted to 80
percent of all imports-more than four times as much as imports of raw materials.

* Although not many countries tax corporate profits at a higher rate than 48 percent, it
must be remembered that for subsidiaries the foreign tax credit is computed as the sum of
withholding taxes on repatriated dividends and income taxes on profits underlying those
dividends. If the corporate income tax Is 40% and the ithholdinx tax 15%, the tax rate
for the foreign tax credit becomes e55-,yield ng a leftover credit. In 1964-the latest
year for which statistics are available--30 percent of taxable income from foreign sources
was taxed at an effective rate of foreign tax of 60 percent or more.
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The impact of rising imports on employment is not a minor matter. Since 1960,
more than one million job opportunities were lost to imports. Here is what hap-
pened to employment in just three manufacturing industries particularly hard hit
by rising imports between October, 1966, and October, 1973:

Transportation industry-74,300 fewer production workers employed
Electronic communications equipment industry-73,400 fewer production

workers employed
Apparel Industry-96,100 fewer production workers employed
Total-243,800 workers who formerly had good jobs In three industries

There is not now and never will be enough government money to alleviate the
problem. To pay for adjustment assistance and retraining just for the above
243,800 workers would have cost about $1.3 billion. This assumes that these
workers would be paid an average adjustment assistance allowance of $70 per
week for 32 weeks (the Labor Department's estimated average benefit) plus re-
training in some federally supported manpower program averaging about $3.000
per enrollee. In contrast, the federal government spent nothing at all for the first
seven years of the program, and between 1969 and 1973 allocated only $71.8 mil-
lion for adjustment assistance to workers In all industries, or only one-twentieth
of what would be necessary to help the workers In just three industries. Only
37,000 workers actually got any assistance. Since no provision has ever been made
for separate training funds for the trade-displaced workers, practically no training
or retraining has ever been provided.

Question. If adjustment assistance is not working now, why don't we improve
it so it will work better?

A. Adjustment assistance can't work. It is unworkable both In theory and in
practice. As explained above, the premises on which it is based are erroneous. In
addition, even if It were a good idea to solve the import problem by buying off
those most directly affected, adjustment assistance can't work because the cost is
too high. If the supporters of adjustment assistance were really serious -about it,
they have to accept increased federal expenditures amounting to billions of dol.
lars. A serious trade adjustment assistance program could easily amount to as
much as $10,000 or more for each individual and, in addition, would set a costly
precedent for similar programs for other government Induced dislocations. That's
more than even the strongest supporters of adjustment assistance want to bite
off.

IMPORT JOR LOSSES

An IUD continuing study of plant shutdowns resulting from imports indicates
a loss of more than 95.000 in two years.

Reports to the IUD Data Center as of Dec. 1, 1973, showed 169 plants shut
down In the U.S. and Canada and another 51 with permanently curtailed employ-
ment as a result of imports. The closings cost an average of 426 Jobs each and the
curtailments an average of 482.

The administration's new budget proposal for FY '75 clearly illustrates the
normal double-talk approach to adjustment assistance. At the same time that it
is arguing for an "improved" assistance program as the answer to our trade
problems, the administration has proposed a budget reduction of more than 20
percent below last year's program level. And if that were not enough, the ad-
ministration has also proposed the eventual elimination of a separate system of
adjustment assistance, suggesting Instead that the only assistance that should
be given to displaced workers is the same inadequate non-standardized unemploy-
ment benefit system available to all unemployed workers, plus a suggestion-
which Is inenforceable-that governors and mayors give these displaced workers
priority In their manpower training programs.

Question. If adjustment assistance is no good, how is it that the labor movement
used to be for it and even worked hard for the enactment of the Trade Adjust-
ment Act of 19627

A. Like most progressive elements at that time, the labor movement believed
that the concept of adjustment assistance was correct. The labor movement,
along with the majority of those concerned with international trade policy, ac-
cepted as a truism that the U.S. technological lead was not only insuperable but
would remain forever unchallenged. As a result, it was thought that the U.S.
would always be able to export more than it imported and furthermore would
always have plenty of high technology jobs to which displaced workers could
turn.
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Today, twelve years later, it is clear not only that the U.S. exports its tech-
nology almost as fast as it is developed, but that we no longer export more than
we import. Moreover, the availability of high technology jobs to take up the slack
is seriously jeopardized as the nation's economy shifts increasingly to the pro-
vision of services instead of the production of goods. Experience is a good teacher,
and the labor movement has learned its lessons. There is no reason to continue a
wrong policy just for the sake of consistency.

Adjustment assistance is the wrong policy. And as long as people continue to
look to adjustment assistance for practical solutions, it will be part of the
problem.

T=z U.S. BRA= DaAr-

EXPORTS OF TECHNOLOGY COST JOBS

American businessmen are understandably cautions about giving away their
trad' secrets to competing businessmen. Their profits, in the accepted success
formula of free enterprise, are based on their ability to turn out a better and
less expensive product than their rivals.

But where these same businessmen may jealously guard their industrial proc-
esses from their U.S. counterparts, this reluctance to share technological knowl-
edge does not apply when it comes to providing trade secrets to business opera-
tions abroad. Exporting of U.S. technology has become an accepted and highly-
profitable practice among American-based companies. The recipients are either
foreign producers or foreign affiliates of the U.S. multinational companies operat-
ing abroad.

Either way, the U.S. company gains a fat profit through direct sale or license of
patents of industrial procedures, or the sharing of business expertise, to foreign
companies or its own affiliated companies. The U.S. company profits either from
fees for the technology it furnishes or from the products produced abroad by that
technology.

The practice of selling technological knowledge can be of benefit to consumers of
the products developed by the new technology. Research and development on
whnitever side of the ocean it is successfully processed, can add to the well-being
of citizens of any nation that shares in its fruits. The U.S. is no exception.

To be sure, the United States has shared the benefits of such foreign technology
as the jet engine, the Wankel rotary engine, insulin and penicillin, magnetic
tape. and polyethylene.

Obviously, it would not be in the best interests of the United States to put an
embargo on the transfer of technology. But it should be a two-way street.

To le beneficial, the exchange should be relatively equal. This is far from the
case today. The export of technology from the United States is so far out of
balance with incoming technology that it is virtually a one-way street.

The consequence of this outpouring of U.S. technology is an expansion of for-
eign-produced goods utilizing U.S.-developed techniques. This foreign expansion
is often accompanied by a curb on U.S. production and facilities.

The end result is the loss of work opportunities in the United States and de-
velnping unemployment among U.S. workers. This has been the trend since the
1960's and It Is over-widening.

The International Economic Report of the President in 1978 detailed the un-
even technological flow. Measuring the transfer of technology by the royalty and
license fee transfer payments, the report shows the income to U.S. companies
"has consistently and widely outstripped the payments by U.S. companies to
foreign firms."

LIrTLZ TECHNOLOGY IS IMPORTS)

Between 1960 and 1971, U.S. firms received almost $20 billion in payments. Of
this total, U.S. multi-nationals received $15.2pbillton in royalty and fee payments
from lirms with which they were affiliated. The remainder of the $20 billion was
collected from independent foreign producers.

Technology coming in from abroad was only one-tenth of this amount, or less
than $2 billion. And the gap is growing. The President's report notes that for
1972 alone, "the net royalty and fee earnings were in surplus by $2.8 billion."
with that much more in technology leaving the U.S., compared to what was
coming in.
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While U.S. multinationals were registering sizable financial gain from the
sale of technology, the process has proved damaging to this nation's industrial
leadership and to the employment prospects of its workers

The techniques that are sent abroad are funneled into the productive channels
of other nations. Th- transferred technology helps to boost the productivity of
foreign companies and the products that result end up in worldwide markets
in competition with U.S. goods.

American workers are the victims of this technological sale. They have lost
their Jobs to foreign production sources that use U.S.-developed technology. They
have been left stranded by the U.S. corporations that once utilized their services
but now find the benefits that go with foreign production more in keeping with
their search for profits.

They have assured that this foreign production will be effectively competitive
by furnishing foreign plants with the technology developed in the United States.
And they have collected a price for this technology, despite the cost to U.S.
employment.

The practice of exporting technological developments has been growing since
the 1900's. In 1960, fees and royalties paid for U.S. technology amounted to
$840 million. By 1972, revenues from this source had increased to $3 billion.
In the year 1968 alone, some 800 corporations reported income from royalties
and license fees paid by independent foreign companies while another 900 cor-
porations reported similar income from their own foreign branches or sub-
sidiaries.

The expanded technological transfer has helped to create a mushrooming of
manufactured imports. As the outflow of technology grew, so did the import of a
wide variety of products that had been manufactured primarily in the United
States. Imports of steel, autos, machinery, electrical products and communica-
tions equipment were added to these products already filling the ship holds--
the imported shoc2, textiles, clothing, glass and leather goods.

THE CORPORATION BENEFITS SEVERAL WAYS

Today, the export of technology is enveloping increaSingly sophisticated equip-
ment. Within the aerospace industry, some of the latest innovations in air and
space technology have been made available to foreign markets almost from the
time they left the drawing boards of the U.S. engineers.

And when the U.S. multinationals collect their technological fees, they pocket
profits from sale of a product that was financed in good part by U.S. taxpayers.
The government supports research and development in the aerospace industry
to the tune of billions of dollars. The product that results reverts to the exclusive
domain of the U.S. corporation, which first collects profits from pr auction within
this country, then collects additional profits from aboard when the technology is
sold.

Business Week magazine recently reported on developing technological ex-
changes between U.S. aerospace firms and the Soviet Union. It reports on con-
cerns expressed by Pentagon officials over the effort by these aerospace com-
panies to sell goods and technology that have military as well- as civilian
application. Discussions between Soviet leaders and U.S. firms have included a
sales range from computers and communications to shipbuilding and aircraft.

"What the Soviets really want to buy, apprehensive Pentagon spokesmen claim,
is not planes but the knowledge that would allow them to build their own pro-
duction facilities--complete with all the systems and quality control that are
the hallmarks of-U.S. defense plants." Business Week reports.

Defense Department officials are concerned about the military aspects of the
technological transfers. For aerospace industry workers, the implications of
trading away technological and production knowhow are obvious: the U.S.
would not be the source of these products that would be produced in foreign
countries, and the need for aerospace workers would be further diminished.

These new technological trade discussions with the Soviet are an extension
of already-existing agreements between that nation and U.S. multinationals.
As an example, General Electric Co. last year worked out an accord for the
mutual exchange of technology with the Soviet Union, leading to the licensing
arrangements for the 'manufa-cture of GE products in that nation.

Nor is the shipment of aerospace technology abroad new to this nation's trade
patterns. Last year, the AFL-CIO reported on the sale by the McDonnell-Douglas

-4
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Corporation of the Thor-Delta launch rocket and its entire missile launch
system to Japan. This system, considered to be the nation's most dependable
launch unit, was developed from millions of dollars in research paid for by
U.S. taxpayers. Multinational McDonnell-Douglas was due to pocket the entire
profit from the sale.

'U.8. WORKERS LOST JOBS

From this exchange, the Japanese stood to gain a sensitive and critical piece
of technology, McDonnell-Douglas stood to gain a high profit and U.S. aerospace
workers stood to gain-nothing. In effect, their jobs were sold along with the
technology, with no indication that further technology will be developed requir-
ing such highly skilled labor.

These single corporate examples are magnified many-fold in a number of U.S.
industries. Among those trading heavily in the licensing and patent sharing
arrangements with foreign nations are the electrical-electronics and communi-
cations industries. Together they provide a graphic picture of the damage to
this nation's economy and the workers in those industries from technological
transfer.

Research and development in these industries is a major cost exceeding $2.5
billion annually. This massive expenditure is financed in good part by the U.S.
taxpayer, since the U.S. government provides more than half the development
funds.

Utilizing these funds, technological development in electronic-electrical devices
and systems has become far advanced in the United States, performing in a
variety of fields including communications, transport, manufacturing, aerospace,
government, banking, retailing, and education. Their influence in the industrial
and service processes are widespread.

American firms have readily shared this technology with foreign competitors
through licensing arrangements and Joint ventures. Their private profit, how-
ever, has been made at the expense of this nation's technological advantage. The
foreign competitors who have paid for the technology are reaping their own
rewards in product development. And so are the U.S. multinationals using the
technology to produce abroad.

What the U.S. multinationals have sold in the way of licenses, patents, and
through investments in foreign firms has been returned to this country as
product imports. These products have taken the place of U.S. produced goods,
and the American worker has lost out.

Between 1969 and 1972, this U.S. industry has lost many thousands of Jobs.
The International Union of Electrical Workers estimates a loss of 450 thousand
jobs in the industry sectors where it has members. These included 57,300 Jobs
in electronic components and accessories; 98,500 in communications equipment;
30.700 in office and computing machines and 17,700 in radio and T.V. receiving
equipment.

Japan is one of the biggest competitors to the U.S. in production of electronic
products. It Is also one of the biggest importers of U.S. technology.

U.S. electronic and communications firms, between 1960 and 1970, made 516
patent licensing agreements in Japan. These included agreements by such multi-
national firms as RCA (817) ; GE (80) ; Western Electric (61) and IBM (28).
In that decade, there was a six-fold increase in the number of agreements.
In 1970 alone, the returns on technological sales brought U.S. firms an estimated
$2.2 billion.

1.S. CAPITAL FOLLOWS TECHNOLOGY

The extent of Japan's use of U.S. technology i cited by Lester Brown of the
Overseas Development Council in this book, World Without Bordere. He points
out that Japan "has the largest technological balance of payments deficit of any
country ... the United States has the largest surplus.. ." which is another
way of saying that Japan buys the most foreign technology, the U.S. sells the
most technology.

These same multinationals, when not selling new technology abroad, have gone
another route to utilize foreign production processes. Along with technology,
they have exported U.S. capital to Invest in plant and equipment overseas.

Commerce Department figures indicate tho growth of plant and Investment
expenditures abroad. Between 1950 an4 1970, sqch investment increased more
than six times, from $12 billion to $78 billion. By the end of 1971, direct invest-
ment abroad had climbed to $86 billion and through 1972 it had risen further to
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$94 billion, including a one-year record $3.8 billion invested in manufacturing
abroad. Indicative of the heavy foreign Investment, between 1969 and 1971. the
gain in U.s. direct investment abroad was 31.5% while a comparable percentage
of U.S. capital spending in the U.S. amounted to only 7.4%.

Using capital from the United States. these foreign production facilities-
operated or shared by US. multinationals-produce goods not only in the country
where their factory is located but for markets around the world, including the
U.S. They are competitive not only with U.S. exports, but in domestic U.S.
markets as well.

The International Report of the President put the amount of U.S. foreign
investments in manufacturing and assembling at $3.5 billion by the end of 1071.

The lure for U.S. investments primarily has been the low-wage labor avail-
able in foreign countries. Where the United States could effectively compete in
production and marketing processes, the wide disparity in wages along with
the other benefits allotted U.S. multinationals have been instrumental in foreign
products underselting U.S.-made goods.

Investment by U.S. firms in low-wage countries has also leen instrumental
in perpetuating these low wages, Ameri(an firms operating in Japan, Taiwan,
Korea, Mexico, Malaysia, Jamaica, the Philippines and elsewhere have en-
couraged sub-standard wages as part of their willingness to do business in
those areas.

Heavy Investments by U.S. multinationals in foreign production has helped
to force U.S. electronic products off the market. Domestic production of home
radios has been almost eliminated. Imports of television sets. first from Japan
and now from Taiwan and Mexico, has forced the shutdown of many U.S.
production facilities. Taiwan Is now the largest exporter of TV sets, having
pawed Japan two years ago.

Other private employers who have trimmed or closed down U.S. facilities in
favor of foreign operations. include Philco-Ford operating in Taiwan and Brazil:
Admiral Corporation in Taiwan; Texas Instruments in Hiji, Japan, Kuala
Lumpur, Malaysia, and Campinas, Brazil. Other major U.S. electrical manu-
facturers are also expanding operations in these low-wage areas.

As these U.S. multinationals extend their operations abroad, they withdraw
from U.S. production and, as the process increases, the number of American
jobs declines.

- N0 REMEDY IS PBOPOSW

Thi. trend hls gone unchecked, and dezpitp the damaging Impact on U.S. jobs.
there is no remedy in th Trnde Reform Act hbfore Conzress.

Without effective regulation, the productive capacity of this nation will con-
tinue to dissipate. The competitive-dvantages held by the U.S. are increasingly
shortlived and the gap in productivity grows narrower as companies producing in
foreign lands utilize U.S. technology to catch up and even surpass U.S. companies.

Such trends need to be checked to prevent the U.S. from becoming a second
cla-s manufacturing nation, with a veritable army of unemployed manufacturing
workers.

The solution is to apply the necessary restraints on the outflow of technology
and capital. The authority to institute such restraints should be placed in the
hands of the executive branch, granting it the discretionary power to limit the
export of technology. This could be done through control of licenses to produce a
product abroad. A holder of a U.S. patent could be prohibited from producing
the patented product abroad or licensing someone else to do so.

The executive branch should also be empowered to regulate the outflow of funds
to other countries for private investment by American citizens or corporations.
U.S. capital expenditures abroad could be restricted under such authority, If It
was determined that such expenditures would lead to employment decreases in
the United States.

The export of technology and capital should not be prohibited. There should
continue to be an exchange between the U.S. and foreign nations so that the
benefits of research and development, along with the necessary investment cap-
ital, can be shared by citizens of all nations

However, this process should not be allowed to continue unrestricted where It
damages the productive capacity of the United States and causes continuing
losses in employment opportunities for U.S. workers.

A,
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TRADE REFORM PROPOSALS
THE ADMINISTRATION LOOKS TO THE PAST

To deal with the problem of international trade, the Administration has pro-
posed a bulky new legislative program, all wrapped up in the so-called Trade
Reform Act of 1973. This legislation was passed by the House of Representatives
last October. The Senate Finance Committee began public hearings on the bill
early in March.

However, even when it was first proposed, the Trade Reform Act was a pale
substitute for a constructive trade policy, offering inadequate if not downright
improper answers to current problems of international trade and finance. Today
the bill is totally obsolete.

The fast-breaking event, on the international economic scene, starting with
the energy crisis and including wild currency fluctuations, swift changes in na-
tional balance of payments accounts, growing shortages of fuel and other vital
raw materials and even of foodstuffs, and the troublesome and increasingly severe
worldwide inflation have changed the picture so rapidly that in the words of the
AFL-CIO Executive Council "a total re-examination of U.S. trade and investment
n(,l,,1 i in order."

Not only are the provisions of the present bill under consideration by the
Senate completely irrelevant to the real problem, but some of these problems
are not dealt with at all. Here are some of the inadequate and improper pro-
visionq of the Administration's Trade Reform Act:

1. The proposed legislation would give to the President authority to reduce to
zero any tariffs currently at 5 percent or below. Any tariff of from 5 to 25 percent
could be reduced by thrpe-flfth s and any tariffs above 25 percent could be reduced
by three-fourths. All of this authority-unchecked by Congress or the public-
would be for five years. The President could also raise tariffs, but no one expects
that such authority would be used. It hardly needs saying that this is no time to
be giving the President such unrestricted authority.

2. The President would also have authority to reduce nontariff barriers or to
convert them into tariffs. Any change in a non-tariff barrier could be vetoed by
either House of Congress within ninety days after it was announced. The bill
requires the establishment of labor and business advisory groups for each major
industry sector where the elimination of nontariff barriers was being considered,
hit the President could ignore their advice and the chances are that he would.
The bill does nothing to tie the reduction of U.S. nontariff barriers to a similar
reduction by other nations although it is not the U.S. nontariff barriers which
restrict trade-it is the barriers erected by other nations against the U.S. Since
nothing is done to reduce those barriers the problems will remain unresolved.

3. The legislation contains provisions which would make it possible for the
President to temporarily impose Import surcharges or quotas (for 150 days) If
necessary to correct persistent balance of payments distortions. Along the same
line. he could also reduce duties or ease import quotas on a temporary basis on
items in short supply in order to restrain inflation. But In neither case, is the
remedy appropriate to the problem. At the time the legislation was drafted, the
major disruptions in national trade and investment balances, and the acute world
shortages of raw materials had not been foreseen or even dreamed of. As a
resiilt, the kind of tpmpor-iry tinkering envisaged by the Trade Reform Act is
hardly worth serious consideration.

4. The Trqdp Reform Act purnorts to provide import relief to domettic indus-
trips injured by rising imports. It would do this by changing the definition of in-
jury; authorizing relief if Imports contribute "substantially" to Injury rather than
requiring that they be a "major" factor. as at present. The change in definition in
helpful as far as it goem, but unfortunately it does not go very far. The relief 'is
tn be in the form of first. Increased duties, second tariff-rate quotas, and finally
direct quotas and voluntary agreements. By -the time each of the priority al-
terntives had been tried in turn, and proved unsuccessful, the original Injury
will hAve developed Into a terminal disease.

5. The new legislation also purports to solve the problems of workers who
t,1o tb,-Ir Ioh ha-oo InerpRaed Importsq by "imprnvint adjustment amistance."
Tn fiqt. of course, the hill does not Improve the situation for these workers-
nIv mqklng It possible for more persons to qualify for less help.
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MANY IMPORTANT PROBLEMS IGNORED
There are many areas of concern which the Administration's trade bill leaves

completely untouched. These include:
1. It provides no specific machinery to regulate imports or to curb the export

of material's In short supply at home.
2. It does not deal with the export of U.S. technology and capital to other parts

of the world where corporations, which frequently are U.S. based multinationals,
can maximize profits and minimize costs at the expense of U.S. jobs and pro-
duction.

3. It does nothing to close the lucrative tax loopholes for multinationals or to,
remove, or at least neutralize, the tax and other incentives which make It more
profitable for U.S. companies to Invest abroad and produce abroad rather than in
the United States. Nor does It do anything to regulate accounting practices so
that smart multinational managements cannot juggle their books to take advan-
tage of favorable treatment in one country compared to another-without regard
to social or economic obligations, either to host or parent country.

4. It does nothing to repeal Items 806.30 and 807 of the Tariff Code, which
encournge I.S. firms to locate abroad and take advantage of low wage foreign
production and a special low tariff rate on goods exported to the United States.

5. It fails to assure action against the unfair trade practices of other nations.
6. It Ignores the fact that this country's industrial base and productive

strength have been weakened by current foreign trade and investment policies
and makes no provision for restoring the nation's critically needed industrial
health. The continuing headlong shift of the U.S. economy from the goods produc-
ing to a service economy is a serious matter and cannot be taken lightly.

A NEW BILL IS NEEDFD

For all of these reasons Congress should reject the bill now before it and write
a new trade bill which will contain provisions which will help to solve today's
problems rather than yesterday's charades. Such legislation must be comprehen-
sive. flexible and realistic.

The new legislation should:
1. Reguflate U.S. imports and exports. Specific flexible legislative machinery is

necessary to control imports. A flexible mechanism can also be applied to
excessive exports that. are in short supply and are vital to the U.S. economy.
Exports, imports and U.S. production should be linked in relation to needs for
supplies. production and Job opportunities wil hin the U.S.

2. Modernize trade provisions and other U.S. laws to regulate the operations
of the multinational firms, including banks and the oil companies. Without such
regulation these companies can continue to use U.S. tax, trade and other laws
In combination for their worldwide advantage. They will continue to export
production facilities, money and jobs and to juggle prices to the company advan-
lage and regardless of the impact of their activities on the U.S. economy.

3. Eliminate U.S. tax subsidies and other advantages for corporations investing
abroad. Specifically the tax laws should eliminate the tax deferral of Income
earned abroad and the foreign tax credits. In addition the legislation should
curb the ability of the multinationals to apply excess tax credits to any of their
overseas operations, and/or to carry credit forward or backward in a way which
allows them to minimize U.S. tax payments. These tax provisions not only con-
tribute to the export of jobs, and to the erosion of the U.S. Industrial base but
th.v also encourage contrived shortages of raw materials and components "or
U.S. production and job needs.

4. Items 806.30 and 807 of the Tariff Code should be repealed because they
encourage the foreign production and foreign assembly of goods for sale in the
U.S. Imports under these provislons.-which are used to shift production to cheap
labor markets and away from the U.S.-have risen from $1 billion in 1967 to
$3.4 billion in 1972.

5. Clear provisions should be included in the new legislation to regulate exports
of capital and new technology.

6. Multilateral trade agreements with other nations should be administered in
-a manner which is consistent with the flexible machinery devised to regulate
Imports and exports.

7. Any legislative provision to authorize negotiation on non-tariff barriers
should be limited and should require specific Congressional approval for the
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removal of any barrier, with full information about the products affected. It is
not enough to have an after-the-fact veto authority. U.S. tax laws, consumer
protection laws and other social legislation, including occupational health and
safety laws, should be barred from such negotiations.

8. New provisions are needed to assure speedy and effective action against
foreign dumping of products on the U.S. market.

9. Clear labeling on Imports of products and components to mark the country
of origin is needed. All consumer protection legislation should be strictly enforced
on imports.

10. The need for improved statistics on imports, exports and production has
become urgent. Since important policy decisions are made on the basis of statis-
tical evidence, that evidence must be as comprehensive and accurate as possible.
This Is not now the case.

THE MULTINATIONALS ATTACK

PROPAGANDA CAMPAIGN HIDES THE TRUTH

A decade ago the word "multinational" was unfamiliar to most people. It was
used for the most part only in academic classrooms or by theoretical economists.
The 1964 edition of Webster's dictionary does not carry it. But today the word
is commonplace, familiar not just to readers of the financial pages of the news-
paper, but to all of us. Whether standing in a gas line or an unemployment line,
most Americans now are aware of the connection between the giant multinational
corporations and those lines.

Oil companies, manufacturing companies, agribusiness, banks-all are engaged
in worldwide operations. The rise of the multinationals is perhaps the most sig-
nificant economic development of -recent years. Their shift from relative obscurity
to the front pages Is, of course, the result of both the tremendous growth and
the growing concern over the impact of these huge companies on economic and
social development, not just within the United States, but on a global basis. By
the beginning of the 1970's, it was hard to find a manufacturing company worth
its salt which had not either already gone multinational or was busy making
plans to do so.

The concern of the labor movement over the uncontrolled activities of the
multinationals was voiced early and loud-loud enough apparently to strike a
nerve among the multinationals themselves and to cause them to launch, through
their various spokesmen, a concerted counterattack. Adopting a posture that the
best defense is offense, this counterattack is designed to smother both labor's
concern and the issues with a blanket-really a patchwork quilt-of spurious
statistics and fictitious "facts."

As the labor movement has worked to persuade the public, the government, and
Congress that regulation and control of the multinationals is essential to the
conduct of effective and wise public policy, the multinationals have fought back.
They are trying to convince an increasingly skeptical public that regulation is
not only unnecessary but would be detrimental to the ceo-o mic and social well-
being of the country and the world. In this effort, the multinationals have been
aided by powerful spokesmen, starting with the President of the United States,
and Including the U.S. Department of Commerce, the Council on International
Economic Policy, the U.S. Chamber of Commerce, and their own. organization
created especially for the struggle, the Emergency Committee for American
Trade or ECAT.

The multinational counterattack has focused on three points:
The multinationals contend that their operations are good for U.S. employ-

ment, creating more than their share of Jobs--and that they do not contribute
to the loss of U.S. job opportunities.

They contend that their activities are good for U.S. trade, increasing exports
and not affecting imports.

They contend that they do not take advantage of the low-wage economies-
that wage is not An important factor in the decision to establish plants abroad
rather than in the United States.

In this article, the fallacies behind each of these contentions are examined.
It may well be that there are no absolute truths to be found In the continuing

debate on the impact of multinationals, although certainly there has been no
lack of searchers for the truth, including several Congressional committees.
However, there have been clear distortions of the truth and these can and
should be set straight.
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TIE EMPLOYMENT ISSUE

So many figures have been used and misused on the impact of increased over-
seas investment by the multinationals on U.S. domestic employment, it is no
wonder that the only result of the charges and countercharges of the statistical
battle is complete confusion or disinterest. Take one example: perhaps you have
seen or heard the ad used by ITT1-a multinational if ever there was one--to
defend multinationals in general and its own overseas operations in particular.
The ad starts with a picture of a newborn infant and asks the question-will
there be a job for this infant when it grows up? The ad goes on to say that there
must be millions of new jobs by 1990 and that one way to get these jobs is by
further expansion abroad. It then advances several sets of statistics to prove
the point, stating that "in the 1960's, U.S. multinational companies increased
domestic employment at a higher rate (31.3%) than the national average
(12.3%)," and that foreign trade (and inferentially, multinational trade) gen-
erated from 600,000 to 900,000 "new" jobs for Americans during the 1960's. Sounds
very good. But It represents a gross misuse of questionable data.

The first set of figures concerning the growth of domestic employment is taken
from a survey conducted by the U.S. Chamber of Commerce in 1972. The
Chamber-not exactly a disinterested observer-sent out a questionnaire to 644
companies in an effort to show a favorable relationship between foreign invest-
ment by U.S. companies overseas and employment in those companies here at
home. Only 121 of the 644 companies responded; presumably those with the best
record. These companies did indeed show an increase in domestic employment
between 1960 and 1970 of 31.1 percent.

However, a substantial part of that increase was due to mergers and ac-
quisitions or was merely a paper increase. According to the Chamber's own
figures "Just over one third ot the tta.l domestic employment gains -in 1960-1970
were due to acquisitions." This means that instead of a 31.1 percent increase in
domestic employment, the real gain for the 121 companies was only 20 percent.
Jut how ITT got its figure of 12.5 percent for the national employment growth
in the decade of the 60's is impossible to discover. It must be for some other
country, not the U.S., because according to the data published by the Council
of Economic Advisors and the U.S. Department of Labor's Bureau of Labor
Statistics (which certainly should be definitive), the increase in total non-
agricultural payroll employment for the decade was 30.2 percent, or more than
ten percentage points in excess of the job growth in the multinational companies
surveyed by the Chamber-and then reiterated as fact by ITT in a national
advertising campaign.

WHERE THE FIGURES ORIGINATE

The second set of statistics used In the ITT ad is equally fuzzy and. unfor-
tunately. equally unreliable. As far as can be ascertained, the 600,000 figure-
presumably a minimum number of new Jobs generated by the activities of the
multinationals-is taken from an estimate made by Professor Robert Stobaugh
of the Harvard Business School in the closing paragraphs of a study he made on
commission from the U.S. Department of Commerce in September, 1971. The
study examined the case histories of only nine U.S. companies with foreign direct
investments, to determine the effect of the investment on U.S. employment and the
balance of payments.

His analysis of these nine cases led Professor Stobaugh to the conclusion that
after initial periods of development and transition, the number of new domestic
jobs in those nine companies would settle at 3,802--a long way from 600.(0
to be sure. Notwithstanding the limitations of the nine sample cases, the Harvard
group then took a heroic dive into the statistical pool and estimated the total
impact of foreign direct investment on all U.S. employment, On the basis of some
broad and fairly Iffy assumptions, they came up with a figure of 250,000 produc-
tiop Jobs in some undefined period. To this they added another 250,000 office Jobs
in the headquarters of the multinationals and then for good measure tossed in an
additional 100,000 Jobs for undefined "supporting workers." All of this adds up
to the guesstimate of 600,000 used as fact by ITT, and unfortunately by many
others.
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Now, how about the 900,000 maximum job figure? This apparently comes from
still another multinational-supported study; this one done by ECAT. This study,
also undertaken in 1971, is based on information supplied by only 74 multina-
tional corporations on their activities between 1960 and 1970. These companies
reported that they had increased employment by "nearly 900,000" from 2,432,000
to 3,348,000 or a growth rate of 36.5 percent. The ECAT tabulations, however,
clearly identified that part of the increase that was due to merger and acquisi-
tion, and therefore not representative of real gain. Eliminating this paper growth,
the gain drops from "nearly 900,000" to only 528,000, representing in percentage
terms an increase of only 21.6 percent-a very poor showing compared to the
national average growth of 30.2 percent.

A NOT-80-GOD RECORD

Altogether, what ITT and Its friends have done is to take data from several
sources, mix It up with some good advertising copy, and come up with a self-
serving recipe for the continuation of the present tax and trade policy favoring
the multinationals, under which profits come first and the public interest last.

In actual fact, no one can be certain what will be the long run impact of the
multinationals on employment. We do have some factual information to help us
in this regard. Last year, the Department of Commerce collected comprehensive
data on 298 multinationals, representing the major portion of the U.S. multi-
national universe. Whis survey showed that their domestic employment increased
between 1966 and 1970 by 11.1 percent, compared to a total U.S. employment
growth for that period of 10.4 percent. The Department of Commerce admitted
that "it does appear that some part, probably not more than V of our sample, of
the growth in domestic activities of the 298 enterprises is due to mergers." p'hat
being the case, it is clear that the domestic employment growth for the multi-
nationals is not better than for the economy as a whole. If anything their record
is worse.

There is one other frequently used statistic that needs to be laid to rest in this
connection. ECAT has publicly stated that "the domestic employment of the
298 companies covered in the (Department of Commerce) survey rose far faster
than other domestic employment. The increase in their payrolls between 1968
and 1970 by an average of 2.7 percent a year compared to the ntalonal average
Of 1.8 percent." The Council on International Economic Policy-the top White
House group In this field-presumably using the same data, makes a similar
claim, stating that "a recent survey of 298 multinational firms carried out by the
Department of Commerce suggests that multinationals have helped rather than
hindered the growth of domestic empolyment." The Council's report goes on to
say, "the study showed for example, that while overall U.S. private sector employ-
ment grew by 1.8 percent a year, between 1966 and 1970. domestic employment
attributable to multinational corporations grew by 2.7 percent a year." Both sets
of figures are in error.

The total growth rate of employment In the 298 companies is correctly re-
ported at 2.7 percent a year-but if you take into account the one-fourth in-
crease attributable to mergers and acquisitions-which the Commerce Depart-
ment Itself says is a reasonable estimate-the growth rate would be only 2.1 per-
cent a year. Now about the second figure-1.8 percent that Is supposed to represent
national average employment growth. Here one can only assume that the gov-
ernment--and ECAT made an error in arithmetic, because the growth in private
sector employment between 1966 and 1970-as reported by the Bureau of Labor
Statistics-Is not 1.8 percent a year, but- 2.3 percent a year. So even without
taking into account the problem of mergers and acquisitions, the performance
of the multinationals is not 50 percent better than the rest of the economy as a
whole as claimed by ECAT, but only 17 percent better. And if the merger prob-
lem is taken into account, the performance of the multinationals is almost 10
percent worse than the national average.

All of this might be considered much ado about nothing. But it is not. It is about
people and Jobs, and about the development of a foreign trade policy that affects
the lives of all of us. None of us can afford to let multinational propagandists
cloud the real issues with false and fancy figures. However the same kind of
misrepresentation has occurred in regard to multinational influence on imports
and exports.
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THE EXPORT-IMPORT ISSUE

The contention of the multinationals that their activities have ontributed
heavily to the expansion of U.S. exports, and have not been instrumental in bring-
ing about the sharp increase in imports, is simply less than the whole truth.
Although it is true that between 1966 and 1970 exports of the multinationals in-
creased faster than total U.S. exports, that is not saying much, since they are
naturally the biggest companies which would be expected to account for a major
portion of U.S. trade.

The significant comparison is between the rate of growth of the multinationals'
exports and their imports. Here we find that in the period under discussion im-
ports of manufactured goods generated by the multinationals (the import of
raw materials is not In question), as measured by the increase in exports to the
U.S. by the overseas affiliates of the 298 companies surveyed by the Department
of Commerce, increased by 129.4 percent. In the same period, the increase in total
U.S. imports of manufactured goods was only 82.3 percent. In addition, imports
of manufactured goods produced by U.S. based-multinational corporations grew
twice as fast as their exports-129.4 percent compared to 58.6 percent.

In several specific industries, the performance of the multinational corporations
has been decidedly inferior in comparison with total U.S. trade performance. A
Tariff Commission study, using the data provided by the Department of Com-
merce, shows that the multinationals were inferior to all-manufacturing firm
export performance in 18 industries. By inferior, the Commission means that
multinational exports grew more slowly than all-firms export growth. These 18
industries accounted for almost 80 percent of the total U.S. export trade in manu-
factured goods. They include such industries as primary metals, industrial
machinery, fabricated metals, transportation equipment, paper and allied prod-
uct', instruments, industrial chemicals, electronic components, radio and tele.
vision, and stone, clay and glass products. The same study shows the multina-
tional inferior to all-firm import performance (that is their imports rose faster
than all-firm imports of manufacturer goods) in 13 industries. These industries
include Industrial machinry and equipment, electronic computing equipment,
fabricated metals, drugs, textiles and apparel, electrical equipment and appara-
tus and farm machinery and equipment. Not only is the quantity large of indus-
trial production in which multinational performance is inferior to the general
economy, but the types of goods are broad-based, including capital as well as con-
sumer goods.

Serious questions can also be raised concerning the impact of the sales of
foreign affiliates on U.S. exports. Quite naturally the inevitable result of the
increased inrestment in overseas affiliates has been a substantial increase in sales
by those affiliates, both within the countries where they are located and in third-
country markets. The question that remains unanswered is how these sales affect
tho U.S. export market-would U.S. plants have been able to supply those mar-
kets without help from their foreign affiliates? The multinationals' answer is
no. But there is plenty of room for doubt,

The Tariff Commission agreed that it was unrealistic to expect that U.S.
industry eould absorb the entire burden, but in hypothesizing that U.S. exports
could absorb only half the difference between 1966-70, the increase in foreign
sales would he about $4.9 billion. This. of course, would have gone a long way
toward relieving unemployment in the United States, as well as toward offsetting
the U.S. balance of payments deficit.

THE REAL EXPORT-IMPORT STORY

Between 1966 and1970 imports Into the United States from their affiliates rose
substantially in many industries, competing sharply with domestically produced
goods. In the electronics subsector, for example, rapidly rising imports from
manufacturing affiliates in Taiwan, South Korean, Mexico and similar locations
clearly had a strong impact on domestic production. Shipments to U.S. parent
companies rose by almost 240%. In the industrial machinery subsector, total
parent) Imports from affiliates was double. Other substantial increases in Imports
from foreign affiliates which exceeded the national average Increase were:

chemical and allied products-up 93%, with drugs up 221 percent
rubber products-up 589 percent

A
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industrial machinery-up 828 percent
transportation equipment- up 185 percent
printing and publishing-up 1,000 percent
electrical machinery-up 180 percent
One of the most pernicious distortions of the truth concerning the impact of

the multinationals on U.S. trade is the oft-repeated statement that they account
for one-fourth of U.S. exports (thereby making the point that overseas investment
helps U.S. export trade), while only 8 percent of the total sales of those affiliates
comes back to the U.S. in the form of imports (thereby supposedly proving that
these foreign affiliates do not displace domestically produced goods in the U.S.
market). The figures are misleading on several accounts.

First, the comparison is between apples and oranges. The export figure relates
to all U.S. nonagricultural exports (which does not exclude other crude mate.
rials) while the import figure relates only to manufactured goods. Second, the
figures are for different time periods. The export figure Is quoted from a Com-
merce Department estimate based on 1962-84 data. The import figure on the
other hand relates to a Commerce Department study using 1965 data. Third,
usually no reference is made to the data year. The impression is fostered that it is
current. As a result, these figures have been used in Juxtaposition not only by
outside organizations-which must depend on the government for factual Infor-
mation, but by the government itself, in its supposedly impartial report on "The
Multinational Corporation, Studies in Forelgh Investment."

If one uses the more up-to-date data developed In the Commerce Department's
survey of the 298 multinationals, the result is somewhat different. On the basis
of that Information, we find that in 1970 the exports of the 298 multinationals to
their own affiliates accounted for only 20 percent of the total U.S. export -trade.
Imports of all products from majority-owned affiliates, on the other hand,
amounted to 19 percent of all U.S. imports, and 16 percent of all imports of
manufactured goods. In other words, the comparison Is not between 25 percent
exported to affiliates, and 8 percent imported from affiliates, but between 20
percent of total exports going to U.S. firms overseas and 19 percent of total U.S.
imports coming in from U.S. firms overseas. Quite different conclusions can be
drawn from this data.

THE WAGE ISSUE

The supporters of the multinationals have tried hard to show that generally
lower wage levels in foreign countries have not been the primary factor in the
corporate decision to invest in overseas facilities. To prove the point, innumerable
questionnaires have been sent to U.S. corporations inviting them to explain the
basis for their foreign investment decisions. The answers invariably relegate the
wage issue to the bottom of the list with other factors such as the foreign coun-
try's tariff and nontariff barriers to U.S. exports, tax and profit incentives, and
the ability to better serve the foreign market all coming first.

However, the fact is that wage levels In other countries are lower than in the
U.S. and are scandalously inadequate in the less developed countries. The labor
movement has never argued that the wage factor is the only determinant for
foreign direct investment, but It seems unrealistic, If not hypocritical, for the
multinationals to claim that wages are unimportant. Even though U.S. invest-
ment is frequently made in Industrailized countries where wages are relatively
high (and moving up), those wages are still lower than in the United States.Senator RoTii. Next, we have a panel consisting of Mr. Richard D.
Higgins, vice president, Bell and Howell Co.; Mr. Robert McLellan,
vice president and manager of International Development, FIC
Corp.; and Mr. Roper, executive director of International Executives
Association, Inc.

On behalf of our chairman, gentlemen, I want to extend our apprecia-
tion for your appearing here today. You may either read your state-
ment or, if you want to speak extemporaneously, we would be happy to
include in the record your etktements in full. I leave it up to you.

Welcome.

30-22--74-pt. 4- 22
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STATEMENTS OF RICHARD D. HIGGINS, VICE PRESIDENT, BELL &
HOWELL CO., AND SECRETARY, INTERNATIONAL TRADE CLUB
OF CHICAGO; ROBERT McLELLAN, VICE PRESIDENT AND MAN.
AGER OF INTERNATIONAL DEVELOPMENT, FRC CORP., AND
CHAIRMAN, MID-AMERICA COUNCIL FOR INTERNATIONAL ECO-
NOMIC POLICY; AND ROBERT L. ROPER, EXECUTIVE DIRECTOR,
INTERNATIONAL EXECUTIVES ASSOCIATION, INC.

Statement of Richard D. Higgins

MNr. HrcINs. Thank you, sir.
Senator Roth, I am Richard D. Higgins, secretary of the Inter-

national Trade Club ofhaa.o. in whnp hof n hore A:tay.
W" sopportunity to express our views. Thank you, sr.

I might just mention that the Internatimal Trade Club of Chicago
is the Nation's largest professional association of international trade
executives, with a membership of some 800 people representing 650
firms throughout the Middle West and certain other areas of the coun-
try, engaged in international trade.

'The Inter,,ational Trade Club of Chicago supports the intent and,
in general, the provisions of the Trade Reform Act of 1973, with cer-
tain reservations that we wont to roint out a little later.

It. is important, notwithstanding such reservations that H.R. 10710
be enacted without delay. It is the bare minimum legislation required to
promote freer international trade, to protect Anerica's competitive
position in world markets, notwithstanding previous comments, to
insure the fullest possible employment of our Nation's workers.

This urgent need for action is further emphasized by the forthcom-
ing negotiations under the general agreement on tariffs and trade.
In these meetings, representatives of the United States of America
must be provided with authority to speak officially and immediately
on behalf of our country. The clearly defined trade'rolicy which H.R.
10710 would establish would also aff ord greater credibility and leader-
ship to the United States at the negotiating table.

Two, support of a liberal trade policy to create jobs for U.S. workers:
We again affirm our conviction that liberal trade policies, multinational
corporations and overseas investments, on balance, create additional
jobs for American workers.

Now, there have been, and I am sure you are familiar with them,
Senator Roth, numerous studies during the past several years by re-
sponsible organizations and agencies, including the Emergency Com-
mittee for American Trade, Business International,,the Illinois State
Chamber of Commerce, the National As.ociation of Manufacturers, the
IT.S. Tariff Commission and the U.S. Department of Commerce, and
others, and these have consistently shown that foreign direct invest-
mnnt increases domestic employment.

For instance, an Emergency Committee for American Trade study
of 74 multinationals showed an expanded U.S. employment in these
firms by 36.0 percent between 1960 and 1970, while during this period
the domestic employment rate for all manufacturing increased only
15.3 percent.
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A later study by Business International-I think you are familiar
with that firm--covering 124 U.S. manufacturing companies found
that net U.S. employment of U.S. multinationals rose 26.4 percent
while manufacturing jobs as a whole in the country expanded by only
10.4 percent.

Speaking now specifically of exports, which are still the backbone
of our balance-of-trade position, and upon which We must depend in
order to purchase abroad the many commodities not available* to us
in our own country, I should like to cite my own State of Illinois.

Illinois has annual exports of agricultural and manufactured prod-
ucts of more than $5 billion. It is first in the sale abroad of farm
products, representing 10 percent of total U.S. farm exports. (It is
estimated that crops of one out of every 4 to 5 acres harvested in Illi-
nois are exported. Export accounts for approximately 15 cents of the
farmer's market dollar.)

Nearly 325,000 jobs in Illinois are directly related to exports. Add to
this number the people whose work represents partial or, indirect em-
ployment to support exporting, and the number of jobs soars to some
900.000 or 20 percent of Illinois workers.
• In 1973 Illinois had a $1.2 billion "trade surplus" of exports over

imports.
Briefly, may I cite the names and overseas activities of just a few

Illinois firms whose names are known throughout the world, together
with their level of U.S. employment and the percent of that employ-
ment dependent o farming trade.

These are such mpanies as Borg-Warner Corp. Employs 9,200 in
12 communities across the State of Illinois. Annual payroll in Illinois
in excess of $9 million; one in every three of sales dollars comes from
exports and sales to plants in 22 countries outside the United States.

Employs 30,000 people in the United States, of which 4,000 depend
for jobs on direct export sales. One in every seven and a half em-
ployees' jobs depend on export sales. Export sales equal $103 million;
$25 million of domestic sales are to domestic customers for use in prod-
ucts they ship overseas; 1,000 jobs are created by pull-through effect
of U.S. foreign investment.

Brunswick Corp. Employs 24,657; 2,585 or 11 percent of employees
depend for their employment on foreign trade.

International Harvester Co. Employs 28,000 people in the State of
Illinois; more than 1 of every 10 employees owes employment to
exports.

Travenol Laboratories International. Sells over $30 million of goods
abroad every year, which is about 13 percent of total production in the
United States; 13 percent or over 1,300 employees in the United States
owes employment directly to exports. Additionally, almost all of the
equipment used in factories abroad is purchased in the United States;
in the period 1971-73, over $6 million was spent on such capital equip-
ment in the United States.

Sargent-Welch Scientific Co. In business in Chicago and its suburbs
since 1852. Over 10 percent of total business is made up of exports to
Canada and other parts of the world; at least 10 percent of over 1,800
employees are involved in export business.

Culligan International Co. Exported first products in 1958; today
more than 40 percent of consolidated sales volume is derived from in-
ternational sources.
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FMC, 46,000 people, over 10 percent dependent on foreign trade.
Bell and Howell, just under 14,000 people, 12 percent dependent on

foreign trade.
There is, of course, a great list of other firms in Illinois, both large

and small which can tell similar stories of their contributions to the
business growth of our State and to the national economy through
overseas trade.

Now, directly concerning the issues of the trade bill, if we might
the International Trade Club of Chicago supports the proposal o
Senator Mondale of Minnesota to extend Presidential negotiating au-
thority to cover international agreements aimed at unjustified use of
export controls or any unfair trade practices in order to insure access
to foreign sources of raw materials. The President of the United States
should be empowered to act in countering unreasonable restrictions,
quotas and embargoes on exports to the United States. In particular
connection with titles II and III of the bill, we fully support the
most flexible range of safeguards needed to protect American industry
against unfair competition, as well as to assist U.S. workers and
firms to adjust to new competitive conditions.

Ve must remember, however, that our economy depends on a healthy
balance of imports and exports. Imports provide the purchasing power
for foreign companies to procure T.S. products and consequently more
jobs and higher earnings for American workers.

Now, we do oppose the provisions of title four of H.R. 10710 which
deny most favored nation treatment and Export-Import. Bank credits
and" other financing to countries which place immigrations restric-
tions on their citizens.

We feel, sir, that the policy of emigration is strictly an internal con-
cern of any country. It is really not appropriately placed in a trade
bill. Wialso feel you would agree that we as Americans would resent-
interference from another country in our internal political or social
problems.

We believe that for the United States to embody penalties and puni-
tive measures of this kind in an official trade policy position would
imperil our relations with the U.S.S.R. and the d6tente which we have
been striving so hard to maintain. We should point out that President
Nixon only recently cited an increase in emigration of Jews from the
T.S.q.R. from 400 per year a short time ago, to as many as 33,500
within the past year.

I might say, sir, I wonder if this is not a little like the analogy of
the neighbor next door who has been a rather difficult man to get along
with and we know he keeps a-loaded shotgun in his basement. But
we have been making some progress in communieatiug with him and
we have been lending him our garden tools; lie has been borrowing
om s. Then we find he has had some trouble with his oldest daughter.
She owes him some money and he will not let. her out of the house until
she pays him. So we suddenly decide he cannot borrow our lawnmower
any more until he changes *his internal family policies. I wonder if
that. does not more or less relate to this general ituation we are facing?

We feel otherwise that a denial of most favored nation treatment
to the U.S.S.R. could well be ineffective and counterproductive. The
trade which we seek will be welcome to others, and the United States in
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turn will be denied access to products and resources not available with-
out our own country.

The same considerations may also be applied in relation to Export-
Import Bank credits and other financing assistance. If denied by us to
the U.S.S.R., it will be available elsewhere, and the United States of
America will be the loser.
I Broadly, we recommend that the Trade Reform Act of 1973 not be
complicated and confused by the inclusion of matters which do not
have a direct bearing on the principal objectives of the act. We men-
tion specifically taxes, energy--except for the effect on oil imports of
the Mondale proposal-monetary reform, all of which are separate is-
sues, already covered in other legislation now under consideration.

In conclusion? the International Trade Club of Chicago reiterates
its historical position that a liberal foreign trade policy directed toward
a free flow of exports and imports and international private invest-
ment creates employment in the United States; increases U.S. exports;
contributes to the U.S. balance of payments; promotes proportion-
ately more investment in plant and equipment in the United States;
arid contributes to the economic development of the host countries.

Furthermore, the free flow of capital is equally as vital to worldwide
economic development and well-being as is free trade.

Accordingly, the efficient use of economic resources through cross-
border investments and multinational enterprise should be encour-
aged by all countries.

Thank you, sir, very much.
Senator RoTrj. Thank you, Mr. Higgins.
.Mr. McLellan?

Statement of Robert McLellan

Mr.. MLELLAN. Good morning, Senator Roth.
I appreciate the opportunity to appear before the committee con-

cerning the Trade Reform Act of 1973, H.R. 10710. Consistent with
your request, my testimony combines a variety of corporate, organiza,-
tional and individual views, as follows:I appear principally as chairn- of he Mid-America Councilj.
Int atin! Economic Policy. i griation coonsiftW2bid-
western firms witcerned With international economic policy, list at-
tached. Our membership includes medium sized as well as large firms
with collective sales revenues of over $25 billion, excluding banking
establishments, and all are significantly engaged in international busi-
ness. I might add, that is a nonpaid job.

I also serve, however, as vice president for International Develop-
ment of FMC Corp.; as chairman of a task force on international eco-
nomic policy of the Manufacturing Chemists Association; and as a
former U.S. Assistant Secretary of Commerce for Domestic and In-
ternational Business. 1969-71.

I have been privileged to participate in international business af-
fairs continuously since 1949. I have spent a large amount of time
overseas during that period and at one time or another have done
business in most of the 95 countries I have visited, including the
U.S.S.R. and other Eastern European nations.

The Mid-America Council is essentially a group of business firms
and, as such, has self interest in trade reform. While these interests
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of member companies are occasionally in conflict we nevertheless have
a collective and, I believe, objective and overriding interest in trade,
monetary and investment reform which we believe will 'benefit the
United States, our major trading partners, less developed countries,
even those with whom we have historically been at odds, and, hope-
fully, the entire world society.

In preparing for my appearance today, I concluded that my views
on international economic matters could best be conveyed by submit-
ting-with your permission-a copy of a speech I gave before the
Economic Clb of Chicago on March 12,1973 entitled, "World Trade,
Woolly Thinking and the Working Man", and another which I gave
before the Rotary Club of Chicago on November 6, 1973 entitled,
"Turning Point and.he Multinational Corporation". With your per-
mission, copies of both these speeches are attached to this brief state-
ment, and have been presented to the committee previously, as
requested.

1

In this world of rapidly changing and interdependent international
economic circumst-anees, I think it is imperative that the Pisident
be given greater responsibility and authority for the negotiation of
our international trade relationships. Therefore, I generally endorse
the provisions of H.R. 10710, with the following two specific
exceptions.

First: On adjustment assistance, I would agree that provisions for
assistance to workers are appropriate. Based upon the experience I
]!ad as Assistant Secretary of Commerce in trying to implement ef-
fective adjustment assistance for firms, however I hold a different
view. I have concluded that it is very difficult to fairly apply adjust-
ment assistance to firms within the concepts of our private enterprise
economy.

The responsibility for a given firm's adjustment to any business
adversity, including excessive imports, inherently- rests with the. man-
agement of that company. It seems to me unfair for the Government
to provide assistance to one firm when very often other companies
in the same industry, through their own resourcefulness, have found
a way of overcoming the import competition problem by entering into
new lines, transferring to new technology, et cetera. I have concluded,
therefore, that the only meaningful assistance Government can give
such firms is through the provision of restricting imports of com-
petitive products on a declining basis over a 4 or 5 year period to give
tHe firm the time necessary to adjust.

I appreciate it may be difficult, politically, to not provide adjust-
ment as distance to firms, especially when troubled companies are con-
centrated in one geographic rezi'on. At the most., however, I would
recommend that this committee limit the assistance to firms to supl)ort
for an entire industry, such as research and development grants.
This would avoid giving the poorly managed company the ben-efit of
Government assistance while denying it to the well. managed one.

Second: My prince. ..nl c,-'!:err "u" thl legislation you are considering
rests with section 402 of title IV dealing with the freedom of immi-
gration and its relationship to non-discriminatory tariff treatment and
U.S. Government credits.

t Q,,- p. 1394.
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I believe we have arrived at a point in time where international,
political, military, economic and social circumstances have aligned
themselves in such a manner that we have an opportunity to move-
however slowly-from a posture of military confrontation with the
U.S.S.R. to one of economic cooperation. it seems to me that the
leaders of the Soviet Union recognize that their claim to international
fame must shift from a military competence to an economic- com-
petence. To expedite the development of an economic competence,
the Soviets require Western technology and Western management
methods. Because of their large population and centralized manage-
ment structure, they logically want toprocure these from the large
scale economic experience of the United States.

The potential movement from a posture of military confrontation
to one of ecoioinic cooperation could lay the foundation for progress
toward a political balance-if not political agreement-and hopefully
to a world at peace. To attempt to overly influence their domestic
policies-at least until we have a closer relationship-could fracture
a fragile but fundamental, development and we of the United States
must realize that we cannot suddenly extract from the Soviets all of
our wishes for human freedom from a new economic relationship
that has barely begun. I think Secretary Kissinger dealt with this
subject very effectively in his testimony before this committee on
March 7 and I would encourage the Congress to delete section 402 of
title IV of the proposed legislation.

Mr. Chairman, this completes my statement. I would welcome anyquestions. Statement of Robert L. Roper

Mr. ROPER. Mr. Chairman, thank you very much for this oppor-
tunity to appear. I am Robert Roper, executive director, International
Executives Association, Inc. Our association is headquartered in New
York City and has nearly 400 members, about two-thirds of whom are
located in and around Rew York with the remainder being mostly
located in various major cities throughout the United States. Over
two-thirds of our members' companies are engaged in manufacturing,
the remainder being in shipping and other export-related activities or
services. Of the manufacturing component of our membership, less
than 25 percent have annual total com pany sales, both export and
domestic, of $1 billion or more. Most of the manufacturing companies
whose members we represent are in the smaller size eg es, with
more than 50 percent having less than $100 million in sales, both export
and domestic, per year and with an average export sales volume per
company of between $1 million and $10 million per year. Our associa-
tion was originally founded as the Export Managers Club of New
York, Inc. in 1917.

TITLE I, NEGOTIATING AND 0TUER AUTHORITY

The International Executives Association, Inc. heartily endorses the
negotiating authority provided under title I.

These provisions comprise a realistic approach to today's interna-
tional trade problems. Under this title, U.S. negotiators would be
provided the necessary legislative sanction for participation with
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representatives of other countries in forthcoming negotiations for the
orderly reduction of nontariff as well as tariff barriers to world trade.
Through such negotiations the necessary foundations can be laid for
expanded industry and increased job opportunities in this country by
the greater accessibility of our industry to overseas markets.

The enactment of H.R. 10710 at this time would also, we feel, pro-
vide a healthy counteractive to increased signs we see in the world
today of a possible relapse into regressive andself-defeating economic
unilateralism, isolationism and protectionism. The specific provisions
of title I are realistically drawn with appropriate limits to negotiating
authority and with the administration's accountability to Congress
in any trade-negotiations as well as advisory opportunity from indus-
try both prop rly and, we feel, adequately provided.

Under title II the relief granted to. injured domestic industry is -
considerably greater than that provided under present law. We ques-
tion whether this is needed. For example, a finding of injury under
this bill need only show that increased imports are a substantial cause
of injury or threat of injury, rather than a major cause attributable
to past trade concessions, as under present law. Also, upon a finding of
injury, this bill permits an increase in duty on the offending import
of utp to 50 percent ad valorem above current rate, as against the
present 50 percent ad valorem above the rate existing July 1, 1934.

This liberalizing of import relief provisions would open the door
to the filing of excessive claims, many of which could well be by those
whose real source of difficulty might not be imports of competing prod-
ucts at all, but simply inefficient management or some other problem
not necessarily related to imports. The provisions covering adjust-
ment assistance for workers and for firms under this title appear to be
well conceived and well drawn.

TITLE II, RELIEF FROM UNFAIR TRAXDE PRACTICES

The provision under chapter 3 of this title on countervailing duties
whereby the Secretary of the Treasury is given 4 years discretionary
authority after enactment in which to determine whether or not any
additional duty under this chapter "would be likely to seriously jeop-
ardize the satisfactory completion" of trade negotiations under the act,
is we feel. a wise provision. We urge that this. however, extended
further to apply as well to "any article which is the product of facili-
ties owned or controlled by a develop country if the investment in, or
operation of, such facilities is subsidized." Limiting the Secretary's
discretion to 1 year from date of enactment in the latter case, as in
the present bill. is clearly insufficient for negotiations and could equally
jeopardize trade negotiations on such international subsidies which
might then be in progress. Also. we suggest it is possible that con-
siderations other than possible jeopardization of trade negotiations
should also merit the attention of the Secretary of the Treasury in a
determination as to whether countervailing duties should or should
not be imposed. An obvious example is the effect the imposition of a
countervailing duty might have on certain U.S. exporters. Other do-
mestic interests could also be adversely affected.
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TITLE rV--TADZ RELATIONS WIT COUNTRIES NOT ENJOYING
NONDISCRIMINATORY TRZAT&-NT

We share the feelings of the majority of the Congress and millions
of American citizens in deploring the restrictive emigration policies,
limitations on intellectual freedom, and circumscribing of fundamental
human rights which unfortunately characterizes certain nations which
are not b essed with the freedoms which we in this country too often
take for granted. We feel, however, that legislation seeking to influ-
ence the emigration or other domestic social policies of the U.S.S.R.
and other nations does not properly belong in a trade bill. We feel that
if title IV, in denying nondiscriminatory treatment and trade credit
to such countries, is enacted as it now stands, its effect, far from
strengthening the rights of Soviet Jewish citizens or others as in-
tended, could well be the opposite and result in even tighter Soviet
restrictions than exist now or have existed in the past. We hope a
suitable compromise in title IV can be reached, but if not we would still
support the overall bill.

TITLE V---GF NRAULZEI SYSTEM OF PREFERENCES

We are here concerned with the broad discretionary authority this
title gives the President "to withdraw, suspend or limit" without
public hearings, the application of duty free treatment with respect
to any article or any country. Once duty free treatment has been estab-
lished, there should be provided, it seems to us, adequate opportunity
for public hearing from those who might be adversely affected before
such suspension becomes effective.

TITLE VI---OENRAL PROVISIONS

No comment or recommendations.
Mondale-Ribicoff amendments--we appreciate the intent of these

amendments as a start toward attacking the growing problem of
worldwide shortages of critical raw materials and as a corrective to
forestall or abate real or threatened monopolistic abuses on the part
of some nations who are themselves richly endowed with scarce re-
sources. However, we submit, that retaliatory economic sanctions and
reprisals as envisaged in these amendments have historically never
been an effective means to-ward gaining desired results and, in this
instance, would, we feel, be inimical to the avowed purposes of the
trade bill of promoting world trade and s rnthening economic rela-
tions between nations. Because the President,itIrough other previously
adopted acts of Congress, already has ample authority for unilateral
sanctions, should he desire to use them, and because adequate multi-
lateral sanctions are already provided for in and through GATT, we
do not favor the inclusion of these amendments in the trade bill.

Thank you, Air. Chairman.
Senator Rom. Thank you, Mr. Roper.
A number of witnesses before this committee, both business and

labor, have testified that they have, I would say, a lack of confidence
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in past negotiations, that this country has not adequately protected
its interests in the Kennedy round and other trade negotiations. Do
any of you gentlemen care to comment on that?

Mr. MeLEuax. I would, Mr. Chairman.
It seems to me that in the Kennedy round of 1962, there clearly was

inadequate communication between the Government negotiators and
the business community, the labor groups, and so forth. I do not want
to blame Government or that. I think industry should carry a lot of
that responsibility. But if the attitude that existed with regard to
international trade matters in 196)-you may recall that we were run-
ning a very substantial trade surplus 'a.t that time. topping out at about
$175 million in 1963-it was not a crisis kind of thing and just did not
generate the interest that international trade has in recent years. So
I suppose it is philosophically- understandable that the Government
simply went ahead with the negotiations and then in the process
ended up with a number of arrangements, express or implied, that
industry camie later to be very much concerned with.

MY experience in Government brought this home to me when, time
and again, I would have industry people call me and make the point
that they had been, on-o way or the other. denied any involvement in the
1962 negotiations. They certainly hoped that that would not be the
case. in any new international trade discussions.

I think it is imperative that we do have a close working relation-
ship in this, and I would say, and I think through Ambassador
Eberlev's Office and the Office of the Speo'ial Trade Representative
a1d the organization we have set up to reach into the industrial groups,
wc are getting a good communication. I would just hope that that
would continue.

Senator ROTH. Concern has also been expressed about the size of
or dimension of authority granted the President to cut tariffs, that
)ast experience has shown that U.S. negotiators have sort of taken

this discretionary authority as their mandate to cut in that degree and
that. as a result, we have given much more thm we have received. For
That reason, it. has been proposed that w(! ni.ht to narrow ,he discre-
tionary authority with respect to tariff cuts.'Again, would any of you
gentleimnn care to comment on that?

Mm'. M'ErLrN. Senator Roth, that may, be the cause, but I wonder
if we really have not fielded the best we can in this effort of trade
negotiation? As one speaking, and l)erhaps not all that directly ac-
quainted, certainly personally, with the team that we have, I have
certainly, over the past number of years, been able to track the activi-
ties, let us say, of Ambassador Eberle and the fine group of STR
people on this job. I do not think there is any way that, short of hav-
ina the be::t team you can out here and advIsng them as best is possi-
bl, as is providea inl this bill through the policy and advisory com-
niittees. to do anything else thpn carry through with negotiations on
the most effective basis. Clearly, it cannot be seeondguessed by too
ninAny restrictions away from the negotiating table. And, of course,
whatever is negotiated would have to have the support of the Congress
anyway.

So I do not know that there is a better way that we could approach
this complex problem than what we are doing at the present time.

Senator ROTh. In other words, you see no serious problems from
the standpoint of too broad a delegation of authority?

4'
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Mr. McLELTAN. No, I would not think so, Senator Roth. In the
matter of alternatives, it is difficult, but, outside of tying up your nego-
tiators to such a degree that they might not be effective at all, it
would seem that this kind of grant of authority for negotiating pur-
poses is the best approach that we can adopt.

Senator ROTH. One or more of you have come out in favor of
granting favorable treatment to the Communist countries. Let me ask
you this question: How do you tell in the case of a government-con-
trolled economy whether there is dumping or other unfair advantages
given to the export of their goods?

Mr. MCLELLAN. I would like to respond to that, Senator Roth.
The only way you can judge that, of course, is in terms of the price

at which they put a product into a competitive market. You cannot
really iudge this if the Soviets are selling to the Communist coun-
tries of the Eastern Bloc because they can have a variety of trade
relationships within the kind that we cannot compare with or judge.
But if we are looking at. the European markets, if we are looking at the
competitive aspect of the products manufactured by Communist na-
tions coming into the Western European market in contrast to trade
within COMECON where you really cannot monitor or make sense
out of it but if you are looking at the condition of products being sold
in the. Western European market, you really judge dumping only in
terms of the competitive market pricing.

You appreciate that Communist countries, though, do not con-
struct manufacturing costs as wedo at all. We cannot compare manu-
facturinm costs of our companies in the United States or the Western
world with manufacturing costs in the Communist countries of Eastern
Europe because they just. do not recognize many elements of cost that
we have to, for example. So there. is no comparison of a cost basis.

But, you know, this problem of dumping really does not worry me
in general terms. You can find some specific exception, but generally
speaking, they would not worry me. a great deal. First of all, the
Eastern" Communist countries know that it is not in their interest to go
in and to be highly disruptive in trade situations because they are go-
ing to destroy the broader relationships that they seek in terms of
building their economies based upon Western technology.

Second, in my judgment, they simply do not have the competence to
do it. We hear a lot about this'questio'n of Soviet competition coming
back to haunt us based unon our technology, and that assumes two
thinrS. It assumes that technology is static, and it is not; it is dynamic.
So it is chang;ng. Technolo. is not. something you give a block of to
somebody and that is the end of it: technology is a continum of devel-
opment. of a better way of doing things. So I think that we still have
the Yankee ingenuity"to stay a long way ahead of their technology
development.

Second, the Soviets have such great demand internally for economic
development and eneral active competence in terms of manufacturing
efficiency on a broad basis in a complex society that it is going to be a
very lona time before we have to seriously worry about their competi-
tive effect. on the United States, in my opinion.

Senator Ram. One might be able to argue from the broad stand-
point that the impact may not be that serious. At the same time, I sat
yesterday and listened to a manufacturer of golf carts and heard the
problems that they have faced with competition from Poland. It seems
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to me, as we approach legislation, while we have to look at the broad
aspects, it still does come right down and hit particular companies
and the jobs of particular employees. So we have to look at it from that
standpoint.

The thing that concerns me is that if we grant this favorable trade
treatment-and I am not saying that I am opposed to it-but how do
we insure fair treatment to those that are adversely affected?

Mr. MCLELLAN. Well, I think you have the provisions for that. The
condition, as I understand it, is one where the President grants the
nonsignatory trade treatment and the credits. That is still subject to a
continuing review. I am sure that if we find specific problems that we
cannot negotiate away with them, we will simply have to take firmer
action to deal with it.. But as a matter of general policy, it seems to me,
it would be a mistake to deny Communist countries the nondis-
criminatory treatment we are talking about on a broad basis based
upon relatively, in my judgment, few specific exceptions.

Senator ROrH. One final question and then I shall defer to the
chairman. That is, I was very much interested in the figures ien, I
think, by Mr. Higgins, on what it has meant to employment within a
company. You may have heard Mr. Abel discuss the need for better
figures in this area. Is there anywhere you know, even within the busi-ness community, that a careful study on the impact on jobs of Ameri-
can trade, both pro and con? We fiave had a number of individual
companies. or areas tell about the impact, either pro or con, but I won-
der what the net effect has been on this country.

Mr. 1o-ToIs. I think. Senator Roth, if I am not mistaken, and I
have seen this-I am sorry I do not have a copy right here, and I am
not quite sure what year it was-but not too long ago, a couple of years
ago, I think, the Tariff Commission as a part of an overall study in
international trade come up with some rather interesting and reveal-
ing figures that more, or less supported the type of information that
I have submitted. Now, obviously, a great number of individual com-
panies have done this and they have made rather widely available
these statistics-based data thatthey have used along this line.

I have reference in my commentsto a number of organizations such
as the. Emergency Committee for American Trade-ECAT-firms
such as the Business International. Department of Commerce's studies,
and so on, that do have quite an extensive background of information
that I am quite sure could tend to support the kind of information
that I have indicated, Senator Roth.

Senator Rowir. One study you make reference to. if I am correct,
I believe, is primarily a study of multinational corporations-the
Tariff Commission study.

Mr. Hotn-s. I beliee that. is true. yes. sir, but I do believe that
it. had within it some data and figures that would tend to support-I
just happen to know from the standpoint of my owi company. I have.
just seen it in other instances, reporting very lively. I have no reason
to think otherwise. Fr instance, we have necessarily made some invest-
ment overseas. I really think this is true. You do not do this except
defensively. It is not a case of investing in the United States. or some
place, investing overseas or the United States. When the economic
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conditions so dictate, it is a question of investing for the benefit of
the total operation, including your own workers, overseas, or not doing
it at all. When we have had to shift some production overseas, it was
a question of simply doing it there or not doing it, because of that
specific competitive problem at the time. And when we did that, over a
10-year period, let us say from 1962 to 1972, when we again necessarily
were into this kind of a situation, we found that our employment went
up by 50 percent in our own home factory, manufacturing that com-
parable product. And our exports doubled.

Now, that simply said that there is a reciprocal action, that it was
necessary to support the action overseas in terms of tools, parts, and
so on, that created employment, here, that the investment overseas
was not just an isolated instance of devoting capital elsewhere with-
out a good benefit to the U.S. operation.

The principle there would apply more in what has happened I
would say generally, with firms that have extended themselves in
this way.

Senator ROTH. That is all the questions I have, Mr. Chairman.
The CHAIRMAN [presiding]. Thank you very much, gentlemen. I

appreciate very much the fine statements you have presented this
morning.

Mr. HiooiNs. Thank you.
Mr. McLELLAN. Thank you.
M r. ROPER. Thank you, Mr. Chairman.
[Material submitted by Messrs. Higgins and McLellan follow. Hear-

ing continues on p. 1397.J

INTERNATIONAL TRADE CLUB OF CHICAGO, RICHARD D. HxOlN s, SERzTARY, AN-
ALYSIS OF RE8PoNsma TRADE INFORMATION QuzmsoNNAIm--OonEB, 1973

THE ROLE OF INTERNATIONAL TRA IN THE 1LNOIS ECONOMY AND ON ILLINOIS JOBS

Responses: Trade, 44 Firms; Service, 22 Firms.
Trade responses to questions of Group A concern activities within the State of

Illinois. Trade responses to questions of Group B concern activities of multi-
state or multinational firms, and were returned by a subsample of twenty-five
Trade companies. Service firms received questions relating only to activities
within the State of Illinois.

Columns under the heading Trade SS-A refer to subsample of the Trade A
responses, and are offered for comparative purposes, as explained below.

All data in the table are percentages of saniple totals. Firms not reporting both
components of a given ratio are ignored.

(In percentI

Trade A Trade SS-A Trade B Service

1971 1972 1971 1972 1971 1972 1971 1972

1. Value of exports as percentage of total ship-
ments ..... .................... 21.0 20.7 8.9 6.8 1&.8 17.2 75.7 77.4

Median ........................................ (9.6) ................................................
2. Number of employees In foreign trade jobs

as percentage of total employees ....... 2& 2 23.0 1.4 1& 0 1&2 1.S 0. 8 5L S
Median ........................................ (12.5) ................................................

3. Number of minority.group employees as
p.ercentae-bf total employees .......... 9.5 10.7 15.7 17.1 7.9 8.8 7.7 8.3

Median ........................................ (9.0) ........................................ (4.3)

Note: Additional general statistics-U.S. merchandise exports as fraction of ONP, 4.1 percOnt in 1971, 4.3 percent In
1972. U.S. exports of and services as fraction of GNP, 6.3 per cent ia 1971, 6.4 peIcent in 1972. Mack employment tIllinois as traction of total employment in thinois. 11.3 percent
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ANALYSIS OF TABUI.ATED RESULTS

1. Export marketing Is important to the responding firms. Fully one-fifth or
more of the dollar volume and of the jobs of these companies derives from export
activity. In the case of the service firms, the relevant fraction is one-half or more.
fit fact, about two-thirds of the service firms answered that all of their dollar
volume and all of their Jobs depended on foreign trade. The high figures are
nevertheless not surprising, Insofar as the sample is biased-the responding firms
are all members of a trade organization dedicated to the promotion of interna-
tional business.

2. The figures ,,f the Trade A columns are greater in all categories than the
coirresponding figures of the Trade B columns. This comparison Indicates that
International trade is more Important to the Illinois operations of the responding
firms than such trade is to their operations in other producing areas.

3. The median fractions of the first two lines of the table in the 1972 Trade A
column are significantly lower than the reported means, indicating that foreign.
irade is correspondingly more Important to the larger firms of the sample than
to the smaller firms. This observation stimulated the calculation of the Trade
59-A columns, the upper four entries of which reflect the deletion of only one
firm. albeit a dominant firm, from the sample. This firm, itself, accounted for
44.9% of the total reported Illinois volume in 1972, and claimed 38.5% of its
volume in the export market. Accordingly, 17.3% of all reported Illinois volume
was attributable to this firm's foreign trade. Although the remaining firms show
lower statistics for volume of export trade and portion of jobs dependent on
export trade, the figures are nevertheless significantly higher than for the typical
firing across the American economy, again reflecting the sample bins.

4. Minority employment rates are commensurate with those of other Industries.
The slightly low figures of the third line of the Trade A columns reflect the fact
that three of the large reporting firms have their principal manufacturing and
process facilities In downstate Illinois. that Is, outside the Chicago metropolitan
area. Minority-group populations are proportionately smaller in these labor
markets, and consequently the reports of the cited firms, which evidence no
hiring bias, do not pressure on the overall sample minority hiring statistics.
This pressure is relieved by removing the three firms from consideration. The
minority employment factions for this subsample appear in the Trade 8-A
column and they are Indeed high, compared with national averages.

Minority employment in the reporting service firms. however, remains low,
with an especially low median. Almost half of the reporting firms in fact reported
no minority employees. Although these observations could prima facf Indicate
racial bias, the Interpretation rather Is that the low figures are a consequence
of the management-intensive nature of the service firms. To date, minority groups
are not as strongly represented In firms requiring special skills and education in
mnost positions. Service firms tend to be small (in this survey only about 3% the
size of a trade firm, by average volume), and deal with no unions, or else with
highly specialized atypical unions, such as the Air Line Pilots Association. Again,
no evidence exists to support a general racial or ethnic prejudice, so In time
minority employment In the services should advance to the population norms.

TURNINo POINT-AND THE MULTINATIONAL CORPORATION, AN ADDRESS BY
ROBERT MCLELLAN, VICE PRESIDENT, FMC CORP.

I spent the week before last in the Soviet Union. This was my fifth visit to-
thit country since 1960 and, when combined with my other travels during the
papt year to meet with business and government leaders In,Jaran. Hong Kong,
1lr'zil, Mexico, Germany, France, Belgium, England, Oman, Kuwait, Iran and
Turkey, I munt say that I am most Impressed with the changes I see taking place-
IPt the international affairs of the world. To be sure, we are constantly experi-
encing change, but it seems reasonable-if not obvious-to soy thqt we are piow at
P pariiculbri significant turning point and that it Is appropriate, before a dis-
tigg'i.hed group such as this, to take a few minutes to examine why things are
changing, what some of the characteristics of this change are-particularly as,
they relate to our International business interests-and to develop some conclu-
sions as to how we may want to Influence alternatives for the new directions
that seem to be developing.

This turning point that we are experiencing has a variety .of Interesting and;
viniqne characteristics-not the least of which is the growing strength and the'
Importance-and the challenges-to the multinational or global corporation. t
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would l:ke to examine some of these with you In a few moments, but to improve
our perspective of the current turning point, I think a brief review of the post
World War II era will be of hell).

At the end of World War II, much of Western Europe, Eastern Europe, Japan
and Southeast Asia stood In economic and physical shambles. Other parts of the
world, largely classified as underdeveloped and possessed with a desire for politi-
cal independence, were about to attempt self-management of their international
economic affairs in spite of a lack of experience in such matters and frequently
in spite of many missing ingredients necessary to the development of an internal
economy.

At the other end of the spectrum, the United States was uniquely wealthy and
in good operating order. We had an international reserve position of some $27
bill n-representing % of the world's total monetary reserves. We-had a well-
dewloped technological base, and a society that had been brought together by a
common national purpose inspired by World War II. In short, we were in the
(rivers seat, so far as world economic relationships were concerned, ind we
therefore took the leadership in the creation of the United Nations and itN related
multilateral agencies, such as the International Monetary Fund, the International
Bank for Reconstruction and the General Agreement on Tariff and Trade. We
were-however briefly-naive enough to think that the contest. of military wills
was over and that the entire world, under our leadership, would truly dedicate it-
self to economic achievement, political freedom and, hence, the creation of a
peaceful world committed to individual happiness and liberty.

We were caught up short In this kind of thinking on several counts. Our poorest
a-.;sment was of tho USSR leadership at that time, and their desire for an
International position to support the expansion of their Marxist-Lenin philosophy.
B',ause the Soviets bad very limited,* conutuer-o'iented, economic activity on
which they could base their claim for International feme, they resorted to the
alternative immediately available to them--a military competence. As a result
of this. we in the U.S. soon determined that large-scale Communistic takeovers of
territorities adjacent to the Soviet Union In the Middle East and in Western
Europe could be avoided only by our sponsoring substantial programs of economic
and military assistance.

This confrontation between the USSR and the U.S. was the cause of the inter-
national policies that the U.S. followed during the fifties and the sixties. These
IKIliciea encouraged the transfer abroad of our country's technology, management
skills and capital that were primary factors in building the dynamic and highly
successful economies of Western Europe and Japan. These policies involved the
outpouring of approximately $140 billion in military and economic assistance.
Further, these policies ultimately encouraged our involvementin Viet Nam. with
its terrible economic costs In terms of International payments and its crippling
Inflationary Impact on our domestic economy from 1964 through 1971-not to
mention the human suffering and the disruptions it brought to our domestic
society.

During the post World War II years, our foreign policy was based essentially
on military and political considerations and one that assumed our ec'nomlc
.trength was unlimited. We believed we could afford to take a paternalistic and
econrmically benevolent attitude toward the rest of the so-called Free World. Our
divlninats, often discouraged the aggressive pursuit of international business by
Arnorican firms and tended to overlook the contribution that a strong Interna-
tional business position could make to an effective foreign policy. Tbese policies,
however well intended in our search for national--and world---security, steadily.
pushed our nation toward a condition of serious International weakness that
finally became manifest in the trade deficits and dollar devaluations of 1971 and
1972.

But almost simultaneously with our recognition that the conditions of our
international economic and military/political involvements were due for scme
very serious change, so, too-I believe-has the Soviet Union recognized that
their policy of contributing to a Cold War confrontation no longer serves their
national and international interests. I believe, and I fervently hope, that tby
and we can now conclude that the, capacity for thermonuclear war: is not Just
another step forward in man's development of military prowess, but that it i
the ultimate end. Actually, it is beyond the end, and hence there can beno logical
merit to further puruit of destructive technology. And, if the Soviets recognize
that more far-out military technology is irrelevant and that quantitative buildup
also has its limits and can be matched, it seems fairly obvious that It follows
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that they must now shift their efforts toward internal economic development.
This shift is in response not only to their domestic need for substantial economic
progress but also in recognition of the fact that the contest with the West for
leadership in political philosophy will be won or lost in terms of economic
capability-not in terms of military strength. This calls for some fundamental
change in their strategy, and in time will surely cause significant change in our
international policy.

The Soviets have great natural resources; they have great human resources;
they do some fine scientific research; but they need the West's applied tech-
nology. And, incidentally, to make it work, they will undoubtedly have to en-
courage faster domestic economic progress and social change to motivate their
people to greater performance. To get our technology, there must be political
and economic quid pro quos, and here we are at a critical point. Whether we
can find the appropriate balance remains to be seen, but it seems fundamental
to me that both the Soviets and ourselves must make a determined effort to
find a basis -for economic detente as the cornerstone toward a sincere and
workable political balance-if not political agreement. In this process, ii-i.
dentally, I would hope that we would not attempt to overly influence their
domestic social policies, at least until we have a closer relationship. This is still
a fragile development and we of the United States must realize that we cannot
suddenly extract from the Soviets all of our wishes for human freedom from
a new economic relationship that has only begun.

As I mentioned, my relationship with the Soviets dates back to 1960 when I
spent a month traveling fairly extensively throughout their country. I have
been there on four occasions since that time, and additionally had the oppor-
tunity to work with their top officials while serving as Assistant Secretary of
Commerce. Further, during Mr. Brezhnev's recent visit to the United States, he
made it clear to some of us who met with him at Blair House that whatever
the cause of the Cold War, it now must be terminated so that our two nations,
can create a new environment for world economic progress.

In my Judgment, the Soviets are sincere in their desire to shift from R policy
of Cold ar/military confrontation vis-a-vis the United States and Western
Europe to one of economic detente. To be sure, this shift in their policy is not
because they have concluded that what they have been doing was wrong at the
time, and it Isn't because they want to be nice guys to us, but rather because
they recognize that their aspirations for internal progress and for worlt' leader.
ship now require quite a different approach to the task.

I am pure that we will not see an abrupt change in their military posture,
but I think we can have some confidence that the negotiations that have taken
place during the past two years and that will continue to take place-particu-
larly through the Mutual Balanced Force Reduction negotiations In Vienna--
will gradually move the U.S. and the USSR from a Cold War confrontation to a
cautious, but steadily growing, economic cooperation.

And so the crux of our turning point is that as the United States comes to
an end of its era of economic superiority and paternalism vis-a-vis the Western
world, the Soviet Union, coincidentally, is ready for a change from its policy
of Cold War confrontation to one of economic cooperation. Virtually all of our
other international economic polley issues will be affected by this fundamental
change, and It is important, as we consider pending developments, that we keep
this basic change in mind.

Let us turn then to consider a few of the principal characteristics that are:
already emerging and will continue to emerge as we experience this fundad
mental change In U.S.-USSR relationships.

First. there will surety be some basic changes in the' relationship between,'
the United States and Western Europe. The Europeans' need for our military
and economic security is fast disappearing. The Western European economy is,
as you all know, on a most dramatic growth trend and, In fact, its relative
strength, as compared to the United States, became so distinct as to require
successive devaluations of the dollar. As the Soviet military posture subsidei-1
the practical, mutual defense tie that has bound the United States and Western
Europe will diminish. This will tend to emphasize the growing sensitivitv to
Industrial competition between Western Europe and the United States, as both
of us search for raw materials in the USSR and third countries on the one hand
and seek to expand markets for our manufactured products on the other. I am
confident that the basic cultural and mutual internationMl business, banklitt
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and investment ties of Western Europe and the United States will keep us
close together, but surely the relationship of the next decade will be distinctly
different from that of the past twenty years, and will undoubtedly contain
periodic, but increasing, outbursts of criticism on one side of the Atiahtic or
the other.

Secondly, and similarly, our mutual, military security interests with Japan
will diminish-rather rapidly, in my opinion. And much more than in the case
of Europe, we will be faced with a competitive economic posture. The Japanese
economy can exist only with access to raw materials from around the world,
and with large international market penetration for its manufactured products.
This will surely emphasize the competitive ftspects of our relationship, in con-
trast to the relationship of the past. And, significantly, here we do not have the
long tradition of a cultural relationship nor do we have the common fabric of
mutual international investment between our two countries. The Japanese have
seen fit to avoid anysignificant American Investment in their economy. Further,
while they have recently shown a greater interest in investment In the United
States, it has been minimal In comparison to their desire to export to this market
rather than to invest and produce in it. Surely the continuing strength'of the
U.S.-Japanesb relationships will depend upon a much deeper economic relation-
ship than can be provided by trade and licensing agreements alone, and I would
hope that we will see much greater cross investment in one another's industry
and commerce.

In considering our future relationship with Japan, however, we must recog-\
nize that they already have a highly developed commercial relationship with
the Soviet Union-and one that is expanding very rapidly. This Is based on
Japan's need for Soviet raw materials and 'willingness to extend credits for
the Japanese supply of equipment to extract the raw materials. This creates
something of a competitive threat to a U.S.-Soviet alliance and will undoubtedly
tend to move Japan from our sphere of influence towards the Soviet sphere.
Obviously, Japan depends heavily on the U.S. for a market and also for needed
Imports-but the probability of a shift in the emphasis on our relations Is very
real, indeed.

Parenthetically, I want to emphasize here that it would not be in our national
interest-and certainly not in the world's Interest-to move from a Cold War
confrontation with the USSR Incorporating a close military/political relation-
ship of Western Europe and Japan to one of close economic relationship with the
USSR and incorporating Intensive economic competitiveness with Europe and
Japan. To the contrary, the world now requires a closer cooperation between
all nations if we are to create the comprehensive opportunities for peace and
security that man has been pursuing since the beginning of history.

Third, this turning point Includes a new relationship with the Peoples'
Republic of China, not only because of the Sino-Soviet split but also because
of the PRC's desire to establish commercial relations necessary to her internal
development plans. This will be a very slow process, by our standards, but It
will offer sales opportunities to those U.S. firms who have the technology or
ljiroducts the leaders of the PRC decide they need.

And, fourth, one of the important characteristics of our time is the emergence--
of many nations from economic deprivation to a state of dramatic ecnomic
achievements with fine prospects for continuing growth. I know many of you
have seen, as I have, the dramatic changes that have taken place in countries
like Brazil, Iran, Israel, Taiwan, South Korea, Singapore, Venezuela and
Mexico--to name only a few. And coming right behind these are the nations
somewhat lower on the economic development scale, but possessing the raw
materials so badly needed by the developed nations. Rather suddenly there
appears to be a large number of nations acquiring the financial resources to
satisfy their badly needed, and enthusiastically sought after, koals of improved
human comfort. These countries cdnstitute new market opportunities, but these
are opportunities that will not be realized according to the determinants of
the post. King Faisal of Saudi Arabia, for example, has made it clear that he
must proceed with industrial development so that his people will have something
of permanent value when the oil ts gone. Development of this type need not
necesarily be effilent at the onset, but rather It must accommodate a long-term.
political strategy. Further, we have just seen, during the past three weeks of
the Middle East crisis, how bensitive these situations can be and how quickly
the raw materials can be cut off in response to a plitical objective of the supply-
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Ing nation. In short, the point here is that one of the characteristics of our
changing international relationships will be the new manner of relating to those
developing nations who are exporters, or potential exporters of the petroleum
and other raw materials the developed nations must have. These countries will
offer significant market and investment opportunities, but will operate with a
political independence heretofore unknown.

As we look at both the developed and developing nations of the world, we
can see that almost imperceptively there has emerged a world economy in
which common information generates the same economic appetites, aspirations
and demands, cutting across national boundaries and languages and largely
disregarding political ideologies. The world has become, in other words, one
market-one global shopping center. Yet this world economy has a serious lack
of the necessary world-wide economic institutions except for-and most m-
portantly-the multinational or global corporation.

If we are, Indeed, moving from a set of international relations based on mili-
tary confrontation to a set based in a combination of economic cooperation, (and,
at the same time, economic competition), we, in the U.S., should-in our own
Interest-take a look at our strengths as well as our weaknesses. While we have
come to a serious state of International economic decline, in terms of something
lose to an $85 billion debt overhang in Europe, In terms of our third position
(after Germany and Japan) in international monetary reserves, and in terms
of the devaluation of the dollar needed to re-establish our international trade
position, we do nonetheless have great strength in our natural resources, in our
agriculture, in our people, in our social structure, and in the momentum of our
economic system.

In international economic ternis, however, it seems to me that our greatest
strength lies in our multinational corporations. These are the firms that have
established subsidiaries and branches around the world to develop raw material
resources, to manufacture products for local and third country markets, and to
provide the means for technological, management and capital transfers so neces-
sary to international economic development. In the process, these firms have
built up a foreign book investment of more than $150 billion dollars for the
U.S., they have been the basis for a large segment of U.S. exports (and, hence,
American Jobs), and they have been the means of opening the eyes of many
parochial Americans to the realities of the shrinking world in which we live.
Our multinational corporations now account for something around 400 billions
of dollars annually of international sales and, in the process, produce dividend
and royalty Income to the U.S. exceeding $10 billion--the largest contributor to_
our national balance of payments.

As we consider the function of multinational corporations, apart from their
general technological, capital and management strength, we should recognize
that they have a unique capacity to meet the economic development require-
ments of the less developed nations. There was a period when many LDC's
sought foreign investment as a basis for import substitution. This encouraged the
creation of small local subsidiaries of foreign companies that had limited markets
and were, accordingly, low In efficiency of production and high-priced in their
local products. This is shifting, however--and very successfully, in a number
of countries-to a host country policy of seeking foreign Investment to create
an export capability. This provides the local subsidiary with a larger market,
permitting more efficient production and, accordingly, lower domestic prices-
while making a contribution to the host country's balance of payment. Brazil, for
example;has nourished this technique, and In the process has seized the economic
leadership of Latin America.

And yet, in spite of the global corporations' contribution to general interna.
tional economic development, and in spite of the contribution of these companies
to our domestic economic welfare, they have recently come under severe attack
by members of Congress and our labor unions. The AFL-CIO has character
ized the multinational corporations as a "Modern-day dinosaur which eats up
the Jobs of American workers."

In a brochure widely distributed earlier this year, the AFL-CIO solicited
support of new federal legislation which, among other things:

Would Impose further restrictions on the outflow of capital for U.S. direct
investment abroad;

Would establish restrictions on the outflow of American technology; and
Would establish new policy with regard to taxation of foreign earnings by

American companies and their foreign subsidiaries.
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To clear up the misconception on which the AFL-CIO and the so-called Burke.
Hartke proposals have been based, a number of studies have been undertaken
to develop the facts surrounding the so-called multinational corporations. These
studies have been conducted by the United States Department of Commerce,
the United States Tariff Commission, the Emergency Committee for American
Trade, and by Business International. Although these studies were conducted
independently, they come to the same general conclusion: That the international
business activities of American firms are vital to our domestic economic welfare.

The survey by Business International covered the activities of 125 U.S. manu.
facturing companies which, as a group, accounted for over 16% of 1970 U.S.
factory shipments, over 26% of U.S. non-agricultural exports, and over 40%
of U.S. foreign manufacturing Investment. This study precipitated these facts:

Foreign Investment creates jobe at home.
The companies studied increased their net U.S. payrolls by more than

26% between 1960 and 1970. In the same period, U.S. manufacturers as a
whole increased their payrolls by less than 11%.
The larger the foreign investment, the faster the rate of empolyment growth

In the U.S.
In the ten-year period ending 1970, the sample companies with the most

intensive foreign Investment increased their payrolls three times as fast as
firms with the least intensive foreign investment.
Foreign investment promotes overall sales.

During the 1960-70 period, the analyzed companies increased sales to
U.S. customers by 104%. Sales to foreign customers rose by more than 800%.
Foreign investment produces chiefly for local overseas markets.

More than half the companies replying to the question, "Where do you
sell goods produced in your overseas plants?" answered that between 90%
and 100% of sales were to the foreign market in which the plants were
located.
Foreign investment Inoreases U.S. exports.

The participating companies had exports totaling $9.8 billion in 1970.
Their exports rose almost twice as fast as those of all U.S. manufacturers
between 1960 and 1970. Exports to their foreign affiliates rose almost three
times as fast as the exports of all U.S. manufacturers.
The larger the foreign investment, the faster the export growth.

As with job growth in the 1960-70 period, companies with the highest rate
of foreign investment increased their exports at a faster rate--more than
110%-than companies analyzed with the lowest foreign investment growth.
And, finally, foreign investment strengthen# the U.S. balance of trade.

The surplus of exports over Imports of th4 companies studied rose from
less than $2 billion in 1962 to $5 billion in 1970.

Tlhese facts deny the wholesale condemnation of multinational corporations
and p articularly when the condemning is in the form of generalized, inflam-
matory invective without the foundation of any systematic study, so far as I
know. Recognize with me-in three areas-the contradiction between their pro-
posed solutions and the real facts of the problems to which they contend they
are addressing themselves:

First, the Burke-Hartke proposals suggest further restrictions on the outflow
of American Industrial Investment on the basis that such foreign investment
permits American companies to produce abroad for shipment back to the domestic
market.

To examine this, we should first recognize that American direct investment
abroad is placed approximately % in Canada, lk in Europe and % in the rest
of the world.

Further, we need to understand that more than a third of our foreign invest-
ment has to do with American companies going abroad to obtain fuel and raw
materials that are critical to our well being here at home. We can, therefore, elim.
inate any question of restricting capital outflow for those companies, based
on the argument that they eliminate American jobs.

When we examine the manufacturing companies, and recognize that their
investmentW are essentially in Canada and Europe, we must also recognize that
these are both regions of the world with which we have maintained-if not al.
ways a surplus of trade--then generally a surplus on our total commercial
activity, Including return on our business investments, royalties and related
fees.
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Further, these are not the areas from which we have had chronic trade def.
icits caused by imports. To the contritry, our chronic trade deficits have been
froin Japan, where the United States in 1970 had only 2%--or $1.5 billion---of
Its foreign investment... practically no investment at ell! By analysis, I hope
it is absolutely clear that American foreign investment has not caused our nations
trade deficits, and therefore any restriction on the outflow of capital would be
counterproductive.

Second: The Burke-Hartke proposals to restrict the outflow of technology dis.
clos, a naivete that is frightening, when one considers the attention being given
to tlh C'e proposals thoughout the land and in the Congress. Technology cannot
Ie restricted from flowing overseas, except by closing our communications and
iontact with the outside world. Agnew ideas develop and are applied here, they

will he observed and eventually copied and modified by scientists, engineers and
managers in other countries. Admittedly, under the Burke-Hartke initative. the
transfer process may take a little more time, but transfer it will-and at no

mlatry tenefit for the R&D investment made within the United States. It is
Important to note from the Tariff Commission Report on multinational firms
r..le:s,.d in February that in 1970 the inbound royalties and fees to U.S. firms
were equivalent to 11% of the $17.9 billion spent on R&D by all U.S. industry
amr nearly one-fourth of total R&D spending financed oy company-in contrast
to federal-funds.

To impose restrictions on the transfer of technology and. accordingly, on the
opportunity to earn royalties from doing so would have a negative impact
on V.S. R&D employments and would havea serious negative effect on U.S.
balance of payments. Additionally, it would retard the growth of the less devel-
opedl nations. and. In my opinion, would contribute to a downward spiral in
domestic technological development with an obvious slow-down In productivity
so vitally needed for us to Improve our export position.

Third: In the area of taxation, we again need to analyze the real situation
anl compare the proposed Burke-Hartke remedy. One form of tax change
proposed by Burke-llartke would be to Impose a tax on the U.S. parent com-
pany on the current earnings of -its foreign subsidiary operating In a country
with a tax rate lower than that in the U.S.

In such a case, it would seem logical to me that the foreign government would
move to institute a tax rate on current earnings of subsidiaries of U.S. com-
panies equal to that which would be imposed by the United States Government.
I can see no reason why a foreign government would stand aside while the U.S.
Government imposes punitive taxation on legally constituted foreign subsid-
aries of U.S. companies operating In that country. Simply stated, if a higher
tax Is to be impoed. I would think the foreign government would seek to obtain
it for its own treasury.

Further, the Burke-Hartke view is that American corporations receive tax
subsiles that cause them to move production offshore for shipments back to
the U.S.. thns causing a drop In U.S. employment.

An examination of last year's trade figures. as I mentioned previously, shows
that of the $6.4 billion trade deficit. $4.2 billion was from Japan-a country
where the United States has very little investment. Stated differently, about
V1 of our trade deficit in 1972-and all of our deficit in 1971---can be attributed
to Japan, where we have only'2% of our foreign direct investment.

I think it is clear that If Imports are seriously affecting domestic employ-
ment. they are not coming from countries where U.S. firms have made signifi-
cant Investments and, therefore. the proposed taxation does not address the
real problem. On the contrary, the studies I have cited s!ow that our invest-
mient abroad has created, and continues to create, U.S. jobs.

I suspect the labor leader's problem is that he resents the mobility of the
American corporation in contrast to the immobility of his own constituency. 1lut
we must not let his desire to keep our labor force immobile be the basis for
national policy development. Look at where we would be if we had done this
In our agricultural industry. From 1950 to 1970, we had reduced the Jobs related
to Agriculture from 7.2 million to 8.5 million-and, at the same time, lriple~i
output to make us the best fed people in the whole world.

'.S. agriculture provides $11 billion In exports, contributes about $3.5 billion
to trade surplus. and Is vital to our future trade position. But this Industry
did not improve its productivity and its contribution to our farmers and nA-
tional welfare by refusing to accept the mobility of labor.
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I come to the conclusion that at this turning point In our nation's interna-
tional affairs, and as we stand at the threshold of opportunity for real progress
between East and West and among the developed nations, but especially In
many nations of the less developed world, that we should support and not condemn
our multinational corporations. I would hope that our society will recognize
that it is the American business establishment that is the principal means of
providing for our country's domestic economic welfare, while extending oup
,coninmic success to the areas of the world where it Is still desperately needed-
and I hope that our Congress will rise above the parochial Interests of those
who would condefn-Alierica to international economic retreat. isolation and
failure when the need to participate is so great!

WORLD TRADE, WOOLLY THINKING AND THE WORKINGMAN, BY ROBERT MCLF.LLAN

Our nation-inded, our world-has arrived at a point where the inecha-
ri.mis for dealing with International monetary affairs and the rules governing
trade among nations are clearly inadequate. We are faced with recurring crises
ini the international money markets; our nation's first trade deficits in this
century are making headlines; U.S. labor unions charge that hundred-4 of
thousands of American Job opportunities have been lost to foreign competition;
and, there are charges and counter-charges among nations of unfair trade prac-
tices. What has happened to create this state of affairs and what should be
done?

This disrussion will probably benefit from a brief historical review fol-
lowed by examination of some of the discussions now taking place and some
of the initiatives being advanced with regard to our nation's international
economic policies. From this, we can make some assessment of how these initia-
tives relate to the real problems that we now face and whether they will serve
us in the changing circumstances of the foreseeable future.

The liberal trade-protectionist struggle hs been with the United States
.sinee the meeting of the First Congress in 1789. In the early days. protectionists
successfully argued that high external tariffs would not only help put infant
American industries on their feet but also could be an important source of reve-
nue for the new young nation as well. Tariffs and quotas have continued to
occupy Congressional time and attention every since.

Tn 1930, spurred by the beginnings of worldwide depression. Congress passed
the Smoot-Hawley Bill, which set tariff rates at an all-time high. Because of
foreign retaliation, U.S. exports collapsed-from $5.2 billion in 1929 to $1.6 bil-
lion in 1932, and imports fell from $4.4 billion to $1.3 billion.

Seeking a way to expand American exports, and to aid economic recovery
at home and abroad, Congress passed the Trade Agreements Act of 1934. Tihis
law authorized the president to reduce U.S. tariffs in exchange for equivalent
benefits from other countries. The liberal trade philosophy of the act gov-
erned U.S. trade policies for almost thirty years-and its tariff-reducing author-
ity was extended eleven times between 1937 and 1968. Over the years, safequardq
were added to protect American industries, but the basic intent of the act
remained.

At the end of World War II, the trade situation, of course, had changed dran.-
tically. Much of Western Europe, Eastern Europe. Japan and Southeast Asia
stood In ecmomie and physical shambles. Other parts of the world. largely
classified as underdeveloped and posses" with a desire for political Inde-
pendence, were about to attempt self-management of their International economic
affairs--in spite of their lack of experience in such matters, and frequently in
spite of many missing ingredients necessary to the development of an internal
economy.

At the other end of the spectrum, the United States was uniquely wealthy and
in good operating order. We had reserves of some $27 billoi representing two-.
thlrds of the world's reserve assets, a well-developed technological bae, and a

city that had been brought together by A common uationl purpose Inspired
by World War II.

Given these circumstances, it fell to the United States, both from a humanistic
and a national sectrity point of view. to tako the leaderulbp trle In reetrutur-
Ing Interntlonal affairs. This effort led to the creation of the United Nationn.
its related multilateral agencies, and especially the Internationsl Moniitary Fund
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and the International Bank for Reconstruction and Development-out of the
Bretton Woods agreement-and the General Agreement of Tariff and Trade
(GATT) In 1947.

At the end of World War II, we were-however briefly-naive enough to think
that the contest of military wills was over and that the entire world under our
leadership would truly dedicate itself to economic achievement, political free.
dom and. hence, the creation of a peaceful world committed to individual happi-
ness and liberty.

We were caught up short in this kind of thinking on several counts. Our poor-
est assessment was of the U.S.S.R. leadership at that time, and their desire for
an international position to support the export of their Marxist-Lenin theology.
Because the U.S.S.R. had very limited economic competence on which it could
base its claim for international fame, they resorted to the alternative immedi-
ately available to them-a military competence. As a result of this, we soon de-
termined that we could avoid large scale Communist takeovers only by sponsoring
substantial programs of economic and military assistance.

This was the basis of the international policies that the U.S. followed during
the 50's and the 60's. These policies encouraged the transfer abroad of our
country's technology, management skills and capital that were primary factors
in building the dynamic and highly competitive economies of Western Europe
and Japan.

Further, these policies involved the outpouring of approximately $140 billion
in military and-economic assistance-much of which, incidentally, had limited
immediate economic benefit to many underdeveloped nation. These policies ulti-
mately encouraged our involvement in Viet Nam with its terrible economic costs
In terms of international payments and its crippling inflationary impact on our
domestic economy from 1964 through 1971.

During the post World War II years, we have maintained a foreign policy
based essentially on military and poUtical considerations, and one that as-sumed our economic strength was unlimited. We believed we could afford to take
a paternalistic and economically benevolent attitude toward the rest of the world.
Our diplomats often discouraged the aggressive pursuit of international business
by American firms and tended to overlook the contribution that a strong inter-national business position could make to an effective foreign policy.

These policies, while well intended in our search for national-and world-security and economic well being, have nonetheless brought us to a condition of
serious international weakness. We are now at a point where:

Our international reserves have diminished to approximately $18 billion,
putting us in third position after Japan and Germany-causing the presi-
dent to close the gold window at the time of the Smithsonian Agreement in
December of 1971.

There has been a build-up of about $80 billion in foreign claims against the
dollar-now non-convertible to gold on an official basis and creating infla-
tionary problems and speculative activities abroad.

We have experienced our first trade deficits in this century-deficits of $2
billion in 1971 and $8.4 billion in 1972.

Our government spending abroad continues to exceed receipts. In 1971,the net governmental deficit affect on our balance of payments was somewhat
in excess of $6 billion and included $4.7 billion in gross military expenditure
outflow

While we can take some consolation from the fact that we have in excess
of $80 billion book value of industrial investment abroad, this does little good
strictly in terms of our current monetary problems, beyond the important fact
that it produces a favorable balance of payments return of about $5 billion
per year.

If we had an inexhaustible supply of gold in reserve, we would not have thisproblem. Or, if there was not a foreign call on our current assets of about $80
billion, we would not have this problem. Or, if we had sufficient trade surplus to
maintain a favorable balance of payments to offset other expenditures, we wouldnot have this problem. Unfortunately, these are not the circumstances and our
international economic activities are such that we do have a problem, and, there'.
fore, some changes must be made.

Because this is a complex problem, there is a tendency to develop proposals
from a parochial point of view; to deal in generalities; and to engage in con-
siderable woolly thinking both as to the problem's cause as well as to its solution.

A
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At the outset, I think we should recognize that our international payments
deficits have not been,, and are not now, a result of our international business
activities. U.S. commercial involvement abroad has consistently created a posi-
tive balance of payments effect from international trade and International corpo-
rate investments through 1971. The cause of our International payments problem
is simply a result of U.S. Government spending abroad in excess of our com-
mercial surpluses. It seems logical, therefore, that the first step in the correction
of our problem is to eliminate that which is causing it.

We are still encountering a serious negative balance of payments impact for
the cost of military activities in Japan and in Western Europe. This is in spite
of the fact that Germany and Japan both have reserve-positlons greater than
ours--in spite of the fact that both of these nations are running substantial
trade surpluses with the United States, and in spite of the fact that both of these
nations engage In restrictive practices with respect to those products that we
could export to them at a comparative advantage. One can argue the security
merits of our military presence in Japan and Germany, but it seems to me that
it should be abundantly clear we can no longer afford the cost-in balance of
payments terms.

Apart from terminating excessive governmental expenditures abroad, it should
be understood that government of itself cannot do much to correct the problem
that it has caused. It can really only create the environment in which American
business can correct the problem.

For example, we should recognize that devaluations of the dollar are the result
of our international economic problem and are not really effective solutions of
the problem. To be sure, the devaluations we have experienced in December,
1971 and February, 1973 will, In due course, have some beneficial effect in the
relative pricing of our goods overseas as compared with the foreign produced
goods coming to this country. But, by observation, it is equally clear that the
devaluation of 1971 failed to accomplish the improvement in trade balance that
was projected at the time of that devaluation.

Much more important than devaluation, however, is the pressing need for a
more effective mechanism to absorb the surplus of dollars now outside this
country. The extent to which this should be done by unilateral U.S. government
action and the extent to which it should be done through building a more re-
sponsive cooperative International mechanism is subject to considerable dis-
cussion, but I think it is clear that it is the responsibility of the United States
Government and the governments of the free world countries to move promptly
toward a more effective international monetary mechanism.

In conjunction with the elimination of excessive military expenditures abroad
and the creation of an effective international monetary exchange mechanism,
American business will be able to do Its Job In correcting our problem if American
government will do its part in creating-with the other world governments--a
set of trading rules that is fair to alL. Further, these rules should provide the
means to deal quickly with those countries that do not open their markets to
the other countries of the world, while piling up payments surpluses to the
detriment of the world's economic stability.

Fundamental to the solution of our problem, however, is the creation of a
domestic policy environment that will permit, and indeed encourage. American
companies to expand their International sales by becoming more competitive In
international markets and, thereby, change the direction in the flow of dollars-
by bringing them back to the United States. The primary characteristic of the
proper domestic environment must be an effort to maintain wages and prices at
constant levels so that we can re-establish our competitiveness on the interna-
tional trade scene. This means that wage Increases must be geared to productivity
gains and that American industry must be accorded a tax policy that will encour-
age R&D Investment in the most modern plant and In equipment to make these
productivity gains possible.

It seems terribly unfortunate that at a time when American business needs
the support of our entire nation to overcome our International economic problems,
we are challenged by the AFL-CIO Industrial Union Department which charac-
terizes multinational corporations as "a modern-day dinosaur which eats up the
Jobs of American workers."

In a brochure now being distributed, the AFL-CIO solicits support of the
Burke-Hartke proposals which, among other things:

would establish quotas on thousands of categories of imports based upon
the 1966-1967 level:
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would impose further restrictions on the outflow of capital for U.S. direct
investment abroad ;

would establishl restrictions on the outflow of American technology: and,
would establish new policy with regard to taxation of foreign earnings

by American companies and their foreign subsidiaries.
To clear up ti, inisconeeptions on which the AFL-CIO Pnd tie Burke-Hartke

proposals have been based. a number of studies have been undertaken to develop
the foicts surrounding the so-called multinational corporations. These studies
have been conducted by the United States department of Commerce, the United
.St::tei Tariff Commission, the Emergency Committee for American Trade, and
by Hhuziness Inertiatlonal. Although these studies were conlucte i Independently,
they come to the same general conclusion: That the international business activi-
ties of American firms are vital to our doilestic economic welfare.

'l'he survey by lusines-s International covered the activities of 125 U.S. mann-
factoring companies which, as a group, accounted for over 16% of 1970 1U.S.
factory shipments, over 26%c/, of U.S. non-agricultural exports, and over 40%
of U.S. foreign manufacturing investment. This study precipitated these facts:

Porit',n investment creates jobs at home. The companies studied increased
their net '.S. payrolls by more than 26% between 1960 and 1970. In the
same period. U.S. manufacturers as a whole increased their payrolls by
less than 11%.

The larger the foreign investment, the faster the rate of employment
irrowth in the U.S. In the ten-year period ending 1970, the sample corn-
panies with the most Intensive foreign investment increased their payrolls
three times as fast as firms with the least Intensive foreign investment.

Foreign investment pronotes overall sales. During the 190--70 period,
the analyzed companies increased sales to U.S. customers by 104%. Sales
to foreign customers rose by more than 300%.

Foreign Investment produces chiefly for local overseas markets. More than
half the companies replying to the question, "Where do you sell goods
produced In your overseas plants?" answered that between 90% and 100%
of sales were to the foreign market In which the plants were located.

Foreign Investment Increases U.S. exports. The participating companies
had exports totaling $9.3 billion In 1970. Their exports rose almost twice as
fast as those of nil U.S. manufacturers between 1960 and 1970. Exports to
their foreign affiliates rose almost three times as fast as the exports of all
U.S. manufacturers.

The larger the foreign investment, the faster the export growth. As with
job growth in the 1060-70 period, companies with the highest rate of foreign
Investment increased their exports at a faster rate-more than 110%-than
companies analyzed with the lowest foreign investment growth.

Imports from affiliates as a percent. of U.S. sales (excluding the auto
industry) were 0.6% in 1960. 0.7% in 1966. and 0.8% in 1970.

Foreign Investment strengthens the U.S. balance of trade. The surplus of
exports over imports of the companies studied rose from less than $2 billion
in 1962 to $5 billion In 1970. During the same period, the U.S. trade surplus
declined from $5.4 billion to $2.6 billion.

Foreign investment stimulates investment at home. While all U.S. manu-
facturers increased their spending in domestic plant equipment in 1970 by

- 121% over 1960. participating companies increased theirs by 178%.
These facts deny the wholesale condemnation of multinational corporations.

and particularly when the condemning is in the form of generalized, inflammatory
invective without the foundation of any systematic study. so far as I know. It
seems to me that the originators and the co-sponsors of the'Burke-Hartke pro-
posals are engaged in the worst kind of wooly thinking. Recognize with me-in
four areas--the contradiction between their proposed solutions and the real facts
of the problems to which they contend they are addressing themselves.

First: On the matter of quotas, they want to anply general constraints, both
with respect to country of source, as well as to product category.

But how can we expect to maintain an expansion of our exports to nations-
that are the source of troublesome shipments to the United States--when such
nations are already in deficit in their trade account with respect to the United
sta tea ?

This shows up In labor intensive, low technology Industries-such as our shoe
Industry. In this case, a large part of the domestic unemployment has resulted
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from imports of leather shoes produced in Italy and Spain. While I am concerned
about the specific unemployment that these imports create, I am, at the same time,
aware that we enjoy a substantial overall trade surplus with both of these
countries. You can appreciate that the government of Spain, for example, is
reluctant to be forced Into a position of reducing its shipments of shoes to the
United States when they are running a substantial trade deficit with our country.
The same situation generally prevails with most regions of the world-with the
primary, and glaring, exception of Japan.

This is our major problem area, so far as imports are concerned, and to under-
take a program of general import quotas covering thousands of categories of
products coming from nations where we have commercial payments surpluses, if
not trade surpluses, is not to deal with the real cause of the problem, which
is Japan. And the real solution lies in specific restraints with regard to Japanese
imports, pending the development of fair international trade rules for all.

I shall return to the Japanese import problem in a few minutes, but I want to
emphasize here that our government should not put the burden of correct4ng
this problem on the back of Japanese political leaders. It is our problem and we
should take the necessary action to moderate selected and unreasonable Japanese
imports until the chronic and excessive imbalance is adjusted.

Continuing with the Burke-Hartke proposal to impose general quantitative
quotas, we should recognize that this kind of a system would involve high bu-
reaucratic expenses to administer which, at best, could never be fair in allo-
cating import licenses to the importers, and certainly not be fair for the Amer-
ican consumer who, after all, is the American worker.

Second: The Burke-Hartke proposals suggest further restrictions on the out-
flow of American industrial Investrnent on the basis that such foreign investment
permits American companies to produce abroad for shipment back to the do-
niestic market. To examine this, we should first recognize that American direct
investment abroad is placed approximately % in Canada, % in Europe, and
13 in the rest of the world.

Further, we need to understand that more than a third of our foreign invest-
ment has to do with American companies going abroad to obtain fuel and raw
materials that are critical to our well being here at home. We can, therefore,
eliminate any question of restricting capital outflow for those companies.

When we examine the manufacturing companies, and recognize that their In-
vestments are essentially in Canada and Europe, we must also recognize that
these are both regions of the world, with which we have maintained-if not
always a surplus of trade-then generally a surplus on our total commercial
activity, including return on our business investments, royalties and related
fees.

Further, these are not the areas from which we have had chronic trade
deficits caused by imports. To the contrary, our chronic trade deficits are from
Japan. where the United States in 1970 had only 2%--or $1.5 billion-of its
foreign Investment-practically no Investment at all! Bk analysis, I hope it is
absolutely clear that American foreign investment has not caused our nation's
trade deficits, and therefore any restriction on the outflow of capital would be
counterproductire.

Third: The Burke-Hartke proposals to restrict the outflow of technology
disclose a naivete that Is frightening, when one considers the attention being
given to these proposals throughout the land and in the Congress. Technology
cannot be restricted from flowing overseas, except by closing our communica-
tions and contact with the outside world. As new ideas develop and are, applied
here, they will he observed and eventually copied and modified by scientists,
engineers. and managers in other countries. Admittedly, under the Burke-
Hartke Bill, the transfer process may take a little more time, but transfer it
will-and at no monetary benefit for the R&D investment made within the
'nited States. It is important to note from the Tariff Commission Report on

multinational firms released last month that in 1070 the inbound royalties and
fees to U.S. firms were equivalent to 11% of the $17.9 billion spent on R&D by all

'.S. industry and nearly one fourth of total R&D spending financed by company-
in contrast to federal-funds.

To impo.qe restrictions nn the transfer of technology and* accordingly, on the
nunortunity to earn royalties from doing Pa would have a negative imtaet on
TI.S. R&D employment and would have a serious negative effect on V.S. balance
of payments. Additionally, it would retard the growth of the less developed
nations, and, in my opinion, would contribute to a downward spiral in domestic
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technological development with an obvious slow-down In productivity so vitally
needed for us to improve our export position.

Fourth: In the area of taxation, we again need to analyze the real situation
and compare the proposed Burke-Hartke remedy. One form of tax change pro-
posed by Burke-Hartke would be to impose a tax on a U.S. company on current
earnings of a foreign subsidiary operating in a country with a tax rate lower than
that In the U.S. In such a case. it would seem logical to me that the foreign gov-
ernment would move to institute a tax rate on current earnings of subsidiaries
of U.S. companies equal to that which would be imposed by the United States Gov-
ernment. I can see no reason why a foreign government would stand aside while
the U.S. Government imposes punitive taxation on legally constituted foreign
subsidiaries of U.S. companies operating in that country. Simply stated, if a
higher tax is to be imposed, I would think the foreign government would seek to
obtain it for its own treasury.

Further, the Burke-Hartke view is that American corporations receive tax
subsidies that cause them to move production offshore for shipments back to the
U.S., thus causing a drop in U.S. employment.

An examination of last year's trade figures, as I mentioned previously, shows
that of the $6.4 billion trade deficit, $4.2 billion was from Japan-a country
where the United States has very little Investment. Stated differently, about %
of our trade deficit in 1972, and all of our deficit In 1971, can be attributed to
Japan, where we have only 2% of our direct foreign investment.

I think It is clear that if imports are seriously affecting domestic employment,
they are not coming from countries where U.S. firms have made significant invest-
ments and, therefore, the proposed taxation does not address the real problem.
On the contrary, the studies I have cited show that our investment abroad
has created, and continues to create. U.S. jobs.

Because so much of the "AFL-CIO-Burke.Hartke-antimultinational corpora-
tion" rhetoric is based on unemployment and tied to the cry for jobs for American
workers, it is important to comb out of the woolly mass of labor statistics several
basic facts regarding American jobs.

The current (February 1973) seasonally adjusted unemployment level
is 5.1% of the civilian labor force. The total labor force contains $85.7 million
people, and the number of unemployed is approximately 4.5 million. But of
this 4.5 million, only 1.7 million (less than 2%) of the labor force are males
over 20 years of age. Approximately 1.5 million are women over 20 years,
and the remaining 1.3 million are youngsters 16 to 19 years of age.

During 1971 only 2.3 million workers became unemployed because they lost
their previous Jobs. The others had either left work voluntarily or were
looking for work for the first time. More than 75% were unemployed for
less than three months. Only 1.8 million were family breadwinners. And,
for the teenage segment, more than half were in school and seeking part-time
jobs.

I do not mean to disregard unemployment, but I do mean we should
understand it, and for the benefit of the subject we are discussing, we
should understand it in terms of our international economic problems.

In 1964, we had a trade surplus of $7 billion. That year employment
increased by 1.5 million. In 1972, we had a trade deficit of $6.4 billion, but our
employment increased by 2.6 million. In fact, U.S. employment--on a national
basis-is really not import sensitive. It is U.S. domestic economy sensitive.
The difficulty is that loss of jobs by Imports are highly visible and give
the -labor leader and his political exponent in Congress a specific, from
which he makes a sweeping, but false, generalization.

I suspect the labor leader's problem is that he resents the mobility of
the American corporation in contrast to the immobility of his own con-
stituency. But we must not let his desire to keep our labor force immobile
be the basis for national policy development. Look at where we would be
if we had done this in our agricultural industry. From 1950 to 1970. we have
reduced the jobs related to agriculture from 7.2 million to 3.5 million-and,
at the same time, have tripled output to make us the best fed people in
the whole world.

U.S. agriculture provides $11 billion in exports, contributes about $3.5
billion to trade surplus, and is vital to our future trade position. But
this industry did not improve Its productivity and its contribution to our
farmers and nalonal welfare by refusing to accept the mobility of labor.
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Conclusion: In the interest of the American working man and our entire
society, it is important that we clear away the woolly thinking from our Inter-
national economic policy deliberations. I would hope that we will deve:ap an
understanding throughout our society of the real causes of our problem. I
would hope our government can take prompt steps to terminate excessive spend-
ing abroad, and to create the necessary monetary and trade mechanisms based
on international equality, rather than U.S. paternalism. I would hope, partic-
ularly, that our society will recognize it is the American business establishment
that Is the means of correcting our international payments deficit, and that it
behooves our entire nation to encourage the maintenance of the environment in
which this can be accomplished.

Given the facts, I believe the American working man will see through the
fog of union leadership to the clarity of the national interest-and his interest.

The CHAIRMAN. Next we shall call on Mr. Arthur A. DeSantis,
executive secretary of the Italy-America Chamber of Commerce, Inc.

You may proceed, Mr. DeSantis.

STATEMENT OF ARTHUR A. DeSANTIS, EXECUTIVE SECRETARY, ON
BEHALF OF ITALY-AMERICA CHAMBER OP ,COMIECE, INC.,
ACCOMPANIED BY GUNTER VON CONRAD

Mr. DESAYTrs. Mr. Chairman, members of the committee, for the
record, my name is Arthur A. DeSantis and I am privileged to ap-
pear before you on behalf of the Italy-America Chamber of Com-
merce, Inc., under the laws of the State of New York-The Chamber's
views on the pending Trade Reform Act of 1973 have been submitted
in a statement and a summary, and with your permission, I shall
highlight our main points of concern. If you have questions, I will,
of course, be happy to answer them and for tiat purpose, we would
like to have the liberty of conferringwith Mr. Gunter von Conrad, of
our customs and trade counsellors, Barnes, Richardson and Colburn,
and we are prepared to submit some additional data for the record.

The CHAIXmAz. That ma be done.
Mr. DESAN Is. The Itay-Ameria Chamber of Commerce, Inc. is

a membership corporation established in 1887 and presently chartered
under the laws of the State of New York. It is composed of approxi-
mately 500 American corporations and businessmen vitally interested
in trade relations between the United States and Italy.

Our appearance today is intended to support the basic purposes of
H.R. 10710 and, in effect, we support authority for negotiations of
duty reductions. We realize that much has been accomplished in
prior negotiating rounds.

We also realize that certain commodities require special balances,
be it in the form of special duties or in the form of export control
guidance, for instance in the health area. But many tariff and non-
tariff barriers, even if once appropriate, are no longer warranted.
These we believe the United States should be in a position to negotiate.

We understand, of course, the concern of the Cong in the diffi-
cult area of nontariff barriers to have the administration report back
negotiation results. We-hope this will provide a useful and workable
mechanism in international negotiations.

We also endorse the safeguard provisions of the bill generally,
although some specific problems deserve attention. Many of these
problems have been ably discussed before this committee so that a
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supplementary submission for the record of our position would suffice
if desired.

We do wish to express our concern that the proposed changes in
the escape clause will result in a great number of now petitions and
Possibly uncertainty. And uncertainty is the fear of every planning

businessman, whether he is an American producer, a distributor,
an importer, a foreign supplier or any other businessman. It appears
to us that the. Tariff Commission, already in effect, has liberalized the
the interpretation of the escape clause and has made it an effective
instrument of international trade relief. We are concerned that the
substantial changes may bring out abuses, and we hope that the legis-
lative expression in connection with the escape clause changes would
n:ote and forestall such abuse.

The Chamber fully endorses the proposed changes in the adjustment
as-sistance provision of existing law. We believe that workers should
not suffer due to changing trade practices. They should have prompt,
effective, and substantial relief where needed. ohe Trade Reform Act
seems to confer the proper relief.

The Chamber also endorses the provisions concerning extension of
the most-favored-nation treatment and generalized preferences for
less developed countries, with the note that the extension of these
benefits should require some adequate quantification of economic re-
sults and commercial effects of these privileges. It appears to us that
the trading community should know in some detail the prospective
results of such benefits as they are being negotiated or prior to
implementation.

Our main point is our wholehearted support of the proposal that
industry, labor, and the trade communities should have the fullest
possible advisory access to negotiations. Our experience has shown us
that the negotiators of our trading partners have had the advantage
of verv close advise of their constituencies during the negotiations.
We believe that our American negotiators must have the same assist-
ance and we believe that the trade bill goes a long way in developing
an advisory s.Nstem. Wo would urge that this very important aspect
of successful Pevtiations should be emphasized and we hope that full
opportunity will exist for all American groups interested in interna-
tioi al trade to work with an assist our negotiators.

This concludes my highlighted remarks. May I add our appreciation
for the opportunity of appearing before you ?

Thank you, Mr. Chairman.
The CrAIRM.WN. Thank you very much for your statement, Mr. De-

Santis. We will include it in the record. Thank you.,
Mr. DESAY.TIS. Thank you. Mr. Chairman.
[The prepared statement of Mr. DeSantis follows:]

PREPARED STATEMF.NT OF ARTItUR A. DESANTIS. EXECUTIVE SECRETARY, ON BEHALr
OF THE ITALY-AMERICA CHAMBER OF COMMERCE INC.

Mr. Chairman and Members of the-Committee: My name ts Arthur A. DeSantle
and I appear before you on behalf of the Italy-America Chamber of Commerce
to present our views with respect to the pending Trade Reform Act and to offer
sueh arssisfance as our Chamber can give you to aid in your deliberations.

Th Italy-America Chamber of Commerce. Inc. Is a membership corporation:
oe tallshed In 19R7 and presently chartered under the laws of the State of New
York. It Is composed of approximately 500 American corporations and business-
men ritually interested in trade relations between the United States and Italy.
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Attached to the statement, I am submitting an up-to-date list of the standing
committees of the Italy-America Chamber of Commerce and of its chairmen and
co-chairmen.

Our Chamber takes pride in its record of assistance to the Congress and to
the Administration with respect to a number of trade-policy related issues over
the years. The Chamber has appeared before committees of the Senate, the House,
and before a number of Administration agencies in matters affecting general
trade policy, or such specific issues as crime on the waterfront, importation of
cheese, shoes, and other commodities, and in an effort -to assist the Congress
and our trade negotiators with respect to both tariff and non-tariff barriers. In
particular, we take satisfaction from our record of predictions-come-true. Thus,
In 1970 when imports of footwear were a matter of great concern, we identified
the changing trends in international footwear trade and the impact on US indus-
Our prediction that Italian performance-which had been remarkable indeed-
would be maintained at reasonable import levels, and wourd not increase to a
point where it would be destructive of the very efficient US Industry, stands as a
mark of the Chamber's objectivity.

The purpose of our appearance before you today is to endorse the basic pur-
poses of H.R. 10710. In particular, we believe that our Government must have
the changing trends in international footwear trade and the impact on US indus-
try. Our prediction that Italian performance-which had been remarkable in-
deed-would be maintained at reasonable import levels, and would not increase to
a point where it would be destructive of the very efficient US industry, stands as a
and our trading partners around the world.

Since economic policy is becoming a major instrument of international rela-
tions and foreign policy we appreciate, of course, that the Congress in giving
authority to the President will wish to carefully describe the scope of this author-
ity and the way in which it should be used. This purpose seems to be accomplished
by the Trade Reform Act and although individual provisions may yet be changed,
we believe, on balance, that the bill provides the necessary tools to move forward
from the present position where the United States cannot make any trade agree-
ment commitments. We believe that the opportunity to initiate action on the trade
negotiating front is very important to all Americans interested in or affected by
International trade, and we believe that the present legilatlon will be useful
in opening up the opportunities for forward movement rather than restricting
the United States to residual, retaliatory authority existing under prior trade
laws. Further, US authority to take the initiative is most Important because it
appears that at the present time the initiative lies with other countries and that
the United States is not in a position to respond adequately to ideas, threats, or
promises. The United States must be in a position to develop advantageous trade
relations or-to respond properly to undesirable trade policy developments abroad.

Our Chamber agrees, In particular, with the provision of the bill which would
provide basic authority for trade agreements Including the duty reducing au-
thority which would be given to the President. The harmonization of duty struc-
tures and the selective reduction of duties on a negotiated basis would go far
to eliminate distortions which now exist in international trade solely on the
basis of tatrif. In saying so, we make no Judgment as to whether a particular
tariff or bow much a particular tariff should be reduced. We believe this Is a
matter which has to be considered on a line-by-line basis with respect to our
tariff schedules. The same holds true with respect to the Brussels Tariff
Schedules, if our structure is transformed into the Brussels format: A specific
level of tariff protection must be a matter of individual consideration of the
industry involved so that our trade policy experts In various Government depart-
ments an4 agencies and our negotiators may have the specific and practical
advice of the industry.

-Similarly, we endorse the authority which the bill would provide the President
for negotiating non-tariff barriers. It is much more difficult, however to make a
general etatenrent to this regard, particularly beesuse the scope and burden of
individUal barriers; re largely unknown and very difficult to quantify. It Is, we
apprzate, very difcuft to establish reliable guidelines for negotiation of the
deletion of 4 jpecic trade barrier as juxtaposed to a deletion of a similar
barrier In a foreign country. We can foresee that non-tariff barrier negotiations,
if closely restricted t Q speific commodity fields cannot be too-productive because
often a quikd-pro-qup cannot be found for the removal oi a non-tariff-barrier in the
sabne field byT twO, much less more, countries. We would urge, therefore, that the
scope of negotiatiotis with regard to non-tari barriers be drawn broadly, and
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we see little harm in so doing since negotiation results on non-tariff barriers
must be returned to the Congress for a review procedure. We do have a number
of particular concerns regarding non-tariff barriers. For instance, although there
are listings of existing barriers with respect to a number of countries in official
records, such as the Committee Print of the Ways and Means Committee, and
although we in our Chamber have our own views with respect to what Is a barrier
here or abroad, international traders -and the public at large have not been
in a position to adequately review all barriers and hence are not in a position
to offer suggestions as to proper subjects for negotiation all with respect to a
potential quid-pro-quo. It is our understanding that the Secretariat of the Gen-
eral Agreement on Tariffs and Trade Is still restricting the availability of its
total non-tariff barrier lists to members of participating administrations in-the
GATT, but not making them available to the public at large. We believe it would
be very useful to have it made clear in our legislative process that our Govern-
ment should be in a position to make all information available to the public
and not to be restrained by institutional restrictions which may now exist. Even
if our Chamber is in a position to develop profiles and details on an individual
trade barrier-and I hasten to add that our Government has been most helpful
in informing us on specifics-our individual meziibers or committees are not
now in a position to form a comprehensive view as -to how their problems may
be negotiated, without meeting an excessive research and analysis task. The free
availability of all GATT information will go a long way to assist our members,
the Chamber, and the trade community at large.

With respect to the so-called safeguard procedures, the Chamber also endorses,
generally, the approach taken by H.R. 10710. We do so, notwithstanding specific
concerns arising from the proposed changes in several safeguard laws, such as
the international anti-dumping act, the countervailing duty statute, fair trade
provisions of section 337 and others With respect to the Antidumping Act, we
believe that the statutory enactment, now proposed, of recent regulatory changes
which clearly contradict existing court decisions will be most detrimental to
Investment, to US labor, and to trade relations in general. I refer here to the
proposed statutory change which would allow disregard of established valuation
practices under the Antidumping law where so-called "exporter's sales price"
comparisons are made. The question of what valuation was proper has long been
considered settled by a decision-of the US Customs court in the Sherwin-WUiLaMe
case, and in reliance on that decision, major investments have been made. Not
only would such investments In the US be avoided if the unfortunate regulation
attains the status and force of law, previous investments would likely become
the subject of review with potential adverse effects upon UI- workers in the
affected establishment. Moreover, our trading partners might be justified in
deploring the loss of International trade stability which must result If Judicial
precedent in the trade area is abolished without necessity. Our pride In our system
of law, and-most importantly for the businessmen-its stability and reliability,
will be seriously undermined by this unwarranted change.

However, with the exception of specific problems on antidumping, counter-
vailing, and patent enforcement, the Chamber approves the basic safeguard
approach with regard to these statutes taken by the Trade Reform Act. We are,
moreover, in full concurrence with the proposals for Improving existing adjust-
ment assistance for firms and workers affected by distortions arising from Inter-
national trade.

Our support for the proposed changes in the Escape Clause is more qualified;
although our members--having had experience with Escape Clause Investigations
and their burdensome demands-would agree generally that a workable escape
valve is necessary, and that the preseift Escape Clause might beclarified, we
have doubts that the sweeping changes now proposed, which will create a massive
burden of new cases, are really required. In particular, the removal of concession
relation criteria from the law appears to serve only the purpose of introducing
additional uncertainty into the appraisal of international trade performance,
without guaranteeing the stability of US Industries in the US market. We would
point out, that the Tariff Commission has already within its powers the- op-
portunity to interpret the application- of existing criteria--and has Indeed so
Interpreted them-that It may be unnecessary to make the sweeping changes
which are now proposed. However, whatever changes the Congress In Its wisdom
enacts, we urge here that proper steps be taken -to prevent abuse and to develop
Escape Clause criteria which will allow American and international businessmen
to predict with some certainty whether they may safely promote trade or---
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if an-Escape Clause petition is lodged by an affected US industry, whether it
has merit.

This, we would add, would also be our view with respect to other safeguards.
The administration of safeguards, unless clearly circumscribed and supervised,
can do more harm than good. The most important criterion in our view, to take
into consideration in all safeguard areas, is the necessity'for the businessman,
be it a domestic producer, an importer, a foreign manufacturer, or a multina-
tional corporation, to know within reasonable degrees of certainty and predict
ability what the law is and what to expect from the administration of such
safeguards. I

We have few comments to offer with respect to those provisions of the pro-
posed law dealing with most-favored-nation status or non-market economies.
With regard to the trade effects if this title of H.R. 10710 is enacted, we would
like to comment that it would appear most important to seek to determine the
trade effects in terms of merchandise and in terms of balance of payments if
goods from Communist countries are permitted the same access as merchan-
dise from other countries In terms of importation. The most important imme-
diate effect would be, of course, to permit entry of such goods under the duty
rates set forth in column I of the Tariff Schedules of the United States, rather
than the much higher column 2 rates most of which represent the old statutory
rates dating back to 1934. We have not seen a great deal of analysis what this
would mean in terms of trade and we believe as this is negotiated with non-
market economy countries that a fair determination would be made on the
effect in international trade of this liberalizaton. Another result of most-
favored-nation treatment would be to relieve the trade both in export and import
from the restrictions which are now being imposed, be it in terms of limited ac-
cess for Communist goods much of which has already been liberalized, or be it
in terms of liberalization of export controls because the goods for many non-
market economy countries are still under relatively tight control under cate.
gories S and Z of the Export Commodity Control lists. Again, we believe that a
quantification of the trade effects would be most important in order to be able
to Judge the effect of what we would receive and what we would offer such coun-
tries if such status is accorded them.

Concerning Title V dealing with. preferences for developing countries, it is
our view that since other countries have long made available generalized prefer.
ences to developing countries, it is appropriate for the United States to also
develop and make available a scheme of preferences which will adequately re-
flect this country's position taking into consideration particularly the provisions
which already exist in this area as they are being afforded by European coun.
tries and Japan most notably- In this regard, it is proper to point out that less
developed countries or developing countries have been the suppliers of raw ma-
terials and we are beginning to experience the need for a great number of raw
materials not only energy but for instance certain metals are in relatively short
supply in the United States and we would believe it an important consideration
to seek to secure a source of supply. On the other hand, we fully understand
that developing countries are seeking investment so that they may advance their
industries, and these desires can be balanced against our raw material needs.
There are appropriate quid proquos which we believe can be very advanta-
geously worked out.

The point we consider most crucial to the entire Trade Reform Act and the
negotiations which it would authorize is contained in Chapter 8 of Title I, and
in particular in the provisions dealing with Industry and public jdvsory partici-
pation in the trade negotiations. We have observed that over many years the
negotiators of our trading partners have had the benefit of the closest advice of
their industry right during the negotiations and, of course, extensive prepara.
tions before then. In some cases, it developed that the negotiators were them-
selves representatives of the industries involved who were In some way or other
commissioned by their governments to undertake thee negotiations. On theother
hand, we have followed concepts which have permitted hearings and which have
permitted views to be expressed, but which by and large have left the matter of
negotiations to a group of experts who often confironted our trading partners
without the benefit of industry sitting at their elbows and rigbt behind them In
the conference room. We are pleased to see in the Trade Reform. Act that the
concern of negotiatory advice and participation has been noted, and that the
Administraton both recognizes the importance and need ,for wach advice, and
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that the Ways and Means Committee has placed in the bill provisions which
assure that such advice will be available and forthcoming. We hope that it will
be made clear by the Senate that if our trading partners enjoy the benefits of
industry advice 4t or near the conference table, our negotiators should have
the same privilege. We therefore hope that the provisions of the Trade bill might
be strengthened in thls regard. Similarly, we would believe it to be most advan-
tangeous, if Congress could be present through a delegation and sufficiently large
permanent staff to very closely observe the progress of negotiations. Especially
in the non-tariff barrier area, where results are to be presented to the Congress,
the full understanding of such agreements to be reviewed would clearly make
such Indepths observation not only appropriate but highly advisable.

To summarize, the Italy-America Chamber of Commerce supports and urges
the enactment of H.R. 10710 and we will gladly assist this committee with fur-
ther information which you may desire.

Thank you Mr. Chairman and members of the Committee for this opportunity
to present our views to you.
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SPECIAL EVENTS

Chairman: H. Potchtar-Toscany Imports, Ltd.
Co-Chair: N. De Luca-Pino L. De Luca, Inc.
Co-Chair: A. D'Alessandro-Amerlcati Export Lines.
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TEXTILE AND APPAREL
Chairman: C. Brambilla.
Co-Chair: R. Ruchs.
Co-Chair: D. Orsi-Orsi, Inc.

The CHAIRMAN. That concludes the morning session. This committee
will resume its sessions on Monday morning at 10 a.m.[At 11:45 a.m. the hearing recessed until Monday, April 1, 1974, at
10 a.m.]



TRADE REFORM ACT OF 1973

MONDAY, APRIL 1, 1974

U.S. SENATE,
CoMMITTEE oN FINANCE,

Waakington, D.C.
The committee met, pursuant to rewss, at 10 A.m., in room 2221,

Dirksen Senate Office Building, Hon. Herman Talmadge, presiding.
Present: Senators Talmadge, Hartke, Byrd, Jr., of Virginia,

Bennett, Dole, and Packwood.
Senator TALMADOE. The committee will please come to order.
This morning we resume our hearings on H.R. 10710, the Trade

Reform Act. ;e have a long list of witnesses today, and each witness
has been asked to confine his remarks to no longer than a 10-minute
summary of the written statement. The 5-minute rule will be in effect
for the questioning period.

Inasmuch as Senator Hartke has not yet arrived and the distin-
guished Congressman from Florida is here, will you proceed, Con-
gressman Gibbons ?

We are delighted to have you appear before our committee.

STATEMENT OF THE HON. SAN X. GIBBONS, A REPRESENTATIVE
IN CONGRESS FROM THE SEVENTH CONGRESSIONAL DISTRICT
OF THE STATE OF FLORIDA

Mr. GrmoeOs. Thank you. It is a pleasure to be here.
I am reminded of the fact that today is the first day of April, but I

do not wish to be classed as an April fool or a May, June, or July fool,
or any kind of fool for that matter.

Senator TMxAoz. Iet the record show that the Finance Commit-
tee takes judicial notice of the fact that you do not come in that
category n man.-[Lughter..

Mr. (mxozs. And I am ming to try to be very conservative in the
statements that I make and merely urge this committee to move very
rapidly in developing a trade bill, Senator Talmadge. I think that
now is the time to move forward on the trade bill.

It has been 12 years since we passed any kind of trade bill. Since
1967, our Government has been semiparalyzed without any effective
trade bill.

The House-passed bill is a good bill. Like all other pieces of legisla-
tion, it is a compromise. It cold stand some improving, and I am sure
it will have some improving over here in your committee. And then it
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will go to conference, and whatever happens then is, of course, up to
the gods. Not being one of those conferees, I am very respectful of the
acts that come from the conference, and I realize that there the art of
compromise has to be exercised very judiciously.

The trade legislation that was finally developed by the House is the
product of 5 months of intensive debate within the Ways and Means
Committee, debate not only between witnesses before the committee
but by the members of the committee. It took about 31/2 months of
debate within the committee as we developed this legislation. It was
one of the most arduously developed pieces of legislation that I have
had tile privilege to participate in forming in the 5 years that I have
been on the committee, and I was surprised that it passed the commit-
tee by a vote of 20 to 5.

It was a surprise, I think, to most of the members of the committee
and to the House itself that there was as much unanimity about the
bill as we finally developed. The bill passed the House,-of course, with
only one amendment and by a very substantial margin.

The House-passed bill is a great improvement over the existing law
because it provides great flexibility as well as strength to our nego-
tiators. And it sets forth a number otprocedural safeguards for the
process of developing future attempts to bargain in the international
field. Not only is prior consultation required to a greater extent than
ever before with industry and with consumers in this country, but
also required is a kind of post-bargaining consultation or -referral
back to the Congress, to. the House and to the Senate, of many of the
decisions that will be made in this bargaining process.

Also, I think the trade bill takes fuller advantage of the uniqueness
of the U.S. system of Government where, as contrasted with the par-
liamentary system of Government, the Congress is an equal partner
in the process of making trade decisions. This can be used to our ownadvantage.Now, Ith ink most people, on whatever side they are on this issue,
think that this is the time to move forward. There are so many prob-
lems facing our country and the world that we cannot afford to sit
back and neglect the opportunity or the challenge to move forward on
trade negotiations. I am referring-To the energy shortage that we
havm had, the food shortages and other shortfalls that we are having,
the worldwide inflation that we are having, and now-is absolutely the
time that the free nations in this world must work together coopera-
tively for the solution of our mutual problems.

Far too much attention has been given, in my opinion, in this whole
debate to the problem of the most favored nation treatment of the
Russian bloc nations and of the Export-Import Bank lending author-
ity for these nations. This bill that you are considering is primarily
an attempt to build a pact among the free nations of the world so that-
these free nations can strengthen themselves and can strengthen the
fabric of freedom around the world. That is what this bill is all about.
We are trying to strengthen the U.S. economy, the U.S. political
system, ana the free world economy and political system.

It is unfortunate that title IV was ever combined with this bill. It
should not be the stumbling block of this bill. Any trade that we ever
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hope to develop with the Russian bloc countries, the nonmarket coun-
tries, is going to be minimal. Primarily, we are likely to find ourselves
importing from these countries raw products and semifinished prod-
ucts for which we have no other source of supply. I cannot foresee the
time when we will ever be importing from them large amounts of
consumer items, nor can I foresee a time at which they will be import-
ing from us large amounts of consumer goods.

As I say, it was an unhappy marriage that put these two subject
matters together-trade negotiations and our economic relations with
the Soviet bloc. This is certainly one piece of legislation where we
ought not to stumble over the problem of our relations with the Soviet
bloc, because the whole thrust of this legislation is to help us in the
United States and to help the rest of the free world to develop a
stronger climate economically and politically-and not to try to solve
all of the problems of East-West tension itrnd detente and all of that.

I hope that America has recognized-I believe it has--that we can-
not go it alone, that we live in an interdependent world. I try to point
all of this out in the many pages of my statement here. I also try to
point out why I think that now is the time to start to bargain on
solving our trade problems.

As I said at the beginning of my testimony, I realize that today is
April fool's day, and I do not come here proposing that everything is
well in America and that we are omnipotent in the area of trade.
Certainly we have our problems. But the American economy is strong.
WXe have been infected by inflation, but this is a virus that has
infected the whole world. And I think it is a virus that we can over-
come and are overcoming.

Our economy is strong. We are in a mini-recession now, but I think
it is like the bad weather we've been having. It is not going to last all
week, all month, or all year. It is eventually going to go away, and
the American economy is going to rebound. There are already plenty
of signposts that our economy is rebounding strongly.

The energy shortage that has affected us-and no one knows how
long it will Tast, but certainly it has not been nearly as bad as the dire
predictions we faced last October and November-has affected us less
and will affect us less than all of the other industrial nations of the
world, and certainly a great deal less than it is affecting the lesser
developed countries of the world.

WVe have partially solved the international monetary problem
amongst the free nations of the world. We have not had a monetary
crisis in two years. The dollar is strong. It is relatively stable. It is
gaining strength all the time. Those of you who have had the oppor-
tunity to travel in other parts of the world know that the dollar is
back in demand all over the world. It is as strong as any other cur-
rency in the world and is gaining strength daily. We have done what
I think, will in the long-run turnout to be a very effective thing,
reducing the value of the dollar with regard to its purchasing power
overseas. I think this is one of the strong reasons why we are being as
successful as we are now in our export trade. Also, we are beginning
to tame our appetites for imports because of devaluation.
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I think thaf the overvalued dollar, the long overvalued dollar, was
the primary reason that the American businessman went overseas
and established plants over there, and that we lost jobs to overseas
plants.

Senator, I have heard the bell ring, and I know that my time has
ex ired.

Senator TAL MADGE. You in the Iouse are accustomed to being
called down on short notice. We in the Senate are not, as a general
rule, but. in view of the multiplicity of witnesses that wanted to be
heard on this, we had to invoke by unanimous consent the limitation
of time.

Mr. GIBBON.S. I certainly understand your time problems, and I
want to close by saying that now is the time to move forward on trade.
It has been 12 years since we had a trade bill, but this is a good trade
bill, and I know that the Senate will have a great many contributions
to make to it.

Thank you, sir.
Senator TALMADGE. I appreciate so much your excellent statement.
Are there any questions?
[No response.]
Senator TALM ADE. Thank you very much, Congressman. We are

honored to have you with us.
[The prepared statement of Congressman Gibbons follows:]

PREPARED STATEMENT BY IIoN. SAM M. GIBBONS, A U.S. REPRESENTATIVE IN
CONORESS FROM THE STATE OF FLORIDA

SUM MARY

I. Now is the time to move forward on trade
A. It is Important to maintain the momentum toward a new round of trade

negotiations by enacting a good trade bill as soon as possible. These negotia-
tions, by further reducing barriers to world trade, will be of great benefit to
the United States both economically and politically. They will also help to
Improve the climate for cooperative multilateral solutions to other world-wide
economic problems. The need for such cooperative action has been made even
more urgent by developments such as the actions of the OPEC supply cartel,
food and energy shortfalls, rampant world inflation, and the danger of resur-
gent nationalism. Indeed, the world watches to see whether the United States
Is going to reassume our leadership in this area.

B. The United States has everything to gain from a new round of trade
negotiations. Demand for U.S. exports is high and rising. The elimination of
barriers to these exports would benefit us greatly. Also, we are dependent on
trade for some of the raw materials we need. We can negotiate now from a
position of strength. We have a strong economy and a strong dollar. We have
been less affected by the four-fold Increase in world crude oil prices in the
past year than other nations.
II. The Trade Reform Act is a good bill

A. It grants to our able negotiators the strength and flexibility they need to
negotiate mutually beneficial trade agreements. Yet it reasserts the power of
Congress "to regulate foreign commerce." It provides for a great many proce-
dural safeguards and consultation requirements to insure that U.S. workers,
industries, farmers and consumers are helped rather than hurt by trade deci-
sions. It makes relief from unreasonable import competition easier and quicker
to get and more generous. It is an improvement both over present law and
over the Administration's original proposal.

B. The trade bill is aimed basically at helping the countries of the free
world solve their trade problems and strengthen their economies. We should not
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lose sight of this fact. Too many people have tied the fate of the bill to the
fate of Title IV, relating to our relations with the Soviet Union. While the
bill does not change our laws relating to the taxation of income earned abroad
by U.S. firms, this is being done elsewhere.
1I. It is important for us to move forward in the area of trade

A. Not to do so would be to drift away from the cooperative, multilateral,
institutionalized approach to our trade and other economic problems which
has worked as well since World War II.

B. Economic relations are at the base of our political relations with other
countries. If we do not negotiate to find solutions to these "pocketbook" issues
which divide us, we cannot hope to settle our political differences.

STATEMENT

Mr. Chairman and Members of the Committee, I appreciate the opportunity
to appear before you today to talk briefly about some of the considerations
which I believe are very important as you begin to make decisions on the
proposed Trade Reform Act.

I notice that the arguments you've been hearing on trade are pretty much
the same ones that we on the Ways and Means Committee heard during our
five months of deliberations on the trade bill. It was good to see that at least
some of your witnesses praised the House-passed version of the--bill as an
improvement over the Administration's original proposal. I think this is so,
and I sincerely hope that the decisions we made and the language we drafted
will be helpful to you and may even shorten the time you have to spend
marking up the bill.

As you know, the Ways and Means Committee is not known to be a bunch of
free traders, and I can certainly vouch for the accuracy of that reputation. It
came as a bit of a suprirse to many people, I think, that the trade bill finally
approved by the Committee--by an overwhelming vote of 20 to 5-was as well
balanced and as carefully drawn as it was. I have talked to both supporters
and opponents of a continued expansion of world trade who feel that the bill
we approved was, all things considered, quite a satisfactory one.

It grants to our negotiators the flexibility and strength they need to strike
sound and mutually beneficial bargains with our trading partners, but it intro-
duces a great number of procedural safeguards and consultation requirements
-far more than were requested by the Administration. By providing for Con-
gressional review and even possible veto of important trade decisions, it also
gives real recognition to the Constitutional grant of power to the Congress to
'regulate foreign commerce."

The House-passed bill is a real improvement over present law with regard
to providing relief from the effects of unreasonable import competition. All
forms of import relief are.made easier and quicker to get and adjustment
assistance is made more generous.

I didn't come here to pat myself on the back for the House-passed trade bill.
Indeed, there'are a few provisions in the bill that I would like to see deleted,
and there are amendments which I fought for in the Committee that are not
included in the bill. However, the decisions on all of these matters are now in
your hands.
Now is the time to move forward on trade

The reason I asked to be heard by you is this: I believe strongly that a con-
tinued expansion of mutually beneficial trade among the nations of the world is
very important to this country, both economically and politically. Therefore,
the timely enactment of a good- trade bill is deserving of our best efforts. In
fact, such fairly recent developments as world-wide energy and food shortfalls
and galloping inflation have made it even more urgent that we continue to
assume world leadership in finding cooperative solutions to world-wide eco-
nomic problems. The proposed trade bill is an integral part of our efforts in
this area.

You are, of course, familiar with the traditional arguments on why trade is
so important to us, so I won't dwell long on these. Many of you have seen in
your own states JuAt how important export business has become to many of our
factories and farms. In an era of resource shortages, imports have also become
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important to both consumers and producers. Today, more than 14% of our
goods are exported, and about 14% of the goods we consume are imported.
Some of our industries, such as the aerospace and agricultural chemical indus-
tries export 40-50% or more of their production. Moreover, we are dependent on
imports for more than 50% of 6 of the 13 major raw materials needed by our
industries.

It's no longer possible for us, or perhaps any nation, to cut off trade and
investment flows and say that we will "go it alone." Trade aneda investment
and the operations of the MNC have simply become an integral part of growing
economies here and abroad. Our choice Is not whether we will "allow these to
exist" or not. but whether or not we will harness and regulate these phenomena
for our benefit and that of the rest of the world-and whether this country
will reassume the leadership role in this area that we assumed at the end of
World War II.

Some of th(,se who testified before the Ways and Means Committee painted
trade issues in terms of black and white. All of us know that this is no longer
possible, If it ever was. To be sure, the Issues involved in trade are complex
and lpolitically sensitive ones. They cut right across employment problems,
foreign policy attitudes, and the vested interests of numberless econonile
groups-and they cannot be solved easily. If they could, it would not have
taken the Ways and Means Committee five months to report out a trade bill.
Literally cutting off trade and investment, as some have suggested, would not
have taken the Committee long at all. However, it soon became clear that such
a step would have been no solution at all. Also, we realized that we could dis-
miss these issues, or not act on them, only at our peril.

The Ways and Means Committee soon found that some or those who testified
on the trade bill simply did not want a trade bill enacted and had nQ interest
whatsoever in working with the Committee to come up with a balanced bill.
This was hard to understand, since some of these people would benefit greatly
by the approval of a good, balanced trade bill. Nonetheless. these people con-
tinued to cling to their simplistic and Illusionary proposals to virtually cut off
trade and investment even after these had been rejected by large margins in
the Committee.

It couldn't be more clear, it seems to me. that this country has everything
to gain from approving a sensible trade bill and maintaining the momentum
tow 'ard a new round of international trade negotiations designed to reduce
the barriers to trade.

It's a puzzle to me that some people feel that this country should not enter
into ,fade negotiations. It's not going to be easy to work out mutually benef-
cdaT trade agreements. Obviously. each country has to give up something for-
wyat it gets in terms of reducing the trade barriers that have been erected, and
,vtch trade agreement will affect economic interests in the various countries.
However, the demand for U. S. products is great world-wide and it is growing
fast. There are a great number of barriers to the entry of U. S. exports Into
other countries and we have everything to gain by at least undertaking trade
negotiations and making a real start toward reducing trade barriers.

The U. S. economy is becoming ever more dependent on trade for continued
growth and the reduction of trade barriers is becoming ever more important to
us. Something which we sometimes tend to forget-that our businessmen dis-
covered long ago-is that there's a great wide world beyond our borders
which offers tremendous outlets for our products, as welt as new sources of raw
materials for our industries.

Right now, we can negotiate from a position of strength with our trading
partners. Our economy is strong. We have been affected by the Arab oil boycott
and the four-fold increase in the price of crude oil this last year far less than
countries who are more dependent on imported oil for their energy supplies.
The floating of national currencies has provided needed flexibility in the inter-
national monetary system. and the strength of our dollar in this new scheme
of things reflects the strength of our economy.

It's been the fear of some that our trade negotiators would "sell out" cer-
tain American interest. This fear is, I think, baseless, and has been made com-
pletely irrevlevant by those sections of the House-passed trade bill which
require prenegotiation procedural qnfegnards and continuing close Congres-
sional scrutiny of the negotiations and their results.

41
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If we do not move forward in entering a new round of trade negotiations, we
have much to lose besides the opportunity to eliminate or reduce existing bat-
riers to U. S. exports. In the world economy, 'not to move forward is to drift
backward toward the kind of economic stagnation, resurgent nationalism and
isolationism which we knew in the 1930s, and even toward war itself. The sud-
den emergence of food and fuel shortfalls, rampant inflation. and high-cost
(,il has made this "drift backward" a potential headlong rush toward trade
restrictionism and isolationism.

We saw what happened in the '30s, when we imposed the Smoot-Hawley
tariffs in an attempt to reduce our dpresslon-level unemployment. We found
too late that the only result was trade retaliation by the other countries (if the
world, a worsening world-wide depression and economic conditions which
helped lead up to World War I.

It's perhaps not too far-fetched to say that the economic conditions we face
today present the same kind of challenge to a peaceful and continually func-
tioning world economy as those of the 1930s.

The four-fold increase in world crude oil prices in the past year is likely to
lead to balance of payments deficits for all of the developed countries. Already
we are seeing our $1.7 billion trade surplus of last year pared down by the
greatly increased prices we must pay for imported oil-and we are one of the
countries of the world least affected by this phenomenon!

Already there are signs that some countries will try to pass their billions of
dotla-u-n balance of trade and payments deficits resulting from higher oil
Prices to other developed countries by- import restrictions, unreasonable export
subsidies, or competitive devaluations. This simply is not possible. There liter-
ally is no place to which these deficits can be passed. They share a common
cause and they are shared by all developed countries.

This is to say nothing of the less developed countries. The food, energy and
fertilizer shortages and the. high prices they face today subject them to the
real danger of not only even lower rates of economic growth, but, for some,
even famine. -

The severity of this problem cannot be overemphasized, for. as we've learned
all too vividly in the past, world economic problems which are neglected
spread like wildfire. This is more true every day, as countries become ever
more interdependent.

We must and of course are making all kinds of different efforts on the
International scene to resolve the economic conflicts relating to fuel and food
shortages and rampant inflation. Nonetheless, if we do not pass a trade bill and
embark on bold International trade negotiations, we will be losing quite an
opportunity to resolve what have become urgent and sticky economic issues
among nations. Since World War II, we have had a great deal of success in
managing trade issues in the Institutional framework and under the agreed
upon rules of the GATT. The nature of these issues has changed dramatically
in recent years. For instance, while import restrictions remain a problem. the
management of resource shortages has emerged as a problem of similar
inortance.

This has not changed the fact that we must look to cooperative undertakings
to find real and lasting solutions to these problems_ The need for revision of
the GATT rules to handle these problemp--and for our countries to show the
national will to look for multilateral solutions in an institutional framework
such as the GATT-Is urgent, for the danger of economic warfare and a real
(-onfrontation between rich and poor nations is great.

Also, it's clear that near-universal cooperation among nations is the only way
for us to break the stranglehold of a supply cartel like OPEC.

In many ways. our economic relations with other nations are at the base of
o ur political relations with them. If we do not negotiate to find solutions to
these "nocketbook" issues which divide us, we cannot hope to settle our polit.
teal differences.

Because of our differences over such things as how to react to the Arab oil
embargo, how to treat the Soviet Union. and bow to view the Atlantic alliance,
we seem to be on a collision course with the Europeans in our political rela.
tions. Some wonder if the Europeans care whether they have any relations at
a with us any more. However. I've Just returned from talking with members
of the European Parliament in Eurone. and I know that the uropeans still
look to us for leadership in settling difficult international economic issues.
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They are watching us to see whether we have the political will to do any
real negotiating on tough trade issues-whether we are willing to raise our
sights from the economic irritations which rub against us day after day to a
bold new attempt to not only try to resolve these day-to-day issues but also
foster a new climate of cooperation in settling troublesome international eco-
nomic problems-indeed, they watch to see whether we are even going to pass
a trade bill.

It's also my observation from meeting with the European Parliamentarians
from time to time over the past three years that the European Community is
stronger, more unified, less concerned about internal matters and better pre-
pared to make the decisions necessary for trade negotiations than they have
ever been. I also know that the Europeans have finally abandoned their search
for additional reverse preferences.

It's my firm personal belief that the continued expansion of mutually benefi-
cial world trade and the increased contacts among rations which it brings not
only redound to our economic welfare, but also help to build peace and under-
standing in the world. Certainly we've seen that the opposite of this is true-
trade retaliation and economic warfare can lead to world-wide depression and
actual warfare.

It's unfortunate that so much of the attention given to the trade bill has
focused on Title IV. All of us are concerned over the conditions under which
nondiscriminatory tariff treatment and Export-Import Bank credits should be
granted to the Soviet Union. However, the thrust of the Trade Reform Act is
to provide an opportunity for the free nations of the world to get together to
work out their trade differences. What is most important is that we continue
to expand this trade among the free world countries in order to strengthen the
U.S. economy and other free world economies.

We should not lose sight of this fact, and the fate of the Trade Reform Act
should definitely not rest with the fate of Title IV. Our trade with the com-
munist countries is minimal and unlikely to d-mount to very much in the fore-
seeable future. While I believe that trade with these countries in nonmilitary
items Is desirable as an instrument of ending the isolation of these nonmarket
economies and bringing these countries into the community of nations, our
economic and political relations with our traditional allies must not be
eclipsed by our concerns about East-West trade.

One of the most serious problems we are going to face for years to come is
that of severe, world-wide inflation. Trade helps to allocate world resources
better and can have a significant effect in keeping consumer prices down and
also keeping producer costs down.

Already, nations have begun suspending some of their Import restrictions for
the stated purpose of combatting domestic inflation. We ourselves have done
this, as in the case of our meat import quotas, and Title I of the House-passed
trade bill provides a great deal more flexibility for this kind of action.

World-wide inflation makes it even more Important that consumers be
allowed the chance to purchase less expensive goods from abroad, especially
when this does no harm to U.S. workers or industries. We have found that
the resources.of this world can be quite limited in some ways, and trade helps
us to make the best possible use of these resources.

We are a rich country. Our standard_0f living Is half again as great as
tbat of the next richest country. We do indeed have our problems, but even in
difficult times we should not forget our responsibilities toward the rest of the
world, especially toward the poorest of countries.

Our trade with the less developed countries (LDCs) is of benefit to both
them and us. This tride accounts for one-third of total U.S. trade. Last year
alone, our trade surplus with these countries rose by a billion dollars, and
much of the LDC foreign exchange earnings from this trade is used to buy
goods in the United States. The development of the LDCs is of special interest
to iis. since it not only promotes peace and world stability but also provides
expanded markets for U.S. exports.

The LDCs have been especially hard-hit by the greatly increased cost of
petroleum products. It thus has become even more important that their prod.
ucts have access to the markets of developed countries, so that they can earn
the foreign exchange they need to pay for their energy needs and also thq
goods they need to develop their economies.
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With the great needs of the LDCs, it only makes sense that the developed
countries should try to give the LDCs some kind of break in this trade. In fact.
a commitment was made several years ago to do Just this, and Europe and
Japan have already taken steps to grant tariff preferences to the exports of
the LDCs.

Title V of the House-passed trade bill would grant tariff preferences to the
LDCs with quite strong safeguards designed to insure that this action does
not adversely affect American workers and industries.
The Trade Reform Act is a good bill

Some have criticized the House-passed trade bill as "worse than no bill at
all." I think you will find this charge to be baseless. Although I'm somewhat
at a loss to understand why the charge is made, I suspect it may be because
the bill does not deal with all aspects of our international economic policy.
Frankly, the bill was never intended to do this. While a few other subjects
might be included in the bill, it would not seem wise to try to do in one bill
everything that should be done in this area. The field of trade itself is complex
enough.

The House-passed bill does not address the issue of U.S. taxation of foreign
11o ano Xq pvozqv paulvusns sassol puv pauiva amoaul ol peweiz SaqS sw smuI
nient abroad and I have sponsored legislation designed to eliminate this. The
Ways and Means Committee's windfall profits bill would tighten up our tax
source income. I believe that our tax laws do provide some incentive for invest-
companies. Further, the Committee will undoubtedly take further action in this
area as we take up general tax reform, which is our next order of business,
along with national health insurance.

It is my own view that the over-valuation of the dollar for so many years
before the President's action of August 15, 1971, provided a far greater stimu-
lus to investment abroad by U.S. businesses than any provisions of our tax
laws have. The current floating of national currencies and the more realistic
exchange rate of the U.S. dollar will do much to reduce, if not eliminate,
excessive investment abroad by U.S. frms.

The House-passed trade bill does not touch on the very important subject of
regulating the activities of the multinational corporation (MNC). A great deal-
of work needs to be done before we can establish a sound Institutional frame-
work and set of rules to guard countries from the excesses of MNC operations
across national borders. However, work on this is already under way In the
OECD, the United-Nations and other agencies.

I've been involved in consultations on this subject with members of the
European Parliament and the North Atlantic Assembly. It's clear to all of us
that the need for timely multilateral action in this area is great.

Foreign investment and the operations of the MNC have perhaps dis-
placed trade as the most important elements In the -world economy. These
cannot be neglected by governments, just as the problem of undue resort io
export controls cannot be neglected.

The House-passed trade bill does not address the reform of the International
monetary system, which is perhpas as Important to the health of the world
economy as anything else we do. Progress is being made on this front although
the frictions resulting from the actions of the Arab oil countries have
Impeded this.

Perhaps the most relevant new element which might be included In the
Trade Reform Act is some kind of amendment relating to international agree-

-ments on the problem of short supplies and export controls. This Is a -most
important area for your consideration. I know several of you have already
proposed amendments of this sort.
Let us begin to move forcard

These are some of the points I Wanted to make to you because of my strong
feelings about the importance of trade to us, economically and politically, and
to the prospects for peace and prosperity on this fragile planet.

Besides enacting a good trade bill as soon as possible, I believe that it Is
also important that we take a more active role In exercising our Constitutional

-mandate to "regulate commerce with foreign nations."
Our trade and economic relations, as they grow ever more important, are

also growing more complex. During the Ways and Means-Committee delibera.
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tions on trade, it became clear that many of our past trade decisions and
policies were not well monitored by either the Executive Branch or by the
Congress and some in fact were ill-considered to being with. More attention to
this area, more oversight and more analysis of the facts surrounding specific
types of trade are needed.

The Ways and Means Committee worked hard to try to make the House-
passed trade bill one which would meet the legitimate grievances of those who
might be adversely affected by trade. This was done by specific procedures
whereby the facts and all appropriate views on a particular case could be
presented in the open and a decision could be made by a set, orderly process. In
my view, it is only by this kind of decision-making process that we can (1)
restore eroding confidence in government, and (2) convince all affected parties,
and the public, that our trade policies are made on the basis of the facts, not
rhetoric or political pull, and that they are prudent ones which benefit
rather than harm our workers, consumers, industries and farms.

It is my sincere hope that the trade bill which is finally approved will
require us to pay more attention to our trade and other economic policies
and to make better decisions in these areas. If we are to do a good job on this,
we're also going to have to make sure that we have top-flight people staffing
the important agencies which deal with trade, including the Tariff Commis-
siou.

The timely passage of a good trade bill will. I feel sure, go a long way toward
minimizing our economic conflicts with other nations. The economic and
political benefits which will flow from this will be enormous.

Thank you for your time.
Senator TAr,.ADME. ftas Senator Hartke arrived yet?
The Chair is delighted to recognize one of our own distinguished

members of this panel, the Senator from Indiana, the HIonorable
Vance Hartke.

Senator ItARTKE. Good morning, Mr. Chairman.
Senator TALMaXmE. We are delighted to have you with us on the

other side of the table for a change.
Senator HAIITKE. I just wanted to say the other side of the table,

but maybe this is a better side of the table. -

STATEMENT OF RON. VANCE HARTKE, A U.S. SENATOR FROM
THE STATE OF INDIANA

Senator ITArTKF.. It is'3 years ago that I stood before Congress and
I warned at that time of the international trade and investment crisis
which was then beginning to engulf us. At that time, I said that dis-
orders in our foreign trade "would threaten the livelihood of-most
Americans and the status of this country as a world industrial leader."

Today, after two devaluations, the loss of thousands of domestic
jobs, and blackmail in the-iftternational marketplace, we are in the
very throes of that, crisis. Its destructive effects continue unabated
because we have failed to adopt a comprehensive course of assertive
self-interest in world trade.

Unlike the-Trade Reform Act, H.R. 10710, the Foreign Trade and
Investment Act, S. 151, directly addresses the major irregularities
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and problems of international finance and their effect upon the Amer-
ican economy. Specific mechanisms are provided for plugging-tax
loopholes which provides an inceitivo tit the present time to invest
abroad, correcting our balance-of-payment;s deficits, and assuring
American jobs and preserving our industrial base.

The administration's bill contains no provisions to remove tax breaks
on overseas investment, to regulate, the wholesale exodus of America's
newest technology and production units, nor does it combat the rising
prices in the United States caused by our present trade and investment
problems. In short, the President's bill is obsolete and dysfunctional.

Unless we address ourselves to the real trade problems with a com-
prehensive trade bill, crises like the one we are experiencing in energy
will continue and worsen: The Foreign Trade and Investment Act,
which I first introduced in 1971 and then again in January of 1973,
can avert future crises.

Let us look at one that is before us right now, and that is tax loop-
holes, the international oil monopoly, and the U.S. dependence on
Arab oil.

The United States is now dependent upon the Arab world fdF its
supplies of oil and gas because our present tax structure provided the
economic incentive for gigantic U.S.-based multinational petroleffm
companies to go abroad rather than to produce more oil at home.

The single.nost direct tax loophole available to corporations which
move abroad is the foreign tax credit. Our tax laws provide-that for-
eign subsidiaries of the U.S. corporations may credit their foreign
taxes paid against the foreign source income tax liability of the parent
corporation.

The multinational oil companies earned $1,085 million on mining
and oil operations abroad in 1970, $1,085 million, but because of their
use of the foreign tax credit loophole, these firms paid not one penny
in U.S. taxes on that income.

The Arabian American Oil Co., Aramco, a huge oil producing con-
sortium consisting of Exxon, Texaco, Mobil, Standari of Caifornia,
and the Saudi Arabian Government, is the World's largest petroleum
producer and the world's largest money raiser. But they are very
skimpy U.S. taxpayers.

In 1973, the company had gross revenues of $8.7 billion and a net
income of profits after taxes of $3.25 billion. How much did they pay
to Uncle Sam, the U.S. Government I No income tax whatsoever and
a meager $2.7 million in payroll taxes.

Mr. Chairman, I wouldlike to submit an Aramco tax statement for
the record. -

Senator TALmiwna. Without objection, the entire statement-will be
inserted in the record, Senator Hartke.

[The material referred to follows. Testimony continues on p. 1430.]
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Divfdendo deolred by Aramco to ahareholder8

1969 -- $706, 255, 896
1970 - 666,417,841
1971 - 810, 528, 926
1972 1, 566,847,918
1-73 _. 2, 52, 871, 189

Exxon, Texaco, Mobil, and Standard O of California.

STATEMENT OF INCOME AND EARNINGS RETAINED IN THE BUSINESS (CONSOLIDATED)

[in thousands of dollars

Preliminarj, Actual1972

Gross Income:
Sales to offtake buyers ....................................................... .8, 580, 091 4, 504. 59
Royalty oil deliveries ........................................................ 66,608 49,922
Local sal ......................................................... 58 077 32,514
Other income ......................................................... 4,620 1,629

Total .................................................................... 8,709.396 4,588,663

Costs and other deductions:
Operating costs ............................................................. 294,773 185.534
Exploration expense ......................................................... 19, 505 13,382
Dry hole and abandoned well expense ......................................... 0 989 4. 404
Trans-Arabian pipe Un charges .............................................. 58,256 56,450
Cost of oil (to) from Inventories ............................................... (5,296) 67
Depreciation and amortization ................................................ 94.262 6.5,131
Royalties and exacon ...................................................... 1.068,073 636.670
Cost of dividend oil .......................................................... (10,889) (106,405)
Provisions for taxes on Income:

Saudi Arabia ........................................................... 3,929,623 1,991,966
United Stas ........................................................... 2, 757 4,773

Total ................................................................ 5o462, 053 2 851, 972

Not income .......................................................... 3,247,343 1,736,61
Earnins retained:

Beginning of period ........................................................ 866, 357 696.014

Total .................................................................... 4,113,700 2.432,705
Dividends declared: -

In cah ......................................................... (2, 581,98) (1, 459,943)
In oil ........................................................... (108) (10405)
In stock. .................................................................. (5 . .........

End of period ......................................................... 1,520,772 866 357
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EXHIBIT 2
STATEMENT OF FINANCIAL POSITION (CONSOLIDATED)

[In Thomands of dllarsi

Preliminary Actual
DK. 31, 1973 Dec. 31, 1972

Current assets:
Cash in banks and on hand ...................................................
Marketable securities ......................................................
Accounts receivable-associated companies ...................................
Other receivables less reserves ................................................
Inventories"

Crude oil, refined products, and other merchandise stocks ....................
Materials and supplies ...................................................

$16.959
I, 016

I,42,39SR9

$12, 281
22,032

918,115
12, 237

19,069 13,773
89,318 57,585

Total current assets .................................................. 2,235,945 1,036,028

Current liabilities:
Accounts payable ......................................................... 148,959
Dividends payable ................................................................. '""i"
Royaoles payable-Sdi Arab Government .....................................
Saaries, wages, and employee plan deposits ....................................
Saudi Arab income taxes .................................................... 1, 311, 416
U.S. Income taxes ........................................................- 2397
Employees' vacation accrual ............................................. 3099
Other accrued liabilities ..................................................... 43, 48Raserve for oavments to be made to the Saudi Arab Government in accordance with

94,149
291,161

57, 228
5, 93

598,455
4,163
2,533

37, 199

th-e Provisions of the general agreement dated Dec. 20, 1972, and related documents. 122,600 ..........

Total current liabilities ..................................................... 1,767,007 1,090,681

Net working capital ........................................................ 468, 138 (54,658)

Pr~peties, plant, and equpment:
Tapine property, plant, and equipment ....................................... 202,093 199,414
Producing and pipelines.......................................... 935,959 614,13
Refinery and marine terminal ............................... .3, 081 38

Drilling and exploration .................................................... .. ,5 38
Local sales ................................................. 2, 086 2,067
Motor, marine aircraft and construction .. ............................ .38,903 6937
General: housing, utilities, tc. ...................................... 413,939 333,477
Devtopnment costs ......................................................... 261,516 164, 394
Construction in progress .................................................... 292,673 242,309

Li
Total..................................................... 2566,40 1,946,962

o accumulated depreciation and amortization...................... 1,035,239 950,884
Net properties, plant, and equipment ....................................... 1,531,166 996,098

Other assets and defered cMrges:
Long tem loans and advances:

Loans to local munIcipalitis .............................................. 5,845 6,430
Employee housing and other .............................................. 18,706 16,142

Prepaid and deferred charges. ................................................ 29,233 32,917

Total oter assets and deferred charges ..................................... 53, 784 589
Long term labilties: Nondollar pension plans:. .................................. 37,867 24,281

Net ssets ............ , ............................. 2, 015, 221 '972,648

Represented by:
Depost received from the Saudi Arab Government I* anticipation of Issuance of

capital shares by Aramo to implement in the comrate form, the provision s of
the geeal agreement betweeen Armco and the Saudi Arab Government dated
Dec. 20, 1972, and related documents upon the n"gotitlon and execution of a
subscription agreement between Aramco and the Saudi Arab GovemmenL ......

Ca pit stkv $10 par lue...........................................
CapitA raec ve in excess of par ridg .........................................
Earinp retained In the business. ............................................
Les amount served for payment to be made to Saudi Arab Government In acmrd.

ance with the provisions of the general agreement dated Dec. 20,1972, and re-
lated documents ......... .......... ..........................

535,00 ..........
1,225 1,167

105,124 105,124
1,520,772 866,357

146,900 ..............

Net ub ................................................................ 21015,221 97t 648
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EXHIBIT A
ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES

STATEMENT OF CONSOLIDATED FINANCIAL POSITION, DEC. 31, 1972 AND 1971
IFIgures In erenllesis denote deduction

Dec. 31

1972 1971

Current assets:
Cash (schedule 1) ....................................................... $12. 280, 582 810.633. 15
U.S. Government securities, at cost which approximates quoted market value... 22. 032,290 13, 920, 343
Accounts receivable, associated companies (schedule 2) ..................... 918. 114,674 581, 109,717
Accounts receivable other (schedule 2) .................................... 12, 237. 633 21, 538, 399
Inventories (schedule 3):

Crude oil and products, at average cost which is less than market ......... 13, 773, 014 13,841,345
Materials and supplies, at average cost ................................ 57, 554,936 39, 278, 510

Total current assets ............................................... 1.036,023,129 680,321,472

Less current liabilities (schedule 4):
Accounts payable ................................................... 94, 148. 409 38,857,639
Divi lends payable, cash .............................................. 291, 161, 473 12S,000, 000
Royalties payable, Saudi Arab Government ................................. 57, 227, 743 41,048, 745
Accrued payrolls and vacation, and employee thrift plan deposits (less cash

segregated for employee thrift plan deposits) ............................. 8,325, 985 7,056.586
Accrued Saudi Arab income taxes ......................................... 598. 455, 061 305,200, 252
Accrued U.S. Income taxes (note 3) ...................................... 4,163,000 24,400
Other acrued liabiiltie3 and payables ............................. 37, 199, 340 50,912,400

Total current liabilities ........................................... 1, 090 681,011 566, 100,022
Working capital (deficiency) ................................... (54: 657, 882 112, 221.450

Property, plant, and equipment (note I and schedule 5):
Property, plant, and equipment, at cost ............................... 1. 946 981.844 1,546, 290, 047

Less accumulated depreciation and amortizaion ................... 953,894, 200 887,436,694

Property, plant, and equipment, net ................................ 996,097.644 658, 853, 353

Other assets (schedule 6):
Long-term loans advances, and receivables ................................ 22, 571,914 23, 595, 905
Deferred Saudi Arab Income taxes (not# 1) .......................... 19,321,334 13,962,974
Prepaid assets and other deferred charge ................................. 13,596,407 18,027,495

Total other assets ................................. ..... %. --------- 55.489,655 55,586,374

Total .................................................. 996,929, 417 826,661, 177

Less noncurrent liabilities:
Employee pension plans (note 2) .................... I .................... 24. 280,821 19,356, 184
Lump sum consideration payments (noncurrent portion) ................ ..................... 5,000,000

Total noncurrent liabilities ............................... 24, 280,821 24,356,184

Net assets .................................... ........... 972,648, 595 802,304,993

Stockholders' e
Capital stock, $100 par value , authorized, 11,66,?bres; outstandinL 11,666.. 166,667 1,166,660
Capital received in excess of par value of capital stock ...................... 105.,124, 500 105,124,000
Earnings retained in the business ......................................... 866,357,429 696,013,000

Total stockholders' equity .............................................. 972,648,596 802,304. 000

Note: See notes to c0solidated financial statements (exhibit 0).
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EXHIBIT I
ARABIAN AMERICAN OIL CO., AND SUBSIDIARIES

STATEMENT OF CONSOLIDATED INCOME AND EARNINGS RETAINED IN THE BUSINESS FOR THE YEARS ENDED
DEC. 31, 1972 AND 1971

(Figures In parenthesis denote dedicto

fln 1971

Revenues:
Net sales to buy (stockholders or subsidia ries of stockholders) under off.take areemets (aot I and scdWule .)........... ..........Royaly oil deliveries (schedule 8) ...... . ......................
Local sles secedee 8) .............................................
Other n (schedule 8) ...............................................

14 50 597.613 $,816,144,810

1. 12 3 &6SK291
Total reve s .................................................... .... 4, 58 , U4 3, 04 373 270

Cost of solos, expenses and other deduction:Cost of mles (Schedule ):
Cosoleret aid general expenses, other than those listed below
Roa ( d u 16) ........ ..................... .... 44Trass.Ars=w pielm xessncluding deprciation and amortization:- $5,196,389; 9, ,6910)(sc ule 17)... 6.............5 449 37-Dprecaion and amortization other than dewedation ad amrtizatio inchided wth TransArobiaa 4pline expenses (schedule 5) ............ 130,427Explor n e , p d .................................. 138 2176

and WeI expense (sce S) .................... . 4, 41
Decreas increasee) In Inventore of crude oil and comply products ...... 67,Les cost of delivered didn in kind (oil) Included above (note 4) ....... (106, 404,514)

Tota cos of s .................. ................ ,Losses on materials and supplies (schedule 19) "..................... 624,Payments In lieu of barter oil supplemental payments ...... ..................
ProvisIon for taxes on income:

Saudl Arab income taxes:
Current (ehedule 20) ................................... . 1 . , ?324,656Deferred (note ) ......................................... Al -a)U.S. Income taes (not ) ................................... MExacti ................................................ 446,400Other deductions (schedule 19) ....................................... 3 4 44"Total cot of sawe.e .ns, am other deduction n................ 2,851, 1,16N e t i n c m e . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . , 7 3 , m/ l , 5 1 6

Earnngsretined & bsinsspt beginin of the year...................6 ,I3 I
Total ............................................................... .....

Lm dividends declared (note 4):Special d s .................................................. 157,U3399
General dividends:

Crude o oil0 (a aitu, si'., aerage ost. ofceo l).. . ......

Tot dividends declred ....................................... 1,564,37,318
EanInp retained in the business at eod of the year .................. 86K 357,42

147, 913,933

439; 106, 587
59, 6, 149
A ,87 045

~7866,-326
6,2351

(101,0M2014)
614, 96W6900493, 311

2.400,0o0,

1, 2 , =38

291.587
5., t512

11,899410,09

1,50, 537, M

193, 491,912
616,000,000
101, 032014

810,529, P
69K013,326

Note: See noes to cosolndeted fnsacial statemets (exiblit 0).

I;
'U.,,

30-229-7-OL. 4 -.-25
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EXHIBIT C

ARABIAN AMERICAN OIL CO. AND SUIiBIDIAR1ES

STATEMENT OF CHANGES IN CONSOLIDATED FINANCIAL POSITION FOR THE YEARS ENDED DEC. 31, 197.,
AND 1971 -

[Figures in parentheses denote hdection]

1972 1971

Funds wwe provided by-
Net income ......................................................... $1,736,691,516 $1, 142, 963, 173
Add expenses t r during the current outlty of working capital:

/),ewecl ".tio. 0mortzation (note 1) ............. 70,328,816 60,961,255
Writeoff of dry-hole well costs and lOSSes on retirement or capital

assets ....................................................... 5,788,128 7,383.865
Other: Not pensiono provision and deferred taxes) .................. (433, 723) 2,707, 454

Working capital provided from operations .................... ,812,374,737 1,214.015, 747
Decrease (increase) inoepaid assets and other defer red charts 4,431,088 (15, 288,835)
Decrease in long-term loans, advances, and receivables .............. 1,023,991 4,28, 447

Total funds provided .......................................... 1,817,829,816 1,202,935,359

Funds were applied to--
Dividends declared (note 4):Cash ........................................... 1, f0W - 7o, 1.912

Crude oil................................................ 10, 404,514 101,032,014
Expenditures for property plant, and equipment .......... 413, 361, 235 163:802.
Decrease increasee) In other noncurrent liabilities--offset in other deferred

charges ........................................................ 5,000,000 ,000 000)

Total funds applied ................................................ 1,.94,709,148 969,326,552
(Decrease) inctse in net funds .......................................... (166 $79,332) 23 608, 807

Summary of significant changes In net funds by component:
Increase in current assets:

Accounts recMvable--associated companies... ................. 337 0 4957 298,723,575
Other......... ................. .................. It696,700 29,358,515

Total ........................................................ 355,701,657 328,082,090

Decrease (increase in current liabilities:
Accounts payamo ......................................... 290 7" 26, 75

laYable--cash ................................... ( 161473 9k ,a OO
Royalties payablt- Saudi Arabia Government ....................... 16, 178, 998 (92, so
Accrued Saudi Arabia income taxes ....................... ...... ,254, 809 26. 316, 034
Other ........................................................ 8, 305,061 (27, M, 663

Tota ...................................................... (22 580, 9) (94,473,283)

(Decreas) increase In net funds ................................ (16679, 332) 23, 60K 807

Note: See notes to consolidted ftial statements exhibitt 0).

ARABIAN AMERICAN OIL COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FjNANcuL STATEMENTS O TE YEA. ENDUI

DECEME 31, 19T2

1. SIGNIFICANT ACCOUNTING ]POLICIES

(a) (omoildatiou policy-The acconipanying consolidated financial statements include the accounts of
Arabian American O1 Company (Aramco) and its subsidliries; Trans-Arabian
Pipe Line Company (Tapline), Aramco Realty Company, and Aramco Overseas
Company, all of which are wholly-owned.
(M) Renesu-Net ealee to buyre "o

The amounts reported in the accompanying Statement of Consolidated Income
and-Narnings Retained in the Business as Net Sales to Buyers represent amounts
billed, by Aramco to its stockholders or subsidiaries of stockholders based, with
minor exceptions, on-publicly qffere pd es tw.deqliverles at Ras Tanura or Sido%,.
less applicable marketing allowances.

Under agreement with the Saudi Arab Government, Arameo bills substantially
all sales of crude oil and refined products at the publicly offered prices of Ai-mco'a
offtakers, less the aforementioned allowa- nces, where applicable.
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(c) Property, Plant, and Equipment
The principal classes of property, Including construction in progress, are sum.

marized as follows:

Dec. 31
1972 1971

Producmings O Oi ................................................. den 4, 3,316 $507. 636
Refinay and marine term. ............................................. 862, 4M 6 2 840.211
General w eV ............................................................. 333,476,6 W 313.815,266
Taphine fadlities ....................................................... 19.414,262 198 174,633
Constructi in progress ................................................. 242,30,246 10Z 5K 635
Other .................................................................. 248, 780,72 16, 575,666

Total ............................................................ 1,946.981,844 1,546,290,047
Less accumulated depredatio and amoniatiot ............................ 950,884,200 887,436,694

Property, plant and equipa t-nt. ................................ 996,097,644 658,853,353

Property, plant, and equipment is deprecated or amortized generally on the
straight-line method over the estimated useful lives (3 to 27 years) of the
various classes of property. The cost of property, plant, and equipment retired
or replaced, less salvage, is charged to accumulated depreciation and amortiza-
tion with no effect on net income. Gains or losses arising from abnormal retire-
ments or sales are credited or charged to income currently. Expenditures for
maintenance and repairs are charged to income as Incurred. Betterments or
major renewals are capitalized and the assets replaced, If any, are retired.
(d) Erploration and development costa

Exploration costs are charged to income as Incurred. See Note (e) below for
information with respect to deferred Saudi Arab Income taxes relating to certain
exploration expenses.

Development costs are capitalized and are subsequently amortized over a ten-
year period on the straight-line method. Costs relating to dry holes and abandoned
wells, less the related accumulated amortization, are charged to come at the
time such holes are determined to be dry or otherwise unproductive.
(e) Delerred Swodi Arab i 1ie-U

Aramco's policy is to defer the effect of Saudi Arab income taxes paid or pay.
able with respect to the difference between exploration expenses Incurred sub-
sequent to December 31, 1967 and the portion of such costs allowed for Saudi
Arab income tax purposes. This policy has no effect on income taxes payable to
the Saudi Arab Govemment.
(f ) T alaio of foreign. ourreneoie

All transactions consummated in currencies other thin-b.8. dollars are re-
ported in U.S. dollars ii fbe-financial statements. Transactions In such currencies
were translted to equivalet U.& dollars at-the average daily exchange rates
for the preceding-month and eash balance and asset and liablUty. accounts
requiring settlement in such currencies were translated at the market rates of
exchange prevailing at the year-ed

- , 2, RMPIO IUN5QN PLANS

The companies havo no-contributory retIrement, severance and death benefit
plans tot emkees o t& Saudi royal and L4banese payrolls and, in. general,
contributory paa coveling substnta ly all it Iti eMployees oo other payrolls.
The actWuall computed liabilities with respect to thee plans ait covered
either th~ivi ftndN deported with t=tes or by res9rveSprOvided therefte
The total expense actuark.y n foi 1M unidj thee lans -amounted
to approximately *7,000000 whichldeiludeil% as to certain of the plin, Alhiortisa
tion of prior ieOstnovere ronin uol1 t" P"'

During le72. te* Oop ,ydemitrlbntry- penion- plan was'amended to* Oro-
vide for-we, Oee .apoe eftblltiOflaranG Increased rettemetbeeit.I
alditionebr, til 6i.theaetuaiatl ammmptioas ued lthe eonputkof b epsi
cost fobk tblib p1pM r-'ange9a d to-give efed t6-reent exe*Ii om jla
The net effect of these changes on 1972 net income was not signifcant
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The Saudi Arab Government promulgated, effective November 28, 1969, a labor
law that provided, among other things, that employers make service award pay.
inents to qualified employees upon termination of their employment. The non-
contributory plans for employees on the Saudi riyal payrolls have been modi.
fied to include the increased benefit provisions of the labor law.

3. UNITED STATEa II1COME TAXES

During 1072 Aramco and Tapline reached agreement, in principle, with the
Internal Revenue Service relative to the tax issues pending for the years 1957
through 1964. The estimate-of the liability, with respect to those years, which is
to be assumed by Aramco on behalf of Tapline, aggregates $4,108,000 including
Interest of $1,814,000 and has been provided for by Aramco in 1972.

Pending tax issues with respect to the years 1965 and 1966 have not been
resolved, but in the opinion of Aramco's management and tax counsel, should
any tax deficiency be assessed, the tax liability would not have a material adverse
effect upon the company's consolidated financial position or results of operations.

4.-STOCKHOLDERS, DIVIDENDS DECLARATIONS, AND EARNINGS PER SHARE

i a) Stockholders
The stockholders of Aramco at December 31, 1972 and their relative interests

in the outstanding capital stQck were as follows:

Chevron Oceanic. Inc ------------------------------------------ 0
Exxon Corporation-formerly Standard Oil Co. (New Jersey) ------------ 0
Mobil Oil Corp ------------------------------------------------ 10
Texa(o Export Inc -------------------------------------------- 80

b) General diridends
Cash dividends declared VV Argmco, other than the special dividends which

are explained below, are declared payable at an equal rate per share. Divi-
dends are also declared payable in oil on a pro rata basis (representing approxi-
muately 12% of 1972 crude oil production).

(c) Special dividen&e
Aramco's Certificate of Incorporation, as amended, provides that, uidess the

Board of Directors by unanimous vote of all its members shall determine other-
wise, no dividends payable at an equal rate per share shall be paid until special
dividends -have been paid (which computed amount per share Is not the same
for every stockholder) in accordance with the procedure described in the amended
Certificate of Incorporation. A resolution of the Board of Directors sets forth
the considerations, principles, and definitions which apply In the computation
of such special dividends.
(d) Earnings per sha'e

Since Aramco's earnings are not distributed to stockholders at an equal rate
per share, the amounts of earnings and dividends per share of capital stock aRe
not presented in the accompanying Statement of Consolidated Income and Earn-
ings Retained in the Business.

COMMITMENTS AND CONTINGENT LIABILITIES

During 1972, the Saudi Arab Government reasserted a retroactive claim with
respect to the 20 road stamp tax which it claimed should have been withheld
from employees' salaries for periods prior to Septembr 18, 1968. nc e eW
ber 1963, Aramco has been deducting the road stamp tax from the salaries of
all employees for payment to the Government. It had been Aramco's under-,
standing prior to that time that the road stamp tax- wa not intended to apphy
to any of its employees, and therefore, no deductions om salaries or otber
provisions therefor were made prior to 196. It is the opinion of Araznco's
general counsel that the Company has an adequate defense agatast such lt, -

In addition to the above claim and other contingent liabilities and commit-
ments which Aramco and Its subsidiaries have with respect to loan ag t,
guaranteed bank loans and construction and other commitments, there ,sie,,
various lawsuits, claims and other litigation matters-pending against the qoR
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panie. In the opinion of management, the final disposition of these matters will
not have a material adverse effect upon the companies' financial position.

6. SUBsUET ZVZTS -
(a) PartidpWo" -

Aramco, its stockholders and the Saudi Arab Government were parties to an
agreement ("General Agreement") dated December 20, 1972 which provided,
among other things, that effective January 1, 1978, the Saudi Arab Government,
in return for a consideration yet to be finally determined, would have the right
to purchase an initial twenty-five percent participation in Aramco's crude oil
concession and have the. right to purchase additional five percent increments of
participation In each of the years 1978 through 1981 and six percent in 1982. As
provided in the General Agreement, Aramco and the Saudi Arab Government
are currently negotiating a separate agreement ("Implementing Agreement") to
implement the provisions of the General Agreement and other matters relating
to participation. The nature and form of such participation aDd the future
financial effects thereof are to be determined in these negotiations
(b) Devaluatio

On February 13, 1978, the United States announced its intention to devalue
the U.S. dollar by approximately ten percent. This is not expected to have a
materially adverse effect on 1973 costs, as It relates to non-U.S. dollar assets and
liablitie.

SCHEDULE 12

ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES
GOVERNMENT RELATIONS EXPENSES FOR THE YEARS ENDED DEC. 31, 1972 AND 1971

1972 1971

Company representatives-Eastern Protince, Jddabk , and Riyadh .................. $774, 097 $786 13earc a Soevice ......................................... 509, 761 547.14$Administratioo expenses .................... 2 41 771 166. SS7Administrati services, trmnatlo and i7ter .............................. l61  7
Land and Ism .......................................................... 7.106

Toa .................................................................... 2,213,49 2,319.83$

SCHEDULE 13
ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES

U.S. OFFICE EXPENSES FOR THE YEARS ENDED DEC. 31, 192 AND 1971

1972 . . 71

Mna"leM ............. ... ............................ $284,47 * 1 it,

Man... ........... .................... '
Purbasin Ry ...tra.............. ............... ................ 1

. ...... ........ . ....... . ............ ... $261
trEmurey".......j,. ................ " en..... . ........ l! S
Public ........ ..................... 513cnoie................ ......... ............ II.. ..... ..... 5 1• ..................................... ......... ....... .,..,5 ,17

Red 0stibut s to ...e . ........................

Total.......... ........................... 4i oil. 4'. 2,

'DedectiOW
NOe: The Compsy ll d h It -dmt hr 192 ( Saod Arab W.OWe fix n"e b... pr-e of the tolexpense bove(befer Aeitrlbwowjs) a ilowe In prio yew sw InMe W=e tof~ @1eMar. 24,9IVA auwtbeteethe Saudi Arab Goeiment a&d Aran"e
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SCHEDULE 15

ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES

PUBLIC RELATIONS EXPENSES FOR THE YEARS ENDED DEC. 31, 1972 AND 1971

1972 1971

Photography and audio visual services ......................................... $189, 452 $512, 097
Local operating expenses------------------------------------------323,619 380,056
Publications, advertising and media operations ............................. . , 722, 92 1 , 0

Public activities----------.....................- ------------- 315, 413 285, 746

Total ................................................................ 2.551,466 2,749,338

Note.-Most expenses in Saudi Arabia-less J million in United States-(World debt in United States).

SCHEDULE 16

ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES

ROYALTIES FOR THE YEARS ENDED DEC. 31, 1972 AND 1971

1972 1971

Basic roya'es on crude oil production: I
Onshore -----------------.---------------- -..--------------------- $358, 362, 437 $274. 859,157
Offshore ..............................................------------------- 1 162,654, 835 103,340, 440

Total ----------......................................................... 521,017,272 378,199.597
Additional royalties on export sates 1 .............................................. 114,847, 489 60, 583.601
Royalties on natural gas production:

Natural gas sales .......................................... 27. 203 22, 564
Processed to raw liquefied petroleum gas ................................. ... 266, 681 300, 060
Processed to natural gasoline .-............................................... 64,403 2, 765

Total .................................................................... 636. 223, 048 439, 108, 587

1 Bask royalties on crude oil production were computed at 4 shillings, gold, per ton of crude oil plus an additional 5 cents
per barrel for oft. hore crude oil, as provided in agreements with the Saudi Arab Government. Such basic royalties accrued
on cudo ell production through Mar. 31, 1972 and paid prior to May 8, 1972, were translated to U.S. dollars at the rate of
$8.2397 per gold pound (approximately $1.65 per ton of oil). All basic royalties ucrued on crude oil production subse-
quent to 7,tar. 31, 1972 and paid subsequent to May 8. 1972 were translated to U.S. dollars at the rate of $8,94596 per
gold pond (approximately $1.79 per ton of oil). In computing royalty expense. te quantities of crude oil produced were
reduced by the quantities of oil used in company operations, by the quantities of injected products, and by the quantities
of free products to which the Saudi Arab Government is entitled under its agreements with Aramco. Accordingly, during
1972, royalty expense was computed after deduction of 3,786,462 barrels from onshore crude oil production of 1,534,.
365,984 barrels an.d 2.757.434 barrels from offshore production of 564,056.619 barrels.

2 Under the terms o1 the letter agreement dated June 23, 1971 between Aramco and the Saudi Arab Government (Tehran
implementing agreement), Aramco agreed to pay additional royalties on export sales of hydrocarbons (as defined) subse-
quent to Feb. 14, 1971 equal to the amount, if any, by whieh 12M percent of the aggrelte value of such sales, as do-
scribed in note 3, exceeds the basic royalties on the production of such crude oil, as computed in note 1.

3 Under the terms of the Jan. 25, 1965 agreement bet-een the Saudi Arab Government and Aramco, royalties paid or
payable with respect to (a) crude oil produced and delivered by Aramco, in lieu of royalties, to the Saudi Arab Government

-for export, (b) crude oil produced and sold by Aranco for export, and (c) the crude equivalent of refined products sold by
Aramco for export and manufactured from crude oil produced by Aramco are to be trate das expenses for income tax
purposes to the extent that they do not exceed 12 , percent of the aggregate value determined on the basi- uf the following
prices:

(a) In the case of crude oil taken by the Saudi Arab Government for export in lieu of royalties, the simple arithmetical
average of the published prices of Aramco's buyers applicable at the marine terminal of delivery to the grade, quality
and gravity of crude oil so taken;

(b) in the case of all other crude oil exported, the published price of such crude oil (or in the case of unstabilized
crude oil the published price of the stabilized component thereof) at the appropriate marine terrrinal orAramco Io
Saudi Arabia; and

(c) in the case of all refined products, the published price applicable to the crude equivalent thereof at Ras Tanra,
after deduction of the terminating charges (deemed to be $0.02 per barrel as set forth In the Tehran implemenUal
agreement referred to above).

The total of bask and additional royalties paid or payable In excess of 124 percent of the aggregate value of expo t
sales of hydrocarbons computed above and those relating to natural gas derivaUves and to crude oil used in IW
manufacture of liquefied petroleum gas are treated as credits against income taxes.

Application of the terms described above resulted in $630,940,712 of the royalUes being treated as expenses In the
computation of Saudi Arab income taxes for 1972.

4 Further information with respect to the application of royalties in the computation of Saudi Arab Income taxes Is set
forth in schedule 20.
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SCHEDULE 20
ARABIAN AMERICAN OIL CO. AND SUBSIDIARIES

BASIS OF COMPUTING SAUDI ARAB INCOME TAXES FOR THE YEAR ENDED DEC. 31, 1972

Consolidated net income (exhibit B) ............................................................ $1,736,691,516

Add provision for taxes on irccme: -

Saudi Arab income taxes:
Current ------------------------------------------------------------------------- ,997,324.656
Deferred (see note I to consoldated financial statements) ................................. (5 358. 360)

United States income taxes ................................................................ 4, 772,920

Total ................................................................................. 1,996,739,216

Jrtccme before taxes thereon ................................................................. 3,733430, 732

Add:Exploration exptnse in excess of amount allowable ..........................................
Trans-Arabian pipeline expense representing lump sum consideration payment to Saudi Arab

9,298,935

Government- ....... ......................................... ....................... 2,170, 614
Donations not allowable .................................................................. 21, 800
U.S. office expense nol allowable .......................................................... 549, 578
Net loss of a subsidiary company .......................................................... 630
Other items excluded ..................................................................... 2,500

Subtotal .............................................................................. 12, 044, 057

Total ................................................................................. 3, 745, 474, 789
OeilLct:

.,ost of dividends in kind (oil) declared and paid ............................................ 106, 404, 514
8 mounts not applicable to operations in Saudi Arabia-interest income .......................... 1,290,369
,d:idonal allowable depreci3tion-Sauli Arabia-Bahrain pipeline ............................... 248,463

increasein Trans-Arabi3n Pipeline expenses in inventory at year-end .......................... 26,841

Subtotal .............................................................................. 107, 970,187

Net income subject to tax under royal decree no. 1712,28,3321 ..................................... 3,637, 504,602

Add amounts not deductibe for deter inatin of income subject to tax under royal deree
No. 17 2 28'7634:

Aljistnent of deduction for royalities (note) ............. 5............................ ....... 5,093,040
Exactions ............................................................................... 446,400

Subtotal .............................................................................. 5, 539,440

NeLncome subject to tax under roysl degree no. 17/2 28 7634 (forward).......---- ------ 3,643.044,042
Less amounts not subject to tax under royal decree No. M/24: Inzoms not resulting fron the sales of

hydrocarbons for export ...................................................................... 23,316,027

Net income subject to tax under royal decree No. M,18 ..................................... 3,619,728,015

Computation of taxes:
Tax under royal decree No. 17/2/28/3321: Tax at 20 percent of net income subject to tax

($3,637,504 602) .. . ................................................... 727, 500,920
Tax under royal decee No. 112r28/7634:

Provisional tax at 50 percent of net income subject to tax ($3,643,044,042) .................. ,821, 522,021

Subtractions:
Tax under royal decee No. 17/2/28/23 1, as shown above ............................. 727, 500,920
Royalties allowable as a tax credit (Note) ........................................... 4,737,366
Exactions ...................................................... - 446,000

Total subtractions .............................................................. 732, G84,6&6

Additional tax under royal decree No. 17/2/28fl634 ........................................... 1.068,637,335
Tax under royal decree No. M/28:

Tax at 5 percent of net Income subject to tax resulting from the sales of hydrocarbons for export
($3,619,729.015) .................................................................. 160,6 , 401

Total Saudi Arab income taxes ..................................................... 1, 997, 324, 6
NOTES

Aramco is subject to the income tax on companies, royal decree No. 17/M321 of Nov 2,.1950 S to the additional
tax on COmparwieAeod in the production of petroleum or otr hydrocmbos, royal decreeNo 1fr/ 4 of ec. 265,
1950. as amended. Under royal decree No. M/28 of Dec. 28, 1970, effective Nov. 14. 1970, Aranco beam sobjed to an
additional InCom tax of 5 percent on its net income sul W to tax resuing from Its sales of kydrocarbon for export.

In computing tax under royal decree No. 17/2/28/76X4, the total royalties to be treatd ether as deductions from Wco
or as subtractins from the provisions tax are tio which becom pyIoe dwnlg the yer. Altou* royalties o 1net
crude oil do not become payable untill th oil is rue frm AW Jd , Aramo, for accntg pmpae, r royalti
as the oil is produced. This practice of accruing royalties as oil Is produced rathe than when it Isnrn from aId atorep,
however, has no effect on net Income because te amount of a ew mllae to o in eld sora tm any dat Is
included in equal amounts In other ouewd abfgi, and I the lavealory Of oi Is bid stlorae. A summary ef royalties
included in Inventories at Dec. 31, 1972 ad 1971 folows: I
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Royalties paidof payableindvdod In Total

Royalties in inventories royalties
Inventories in other than Included In

field storage field storage inventories

0e. 31 , ......................................... $,446,733 $2,861,981 38,714Dec. 31, 197.................................. 4,901,763 3,217,65 8.,119 418
Increase decrease ) ............................. 544,970 (355,674) 189,296

In the computation of tax for 1972 under royal decree No. 17/2r28/7634, the following adjustments to net Income and to
the subtractions from the provisional tax were made for royalties:

For adjustment of deductions:
Accrued during the year on basis of production (per exhibit 8) ........ ............ $636, 223,04$
Subtract increase during year in royalties included in inventories as shown in above summary.. 189, 296

Amount Included in cost of sales In exhibit 8 ...... .................................. 636,033,752
Less deduction allowable for tax purposes (as explained In note 3 to schedule 16) .......... 630,940,712

Remainder, representing the portion of royalties included In cost of sales not deductible for
tax purposes .................................................................... 5,093, 040

For determining subtraction from provisional tax:
-, Accrued during the year on basis of production (per exhibit B) ............................ 636,223,048

Subtract Increase during year in royalties included in inventory of oil in fid storage as shown
In above summary ................................................................. 544,970

Amount paid or payable for year. .............. 635,678,078
Less portion of amount paid or pay able alowable as a deduction for tax purposes (as above and

as explained in Note 3 to Schedule 16) ................................................ 630,940,712

Balance allowable as a subtraction from provisional tax ............................... 4.737,366

(From The Wall Street Journal, Thursday, March 28, 1974)
ARAmCO NET PUT AT $3.2 BILLION, HINTING NO. 1 OIL PRODUCER WORLD PIOIFIT

LEADER

Indicated profits of Arabian American Oil Co., or Aramco, suggest that the
world's biggest petroleum producer also is the world's biggest money maker.

Figures surfacing publicly yesterday at Washington hearings of the Senate
Foreign Relations subcoinnittee on multinational corporations show that
Aramwo's prclitminary profit for 1973 surged to more than $3.2 billion.

The figures Indicate(d that revenue of the U.S.-Saudl Arabia consortium ro.ve to
$8.7 billion.

But Aramco, which furnished the figures to the Senate panel, called the finan-
cial statements as released by the subcommittee "grossly misleading in that they
overstate the true earnings of Aramco's stockholders from Aramco's operations."

"POSTED" PRICES' EFFECT

Texaco Inc. and Exxon Corp. also took issue with the subcommittee's inter-
pretation of the Aramco statistics. These two companies and Standard Oil Co.
of California each hold a 22.5% interest In Aranico. Mobil Oil Corp. has 7.5%,
and the remaining 25% is held by the Saudi government.

Both Texaco and Exxon noted that Arainco's billings to its owners for crude
oil shared by them are based on "posted" prices-artificial figures used by pro-
ducing governments to calculate taxes to be-paid by the oll companies.

"Such posted prices are much higher than the actual inarket prices at which
such oil is sold in international trade," a spokesman for Texaco said, adding:
"The posted prices, therefore, give an inflated Impression of the ultimate dollar
values of the Saudi Arab oil after it has gone through the entire process re-
quired to reach the ultimate consumer."

George T. Piercy, a senior vice president of Exxon, said: "It isn't correct to
consider that Aramco's reported profits in any way represent the real profits of
Aramco shareholders or are indicative of other operations In the Middle East."

"UNDERLIFTER" BENEFITS

In Washington, the Church subcommittee also posted a series of charts in-
tended to show the big companies used various "control mechanisms" to hold
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dwu produCtUoU in the Middle East during the 1960s, when supply gluts throat-
iied price stability.

itie chart suggested that Aramco was organized in a way to discourage any
partner from taking a greater percentage of oil than its equity ownership in the
joiit venture. Conversely, an "undorlifter" received disproportionate beueflts.

I I it IMM, for example California Stanidard took less oil than it would have been
,iititled to take by reason of its 80% ownership of Aramco; the, cownpay's divl-

,l,uidi fromu Arainco that year, expressed In cents per barrel, came to 70.2. Mobil,
oii the other hand, took substantially more than 10% of Aramco's output; that
cwtilany's dividend from Aramco came to 59.4 cents a barrel.]

Siinflarly in Iran, a consortium dominated by the four Aramco partners plus
;uilf Oil Corp., British Petroleum Co., Royal Dutch Shell and Cie. Francalse des

Iletroles devised a complex formula consistently pegging annual output at levels
i,,wr than desired by other partners, mostly smaller convanies classed as in.
delindents. Exxon, Gulf, Texaco and California Standard almost Invariably
%vauted t(, Iump less oil than the other partners, prompting Sen. Church's staff to
label these companies as "the four bears."

.Acording to Mr. Plercy, Exxon's net profit on crude oil received from Aramco,
lia.ed on sales by Exxon at world market prices, were approximately 34 cents a
,arrel in 1973-in contrast to the indicated $1.21-a-barrel profit reported by

.Arainto. Comparable profits, Mr. Plercy said, were realized by Exxon in 1971
atd 11972. But in the prior decade, he added, Exxon's profits on Aranico crude
1"1ed'4 up to a level above (10 cents a barrel.

Nonetheless, members of the subcommittee, which Is investigating operations
f flit International oil companies, noted that Araniao's profits have been surg-

in,- ini line with the rapid rise in posted prices of Saudi Arabia's oil. At present
pa+,;t d prices, they indicated, Aramnco's profits are as high as $4.50 a barrel.
,-,,natr Frank Church (D. Idaho), who heads the subcommittee, suggested
that as a result Arainco doesn't have much incentive to hold posted prices down.

According to the subcommittee's figures, Aramco had net Income in 1972 of
$1.7-1 billion on revenue of $4.59 billion. This compared with 1971 net of $1.14
l'illioi on revenue of $3 billion.

In 1972, the subcommittee reported, Aramco paid taxes and royalties to the
Saudl government totaling $2.6 billion. In 1971, It paid taxes and royalties
totaling about $1.7 billion.

Oil output by Aramco rose sharply last year, by nearly 600 million barrels to
2.019 billion barrels for all of 1973. Its taxes and royalties also rose, the panel
said, to nearly $5 billion.

The panel also disclosd dividends paid by Aramco to Its owners, which totaled
$2.59 billion In 1973, $1.57 billion in 1972 and $810.5 million In 1971.

But Aramco said that the charts and analyses of its earningsg" and "dlvi-
di(nds" prepared by the subcommittee and based upon the financial statements
furnished the panel are misleading without proper explanation.

Aramco noted that it is a producing company and Isn't a marketing company.
Its sales for export are made only fo the owner companies or their affliates. Its
revenue and earnings are based on its billing prices to the companies. They
naren't based on prices at which the companies sell the oil In international mar-
kets.

Posted prices, established unilaterally by the producing countries since last
October, have quadrupled In recent months. In Saudi Arabia's case, where
Arnmco currently produces 8.3 million barrels a day, the posted price of a
typical crude oil, Arab Light, has been $11.65 a barrel since Jan. 1.

Based on such a posting, Aramco pays the Saudl government $7 a barrel In
taxes and royalties. Its 'lifting" cost, or expenses of producing the oil, Is only
about 12 cents or 15 cents a barrel. Thus, its total "tax-paid cost" per barrel of
oil produced is less than $7.15 a barrel.

Because the Saudi government requires it to sell the oil to its owner companies
at the posted price, Aramco makes a "profit" of $4.50 a barrel currently.

TAN!OLU) TPLANSACTONS

Poeted prices are artificial, however, and true market prices for Sandi oil are
$1o a barrel or less. -That means transactions between Aramco and its owner
eompanles take weird paths.
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All the owner concerns have 'trading companies" whose sole purpose is to buy
from Aramco at the posted price and sell, at a discount, at the market price. One
such trading company, it was learned, has accumulated losses totaling $2 billion

.- ithis manner.
The owner companies of Aramco more than offset such "losses," however, with

the "dividends" received from Aramco.
Typically, a transaction between Aranco and an owner company works like

this:
The owner company takes one million barrels of Aramco crude, paying Aramco

$11.65 a barrel cash, or a total of $11,60,000. The owner company sells the oil
for perhaps as much as $10 a barrel, giving it a "loss" of $1,650,000.

Aramnco, meanwhile, has paid the Saudi government $7 million (at $7 a barrel)
and has operating costs totaling $150,000 for the million barrels. It therefore has
netted a "profit" of $4.5 million, or $4.50 a barrel.

But Aramco then declares a "dividend"-perhaps equal to $8.50 a barrel after
retaining something for capital expansion-giving the owner company $3.5 mil-
lion on the million barrels. Subtracting its earlier "loss" of $1,650,000 on the
transaction, the owner company has come out with a profit oi $1,850,000.

(From the Indianapolis Star, Sunday, March 24, 19741

DEPENDENcE ON FOREI0N (hr. TRACED TO IRK "T.%x" Rxmxo

(By Richard E. Meyer)

Americans will live in Jeopardy of oil shortages long after the first tanker
of unembargoed Arab oil arrives because U.S. oil companies ignored more than
t decade of warnings that Middle East oil was a trap.

Cheap oil, huge profits and tax privileges offered by the United States govern-
ment to companies operating abroad led the American oil industry into a tangle
that will place serious constraints on the availability of petroleum for years,

urgingg this period, the government joined the industry in efforts to keel) the
tangle from tightening-ultimately to little avail.

Government and private studies, interviews with oilmen and a review of
congressional testimony by industry and government officials show that U.S.
oil companies abroad have become virtual hostages of the nations where they
drill their wells.

Government and industry officials alike say the end of the embargo last week
Is no guarantee that millions of barrels of Middle East oil will not be held for
ransom again.

The Arab embargo helped to demonstrate painfully to Americans that they
consume far more oil (17 to 19 million barrels a day) than they produce (nine
million barrels a day).

What the embargo didn't demonstrate was how U.S. consumers ended up in
this predicament.

An examination shows:
Major U.S. oil companies pursued overseas oil for profit in the face of repeated

signs that they were losing control of their foreign holdings. Some companies
have increased domestic exploration, but the reliance on foreign oil goes on be-
cause the oil industry says it will take 10 to 15 years to develop self-sufficlency
in the United States.

The oil companies obtained from the U.S. government tax privileges that per-
mitted them to write off huge portions of the cost of their overseas ventures. By
the beginning of the embargo, they had used up most of tbe write-offs. Now the
industry says foreign oil costs must be passed along to U.S. consumers.

Middle East oil-totaling 58 percent of all the world's proven petroleum re-
serve.--always has been what oilmen call "easy oil."

Most of it was shallow, says Prof. Charles Issawl, an oil economist at New
York's Columbia University-generally 5,000 to 6,000 feet below the sand. It was
close to the coast. Rock formations were porous. And natural gas was readily
available to force it to the top.

Yield per well was high-6,500 barrels a day in 1971 and still that good. And
production costs, says T. M. Powell, vice-president of Standard of California,
were the lowest anywhere in the world-less than 15 cents a barrel since the
early '5s.
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In the United States, by contrast, where the U.S. Geological Survey says there
are still 440 billion barrels of producible and undiscovered oil (enough to meet
America's needs well into the next century), most crude oil has gost $1 a barrel
or more to take from the ground for the past 25 years. And much of it is under
unleased Federal land.

U.S. oil companies gained a foothold In the Middle East in 1928. By the end of
World War II, several American companies held large concessions-among them
Standard of California (SOCAL). SOCtAL found more oil in Saudi Arabia than
it could market, and it brought in other companies. 'The California-Arab Stand-
ard Oil Company was formed-and it became the Arabian American Oil Company
(ARAMCO), one of two huge oil consortia that dominate Middle East oil today.

ARAMCO holds concessionary rights to oil worth an estimated $1 trillion-
giving it a face value of more than the combined assets of the top 500 corpora-
tions rated by Fortune magazine.

It is owned by Exxon, Texaco, Mobil, Standard of California and the Saudi
government. Together with Gulf, British Petroleum and Royal Dutch Shell, these
giant American multinational corporations are known as the "seven sisters." All
-re fully integrated, which means they control their petroleum from the gleam
in the geologist's eye to the gasoline pump at the service station.

As the American oil industry shifted overseas, It took along its practice of
.Retting its crude oil prices on the basis of U.S. rates In the Gulf of Mexico. But
these prices were much higher than costs in the Middle East.

In the late '40s, the Federal Trade Commission says, the oil companies paid
only 40 cents a barrel for oil in Saudi Arabia and 25 cents in Bahrain, including
both production costs and royalties to Middle East governments.

Prof. Issawi, in his book, "Oil, the Middle East and the World," says the
royalties come to only 20-25 cents a barrel. Christopher Rand, a Middle East
specialist, once employed by SOCAL, says they were even lower: 12-18 cents a
barrel.

The American oil companies turned around, the FTC says, and charged $1.05
a barrel and up.

"Profits were enormous," says oil writer Christopher Tugendhat.
Americans had begun developing oil in Venezuela, too. And remarkably, it was

in South America, not in the Middle East, where American oil companies got
their first warning that their shift to overseas production could bring grief.

Venezuelans saw the tremendous wealth of the U.S. oil companies-based, it
seemed, on oil which belonged to them. When World War II gave the allies a
desperate need for oil, the Venezuelan government increased its oil prices 80,
percent. And in 1948, It enacted an income tax law that guaranteed Venezuela
50 percent of all profits U.S. oil companies made on Venezuelan oil.

Now the Middle East wanted more profits, too.
The U.S. Government, under President Harry S. Truman, quietly proposed to

Middle East nations that they call the increase a "tax" Instead of a royalty. And
the companies obtained a ruling from the Internal Revenue Service-by private
letter, says Thomas Field, a former adviser to the Treasury Department's legisla-
tive counsel-that the IRS would accept the "tax" designation.

That meant the companies could use the Increase as a foreign tax credit.
"The whole dollar," says Field, "would come out of the U.S. Treasury."
It therefore was agreed, Tugendhat says, "that although the companies should

continue to make royalty payments on each ton of oil they produced, the main
increase should come In the form of taxes."

Because the Middle East oil nations had no tax structure, the companies
agreed to set an export price--now known as the posted price."

"It then became a comparatively simple matter to subtract the cost of produc-
tion and the royalty payment," Tugendhat says, "and to divide the remaining
profit equally between the two sides."

In 1950, Saudi Arabia became the first Middle East nation to use the new
system, and by 1952 all other important producing countries in the area except
Iran had matched Venezuela's profit split.

'"Tle American taxpayers," says Sen. Abraham Ribicoff (D-Conn.) "ended up
subsidizing American oil companies to develop abroad."

"The tax situation," counters Annon M. Card, senior vice-president of Texaco,
"has nothing to do with where we make our Investments."

But Prof. Issawi says output "shot up" in Saudi Arabia and Kuwait after the
war.

I I
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The Nixon administration lifs denounced the staff report.
"The FTC report is biased against the largest integrated companies," says

Whilliain E. Simon, tile President's energy policy administrator.
Bit the effects of the foreign tax credit on tile U.S. Treasury were inniediate

miad draintic. in 1950, ARAMO) paid $50 million in U.S. taxes. In 1951, It paid
only $6 million.

ARAM('O plynipts to Saudi Arabia, on the other hand. Jumped by that pre-
eIse difference: From $66 million In 19,50 to $110 million In 1951. And by J9(13. the
five largest U.S. oil companies had amassed such huge foreign tax credits because
of hefir lIneYitts to the Arabs that they no longer had to pay any U.S. taxes at
all on the profits they earned overseas.

Teli( second warning to the U.S. oil industry that overseas investment might he
hrniful (ame from Iran.

ft had grnntd Its oil concessions to Britain's Anglo-Iranian Company and
low, i 1950, oppst ion deputies ii tie National Assemhly led by I)r. Mohammed
Mo.sadegh Invoked Iranian nationalism and forced the government to renotince
Its Anglo-Iranilan agreement. Mossadegh said the company was plundering Iran,
a d he suggested natiolizing it.

Puint, Minister All Raznara was as,4issinated. And when the a ssemnbly agreed
tI 310sSadegh's proposal for nationalization, Reza Shah Pahlavi was forced to
assvent. lh, aipl)Aited Mossadegh prime minister. and a state-owled National
rania (Oil ('ounpany was formed. Mossadegh Insisted that tile Anglo-Iranian

staff" either wi\ork for It or leave. Britain chose to withdraw its people. And oil
Ol eratim its in Iran halted abruptly.

'"To their horror," Tugendiat says "the Iranians discovered that they had been
.1t (1', from Imti ,1 narkets.'" Mow'degh refused to co(0lpromitni and Irail's econ-

omty fell into chaos.
Preparatory to stepping In. the four "sisters" In ARAMICO obtained from the

!'.,. g ov.''nntrnt under President Dwight 1). Eisenhower what Senator Frank
('ia11rch ( ll-Idailit ) sayl s W ere efret exe'iupl it o's fri rii l li'it ust s I m-~vrmni ,tting
li'l o foirnt the seetaitti consortim In the Middle East-this time along with the

other three sistersq." Gulf, B11 anad Royal Duteh Shell.
A ('ill) swept Mossndegh frone offle. "It is frequently alleged that the Ameri-

can and British serrt services financed the uprising." -,ays Tugendhat. "and It Is
lperhi ips si':nIflcant. that In is niemnoirs the shah leaves the (iueition open." The
W:'ll ,Street Journal says flatly that the Central Intelligence Agency helped ili the
overt h rb'w.

s'ella(lo II.I'i n. Th is arti'I(, t'(,\ea 1, thit over te last (hecad the,
int'el' ,tiolli 1oil Coll) pall iv, fo'milte(d a premeditated policy of limit-ill 4r oil sl))li t- to kC(,p tle pti('0 up.

finis p1lley 'oiitl'ibute( to today's (''it ival sliortages.
This ('Oii('lliSion cO('OlS from sel'et 17.S. GoVillnMeflt. (lo( 'iltjlCtS on

activities of tile oil (ornpanies and from the files of Standard Oil Co.
of California.

I would like to )lace this ill tile record.
Senator ".\l.. i)(;E. 1ithlout. object ion.
I'Thell article follows :]

IFrom lhe Wall Street Journal, Mar. 27. 19741

A I)IFFERF.NT *'rOaY-NOT IA)No Aoo, IT WAS Too .Mu c , PTtoJi.Eiri THAT UPSET
OIL FIRMS

(By Jerry Landauer)

W\AsHI NoToN.-Among oilmen nowadays, the task is all of shortages. And
the indmstry's publicity broadsides tell again and again how shortages might
have bteei preveited.

"'The fuel industry has been warning . . . for the past decade," a Gulf Oil
Corp. newspaper ad says, "that if government regulations continued to keep
oil and natural gas prices at levels too low and generate capital needed to find
more (il and gas. our nation would eventually run short."

During most of the past decade, however, some oilmen were actually worry-
ing in private not about Impending shortages but about oil surpluses that
could depress. prices and profits. And some international operators were con-
sidering or taking action to head off such surpluses-action that may have con-

BEST AVAILABLE COPY
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tributed to today's shortages. Evidence for this conclusion comes from secret
17.S. government reports on activities of various oil companies and from the
files of Standard Oil Co. of California, know as Socal.

"The overhang of surplus crude avails" (shorthand for "availabilities") "is
very large," according to a forecast prepared by Socal's economics department
in December 1968. The document projected a "large potential surplus" through
1973, and it predicted even more troublesome excesses through 1978, when the
expected flow of Arctic oil, on top of imminent new production in Australia and
strong growth in Indonesia, would be "extending and magnifying surplus supply
problems."

SLASHES IN OUTPUT

With such a dire future In mind, the company's economists proposed strong
measures to prevent an oversupply-though Socal contends this was only a
Iapter exercise. At a time when oil-producing countries were demanding ever-
higger output to lift their national Incomes, the Socal men urged cutbacks In
most of the foreign lands where U.S. companies operate.

The company economists proposed slashing total 1969 output from the level of
"indicated availability" in Egypt, Nigeria, Libya, Latin America and Indonesia ;
sich reduction, they figured, would permit "politically palatable" growth of pro-
dnetion in Saudi Arabia and Iran, where Socal and some sister companies are
most heavily invested. "Pressures will exist to continue to produce in many
,areas in excess of market requirements," they warned.

[The oil economists also assumed that till the major international monopoly
,.ojlapanles would act concurrently to hold production down rather than see
prices drop. And their prediction of industry production behavior in 1969 was
remarkably prescient.) Though they missed wildly in a couple of countries, their
error for the Eastern Hemisphere and for the entire non-Communist world was
ro(ughly 1%. "NO COLLECTIVE DETERMINATIONS"

.3ames E. O'Brien, Socal's vice president for legal affairs, warns against draw-
ilig (,ollllisions. lie says the forecast of supply agnd demand was merely a "think
pl'ie" lacking much significance and unrelated to management decisions.

'This wits only one assessment by one company," Mr. O'Brien says. "There
were no collective determinations. . . . There is no international oil cartel ...
So it would be a big mistake to salivate too much over this piece of paper ...
llammit, we think we've done a darn good Job of bringing oil to the American
people."

Still, the company's persistent worry about oversupply ("The worry was no
different than It had been for five or 10 years," says C. J. Carlton, manager of
local'ss economics department, who signed the 1968 forecast) could explain a basic

development: The major International companies have permitted spare produc-
tion capacity to shrink In recent years.

In the early 1960s, this Idle calaclty available to meet unexlcted demand In
the non-Communist world stood at roughly six million barrels a day. Oilmen
then saw this standby reserve as permitting them to negotiate in a hard-nosed way
with demanding governments of the producing states; as an Exxon vice presi-
dent, George T. Ptercy, says, "We had alternatives, and when you have alterna-
tives you have strength."

NEVEB UNLIMITED

But in 1968-6 the idle capacity fell below four million barrels a day, and it
droplwd to zero in 1973 as demand rose. So when Arab states began imposing
production limits, the companies lacked capacity elsewhere to compensate in

part for the cutbacks or to back their bargaining about prices. "Today, even if
there were no political limitations on production, there would still be essentially
zero spare capacity world-wide," Mr. Plercy recently told a Senate subcommittee
headed by Democrat Frank Church of Idaho.

Indeed, as the Socal document suggests, the Arab states may now be doing to

the industrialized West just about what Western oil companies did for decades:
Hiniting production In order to prop prices up. "We can't expect to get unlinted

production from the Middle East again," laments Allen E. Murray, vice president

of Mobil Oil Corp.
In fact, thle hig companies' long-time influence over foreign productions is gen-

tially being reversed now that there's a seller's market for oil. Not only Arab
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reginies but g(v(rimiets from Indonesia to Venezuela are (emanding and
gel ting more comtirol over production, more involvement in l)roCessIng and market-
l g and i a Iigger share of the proceeds from each barrel sold.

Il the recent past, eslpclally in the Middle East, the situation was far dif-
ferejit. Fir the most liart, the story of oil in that region is the story of host
gKveiuna'nlts costllntly clamoring for inore output in order to Increase their
revenues and of ronlessio-holding oil companies Just as often striving to keel)
ljirtdiet ionl down. on (ocasioln by trickery.

[ill Iraq, according to a secret U.S. government report, a venture of five
Western firms known as Iraq Petroleum Co. actually drilled wells to the wrong
'lietils and Ceiiloycl l Idozers to cover up others, all in holes of hoodwinking
hetv I1glidal goverI'Inmeiit.] -Iraq Petroleum Co. plugged these wells and didn't

dms.,ify theiti because the availability of stich information would have nmade the
1'e'Illitliy'5 al 'ga illlig posi t1o(1 with Iraq inore t rouiltsome," the rel)ort says.

The larthers ill tie Irq Petroleum Co. were Exxon, Moldl, Royal IDutch Shell,
British letroleum alid ('oumlagnie Francaise des letroles.)

[in Iral, a ci msiortimnt thai includes the so-called seven sisters of international
oil ISOK-1ai. Texalco. Gailf, Mobil, Hxxmn, Shell itlid British Petrolhum ) frcqucntlyl
r0'.isxcd the 1mlh's .ctrueatics for more production, enlrcatise delivered to oil-
pii c U n Si'iss ski slopes during royal vacations.J To give the appearance
Of rising omitillit, tlie c4msortium tit one point shifted its reporting year from tile
listit I1 1o the Iranian calendar (March to March). And Instead (f )rodu(cing
n1,4' fom' Wesern miarkt's already deemed to lie glutted, the consortium agreed
to sell (oil to the Iranian government-with the understanding that it couldn't
hw r'sol to vohiliete with the consorthum's oil ; thus restricted, the shah bartered
witli ('(oll iin st count ries.

'l'hi(h 19154 consortium agreennent, disclosed for the first time by Sen. Church's
suIIcoN-milttee i1st month, )'rlitted anly conzbinatiotn of contpanfcS owning at
h'lc..t .,10 j of Ihic cnsortiulit to sct its total output fit any chosen lcrel-as long
fix that hlevel i'os h.ss than Mhec prtuction desired biy the remaining consortium
111111brrxq-

Aixiety about oversulploly also accounts for the consortium's coolness toward
a ior p'sed pil-li ne runniig from non-Arab Iran through Turkey-a piipcliic
that eomld hare protected indstrialized countries against Arab interruptitm. of
oil V11plics. ('onipales belonging to tile consortium didn't want the l)ieline,
apparently because they feared the shah might "force" them to deliver too much
oil thereby.

"Major Irosp('('tlve user Is contrary," according to a coded 1967 cable sent to
iilpelime-blilding lechltel ('orp. in 8an Francisco front a company scout in Iran.
"Believe real reason is . . . that MPU-1 do (sle) not relish being forced to more
puttltru at expense of inetiler's global interests." ("Putthru" is jargon for oil
to li delivered hy way of the proposed pipeline.)

Similar ftrelbodilurs following the lig strike on Alaska's North Slope prompted
0gil f,.rnia Standard's ec.onmic department to draw ilp an illustrative model of
"wlhat itil.iht (occur" t "accommodate" Arctic oil Iby 1978. Tie possibilities, as
(utitlield in ai paper lated Atigust 1968, Included reducing total oil production in
('alifornia Isy 70.000 barrels a day and cutting F.S. Ilorts from Canuda by

W a.K irrels a day.
A THREAT IN AFRICA

'i'lti' vconoinists warned that "absorbing this production will require many
dithillilt declsils." not only by companies having big stakes on the North Slope
but by "all of the Industry. However, there is the opportunity andi thne for the
minl ny adjmstnl'nIts to be made ..

l'r,lucti(on fro n Africa, especially Libya, posed a more immediate threat to
stable oil prices. Aeeording to the Socal forecast of December 1908, production
lit INiliya (ould ri'i, from 2.591.000 barrels a day in 1968 to an "indicattl" 3.555.000
bIrrels a (lay in 1969. mostly because smaller U.S. firms had gained a foothold
and were pumniing without restraint.

"The problem of accommodating a large potential surplus of crude in 1069
and over the five years to 1973 became very apparent when we tabled our esti-
mntes, allowing for production in many countries at indicated availability," the
e'omnists advised Socal's management. "If production grew at indicated avail-

BEST AVAILABLE COPY
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aility in most countries outside of the Middle East, production in the latter
a rv.a wouhl likely decline In 1909 versus 1968."

Such a decline was considered intolerable because the shah and the king of
s:tudi Arabia, both hooked on the expectation of rising revenues, weren't about
i, accept lower production. Irritating the monarebs might endanger the Arabian-
Aterican Oil Co. (Socal, Exxon, Texaco and Mobil) and the Iran consortium.
wlil includes all four Arameo partners. But extracting enough oil from Saudi
Arnl'ln or Iran to please the sovereigns meant aggravating oversupply problems.

SLICING ELSEW HERE

'I 1w i ,iripany' (,'onmiists dealt with this dilelnlma after discussions with W. K.
Morris, then chief of Socal's foreign advisory staff. Next to their table showing
the availability of oil from various countries the planners prepared a second
alble projecting 1969 production cutbacks of 200,000 barrels a day for Libya,

2W.000 barrels a day for Nigeria, 25,000 barrels for Egypt, 100,000 for Indonesia
mitid 1M.000 for Latin American countries other than Venezuela.

But then "further adjustments" outside the Persian Gulf region were found
to ie necessary. Accordingly, the economics department considered It "approprl-
:ate" to slice production elsewhere more deeply (Llbya was the chief loser this
iii ie) and to allow the shah and king 140,000 and 70,000 barrels a day more,
1 4, pecti vely.

"The downward revisions or adjustments of crude production in Libya and
Nigt-ria for 1969 were made on the assumption that major companies with large
interests in the Middle East would Ibe required to moderate their liftings from
L.ibya and Nigeria in order to inintain politically palatable growth In their
liftigs from the Middle East," tile economic analysis explains.

"Some companies, however, such as Occidental, Continental, Marathon and
otherss. wit limut large interests in the Middle East, will be under heavy jwessure
t expand production rapidly and therefore aren't likely to limit their Libyan
liftinv.. Their 1,1iyan oil will he competing vigorously with the majors' oil from
tiw Middle Ea.-t and Africa."

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C., January 4, 1974.
1 lion. WILBUR 1). MILLS,
(', tiroldan, Joint Coninittee on Intcrnal Revenue Taxation,
1 .N. Con gre8s, Wa8hlngtm, D.C.

S)EAR WILBUR: As a direct result of recent increases in the price of imported
irude oil, I would like to ask that the staff of the Joint Committee on Internal
Revenue Taxation conduct a thorough review of the tax returns of oil companies.

Specifically, I am interested in foreign taxes in the nature of income taxes.
These taxes, as you know, are taken as tax credits. It is my belief that at least
a portion of those taxes are, in fact, royalties which are a cost of doing business
i:n! should be taken as a deduction, not as a credit.

This treatment of royalties means that oil companies are avoiding as much
.. , $3 billion in taxes which would otherwise be due to the Federal government.
It further affects the depletion allowance and thus results in an even greater
lss of Federal funds.

Because of the lack of information about the definition of royalties and taxes
as, they apply to oil companies producing oil in foreign countries, I would hope
tiat the staff of the Joint Committee could shed significant light on this subject.

With my best wishes and thanks for your consideration of this request, I am
Sincerely,

-" VANCE HARTKL.

Senator I-AirrKE. How has the foreign tax credit aided profit-
Trmking? Here is an example of how three major international oil
fimns in 1970 significantly reduced its tax burden via the increasingly
important mechanism of the foreign tax credit.

I would like to insert this in the record.
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Senator TATM NAWIF.. Without objection. it will be so inserted.
[The material referred to follows:]

NET TAX BEFORE AND AFTER FOREIGN TAX CREDIT IN 3 MAJOR OIL COMPANIES IN 1970
lIf millions)

Net tax Foreign tax Net tax
Oil corporations Total income before FTC credit after FIC

A .................................. $2,798 $168 $133 $35
................................. 2,651 231 213 18

C ................................... 2,135 114 101 13

Source: Philip Stern, "The Rape of the Taxpayer."

SeIlator l1 IllTKr.. 'l'is ilrs oil COoloration had a total income (If
$2.798 million. Their lit taxes before the foreign tax credit was si;S
million. Thev had a foreign tax credit of $138 million, leaving them
ol dlS! $2 billi 0 incomie la'inO a liet Federal tax of $35 million.

I think we eani jlist repealt tills over and Over again. The only thing
about. it is that the oil companies are the most flagrant examples of
this type of tax loophole. Ill otlier words. the operation of the foreign
tlax creit aids al privilegepd few mltinational firims. Biut for tie solely
domestic segment of the )etrol(lum industry, this provision is a lead
letter.

What would I recomn medl( ?
'lle termiinationi of tle foreign tax credit would put domestic pro-

(hict ion in a more competitive position with foreign development. And
this is eoxi'tl" w lla , 1e llartke trade Ipackage. if enacted in l971,
wII(! lln ve (i01e-al( if enacted now. will still correct.

"'hw U.S. Geological Survevy states tlat there are still 4-1() billion
barrels of producible and discovered oil in the I'llited States. This
is enolgh to Ineet Ai\erica's need well into lie next century. The
shift of tl, foreign tax credit to a hlduction as proposed in mY ineas-
ur i might well lhave proviledi tie iilipetis to domestic production
which, by this time, would have natle us dependent oi no foreign
source for oil.

At this time, I would like to insert in the record my statement on
eliminating the foreign tax loophole for international oil companies.

Senator TWA1.r..mx;:.-Without oljection, it will be inserted.
[The material referred to follows:]

STATEMENT OF SENATOR IIARTKE oN ErIIN,ATION. OF TIlE Foela~x TAx LOOPitOLE
FOR INTERNATIONAL OIL COMPANIES

I have introduced legislation in the Congress which effectively eliminates
the foreign tax credit granted by our present tax laws to' the oil extracting and
refining corporations. This legislation will also stop the practice of the oil indus-
try paying royalties to foreign governments an(l disguising these payments
levied taxes.

I have long been all advocate of correcting our tax laws which have (lone so
much to stimulate investment abroad often at the expense of American jobs. The
provisions of my present proposal have been an essential part of the compre-
hensive trade legislation (the Foreign Trade and Investment Act) which I
introduced for the first time in September, 1971 and reintroduced during this
Congress, S. 151. I warned at that time of the impending chaos which would
result If we continued to provide a subsidy in the form of foreign tax credits
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to corporations going abroad. Just recently, I heard my sentinent- echoed by
the distinguished Senator from Idaho (MR. CHURCH) when he told his sub-
committee investigating multinational companies that with all of the tax incen-
lives we provide industry which moves overseas, it is a real wonder why any
industry would still want to invest in the United States.

Mr. President, It Is high time that we eliminated this kind of Incentive. To
denionstrate Just how large a loophole the foreign tax credit ha., in fact, been
for United States oil companies producing abroad, I provide the following
figures :

The U.S. oil companies account for more than 45 percent of all the foreign
tax credits claimed by all U.S. industry. [While U.S. businesses on ti whole
use the foreign tax credit provision to reduce taxes paid to the United States
by 15 percent, the Treasury Department has estimated that oil companies used1
the foreign tax credit In 1971 to reduce their U.S. taxes by more than 75 percent.]
And the size of the loophole has increased tremendously since 1971. In Saudi
Arabia alone, the so-callrd taxes paid the government on a barrel of oil have
increased over 8 times since February, 1971.

Because of the oil company's use of foreign tax credits, U.S. corporations
earned $1,085,000,000 on mining and oil operations abroad in 1970, but paid not
,11, penny in U.S. taxes on that income. It has been estimated that for fiscal ye:ir
1975, the taxes that the oil companies would pay to the United States, were it
not for the tax credit, could be as high as $1.75 billion. Yet, because of the
foreign tax credit, the compaimite will in all likelihood pay not one cent of taxe..
Foreign credits from profitable overseas operations have, in fact, exceeded U.S.
tax liabilities every year since 1962, and, therefore, these companies will live
a large carryover in foreign tax credits for the next 5 years.

Although the foreign tax credit is a provision which applies to foreign earned
income from many types of foreign investments, its impact in reducing U'.S. tax
liabilities is greatest in the cases of the petroleum and mining sectors. The
petroleum industry has particularly benefited by the United States Treasury's
acceptance as creditable foreign taxes the artifically constructed income taxes
which have been levied by major petroleum exporting countries.

Instead of levying a large royalty or bonus payment to extract the econonwb'
rent from low-cost reserves, as would a domestic land owner in the United States.
these countries have levied a tax as a percentage of the difference between a
non-market posted price and a fixed per unit cost of production. These taxes are
essentially a tax per barrel of oil produced and have little relationship to the
profits generated by Investments made in the production process. Yet, they are
allowed to be credited against United States tax liabilities. If, instead, a royalty
or bonus payment had been levied, these payments could only be deducted from
gross revenue as expenses. The elimintion of the foreign tax credit loophole will
effectively do away with this deceitful practice.

As mentioned above, in every year since 1962, the aggregate value of the
foreign tax credits granted to the petroleum industry has been greater than the
U.S. tax liability on its foreign Income. In 1968, the excess foreign tax credits
were equal to 32 percent of the total creditable foreign taxes and by 1971, the
e.rce* foreign tax credits equaled 55 percent of the total foreign taxes paid.1
In 1968, over 88 percent of the total foreign tax credits available to American
multinational oil companies came from these quasi-income taxes levied by the
petroleum producing countries, yet, only 28 percent of the net book value of the
U.S. petroleum investments abroad were located in these areas.

The serious and damaging effect of the foreign tax loophole has been to provide
an incentive for the American multinational oil corporations to shift income and
investment for tax purposes out of the United States. By doing this, they avoid
paying substantial income taxes. T1lks has been a major factor in making the
construction of refineries and petrochemical plants in the United States vastly
less attractive tWan in foreign countries.

Even under the threat of nationalization, U.S. oil firms are more willing to
invest in the Middle East than in the United States. Just last week, Occidental
Petroleum Corporation announced a study plan for building a $500 million

I United States Department of the Treasury, Statistics of Incgme Supplemental Report
Foreign Tax Credit, 1968 Table 5. Price, Waterhouse & Co., statistical Data Com iled
for Use in Anslhrs of Federal Income Taxes and F~ective Income 'Nx Rates, Year 1911,
January 15, 1973.

30-229-74-pt. 4-243
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natural gas processing plant in Libya in spite of the recent history of expro-
iriation of U.S. firms in that country. The foreign tax credit evidentally is a
stronger lucentive than the disincentive of expropriation.

One clear way out of the energy shortage is to remove this Incentive to invest
an £11 pr4idwne abroad. The treatment of.the foreign tax credit as a e(lduetion rather
than as a credit would largely eliminate the tax shelter presently granted to the
pIroduction, refining and other down stream Investments that have been growing
so rapidly outside the United States.

While our present tax laws grant special preferences to an industry that no
iigt-r needs Ii. they also have ft21ributed to t)ir energy crisis by envouraging

ti e 4 11 c'iia allies to locate Iiore and more of their business in fipretgn (.otltitro.s
where they can avoid paying any U.S. taxes. The result has been to make the
Nation overly dependent on foreign oil. Despite the fact that the demand for
energy has lbeen growing at a rate (of 4 to 5 percent a year for the last 20 years,
refinery capacity hardly grew at all during the 1960's and early 1070's. Produc-
tifi tof crude oil in the United States is today at the same rate as it was 3 years
agi, even though large oil reserves still exist in this country. As a result, our
dlelientlence ton foreign oil has increased from close to none In 1968 to over one-
third of our total demand. The present embargo has forced the country to pay
Sa cry hih price for tihis deit-itdence on fo reign oil il terns 4if lost j obs, ifl: -

Ii id, disrupted lives, and geim-ral inconvenience. We ninst amend our foreign tax
credit laws so it is no longer more profitable to build a refinery, or drill a well,
ini Saudl Arabia than in the United States.

The immediate elimination of the foreign tax credit as proposed by this legis-
latitin will correct this problem and redound to the benefit of all Americans
cil.igt in fite squeeze of the energy crisis.

Senator 1[L.rrKE. Ihe use of the foreign tax credit. deferral loop-
holes is not at all limited to oil )roducers overseas. They are readily
a 'ailalde to large international manufacturing companies as well. My
bill will plug both of these ga)ing loopholes. For example: Taxes on
o\'erseas profits of foreign subsidiaries would be taxed as soon as these
profits are earned. There would be no tax deferral. As for tax credits,
the Ilartke approach would shift them to a deduction.

In regard to the balance of payments, imports. and American jobs.
Between 1960 and 1971, the total volume of U.S. imports increased by
200) percent, while over the same period the total volume of U.S. ex-
ports increased by only 120 percent. That is where you get this con-
ve nation among a lot of people. They say, look how our exports are
going up. There is no question about that: our exports are going up,
but our imports are going up at a more rapid rate.

In 1971, for the first time in our history, as you well know, Mr.
('Chairman and members of the committee, we suffered a trade deficit of

b billion, the first time that we had a deficit since 1893. Of course.
tlt. is the fist time we were keeping records, so before that we do not
lkno. In 1972, that, trade deficit skyrocketed to over $6 billion. The
first :R months of 1973 showed a trade deficit of $1.5 billion. However,
we did have a small trade surplus for the total year of $1.7 billion.

But l1nch of this surplus in the trade account was die to the hea'v
exl orts of agriculture products and critical raw materials, which
caused severe shortages at home and brought on the ral)id acceleration
of, inflation. Huge agricultural exports have meant hardships for the
American consumer because of soaring prices and very little job
creat ion, because farming, as we well know, is a very low-labor content
industrv. Ou trading policyy and )roblems seem very similar, that is
niot to that of an inidustrialized-based nation, but to that of a develop-
ing nation. So our trade surplus is a niere aberration, which will soon
le wiped out by the increased price of oil imports.

BEST AVAILABLE COPY
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W\alter Levy, a leading petroleti ecommist, has forecast a whop-
ping $13 billion trade deficit in 1974 because of the increased prices
of imported oil.

At this time, I would like to insert a Washington Post article dated
February 13, 1974, in which Mr. Levy's report is discussed.

Senator TALMAIXII:. Without objection, it will be inserted.
I The article referred to follows:]

(Prom the Washington Post, February 13, 19741
A (GRiM E'oNo.Mic FOR*CAIT

(By Joseph Alsop)

A fundamental truth has emerged from the disputes at the Washington con-
ference on energy. Something unpleasantly resembling the world economic
,reakdown that began in 1929 can all too easily result from the worldwide energy

crisis. It may le a cushioned breakdown, less agonizing than the great depression.
Bhut it is going to be mighty hard to avoid.

To see why this is the case, you only need to study a grimulittle paper entitled
-Imltications of Exploding World Oil Costs," which was widely circulated at
ihe Washington meeting. The paper was prepared by Walter J. Levy. lie Is a
i1elrtioIQuiI economist, an official consultant to the State Department, and a wan . -
gvimuiiely and frequently consulted by Secretary of State Henry A. Kissinger.

'ihe thrust of Walter Levy's paper is bleakly simple. The paper passes over in
silence the shortages of gas, threats of rationing and other unaccustomed miseries
titat most of us regard as "the energy crisis." Instead, the Levy paper concen-
trates exclusively on the effects of vastly increased oil prices on the economies of
tihe great industrial nations outside the Communist bloc.

You get an idea of the explosive power of the "exploding world oil costs" by
e.;1 I('ilg through j-t a few of Walter levy's figures. 'T'o begin| with, the "ln-
,licated" l)evl of U.,S. 11174 oil Imports appears to be $14 billion above the level
fir 1973. This could give the U.S. a 1974 trade deficit of $13 billion-or just a
hit more than our existing reserves tof gold and foreign exchange.

For Japan, again, the "Indicated" level of 1974 oil imports appears to be about
s$11 billion above the 1973 level-or almost the exact equivalent of Japan's entire
g, ld and foreign exchange reserves. For the Western European countries, yet
aain, the rise in oil costs is likely to be about $35 billion or almost one half of
Western Europe's existing gold and foreign exchange reserves.

Within this larger picture% there are also some ultra-soft spots, of Just the
typve that cause chain reactions of trouble. Great Britain, for instance, can well
lave a 1974 trade deficit of $7 billion, mainly on account of increased energy
,.,,sis. This is equivalent to a U.S. trade deficit of about $50 billion, because of
the difference in size of the two economies.

Naturally, these staggering and terrifying statistics are not exact projections.
They are rough measurements. They are conservative measurements, at least in
,one way. for they assume that 1974 energy consumption will be held to the rates
oif two years ago. But they do not-in fact cannot-take account of possible
rangeses in crude oil costs during the rest of 1974. And the crude oil price is
currently y drifting lower.

l.;ven if you allow for this downward drift in the price of crude oil, however.triggeringg " and "terrifying" are still rather mild adjectives to afliy to the
statistics In Walter Levy's paper. Unless a miracle intervenes, the statistics In-
e'vitably make one ainin prediction. Every major industrial nation outside the
c',mmunist bloc will be running a whopping trade deficit by the end of 1974.

Ainerieans used to regard this kind of difficulty with the balance of payments
a;, no worse thnik a bad cold-until we, too, began to run persistent trade deficits.
Whereupon the U.S. dollar was subjected to no less than three successive de-
valuatioas, losing a startling share of its old buying power in the process.

(1eneralized and massive trade deficits, afflicting all the major industrial na-
tions, are also quite without precedent. At least in former times, some of the rich
nations automatically ran surpluses, whenever others ran deficits. We have no
past experience, to permit predictions about an all-embracing epidemic of trade
deficits.
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In cotrast, there ik plhnty of uist exixrienet to show what dire trailns are
lirEtdli .ed by indl'ldiiual trade deficits that Ixgin to seem unmanageable. Even
tole iltra-moft spot can vauise i inauJor crisis, in truth ; and besides Great Britain,
Italy wili Irolmily turn ill in this unhappy category.

Add. further, that what people swe ahead is; already leading to a desperately
costly International game of Lieggar-your-neighbor. This 11as showed HII, So far.
hi th, frai tl efforts by the French antd( others tNo iake extremely exifensve i-
tateral deals with the ail-loroduci n, .ount ries. Later. however, beggar-your-
nIelghlor will probilly take a good niany o ter most utipleasanit fPrms.

Add, finally. ihat the existing finan'tal structures of the Western powers ind
J.apai alleiar t lie qillt, illteuprelared( to willistS i the wholly novel strains Mtat
sei llto Ie all ead. Wiu4-ti yoll ha ve (.tilet ed these glooaiy additions, yoi t lien
find flint we live apparently entered a wholly new and] quite uncharted litiise
of world affiirs.

S'Nitor I IARTKE. In the )(stwlr yeals. the U united States has Ieen
the only' iajor country in lhe world-iis is something very signiti-
calf-l'e only a injor eonitry in the world whose share of world ex-
i)ortslis dch'reased wblile its'share of world imports has increased. In
Ilie space of l ire- 11i1f dozeii years, frolii 19641 to 1970. the U.S. slhtri'
of world exports fell by more than 11 percent. while its share of ini-
ports rose by more thiin 17 percent. Few Aniericn-niade items valn
withstand this )ie.silre.

Ii the fifties only about 30 to 40 percent of the imports were coli-
parable with U.S. products. Now about three-quarter's of the iml)orts
compete with U7.S. items.

In a number of industries, there has been an absolute loss of jobs,
fewer workers today than a few years ago. In women's apparel alone.
the number of workers declined al)sIutely by more than 40.000 be-
tween 1956 and 1971. In electronics, there was a loss of 109,000 jobs
between 1966 and 1972, according to the Department of Labor.

And I might say, Mr. Chairman, that the American consumer elec-
tronic industry today is in a state of panic. Motorola is now scheduled
to be acquired by a Japanese firm on April 29 of this year. What little
of the domestic electronics industry is up for sile. There is not a ma)or
manufacturer today which, in one way or another, is not struggling
to survive in this country.

I see that imy time is up.
Senator I.M.iKE. 'Plak you very i1ii(chi, Senaltor. for lii excellent

sta emllient.
As you know, we have a 10-minite rule in effect. We follow that re-

lltanlitly. blit there is :i mlultiplicity of witnesses desiring to be herid,
and1(1 it wis liecessiry to invoke it.

Are there any, questions?
[No response].
Senator TALMAIXW.F. Thank you very much, Senator. We are happy

to have had you give us the benefit of your advice.
[Senator Hamtke's prepared statement, a summary of the statement,

an1d appendices follow. Hearings continue on page 1486.]

,UM MARY OF TESTIMONY OF SENATOR VANCE IIARTKE

Mr. Chairman. three years ago, I stood before Congress and warned of the
International trade and investment crisis which was then beginning to engulf
us. At tti time, I stated that disorders in our foreign trade--and I quote from
my 1971 remarks, "would threaten the livelihood of most Americans and the
status of this country as a world industrial leader."
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"l',oliy, after two devaluations, the loss of thousands of domestic jobs, and
iakimxil in the international marketplace, we are in the very throes of that
, risis. Its destructive effects continue unabated because we have failed to adopt
;i ,.,,inprehensive (ourse of assertive self-interest in world trade.

Itilike the Trade Reform Act (II.R. 10710), the Foreign Trade and Investjuent
\,t IS. 151 ) directly addresses the major irregularities and problems of Inter-
ttiatnil finance and their effect upon the American economy. Specific nmiech-
oniiisiii are provided for plugging tax loopholes which provide an incertive to
itoltest abroad, correcting our balane of payments deficits, assuring American

l' ,.21 141 preserving our industrial base.
T'li Adninistration's bill contains no provisions to remove tax breaks on over-

:,. investment, to regulate the wholesale exodus of America's newest tech-
iolilgy and production units, and to combat the rising prices in the United States

,-;iiiseil by trade and Investment problems. In short, the President's bill Is obsolete
:-i ii dysfunctional.

I'tlss we address ourselves to the real trade problems with a comprehensive
rdt- bill. crises like the one we are experiencing in energy will continue and
,,(Srn. The Foreign Trade and Investment Act, which I first introduced in 1971

:nl thiei again In January of 1973, (-an) avert future crises.

1AX l(W)fl(Il ES. TIlE INiERNATIONAl. Oil. MIONOPOLY AND TIlE '.S. DEPENIDENCE

ON ARAB OIL

The United States is now dependent upon the Arab world for Its supplies of oil
:nli gas because our present tax structure provided the economic incentive for
-i;a;mtlc U.S. based inulti-national petroleum companies to go abroad rather than
t,, prduc' iore oil at home.

ihme single most direct tax loophole available to corporations which move
:blroad is the foreign tax credit. Our tax laws provide that foreign subsidiaries
-of lhe United States' corporations may credit their foreign taxes paid against the
fiorxigii s.urce income tnx liability of the parent corporation.

'I'li multinational oil companies earned one billion, eighty five million dollars
, .l.I'.5 .()) on inining and oil operations abroad in 1970, but because of their
W40 of the foreign tax credit loophole, these finns paid not one penny in U.S.
l:oxvcs on that Income.

'hie Arabian American Oil C'mpany (Aramco), a huge oil producing con-
.-, tiil cmaCsisting of Exxon, Texaco. Mobil, Standhird of ('alifrifua and the Saud!
\alnian government, is the world's biggest petroleum producer and the world's
bxxrest money maker. But, they are very skimpy U.S. taxpayers. Ill 1973. the
,',1lpatny had gross revenues of $8.7 billion and a net Income or profits after
'iV.,. (of $3.25 billion. How miuch did the lnlite(d States government get from
tl,.-ni in taxes? No ieome tax, and a meagre $2.7 million in payroll taxes.

Is Artnmco an exception? By no means! One glance at this chart dispels that
illusion.

U.S. TAXES PAID BY U.S.-BASED MAJOR OIL COMPANIES IN 1972/1962/71

[Dollar amounts in billions

Net income Percent paid in Net Income Percent paid In
before taxes, U.S. taxes, before taxes, U.S. taxes,

Company 1972 1972 1962-71 1962-71

[xxon ..................................... $3.700 6.5 $19.653 7.3
Texaco ..................................... 1.376 1.7 8.702 2.6
Mobil ...................................... 1.344 1.3 6.388 6.1
Gulf ....................................... 1.009 1.2 7.85 4.7
SoCal ....................................... 941 2.05 5.186 2.7

Source: Senate Subcommittee on Multinational Corporations, Committee on Foreign Relations, U.S. Senate.

How has the foreign tax credit aided profitmaking? Here Is an example of how
three major International oil firms In 1970 significantly reduced Its tax burden
via the Increasingly Important medhanism of the foreign tax credit.
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NET TAX BEFORE AND AFTER FOREIGN TAX CREDIT IN 3 MAJOR O1L COMPANIES IN 1970
Iln millionsl

Net tax Foreign tax Net tax
Oil corporations Total income before FTC credit after FTC

A ......................................... $2,798 $168 $133 $35
B ......................................... 2.651 231 213 18
C.................. ................ 2,135 114 10t 13

Source: Philip Stern, "The Rape of the Taxpayer."

Tuie operation of the foreign tax credit aids a privileged few multinational
firms. For the solely domestic segment of the petroleum industry, this provision
ik a (lead letter.

THE HARTKE SOLUTION

The termination of the foreign tax credit would put domestic production in a
more mnmpetitive position with foreign development. And this is exactly what
the tlartke trade package, if enacted in 1971, would have done--and if enacted
in 1974, will do. The 1".S. Geological Survey states that there are still four
hundred forty billion barrels of prwucible and undiscovered oil In the United
sRtates. This is enough to meet America's need well into the next century. The
shift of the foreign tax credit to a deduction as proposed in my measure might
well have provided the impetus to domestic production which, by this time,
would have made us-dependent on no one for oil.

(At this time I would like to insert in the record my statement on eliminating
the foreign tax loophole fr international oil companiess)

The use of the foreign tax credit and deferral loopholes is not at all limited
to oil producers overseas. They are readily available to large international manu-
facturing companies as well. My bill will plug both of these gaping loopholes.
For example: taxes on overseas profits of foreign subsidiaries would be taxed
-is soon as these profits are e:irned. There %vioild be no tax deferral. As ftor tax
credits, the Hartke approach would shift them to a deduction.

THE BALANCE OF PAYMENTS, IMPORTS AND AMERICAN JOBS

Between 1960 and 1971. the total volume of United States imports increased
by 200 percent. while over the same period, the total volume of United States
exports increased by only 120 percent. In 1971, the United States suffered a-
trade deficit of $2.2 billion-the first trade deficit since 1893. In 1972, the trade
deficit increased to over $6 billion. The first eight months of 1973 showed a trade
deficit of $1.5 billion, however, the United States did show a small trade surplus
for the total year of $1.7 billion.

But. much of this surplus in the trade account was due to the heavy exports
of agricultural products and critical raw materials which caused severe short-
aiges at home and brought on the rapid acceleration of inflation. Huge agricul-
tural exports have meant hardship for the American consumer because of soaring
p rices and very little j4ob creation as farming is a very low-labor content industry.
Our trading policy and problems seem very similar to the developing nations.

Our trade surplus is a mere aberation which will soon be wiped out by the
Increased price of oil imports. Walter Levy, a leading petroleum economist, has
forecast a whopping $13 billion dollar trade deficit in 1974 because of the in-
ereased prices of imported oil.

(At this time I would like to insert a Washington Post Article dated Febru-
ary 13. 1974 In the record which dlisctisses f~wys report.)

In the postwar years, the United States has been the only major country In
the world whose share of world exports has decreased while its share of world
imports has increased. In the space of a mere half dozen years (1964 to 1970).
the U.S. share of world exports fell by more than 11 percent while Its share of
imports rose by more than 17 percent.

Few American-made items can withstand the pressure. In the 1950's. only
about 30 percent to 40 percent of the imports were comparable with U.S. products.
Now, about three-quarters of the imports compete with U.S. items, according
to the U.S. Department of Labor.

In a number of industries there has been an absolute loss of jobs-fewer
workers today than a few years ago. In women's apparel alone, the number of
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workers declined absolutely by more than forty thousand (40,000) between
1956 and 1971. In electronics, there was a loss of one hundred and nine thousand
(109,000) Jobs between 1966 and 1972, according to Labor Department figures.
In shoe manufacture, Jobs declined from two hundred thirty-three thousand to
about two hundred thousand in the past five years.

THE HARI'KE SOLUTION

To meet these problems of future deficits in the balance of payments and Job
loss due to imports, I propose a system of quantitative import restrictions in
which imports would continue to grow in concert with domestic production,
preserving the 1965 to 1969 base period relationship.

Other countries make sure that their own markets are secure and protected.
It is time we provided the same security for America. You have before you
only a partial list of the quantitative restrictions perpetuated on foreign products
by our trading partners. Take, for example, the case of Japan on page 3. They
have an international tax of 150 to 220 percent on Imported whiskey. Compare
this with the fact that the United States, in 1972, suffered a seven hundred
twenty-three point 4 (723.4) million dollar trade deficit in distilled alcohol alone.
That amounts to 10.6 percent of the entire 6.8 billion U.S. trade deficit in 1972.
In that year we exported a mere four million gallons of bourbon. What happens
when a fifth reaches Japan. First, they put on the 35 percent GATT duty, their
they add their landed costs (stevedoring, freight, insurance, etc.). If this total
exceeds 16 dollars per bottle, they introduce another 220 percent duty. Below
16 dollars they add a 150 percent tax. This brings the price of a fifth of American
bourbon to 20 dollars. What has happened, in effect, is that the Japanese non-
tariff barriers have done to American spirits what Carry Nation with an ax
and Bible could never have accomplished. This is not Just an isolated example,
but as you can see from this list, it Is one of hundreds of non-tariff barriers
which discriminates against American products.

RUNAWAY MULTINATIONAL FIRMS

In Industry after industry, plants have folded up in the United States as
multinational corporations simultaneously opened plants in other countries.

In the electronic trade, for instance, the Standard Kolman Company closed Its
plant in Oshkosh, Wisconsin, with one thousand one hundred (1,100) employees,
and shifted the Jobs to Mexico in 1970.

Emerson closed a plant of several thousand employees and set tip shop inI
Taiwan. Bendix deserted 600 employees in York, Pennsylvania and Long Island,
New York, to open a plant in Mexico. Warwick Electronics transferred sixteen
hundred jobs from Zion, Illinois, to Mexico and Japan. General Instrument
recently closed down two-plants in New England although it employs twelve
thousand Taiwanese to make television parts. RCA transferred an operation
from Cincinnati to Belgium and Taiwan displacing two thousand workers.

Two thousand machinists lost their Jobs in the General Electric plant at
Utica, New York, between 1966 and 1972 as the company phased this opera-
tion out of the United States and into its subsidiary in Singapore where labor
works for eighteen cents an hour.

In 1971, International Silver exported more than one thousand steelworkers'
jobs from their plant in Meriden-Wallingford, Connecticut to Taiwan. The
-tainless steel flatware formerly made in Connecticut is now imported from
International Silver's affiliate in Nationalist China.

THE HARTKE SOLUTION

As long as America's tax policy makes it more profitable to invest abroad
than at home, plants will continue to move overseas and the foreign export
market will be increasingly supplied from foreign based plants Instead of from
domestic-based industry. The Hartke trade proposals provide dramatic new
tools for meeting this challenge. Tax advantages for investing abroad would
be removed so that domestic investment would be ou'.an qual economic
footing.

TUE EXPORT OF AMERICA1W TEHM OLOoY'

Although most countries strictly regulate and protect their own technology,
America has left this matter largely to the discretion of private business.
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According to the U.S. Tariff Commission's study of multinational firms, these
suli.er-companies dominate the development of new domestic technology. The
exports of this technology from multinational corporations outweight imports
loy it factor of more than ten to one. These industries have been prominent
ge'iiteraltors of high technology exports from the United States.

()ne ,xaniple of this practice is McDonnell Douglas' sale of the Thor-Delta
Laimnh system to time Japanese. The sophisticated technology which went into
tie (.mistrtletion of this system cost the American taxpayers millions of dollars
in research and development funds.

TZ IIARTKE SOLUTION

Under present law, U.S. corporations are relieved of paying taxes on any
Income arising from the firm's transfer of a patent or similar right to foreign
companies. This encourages U.S. firms to export their technology. The Hertke

-approach would repeal the tax-free treatment for U.S. companies' incomes from
licensing and transferring patents to foreign companies.

CONCLUSION

We cannot ignore nor fail to correct the growing power of these giant multi-
national concerns. They feel no allegiance to any national entity. They support
no government on ideological grounds. They have no qualms about Investing In
l)emocratic or totalitarian, caltalistic or socialistic, civilian or military govern-
ments, as long as their profit goals can be realized.

Let me conclude with a reference to public opinion. Sentiment against multi-
nationals runs so high, that the public-by a margin of almost two to one--
currently thinks that the Federal Government should discourage, rather than
encourage the international expansion of U.S. companea Many more simply
do not buy the idea that corporate growth abroad has Increased employment at
home. Seven Americans out of ten are convinced that the main reason U.S. firms
go abroad is "to take advantage of cheap foreign labor and that costs jobs
here."

Here are the results of a nation-wide public opinion survey conducted by the
Opinion Research Corporation for bu8inessmen. Forty-two percent of total public
opinion is strongly opposed to expansion of U.S. companies abroad. Even a
majority of the managers are opposed to expansion (87 percent opposed, against
only 30 percent in favor of expansion). Perhaps most surprising are the results
whvii broken down by party preference. Even the majority of Ropublican voters
are on my side in this controversy. Republicans strongly oppose expansion (40
percent opposed to 30 percent In favor of expansion).

The Foreign Trade and Investment Act of 1973 is designed to put our industry
on an even footing with foreign competition and make domestic Investment just
as attractive as investment abroad. By controlling predatory trade practices and
regulating the American based transnationRl firm, the Hartke approach to trade
policy will put America back on the path to a world of free and fair trade.

PREPARED TESTIMONY OF VANCE HARTKE, A U.S. SENATOR FROM TIHE
STATE OF INDIANA

Mr. Chairman, three years ago, I stood before Congress and warned of the
international trade and investment crisis which was then beginning to engulf
us.. At that time, I stated that disorders in our foreign trade, and I quote from
my 11171 remarks, "would threaten the livelihood of most Americans and the
status of this country as a world industrial leader."

ToNlay, after two devaluations, the loss of thousands of domestic jobs, and
blackmail in the international marketplace, we are In the very throes of that
crisis. its destructive effects continue unabated because we have failed to adopt
a comprehensive course of assertive self-interest In world trade.

Unlike the Trade Reform Act (H.R. 10710), the Foreign Trade and Investmeat
Act (S. 151) directly addresses the major irregularities and problems of inter-
national finance and their effect upon the American economy. Specific mechanisms
are provided for plugging tax loopholes which provide an incentive to invest
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abroad, correcting our balance of payments deficits, assuring American Jobs and
preserving our industrial base.

The Administration's bill contains no provisions to remove tax breaks on over-
seas investment, to regulate the wholesale exodus of America's newest technology
arid production units, and to combat the rising prices in the United States caused
by trade and investment problems. In short, the President's bill is obsolete.

Unless we address ourselves to the real trade problems with a comprehensive
trade bill, crises like the one we are experiencing in energy will continue and
worsen. The Foreign Trade and Investment Act, which I first introduced in 1971
and then again in January of 1973, can avert future crises.

TAX LOOPHOLES, THE INTERNATIONAL OIL MONOPOLY, AND THE U.S. DEPENDENCE ON
ARAB OIL

The United States is now dependent upon the Arab world for its supplies of
oil and gas because our present tax structure provided the economic incentive
for gigantic U.S. based multinational petroleum companies to go abroad rather
than to produce more oil at home.

The single, most direct tax loophole available to corporations which move
abroad is the foreign tax credit. Our tax laws provide that foreign subsidiaries
of United States' corporations may credit their foreign taxes paid against the
foreign source income tax liability of the parent corporation.

The multinational oil companies earned $1,085,000,000 (one billion and eighty-
five million dollars) on mining and oil operations abroad in 1970, but because of
their use of the foreign tax credit loophole these firms paid not one penny in
U.S. taxes on that income.

It has been estimated that for fiscal year 1975, the taxes that the oil companies
would pay to the United States, were it not for the tax credit, could be as high
as $1.75 billion. Yet, In all likelihood, the companies will pay not one cent of taxes
because of the foreign tax credit, Foreign credits from profitable overseas op-
erations have, in fact, exceeded U.S. tax liabilities every year since 1962, and,
therefore, these companies will have a large carryover In foreign tax credits for
the next five years.

- The U.S. oil companies account for more than-45 percent of all the foreign tax
credits claimed by all U.S. industry. And the size of the loophole has increased
tremendously since 1971. In Saudi Arabia alone, the so-called taxes paid the gov-
ernment on a barrel of oil have increased over 8 times since February, 1971.

The Arabian American Oil Company (Aramco), a huge oil producing con-
sortium consisting of Exxon, Texaco, Mobil, Standard of California and the
Saudi Arabian government, is the world's biggest petroleum producer and the
world's largest money maker. But, they are very skimpy U.S. taxpayers. In 1973.
the company had gross revenues of $8.7 billion and a net income or profits after
taxes of $3.25 billion. How much did the United States government get from them
in taxes? No income taxes and a meager $2.7 million in payroll taxes.

Is Aramo an exception? By no means! One glance at this chart dispels that
illusion.

U.S. TAXES PAID BY U.S.-BASED MAJOR OIL COMPANIES IN 1972/1962-71

[Doflar amounts In billlons]

Net income Percent paid In Net Income Percent paid In
before taxes, U.S. taxes before taxes U.S. taxes

Company 1972 i962-71 1962-71

Exxon.................................. $3.700 6.5 $9.s 2.6
Texaco,........................... 1.376 1.7 &.7022.
Mobil.............................. 1.344 1.3 6.A 6.1
Gulf. ............................. 1.009 * 1. 7. 4.7
SoCl ............................... 941 2.05 5.186 2.7

Source: Senate Subcommittee on Multinational Corporations, Committee on Foreign Relations, U.S. Senate.

How has the foreign tax credit aided profit-making? Here Is an example of
how three major international oil firms in 1970 significantly reduced its tax
burden via the increasingly important mechanism of the foreign, tax credit.
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NET TAX BEFORE AND AFTER FOREIGN TAX CREDIT IN 3 MAJOR OIL COMPANIES IN 1970

lIn millions

Net tax Foreign tax Net tax
Oil corporations Total income before FTC credit after FTC

A ........................................ $2.798 $168 $133 $35
B ......................................... 2,651 231 213 18
C ......................................... 2,135 114 101 13

Source: Philip Stem, "The Rape of the Taxpayer."

The operation of the foreign tax credit aids a privileged few multinational
firms. For the solely domestic segment of the petroleum industry, this provision
is a (lead letter.

The operation of the foreign tax credit, like the depletion allowance, created
perverse incentives for the oli industry. In the years after W.W.II, domestic
involvement in foreign production increased considerably. With this increasing
involvement, foreign governments placed growing pressure on the oil companies
to increase their royalty payments.

To the oil companies, the advantage of claiming these increased payments as
taxes rather than royalties was clear. A tax payment can be credited against a
1'.S. tax liability, whereas a royalty payment must be treated as a deductible
business expense when computing '.S. taxes. It was In the Interest of the U.S.
oil companies to persuade their host governments to enact income tax statutes
to replace their royalty claims. In 1954. King Saud changed the royalty payments
into a tax, as requested by the industry, so that the companies could benefit from
the foreign tax credit.

The impact of the ruling has been to create an artificial incentive for invest-
nment abroad. Whereas the domestic producer must pay for mineral rights to
land through royalty payments, which are treated as a business expense, the
same payments by a foreign producer qualify as a tax credit.

THE HARTKE SOLUTION

The termination of the foreign tax credit would put domestic produtiton in a
more competitive position with foreign development. And this is exactly what
the Ilartke trade package, if enacted In 1971, would have done--and if enacted
in 197-, will do. The U.S. Geological Survey states that there are still 440 billion
barrels of producible and undiscovered oil in the United States. This is enough
to meet America's need well into the next century. The shift of the foreign tax
credit to a deduction as proposed in my measure might well have provided the
impetus to domestic production which, by this time, would have made us de-
penlent on no one for oil.

The use of foreign tax credit and deferral loopholes is not at all limited to oil
pr(dueers overseas. They are readily available to large international manufac-
tiring companies as well. Direct U.S. foreign investments have a book value of
over $90 billion. Profits thereon are $20 billion or some 20 percent of total profits
of domestic corporations.

However. U.S. taxes paid on these foreign profits were only 5 percent or less
than A1 billion. The output produced by P.S. affiliates abroad is about $200 bil-
lion with sales by manufacturing affiliates several times the level of U.S. manu-
factured exports.

Ownership of foreign affiliates, finally, is concentrated heavily in a small num-
ber of large corporations, the degree of concentration being higher even than for
domestic production.

At present, our tax laws make an overseas Investment more attractive than
one in Indiana. For example. profits earned by a foreign subsidiary of an Ameri-
can firm are not taxed until they are repatriated. To the extent that the firm
does pay taxes to a foreign government, these taxes count as a dollar-for-dollar
(,redlit nvaInst their federal tax liAbility. Profits made in Indiana are taxed when
earned. Taxes paid to the State of Indiana can only be taken as deduction against
gro~q~ income rather than as a Federal tax credit.

My bill will plug Ith of these gaping loopholes. For example: taxes on over-
seas profits of foreign subsidiaries would he taxed as soon as these profits Are
earned, There would be no tax deferral. As for tax credits, the flartke approac
would shift them to a deduction.
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I'nder my measure, the depreciation allowances for companies owning business
lirtiperty In foreign lands would also be tightened. The allowance would be com-
jlited on the basis of actual useful life of property to the corporations and on the
kaisis of the straight line accounting method rather than an accelerated method.

The lHartke approach will control the worst practices of multinational corpora-
tiins. My proposals are designed to put our domestic industry on an even footing
witli foreign competition, make domestic investment just as attractive as invest-
]f I mmt alroad and assure America of full employment with a diversified produc-
tionm base.

TIlE BALANCE OF PAYMENTS, IMPORTS AND AMERICAN JOBS

Between 19W and 1971, the total volume of United States imports Increased by
(100j percent, while over the same period, the total volume of United States ex-

ports increased lby only 120 percent. In 1971, the United States suffered a trade
ihlfiit of A2.2 billion-the first trade deficit since 1993. In 1972, the trade deficit
increased to over $6 billion. The first eight months of 1973 showed a trade deficit
,if $1.5 billion, however, the United States did show a small trade surplus for the
tital year of $1.7 billion.

Mht. much of this surplus in the trade account was due to the heavy exports of
: ric.ultural products and critical raw materials which caused severe shortages
,it hompe and brought on the rapid acceleration of inflation. The domestic price
ri,,V last year averaged 8.8 percent. It should also be pointed out that our trade
-iirlilus of $1.7 billion in 1973 quickly becomes a trade deficit of $3.8 billion if
C.I.F. figures, which Include Insurance and freight, are used rather than F.O.B.
,calculations.

I luge agricultural exports have meant hardship for the American consumer be-
cimuse of soaring prices and very little job creation as farming is a very low-labor
,.(ntent industry. Our trading policy and problems seem very similar to the de-
'elliiiilIg nations.

(ur trade surplus is a mere aberation which will soon be wiped out by the
ireased price of oil imports. Walter Levy compares rising oil import costs with
tnirh, balances and monetary holdings in his recent study, "Implications of
Exlloding World Oil Costs," For the United States, he says, "total exports are
,stinmuted at about $70 billion in 1973; total imports about $69 billion, for a net
trade surplus of $1 billion. United States oil import costs (F.O.B.) In 1973 are
v,-timaoted at some $7 billion. U.S. oil import costs could amount to $21 billion
in 1974."

"The indicated 1974 level of U.S. oil import costs represents a $14 billion
in(irrcirc over 1973. This would be equal to 20 percent of total imports last year.
An expansion in imports of this magnitude would be enough to swing the U.S.
trade balance from a surplus of $1 billion to a deficit of $13 billion. Such a deficit
-oxld exceed U.S. gold and foreign exchange holdings of $12 billion as of October,
1973"-bhardly a very sanguine forecast!

The United States faces another grave problem-the rising tide of imports.
I during the decade of the Nineteen-sixties, more than half a million jobs were
1ust to imports, many in industries where parent firms invested overseas and then
im lrted their products to supply the domestic market.

In 1973, manufactured imports amounted to $44.8 billion. This was an Increase
,,f 18'.5 percent over the previous year. In 1972, Imports were 16.6 percent of steel
salt,. in the United States, 22.8 percent of auto sales, 25 percent of women's
nlarel, 35 percent of shoes, 81 percent of phonographs, 00 percent of sewing
niatehines, and 90 percent of calculators, radios and tape recorders.

In the postware years, the United States has been the only major country
in the world whose share of world exports has decreased while Its share of
world imlrts has Increased. In the space of a mere half dozen years (1964
to 1970), the U.S, share of world exports fell by more than 11 percent while its
share of Imports rose by more than 17 percent.

This unfavorable trade balance is especially marked in manufacture--the
economic sector of most Immediate and Intimate concern to American labor. The
U.,. share of world exports of manufactured products has fallen from 27 per-
cent itn 1958, to 21 percent in 1970, to 19 percent In 1971 ; a decline of almost 30
lerent in a dozen years.

Few American-made items cqn withstand the pressure. In the 1950's, only
about 30 percent to 40 percent of the imports were comparable with U.8 prod-
ucts. Now, about three-quarters of the imports compete with U.S. Items, accord-
ing to the U.S. Department of Labor.

BEST AVAILABLE COPY



1446

In a number of industries there has been an absolute loss of jobs-fewer
workers today than a few years ago. In women's apparel alone, the number of
workers declines absolutely by more than 40,000 between 1956 and 1971. In elec-
tronlcs, there was a loss of 109,000 jobs between 1966 and 1972, according to Labor
I)epirtment figures. In shoe manufacture, jobs declined from 233,000 to about
200.00 in the past five years.

While the figures on job loss reveal part of the problem, they tend-by their
impersonality-to conceal the human dimensions of the tragedy. The people
empIloyed in labor-intensive Industries-the haridest hit-tend to be draNVwI
largely from the nation's marginal populations: black, Hispanic, poor white,
recent immigrant. To these people, the labor-intensive industry-with its open-
ings for unskilled and semiskilled labor-was the gateway to the economy. As
these plants collapse, the hopes of these people collapse.

THE I!ARTKE SOLUTION

To meet these problems of future deficits In the balance of payments and jol
loss cdue to imports, I propose a system of quantitative import restrictions. Based
on the relationship between imports and domestic production in the 1965-69
period, this measure would stabilize imports, preserve domestic industry and
keep hundreds of thousands of jobs in America. Under my plan, Imports would
continue to grow in concert with domestic production, preserving the 1965-69
base period relationship. Our trading partners would be assured of a steadily ex-
panding market while our domestic interests would be fully protected.

Other countries make sure that their own markets are secure and protected.
It is time we provided the same security for America. You have before you only
a partial list of the quantitative restrictions perpetuated on foreign products
by our trading partners. Take. for example, the case of Japan on page 3. They
have an International tax of 150 to 220 percent on imported whiskey. Compare
this with the fact that the United States, in 1972, suffered a 723.4 million dollar
trade deficit in distilled alcohol alone. That amounts to 10.6 percent of the
entire 6.8 billion U.S. trade deficit in 1972. In that year we exported a mere four
million gallons of bourbon. What happens when a fifth reaches Japan. First,
they put on the 35 percent GATT duty, then they add their landed costs (steve-
doring, freight, insurance, etc.). If this total exceeds 16 dollars per bottle, they
introduce another 220 percent duty. Below 16 dollars they add a 150 percent
tax. This brings the price of a fifth of American bourbon to 20 dollars. What
has happened in effect Is that the Japanese non-tariff barriers have done to
American spirits what Carry Nation with an ax and Bible could never have
accomplished. This is not just an isolated example, but as you can see from
this list, it Is one of hundreds of non-tariff barriers which discriminate against
American products.

Many firms and whole Industries have been lost to the sudden tide of imports
that started in the late 1960's. The personal impact of recent trade figures can be
found in high unemployment, lost pensions, and socially and economically
weakened American communities.

MULTINATIONAL CORPORATIONS

The post-war era is the age of the giant international company. Today they
do about 500 billion dollars of business annually in each other's territories, or
about one-sixth of the world's gross product. That is more than the entire gross
national product of Japan. These super-sized multinational corporations are
characterized by a global strategy of investment, production and distribution.

The multinational company is creating the outlines of a genuine global
economy. Their rate of growth Is truly phenomenal. It is double that of purely
domesatic companies. By 1975, nearly 35 percent of the Western world's non-U.S.
production will be accounted for by American subsidiaries. The book value of
direct investments by the U.S. based transnationals grew from 32 billion dollars
in 1960 to 90 billion dollars in 1971-an increase of 280 percent. In addition,
about 1.5 billion dollars a year has been added through reinvesting the profits
from foreign stibsidiarles. Foreign portfolio investment in securities is over 19
billion dollars. Together, U.S. foreign direct spending, reinvestment of profits,
and portfolio Investments amount to 120 billion dollars.
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From 1960 to 1970, plant and equipment expenditures by U.S. multinationals
rose 60 percent faster than purely domestic firmi. Responding in part to favorable
taix treatment and America's old line free trade policies, more than 8,000 sub-
hidaries of American firms have been established overseas. Following this flow

Of capital and firms Is American technology and superior know-how. Frequently
E developed at the great expense of American tax dollars, this technology fuels
economies of foreign lands at domestic expense.

Foreign direct investment by U.S. companies has been Increasing at a rate of
1.1 percent. On the basJs of present trends this figure will rise to over 20 percent
by 1980. By contrast, the GNP of the world's principal industrialized countries
will increase at between 3 and 5 percent. If a corporation's sales were to be
icquated with a nation's output of goods and services, then 54 of the world's 100
biggest money powers would be multinational corporations and only 46 would be
Et.mntries. General Motors, for example, with a yearly turnover of more than 24
billion dollars, was in 15th place on this list, just behind Spain, Sweden and
liolland and Just before Belgium, Argentina and Switzerland. Exxon and Ford
coach made more money than the GNP of Pakistan, Denmark or Austria.

I am not against bigness per se, but I am vigorously opposed to unregulated
bigness that adversely affects the United States' trading position in the world.
Multinational firms export American Jobs by the hundreds of thousands, as they
inove their operations abroad in search of cheaper labor, non-union shops and
tax holidays.

Because of the protean character of inultinationalisin, the official figures on
the amount of imports coming back into this country from U.S. multinational
corporations are necessarily a gross understatement. For instance, a Department
of Commerce figure of 1968 that sets imports from multinationals at 14 percent
id total U.S. imports, omits purchases from joint ventures, from foreign firms
with sizable American corporate investments, from overseas producers who are
,iiitractors for U.S. companies, and from plants operating under U.S. franchises,

licenses or rentals.
There is clear evidence, however, that even the strictly defined multinational

corporationss are stepping up their exports from overseas back to the United
States. A 1972 special survey of the Department of Commerce, covering 298 U.S.
multinationals shows that exports to the United States are outpacing sales to the
iinst country. Thus, between 1966 and 1970, thee overseas subsidiaries with a
60 percent rise in world sales showed only a 52.9 percent rise In the-country of
location but a whopping 129.4 percent rise in sales back to the United States.

One section of the present tariff code a'ually encourages American multi-
initionals to do their manufacturing In other countries precisely In order to bring
the finished product back Into the United States. Item 807 provides that Amer-
van firms that export components for assembly outside the United States may
then bring the finished commodity back into the United States while paying duty
only on value added. In 1967, under this provision, 114.6 million of components
wvere exported and $931.6 million of finished products imported; by 1972, the
exports had grown to $691.6 million and the imports to $3.1 billion. The multi-
nationals engaged in this operation could boast in 1972 that they had greatly
expanded d our nation's exports, but they were also responsible for the disastrous
inflow of the multi-billion dollar Imports that, the Tariff Commission concedes,
bad by 1970 cost this country more than 100,000 Jobs. (In the case of Mexico,
for example, Item 807 corporations are not allowed to sell their products in the
host country; they nllst bring them back into the United States.)

RUNAWAY MULTINATIONAL FIRMS

In industry after industry plants have folded up in the United States as multi-
national corporations simultaneously opened plants in other countries.

In the electronic trade, for instance, the Standard Kolman Company closed
its plant in Oskosh, Wisconsin, with 1,100 employees, and shifted the Jobs to
Mexico in 1970.

Emerson closed a plant of several thousand employees and set up shop in
Taiwan. Bendix deserted 600 employees in York, Pennsylvania and Long Island,
New York, to open a plant in Mexico. Warwick Electronics transferred 1,600
Jobs from Zion, Illinois, to Mexico and Japan. General Instrument recently closed
down two plants in New England although it employes 12,000 Taiwanese to
make televesion parts. RCA transferred an operation from Cincinnati (ZOOO
workers) to Belgium and Taiwan.
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One of the most painful stories, related by Paul Jennings, president of tle
International. Union of Electrical, Radio and Machine Workers, Is about an
RCA plant of 4,000 employees In Memphis, Tennessee. In 1966, Robert Sarnoff,
RCA president, boasted that this plant "was destined for a key role In the un-
folding story of RCA." The Installation was already providing meaningful
employment to people living in the ghettos of Memphis. Four years later (1970)
RCA closed down the plant.'Two thousand machinists lost their Jobs in the General Electric plant at. Utica,
New York. between 1966 and 1972 as the company phased this operation out of
the United States and into Its subsidiary it Singapore where labor works for
18 cents an hour.

In 11971, International Silver exported more than 1000 steelworkers' Jobs
from their plant in Meriden-Wallingford, Connecticut to Taiwan. The stainless
steel flatware formerly made in Connecticut is now Imported from International
Silver's affiliate in Nationalist China.

More than 19.000 shoe workers in Massachusetts lost their Jobs in the 1960's
as American Footwear Industries succumbed to cheaper imports and large con-
glomerate multinationals like Interco and Genesco which began producing shoes
in France, Belgium, England, Italy and South America. Spain alone exported
280 million dollars In shoes last year and the U.S. purchased 210 million dollars,
or three-fourths of them.

TIlE IIARTKE SOLUTION

As long as America's tax lxdicy makes it more profitable to invest abroad
than at home, plants will continue to move abroad and the foreign export
market will be increasingly supplied from foreign based plants instead of from
dolnestic-based industry. The llartko trade proposals provide dramatic new tools
for meeting this challenge. Tax advantages for investing abroad would be re-
moved so that domestic investment would be on an equal economic footing.

TIlE EXPORT OF AMERICAN TECHNOLOGY

Although most countries strictly regulate and Protect their own technology,
America has left this matter largely to the discretion of private business. Accord-
Ing to the U.S. Tariff Commission's study of multinational firms, these super-
companies dominate the development of new domestic technology. The exports
of this technology from multinational corporations outweight Imports by a factor
of more than 10 to 1. These industries have been prominent generators of high
technology exports from the United States.

One example of this practice is McDonnell-Douglas' sale of the Thor-Delta
Launch system to the Japanese. The sophisticated technology which went into
the construction of this system cost the American taxpayers millions of dollars
in research and development funds.

American taxpayers want a fair chance to reap the benefits of their tax dollars
spent on American technology. But as fast as the technology for space or elec-
tronic equipment is developed and the patent is received, that technology is often
transferred abroad with the help of U.S. tax laws.

TIE HARTKE SOLUTION

Under present law, U.S. corporations are relieved of paying taxes on ally
incoming arising from the firm's transfer of a patent or similar right to foreign
companies. This encourages U.S. firms to export their technology. The llartke
approach would repeal the tax-free treatment for U.S. companies' Incomes from
licensing and transferring patents to foreign companies.

Also, under my approach, the President would have the discretionary power
to limit the export of technology. lie could control the granting of licenses to
produce a product abroad. Specifically, the President could prohibit any holderof a U.S. l tent from producing the patented product abroad or from licensing
someone else to produce It overseas. The penalty for violating the statute or
regulations issued under it would be to make the patent unenforceable in the
united d States Courts. This would 4wrmnit other producers to make and sell the
product in the United States without paying royalties.
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CONCLUSION

We cannot ignore nor fail to correct tile growing power of these giant multi-
national concerns. They feel no allegiance to any national entity. They support
nio government on Ideological grounds. They have no qualms about Investing In
democratic or totalitarian, capitalistic or socialistic, civilian or military govern-
vwjnts as long as their profit goals can be realized.

Let me conclude with a reference to public opinion. Sentiment against multi-
nationals runs so high, that the public--by a margin of almost two to one--cur-
rintly thinks that the Federal government should discourage, rather than en-
courage, the international expansion of U.S. companies. Many more simply do
tiot buy the idea that corporate growth abroad has increased employment at
home. Seven Americans out of ten are convinced that the main reason U.S. firms
go abroad is "to take advantage of cheap foreign labor and that this costs Jobs
here."
_ Ilere are the results of a nationwide public opinion survey conducted by the
Opinion Research Corporation for businessmen. Forty-two percent of total public
opinion is strongly opposed to expansion of U.S. companies abroad. Even a
majority of the managers are opposed to expansion (37 percent opposed against
(ily 30 percent In favor of expansion). Perhaps most surprising are the results
when broken down by party preference. Even the maJrity of Republican voters
are on my side In this controversy. Republicans strongly oppose expansion 49
percent opposed to 30 percent In favor.

The Foreign Trade and Investment Act of 1973 is designed to put our industry
on an even footing with foreign competition and make domestic InvestmentJust
-is- attractive as investment abroad. By controlling predatory trade practices and
regulating the American based transnational firm, the Hartke approach to trade
policy will put America back on the path to a world of free and fair trade.

U.S.Companies Heavily Dependent c

ll IIO al ks
. , r , l Fsm Irm mie

CeWW~ (A1M) ii TIW In"$)
Standard Oil (N.J.) $8,277 50 $681.2
Mobil Oil 3,267 45 246.3
ITT 2,673 42 123.6
Texaco 2,540 40 NA
Gulf Oil 2,428 45 115.5
Standard Oil of California 1,885 45 '209.3
Caterpillar Tractor 1,118 53 NA
Occidental Petroleum 1,105 46 NA
Dow Chemical 771 40 46.4
CPC International 692 50 31.1
Colgate Palmolive 670 55 NA
National Cash Register 643 45 15.3
Englehard Minerals & Chem. 589 40 NA
American Smelting & Refining 467 65 49.0
H.J. Heinz 433 44 16.7
Pfizer 412 47 44.6
Schlumberger 341 -59 NA
Otis Elevator 301 50 8.4
Gillette 289 43 33.0
USM 203 46 9.8
Chesebrough-Pond's 111 43 8.4
Black & Decker 107 42 10.0

rn Foreign Sales & Earnings

h"
d low
52
51
35
NA
21
46
NA
NA
45
51
NA
51
NA
55
44
55
NA
35
50
98
40
50

tllm SIii,ml Pnrll:
CO. fin

Worldwide
Canada, Middle East
Europe, Latin America
Worldwide
Middle East, S. America, Canada
Middle East, Indonesia, S. America
Export sales worldwide
Middle East, S. America, Africa
Worldwide
Worldwide
Worldwide
Worldwide
Britain, Europe, Japan
Australia, Peru, Mexico
Worldwide
Britain, Europe, Latin America
France, Canada
Worldwide
Worldwide
Brtish Com., Eu ipe, Lat. America
Europe, Canada, Latin America
Exportkales



Overall, the Public Favors Curtailment of U.S. Companies'
Expansion Abroad by Almost a Two-to-One Margin.
7n your opinion, do you think the federal government should encourage the expansion of U.S.
companies abroad, or discourage their expansion?"

Encourage Foreign Expansion

Total Public 22%1

I

Discourage Foreign Expansion
I

42%
-" I

By occupation
Blue-collar

Clerical, sales
Professional, managerial

By party preference
Democrat

Independent

Republican

19%

2

30%

2'

30%

'lake no action," "No opinion" omitted.

I

I

137%o

16%

5% F_4
40

i I

147%145%
45

I."

0
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=
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U.S. TAXES PAID BY U.S.-BASED MAJOR OIL COMPANIES

Net income
before taxes Percent paid

Company (billions) In U.S. taxes

In 1972:
Exxon ................................................................ $3.700 6.5
Texaco ................................................................ 1.376 1.7
Mobil ................................................................. 1.344 1.3
Gulf ................................................................... 1.009 1.2
SoCal .................................................................. 941 2.05

In 1962-71:
Exxon ................................................................. 19.653 7.3
Texaco ................................................................ 8702 2.6
Mobil ................................................................. 6.388 6.1
Gulf ................................................................... 7.856 4.7
SoCal ................................................................. 5.186 2.7

WORLD'S 15 LARGEST MANUFACTURING CORPORATIONS RANKED BY ASSETS IN 1972

Assets Sales
Rank Company (thousands) (thousands) Rank

I Exxon ....................................................... $21,558,257 $20,309,753 2
I 2 Royal Dutch/Shell Group ...................................... 214,060,30 4
3 General Motors ............................................. 1 382 30,435, 231 1

I 4 Texaco ...................................................... 32,174 8,692, 991 10
5 Ford Motor .................................................. 11,634,0 20,194,400 3
6 IBM ........................................................ 9,532,593 7

17 Gulf Oil ..................................................... 6,243,000 12
I 8 Mobil Oil ............................................ 2 713 9,166,332 8
9 Nippon Steel ................................................ 916 5,364,332 17

10 .T.T ...................................................... 8,617,897 8,556,826 1111 British Petroleum ............................................ 8,161,413 5,711,555 15
112 Standard Oil (Calif.) ........................................ 8,04, 193 5,829, 487 14

13 General Electric .............................................. 7401,800 10,239, 500 5
14 Mitsubishi Ind ............................................... 7264,272 3,980 559 22
15 ENI ........................................................ 7 ,08,636 2,747,973 25

I Indicates one of the "Seven Sisters".

Source: Fortune Magazine, May and September, 1973.

.80-229--74-pt. 4- 27



U.S. DIRECT FOREIGN INVESTMENT AND RATES OF RETURN, 1972 AND 1971

1972

Rate of Manufac-
Total 1 2 return 3 turing

Canaa --------------------------- 25.784
Latin America ------------------------ 16,644
Europe 4 5 -- - - - - - - - - - - - - - - - - - - - - - - - - -  30,714
A frica 6 -------- ..-------------- ....... 4 , 111
Asia (without Middle East) ---------- 3.309
Middle East -------------------------- 2,053
Australaia ....---------------------- 4,368

Total (fre6 world minus United
States) ---------------------- 94,631

8.7
9.2

12.0
16.6
11.0

119.4
10.0

11,587
5, 565

17,462
605

2,043
104

2,112

13.2 39,478

1971

Rate of Rate of Rate of Manufac-
return 3 Petroleum return I Total 1 2 return 3 turing

10.0
11.8
14.6
7.3

16.0
7.7

11.1

5.311
4,267
6,992.
2,469
2, 346
1,807

887

12.7 26,399

8.5
6.9
1.7

21.3
10.2

133.9
9.8

24,105
15,789
27,740
3,836
4,857
1,661
3,939

17.2 86.198

8. 1
9.5
9.7

17.5
13.0

113.1
9.4

10,590
4,999

19, 820
611

1,748
92

1,973

11.9 35,632

Rate of
return 3 Petroleum

9.0
10.3
11.6

14.0
7.6

10.7

5.149
4.195
6.192
2.283
2,033
1,464

791

10.8 24,152 16.0 01

I Book value of all foreign direct investment at end of year (this 81 table does not report "mining
and smelting" and "other industries" separately as does Department of Commerce, but Bt does
include such investments in columns representing totals. 1972 figures are preliminary and will be
revised next year.

2 1972 data is preliminary; 1971 data differs from that published a year ago in Bt since Department
of Commerce this year reports revised 1971 data.

3 Definitions: Direct foreign investment total (dollar figures) represent year-end book values
(i.e., assets less debts or "net assets'). Rate of return (percent figures) represent net earnings (i.e
parent share of foreign subsidiary plus branch earnings) divided by book values. Net earnings of
foreign subsidiaries equal parent equity in earnings after provision for foreign income taxes, perferred
dividends, and interest payments; while net earnings of foreign branches are after foreign income

taxes but before depletion charges and U.S. taxes. n a. --Not available (i.e., either !ess than $500,000
plus or minus or combined in other accounts).

4 Sum of country figures not equal to area total since some 12 smaller West European countries
such as Austria and Portugal (all representing end-1972 book value of $1,318,000,000) are included
in total.

6 Direct investment figures for Europe do not include any investments in Eastern European (Come-
con) countries.

a Sum of country figures not equal to area total since some smaller African countries are included
in total.
Source: Business Internatoinal, Nov. 23 1973.

Rate of
return 3

7.2
12.1
Loss

8.1
126.8

8.6
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TOTAL EARNINGS AND EXPENSES OF ARAMCO
(Millions of Dollars)
9,000

8,000- Profit
SA. Income Taxes

7,000 Royalty Expense
-O perating/General Expense

6,000- .....

5,000

4,000 -
3.000 - :i):

2,000 -

1,000 - - _

1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 .1973

PROFIT PER BARREL FOR ARAMCO
$5.00

$4.001-

$3.001k

*f$i .oo F-

96 16"6 199 1
1973
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1974f
I vat.
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COMPARISON OF LIFTINGS WITH DIVIDENDS TO ARAMCO PARTNERS

1963 SOCAL
EXXON
MOBIL
TEXACO

1364 SOCAL
EXXON
TE XACO
MOCIL

1 65 SOCAL
EXXON
TEXACO
MOBIL

1966 SOCIAL
TEXACO
MOBIL
EXXON

1967 SOCAL
TEXACO
EXXON
MOBIL

1958 SOCAL
TEXACO
EXXO
MOBIL

WrOlAL

408.50

471.740
159.770

.3.,440

449.350

64.760
53 1.50
1"810

400,110
606.790
614.960
263,920

492.560
96470

280.M90-
875.410

483.320
321,020
678.0W
354.620

15.90
399,970
941,870
349.410

155
17.3
30.6

12 2
182
266

233
25 5
61.5

412
711
77.7

699
8117

120.1

G'v1O410OSJ

0937
0921
0842

0 777

0.730
0 73.3

$0662
0600
0$ 78

0.5"

$09656
0 699
O645
0.585

$0.741
0603
0 635
0 5S6

'19* SOCAL
TEXACO
EXXON
MOBIL

1970 SOCAL
TEXACO
EXXON
MOSIL

1971 SOCAL
TEXACO
EXXON
MOBIL

1972 SOCIAL
TEXACO
EXXON
MOBIL

1973 SOCAL
TEXACO
EXXON
MOBIL

* 50.38
68.1 0.610
7S.9 0.627

11&12 0.506

PUBLIC SUPPORTS THE

[From Congressional Record]

IIARTKE APPROACH To TRADE-LATEST
APRIL 1974

ROPER POLL,

Mr. H.rKE. Mr. President, I might point out that a recent poll taken by Mr.
Roper shows that-one of the most astonishing facts developed was the situation
that the American people were terribly upset about the loophole that was given
to multinational corporations and oil multinationals in particular. I ask unani-
mous consent to have printed in the Record a summary of that finding by the
Roper organization.

There being no objection, the Summary was ordered to be printed in the Record,
as follows:

ROPEB REPORTS

[Issued First of April, 1973]

LOYALTIES OF MULTINATIONALS ChALLENGED

66%, in damning indictment, say U.S. companies operating abroad put own
interests above those of U.S.

NO TAX CREDITS FOR U.S. COMPANIES ABROAD

67% think U.S. multinationals should not be allowed to deduct foreign taxes
from U.S. taxes owed. Full U.S. taxes should be paid.

PUBLIC COOLISH TOWARD FOREIGN TRADE

Only one-fifth want more foreign trade, 3 in 10 want less. Greatest resistance
to more trade among union members.

MOST WANT EXPORT-IMPORT BALANCE

65% want exports to equal imports.

566.29
914.670

1.029,350
411.140

713.490
1,006,30
1,290.910

475.100

1.099.820
1,28 400
1,458.49

541,140

1'637.140
1,U4,140
1.729,.850

630.510

2.007.M..
2.062.420
2.147.180

771.3W

eveml k I FT'

41.8
82.1

118.2

409
sa.g
99.8

17.1
326
47.6

0.0
12.5

2.?

7.0
15.4

0,651
0,622
0.504

$0563
0524
0500"
0 545

$0461
0.49J

O542
0.618

11766
0754

0331,
SI 038

1 016
1.007
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FOREIGN COMPANIES HERE?

By modest margin, public favors foreign companies operating in U.S. 50%
think government should encourage them, 39% would discourage them.

MORE JOBS FOR AMERICANS

60% say foreign firms here would mean more Jobs.
On another subject, would you like to see more trade between the United

States and foreign countries than we now have, less trade than we now have, or
about the same amount of trade we now have? More trade, 21 percent; Less trade,
30 percent; Same amount, 33 percent; and Don't know, 15 percent.

What do you think the long range goal of the United States should be when
it comes to foreign trade-to export more than we import, or to import more than
we export, or to have exports just about equal Imports? Export more, 18 percent;
liiport more, 4 percent; Have exports about equal imports, 65 percent; and
Don't know, 13 percent.

When American companies have operations in another country they usually
have to pay taxes on their profits to that country. Do you think they should be
allowed to deduct the amount of those taxes from what they are required to pay
in United States taxes, or that they should be required to pay full taxes on their
profits to the United States? Should be allowed to deduct foreign taxes, 19 per-
cent; Should pay full taxes to the U.S., 67 percent; and Don't know, 14 percent.

Consonant with other signs of a national drawing inward noted in recent sur-
veys. public sentiment is coolish toward Increased foreign trade. Three out of ten
favor less trade between the U.S. and other countries, while only two in ten want
more foreign trade. One-third would keep trade at current levels. Greatest support
for increased foreign trade Is among executives/professionals (37%), the col-
lege educated (34%), the affluent (33%), and the politically and socially active
432%) ). Greatest resistance to foreign trade is found among union members and
blue collar workers (37%), probably because they see job threats.

EXPORTS VS. IMPORT!

Two-thirds of the public think exports and imports should be in balance. How-
ever. higher than average support for an export surplus comes from the affluent
'31%), the college educated (28%), executives/professionals (27%), and the

politically and socially active (26%).

OVERSEAS COMPANIES PAY FL"L U.S. TAXES?

Perhaps influenced by recent reports on high oil company profits, and general
suspicions about U.S. companies operating abroad (see 1), two-thirds of the pub-
lic thinks that American companies operating overseas should not be allowed to
deduct foreign taxes from their U.S. tax bill, but rather pay full taxes on their
profits to the U.S. Government. Again, the affluent, the better educated, and ex-
ecutives/professional are most likely to concede the point of subtracting foreign
taxes, but even these groups favor full U.S. tax payments by two to one.

The tax credit feature of Burke-Hlartke has strong public support.

AMERICAN COMPANIES ABROAD

The legend of "the ugly American" abroad extends in many minds to the
American corporation. Two-thirds of the public believes it likely that American
companies operating abroad put their own interests above those of the United
States. This is a damning indictment indeed, and only two out of ten would
defend overseas companies from it. Most convinced that companies abroad place
corporate above national interest are Westerners (77%), political and social
activities (76%), executives/professionals (74%), the college educated (74%),
and the affluent (72%).

FOREIGN COMPANIES: AMERICAN OPERATIONS

By contrast, foreign companies should be encouraged to establish operations in
the United States, say half the public. Another two-fifths thinks such operations
should be discouraged. This is rather lukewarm acceptance, and in tune with
general lack of enthusiasm about increasing foreign trade and regulations.
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Last October the public expressed itself as against encouraging U.S. companies
to operate overseas (50% to 26%). If the public's wishes were carried out, it
would mean all multinational companies would be foreign, a conclusion not all
who answered inay have thought their way through to. Soie education on inter-
national trade seems to lie needed.

flow widespread fears are of foreign "takeovers" was not measured; but an-
other probable effect of foreign comlanies building plants here was: impact on
American Jobs. By a margin of six to one, Americans see foreign companies

-operating here as lIringing more jobs to Americans, undoubtedly the main reason
for favoring such operations.

There lI1s beeni slieculatlim to the effect that when large American companies
I.*' o operations s aliroal t hey sometimes make agreements with other countries
that are in conflict with '.S. foreign policy and not always in the best interests
(if the Inited States. Most of these( large companies have denied this, and say
they do not do anything that conflicts with U.S. foreign policy. What do you
think is likely to he true-that Anmrican companies operating abroad put their
own interests above those of the unitedd States. or that they place the interest
of th I'nited States tirst ? Put their interests above those of the U.S.. 66 percent
l'l'ice interests of ".S. first. 20 percent: and )on't know, 14 percent.

'l'hwre has been interest expJresse(d recently by some foreign companies in build-
Ing plants here in the unitedd States. For example, a German automobile (.on-
jIrny might want to lomild a plant here to make its cars here instead of making
them in Germany and shipping them here for sale. Generally speaking, do you
think it should he our government's policy to encourage foreign companies hay-
Inc: operations in the united States 'ir to discourage then? Encourage, 50 per-
cent : Discourage. 39 percent : and )on't know. 10 percent.

If more foreign companies did have operations in this country, do you think it
would menan more Jobs for Americans than there now are, or fewer jobs, or don't
you think it would have any effect on the number of jobs for Americans? More,
60 percent ; Fewer, 10 percent ; No effect, 20 percent; and Don't know, 10 percent.

TiiE PoTRO.EUM INDUSTRY-A BACKGROUND

I should like to introduce into the Record a series of articles which indicate
that in spite of the oil embargo in the Middle East and in spite of massive
expropriation, oil companies are still more than willing to Invest in the Middle
East.

[From the WashIngton Post, Jan. 3, 1974]

MIULTIBILLION-I)OLLAR TAx BENEFIT SEEN FOR BIG OIL FIRMS

(By Morton Mintz)

The big international oil companies are getting multlbillion-dollar tax breaks
as a result of the unexpected sharp increases in the price of foreign oil, a public
interest tax law firm said yesterday.

The companies pay royalties, taxes or both to Middle Eastern countries mainly,
for the privilege of extracting petroleum from state.owned lands.

In the past, sonie of the Arab countries have helped out the oil companies with
U.S. tax collectors by defining the charges as the firms desired-and they could
do s;o again, Thomas F. Field of Tax Analysts and Advocates said in a telephone
interview.I

Under Internal Revenue Service rulings dating back to the late 1940s. the
companies have been permitted to use the royalties as dlollar.for-dollar offsets
against their taxes in the United States. That is, if a firm paid $1 million In
royalties abroad it would be allowed to pay $1 million less in taxes here.

At the same time, the tax laws allow taxes paid to other countries by all cor-
porations also to be credited against American taxes.

The significance of the rulings and of the laws as they apply to the Interna-
tional oil companies increased enormously on Dec. 23, when the principal petro-
leum-producing countries in the Persian Gulf increased royalties and taxes by
$3.95 per barrel-from $3.05 to $7.

BEST AVAILABLE COPY
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The "posted" price, an artificial figure used as a basis for figuring royalties and
taxes, increased to $11.65 a barrel, compared with $3.01 before the outbreak of
hostilities with Israel in October. Production costs are about 12 cents a barrel.

The tax benefits to the oil companies cannot be precisely estimated because of
many unknowns and because their effect is complicated by other special tax
*rovisions for the oil industry, said Field, a former Treasury Department ad-

* viser-attorney in the Office of Legislative Counsel.
But he calculated that the companies in 1974 would have to pay at least 3 bil-

lion in federal taxes if the royalties and taxes paid to the oil kingdoms were to be
treated as state income taxes are treated: as deductible business expenses.

Field's calculation was made in cooperation with other former Treasury
.siecialists.

Martin Lobel, formerly an oil industry specialist for Sen. William Proxmire
1 )-Wis.), recalled that a big reason for giving the oil companies tax breaks was

that domestic exploration, development and refinery construction were supposed
to' be stimulated. But he said the reverse has happened: the stimulus has been
niuch more effective abroad than in the United States.

Now that Arab countries have embargoed shipments to the United States and
may raise prices even more, the rationale for allowing foreign tdx credits to the
oil companies operating in the Persian Gulf becomes highly questionable, Lobel
said in an interview.

The IRS, under State Department pressure, agreed in the late 1940s to treat
royalties as taxes and did so with a series of private letter rulings, tax lawyer
Field said. The argument made at the time by the companies was that royalties,
no matter what they were called, were truly taxes. A public ruling to this effect
was issued by the IRS about 20 years ago.

Field said the IRS is empowered to order a fact-finding investigation into the
extent to which the royalties are used for the same governmental purposes as
taxes. The agency Is also empowered to modify the ruling.

The IRS is technically free to cancel the ruling altogether. Such an effort
would be vulnerable to a legal attack by the oil companies on the grounds that
the ruling had acquired the force of law, Field said.

The artificial nature of "posted" prices for crude set off a clash between the IRS
a11( the American firms operating in the Persian Gulf in the 1960s, when the
agency filed a $1 billion tax lien-the largest in history-against them.

The firms were understood to include Gulf, which has a Joint venture with
British Petroleum in Kuwait, and the owners of the Arabian-American Oil Co.

iARAMCO) : Mobil, Standard of California, Standard of New Jersey (Exxon)
and Texaco.

The IRS contended the $1 billion was owed because the companies had com-
puted the oil depletion allowance, then 27 percent, on inflated "posted" prices
rather than on actual market prices.

Field told a congressional joint economic subcommittee two years ago that the
IRS settled for 50 cents on the dollar. The agency says it Is not permitted to
dis uss such negotiations involving any taxpayer.

In a related matter, Sen. Proxmire has been unable for four years to get the
IRS to act on his request that it revoke a ruling which, Field says, has benefited
only the owners of ARAMCO and BP's partner in Kuwait, Gulf.

The ruling, issued in 1956, made an exception to a 1954 regulation that pro-
hihits corporations with a subsidiary enjoying a depletion allowance to pass the
subsidiary's savings through to stockholders. The savings from the ruling are
unknown.

Proxmire in February, 1970, asked the IRS to revoke the ruling on the grounds
that it was inconsistent with the regulations. "A study has been initiated," the
agency replied in April, 1970.

In September, 1971, Proxmire asked for a status report. The study is under
"active consideration," Assistant Commissioner Harold Swartz replied two
months later. "Every effort is being made to bring the study to an early con-
clusion."

In 1972, Gulf paid the lowest rate of federal taxes on net income before taxes,
1.2 per cent. Mobil paid 1.3 per cent, Exxon 0.5, Texaco 1.7, and Standard of
California, 2.05.
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(From the Wall Street Journal, Feb. 19, 19741

OCCIDENTAL PETROLEUM To STUDY FEASIBILITY $500 MILLION LIBYA GAS-

PROCESSING PLANT

(By Barth Healey)

Occidental Petroleum Corp. is planning a feasibility study for a $500 million

natural-gas processing plant in Libya, It was learned In Tripoli.
Occidental officials in Los Angeles said the company didn't have-any plans at

present to build such a facility, but it said it was studying ways to utilize its
gas in the North African state.

The utilization is being considered even as Libya is thinking of cutting crude
oil pro(luction to prop its high auction prices-of as much as $20 a barrel.
Evidently, some earlier buyers of this crude have been having second thoughts
about the bloated price.

And the expansion planning comes, too, only a week after Libya nationalized
the remaining operations there of three U.S. oil companies.

Occidental wasn't affected by the latest take-over; it agreed to a 51% national-
Ization last year. To the contrary, only a few days earlier, Occidental had signed
a production-sharing agreement with Libya that will entitle it to search for oil
over about 11 million Libyan acres.

As learned in Tripoli, Occidental's study of a $500 million gas-processing
facility is contingent on progress in building a planned $50 million methanol
plant in Libya. This smaller plant would consume an average 50 million cubic
feet of gas a day.

Both the larger plant and the methanol facility, however, couldn't fully utilize
the enormous gas reserves that Occidental is believed to have on its Concession
103 in Libya. Gas from this field, together with gas from neighboring Concession
100 at Bu-Attifel, operated by Agip S.p.A. of Italy, Is currently being reinjected
Into oil structures below ground.

This reinjection, being done at high pressures and at considerable expense,
will permit an 80% recovery rate of crude oil from Occidental concessions, about
double the normal recovery rate in Libya, it was believed.

Under the oil-production-sharing agreement announced earlier this month, the
first exploration pact signed by Libya since the 1969 revolution. Occidental will
get 19% of any oil found, free of taxes in Libya. Libya would take the rest.

An oil lawyer outside of Occidental said the overall terms are roughly parallel
with the company's previous agreement, which gives the government 51% of all
oil produced on earlier concessions and gives the company 49%, subject to
taxation.

Occidental's current production share in Libya is about 365,000 barrels of oil
a day.

Overall, Libya's share of all production on its land has grown to about 1.3
million barrels a day from 213,500 In 1971, but much of it is subject to dispute.

Last week, for instance, the government took over the remaining Libyan por-
tions of Texaco Inc., Standord Oil Co. of California and Atlantic Richfield Co.
but the companies are expected to continue challenging, as they did when 51%
of their enterprises were taken over last year.

Libya staged an auction Dec. 19 to sell some of its newly acquired oil, and the
fuel drew huge bids. Crude oil to which the government had clear title went for
$20 a barrel. Crude under legal shadow because of contested nationalizations
went for $16 a barrel. Persian Gulf crude oil, by contrast,, carries a posted price
of $11.95 a barrel.

Since the auction, however, some of the 22 corporate buyers of the fuel have
been backing out, Libyan government and company oil executives said. The
names of the withdrawing bidders couldn't be learned, but it was believed that
some potential U.S. buyers were still interested. It was believed that other
buyers were reluctant to pay the inflated prices in light of speculation that the
Arab oil curtailment might be eased soon.

Libyan officials said they would be prepared to cut production if need be to
keep buyer interest at a high level, and so, too, the price. Unlike Saudi Arabia,
Libya is adamantly opposed to letting oil prices retreat from their recent highs.

But obviously market pressure was building for lower quotes. Kuwait, accord-
ing to an Associated Press dispatch, postponed announcing the results of Its latest
auction amid reports that the highest price offered was $9 a barrel.
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GOING TO THE SOURCE-FUEL-SHORT U.S. FIRMS ARE EYEING ARAB LANDS AS
SITES FOB FAOTORIE8

(By Urban C. Lehner)

Many U.S. corporations, unable to get enough fuel for their factories, are
planning to build factories where the fuel is-in the Mid-east.

"We decided that you have to move industry to the gas rather than the gas to
Industry," says Charles W. Robinson, president of Marcona Corp. of San Fran-
cisco. Marcona heads a consortium planning to build a $500 million steel mill in
Al Jubayl, Saudi Arabia, in partnership with the Saudi government.

Others are laying plans for production of everything from automobiles to
fertilizer in Arab lands, particularly Saudi Arabia. A U.S. government official
says that since last spring the State Department has seen 30 proposals for Joint-
venture projects in the Mideast. (The Arab governments insist that any projects
be jointly owned.)

Given the delicate political situation in the Mideast, however, few companies
are eager to discuss their plans. Walter Wriston, chairman of New York's First
National Citicorp., sloughs off inquiries about a luncheon hosted at which busi-
ness leaders reportedly discussed the topic. Kaiser Aluminum & Chemical Corp.
of Oakland, 38%-owned by Kaiser Industries Corp., responds to rumors about its
plans by saying it has looked at the possibilities "from time to time" on a "purely
exploratory" basis.

Nevertheless, talks with executives indicate it's only a matter of time before
American factories begin dotting the desert. "Everybody and his brother is racing
over trying to put a deal together," says the chairman of one large petrochemical
concern. "Now it's simply a question of finding congenial matches."

THE LURE IS OBVIOUS

For oil and gas guzzlers like the U.S. petrochemical, steel, aluminum and fertil-
izer industries, the lure is obvious -an assured supply of energy. Saudi Arabia,
for example, "flares" or burns off about two billion cubic feet of natural gas each
day. Almost all that gas could be recovered for industrial use at very low cost,
industry and government officials agree.

For the Arab countries themselves, the lure is instant industralization. Sheik
Ahmed Zaki al-Yamani, the Saudi oil minister, spread the message during his
recent U.S. tour: Saudi Arabia wants to build "substitute industries" against
the day when oil reserves are depleted or new sources of energy found.

"We want American companies to establish themselves here as our partners,"
Mr. Yamani said at one press conference. "We aren't interested In foreign capital.
We're interested in one, your technology, and two, your markets."

Businessmen are well aware that Mideast ventures may be fraught with perils.
Unpredictable Arab behavior, like the current embargo, is one risk. Distraught
anti-Arab American shareholders are another. From a strictly economic point of
view, the tiny populations of Arab countries (Iraq has only 9.7 million people;
Saudi Arabia, 7.7 million) mean small labor forces and markets. "We get lots
of risks and absolutely no guarantees," one executive says.

But businessmen also realize the risks may be necessary- if machines are to
keep running and petroleum-based products are to keep rolling off the line. One
large chemicals and fibers company, Hercules Inc. of Wilmington, says it has
no current plans for Arab ventures, but a spokesman adds: "If you look back
historically, petrochemical plants have always been built near the wellheads.
And right now, most of the wellheads are on that sandy strip between Casa-
blanca and Afghanistan."

If nothing else, foreign competition may force U.S. companies to act. A French-
Japanese steelmaking venture in Saudi Arabia was announced recently, and a
few days ago the British government sent a mission to Saudi Arabia to discuss
aiding economic development there in exchange for guaranteed oil supplies.

There is even a theory among some businessmen that-with Arab industrializa-
tion will come economic and political changes. "As the Arabs become buyers of
raw materials and sellers of finished products, they'll be enmeshed in the global
economy," says Marcona's Mr. Robinson. "That will greatly reduce the risk of
the kind of unilateral action we see today."



1460

ONE CAR FOR 117.3 PEOPLE

As a result of all this, Arab economic prospects look rosier than ever. Rodger P.
Davies. deputy assistant secretary of state, told it congressional subcommittee In
November that "the Persian Gulf has the potential in economic terms to be the
fastest growing area in the world." General Motors-Corp. says It's discussing
building an auto-assembly plant in Saudi Arabia-not for energy reasons, but
to serve what it thinks will be a growing market. A GM spokesman excitedly
rattles off statistics showing that In Saudl Arabia there Is only one passenger
car for every 117.3 people, compared with one for every 2.5 in the U.S.

Some executives contend that with low-cost Arab energy, it could be feasible
even to produce goods without indigenous Arab markets. Marcona. for example,
sees Japan as the primary market for its made-iu-Arabia steel. But Marcona's
Mr. Robinson also claims it will be able to ship semifinished steel to the West
Coast of the U.S. more cheaply than American makers can even from mills west
of the Mississippi.

As they scramble to digest the economics of Mideast ventures, some companies
are also having to relearn their ways of doing business in order to deal with
Arab counterparts. Recalls a public-relations man for a company that closed a
fentative agreement in Saudi Arabia last year: "It was during prayer time or
some religious holldy. It's a 40-hour trip over there, and the day after our people
got there the Saudis had this prayer thing and went off for two weeks. And our
people just sat there waiting for them to get back."

[Reproduced by Congressional Res arch Service , ihrnry of Congress, With Permission of
Copyright Claimant]

THE ARABIAN FANTASY

A DISSENTING VIEW OF THE OIL CRISIS

(By Christopher T. Rand)

Christopher 1'. Rand is a Middle Eastspcclalist who has worked for
,Standard Oil of California and Occidental Petroleum. He has tran~lateil
Arabio and Persian materials for the U.S. Department of Commerce, and
is now writing a book entitled Oil and the Moslem East.

The present calamity of the oil or energy crisis has become widely accepted
as an article of the popular faith. Everybody talks about the crisis as if It were
the implacable nemesis from which no man can escape, and if everybody says so
(not only the major oil companies, but also the environmentalists, the U.S. gov-
ernment, and the citizen unable to heat his house), then it must be true. What
other misfortune could possibly explain the higher prices for gasoline and the
sudden shortage of winter fuel? Does not the United States possess vast natural
resources and an incomparable genius for capital formation and technological
invention? If so. how else could it have been ensnared in the present crisis unless
through the machinations of sly and resentful Arabs?

For the past few years. the major oil companies have spent considerable sums
of money advertising a vision of the apocalypse. The October war between some
Arabs and all Israelis seemed to testify to the truth of this vision. The embargoes
placed on Arab oil shipments to the United States and the Netherlands, together
with unilateral price raises and threats of reduced production, provoked a fur-
ther outpouring of oil Industry bulletins announcing the approach of an energy
crisis akin to the millennial scourge of Huns from the Asiatic steppes. The bul-
letins have been confirmed by the proper authorities in Washington, and they
have been amplified in the hollow echo chamber of the national press.

The official broadcasts resolve into variations of what might be called the
Arabian fantasy. The editorial writers-unchallenged but not encouraged by
company spokesmen-explain that the Arab states (principally Saudi Arabia,
Kuwait, Libya, Iraq, and Iran 1), control the bulk of the world's proven oil re-

Although Iran Is nat properly an Arab country, on the reatonnble ground that IrananR
don't understand Arabic and show little intpreqt In anything Arabian. the prodncers of the
Arabian fantasy find it convenient to refer to the Middle East as a geographical and political
unity.



1461

serves, and that they have become rich beyond all reason or understanding. The
denmgogues among them entertain radical and dangerous political ideas about
the sanctity of Western economic interests, and they refuse to recover their oil
in ways convenient to the major international oil companies. In their more
mflnous moments they threaten to shut down the flow of oil unless the Western

nations accede to their demands against Israel. The Western nations must pre-
piare for the worst, and the worst undoubtedly will be expensive. Thus, the need
for rationing and higher costs to the consumer.

WHAT ENERGY CRISIS?

Although sufficient to its melodramatic purpose, the prevailing rhetoric fails
to answer a number of awkward questions, especially now that the October war
has come and gone. Few people point out that in the past year the major oil
companies have reported enormous profits, or that they have enjoyed a policy
of generous forbearance on the part of the Nixon-Administration,' or that they
appear to get along quite successfully with even the most radical of Arab gov-
,rinments. Worse, virtually nobody explains that the energy crisis is a crisis tak-

Ing place in time future rather than time present.
Even October's war was not the vengeful uprising against the West that the

American information media represented it to be. When the war broke out, the -
Arabs stopped virtually all criticism of American action or policy. Arab officials
did not claim that -American troops or pilots participated in the war, Beirut
newspapers, even while publishing photographs of bombed-out buildings in
lmascus, quoted the Lebanese premier to the effect that America hnd informed
him that it'would make the necessary efforts to ensure Lebanese security against
lsrael. King Faisal of Saudi Arabia had already upped Aramco's production by
a million barrels a (lay during the hot months of July and August, thus allowing
him to reduce production when the war began and still retain normal supply
levels for the year. The war has created a few problems with the logistics of
oil supply, but these have aggravated the American public more than they have
inconvenienced American oil companies. For the time being, the world's supply
of oil far exceeds the world's demand, and so the crisis must be discerned in a
network of theoretical lines converging at imaginary points in time future. The
oil companies therefore project a rate of Increasing demand for oil, and then
they project a rate of declining supply.$ When-these two lines intersect, pre-
sumably in the early 1980s, the actual crisis (as opposed to the abstract or hypo-
thetical crisis) will be unloosed upon an innocent and law-abiding world.

This is what the oil companies tell the public, not what they themselves know
to be the case. In the Middle East they play the part of middlemen rather than
principals, and in their various dealings, both with the Arabs and with each
other, they display the devious cunning that characterizes the dealings of middle-
men in any trade. The instability of Arab politics once frightened them (so much
money invested in such unsafe places, etc.), but after the Arab-Israeli war of
1976 and the closing of the Suez Canal they began to understand this instability
as a chronic condition much less harmful than it seemed. They found that they
could bear the cost of shipping oil around Africa Instead of through the Suez
Canal; and the construction of supertankers, as well as the hurried discovery of
new reserve in the North Sea and Prudhoe Bay, Alaska, obliged them to be-
come more independent of the Arabs. As a result of their efforts, the inventory
of the world's available fuel has been increasing rather than diminishing, even
when measured against the annual rise in the rate of the world's consumption
The inventory has become so extensive that it has become a luxury, or at best
a waste of time, for most people to worry about it.'

2 The Nixon Administration in 1973 had easwd the restrictions on the importation of
foreign oil, consented to Increases in domestic prices of gasoline and heating fuels, encour-
nged the clearing away of legal obstacles to the building of the Alaska pipeline, and argued
for the deregulation of natural gap traded in interstate commerce.

I The two ploqt often ouoted authorities on either side of the prophecy are Prof. M. A.
Adelman of MIT and Walter J. Levy, an economist often employed by the major oil com-
panies. Professor Adelman foresees a vast surplus, and Mr. Levy foresees an equally vasti'mptiness.

'The discoveries of new reserves had been exceeding the rate of co ftIption even before
the Nixon administration's generous grants to the oil and gas industry last spring. Aside
from the discoveries in Alaska and the North Sea, the oil companies also have found
-itisfyInR ouantitles of oil off the shores of Indonesia, in Ecuador and Australia, In Nigeria,
Brimel, Cabinda. and Gabon. Production has been expanding offshore Louisiana and offshore
California; onshore California, the 5 billion barrels at Elk Hills remain virtually intact.
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"The consumer should wonder why the oil companies sell gasoline wholesale

at 21 cents a gallon when it costs them only 4 cents a gallon to provide it."
Tie oil companies obviously worry about it, but their worries have to do not

so much with the supply of oil as with the cost at which they can trade it. It is
the disparity between these two concerns that gives rise to the convenient misper-
cption of the oil crisis. Anybody who hopes to make sense of the present confu-
sion must bear In mind three primary facts:

(1) There is a tremendous volume of oil in the world. (The oil companies pub-
lish deceptively con servative figures on this subject; as an example, British Petro-
lcu,. in 1971 estimated the proven world reserves at about 641 billion barrels;
figuring on an annual consumption rate of 18 billion barrels, this leaves enough for
at least thirty years.)

(2) There is a tremendous difference between the cost of producing oil and the
Price at which it sells.

(8) The inhibitions against vengeful political acts on the part of the stppliers
depend not so much on fear of military reprisals a-s they do on the implications of
farts I and 2.

Tie fact of volume is the easiest to establish. The largest reservoirs of oil In
the world are those in Saudi Arabia (at least 160 billion barrels) and those In
Iran (at least 100 billion barrels). Between them these two nations possess the
bulk of the oil in the Middle East, and dominate the entire subject of Middle East-
ern oil. They lie opposite one another across about half the length of the Persian
Gulf, but they have little in common except a mutual distrust. The majority of
people in Iran speak Persian or Turkish; they know Arabic only as a sacred lan-
gnage, and they have virtually no relations of any kind with the Arab world. The
oil reserves in both countries have been developed and exploited by two combina-
tions of Western oil companies, the combination in Iran being known as "the Con-
sortium," and the one in Saudi Arabia as "Aramco." The seven major oil compa-
nies (British Petroleum, Royal Dutch Shell, Texaco, Mobil, Exxon, Standard Oil
of California, and Gulf) take part in both combinations, and it's because of these
partnerships that they dominate the international oil trade."

Although both Saudi Arabia and Iran contribute a huge volume of oil to the
market, the oil companies choose to give much more publicity to the reserves in __
Saudi Arabia. They imply that only they could be assured of access to the Saudi
Arabian fields, then they would feel far more secure about the reserves elsewhere
in the world. As a measure of the quantity of Saudi Arabian oil, consider, for
example, the Ghawar field; roughly 155 miles long and in some places 22 miles
wide, this field still contains as much oil as has ever been consumed in the United
States.

The Iranian fields contain comparable amounts of oil, but the oil companies
prefer to underestimate their volume. The various spokesmen usually explain
that Iranian production has been declining, that it has passed its maturity,
that it never will exceed 8 million barrels a day. This may be true of the smaller
fields that have been onstream since the 1930s, but there are other fields yet to
achieve full production and a number of enormous fields, discovered in the past
decade or so, that have yet to be tapped. The largest mature fields are those of
Agha Jar and Gach Saran, which, although immense, have no more than about
forty-five wells, spaced much farther apart than wells in American fields; many
of these wells have the capacity to produce 100,000 barrels a day. Other enormous
fields recently have been brought onstream at Marun, Ahvaz, Binak, Karani, and
Bibi Hakimeh-each one of them as large as any field in the United States.
Equally large fields remain "on hold" at Mansurl, Kilur Karim, Golkhari, Ab
Teymur, and Susangerd. I

The waters of the Persian Gulf also conceal at least one immense accumula-
tion of oil, in what is known as the Fereydoon-Marjan field. The Iranians and
the Saudis share the field, but potential production in only the Iranian half of
It, at Fereydoon, has been estimated at 1 million barrels a day.4 A number of

5 Each of the five American companies owned a 7 percent share in Iran's Consortium. Al.
though Iran "nationalized" its oil production in 1973, the same companies draw the same
volume of oil from the same fields. With the exception of Gitlf, the same companies also own
the major shares of Aramco. eurrently producing about 7.5 million barrels of oil a day.
As a convolation of sorts. Gulf owns three-eighths of the Kuwait 011 Company.

* The concession to Fereydoon does not belong to the Consortium. It is shared by the
Iranian government and an "independent," Standard Oil Company of Indiana. To wonder
why Stnndard of Indiana and Arameo, on the other side of the gulf, have chosen not to
draw oil from the field is to raise the possibility of a deal. It Is conceivable that the
Aramen partners could be supplying Standard of Indiana with crude oil at cut-rate
prices In return for Standard's willingness to forestall operations In Iran.
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people in the oil business assess the reserves of the entire field at about 30 billion
barrels.

The oil companies do not like talk about increasing production in Iran because
it is more expensive than increasing production in Saudi Arabia. Before the
Tehran and Tripoli price agreements in late 1970 and early 1971, the companies
figured the per barrel profit on Saudi Arabian oil at between 50 and 53 cvnts a
barrel; in Iran the comparable figure was between 43 and 45 cents a barrel for
crude oil of the same specific gravity. The oil pumped out of the ground in Saudi
Arabia is the cheapest in the world for its volume. It costs 4.6 cents a barrel, or
one-tenth of a cent a gallon, to load into a tanker. Although Iranian wells
individually produce twice as much oil a day, it costs roughly 12 cents a barrel
to load into a tanker. The Iranian wells are more distant from water than those
in Saudi Arabia; the pipelines cross mountain ranges rather than flat sand, and
the "drive" provided by the water latent under the oil reservoirs is generally not
as great in Iran as it is in Saudi Arabia.

Which probably explains why the oil companies prefer to turn the conversation
to the wonders of Saudi Arabia. They say that only in Saudi Arabia can prodle-
tion be raised to 20 million barrels a day, and then they go on to develop the,
terrible fantasy about King Faisal suddenly deciding to quit the business if he
doesn't find his customers congenial.

But Faisal continues to raise production whenever he can do so, and the
fantasy omits a simple calculation In arithmetic. If, for instance, the oil compa-
nies hold their offtake in Iran to 8 million barrels a day and at the same time
increase their offtake in Saudi Arabia to 20 million barrels a day, they will save
about 8 cents a barrel on every barrel produced in Saudi Arabia instead of in
Iran. Divided by two for tax purposes, and multiplied by 12 million barrels a
day by 365 days in the year, the oil companies achieve an annual saving of $165
million. This is precisely what they are In business to do.

It is'this kind of calculation that illuminates the difference between the oil-
company definition of a crisis and the connotations ordinarily attributed to the
same word by people who buy gas or heating fuel. The companies define crisis
not in terms of available resources but, rather, in terms of when those resources
can be delivered, in what quantities, and at what cost. The illusion of crisis helps
them to exact further concessions from alarmed politicians in Washington. If
the crisis can be presented as a national emergency, then how can the patriotic
Senator refuse to grant hurried permits for drilling off the Atlantic coast, for
alleviating pollution controls, for whatever might hasten the delivery of energy
to a suffering electorate?

By the early 1950s, the oil companies and the oil-producing nations had estab-
lished a protected market that has now begun to collapse. Twenty-five years ago
the oil companies clearly understood that their dealings with the volatile rulers
of the Middle East (or, indeed, with the rulers of any oil-producing state, such
as Mexico or Venezuela) could easily deteriorate into bitter disputes. They
accepted the Middle East's traditional aversion to the West, and they assumed
that Arabs could be extremely difficult people with whom to bargain; they fur-
ther assumed that this unpleasantness sooner or later was bound to make itself
manifest, no matter what the pretext. The companies, therefore, hoped to limit
all negotiations to matters having nothing to do with politics. They chose to wall
themselves off from the communities in which they operated, and they kept them-
selves aloof from the social or political concerns that threatened to provoke
unseemly incidents. With this strategy in mind, the oil companies con'lined their
discussions to relatively small fiscal points vtithin a narrowly legalistic context.
Oil negotiations In the Middle East over the past twenty years thus became a
continuous debate over such points as royalty expensing, acceleration of tax
payments, gravity allowances, rates of depreciation, port and customs duties,
marketing allowances, and allowances for the devaluation of foreign currencies.
An entire chapter of the recent history could be written on the question as to
whether forty-degree Zakum oil should be taxed at the same rate as thirty-seven-
degree Umm Shalf oil. These questions often involved millions-of dollars, but
they rarely touched on social or political events taking place beyond the com-
pounds of the oil installations.

In return for this convenience, the Middle Eastern governments received
munificent royalties, also known as -'economic rents," computed on the basis of
the difference between the cost of producing oil and the price at which it could
be sold. The companies could afford to pay these rents because, by paying large
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sums of money to Middle Eastern governments, they could run their operations
in Europe and the United States at a low rate of profit, or even at an apparent
loss. They could also avoid paying taxes to the United States government. The
companies Insisted on only one condition: that the Middle Eastern countries refer
to these payments as "taxes" rather than as "royalties." Before World War II,
and in most places until about 1950 or 1951, the Middle Eastern governments
earned a royalty of from 12 to 18 cents a barrel. The rulers were content with
this arrangement until they discovered that their oil sold for at least six times
that price on the world market. By the middle 1950s, various political figures in
the Arab world began to understand that oil-company executives were easily
frightened, and so they began talking, or, preferably, screaming about the shabby
terms of their concessions. They raised public and impassioned complaints when-
ever possible, and by so doing they threatened to wreck the industry policy of
nonengagement. Their harangues gradually induced the companies to pay higher
rates of royalty, and they became the beneficiaries of one of the weirdest prac-
tices in the annals of international commerce.

This practice accounts for the Inflated and fictitious price at which Middle
Eastern oil sells on the world market. The fictitious price has been in effect since
lerore World War II, when the center of gravity in the petroleum export trade
was to be found in the Gulf of Mexico rather than in the Persian Gulf. The trade
shifted eastwo!rd in the late 1940s with the first development of prolific fields in
Kuwait, Saudi Arabia, and southern Iraq. In those days, the major exporting
companies controlled even more of the trade than they do now, and they sold
almost exclusively to themselves and to each other, in both Europe and the
United States. They could set the price largely as they pleased, but for reasons
of convenience they agreed to set it on the basis of the old rates that had pre-
vailed in the Gulf of Mexico. This was (lone even though the new and abundant
oil in the Persian Gulf cost far less than the fixed price at which the companies
agreed to trade it to each other. The barrel of oil shipped from Saudi Arabia
might cost 4.0 cents to load into a tanker at Ras Tanura, but it would be priced
in Europe as if it were the most expensive barrel of the same kind of oil deliv-
ered from Texas. Other "costs" (depletion, depreciation, and amortization)
would le added to the company's actual expenses of 4.6 cents to provide further
tax deductions.

The posted price was considered extravagant In 1950, but by 1960 it had become
so remote from market conditions that the companies with interests in the
Persian Gulf tried to lower it. This decision proved calamitous. By trying to
bring the price of oil into line with what it would bring from a customer willing
to buty it (an American fuel-oil dealer, for instance, or the government of Ceylon,
or an Italian petrochemical firm), the oil companies set off the enraged outcries
of their necessary partners in the Middle East. The Arabs and the Iranians had
been receiving revenue calculated on the basis of the posted price, and they re-
fused to let it drop. In-their rage and anxiety they formed the Organization of
Petroleum Exporting Countries, and this combination has since become the bane
of the oil companies. The first agreements within OPEC stopped the downward
trend in. prices and thereby introduced a principle that has yet to be publicly
questioned by any of the major oil companies: the tax-reference price on Persian
Gulf oil (or on any other oil produced by the members of OPEC) can never drop.
The corollary to that principle states that revenues paid to the governments in
the Middle East can only rise.

It was the weakness of the oil companies that brought about the organization
of OPEC. First the companies tried to lower the old price; then they couldn't
agree on a line of bargaining with the Arabs. And yet it is precisely these people
who attribute an almost godlike omnipotence to OPEC.. The oil companies at
least share similar political interests, and they have far more in common with
one another than do the several factions within OPEC. The assignment of
magical force to OPEC also presents a major contradiction within the structure
of the Arabian fantasy so widely proclaimed in the American press. The emo-
lionel aspect of that fantasy portrays the Arabs as childish, petulant, and treach-
erous, but the analytical aspect of the fantasy shows them as idealistic, fearless,
and beyond corruption. The historical evidence suggests that OPEC will col-
lapse for the same reason that the oil-company front collapsed.

The system of flctitlow prices worked so well for twenty years that it gave the
Middle E.qstern governments great, and constantly Increasing, sums of money.
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C contrary to popular misconception, much of this money found its way into the
hocal economy, and wherever it has been present (most notably in Saudi Arabia
and Iran) it has strengthened the society. The exorbitant sums of money pre-
sented few difficulties as long as the system remained intact, as long as there
remained an oligopoly of oil supply.

It was not just an oligopoly of companies but also of system. The companies
had no more freedom within the system than did the oil-producing states. They
did not dare allow a drop in the posted price (or, to use the preferred euphemism,
the tax rate) because they knew that if they did so the Arab states would
promptly seize their holdings. The supposedly dreadful consequences of such a
d a terrified a generation of oil executives. But now this doom has comwt to pass,
and, 1o and behold, it isn't as dreadful as everybody had foretold. The compa-
nies have given up larger and larger shares of their concessions, but these proved
to be nothing more than pieces of paper assigning them the right to produce the
,il that they now can buy from the same producing states under nearly the same
conditions as before. The Middle Eastern states have realized the old dream of
c, strolling their own production. In Iran this so-called "nationalization"; other
countries refer to it as "participation," but, even though the politicians have
Lweeni satisfied, the oil still must be sold to somebody. The oil companies them-
selves don't much care where the oil comes from, or who owns it, or at what
loint along the stream it changes nationality.!

The apostles of crisis predict that the Arabs will ignore the laws of free enter-
prise and choose to sell their oil to nobody. Presumably they will do so because
they already have all the money they require, and in the desert countries (Libya,
Kuwait, Saudi Arabia) the small population makes no loud demands for social
improvements. Thus the rulers can afford to leave the oil in the ground, waiting
for a desperate industrialized world to comply with their political demands or
to hid the price of oil to the bankrupting levels of $8 a barrel. The rulers then
will take advantage of the inflated prices, and in a few years they will destroy
the international monetary system and bring about the devaluation of every-
body else's currency.

The trouble with this argument, as with most theoretical arguments dependent
on imaginary lines converging in abstraction, is that it takes little account of
the moderate behavior shown by the Arabs in the aftermath of war. It assumes
that the West will do nothing to protect its own interests, that everybody will
stand around placidly watching the projections become political realities. Which
is, of course, nonsense. Either the oil companies will arrive at a profitable detente
with the Middle East (less profitable than in the old days, perhaps, but still
satisfactory), or they will suddenly discover that alternate sources of oil and
energy were far more accessible than heretofore had been imagined.

"The illusion of crisis helps the oil companies to exact concessions from Wash-
ington. How can the patriotic Senator refuse to grant permits for drilling off
the Atlantic coast?"

The October war reinforces this observation. It does not seer as though the
war violated legitimate American aims in the Middle East at all; in fact, it has
probably contributed to a detente. An American official sympathetic to the Arab
cause but aware of the political power of the Zionist cause In U.S. might shrewdly
have confided as follows to a friendly Arab diplomat: if the Arabs threaten
Europe with an oil embargo-and thus threaten NATO and American strategic
interests-the American government would have no choice but to go before its
public and demand a more evenhanded American policy toward the Arabs.
American strategic Interests would of course be even more jeopardized by Soviet
adventurism in the Middle East. The threat of embargo would, at the very
least, force the American government to aid in the restitution of Arab lands
occupied by the Israelis in 1967. Americans might also feel constrained to do
something about the Palestinian diaspora. All in exchange for an Arab-Israeli
peace treaty, to be sure. The Zionists would not like it, but they would have

T This is an Important aspect of the oil trade, and It explains the reluctance of Standard
of Indiana to develop the field at Fereydoon. The lack of owned crude oil may not be a
serious liability for a major oil company. Mobil, for instance, has been buying may be
150.000 barrels a day from Standard of California, one of Its partners in Aramco, at wNat
is called "eighth-way price," i.e., a price one-eighth of the way between the tax-paid
cost of the oil and its posted price. This represents a markup of perhaps 8 or 9 cents a barrel.
Why should Standard of Indiana go the trouble and expense of developing a field like
Fereydoon if it can arrange a comparable deal with a partner In Arameo or the Consortium?
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little choice but to accept it. After all, they seem to have as few friends left
as Taiwan, and the Arabs are getting stronger. The Arab leaders would not like
to make peace with Israel, but they could afford to do so if they could show
that they had forced America to shift its policy somewhat in their favor: no
Arab who might oppose them could say that they had done more than these
moderate leaders had done to restore lost Arab honor. And the conservative oil
states would brandish the oil weapon just a bit to gain immunity from radical
anti-Western Arab opinion.

NEW MYTHS FOR OLD

The careful welding of the oil weapon-specifically, the process of "nationali-
zation"-has gradually shifted the politics of oil negotiation in the Middle East.
If the producing nations no longer possess the great threat of expropriation (do
what we say, or we will seize your holdings), then they will have lost their most
effective advantage. As they become wholesale dealers instead of privileged con-
cessionaires, they will find themselves forced to compete in what will begin to
resemble a free market. The oil companies still will own 75 percent of the re-
fineries in the non-Communist markets, as well as most of the port facilities,
and so they will continue, albeit less directly, to determine price and regulate
production in the International oil trade.

The Middle Eastern countries will also find themselves more concerned about
the stability of Western economics. Earlier this year, for instance, Saudi
Arabia agreed to buy 25 percent of Aramco for a price of about $1 billion. By
so doing, it becomes a major partner in the combination of Western oil com-
panies, and to some extent it will come to share similar interests. As the Middle
Eastern governments acquire larger percentages in Western companies, they
probably will Invest their assets in Western banks and multinational corpora-
tions-not because they want to do so, but because they will lack sensible options.

All this will take time to come to pass, but as It does the specter of an oil crisis
will gradually diminish and fade. The specter will then be replaced by that of
the refinery crisis. Suddenly no one will be talking about the lack of crude oil or
the vindictive politics of the Arabs; instead, everybody will be saying that oil is
plentiful but means nothing unless it can be refined into useful products, and that
the environmental demands placed on these products (low sulphur content, etc.)
require a new generation of refineries that will be extremely expensive to con-
struct. This, In turn, will lead to the elaboration of another myth.

The major American oil companies have neglected to build refineries over the
past few years because there hasn't as yet ben enough profit in the enterprise. In
order to justify the expense of building a refinery, the oil companies require the
long-term assurance of crude oil supplied at low prices. Refinery construction is
expensive: a fair-size plant might cost about $100 million. The big companies
have this kind of money. Standard Oil of California, for instance, added $120
million to its cash reserves in 1972, but it allocated none of this money to con-
structing new refineries in the United States. Until the Nixon Administration re-
laxed the quotas last spring, the long-term importing of crude oil was restricted,
and so the companies had little crude as collateral with which to secure new
refinery construction financing. At this moment, it costs well over $2 a barrel to
bring Saudi oil into an American port (as opposed to a net production cost of
75 cents for a barrel of American oil), and so the energy crisis continues to be
thought of as low crude-oil supplies rather than high oil cost.

When the tax-paid cost of Middle Eastern crude drops, the rush to build re-
fineries in America will be on. As soon as that occurs, the last vestiges of popular
illusions about the energy crisis will have disappeared. All the participants in
the drama will remain as they were, but in a clearer light.,

The independent oil man, the marginal, will be even more threatened and in-
secure than he hias always been and may vanish altogether. The consumer will
continue to pay more and more for the services it has always been very much
worth the companies' while to provide him with an: way. The consumer had bet-
ter get busy learning about prices and wondering why the oil companies sell
gasoline wholesale at 21 cents a gallon when it cost them only 4 cents a gallon
on the average to provide it. He had better start investigating pipeline and pro-
duction costs, too, and had better find out what it costs the companies to get oil
into the top end of the trans-Alaska pipeline and how much they will sell it for
at the bottom end when It is finally built. The latest gasoline price hikes are an
ominous harbinger of things to come.
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The American government will continue to make the same mistake as the con-
stuner: our Congressmen and Senators will continue to worry about supply and
ignore cost. And the companies? They ore not deeply concerned about Saudi
Arabia, Iran, or the Middle East. They know the limitations of the Arab oil
weapon, and are profoundly concerned about protecting their immense assets and
safeguarding the accessibility of their assets. If money in the Middle East no
longer comes easily to the oil companies, they will be happy to keep looking for
it elsewhere. They recognize that it is good enough to have ridden the Arab
carousel for more than a generation.

U.S. 1973 BALANCE-OF-TRADE FIGURES

The 1973 figures for the U.S. balance of trade show a slight surplus, but the,
basic balance is headed for the red in 1974.

[From the New York Times, Mar. 28, 1974]

SURPLUS IN U.S. TstADE SHRINKS BUT EXPORTS AGAIN EXCEEDED IMPORTS.
IN FEBRUARY

WASHINGTON, March 27-The United States trade surplus diminished again
- in February as higher oil prices more than offset some decline in the volume of

oil imported, the Commerce Department reported today.
The surplus of exports over imports last month was $213.1-million, down from

$643.8-million in January and $869.6-million in December. On the newly reported
"C.I.F." basis of valuing imports-with insurance and freight costs added to
the cost of the import itself-there was a trade deficit of $297-million last month..

IMPORTS SHOW GAIN

Both exports and imports were at record levels in February, and there was no
sign of an end to the extraordinary export boom that has lasted for more than a
yeat. At $7.61-billion, exports were up 7 per cent from January.

But imports grew even more last month. Of the increase of $925.2-million, or.
14 per cent, about $300-million was attributable to oil. Total imports in February
were $7.39-billion.

The total value of imports of petroleum and petroleum products has risen from
$758.7-million in October to $1.53-billion in February, or almost exactly double.

In the same period the volume imported fell from 211.4 million barrels in.
October to 164.2 million barrels in February, chiefly because of the Arab oil em-

_bargo.....
Secretary of Commerce Frederick B. Dent has said that last year's trade sur-

pIus may turn into a deficit this year because of the oil price problem.

MEANY STRESSES U.S. NEEDS

WASHINGTON, March 27 (AP)-The president of the A.F.L.-C.I.O., George.
MAeany, told the Senate Finance Committee today that the United States needed
a trade policy that would put United States interests above all others.

Ile described the House-passed trade reform bill, generally supported by the
Nixon Administration, as totally obsolete and urged the committee to abandon it
in favor of a bill that would reflect the realities of today's world.

Mr. Meany said the United States was already in a recession even while "the
American people are the victims of a rampant inflation which in part has been
brought on by this Administration's misapplication of present foreign trade and
investment policies."

"The achievement of the $1.7-billion 1973 trade surplus, about which the Ad-
ministration is so boastful, came at the expense of the consumer," the labor
leader asserted.

"Much of the gain in the trade accounts was the result of heavy exports of
farm goods and critical raw materials. And it was exports of these commodities.
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which caused sharp domestic shortages and broughton the rapid acceleration of
inflation," he added.

Mr. Meany said the American trade surplus last year is a dangerous illusion
since imports continue-to flood the United States market, wiping out jobs and
industries.

1But the most disturbing aspect, he said, is that America is exporting sophisti.
cated technology that is used abroad to create jobs to maufacture products that
will compete with American goods.

Mr. Meany said Congress should repeal some of the tax breaks that provide
incentives for multinational corporations to do business outside the United
States. lie said United States corporate profits from foreign operations were
taxed last year at an effective rate of five per cent.

[From the Wall Street Journal, Mar. 21, 19741

U.S. HAD SURPLUS IN '73 PAYMZ.NTS, FIRST IN 14 YEARs

WASIIINGTON-Aided by more black ink in the fourth quarter, the U.S. in
1973 registered the first yearly surplus in its "basic" balance of payments since
it started collecting the figures In 1960.

The $1.21 billion surplus reported by the Commerce Department is a vast im-
provenient from 1972's $9.84 billion deficit in this key statistic and illustrates
how swiftly a turnaround has occurred in the nation's financial accounts with
the rest of the world.

Government analysts yesterday warned that a big splash back into the red
could occur just as swiftly this year, however. This well could happen, these
a inlysts say, if the U.S. doesn't gain trade-off concessions from major oil-
,xpiorting countries for the large supplies of expensive crude oil expected to be

shipped here now that the Arab embargo has been lifted. Unless these exporters
are encouraged to invest a good portion of their U.S.-generated oil receipts in
American goods and services, this country's payments position will deteriorate
rapidly, the analysts say.
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The surplus in the basic payments position contrasts with deficits reported ear-
lier using two other measures of the payments balance. On the "official reserve
tri actions" basis, the U.S. recorded a $5.29 billion deficit last year, and on the
"iet liquidity" measure, a $7.79 billion deficit was registered.

But the basic balance figure is considered by many analysts to be the best
guide for determining the trend in U.S. international payments because short-
term capital flows, which can often be quite volatile, aren't included in it.

The basic balance reflects trade, government grants, long-term corporate in-
vv,<tments and a few other key ingredients. The official-reserves basis, on the
other hand, mainly measures dollars accumulated by foreign central banks
through exchange-market operations. And the "net liquidity" measurement counts
nearly all the net flow of dollars to or from foreigners in private as well as
gl,,-ernmental transactions.

The $24 million fourth quarter surplus in the basic balance was much smaller
than tile $2.55 billion surplus of the third quarter, which was the first quarterly
-,.ilrus since 1969. A $1.56 billion deficit was posted in the 1972 final quarter.

The surplus last quarter was trimmed primarily by a $1.73 billion deficit in
ln-g-term private capital flows, which offset big gains in the merchandise trade
,aa:nce and the U.S. "services" account, N%'hich covers such things as travel and

tuuri.llm. The capital deficit reflected a rise in U.S. direct investment abroad, rA

decline in foreign direct investments here and an increased net outflow in other
net long-term private capital transactions, the Commerce Department said.

The fourth quarter merchandise trade balance was a $1.36 billion surplus, up
fr,,m a $612 million surplus in the third quarter. The "services" account showed
a surpus of $2.61 billion, up from a $1.54 billion surplus in the previous quarter.

[From the Journal of Commerce, Mar. 14, 1974]

U.S. PLANS CLOSE WATCH ON JAPA.N Expor DRIVE

(By A. E. Cullison)

Toxyo.-It is considered by the United States Department of Commerce that
it is too early to determine whether the latest Japanese export drive might
cause another very serious imbalance for America in trading with Japan this
year, but Washington definitely will be watching the situation extremely care-
fully over the next few weeks and months.

This was revealed today by U.S. Undersecretary of Commerce John K. Tabor
in a meeting with newsmen in the American Embassy in Tokyo. Mr. Tabor told
the press the U.S. definitely did not want another huge trade deficit with the
Japanese.

"The United States is indeed most encouraged," he said, by the results of the
year 1973 In which the deficit balance of the U.S. in its trade with Japan was
reduced from an annual total of $4.2 billion to $1.3 billion."

lie explained that this improvement in the situation "involves much greater
access to the Japanese market for American exporters." The undersecretary
added that while the Commerce Department is encouraged, "nevertheless the
$1.3 billion is still a big deficit and we want very much to see a continuation of
the direction and the momentum of the past year."

ARRIVED MONDAY

Mr. Tabor arrived in Japan on Monday and is expected to leave for Taiwan
tomorrow to attend the official opening of another American trade center. His
stay in the Japanese capital coincided with a prediction by leading trading
hn.is executives and manufacturers that Japan's current export drive in 1974
will bring the nation's exports this year to something between $50 billion and
$52 billion.

These figures are considerably higher than the official estimates released
earlier by the Ministry of International Trade and Industry (MITI). The gov-
irlmiont's official expectation is that the nation's exports will total no more than
$4,R billion for the year.

"With close consultation with our friends in Japan," the Commerce under-
secretary said, "we hope that the overall problems both In trade and fiscal affairs
and security matters will always proceed on a multilateral basis and in the
spirit of cooperation rather than in the spirit of autarchy or go it alone or beg-
ger thy neighbor spirit."
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He told the press Washington hoped that the U.S. could avoid a repetition of
the experiences of 1971 and 1972 when the Japanese pushed their exports to
the American market to the extent that a $4.2 billion annual surplus was built
up for Japan.

BASIC REACTION CITED

Speaking of the problems of such a surplus, the Commerce undersecretary
commented: "The basic Washington reaction is that so long as the necessary
effort by the Japanese to continue to export is consistent with the principles of
techniques which were used in 1973, namely that there was an equal receptivity
to the exports from America into Japan of both consumers goods, investment
opportunities and capital goods sales, that this does not raise any great concern
in America."

He explained that, based upon his conversations while he has been in Japan
this trip, he does not expect to see such a deficit developing for the U.S.

"It Is too early to say, and I think to a large degree It will depend upon the
degree to which American imports are received here and this includes a reten-
tion of the diminished barriers that now exist and, as we have earlier indicated, a
further reduction of bairiers," Mr. Tabor said.

Ie admitted it is quite possible the trade figure for both countries can be a
healthy one. But he added that Washington will watch the situation with great
interest In the months to come.

Mr. Tabor emphasized that "it is possible that a figure which will be healthy
from the American viewpoint can be urged and we will be watching closely over
the weeks and months ahead to assure that."

MONEY SHIFTS CITED

Speaking of the recent up-and down changes in the relative values of the
Japanese yen and the American dollar, the Commerce undersecretary told the
newsmen that the Nixon Administration does not want to see the yen decline too
much in value because of the trading position edge this might well give Japan
in the U.S. market.

"It has been an essential part of United States policy since President Nixon's,
I think, very old and realistic policy of devaluing the dollar, not to have it arti-
ficially support any of our competitors in the export field," he commented.
"Therefore, the present floating arrangement of both the dollar and the yen is,
I think, in the best interest of realistic trade policies."

Mr. Tabor declined to say what the proper exchange rate for the-dollar should
be in terms of the Japanese currency, but he suggested that the general range of
the present time is realistic. The yen-dollar rate is around 280 yen to the Ameri-
can dollar.

CONCERN ovER YEN VALUE

He said he delivered the *** Japanese might have some concern If the rate of
the yen decreases in the sense that it goes over 300 or 302 yen to the dollar because
it could create the possibility of the kind of competitive devaluation that the U.S.
does not think is In the best interest of all trading countries.

"We think such competitive devaluations are not a healthy development," he
said. "We think that perhaps the Japanese would recognize this could expose
them to an unhealthy situation," Mr. Tabor added.

Although he avoided commenting on the point, it was explained to the U.S.
undersecretary of Commerce that only recently a prominent Japanese trading
house had predicted a deficit for the U.S. in trading with Japan this year of $3.8
billion, he did warn that there has to be reciprocal opportunities for America
to export to Japan and to enjoy investment opportunities in Japan.

(From the Wall Street Journal, 'Mar. 28, 1974]

TRADE SURPLUS SLASHED IN MONTH BY OIL IMPORTS

U.S. BLAMES JUMP OF 22 PERCENT IN COSTS OF PETROLEUM FOR PLUNGE
IN FEBRUARY

WASHINOTON.-The nation's soaring oil-import bill bit deeply into the U.S
trade surplus in February, helping shrink it to a third of the January leveL
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Exports outran imports by a seasonally adjusted $213.1 million last month, the
Commerce Department said, as overall imports paced by increasingly costly oil,
surged 14% from January. The February trade surplus was much slimmer
than the adjusted $643.8 million black-ink showing in January, but a vast
improvement over the $411.6 million deficit in February 1973.

The February report demonstrated how the monthly surpluses that the U.S.
has had since mid-1973 are increasingly vulnerable to the rising cost of petroleum.
The volume of oil imports dropped about 4% last month, but their value Jumped
22%, reflecting the spectacular price boosts of recent months.

RENEWAL OF 8HIPMENTS

Renewal of shipments of high-priced Arab oil to the U.S., following the recent
lifting of the six-month embargo, is sure to accelerate the rise-In the nation's
oil import bill and imperil its trade surplus. The surging oil bill is the main factor
leiind Nixon administration predictions that the trade balance will swing into
the red'during the year and may show a deficit for all 1974 after last year's
surplus of $1.68 billion.

The department said U.S. exports rose 7% in February to an adjusted $7.61
billion from January's $7.11 billion, and were a hefty 50% above the year-earlier
level of $5.07 billion.

Commerce Secretary Frederick Dent said the February export advance was
broadly based. The largest single factor, he said, was a surge in shipments of
commercial aircraft. Agriculture exports "were mixed," he said, with a sizable
gain in soybean shipments partly offset by declines in rice, wheat and corn
exports.

The "major element" in the 14% climb in Imports, Mr. Dent said, was the
higher cost of foreign oil. Detailed figures issued by the department showed
imports of petroleum and related products totaled 164.2 million barrels, down
4.4% from January. But the value of these products rose to $1.51 billion, up
22% from $1.22 billion in January.

IMPORTANT FACTORS

"Although U.S. foreign trade has been consistently in surplus since last July,"
Mr. Dent said in a statement, "it is clear that the volume and price of petroleum
imports will be Important factors in the balance of trade this year." He didn't
make any new forecast for the U.S. trade balance for 1974, but he indicated
earlier be expects a deficit about as large as last year's surplus.

For the first two months of 1974, the U.S. had a cumulative surplus of $856.9
million, compared with a deficit of $700.7 million in the 1978 period.

The department said the U.S. trade account was in deficit by-$297 million in
February when calculated on the basis- used by most other nations, compared
with a $165.4 million surplus on that basis In January. The dual bookkeeping
on trade figures was started in January to provide one set of figures comparable
to those of other nations.

UNITED STATES-WEST GERMAN TRADE COMPARISONS

Our administration asserts that our labor costs are too high. That despite two
dollar devaluations, our increased labor costs have driven us right out of the
international marketplace. They assert that this is the reason why we are great
exporters of agricultural products (a low labor intensive industry) and cannot
be very large exporters of manufactured goods.

I should like to submit for the record these various newspaper accounts of the
German wage earner. He makes more than his American counterpart, yet the
Germans are still very well able to increase their exports of manufactured goods.
The West German balance of payments is soaring into surpluses despite the fact
that they have to import most of their petroleum.

There seems to be a blatant contradiction in what the administration is telling
us on this particular matter.
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[From the Washington Post, Oct. 14, 1973]

WEST GERMAN PAY RATES SOAR

(By David Haworth)
Pay rates in Western Germany-are equal to-and in some industries even

exceed-salaries paid in the United States, which until now has always been
the world's highest-paying nation.

According to a study published here by a management consultant firm, a Ger-
man marketing executive in an engineering company gets an average of $32,200 .
year compared with his U.S. counterpart who will receive an annual $29,540. A
manufacturing manager in Germany this year is getting an average of nearly
$2,000 more than he would in America, and the finance manager will get an
extra $400 above his U.S. opposite number's income.

Although these differences are not large, they indicate a new trend. The study
also points out that the recent variations in the exchange rate caused a fur-
ther increase of some 20 percent in the German pay levels in relation to those
in the U.S. since the Inquiry's figures were completed earlier in the year.

The survey concludes that French pay levels are not far behind the German
ones, averaging at the moment some $2,000 a year less for comparable executive
jobs, but rapidly closing the gap. In contrast, Britain and Ireland, the two
worst-paying countries in the nine-member Common Market, seem to have little
prospect of catching up with their more dynamic partners.

Working hours have gone up in Germany, however. though they have dropped
in all other European Economic Community countries. The report shows up one
oddity. German executives insist on having an "elegant office" and this is their
most commonly expected bonus. In the U.S. a paid-up club membership, a com-
pany car and an entertainment allowance are the most valued job bonuses.

It is better to retire In France, Italy or Luxembourg, the report says, but
France and Belgium give the best social security handouts to families. Italy is
at the bottom of the ranking for per capita-wealth.

Bonuses and other cash payments-are shown to be an important part of West
German and U.S. salary structures, but virtually none is given in Britain.
Special types of remuneration, such as representational fees, extra holiday
and subsidized housing are less in the U.S. than elsewhere. They are most
numerous in Japan.

Despite America's slipping position in the salary league, the report points
out that the country still has by far the highest gross national product of any
other nation in the world: $1.15 trillion last year. The survey cites Japan as
the second leading economic entity, with a GNP of about $274 billion followed
by West Germany with an estimated $258 billion.

The combined GNP of the nine European Economic Community countries is
rapidly approaching that of the U.S., last year reaching some $824 billion.

[From the Washington Post, Sept. 2, 19731

TlE RELATIVE WEALTH OF NATIONS

West Germany has now equalled the United States i- national wealth per
person. It happened last Thursday. The exchange rate of the dollar, sinking
steadily on the Frankfurt exchange, hit the point at which the German level
in marks is worth as much as the American in dollars. On Friday the dollar
sank a bit more and left the Germans, technically at least, just a bit richer
than we.

This new fact is going to change the way that Americans look at the world
and at themselves. It may strengthen the current disinclination to carry the
burdens of world leadership. It will probably stiffen this country's economic
negotiations with other countries. It will certainly set off a long slightly defensive
debate on the defects and omissions of the conventional methods of measuring
wealth. But there is no doubt about the message that those conventional methods
currently convey.

To the extent that national wealth can be reduced to a single figure, it is
Gross National Product. GNP is, as the textbooks say, the grand total of all
the goods and services sold for money in a country. In the United Statis,
GNP per capita for 1973 will probably be about $6,100.

k '
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Sweden overtook the American figure earlier in the dollar's long slide down-
ward. Sweden's GNP per capita this year, at current exchange rates, is over
$t;500. But Sweden's population, a little over 8 million, is less than half of
California's alone. West Germany, with Its 62 million people and its rising
political position, is another matter.

In West Germany the GNP per capita this year, at last weekend's exchange
rate, translates to roughly $6200. The Deutschemark traded at 8.21 to the dollar
at the beginning of this year. By last Thursday It was down to 2.48 and, on
.'rday, fell to 2.43.

These figures are, obviously, only a rough approximation of a reality that
cannot be entirely reduced to statistics. While Germany has reached 102 per
cent of the American level, the same calculations show France around 84 per
c,,,t, a disparity that may reflect the mysteries of the international exchange
rates more than any substantial difference In real wealth between those
countries.

Britain, on the other hand, Is still at about the same position In relation
to us that it has occupied for many years. A decade ago it stood at about half
the American level, and there it stands today. It has the lowest growth rate
of any of the niajor industrial powers. and the price of the British iund, in
dollars, has remained comparatively stable.

The other extreme is, inevitably, the case of Japan. In 1900 It had a GNP
per capita that was one-sixth of the American level. Currently it is almost two-
thirds of the American level. If the trends of recent years are maintained,
according to Isaiah Frank of Johns Hopkins University, the Japanese will
equal us, per capita, by about 1980.

These comparisons are based on currency exchange rates, which means that
they are based-Inainly on the value of goods traded in world commerce. But the
goods traded across borders are only a small part of any country's GNP. The
prices of services can vary sharply from one country to another. So do housing
and real estate.

GROSS NATIONAL PRODUCT PER CAPITA

[As percentage of U.S. level]

1960 1965 1970 Current

Sweden ............................................ 69 74 79 108
West Germany ...................................... 48 55 63 102
Canada ............................................ 66 67 73 85
France ............................................. 47 57 60 84
Japan ....................-- ........................ 16 25 39 62
Britain ............................................. 49 51 45 51

Sometimes economists try to compare purchasing power from one country to
another, by constructing and pricing a hypothetical market basket of all the
things that a typical family buys. But here the statistics run into an altogether
differentt kind of questions-the questions that one experienced economist,
Lawrence B. Krause of the Brookings Institution, calls the philosophical Issues.
Whose market basket shall we use? The typical American family's, reflecting
American culture and tastes? A German basket? A Japanese basket? Housing is
vastly more expensive in Japan than here, for example, but most services are a
good deal cheaper. I

Using any basket, the American dollar now buys more In the United States
than its Deutschemark equivalent can buy in Germany. In other words, the
international value of the mark somewhat overstates its current purchasing
power at home. Even though wealth per capita is equal in the two countries,
the average American still lives more comfortably than his German counterpart.

The GNP figures are anything but exact in reflecting standards of living.
Americans, for example, regard leisure as an important item in the standard of
living. But, as Krause points out, the Japanese put much less value on it. The
five day work week has been standard here since World War 1I, but the Japane.5e
still generally work five and a half days. Leisure does not show up in the GNP
accounts since it is, in effect, the labor that people choose not to sell.
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But the Jbpanese do not live as well as the raw GNP figures might suggest
because, among other reasons, they are a nation of savers. Their savings rate
is, by the measure of any other country, phenomenally high.

Americans, to take another example, put a higher value on education than
most other countries do. Although we are now equally wealthy, the proportion
of yoing people pursuing higher education is almost four times as high in this
country as In Germany. With its vigorous drives to discourage high school stu-
dents from dropping out, the United States is making a full 12 years of education
the normal niinminum. In Germany, most youngsters still leave school and go
to work at the age of 15, after nine years of education.

We now appear to be coming into a time in which a good many of the industrial
countries will be clustered around the sane general level of wealth per person,
with the numerical differences depending heavily on the various statistical
methods by which wealth is. measured. The more interesting disparities will lie
in tie ilnlividual ways that these countries choose to spend their similar incomes.

Americans are accustomed, of course, to being by far the richest nation in the
world. The assurance of wealth, and the highest standard of living in human
experience, are woven through the American psychology. As Americans slowly
realize that other nations have worked their way up to our economic level
American attitudes will doubtless change In some incalculable-degree. Political
concepts seem to be lagging about a decade behind economic realities. This shift
in the distribution of the world's industrial wealth was going on at great speed
through the 1960s, but the fixed values of currencies veiled it until the devalua-
tions, revaluations and floats of this year.

In 1970 the top three nations, in rank of wealth per person, were the United
States and, at a considerable distance behind, Sweden and Canada. Today the
order is Sweden, West Germany, the United States, and the rest of the field
-closing up fast.

This article indicates that both West Germany and Japan are building up an
unprecedented drive in orde to earn more foreign exchange to buy oil. (Japan
must Import virtually 100 percent of its oil.)

The article follows:

(From the Washington Post, Mar. 31, 1974]

GLOBAL OIL AUSTERITY?

(By Hobart Rower)

The end of the Arab oil embargo still leaves the industrial world with a terrible
dilemma and the poor countries facing a disaster of unmanageable proportions.

Although it has become fashionable in banking circles to suggest that financial
gimmicks of one sort or another can "solve" the problem, it is important for the
public to keep in mind that loans and investments-while great for the banking
bu.iness-solve neither the difficulty of growing trade deficits nor the loss of
lurehasing power due to the higher price of oil.

There are two facts that should be remembered when anyone tells you that
tihe energy crisis is over because the Arab oil embargo has been lifted:

First, despite some easing in the auction price for oil in the Persian Gulf, the
"mainstream" of supplies, as oil consultant Walter Levy points out, still ranges
upward of $7 a barrel, compared to $3 as recently as October 1973, $1.25 in 1971
ami 90 cents before that. Thus, the world oil bill for 1974 Is something like $65 to
$75 illlon higher than last year's.

Moreover, the secretary general of the Organization of Petroleum Exporting
Countries, Dr. Abderramman Khene, forecast on Wednesday that the cartel
will boost prices after the current freeze expires In July. Oil prices are "artifi-
cially low," Dr. Khene alleges. The OPEC governments, watching the rate of
inflation around the world climb, are talking of a "take" in taxes and royalties
that will yield them about $12 a barrel Instead of the present average of $7.50.

Second, as George W. Ball cautions, the end of the embargo "must still be re-
garded as provisional-for the embargo cannon will continue to be loaded and
ready for firing until the Arab-Israeli dispute is finally settled which--even if
we are lucky-is not likely to occur for another two to three years."
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So, even with the oil embargo lifted, the oil problem remains. For the less.
developed countries which last year had a combined trade deficit of $11 billion,
the staggering oil price increase means-that they will wind up with a deficit of
$20 to $25 billion in 1974.

For the industrial nations, as West German central banker Otmar Emminger
pointed out here the other day, the situation varies. But even the supposedly
wealthy United States faces an Arab oil "tax" which will cut consumer purchas-
ing power by perhaps $15 billion this year. And if prices go up, the situation will
be worse.

Europe and Japan are feeling pressure to boost exports to earn more foreign
exchange. Former Commerce Secretary Peter Peterson, now head of Lehman
Brothers, says that this "may wipe out the advantage the United States increas-
ingly enjoyed during 1973 from an under value dollar and restore roughly the
same conditions that existed prior to Aug. 15, 1971, when American goods en-
countered serious problems of price competition in world markets."

Emniminger, it should be said, thinks that the major nations will not engage in a
cutthroat competition for export markets typified by exchange-rate wars or
"beggar-thy-neighbor' 'policies.

But Japan-which must import virtually 100 per cent of its oil-already has
indicated that it will junk the plans once made to improve the standard of living
at home and return to the old emphasis of an export economy to improve its for-
eign exchange earnings. That can only mean a return to the bitter fights among
Japanese, American and European manufacturers to obtain and secure outlets
for their goods.

Where does all of this leave us? First of all, we must ignore the advice of
such as Roy Ash, head of the Office of Management and Budget, that all alloca-
tion controls should be dropped once imports reach last August's levels. That
would be stupid and short-sighted. We must accept as reality that the Arab oil
weapon has not been discarded, only temporarily suspended.

ECONOMIO IMPACT
Second, we have to make Project Independence believable, rather than some-

thing-as Peterson says-"which currently suffers from a credibility gap."
The United States government, if it truly believes that price is the real problem,

can bring pressure on the Arab monopolists only by setting specific production
schedules and goals for oil shale, tar sands, offshore oil, solar energy, and so on,
that will diminish our dependence on Arab oil.

If we yield to the temptation suggested by Ash to believe that the-energy
crisis is over, all necessary efforts to achieve major conservation in the use of
oil will go down the drain.

IN A NEW analysis called "Implications ot World Oil Attelty" which is
gaining wide attention in Washington circles [Levy comes to the conclusion that
there must be a substantial cut in world oil consumption until the latter part of
the 1970s, with the burden of reduced production falling on Saudi Arabia, Kuwait
and Abu Dhabi.]

Those are the countries in the cartel which are under the least pressure to
generate increased revenue and also the ones least able--because of their small
populations--to absorb added goods and services from the Western World in
exchange for their oil.

Whether these countries would agree to reduce output while Iran, Iraq and
others are expanding is an unanswered question. [But high-11 prices unquestion-
ably will force some kind of austerity in oil consumption on the West.]

Economic Council Chairman Herbert Stein, in a thoughtful speech on Project
Independence, said this past week that "we will find it prudent to hold oil im-
ports to a lower level than a free market would bring about and to try to avoid
an increase in the import share of our energy supply."

This is necessary not only because we no longer can afford all of the oil we
would like to use, but because the cartel has demonstrated it is an unreliable
source.

This will require some new disciplines. It means smaller and m6re economical
cars--by legislative order if necessary-and a conservation program to cut energy
wastage of the same order of urgency that once was the accepted ethic in
wartime.
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[ From tii Journnil of Commerce, Feb. 28, 1974]

DTESPITE I'ROBL F S-'FST GERMANY BOOSTs EXPORTS 32 PERCENT IN JANUARY

BONN-The West German export machine achieved an impressive foreign
trode surplus in January (of 3,600 million d-marks, according to provisional figures
released by the Delprtment of Statistics on Monday. This near-record figure
resulted in a current account stirlpus of 2,100 million d-marks up from DM1300
million in l)ecember and compared with a sinall deficit In January 1973 of DM
,.( million.

J'heexport figures seem to defy a period of worldwide economic uncertainty,
and even, to soine oh,;erver., the laws of economic themselves.

INCREASE OF 32 PERCENT

comparedd with the previous January, German Industry achieved a 32 per cent
increase in exli)rts to 17,518 million d-mnrks against an increase of imports
(if 19 per ceit to 13,940I million di-marks. Between December and January both
imil'irts and exports rose 10 per cent.

'r'wse figures tell (f the pace of business in Germany at present, and also
demonstrate how Germany's export performance has been able to more than offset
the rise In price (of imported raw materials. In the year to )ecember 1975 the
.average price of Imports rose -14 per cent and that of exports only 4 per cent.
Businessmen agree with the point made in the last monthly report of the Bundes.
liank-that Cermany's strong export performance is due to its industry's ability
to predict deliveries exactly and reliably even in the middle of such traumas as
the Arab oil embargo.

l)EFICrr_ IN SERVICES

The difference between the latest trade surplus and the current account surplus
resulted from a defleit in services of 50 million d-marks and one of 1,000 million
d.marks in the transactions balance. The foreign exchange markets reacted
witiut nch excitement to the news, partly because the figures had been widely
ipredited in currency trading circles and partly because political events in
Britlin and elsewhere in Europe rather overshadowed them. The deutsche mark
firmedi slightly.

On March 1 the deutsche mark was showing a weighted up valuation against
the rest of the worhl of 14 per cent since the end of 1972. At the beginning of this
year the equivalent figure was 10 per cent.

The trade figures further support the contention of the latest IFO survey
that the worst of West German industry's winter gloom has passed. The country's
fears now concern not so much the level of business activity as the level of
inflation. With wage settlements of between 10 and 20 per cent threatening to
become the norm there have been calls from various quarters for wage and price
controls. So far the Economics Minister Hans Friederichs has firmly turned
llown the idea.

[From the Wall Street Journal, Mar. 27. 1974]

REiORT OF RECORD BONN TRADE SURPLUS Nips MODEST RECOVERY OF DOLLAR
ABROAD

The U.S. dollar attempted a modest recovery on international currency markets
yesterday but was hit by press leaks that West Germanyhad a record monthly
trade surplus in February.

For the same month, Britain reported a record deficit, but sterling rose nearly
a cent against the dollar despite It. News of Britain's stern budget came too late
to effect the market much, though late dealings appeared influenced by the
ant uncement that Britain was floating a $2.5 billion dollar loan in Europe-
the biggest ever in the Eurodollar market-and had boosted to $3 billion from $2
billion Its swap line with the U.S. Federal Reserve System.

With the focus of attention back on currencies, the gold price retreated $4.50, to
$172.25 an ounce, at London's afternoon fixing.
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WEST GERMAN FIGURES

West Germany isn't due to report Its February trade figures-until Friday, but
(;,,rmian sources confirmed a newspaper's report that the surplus of exports over
jinports reached a record equivalent to about $1.85 billion, up from $1.42 billion
ill January and $763.9 million in February 1972. The previous monthly record
wANt $1.56 billion in October 1973.

ltuniors of a record trade surplus had fueled the mark's gains against the
d ,iHar on exchange markets in recent days. The latest news revived speculation
tl:.tt the mark would be untied from six smaller European currencies and float
fr.dy upward.

Sources in Bonn's economics ministry played down such talk, and emphasized
thw trade surplus had to be viewed in the context of the nation's overall balance
41f payments. But Paul Lichtenberg, chairman of Germany's big Commerzbank,
ftir(.ast that the country probably would be the only industrial nation in thew,,rld to produce a payments surplus in 1974.

SLIGHT NET GAIN
(li the day, the dollar strengthened to 2.5475 marks around midday, making

1ii, some of Monday's losses that carried it down to 2.5373 marks. Then, as newsgif the trade surplus circulated, the dollar fell to 2.5395 for only a slight netga ii.
Sterling benefited more from the dollar's weakness against the mark than fromit. ,,wn strength, foreign exchange dealers In London said. It drifted downwardto a round $2.3600 in morning trading, then Jumped to $2.3720 in later activity,

fr,'ii $2.3030 late Monday.
'Thie British government reported Britain had a record $1.02 billion trade deficit

in February, after adJustmehts for seasonal variations. January's deficit was
$1Ws, .l million.

Analysts said the cost of oil undoubtedly played a key role In the deficit. Themi, try's recent three.day workweek also curbed exports. Imports, too, werehiglier because home production was unable to supply demand.

ANNUAL PACE

The analysts didn't think the indicated $12 billion annual-rate deficit would
cilt inue at that pace through the full year. For one thing, the return to normalworking conditions would aid exports and reduce the need to Import. But
economists still are forecasting a deficit of at least $8 billion.

I coveringg this deficit was a major task of the budget that the new Labor Party
government unveiled yesterday. In his budget speech, Denis Healey, chancellor
of the exchequer, announced that Britain had secured a $2.5 billion loan in the
international marketplace and had boosted its swap line of reciprocal credit
facilities with the U.S. Federal Reserve System by 50%, to $3 billion.

']lije Increase brings the U.S. system's swap network with 14 central banks andtle Bank for International Settlements to $19.98 billion. The swap network isusel by central banks to intervene in foreign-exchange markets to alleviateitiarket pressure on a currency. A swap provides a renewable, short-term
exchange by a central bank of its own currency for the currency of another
(. ,it ral bank.

The 10-year Eurodollar loan was being arranged through a consortium of
British banks, a Bank of England spokesman said. He Pr: the interest rate
w,,aid float, but he didn't give details. The loan exceeds thl,, ,, billion borrow.
inig that France recently announced, amid much criticism, though British
Ofhicils weren't among the critics.

TECHNICAL MOVES
Ill a series of more technical moves to bolster sterling, Mr. Healey also

announced changes in Britain's exchange-control regulations. Their aim Is toem'iorage the financing of British direct Investment abroad with borrowed
foreign currency and to require more of the proceeds of the sale of investments
of all kinds to pass through the official foreign exchange market.

Britain has a separate foreign exchange market for "investment dollars,"
which currently cost some 41% more than dollars purchased In the official
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market. Its main function is to deter investments outside the sterling area, but
it can also provide a handsome profit when foreign investments are sold, as most
of the proceeds so obtained can pass through the investment-dollar market to
produce 41% more pounds than would be obtainable in the official market.

Foreign exchange dealers said sterling should be boosted by these changes, as
they require more dollars to be sold in the official market.

DOLLAR EASES IN TOKYO

In other exchange markets, the dollar rose to 3.0015 Swiss francs from 2.9945
and to 4.7786 French francs from 4.7700.

In Tokyo, the dollar continued easing, to 275.15 yen Tuesday from 270.26
the day before.

According to Morgan Guaranty Trust Co., the dollar's strength yesterday
narrowed its do facto devaluation to 7.40% from the rates set in December 1971
against 14 currencies, adjusted for their significance to U.S. trade. The rate
had whlened to as much as 7.46% on Monday from 5.84% a week before.

In Washington, Treasury Secretary George Shultz told newsmen that he be-
lieved the dollar has dropped so low of late that it's currently undervalued on
international markets.

Mr. ShlItz said he expects the value of the dollar to rebound a bit and then
maintain a "center of gravity for a while around its level at the time of the
second devaluation" on Feb. 12, 1973, that would be equivalent to about a 5.83%
devaluation from the December 1971 rate.

The Treasury Secretary said he couldn't cite any specific reason for the
swift drop In the dollar's value recently but he noted there has been "a great
dpal of uncertainty" over financial flows resulting from the explosive rise In oil
prices during the past year.

[From the Journal of Commerce, May 30, 1974]

GERMAN REsERvES SEEN PLENTIFUL

BONN-The vast hoard of foreign exchange reserves held by the central bank
insures the West German economy against any difficulties meeting its interna-
tionol payments obligation, even if foreign credits to German corporations and
banks were suddenly withdrawn and the current account component In the bal-
ance of payments should take a turn for the worse under the impact of high
oil prices.

This confident conclusion emerges from the Bundesbank's analysis of the West
German balance of payments for 1973 published here today March 19, in its
latest monthly report.

The figures show that West German foreign exchange reserves rose In 197T
by I)M26.4 billion to reach a record high of DM90.5 billion at the end of last
year. The dollar holdings worth DM65.6 billion or some $24.5 billion at the cur-
rent market exchange rate accounted for nearly three-fourths of the total re-
serves.

GOLD COMPONENTS

The gold components added to DM1.4 billion calculated on the $42.22 per ounce
basis.

"Thoe gold holdings valued at the current market price, of the metal represent
therefore significant hidden reserve," emphasizes the Bundesbank.

On the other hand the report points out that gold and foreign exchange reserves
in the Bundesbank coffers represent by far the largest share of all West German
cln ims against foreign debtors.

The short-term foreign liabilities of German corporations and banks added at
the end of 1973 to an estimated DM80 billion and even though foreign claims of
banks and corporations were at DM60 billion, also considerable, they were pri-
marily generated by export business and therefore less "liquid'? by nature.

THREE SUDDEN TIhRUSTS

The Bundesbank report points out that the swelling of foreign exchange re-
serves in 1973 was a result of three distinctive and sudden thrusts. The first cam&
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at the heights of the dollar crisis when the Bundesbank had to absorb someoDM24
billion worth of dollars (gross) in support of dollar-deutsche mark parity.

Roughly DM7 billion in foreign currencies were accumulated In June and July
as a result of support operations required to sustain the parity of currencies
within the Euro-float bloc.

And finally the monetary disorders in September and the Bundesbank's inter-
vention primarily to prop up the sagging French franc swelled the foreign ex-
change reserves by another DM5 billion (gross).

Subsequently, a steady outflow of foreign reserves has been recorded, but its
magnitude, adding to only a fraction of earlier inflows, was relatively modest.

on balance, a net of DM26.4 billion worth of foreign exchange was accumulated
in the source of the year.

however, the devaluation of the dollar in February and the appropriate ad-.
ju.tinent in the DM value of dollars held, had reduced the net addition to the
Bundesbank reserves in 1973 to "only" DM16.1 billion.

The drastic increase in oil prices in fall of 1973 and at the beginning of 1974
have had only marginal impact on the West German balance of payments in
1973. But it is evident that the surpluses in the current account as posted in 1973
are a question of the past, states the report.

The Bundesbank estimates that in 1974 imports of crude oil and refined
petroleum products will require expenditures of some DM32 billion or about DM17
billion more thsa last year, given no additional increase in oil prices and no sig-
nificant change in the international value of the deutsche mark.

"Assuming a reasonable expansion of German export business and an un-
avoidable increase in export prices, the current account this year should be about
balanced," forecasts the Bundesbank.

(From the Journal of Commerce, Mar. 1, 1974]

WEST GERMANY IS SEEN HEADED FOB HFALTHY PAYMENTS SURPLUS

(By Jess Lukomskl)

BONN-Despite the sharply higher costs of imported energy supplies, West
,Germany expects to maintain a healthy balance of payments surplus because of
the reduced remittances of foreign workers' earnings, the opening of new export
markets in the Middle East, and the possible inflow of Arab oil funds.

With the vast funds accumulating in Arab hands seeking safe long term place-
ment opportunities in hard currencies, a heavy long term capital inflow into
Germany is bound to be generated. Thus the German basic balance of payments
which last year was DM10.2 billion, according to preliminary Bundesbank
figures, will most likely show also a surplus position this year.

Dr. Walter Hesselbach, top executive of the Bank fur Germeinwirtschaft AG in
Frankfurt, discards the balance of payments worries as an "absurd hysteria"
generated by very "shortsighted consideration."

The oil crisis which is seen here now as primarily a problem of prices and not of
supplies "opens new trade opportunities for German exporters", points out the
German Middle East Association, urging German producers of capital equip-
ment, which is the backbone of German export business, to seek markets in the
.M1iddle East and North African countries. They account for about two thirds of
the additional $70 billion estimated to swell the foreign exchange reserves of oil
nations this year alone.

ARAB MARKETS

And indeed West German industry can provide first rate equipment and high
,quality technology for the industrial development projects that the Arab oil
producing countries want with equal if not greater facility than Great Btitain or
France.

The Bonn Government responding to the wishes of Iran and Saudi Arabia has
assumed a very active role in providing German concerns with appropriate legal
framework of industrial cooperation treaties that will facilitate Industry's in-
volvement in many specific projects already in planning.

Bonn's Economic Minister Hans Friderichs, pointing out that the economic
growth "is no more determined solely by the capital and labor factors but by the
availability of various raw materials," is urging German businessmen to seek
new forms of cooperation with the raw materials producing countries.
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Mr. Friderichs hhinelf "is determined to visit in the near future," several,
Iatin American and African countries "to prepare the political ground" for such
cooperation. At the same time the Bonn Government is encouraging German
industry to pursue actively the policy of cooperation with the Arab oil producing
nations In form of joint ventures, be it in their lands, in West Germany, or in third
countries.

Tiis new "foreign economic relations philosophy" which Bonn Is still evolving
Is evidenced in the well advanced negotiatlons with Iran on a score of industrial
projects Including construction of world's largest oil refinery there.

If need be, Bonn, which heretofore has been rather reluctant to peddle its.
we:ipons for oil will hardly resist such deals-if Reza Pehlievi, the Shah of
l'ersia, .4iould decide that his army must be equipped with German tanks.

TAKING OVER

The Bonn Government, overriding tlhe objections of the High Cartel Authority,
has already acquired the majority of the equity capital in the German Gelsen.
bierg oil company for the purpose of merging all German oil interests In one coim-
pany thus providing an instrument designed "to facilitate the cooperation with
tle oil pr(luving countries."

Bonn's new philosolphy of foreign economic relations should also provide a
handy vehicle for state subsidized credits to East bloc countries-primarily Po.
land and the Soviet Union, with whom the deals for supplies of electric power,
natural gas, and other raw materials such as pelletized iron ore, In'payment for
delivery of conventional power plants, atomic power plants, direct reduction steel
works, chemical plants are snagged only by the issue of financing.

The Soviet Union is the number one customer of the West German machine
tools industry absorbing 13.4 percent of total German exports in this branch
worth about DM3 billion or nearly two-thirds of its total output.

The entire West German mechanical engineering industry with 1973 foreign
sales exceeding half of Its total output of some DM70-billion must rely on export
biusiness even more heavily in 1974 than last year to maintain its overall output
at the last year's level.

For the propensity to invest at home has weakened visibly and the Industry's
outlays for capital plant equipment are expected to just about reach the last
year's magnitude when they were DM98 billion for gains of 5.6 percent and a
percent reckoned in current and constant prices.

This means that in real terms the industry's expenditure on plant equipment
will fall short of last year's performance.

The forecast for building construction including housing Is even more gloomy.
Already last year the investments in this sector at DM131 billion though 0.5 per-
cent higher nominally were 0.1 percent under the previous year's level.

However, the Bonn Government has already initialed an emergency progrdin
to stimulate the sagging economy through an injection of DM600 million in addi-
tional spending for improvement of infrastructure and federal construction pro-
grains in the structurally weak regions of the country.

The producers of construction machines are bound to benefit also from such
assistance.

German machine manufacturers argue that if the French monetary policy "de-
signed to export unemployment" are not followed by other countries and the
Inflation of labor cost at home is kept at a reasonable rate their export chances
are fair.

OOMPEITION STIFFER

The impact of oil prices on balances of payments in a number of countries is
bound to stiffen further international competition. But the repercussion of the
energy shortage are expected to be manageable in most of the industrialized
countries which absorb about two-thirds of German machines exports. The set
backs on the British market will be most likely more than compensated on other
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inarkets which the British producers will have to give up because of their in-
alility to supply the products in demand.

The de facto devaluation of the French franc appears not as serious as origi-
nally anticipated. Although France absorbs 14 per cent of German mechanical
engineeri-ng exports and supplies 19 per cent of all German imports of machines
the competitive advantage of the de facto devaluation of the franc is now ex-
pected to be rather marginal and of very brief duration.

On the other hand the global efforts to force the development of alternative
energy sources, particularly in the United States, ere expected to provide addi-
tional export opportunities in several sectors of machine construction.

Also, West German steel industry does not exclude the possibility that the in-
tensified exploration for oil and accelerated construction of natural gas and oil
pipelines could provide a potent export stimulus fot its products.

For the German chemical industry which with its 1973 exports of some DM20
billion and imports of DM13.5 billion counts among the country's best earners of
foreign exchange the situation is less rosy. In 1973 with an export gain of 22 per
cent German chemical producers have sold one third of their output abroad.
And this high export share is a vital precondition for technologically efficient
an(d economic plant units since the domestic market even at times of boom is too
small to absorb the output of optimum size facilities.

FEEDSTOCK SHORTAGE

The chemical industry has felt already the shortage of petrochemical feed-
stocks and continued difficulties in procuring required raw materials could im-
pair seriously its ability to meet the foreign demand for its products.

Major chemical producers have been forced to cut their deliveries of synthetic
fibers and plastics by as much as one fourth of contracted quantities and had to
idle some of their plants which could not be run efficiently because of feedstock
shortage.

The potent increase in prices of oil based chemicals has been so far less of a
problem since all major foreign competitors have been equally affected by hor-
rendous increase in the cost of petrochemical feedstocks.

The German electrical engineering industry whose growth in the second half of
1973 was almost exclusively generated by export business "will have to rely also
In 1974 for a strong showing on the export markets to keep up its overall sales."
Whether the anticipated 9 per cent real gain in export business will suffice to
provide such stimulus remains to be seen.

Certainly Siemens AG., West Germany's biggest electrical engineering concern
which closed its business year ending Sept. 30, 1973 with 2 per cent increase ini
total sales but 12.1 per cent gain in its foreign business, is optimistic about export
chances.

As of Dec. 31, 1973 Siemens had an order backlog of DI14.5 billion or equiva-
lent to 10 months output capacities. And about half of the orders on books were
for export. In the last quarter of 1973 Siemens' foreign orders increased by 9
per cent to DM2.3 billion while domestic orders advanced by only 2 per cent.

The plans for accelerated construction of power plants fueled by coal and
atomic energy both in Germany and abroad are bound to open new opportunities
for German electrical engineering industry.

The major victim of the oil crisis, the resulting high gasoline prices, and meas-
ures to conserve the oil fuels appear to be the German automobile industry
lplagued by a steep drop In domestic demand and expectations of declining export
Niinesses in 1974.

Last year with 2.35 million vehicles sold abroad or 7 per cent more than in
1972 exports accounted for 59 percent of total German car output of 3.95 million
iuits or 3.5 per cent more than a year before.

This year's sales expectations on European markets are estimated with con.
shlerable restraint while high hopes are placed on the U.S. business. Those hope's
however could be frustrated if the demands of American labor unions for re-
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stricting car imports are met by the administration or if excessive wage demands
at home will push the price of German made cars beyond competition with the
domestic sub compact models and other foreign imports primarily Japanese.

ADJUSTMENT ASSISTANCE

One of my major concerns is that the adjustment assistance provisions of the
1962 Trade Expansion Act have not worked well-too little assistance to too
few.

I also think that adjustment assistance is the wrong approach to trade and the
imbalances it causes in our domestic employment structure. Quotas, in my opin.
ion, if applied appropriately would solve the problem before it became a problem.
Assistance is just another word for welfare and our working men and women
want Jobs, not welfare.

givenn this position, I am also concerned that so few were helped by the provi-
sins of the 1962 act. The proposals in the President's trade bill now before
Congress are essentially unchanged from those of 1962.

The following is a letter I wrote to Secretary of Labor Brennan asking
him just how much assistance had been provided. His reply is also printed along
with an article by Dominic Sorrentino which gives figures for the whole fiscal
period from 1963 to 1973. This article is reprinted from the Monthly Labor Re-
view, volume.97, January 1974.

U.S. SENATE,
- COMMITTEE ON VETERANs' AFFAIRS,

Walhington, D.C., March 13, 1974.
H1-0n. PETER J. BRENNAN,
,ccrcrtary. Department of Labor,
Washington, D.C.

)EAR SECRETARY BRENX.N-ANX: I understand from the recently published Annual
Report of the United States Tariff Commission, that in fiscal year 1973, the
missionssin voted in the affirmative in eight complete cases and part of three
other cases, under Section 301(c) (2), "worker" investigation of the Trade Ex-
lansion Act of 1962. These cases are as follows: (from pages 8-11 of the Annual
Report) Tariff Commission Report numbers 510, 511, 512, 519, 533, 545, 553, 561,
,562, 575, and 585.

According to the Trade Expansion Act, if the Tariff Commission Is affirmative,
the Secretary of Labor may certify the group of workers involved as eligible for
adjustment assistance. My question to you Is how many of these eleven cases did
you recommend for assistance and what was the extent of this assistance? Did
these cases involve individuals or groups of workers? How much will this ad-
justment-assistance cost?

There were also eight other cases where the Commission's finding was neither
affirmative nor negative (numbers 502, 524, 528, 532, 544, 547, 559, and 588). In
all of these cases, even though the Commission was equally divided, the Report
makes reference to the fact that the Labor Department certified eligibility to
apply for adjustment assistance. Did you recommend assistance in any of these
cases?. If so, how much? Again, were individuals or groups involved?

Your prompt attention to this request would be greatly appreciated. Should
there ihe any questions, please contact Craig Hudson of my staff at 225-4814.

Sincerely, VANCE HARTKE,

U.S. Senator.
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0.8. Dru'mx or LDoR,
OFFIz OF THE SECRWARY

Apr4l 18, 1974.
Hon VA CE HArrn,
U.S. Senate,
lWashngton, D.C.

DEAR StrTon0 HAxrxz: In your letter of March 18, 1974, you referred to eleven
trade adjustment assistance worker cases under the Trade Expansion Act of 1962
in which the Tariff Commission's findings were affirmative in whole or In part, and
eight cases in which the Commission's findings were neither affirmative nor nega-
tive. You asked, pursuant to those findings, in how many cases did the Depart-
ment of Labor recommend assistance, what was the extent of the assistance, were
individuals or groups of workers involved, and how much will the assistance
cost.

The types of assistance available to workers under the Act Include weekly trade
readjustment allowances training programs; testing, counseling and job place-
ment services; and relocation allowances.

Trade adjustment assistance worker cases normally begin as a consequence of
a petition filed by or on behalf of a group of workers. Pursuant to an affirmative
ruling by the Tariff Commission or a Presidential authoAzation, the Department
of Labor may issue a certification which specifies the adversely affected group of
workers that may apply for adjustment assistance benefits. Following a Depart-
ment of Labor certification, members of the group specified In the certification
may apply to theft local State Employment Security office for Individual deter-
minations of eligibility for benefits. The State agencies also deliver trade adjust-
ment assistance benefits to eligible workers.

In all of the eleven cases in which the Commission m-ade an affirmative finding
of injury In fiscal year 1973, the groups of workers, about 6,300 workers In all,
were certified as eligible to apply for adjustment assistance by the Department
of Labor. As of January 1, 1974, the cost of providing trade readjustment allow-
ances for qualified workers amounted to $4,247,848 for the eleven cases.

In fiscal year 1973, there were nine cases in which the Commission was evenly
divided and made no finding as to whether the petitioning groups of workers were
injured by increased Imports. In all of these cases, after a review by the Inter-
agency Trade Organization, on which the Labor Department Is represented, the
President, acting under the authority of section 3&0(d) (1) of the Tariff Act of
1930, accepted the views of the Commissioners who found in the affirmative as
the finding of the Commission and authorized adjustment assistance for the
workers. Subsequently, these groups of workers, about 5,000 workers In all, were
certified as eligible to apply for adjustment assistance by the Department of
Labor. As of January 1, 1974, the coSt of providing trade readjustment allow-
ances for qualified workers amounted to $4,745,048 for these nine cases.

For both groups of cases discussed above, additional costs totaling about $325,-
000 to date were Incurred for training.

Sincerely, PC . B RE A ,

SecretarV of Labor.

[From Monthly Labor Review, January 1974)

RzsARCH SUM MARINES

TRADE ADJUSTMENT ASSISTANCE TO WORKERS DISPLACED VY IMPORTS,
FISCAL 1963-73

(By Dominic Sorrentino)'

Since 1962, when the Trade Expansion Act established a method for workers
whose employment is adversely affected by Import competition to seek compen-
sation from the Federal Government, 41,000 workers In 29 States have re-

'Dominic Serrentino is an economist with the Bureau of International Labor Affairs,
t.S. Department of Labor.

30-229 0-74-pt. 4- 29
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ceived adjustment assistance under the 84 petitions certified during fiscal years
1968-3. (As of December 31, 1978, the U.S. Department of Labor reported a total
of 91 petitions certified, authorizing assistance for 43,439 workers.) Virtually
all the assistance has been provided since July 1970; before that time no workers
were found to be eligible under the act.

Outlays have totaled $56.8 million, either paid directly to the affected workers
or as reimbursement to the States. Much of the assistance has gone to workers
in the leather products, electrical equipment, and textile products industries.
Three-fourths of the total expenditures have in the New England, Middle At.'
lantic, and East North Central States.

PROvSIONs O THS ACT

A group of workers, their union, or other authorized representative may file a
petition with the U.S. Tariff Commission for a termination of eligibility for ad-
Justment assistance. The act establishes four criteria for workers' eligibility
for such assistance: There must be increased Imports like or directly competitive
with products made by the firm or industry; the increase must result from
concessions granted under trade agreements; a significant number or proportion
of workers in a firm must be unemployed or underemployed; and the major
factor causing unemployment or underemployment must be concession-generated
increased imports.

If the Commission finds that the group meets the criteria of the act, the De-
-- apartment of Labor may then certify those workers who were displaced by im-

ports and specify the date on which the Import-generated unemployment- or
underemployment began or threatened to begin. A second route to compensation
available to workers involves a determination by the Tariff Commission that an
entire industry is imperiled or threatened with injury from increased Imports,
generated by concessions granted under trade agreements. The President may
then authorize, as part of the relief,to the industry, that workers may apply
directly to the Secretary of Labor for a determination and certifeation of elUSI.
bility for adjustment assistance.

Assistance to workers under the act may include cash adjustment allowances,
testing, counseling, training, job placement, and relocation. The cash adjustment
allowance Is equal to 66 percent of the worker's average weekly wage, but th
payment may not exceed 65 percent, of the national average weekly wage -,L
manufacturing (currently a payment of about $101). Payments are no r
limited to 52 weeks, but workers 60 years of age and older at the time of mepl-
ration are entitled to 13 additional weeks of compensation, and workers IA.
proved training programs are entitled to 26 more weeks in order to complete tbe1'
programs. ri no case may payments extend beyond 78 weeks.

Eligibility rulings, payments, and other adjustment services, are made with..
Federal funds through the Division of Employment Security in the State where"
the worker resides. To be eligible, a worker must have been employed at thea
adversely affected plant for 6 months out of the year prior to layoff and must'
have been gainfully employed for at least half of the previous 6 years.

DIRECT WORKER PWIIONS

During fiscal years 1963-78, the U.S. Tariff Commission issued determinations
of eligibility for adjustment assistance on 195 petitions filed on behalf of about
86,700 workers. (See table 1.) About half of these workers were ultimately certi-
fied to receive aid.

From October 1962, when the Trade Expansion Act was enacted, through June
1969, only six petitions, filed on behalf of 1,400 workers, were ruled upon by the
Commission and none was found to meet the criteria of eligibility set forth in
the act. During fiscal years 1970-78, the Commission found 83 petitions filed on
behalf of about 18,000 workers had met the criteria of the act: 118 petitions gJ4
on behalf of about 48,000 workers had not; and, in 38 petitions filed on 6-41f
of 19,000 workers, the Commission was evenly divided. In the' latter It4
the President may accept either view of the Commissioners. He accepted the
of those voting affirmatively in all 88 cases and authorized that the Secretary of-
Labor may certify the workers as eligible for adjustment assistance.
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TABLE I.-U.S. TANIF COMMISSION DETERMNATIONS ON WORKER PETITIONS FOR TRADE ADJUSTMENT AS.
SISTANCE, BY INDUSTRY, YEARS 1164-73

Dened Airmd Evny dioea
Industry Petitions Workers Pei Wodiers Io Workers

Total ........................ 124 4,384 33 18,166 38 19,113
Apparel: Men's, youths', and boys'

Np...., 2 3 ...............................................
Chemicals and mlled products: Sn

theti c fibers ...................... 1 loom ................................................
Eecricl equipment:Radio, TV, ,terv. plionha nd

tape recorders ................ 7 2,310 5 6,300 2 3,500Eldtron compone u s........... 10 6,580 1 240 6 3; 740
Electrical lig il and wiringeqi, e................. 2 295.................................................

Food and red.roduct: Canedfruits and Vel~tbles .............. 1 163 .. ....... .....................
Fabrkcted metal product: Structural

metal product ............................................ 3 450.......
Leather products:Men's shoes .................... it 2,354 .............................. .

Women's shoes ................. 40 9,035 8 2,450 21 7,l15
Shoe components ............... 4 507 ..............................
Luther tanning .............. . 400 ................................................

Metal, mining: Iron ores ............. 50 ...............................................
Miscellaneous manufacturing:

Musical .itrmont ..................................... 3 910 1 280
Ganme a" kn ................. 2 5,30 ..........................................Sporting pods,............... 1 100...........................St"mrs ad plated wo ...................... ....... 3 1,80...............

Nonelectria ahnr
Metalworking mchInhery ......... 2 1, 600 1 26 . ......Office m nes ................. 2 1,700 ...... ........................
Nonmetalworklng machinery..... 2 625 ........ .............

Pmary metal Industries:
Ferru metal reiin ........... 5 1,452 1 400 ........................
Nonferrous metal refil ........ 2 530..........................

Rubber product: ..................
Tires ......................... 1 100...............
Rubber footwear ................ 0 2 4........ W
Miscellaneous rubr prodcts... 2 1,6 .........................................63

Stone, gy, and giass products:
St ural diy products. .3 986 ................................... ..............
Glass products .......... .3 475..............................
Pottery products ................ 1 260 ...... ..............................

Textile mill products:
Cotton fabrics .................. 6 2,554 5 2,6 1........
Knitted flcs ................. 3 3,100 .........................
Manmade fabrics ............... 600 .......... ....................Wool fabrics .................... ...................Soyn Yom ..................... 2 lam8 ................................ .. :..........
TOMed third ................ 1 I, o ............................................
Misclaneous At products.... 1 ................................................

Tranaporttiop equipment:
Motor v*Mc .......................................... 1 2,000 ... ; ....................Mot" vehice Ports .. ........... I M0 ................................................

'When the Comissi n is oveny divided and makes no trading, the Presidet under Section 330(dXl) o the Tariff Act
o( 1930, as smened, may acep$ either viewel the Commissioners as the fndinp of the Comitssion.

About three fourths of all the petitious a d, two-thirds of the are-ctd worke*6
were concentrated in three Industries: leatherproducts, electrical eqILet, fnd
textile mill products. Eighty-oeeen petitiotot were filed in, behal! of:21;9OO
workers in the leather products industry. M9t of thee Worken were .spAu In
the production of womea's wear. 4",rt e petlPO o8 W ed toi, 21,OQO
electrical equipment, orders, alu ~aU ekgg t n'th6 pr6 tltoh 0
electrical ;6dut a~ g"cr~s padpnet ~ p tohs wekb9
behalf of about 18,000 textile- workers. Nearly half of these petitious.were
filed for workers ajkinu cotton fabrics Ad QltdA pkv uots

During fiscal yew 16.4. h TOM~ CqmMipslov fouu u~w_ of tM 12 pe*L
tions filed on behalf of l okr in sA44lu~tl7 I$d m0_ t 0 Wrte tl4t
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injury set forth in the act. During the years w10-IS, the President authored
workers in five industries to apply to the Secretary of Labor for a determination
and certification for adjustment assistance: two industries--pIanos (except
grand) and earthenware-received affirmative findings of import injury from the
Tariff Commission; and three Industries-barber's chairs and parts, marble and
travertine, and sheet glass-received evenly divided rulings from the Com-
mission.

Since fiscal 1970, the Department has received 17 worker petitions filed on
behalf of about 4800 workers In four of these five industries. Two originated,
in earthenware, two in marble and travertinei five in sheet glas, and eight In
the piano Industry. All but two of the petitions were certified, authorislg-
assistance to over 4,100 workers.

In addition, the Department has Issued 88 certifications to worker groups who
petitioned directly to the Tariff Commission and were found to have met the
criteria of the act; and 186 certifications to worker groups who petitioned the
Tariff Commission but the Commission, being evenly divided, made no finding
The President subsequently accepted the view of those Oommdioners voti4
affirmatively.

Senator TALMADGE. The next witness is the Honorable Ben B. Black-
burn, a Representative from Georgia.

It is a pleasure indeed for the Chair to welcome a warm, personal
friend and one of the most distinguished Members of the House.

STATEMENT OF HON. BEN B. BLACKBURN, A REPRESENTATIVE
IN CONGRESS FROM THE FOURTH CONGREMONAL DISTRU(7
OF THE STATE OF GEORGIA

Mr. BLAcmmm. Thank you, Senator.
I have submitted a more complete statement, and I am giving a

summary at this point.
In the body of the statement which I have submitted for the record,

I recite instance after instance in which the United States has trans-
ferred to the Soviet Union computer and ball bearing technology.
Both technologies have direct military application.

We are all aware of proposed and current American development of
Soviet manufacturing facilities for trucks, petro-chemicals and fer-
tilizers. Most of these facilities are being financed by American capi-
tal at the rate of approximately 90 percent of the investment cost.

Should any one need reassurance as to the lethal results which
could flow from continuation of this policy, I would invite him to
review the body of my statement with its abundance of documentation.
_ Any one whose imagination is not stultified by a self-induced e
of Machiavellian greatness cannot avoid the conclusion that, in our
present trade relations with the Soviet Union, we are simply being
duped. We are being duped, not so much by the cleverness of Sovit
leadership, but by our own persistent stupidity.

Failure to see the obvious puts us in the position of the Empero
who had no clothes. The hazards of imperial streaking, however, a
not so great as the hazard of blindly developing our enemy'A stre
at the expense of our own. . .,

Our-6tupidity is compounded by our continued insistence in build
ing up our Soviet adversary-even as he continues to demonstrate
little more than implacable hostility toward us.

Permit me to cite but a few more notable examples:
(1). Soviet military advisers now in Peru.
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(2). Soviet broadcasts to the Middle East urging citizens of oil-
producing nations to pressure their governments not to remove the
embargo against us-even while those governments seek to negotiate
away the Middle Eastern atmosphere of permanent crisis.

(3). Middle Eastern events prior to, during, and following the
latest warfare offering conclusive proof that those hostilities were
inspired and supported materially by the Soviet Union.

(4). Soviet development of M&V and ICBM delivery vehicles con-
tinuing at a feverish pace. .

Historically, the mention of trade with another country conjures
up an exchange of goods and services resulting in a net benefit to each
trading partner. Such an image remains valid when dealing with a
friendly country; a nation harboring no ambitions hostile to our
national best interests.

The desirability of trading with such a country could be deter-
mined solely on economic grounds, with economic justiflation readily
apparent even to the most sophisticated observer.

When, however, we speak of trade with a nation seeking world
domination, as does the Soviet Union, the normal rules regarding
trade desirability become inoperative.

From the beginning, Sovietleaders have made clear that their life's
mission is seizure of the world in the name of so-called scientific
socialism.

When the Bolsheviks seized control of Russia in 1917, their posi-
bility of world domination seemed laughable. Subsequent events how-
ever, have silenced the laughter. Million who once laughed have
since been- sent to their graves by thi Soviet masters.

Today, after 55 years of tejror, aggression and general duplicity,
Soviet-created Communist regimes are- firmly entrenched in the long,
broad East European belt from the Baltic to the Adriatic; ts well as
in China and Cuba, with Soviet inroads elsewhere in our Southern
hemisphere as well as on the continent of Africa.

Even so, the Soviet regime has continued to find itself on the horns
of self-inflicted dilemma: To maintain order among the Russian and
other peoples they have subjugated into the Soviet Union, they must
continue to offer, promise of a better life in the foreseeable future

Yet, that regime remains determined that, before it can deliver a
better life, it must first achieve its unswerving goal of world
domination. 0 :

To do so, it must attain unquestioned military superiority over the
West in general, and the United States in particular; for from the
outset, Soviet leadership has seen ths United States, with its
unequaled capacity for productivity, and its gt.at technological and
scientific know-how, as the major barrier to the Soviet objective.

With a narrowly planned, rigidly controlled socialist. econonyI
badly hobbled by 'itown self-inflcWe inefficiencies, pursuit- of i:n-
tary superibrity becomes a heavy burden.' ' -I - ".

Reliable sources within our -government se th i.wSoviet, govern-
ment's allocation of gto. national product for. rmilitaryf purpose
running from 40 percent to 60tperceett;,.

This, of course has been niiadensmsary by: maintenpn of, msA-
sive armed forces at home, throughout Communist Easterni Eutope,
and into the Middle East. Further, in this era of highly sophisticated
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scientific weaponry, research and development adds such burden that
the Soviet economy becomes simply unmanageable. Consequently, lit-
tle remains of life's material goods for Soviet citizens.

In stark contrast to this gigantic Soviet military allocation of
GNP, the United States currently devotes just 6 percent of its gross
national product to military purposes. West European countries are
now working to devote up to 5 percent of their GNP to such purposes,
compared to 2 percent and 3 percent previously.

The only way the Soviet regime can continue to maintain its posi-
tion of dominance over its own people is by continued mass regimen-
tation, discipline and control With propaganda and indoctrination
remaining as much a part of Aaily life as bread, vodka and cabbage.

In the main, the long-promised better, freer, more affluent tomor-
row continues to hover somewhere around a yet unseen corner. The
official alibi is, of course, that the Soviet military burden is necessary
as protection against the capitalist aggressiveness of the United
States.

So, in 1972, history repeated itself. Once again, the inevitable fruit
of this Soviet policy was the threat of starvation for the Soviet
citizens.

With such usual external food grain sources as Canada and
Australia unable to meet the massive Soviet need, an uneasy and
fearful Soviet leadership donned, once again, its mask of smile long
enough to seek, and get, foodstuffs necessary to prevent serious
upheaval-among their people.

These Soviet leaders were, of course, well aware of Lenin's warning
that revolutions were born on empty stomachs. To eliminate the prob-
lem with the program of planned death by starvation which StAlin
once imposed would be difficult-and embarrassing. These leaders had
denounced Stalin for that very practice. Further, the voices of such
Soviet writers as Solzhenitsyn and Sakharov were being heard
throughout the world; Kremlin efforts to restrain them notwith-
standing.

So it was that, for instant treatment of their again irritated
Achilles' heel, the Soviet leaders turned to Washington. And Wash
ington responded with a favorable decision which gave low priority
to traditional economic considerations.

Now, so enriched with our wheat that they have been able to sell it
elsewhere, at a profit, the Soviet leaders have returned to their more
traditional, tougher stance in such critical matters as SALT II.

Having purchased time via the U.S. filling of the stomachs of thb
Soviet citizenry, these Soviet leaders are intensifying their effort.to
gain more and more U.S. goods with obvious economic and iailitary
Ilse.

For example, vehicles assembled at the American built Kama River
truck plant, ostensibly to carry crops from the field, also can carY
troops and munitions into battle.

A petro-ochemical plant purchased ostensibly for peaceful purposes
can also manufacture plastics and chemicals for military .use. 01(

- Computers purchased ostensibly to assist in crop planning also len
compute trajectories in intercontinental ballistic missiles with MIIRV
warheads.
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Precision machines for manufacturing ball bWarings purchased
ostensibly for peaceful purposes have direct military application.
Note, please, that, here in the United States, 90 percent of the product
of these machines which the Soviet Union has aen able to purchase
from us are used for the guidance systems for ballistic nielS.

Development of the Soviet Siberlan gas reserve can p6rve the red
war machine just as easily as it can heat apartments in,. . w.

The economic grouds on which this country is entering into trade
with the Soviet Union aro shaky, to sy the least.

During the past year, the Soviet Union imported $1,2 billion worth
of U.S. goods. The Soviet Union exported to the United States $285
million worth of goods. Thus, the Soviet balance of trade with the-
United States is running about 51/j. to one in favor of the United
States.

It takes little more than-common business udgement ti_ appreciate
that such imbalance cannot long continue. Worse, Soviet inability to
pay the yawning difference between thqir imports and exports with us
remains a matter of senous question.

Most of the grandiose plans for American = on of the-Soviet
industrial base entail financing by the United Statep; either trough
government-guaranteed loans or private eouroe, of $, out of every
$10 of the cost of such investment. That the shrewd Yankee trader
would find himself entering willy nilly ito such questionabl* business
transactions is enough to boggle the mW.

We have not imposed what, non*ally, is tJ" mt fundamental
requirement of ahy creditor: insist-- th)e-tlto reveal his net
worth,

Requests to the Soviet Union for information her gold. rw e,
gold production qzd gold. conumption 4re.xt with stony ilece.
Such silences are Justified with, the rational. tht, for 1oscow to
reveal its gold reserve might jopardize: ots cr.dit. This, the novel
argument that if XoOcow has too much g in reserve, we might
determine that Moscow needs no credit-and, if she has too little gd,
she might not be credit worthy.

Any small town banker would laugh all the way to the doorwhile
ejecting any potential borrower with such ogio.. Sch sj iple finda-
mentals seem to escape our own national leaders.

Since we a, dealing with a nation whose primary consideration in
development trade is political rather than economic,, we wil
extremely unwipe if ._w do not, take into account political ,fors
before expending trades,

We must appreciste that tradewith the W.et tnder the thin guise
of "detente,' is theonly device with which SoW . leaders € .. tune
their drive for world dominatiQn at the Oxpes ofe O ,nimpanag
domestic economy. ~~j

In our own e ightoned Lelfinteret, I sb htst. i' . tie
we stopped partitipting in thisdeadly gadof ,O-1 A UPOVAt.t.

Senator TALM AD0. Congreman, L9ate tfo tyou,
but the 10 minutes hs ep l ewd . v.

Mr. tHomus . I ueemtand, byat;r, We eom u I Itin the House, so I feel mubl enhanced by ha;p a4inute ~
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Senator TAL AwDo. I want to congratulate you on your excellent
statement.

I take, from the thrust of what you have said, that you are not in
favor of guaranteeing credit to the Soviet Union to develop its oil and
gas industry, are youI

Mr. BLACKBURN. Oh, I definitely am not, Senator. The figures that I
have seen indicate that we would end up investing perhaps as much as
$48 billion in the Soviet Union to develop her oil and gas potential. If
we are going to make that kind of investment, I think it would be far
wiser that we made that investment here in this country where we sit
on the tap.

Senator TZA~rvwo. I agree with you fully.
Senator Curtis has asked me to ask you this question: What is your

view of granting most favored nation status to the Soviet Union?
Mr. BLACKBURN. Senator, as I understand the testimony of the

Secretary of State, he stated to this committee that the proposal to
grant most favored nation treatment to the Soviet Union was not
different from our granting the same treatment to other nations.

Now, his statement was not completely candid. In fact, I think it
was somewhat dishonest. The only basis for most favored nation is
that there be a quid pro quo between this country and the other coun-
try to which we grant such most favored nation treatment. We have
to keep in mind that most favored nations deals with a tariff imposed
by a government to prevent its citizens from either buying too much
of a foreign commodity or to raise taxes.

Now, Senator, there are no import duties to the Soviet Union. The
Soviet Union is its own purchaser. When we sell, we are not exporting
goods to be sold to Soviet consumers or Soviet businessmen. When' we
sell to the Soviet Union, the Soviet Union is buying for its own u".
So if the Soviet Union attempted to impose a tariff n these imports
it, in effect, would be taxing itself. So we are dealing with a co-
pletely different situation from that which exists where we are
importing commodities to be sold to the citizens of a foreign country.

So what I am saying is that it is absolutely impossible for the
Soviet Union to grant us a quid pro quo for most favored nations.
Second, there are technical aspects of most favored nations with
which the Soviet Union has not complied. For one, every nation that
now enjoys most favored nation treatment is a member of GATT.
They are also members of the International Monetary Fund.

In order to belong to the International Monetary Fund, it is neces-
sary that these nations provide regularly to the whole world informi-
tion on their balance of payments, their balance of trade, their gold
production, their reserves of hard currency. Now, the Soviet UhIob
absolutely refuses to comply with any of these requests.

Furthermore, one of the most fundamental concepts of TnternK.
tional Monetary Fund membership is the convertibility of the eur-
rency. There is no convertibility of the ruble on international markets.
The Soviet Unimon does not allow it.

So, Senator, I think it is a perfectly valid, question as to how we-
can be proposing to grant most favored nation treatment to the SOviet
Union when she is a unique country unto herself.
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Senator TAwIwzo. Thank you very much, Congressman.
Are there any questions?
Senator Byrd ?
Senator Bmn. Thank you, Mr. Chairman.
Congressman, that was a most interesting and illuminating analy-

sis of the most favored nation treatment you have just given the
committee. I have several questions based n your testimony.

Now, I gain the impression that you do not believe that the Export
Control Act is protecting U.S. securit and that the Soviet Union is
importing U.S. technology and odo for military purposes

Now, rknow you discussed this problem with Commerce and State
Department officials. What, if anything, is being done to remedy the
problem? .0;

Mr. BiACmVim. Senator, as far as I can determine nothim _ is
being done to remedy the problem. The. export control desk at the
Commerce Department at one time comprised some 185 people. Today
it has been reduced to perhaps eight or nine people. In fact, instead
of having an Export (ontrol Office there to prevent the export of
militarily useful technology or capital goocs there has been a substi-
tution of several mission here in this country and abroad with the
avowed purpose of encouraging American sales to the Soviet Union.

For example, we have just learned, from the Export Import Bank
Bulletin, that we made a sale of a scientific-oomputer to Poland, a
member of the Warsaw Pact. We have to keep in mind ,that the goods
sold to any Warsaw Pact nation are available to the Soviet Union as
if we were selling them to Moscow. But Ex-Im Bank announoed tat
it has approved a credit to Poland of $1,286,000 lto finance 45 pent
of the total U.S. cost of a Qyr.. 72-16 computer ystam cotng
$2,747,000. Banker's Trust Co. in New Yo rk wll also prOvid0 the
credit for another 45 percent, TU Polish Government *ill ry 10
percent, or $274,000.

Senator, these Cyber computers are the absolute latest in computer
technology. I think no one hallengs the fact that no nation could
ever develop an intercontiental iallistic misi le system, without the
use of computers. It is beyond human capability tQ develop tie
systems. Certainly, it is beyond auyone's capability to develop, -the,
MIRV warhead without ayn y, .mputor .ste4Ws,,l Up, 8veto
have never been able to develop cvmputr technology qr9 thirwuq3.
The only computer technology tey hav e s ute t olo
which we have s0l them, or which Amerian Siart. hav oiu
them on behoalo ercan tCOMnpie, -

Senator Bym. Are there no restrictions on the ezpornmg 04p¢c
vitally important military-

Mr. BLAosBUR. There is uo .ictie ttqtio,.O,'iv O , s
can determine. What is so ludicroub ab out this i tat i t,. dtit",hat
the sale to Poln4l y Contro! Data Q9rpi ;q th tO e r*
high school and scientific' itut , -

There are 10 installations of ths t i th
they are coOfl14 to tleAoc n y m 4ma4.Security AencyhOpe te¢ Pentagon has a si".a Jype
tion. Here in a country with over a trillion dollar economy, we only
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have about ten such installations, and they are generally confined to
the highest echelon of our scientific and defense mechanisms. Yet,
now we are proposing to sell one to Poland, supposedly for high
school use.

It would just be absurd on the face of it. It is absurd on the face
of it.

We sold them 164 centilign last generation machines of a type of
which we have about 70 in this country. Ninety percent of the produc-
tion of those precision miniature ball bearing manufacturing
machines in this country go to military uses.

Senator BYR.. Ball bearings are a vital material product to carry
on war. I was interested in recollecting Dean Acheson's testimony, the
former Secretary of State, when he testified before the Foreign
Relations Committee several years ago to the effect that we should not
be dependent upon Russia for any crit';.l material. He was then
speaking of chrome. But he mentioned this, he mentioned ball bear.
ings. And he said-and I am quoting from his testimony now, "When
you get a matter such as we had at the end of the last war, the
German reliance on Sweden for ball bearings, this was a critical
item. and once we cracked that business, we cracked the German
munitions industry." So ball bearings is a vital war material. '

Senator, there is no question about it. I think it is a right inter-,
esting observation that we first sold them these miniature ball
bearing manufacturing machines in 1972. That was shortly after the
signing of the SALT I agreement, which was a disaster as far as
this country's defense was concerned, at that time, the Soviet Union
beo.an testing MIRV warheads.

These ball bearings are used in guidance systems for interconti-
nental ballistic missiles and for guidance systems in MIRVs. Thi'
Soviets c6uld not develop them without these ball bearings.

Senator BYw. Just one additional question, if I may, Mr. Chair-'
man.

When did this country first begin to export such strategic mat6'.
rials as you have been mentioning in your statement today I ?

Mr. BLACKntrN. The first transfer of the Soviets of a computer
system was in the early 1950's. That was done by a British subsidiary,
of General Electric. It was inthe mid-1950's that we first sold theni
machines for manufacture of miniature ball bearings. , I "

The real big expansion of American trade involving transfer of
what I consider to be strategic technologies began in the early 1960's,",
It was, in the late 1960's that it began to reach the unprecedented i'ate
at which it continues today.

Senator BYRD. Thank you.
'Senator TAtMrE. Any further questions ?

FNo response.]
Senator TALMAD0V. Thank you very much, Congressman Blaic..

burn. We appreciate your contribution.
Mr, BLcmnuRzw. Thank you. sir
[The prepared statement of Congressmain Blackburn and a subsi

quentletter follows:]
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PWAREM STATUSNT BY Bzw B. BLACmmu , A U.S. R=w ATrYx IN
CONORS FROM THS. STATE OF GMORGIA

RFWREENTATIV BLACKBURN SUPPORTS H.L 10100, HOUS-PASSED TRADE 0 RFORM
ACT AS HELPFUL IN SLOWING DOWN IPOR OF U.S. TECHNOLOGY TO 80V
WAR MACHINE

Mr. Chairman, I appreciate the opportunity to appear before this distWi-
guished committee In its deliberations of H.U. 10710, "The Trade Reform Act
of 1973."

I voted with the majority of the House of Representatives when it passed
the bill last December 10th (272-140). Prior to that final passage, I voted forthe Freedom of Emigration Amend-ent to Title IV. This was a critical
amendment. It would have the effect of cutting off further U.S. Government
credits to finance American exports to: the Soviet Uion. And it would deny
the Soviet Union the most favored nation status It seeks on behalf Of, its
export to this country, unless Soviet leaders allowed free, emigration of, their
citizens.

Through all of the latest Moscow-originated public relations talk, hand-
shaking, smiling photographs, :and carefully-gauged communiques, one chi lipg
fact penetrates loud and clear:

Henry Kissinger has returned without agreement on that all imPo!tabt sec-
ond stage of nuclear strategic arms limitations (SALT II).

It Is my understanding.-tbat, in diplomacy, as in law, a quid pro quo iS
basic to apy sincere relationship.

I suggest that, for all f'the talk ofimproved relationships with the' Soviet
Union, I find little Indication that the Soviet leaders are giving us anything
but ominous threats covered but thinly with a bit of double talk here and
there.

With all the window dressing ripped aWaY, this isthe "something" that wecan expect tO receive from the*' Ia return for the everbrodenlng ra fe o
concessions, subsidies-ven gft -.-that they cpntln4 to r eive from us.."

There is, therefore, an urgent need for us , separate the hard, cold facts
of "detente" from the deadly euphoria .0 "detente"

It is my purpose, today, to call this omijttee's attenout what, I cpp-
sider the most ominous symptom 0t the total "deteneI 0ynrb e:' The anner
in which U.S., and British compUteri lt l ology.'togeth~rlWh. other US,
technology, continues to make its masIivq co'tbutlou to the ¢nti~ged
buildup of "an ever-more-sophisticAted. and. driM l Stet war ancwaie . ,

For example:, We know tbat u.S. And 'rt1is conit tqcWbo gy hasenabled the _vlet leaders to advance dev00pment of their fearedMi VS
from two to four. years.

This bill, With Its Freedom of 1gmlrakoaun dmant, 'wAi hiave the effect
of, at least, slowing down this dangeroo 0otfio of qur. =9St advanced' toh-
nology Into the ever-growing Soviet war maclie.

Lenin boasted: "When the moment comes for the, hanging of 'capltalsm, the
capitalists will bid f9r the hemip.,

As a consequence of White LoUa- 'ned a 4 9 t gqnlon f
export controls in, behalf of the Soviet Union alln t A m U.. otrationshave stumbled ovqr theneves 'in their inwltt~ng r' eaa, o "V. coirect
Lenin's oznlzzns prophec., 'This Is no reIt totti9on .0nj 14negpcpfv)rtel#r, s
even lesser credit. to e leaders ot obu ve y p, t. w ,Xl" 0 iO y #Yrrhetoric about "detente" h~ive lost concW th Pe k'iwe
ways and wllse Amd it Itmate goal Worl1 omii , .-..

These'- 1ert hive "Jnored, cetap,, t;). adPIU of t Y04 last

Politburo and to L1ast l2uopean Co is
definition is 'this:4

"TO the SOTI~ttnONA, tb4u poi4 O c
policy shift. OveFi(eieitet115 of bio yearp,.l e. Union n tEpfnr1i E
accords with. th :West 444,.at the Iqe.tIme huid ,p't , lMtW # lij
military streugtl.

* ):A'1 'A' -
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"At the end of this period, In about the middle nineteen-eighties, the strength
of the Soviet bloc will have increased to the point at which the Soviet Union,
instead of relying on accords, could establish an independent, superior position
in Its dealings with the West."

Actually, there was nothing new about the Brezhnev thesis. From the
beginning, Soviet Leaders have often changed tactics; but only as a temporary
means toward achievement of their ultimate goal.

That, at least in 1968, Dr. Henry Kissinger appeared to understand these
basic Marxist-Leninist tenents and tactics was suggested by certain of the
statements which he set forth.

Only last Tuesday, a Washington Star-News analysis reminded us of this
1968 Kissinger quotation:

"There have been at least five periods of peaceful coexistence since the
Bolshevik seizure of power, one In each decade of the Soviet state. Each was
hailed In the West as ushering in a new era of reconciliation and as signify-
Ing the long-awaited final change in Soviet purposes.

"Each ended abruptly with a new period of intransigence, Which was gen-
erally ascribed to a victory of Soviet hardliners rather than to the dynamics of
the system."

Referring to Dr. Kissinger's latest mission to Moscow, the Star-News analysis
added this observation:

"Secretary of State Henry A. Kissinger's scene-setting mission * is siTr-
rounded with the diplomatic trappings of great events in the making and major
achievements within reach. But the signs are abundant that the current stage
of the U.S.-Soviet detente is reaching the end of a phase, and that the current
'era of reconciliation' is nearing the natural close."

It is most significant that this observation was written on the same day that
the news wires wete carrying glowing accounts from Moscow of how the Amer-
ican Secretary of State and Soviet Communist Party Chairman Brezhnev had
publicly vowed that their so-called "detente" was "irreversible."

Much less reported was the infinitely more significant statement by Myt.
Brezhnev that the "alternative" to detente "is war."

Unfortunately, Just as this so-called "detente" is on Mr. Brezhnev's terms,
so would be the "alternatives." It would be his "war."

One of Communism's oldest, most basic tenents is that the Communist Party
must never engage in so-called "adventurism"; that is, a Communist power
must never start a war without advance assurance of victory. Like his prede*
cessors; Mr. Brezhnev continues to build for the day when his unleasing. of
Soviet military might against us will enjoy such advance assurance.

Unfortunately, laymen-in government, the media, the public--continue 'to
think of military power in the traditional terms of guns, and planes, and tanks.'
and ships, and bombs--including nuclear bombs. We fail to appreciate that the'
very heart of latter 20th Century weaponry-Is the computer.

Told that U.S. computers are being sold to the Soviet Union, most Americans,
feel no alarm. But they should.

The computer is not simply a calculating machine. It is an entire system.
Big operational structures such as missile forces, require computers; so d6,
ships, airplanes, missiles and space vehicles.

Until recently, direct export of U.S. computers was restricted by export]
control regulations. Even so, the origin of today's Soviet systems can be tra-cOW
to the United States. Following World War Two, the Soviet Union received
computers almost entrely from West European plants of -IBM

The earliest American computer sale to the Soviet Union that can be traee0
was a Model 802 National-Elliott sold in 1959 by Elliott Automation, Ltd., 01
the United Kingdom. National-Eillott is a General Electrle subsidiary.

In 19 6, Standard Cables and Telegraph, Ltd. installed a Standard 7 x 8
Instrument landing system at Moscow's D. Sheremetyeva Airport. Stand~
Cables was then a subsidiary of ITT.

In 108, a second-generation Control Data Corporation 1804 System w,
installed at the Dubna Soviet Nuclear Facility near Moscow.

In 1972, Control Data sold the Soviet Union a third-generation CDC 60
system computer. '

For these systems, Control Data's operating statement has improved bf
about $3 million in sales over the past three years. And the Soviet Union h&
gained 15 years in computer technology.
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As 1969 ended, It was estimated that Western computer sales to all of Com-
Nunist Europe and the U.S.S.R. were running at W40 million per annum. In
great part, three came from American subsidiaries.

In 18 months during 1964-65, Elliott Automation delivered five Model 50
computers to the U.S.S.R. The Elliott 508 ranged in price from $179,000 to
more than $1 million, depending on its size.

By the end of 1969, General Electric-Elliott Automation sales to Communist
countries were four times greater than In 196&

This market accounted for one-third of General Electric-Elliott's computer
exports. Other G.E. machines, Including a Model 400 made n France by Com-
pagnie des Machines Bull, were also sold to the U.S.S..I

Livetti-General Electire of Milan, Italy, also has been a major U.S.S.R.
supplier of G.E. computers

In 1987, Olivetti delivered $9.4 million worth of data processing systems to
the U.S.S.R. This was in addition to Model 400 and Model 115 machines already
sold.

In 1967, English Electric sold the U.S.S.R. Its System Four Machine with
microcircuits. This machine incorporated RCA patents. It was similar to the
RCA Spectra 70 series.

Over the years, the U.S.S.R.'s largest single supplier of computers has been
International Computers and Tabulation, Ltd.. of the United Kingdom. The
latter also licenses RCA technology. It has supplied at least 27 of 83" large
computers to the Soviet Union.

In November, 1969, five of the firm's 1900 series computers valued at $12
million, went to the U.S.S.R.: These were large, high-speed uints with inte-
grated circuits. Without question, they were well in advance of anything the
Soviets were able to manufacture in the computer field; even by copying
previously-imported technology.

These machines are capable of solving military and space problems. Brt,
being machines, they cannot distinguish between military and civilian prob-
lems. There is no way that a Western firm or government can prevent Soviet
use of computers for military work.,

In 1970-71, came the ultimate Insult:
The Soviets indicated that If International Computers, Ltd. of Great Britain

was allowed to sell two big, fast, highly-sophisticated 1906A computers, Amer-
ican scientists would be allowed to participate in further research at the
Serpukhov Institute of High Energy Physics. The key equipment at Serpuk-
bov, including the bubble chamber, had come from the West.

The Soviets gave "ironclad" guarantees not to use these new British (RCA)
1906A computers for military research. Personal Intervention by President
Nixoi fo d a -relaxation of U.S. opposition to the British sale. But, gentle-
men, Mr. Nixon has not yet indicated how, he proposes to prevent the Soviets
from using the 1906A for military purposes against us.

Bustfe8 Week of April -28, 178, published word that thek.Soviet Union had
contracted for an IBM third-generation 370 computer system. The price: A
reported $10 million.. - ;. I

According to the Waelington Po$ tof July 6, 1978, and the Wall Street
Jotrnal of August 8, 1978, James Binger,. Chairman, Honeywell Icorporate,
Minneapolis,- told a- Moscow news conference his. fiAr had begun negotiation
with the Soviet government on two contracts Invplving several million dollars.

During a recent-aviation-sPaee, Industries exhibition, -Soviet, interests were
noted. U.S. companies at;tie exhibition Included t West _e Eleqtric Corpo-
ration, Bendix, Qorporatkon, Collins Radio compny*:. s Intr , 'Inc,,
Boeing Corporation, U4j ,Alr raft COrpoMtion&, :#9q]heeA Aircraft .Oorp-
ration, ftytbeon (CrPIraft1n, -, . -

U.S. Newe ad WorMt Report of January 28, 1974, said International Busies
M achines sa4 the. U itjvac iv s ion o f Sper_ y.Ila ud w__eompetl . tw o
areas for ogntrActs for two datasystems for SQ-0et vt~$,, .. , -

Red Oke, te. q,ofe qAorg ,0yf te Sovt -ed kbo.e Rewm4 on-"8_d
Univac computer.,to llttstzte Sl .atC1. on' S9vt eopiptersWlth cpdops
translated into the.RuAln lAng a -

In cenee magazine of February', .M cWa $0014 1oll n qr,
corpoation's 8qvrIot40r~or*4i0*, *4O. twG-

"There: are no rigit* darde,. lttlpg i,.rnee to. export 4!end ou hewmuch wegl you c throw or &4 Yi4 tlngins Iightlike Njzqh'
Just made a visit to Moscow."

BEST AVAILABLE COPY
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Even as I am worried about the export of computer technology to the Soviet
war machine. I am worried about export of precision grinding machines for
manufacture of precision miniature ball bearings.

Ball bearings are an integral part of many weapons systems; there is no
substitute. The entire Soviet ball bearing production capability is of Western
origin. All Soviet tanks, all Soviet military vehicles, run on ball bearings
manufactured on Western equipment-or on copies of Western equipment.

All Soviet missiles, all Soviet related systems-including guidance systems- .
have bearings manufactured on Western equipment-or on Soviet duplicates of
Western equipment.

Bryant Chucking Grinding Company, Springfield, Vermont, has been a major
supplier of ball bearings processing equipment to the Soviet Union.

In the 1930s, when the U.S. Government and corporations were providing
massive infusions of Industrial technology Into the Soviet Union, Bryant
shipped 32.2% of its output to the U.S.S.R. In 1934, Bryant shipped 55.3% of
its output to the U.S.S.R.

In 1959, under the then slightly relaxed restrictions commensurate with
Khrushchev-decreed "peaceful coexistence," Bryant was able to sell 46
Centallgn B machines to the U.S.S.R. In 1960, the U.S.S.R. placed an order for
45 similar Bryant machines. The U.S. Department of Commerce indicated will-
ingness to grant Bryant. an export license. Bryant accepted the order. It was
not filled, however, because of Defense Department objections that the
machines would be used for production of bearings utilized in strategic
components for Soviet military end Items.

The Bryant-Commerce Department effort to export the Bryant machinery
resulted In an Investigation by the U.S. Senate Subcommittee on Internal-
Security; The Subcommittee's report stated:

"We are now concerned ... the decision to grant the license was a grave
error."

Yet, In 1972, the Commerce and State Departments approved Bryant's export
to the Soviet Union of 164 precision grinding machines of a new-generation
so sophisticated as to be able to manufacture miniature ball bearings to toler-
ances of 25th millionth of an Inch.

If this, in Itself, Is not a bit chilling to those who recognize the importance
of such precision equipment In the hands of the Soviet Union permit me to add
the Information that while, in that manner, the Soviet's war machine gained
164 of these machines; while the United States, reportedly has never owned
more than 77 of them.

Recent reports about agreements signed by General Dynamics Corporation
with the Soviet State Committee for Science and Technology are also dlst*b-
lug. The five-year agreement for scientific and technological cooperation covers
such defense-related fields as ships and shipbuilding, telecommunications
equipment, asbestos mining and processing, commercial and special purpose
aircraft, computer-operated microfilm Oquipment, and navigations and water
buoys.

Also upsetting is Fairchild Corporation's agreement with Communist Poland
for sale of U.S. Integrated circuit technology used extensively In modern
weapons systems and in third-generation computers.

The February, 1974 issue of Armed Forces Jourtal international reports
this: The Soviets are asking majbr U.S. aerospace firms (Boeing, Lockheed,
McDonald-Douglas) to sell them, on a major scale, the manufactutlng tech-
nology and managerial expertise to build wide-bodled dommeretal jet liners.

Development of the Kama River truck factory will undoubtedly contribute
further to Soviet military capability. Quite obviously any truck e-an -tiul
troops and ammunition to the front as easily as It can transport coria"irom, the
field. I 1 1 N " - I

In the Soviet view, the competition between Communism and U:SAes*
non-Communism for scientific and technological superiority relates espedcalw' to
direct military power. For there, as Soviet leaders have alwayd seefn lt 'rits
the key to their ultimate goal of world domination. It follows, therefore, th
strengthening the Soviet armed forces must forever have first call on alt d.t.
entlfie-technological resources and capabilities.

Because, again and again, Soviet etentific-teebologlcal resource ebpabili-
ties have ranged from inadequate to dismal failure, US.-based #dUjerfor
resources have been tapped. As they have beelm, so shal they continue to be-
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unless-the Congress of the United States shuts of the supply of this which,
like the U.S. scrap metal of the 1930s, must one-day find Its. end result in a
Soviet-inflicted nuclear Pearl Harbor.

I respectfully commend this problem to the attention of this Committee. I
do so with great concern. I do so in the hope that serious consideration be
given to badly-needed legislation to bring an end to what should never have
been started: Provision to the Soviet Union and other Communist countries of
anything which, by any stretch of the imagination, could possibly be used for
military purposes against us.

Mr. Chairman, again, I thank you for this opportunity. I thank the Committee
for its attention. I request, most sincerely, serious consideration to the facts
which I have set forth, and to my plea for sanity in the name of U.S. freedom.

Congress of the United States, House of Representatives,
WaMington, D.O., AprHi.3, 1974.

H=Oy. BOB PACKWOOD,
Senate Ofice Building, Washington, D.C.

DEAR SENATOR PACKWOOD: During my April lot appearance before the Senate
Finance Committee, a question arose regarding the financing of our trade with
the USSR.

In responding to the question, I stressed that credits being extended to the
Soviet Union by the U.S. Export-Import Bank are not granted on terms and
conditions equally applicable to all countries.

Export-Import Bank President William J. Casey had testified that the
Soviets had not been required to submit financial data that would be required
of a normal borrower.

It should also be pointed out that the United States is allowing far. more
generous terms in its credits to the Soviets than are any of the European
countries. The Export-Import Bank interest rate charged to the Soviet Union
is 6%. Analogous European financial institutions have beei charging at least
two to three percent more,

In my response to the question regarding absolute Soviet secrecy and
refusal to disclose basic financial data I mentioned the June S0 Businee
Week interview with Soviet Deputy Trade Ministe.-Vladimir S. Atkhimov. in
which he expressed. Soviet policy regarding disclopre0f Soviet reserves and
other financial information.

I have enclosed a, cpy ot this reveIn Iqtervew for y 'ur consideration.
Sincerely yours,

BDXi B. BLACKBUSN,
Member @1(ousgyee,

Pour|h Dlstric.eorg40.
Enclosure.

From Business Week, June 80, 1978 - :

RussrA's AixnVov ANSWERS SOME VONEY QUESTONS
Before the summit, Soviet Deputy Trade Minister Vladimir S. Alkhimov

spent morA than a mmoith i_ tke TJ.S. talking with, buslivemen and- olkeols, In
the following interview With-'uns wus , he discussed Solet -industial
projects and financing o14.8,-Sovlet trq e.- - -

Queat(o4, W) I the agreement fith ~e~ e~lw1t ul
fertilizer; &rmpletmeai n"&i Amerianee bhsine ..' ' - - ' i -,%

Alkhtmot. There will be contracts for many American companies. This is a
very big project. There -.will, -be plpelinei from the Volsa Rivet to bring
ammonia to 0ke BItic, Seaa anoth~ pipelbe to Q4esw op the Black 1sq to
receive Occidental's !t*perpho~iphoric aid. We cn pduce 1414o0a".nj ecompetitively, but we need superphosphate. T OecldTnito! Chairha=A i d
Rammer "has theL sutetphospbate eoufmos,- wblch-'iJa ]ey - *t -f the
project. But we will need a great deal of equipme ,v -.

What is the status of't4 ppope.1 JlUefle4 twa jonb
As you. know., '~mr 'atd I~hit~~ )Iowara 047V m8 -04M 4

Gas Co. have'#1gntd h letter ofl.fttelit t t iW itid jfi io head &nI In~esti.
gate the feasibilityofthe Yak8, iprojebt-Nthn-h hyetbtor
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North Star. Price is a problem. Only the prices of gold and natural pa
remained unchanged since the thirties. Now both have increased. You will have
to resolve the price problem. There is no problem on our side. -

Is the Soviet Union still Insisting on fixed Interest rates on credits from
American private banks?

So far, yes. Our planners like to know in advance what things are going to
cot. All the loans for the Kama River truck project carry fixed rates. But the
financing terms for the fertilizer project have not been decided.

Don't fixed rates mean that you probably have to pay more than you would
with fluctuating rates?

Well, of course, we would prefer very low fixed rates. But for some reason,
your banks don't see it that way.

Reportedly, the Ex-Im Bank wants more information on the Soviet balance
of payments, monetary reserves, and foreign debt before granting large addi-
tional credts. Will this be a problem?

This is a misunderstanding. We publish good trade statistics. For the last
20 years our balance of trade was positive, except in 1964, when we had a
deficit of about $50-million, and last year, when the deficit was $800-million or
so. We had to sell gold to cover it. We produce gold, but we manage our bal.
ance of payments very carefully to minimize the use of gold. The problem
of our reserves Is not of great Importance. What criteria should one apply,
anyway? Your gold reserves have dropped from 25,000 tons to 10,000 tons. If
we published our reserves you might say we don't need credit, or If our
reserves decreased you might say we are not reliable.

Of course, when it comes to these very big projects, we will need special
assurances, both ways, that commitments will be honored. But this is not a
bookkeeping problem. It Is up to our government to decide what Information It
can properly give to the Ex-Im. But it won't act under threats.

Vneshtorgbank, the foreign trade bank, does all the Soviet Union's borrow-
ing abroad, but U.S. banks are limited In the amount they may lend to one
client. Could that put a ceiling on trade?

In the debt agreement between us and the Ex-Im, the two governments
designated the Vneshtorgbank, or other bodies, as Soviet borrowers. We have
our trading companies, too. This can be settled easily.

What of the periodic reports that the Soviet Union may apply to Join the
International Monetary Fund?

It Is up to our treasury. I know they don't like some of the im's proce-
dures, such as Its system of voting. We have our own system of International
banks, the Comecon Investment Bank and Settlements Bank, which wouldn't
be easy to mesh with the 'Mr. But I wouldn't rule it out forever.

Senator TALMAM.. The next witness is Mr. Ralph Cross, the
chairman of the Government Relations Committee, National Machine
Tool Builders' Association, accompanied by Mr. James A. Gray,
executive vice president.

The full statement will be inserted in the record, Mr. Cross, and
you will summarize it for 10 minutes.

STAT11 NT OF P I CROSS, CHAI AN, (Z VERNXENT R=-
TIONS C0MTITE, NATIONAL MACH I TOOL BUILDERS'
ASS00IATION ACCOMPANIED BY TORN KOCZ COUNEL-

Mr. Coes. Mr. Chairman, Mr. Gray is not here this morning.In
his place, we have Mr. John Koch, who is legal counsel for the
Machine Tool Builders' Association.

We have preoiied a written statement, which I assume will be
made a part of the record. -

Senator. T&L*AwzE. It will be inserted in full, sir.
Mr. CRo. In the interest of saving time, I would, like to )imitzy

remarks, therefore, to the highlights of this statement.
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We testify today in basic support of the Trade Reform Act, other
than title IV. The world military, political, and economic situation
has changed considerably since the cold war days, in which some of
our present trade laws were developed, including the prohibition
against the grant of nondiscriminatory tatiff treatment to Commun-
ist countries.

The administration has slowly and cautiously encouraged the
expansion of trade with both the Soviet Union and the Peoples
Republic of China, but the ability of Communist countries to pur-
chase from the West depends to a considerable degree on their ability
to sell here. We strongly oppose therefore, title IV of the bill passed
by the House, which would constitute a significant backward step in
our efforts to normalize and expand international-trade.

As businessmen, we look upon the Soviet Union and other Eastern
bloc countries as important markets, marketG that will enable us to
expand our exports and thereby, besides increasing- domestic employ-
ment and contributing positively to the balance of trade, strengthen
our industrial base. But the benefits of expanded trade with the East
are not solely economic. Both as businessmen and as citizens, we
strongly share the administration's convictioh that expanded world
trade and resulting economic interdependence are perhaps the most
promising assurance of continued world peace.

Accordingly, in the interest of both liberal trade policy and &tente,
we urge the committee to report a trade bill that does not atte6rapt to
tie the questions of nondiscriminatoiy' tariff treatment and Etport-
Import Bank financing to the unrelated issue of Soviet-emipration
policies.

At this point, I would like to say -aew words about tho individuals
and organizations we have tmrded with in the U.S.S.R Pe'sonallyl I
have been trading with the U.S.S.R. for over 40 yea's, oig back to
1934. And in all of this time, we have never had an order Clicbtled;
we have never had an official of 'the Soviet-organizations that we deal
with go back on their word; They have always'paidtheir bills on time.
They have dealt with us openly and honestly. They have told usiin
advance what things we could e d.T when we'came into the negotia-
tion, what things were not negotiableo, and our-trade has been of the
highest order;

There are two other matters that, iar appropriAte subjects. for
comments at these hearings.- One is the issue of :takatioi- of foreign
source income. The other ig the U.S. tax treatment o0f capital-invest-
ment here at home.

We are gratified that thet trad' bill passed by th House and pend-
insy before this committee do~g, it inoltde ~ro .sions that disturbexisting {T.S. tax' policy applic hle- t6 foreign; investment Ag the

Secretary 6f th Treasury testified bef6 the Hotsdj and - i0iriots
private and Government, tudies -hkv' howni, foreig*'inV stitett by
U.S. finms haM beenibeneficial to the An0eca: e tonoliladdSih
fact, improved the U.S. bildfi of traA and addedi 6b othe't.S.
economy.

As an example, I would like t-tell you about wat haA onrt in
our own company. We decided to build a plant in Germany in 1960.

30-929 0- 74- pt. 4-- 30
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Prior to that time, our export business was less than $1 million ayear. Since we have buift that plant our export business has
expanded, over a 14- or 15-year period, by 600 percent and has
provided jobs for 250 people in our company for 15 years. We look,
therefore, very highly on tis type of business.

With respect to taxes, first we do not believe that U.S. corporations
should be taxed on earnings of foreign subsidiaries operating in
countries offering inducements to new investment.

Second, we do not believe there is any justification for taxing the
foreign earnings of a controlled corporation which operates in a
country with significantly lower-income tax rates than the United
States and whose exports to the United States exceed 25 percent of
its total production, as the administration has proposed.

Third, we are opposed to any new restrictions or limitations on the
availability of foreign tax credit, at least as applied to manufactur-
ing industries generally. _

It is provisions such as these that would operate to disadvantage
U.S. corporations in relation to their foreign competitors. If the tax
laws of count X operate to give companies located there an undue
advantage with respect to the U.S. market, the problem, if there is
one, calls for a tariff solution which would apply equally to all com-
panies operating in country X, not solely to the subsidiaries of U.S.
corporations..

With respect to U.S. tax treatment of laws applicable to capital
investment, we do not believe that our tax laws should be used as a
club to inhibit foreign investment, On the other hand, it is our firm
conviction that the United Sttes remain the industrial leader of the
world, a Nation with an industrial-plant sufficient to supply its basic
pace and wartime needs and a provider of ample and rewarding
industrial job opportunities.

To achieve these goals we must be able to compete in world mar-
kets on an equal basis. s an example of how not to achieve these
goals, let me tell you what has appened to the machine tool
industry.

Up until a few years ago the American machine tool industry
-dominated the world mac4ne tool business. We hadithe largest
machine tool industry in the world. That no longer exists. We are
now in third place, behind West Germany and the Soviet Union. And,
in my judgment, this was brought about largely because of our
export control laws which kept us from being able to participate in
the markets in the Eastern countries.

Without minimiaing iny way the importance of new and enlight-
ened international tradelegislation, r wish to emphasize .our
conviction that in the long run, America's success in. world markets
its ability to attain its economic goals at home, a~id it future s an
industrial. nation, depend most importantly on one thing; its pVQ
ductivity. Winninmg the productivity war .means lower umt cost, lowqr
prices and more idustrial *ob opportunities.

So how are we doing in this productivity war I
Let me cite a few fcts, •
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The amount of money being spent on machine tools and related
equipment per American worker is declining. This means the Ameri-
can worker-will not be able to maintain hisp resent standard of living
unless the trend is reversed. The ability of the American worker to
produce depends entirely on the quantity and quality of the tools at
his disposal.

Second, the United States spends a smaller part of its Gross
National Product on machine tools and related equipment than any
other industrial nation.

Third, the United States has the largest Gross National Product
in the world, and it must have, in our opinion, the largest and strong-
est machine tool industry in the world. Of all of the Government
policies that bear on our ability to increase productivity none is
more important' than tax policy applicable to capital recoveryi Tax
laws that encourage investment in modem and efficient machinery
and equipment constitute, in our judgment, the single most effective
way that our Government can assist U.S. companies in ther efforts
to compete at home and in world markets.

Senator Tx zrxoi. Mr. Cross, I regret to call the time on you, but
the 10 minutes have expired.

Mr. Cuoss. Thank you, Senator.
Senator TALmAwGE. I was interested in your statement that you had

been making sales to the Soviet Union for some 40 years-and that
they had complied completely in all respects with the terms of the
contract.

What have you been selling to the Soviet Union for 40 years I
Mr. CRoss. Machine tools. - ,
Senator TALMAwG. What do .you. exactly mean when you say

machine tools? -I"-

Mr. Cms. Well, over the years we have soldtheu, all kinds, of
machine tools. To begin with, in 'the 1980s wo. sold them tools for
making tractors . - , 1 , s .1-0 '-,e I" - - .i

Senator TALXAu.j Yousay mahine tool&. Is that! a machine hst
operates itself or tools to maintain the machines

Mr. CRoss. They. are power driven a n .that :fom; andOut.
metal to make the parts for various productssuchas automobile_,
trucks, airplanes, and almost any-manufacured roduct. hetools
that the former witness. was4alking about -fbr :miki--g ball bearing,
for example, are machine tools, andi, would liketo oomient on that,
if Imay...

Machine tools for making them:preciz."On ii',re bemixdnethat
the witness was speakingaot Ire dilyst il lbe to.lth*4JS8.R.
in Italy and not from mibidiariesofyierion. opanL he are
also readily available, them from Jalii o that te 8ovi btUomon
is not dependet upf-,the ,Unite States .40 oltan its macharY, tom alce ,n iriia tu m b aledxi g , i', - ,: i yl.. W l t.,, . 16 : -,-,1 I, J,4 -1i ,

SenatoTaPA a Yoir principal o mtitor, Ammi A ¢s~c
foreign counitneirl *j 5f -I

Mr. CRoss. We have plants in German ,ngnd,fdcp iiPlU"
the ,United States. And, of couru.we %4v4o oin p tttrouout
the worldr-
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Senator TA1JAwBz. Do you have any figures comparing the imports
versus the exports on machine toolsI

Mr. Cuoss. The trade balance of machine tools is--we export more
than we import. .

Senator TALmADnG. Do you know approximately
Mr. KoC. Senator, there are attached to Mr. Cross' statement some

appendices which set forth the balance of trade with respect to the
machine tool industry, machine tools generally, and various subcate-gories.

Senator TALKADOE. I am delighted that is in the record, because I
am not aware of what the figures are. I thought we had a favorable
balance on machines.

Mr. CRoss. If I could make one other comment.
The export restrictions that we have put on machine tools over the

last 25 years have made the Soviet Union self-sufficient in the kinds
of machines that they need to produce war materials. And restrictions
on trade that extend over a long period of time, in my judgment,
cannot help but make them self-sicient. If they cannot rely on us
for machine tools, they will finc.a way to make gem for themselves,
and they have proven this.

Today they are looking for machine tools to produce goods for
civilian consumption. Andif we do not participate in that trade, they
will become self-sufficient in this area also, and they will be a force
in the world machine tool market.

Senator TALMADoz. Any further questions?
Senator BEz;mwr. I would like to ask one,
Senator TALMADGE. Senator Bennett.
Senator BzNNr=T. When you say the Russians have made their

own machine tools, have they copied those they have imported from
abroad, or do they have the capability -of designing original and
different machine tools ?

Mr. Cnoss. They have the capability of designing original and new
types of machine tools. Like all people in business, you borrow ideas
from your com petitors from time to time. We have borrowed ideas
from them, andthey certainly have borrowed ideas from us, as well
as from other countries in the world.-

Senator BzNIIUr. I will turn the question around. Would it be
possible to put any kind of restriction on our export of machine tools
to Russia which wbuld interfere with their ability to develop their
military capability I

Mr. CRo. To develop their what?
Senator BzNNm. Military capability.
Mr. CRoS. Only on a temporary basis. Frankly, they have shownno interest in machine tools for military pur and I amhpotive

that they have the capability to make these kinds of machines. In fact,
I visited some of their machine tool plants in Russia, and I have see
that they have the'capability. I have seen that they have the capebil,
ity, if they want to, to make the machines that will make, these
miniature ball bearings also.

Senator BzxrNr. Machine tools made in the United Stat6s are
subject to patent, are they not?
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In other words, can someone walk down to the Patent Office and -if
he knows how to do it, get the essential ideas behind particular
machine tools I

Mr. CRoss. Yes, you can pick u ideas from the Patent Office but
they are not generally of great Value in transmitting new technology.

--Technology changes so fast that what you find in the Patent O&e is
generally obsolete by tho time it would-be available to you.- I

Senator BamwNar. You do not bother to patent your new ideas, you
just go ahead and manufacture them?

Mr. CRos. We do patent some, yes, but we do not place any great
emphasis on Fatents. We do not rely on patents to keep ahead of our
competitors, bo example, either here or abroad.Senator Bxxrr. Is there a worldwide literature, as there is in

scientific fields, where people can keep up to date in the development
of machine tool ideas arovtid the world

Mr. CRoss. There are trade magazines that publish news about
machine tool developments, and these are available around the world.
We get them from Europe, and, of course, Europeans, get ours, a-nd
from Asia too. There are publications that are developed, in Ruaa
that are available to us. We do not comb through those in, our com-
pany very much, because it is very difficult for us, and we can get the
ideas much easier by observation than we can by reading about them
in the trade books.

Senator Bzizwrr. One other question: Are there international
machine tool showsto which people may go, .

Mr. Ciows. Yes, many of them. We have one this fall in the United
States put on by our association. There is another, one tliyear in
Japan. There are shows in Europe periodically, and. there .aO 4n
Eastern Germany also. There is-a show,,this month being.pub otc-In
Moscow for American machine tool producers to exhibit their pro&..
ucts for the Russians and we ar exhibitin..i that. show, and . wIll
be leaving to attend that'show at the end of this week

Senator BwcNNwr. There will be no Ruaian machine tools, in that
show? I

Mr. CRoss. No, this is entirely American. It is a trade show-spow.
sored in part by the Commerce Department and in, part, by, our
association. "

Senator T4IuJ nz. Any further questions
Senator Bmn. Yes.
Senator TwAmL Senator Byrd.
Senator Bi. Where will that trade show be held ?,,
Mr. Coss. I did not hear you, air.
Senator Bmw. The trade show you just mentioned, where wiltht

be held?
Mr. Costs. In Moscow.
Senator BYmD. You mentioned that U.S, 4witrol1 w prevent V..

businessmen from participMJig it Zurooa btti .
What control laws did you have reference to I
Mr., COSS. -The -ex".r 41 "trQ9pA TQ 14 lTVg isXtn4t, thoy hATO ben

relaxed now, 4lthQugRth .:aW. ,tA. eOplretr1QIQ some
machine too, am ly thws tlt are Vontjed AnUme4 ,ly ,it
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Senator Bymw. Why are there still controls on that machinery I
Mr. Cnoss. Because the Defense Department is of the opinion that-

these controls are necessary to keep the capability or the know-how
from the Russian industry. But these machines that the Defense
Department is concerned about are used largely for making high-,
speed aircraft, and they have been in existence now since 1955 o6
1956. The Russians are making high-speed aircraft-that is aircraft
that travel faster than the speed of sound. There is plenty of evidence
of that. So, obviously, they must have the machines that make them.
They are not buying the parts from us that go into these aircraft.

These NC machines, or numerically controlled machines, are also
used for many other purposes. They are used for making things for'
civilian production. We use them to some extent for making machines
that make parts for automobiles and test automobile engines aftd
parts for appliances and typewriters and things *of this nature. . I

Senator Byiw. Would you say that the restrictions on most products
have been removed ?

Mr. CRoss. Yes, most of the export controlson machine tools that
my company manufactures have been removed, and we now can export
to the Soviet Union without any restriction.

Senator Byr. That has been in the last, what, 2 or 8 years I
Mr. Coss. About I year.
Senator ByRD. So most of the controls have been taken off of so-

called strategic exports during the last couple of years I
Mr. CRoss. Well, not what the Defense Department calls strategic.

Controls on only non-strategic items have been removed.
Senator BYiD. Who makes the final decision on whether a product

can be exported ?
-Mr. Ons. There is an interagency committee-that does this Made'

up out of Commerce, Defensei Atomic, Energy, State, and I do not'
know who else, but this committee is the one that decides.

If we were to apply for a license, for example, to export a machine
with numerical controls to the Soviet Union, this committee would
decide whether we would have that license to export, or whether w*e
would not.

Senator Bmn. But you say there are not many products which-are
now restricted for export I

Mr. CRoss. Not many machine tool products, except numerically
controlled machine tools and certain specialized equipment. If I may
I would like to add that our exports to the U.S.S.R. and theEast
have been increasing since the export controls have been related. If
we can continue I am confident that we can regain our position as the
largest machine tool producer in the world. If we don't extend MPN
treatment to the U.S.S.R. I am afraid the business will go elsewhere,
that is, to Germany, Italy, Japan, et cetera.

Senator Bym. Thank you.
Senator TALMADit. Any further questions I
rNo response.]
Senator TALuADs.O Thank you very much, Mr. Cros.We apriOe-

ciarte your contribution to the committee's deliberations.-
-4The prepared statement of Mr. Cross follows. Hearing contihiues
on p. 1515.]
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PRPARUD STATSMUIRT Or RAWi U. Cioss, PxumN or Ti Os (o.- -AN
Fiz? VICE PsIxNT or THE NATOIrM, MAcnul ToOL Buimns Asdocio
TION

Mr. Chairman, members of the committee, my nam iS Rap hI or*s, I am
President of The Cross Company, of Fraser, Mcthigan, and First Vice Preldont
of the National Machine Tool Builder* Association on whose behatC I am
testifying. I also serve as Chairpan of the N)TBA's Government Relatiom
Committee. IN

The -NMTBA is a trade asoiton repra"Uig more than, 80 co'pne
producing machine tools in the United states and, n some O bo#4. Tbes
companies, which operate, manufacturing plants in 27 nd4str-* Otat i ad
provide employment for more than 900O0 persons, account for *or*, th 0
of U.S. production of machine too!e Machine t9Qls, th. Vi ,t ' &01 'out
and bend and form metal, are the aaste *I.,lofl Wustry, thqh
required to produce all others. They are essential to both $ e t a
wartime economy, and have a significant effect in improving the pr oUctivty
of all American manufacturers.

We are pleased to have the opportunity to express our views on H.R. 10710,
the Trade Reform Act-of 1978. Machine tool builders ate vitally lntwisted4in
international trade and, in recent years hate. takes virtually ev0' O tty
to make their Ideas known on this' important subject, In the l.I9s d any in
our industry were a4lrmed by the Inroads Into1tbb U.8.,market.bebimade, by
foreign machine tool manufaxcturers particularly .those- ftnt-Wasteb Rurope
and Japan, and our testimony at various - trade hearing rgt thi con-
cern. But a policy of protectionism Is something that we rejected 10g :ago;
and since at least 1968 we have urged a wide variety of gov'1tal 1 measure
designed, not to reserve the American market for ourselvee, b* to put us on-
an equal and competitive footing ln.world' markets Mo thea -euls- we h&ve
concerned ourselves not only with tariff nd trkde leghislatiOn but,:with laws
equally relevant' to the ability of U.A manufacturerto ebmpet -abroad, those
dealing with the tax treatment of.aptqlnvestmen. ''.. -

We testify today in basic support .of te Trade, Reorm- Act--otbsttW.
Title IV. In supporting this legislation we do not meantO suggest that We are
no longer concerned over the'-inereasing share of, U..- machine tol putr
chases supplied by, foreign producers particularly in certain -PlWtet bl H.

-We are. Am the tables set-forth in the Apedix, to this statement show, wbllb
machine tools overall still show a poIt e trade balance, the U.S. lm s 4an
become a net importer of certain ,achine tool bluetis Includig these, "
machines and boring macie O even .eatet cocern is Insete Un

ieports o mita1tyes 'of .... ... ... ' ..

and ~ ~ ~ ~ ahijs hobu ahnS7eve 2nyvtt ~~~

from the chart oit A' such U.8. tariffs ann
Neiertheleim',w 9 rsoed thitwthk l0g kh , hi fme thle

goode and c'Ital over t*tatlon-*a fl~~w 4' .reel' iqiftt
ing practice An adeq ettit Wm , ath Id ai
situation ssbc eltb at4d~esirabl .
return t o pr ofit pra-I V w ofr'teOn o t6ad t A Mlofl.would ultimately ledt" n'~jet~l~ dv, ~ at
pation in the benedtfit o f' he~ng world cn iobx
degree to *whWO, the: .8, mcine to nut I*~
are suggeed by the chi* 66 " Aa1i, *Welch sod
flat export curve it relatiyo to tho oA *be

Against that baceondw tr
before this Committe6. " ~p ~ ~~l o h ~o

1. PRESIDENTIAL NUOTIATINO AND_ ALUAOT AT~*t~~

(rh Trade Reform bill wo~ld kntr OPOT1 t#4 ~z~~elbt4 ) o uthorlty to
negotiate reductions, In such tt.S.ctnk Ab iihtld' th1Ieehn Ro' und uego-
tiatoPa of tbe 9"As qinsomecuet ~nt hhatebr wil

(otez acne~o sl t r 40A
(othrlr). eh Vro enn o tund fates of Ufop, these three ta t

Ications were 20%, 12%6 and 15% respectvely. Today they are balt'bat Ic8 or
10%. 6% and 7.5% respecelMy.,



also empower the President, subject to a Congressional veto procedure, to agree
to reduce or eliminate what our trading partners may regard as U.S. non.
tariff trade barriers to their exports. The point of such concessions would,,be
to enable us to obtain equally meaningful concessions from our trading part-
ners, particularly in the area of non-tariff trade barriers which have so often
proved such effective obstacles to U.S. exports. ' I

We believe that International negotiation offers the greatest likelihood Of
our obtaining significant concessions from those countries and trading bl60
that maintain tariff and, more importantly, non-tariff barriers against our'
products. Accordingly, we would confer upon the President the authority
granted by H.R. 10710.

On the theotj that sticks as well as carrots can frequently be useful negota
tion tools, we also endorse the provisiove ot Section 801, which would authorWsb
the President unilaterally to raise or impose tariffs or other import reetric.
tons against any country that engages in unjustifiable, unreasonable or dis-
criminatory practices affecting U.S. exports.

2. LIBERALIZATION OF THE, ESCAPEE O[AUSN"

Since the 1960's we have urged that the escape clause of the -Trade Expan.
sion Act of IM be liberalized to make It a realistic Vehicle for relief by Indus-
tries- suffering serious Injury from increased imports. We are pleased that
there is now the prospect of legislation that would apparently accomplish this
purpose. As already indicated, we du rtot favor general tariff increases or tbe'
widespread imposition of quantitative restrictions on imports. We recognlse,
however,, that as international trade expands temporary dislocations in domes-
tic economies, both in this country and elsewhere, are inevitable. Depending,
upon the severity of those dislocations, a realistic and practically available
mechanism should exist by which firms and workers can obtain relief. In te
case of firms we believe that import relief, as distinguished from adjustment
assistance, would probably be sufficient, and we so testified In the House. How.
ever, we have no objection to the provisions of HR. 10710 that, going beyond
the Administration's proposal, would make adjustment assistance available -to
firms as well as workers. Overall, however, we look upon the Trade Reforaf
Act's new "substantial cause" test and its elimination of the need to w a
causal connection between injury and prior trade concessions as the bill's most
significant features relating to theescape clause, and we strongly endorse thea
provisions.

3. VFA= IUMOW PRACMTCE-

There are two international trading practices that are generally recognIsW
both in national and International law, as unfair and unlawvul. The first +I.
dumping, a form of international price discrlutnation. The econd Is the p rae-
tice of governments' directly or Indirectly subsidizing exporqs. We endolse
thomsprovisions of the Trade Reform bill that would make our antidumping and
countervailing dqt~y statutes piore dective by imposing statutory timetables,
for the completion of investigations and make certain other procedural protw-,
tions. Delay in enforcement has Jn the past been one of the major deterrent t0
aggrieved US. industries' initiating proceedings under these statues.

We would also urge that you give consideration to related provisions Of
8. 828 and perhaps other bills, which contain provisions that include add-
tional improvements In these areas. For example, 8. 328 would require te..
Treasury to complete investigations in six months from the filing of a colw
plaint while I.R, 10710 would permit Treasury to take as long as nine mont4-
from the time that Treasury, on the basis of information contained in i
plaint, published a notice of investigation. 8. 328 also includes provisions that
would permit judicial review of-adverse Treasury Department or Tariff C0o-
mission decisions on the petition of a complaining domestic Industry as well as
an aggrieved importer.

4. BALANCE OF PAYMIETS AND 0OUNTER-IFLATIOl AUTOR.

The Trade Reform bill would also' give the President new powers to Imjbi
temporary restrictions on Imports in response to serious balance of. pymt
problems and temporarily to ose Import restrictions as a eonner-1nXA;;tl9 ;
device. As We understand It, these would be essentially emerge, pow . S •



1807

viewed, we approve the grant of such authority as desirable and in the
national interest.

5. TITLE IV-MIN AND OMJ ITS FO EXPERTS TO COMMU*16T OOUIXTRXES

The world military, political and economic situation has changed consider-
ably since the Cold War days in which Some of our present trade laws were
developed, including the prohibition against the grant -of nondiscrIminatory
(MYN) tariff treatment to Communist countries The- eurent .Administration
has slowly and cautiously encouraged this expansion of trade with, botthe
Soviet Union and the Peoples Republic of, Ohina, But the ability of -munlst
countries-to purchase In the West depends to a considerable dege-eon, their
ability to sell here. For that reason we favor enabling the Admnlstrationto
conclude trade agreements with Communist countries that, subject-to certain
conditions, would afford those countries the same aees to- our markets as
that enjoyed by our non-Communist trading -partners.- The conditiOU, relate
essentially to the need for protection against possible abuse by Communist
countries, of their economic power as state mohopoleW -, i: - -

We believe-, that the. provisions of the Administration's original trade pro-
posals that would limit trade agreements with Communist counties to three-
year periods, that would empower. the President to withdraw MFN and that
would reduce the burden on a complaining U.S. ndustryji, an escape clause
proceeding satisfy these needs6 Accordingly, we strongly endorse that, legida-
tion. It follows that we strongly. oppoeb -Title IV of the bill passed by the House,
which would constitute a significant baokwordsWp In our efforts to normalise
and expand international trade relationships. -' :,..

As amended in the Housi Title IV would not, only effectively continue did-
criminatory Cold War tariff treatment of the Soviet Union and, China but It
would undo recent advances made in the area.of export financing. These conse-
quences are of course the result. of the. House , decision to use the trade -bill
as a device to bring about ehangesin Soviet emigration pollcies.

We can appreciate and share the Hoxue's objectives. Like, Seretary Kis
singer,.however, we firmly believe that the trade bill Is not thei'appropriate
vehicle for pursuing such objectives. -

As businessmen we look upon the Sovlet Unlon and other Eastembloe coun-
tries as Increasingly Important markets--markets that will enable us to expAnd
our exports and thereby, .besides increasing domestic. employment and con-
tributing podtively to. the balance of,. trade, rebuild our capital base.,But
the benefits of expanded trade with the. East are not solely economic Both
as businessmen and citizens we strongly share the Administration's ,conviction
that expanded wprld trade and rfulting economic interdependence are perhaps
the most promisaing-insurer -of continued, world peace. Attempts to use the
leverage of ,,trade.to,.aceomplish stil:.:other purposem, such as. bringing about
changes In Soviet .domestic policy,. can only. overload the circuits and deny to
us the benefits, otherwise to be gainedL ... .. . I It

Accordingly; In the Interest -of both a Ilkeraltfade policy and detente, we
urge this Committee to report a trade bill that -does not attempt to tie- the
questions of non-dlsr~lnatory- tariff, treatment and Eximbank. financing to
the unreilted.!ssaw of Soviet.emigration policy, ., -,, , -

There ore, two other matters that -though not directly raised by HL "10710,
are appropriate subJects of comments at. these hearing, .both, because they
relate to international trade and because they fall within the jurwidictiot of
this Committee. One is the Issue of U.S. taxation of foreign source income; the
other Is the U.S. tax treatment of capltal Investment at home.-

We are gratifed that the trade. bill passed by. th House and pending btore
this Committee does notnclude, provIsios that would disturb existing- U.S.
tax policy opplicble to forelk investuatviAs the Swetatm of thm Treasury
testified before the House and. as various government .andprivate- studies have
shown rfmlorn vstomet by U.1,1.4rms hawbeen-bedeaLto,. th-.Amesr-sa
economy and has in fact Improved the U.S. balance of trade position and as
Jobs to th U,, coorny. It. f0oow .i we. -believe, that sw3 . basi., .v of
our laws re ttn a rt.woJltabation o toour io erntiooal m as ee etithe foreign tax credit, would be contrary to our international trade objectives.



1508

Even some of the more limited proposals that have been advanced would be
damaging to our international trade position. For example, it has been pro-
posed that U.S. corporations should be subject to current taxation on the earn-
ings of foreign subsidiaries operating in countries offering "tax holidays" or
other inducements to new investment. Under this proposal, advanced by the
Administration last year, what would constitute a "tax holiday" or other
inducement would apparently be left to Treasury determination. Once the
provision came into play and the parent was taxed on current earnings of the
subsidiary, however, termination of the "tax holiday" or other- Inducement
would uot relieve the U.S. parent of its obligations to pay taxes currently on
the unrepatriated earnings of the subsidiary.

The Administration's proposal apparently rested on two assumptions. The
first is that when a company invests in a foreign country that offers tax Incen-
tives to investment, the sole or controlling factor in the Investment decision is
necessarily the existence of the incentive. The second Is that it Is the obliga-
tion of U.S. tax law to neutralize any such "distorting" influences on business
decision-making.

The fact ti that In virtually all cases a decision to invest in a particular
country is not the result of a particular tax incentive program but a corpora-
tion's assessment of numerous and diverse market, commercial and legal con-
siderations. To penalize an American company by taxing it currently on the
unrepatriated earnings of a foreign subsidiary enjoying some form of tax
advantage in Its country of operation, far from providing a neutral climate
for business decision-making, would Introduce reverse distortions. It would
also, of course, place U.S. firms at a significant disadvantage In relation to
competing firms of other nationalities whose governments do not deny them the
benefits of such local tax advantages as may otherwise be open to them, As
such, It would of course Impede our ability to compete.

Similarly, we do not believe there is any Justification for currently taxing
the foreign earnings of a controlled corporation which operates in a country
with significantly lower Income tax rates than the U.S. and whose exports to
the United States exceed 25% of Its total production, as the, Administration
proposed. First, such a provision could have significant and arbitrary cons-
quences in a variety of situations that cannot be foreseen. More basically,
however, such a provision would operate to disadvantage U.S. corporations in
relation to their foreign competitors. If the tax laws of Country X operate to
give companies located there an undue advantage with respect to the US.
market, the problem, if It is one, calls for a tariff solution, which would apply
equally to all companies operating In Country X, not solely to the subsidiaries
of U.S. companies.

With respect to a third Administration proposal, we are opposed to any new
restrictions or limitations on the availability of the foreign tax credit, at least
as applied to manufacturing Industries generally., More specifically, we do not
think that the failure of particular foreign countries to allow losses reconised
under U.S. law justifies an exception to the general principles otherwise
applied and approved. In this connection, it should be stressed again that
most forpignu-nvestments are made'to reach new markets. The overseas opet-
tions of U.S. corporations contribute importantly to industrial growth lfn both
developing and developed countries. In addition, as already noted, they create
U.S. Jobs, provide taxable income to- our Government and can contribute
significantly to the betterment and growth of free world trade, economic
stability and peace. -

7. U.S. TAX TRZhTMENT OF LAWS APPLICABLE TO CAPITAL INVZSTMZ T

As should be clear, we do not believe that our tax laws should be used as a
club to Inhibit foreign Investment. On the other hand, we may share v(lth
those who-would use our tax laws in that manner one ommon, overall objec-
tive--to see the United States remain the Industrial leader of the wotld,*&
nation with an industrial plant sufient to supply its basic peace and wartlua
needs, a provider of ample and rewarding Industrial job Opportunities. To
achieve these goals we must be able to compete in world markets on an qW
bad&s

Without minimizing In any way the Importance of new and enlightened 4t*
national trade legislation, I wish to emphasize our conviction that, In thloM
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run, America's success in world markets, Its ability to attain its economic goals
at home and its future as an industrial nation depend most- importantly on
one thing-its productivity. Winning the productivity war means lower unit
costs, lower prices, increased exports, less dependence on imports, more indus-
trial Job opportunities, a positive effect on our balance of trade and balance
of payments.

Of all the governmental policies that bear on our ability to Increase produc-
tivity, none is more important than tax pUcy ,applicable to capital recovery.
Tax laws that encourage investment in modern and efficient machinery and
equipment-machinery to increase productivity--constitute, In our Judgment,
the single most effective way our Government can assist U.S. companies in
their efforts to compete at home and in world markets.

No group o Senators occupy a more.impgrtant aud $4auqAt position with
respect to these matters than the members of this Committee. Accordingly, let
me close my testimony by, once again, urging that there be retained, as perma-
nent features of our tax law, the Job development or Investment credit, ;at a
fixed statutory level, and the ADR system of depreciation.

Enactment of the Trade Reform Act of 1978 would, subject to appropltit
amendments to Title IV, be an important step toward open, equitable andS fair
International trade. As such it would offer benefits for all the people of the
world. But if the bill were enacted and if at the same time there should be
any whittling away of the capital recovery provisions of the 1971 Re enou@
Act, we are convinced that the net effect on U.S. manufacturers' abilltr"o
compete at home and in world markets would be negative. America needs' new
trade legislation; it also needs a system of capital recovery as good as those
of other industrial nations.
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APPENDIX C
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TABLE 1.-- ALL MACHINE TOOLS (EXCLUDING PARTS AND ATTACHMENTS), EXPORTS FROM, AND IMPORTS INTO,
THE UNITED STATES, 194-73

[Dollars In millions]

Export Imports Blan

Year Units Dollars Units D)O1Il dollars

1964 ................................ 14,110 $2966 2 $36.6 $1 62 .3
196.............................. 12, 475 171.2 32152 W-.3 114.9

................................. 14,634 173.2 61,679 117.8 554
17.............................. 12861 194.1 64,710 178,1 169
low .......... ............ 11,462 174.5 52, 053 163.6 10,1

.... ..................."".1""""063"18'.5 5i 330 1561 25
061 238 8 53806 131. 8

1971 ........................... 13, 634 191.0 6- 941 90.1
197 ........................... 11765 17L 1 41,659 114.0 57.1
1973 ................................. NA 1247.0 36103 167.1

' Estimate.
NA: Not vailable.

Source: Bureau of the Census, U.S. Department of Commerce Imports FT 135; Exports M35W.

TABLE 2.--METAL CUTTING MACHINE TOOLS (EXCLUDING PARTS AND ATTACHMENTS), FYAPT !I"S FROM, AND

IMPORTS ;NTO, THE UNITED STATES, 1964-73

[Dollars In millions

Exports Imports

Year Units Dollars Units Dollars delleis

....... .......... 10. 577 $151.4 16,645 $306 v

............................ 9,137 127.1 23,600 4&.

................................ 11,425 126.7 4,235 104.7
1%,037 143.9 53356 15&.5

. . . 81109 121.2 42,979 142. 0
l ......... .................. 909 13. 6 41, 398 132. 811!10,. .......... ........ ..... it, 00 18L. 8 202 104. 7
1971*.........:: ;.......... 11154 M 32 3 ,264 70.8
197L ....... ................ 8;677 11I26 42,070 82.5
W3 ....................... NA '112.0 30,541 12& 0

NA: Not avallaWle.
Source: Burma of tM Cems, U.S. Oermt of Commerce Imports FT 135; Epr M35W.

TABLE 3.- LATH ES (EXCLUDI NG VERTICAL TURRET LATHES AND ALL PARTS AND ATTACHM ENTS), EXPORTS FROM,
AND IMPORTS INTO, THE UNITED STATES, 1964-73

Si~olirs in millions

Exports Imports

Year Units Dollars Units Dollars do""

1964 ............................ .3,633 $26.2 6,063 $6. $1 3
196.,........................... 1I 20.1 - , . 4.,
1966 .............................. 1,31 166 14,811 3
167 ........... ........ ....... .3, 3 1?,664 47.7
3968.............................. 683 15.3 13,452 38.3I

.......... 673 16.8 13,241 18.2..................... 2, 1.3 32,062 27.9 ,
1971 ................................. 774 24.0 6,252 27,8 6
1972 ................. 520 19.2 5 ,578 22.9 (l
1973 ................................. -NA 22.1 6,0A 45.7

'Estinute.
NA: Not available.

- - Source: treau of the Census. U.S. Department of Commerce Imports FT 135; Exports M35W.
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TABLE 4.-MIING MACHINES (EXCLUDING PARTS AND ATTOCHMENTSI) EXPORTS FROM, AND IMPORTS INTO,
THE UNITED STATES, 1144-73

[Dlas In miUlionsi

Exports Imports
Yur _ Units Dollars Units Dollars dollars

1964........................ 507 $14&5 656 S311

96...................3.:: 1 2111968::::.................... 10.J jjj0 1.
97 .......................... 11 6 3.

1972 ................................. 416 &3 1,441 7.5 2
1973 ................................ NA '6.8 1760 12.4

' Estimate.
NA: Not available.
Source: Bureau of the Census, U.S. Depadmeat of Comme Imports FT 135; exports M35W.

TABLE 5.-BORING MACHINES-NCLUDING VERTICAL TURRET LATHES (EXCLUDING PARTS AND ATTACHMENTS),

EXPORTS FROM, AND IMPORTS INTO. THE UNITED STATES, 1604-73

lO"ie In milonsI

Exports Impot Sa
Year Units Dollars Units Dollars dolai
1964 .................................. 7 31

1965 ................................. 4.0 3,.
1966 .................................. 183 .3 ii1967 ................................. 177 4.8 "10.0
1966 ................................. 147 4.4 1, On 19.4 1
1970.............................. 123 &21 2,223
1970................. ........... 121 6.2 2 w1
1971................. ........ $ -3-8 11.
1972 ................................ 7 3.0 IN
1973 ................................. NA ' 3. 7

I Wtaimaa ...

NA: Not aVllaMl.
Source: Bureau of the Census, U.S. L0partent of Commerce Imports FT 135; exports M3W.

TABLE 6.-DRILLING MACHINES (EXCLUDING PARTS AND ATTACHMENTS), EXPORTS FROM AND IMPORTS
THE UNITw sAT 8, 6I473

phdler in ~los

INTO

Yer Unm Dots Units De)as dolor
19644 .7 . I - , $ 14

1964 .............................. *4,.
15 ............. ....... r.... ; ...... U -"
1966 .................. .... 4.6 3; 32 __196 : .......................... .... .. .-. : -: *i :",... ' " " *. 1 .

.................... 1:1I
12:............... . .,

1973.... ....... ........ .......

I FEStlRot --
NA: Not avIlaBle.
Soorce: Berau the Coees, U.S. Deprtment of Commerce Imports FT 135; exports MSL..
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TABLE 7.- U.S. MACHINE TOOL IMPORTS AS A PERCENTAGE OF U.S. MACHINE TOOL CONSUMPTION, BY TYPM
(BASED ON DOLLAR VALUE 1) 14-73

1964 196 1S 1967 1968 199 1970 1971 1972 11973

All machine tools ...............................
Mdd cutting type .........................
Met Foming tp ...........................

Gear uttin asE ooi.gtype ...........
hr.IU n i typ e.............................

Lathes (eiicludln vertical turret lathe)........
Gri lndl and pol aldt mocines ..................
Mill mchins ..............................
Borq m Ichlnes (incldIng vertcaM turret lathes)...

3.5 4.2 7.1 9.6 9.6 9.4 9.1 9.4 10.3 10.1
4.1 .0 8.7 11.1 10.7 10.7 10.3 10.9 10.7 10.1
1.9 L.2 2.9 52 5.7 5.5 6.3 6.3 9.3
4.5 8.2 5.5 9.4 9.2 7.0 14.6 21.3 18.7 I6
2.3 2.8 4.8 6.2 1.8 8.8 6.2 7.0 7.7 7.0
5.0 6.2 12.2 13.1 IL2 12.3 11.7 10.6 111 ILl
3.4 3.4 5.8 6.8 7.6 8.0 8.2 9.3 9.5 1It2.9 4.3 8.3 .6 12.1 12.9 12.0 15.7 12.1 I
5.5 6.5 10.8 15.7 17.8 224 29.7 26.6 24.7 1

I Dollar values based on total machine tool shipments.
S Estimate.
Sourn: U.S. Department of Commerce: Shipments- Current Industrial reports, metalworking machinery (M35W);

Exports- M35W, Bureau of the Caemus; Imports- FT 135, Bureau of the Census.

TABLE $.-WORLD MACHINE TOOL CONSUMPTION (EXCLUDING U.S. CONSUMPTION); U.S. MACHINE TOOL EXPORTS

(I)olars in millkn]

World eup-U t as
Worl conump-percent of world

tON oxcludlng consumption ox.
U.S. consump- eluding U.S. wil.

Year lon U.S. exports sumptlon

1W............$3750. $21L. I5.S
57&.3 144.4 4.0

1964 ................................................. 3 707.4 196.6 5.4............................................. 3739 171.2
1 .............................................. 4,4487 174.5........................... 3,32.68 171.2
I.............. -..... " 3529 238.8

1 . ..... ...................... 7861 191.0...... ..................... ..." " .. "'" ""...... 171.1
................................................ 8 945.0 '247.0

' Estimate.
Source: U.S. Department of Commerce, Bureau of the Census; McGraw-Hill.

TABLE 9.-ALL MACHINE TOOLS (EXCLUDING PARTS AND ATTACHMENTS), IMPORTS INTO THE UNITED STATES,
--BY COUNTRY OF ORIGIN, 194-73

[in aulloes of d" s]

1973
Iner,

over 1964Country of odin 1964 196 1W$ 1967 1968 INS 1970 1971 1972 1973 paerta(

Weetsrmny ........... $12.6 $19.4 $3&3 $50.6 $5.6 $47.1 $4.7 $30.8 $39.2 $51.6 368.1
United KLgom....61 7.6 17.2 32.929 K44 20.5 11.4 15.0 21.9Jaw ................... 2.0 4.6 17.3 26.2 17.9 14.7 &. 14.7 2L0Italy....... ...... 2. 2. &3 11.8 22 2 17.2 20.5 10.3 7.7 7.6 10.1
CAd............. 1. 2.6 4.4 6.8 6.4 8.2 6.0 7.0 7.0 9.5
AN others ............... 12.2 16.4 31.8 394 39.7 38.0 336 23.4 30.5 52.0

Total .......... 36.3 56.3 117.8 1781 163.G 15L1 13L8-90.1 114.0 167.1

Source: Bureau m the Census, US. Do int of Commerce, Imports FT 135.

: I,., , '
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Senator TALMADGE. The next witness is Mr. Robert M. Woletz; co-
chairman, legislative committee, National Office Machine Dealers
Association. our entire statement will be inserted in the record, Mr.
Woletz, and you may summarize.

STATEMENT OF ROBERT X. WOLETZ, CHAIRMAN, LEGISLATIVE
COMMITTEE, THE NATIONAL OFFICE XAOHINE DEALERS
ASSOCIATION, PIRESENTED BY DAVID PAL.ETER

Mr. PALMETMR. I am sorry, Mr. Chairman. My name is David
Palmeter. And Mr. Woletz was called away because of a death in his
far-ily, and asks that I be permitted to present his statement in
summary form.

The National Office Machine Dealers Association is a national
organization of independent businessmen and is the recognized spokes-
man for over 10,000 office machine dealers and distributors. We'are
small businesses, selling and servicing a wide variety of business
machines including typewriters, adding machines, calctilators, book-
keeping machines, 'dictating machines, photocopy machines, dupli.
cating machines, cash registers and data products.'

The industry estimates that over 80 percent of the products sold by
independent dealers are manufactured abroad. Over 100,000 workers
are employed by independent dealers. We, therefore, have a vital stake
in the legislative proposals under consideratio i bY this committee.

It is no exaggeration to state that thie independent 6ffic: machine:
dealer owes his very existence to imports. Typically, the larg0' office
machine manufacturers in thp United States a e*vetically integrated,
monopolies with thefi. own sales afi distrbutioV oit lets. Over: the
years most have. refused to sellthrou h inadeldenit 9.o 1naWhne
dealers. In the yers past, the -indpeii -t ce iaohie dealer w
forced to sell oiy Used machinery, an o t aiiak a subItfitial art of
his living in repairing and sei grhachins. :

To- give thecom0,1tt u few examplWf, the domiwa fit joition
occupied by the .iants, NOMIR A estimates that Natiol ah"
Register <unti appr"mately TO pcen7 .f t US. ea h
register"'market, a4' ite itiqnl Bit es-Macli-ne0,!ha o er, 80
percent of the heav-duty ofc eletr.c ty"r6e aitke 4 Anbther
example is XeroX, which totally dmiiate the commercial copying

IBmaNrOe and Xeyok hive 6iber th: r i'tly to irket
cIMi, NQJ have "~a tefmi market , t d 0new cash sisters, new electric Pa. mte d n ew ojme tirdUgh

independent dealeiOs.' k.e de. i'fito, NOR's iw* 0As iregls,
ters, IBM's new t yewrle ... tid, eXo'x prWdlits:are s4ld through
their-wholly i U'a~f.I i~~Ni nteie ya h
the deal1r ha '' 6npin 'cale i t 04hi " utomne
as a new cInAiA,41The ayaiabili y Oimf 1 allow.d the liifdi nd410 tdl to s_
extentto,,) ),te ne lce hxei''lsIned bu
still ind u e twelAnf etit I iIt& e tPobon. ViIote
have alowe4 9ur. t-. ', .~ 'e~b sh , i t A b :n:. -:...
avera of i nvaiij ared f 40t"1 00' itftl,

30-229-74-pt. 4-31

BEST AVAILABLE COPY
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to a present average of about 10 employees doing in excess of
-. 00,000 per year. In other words, through imports the average dealer
has been able to quadruple his size.

Not. only have imports allowed this kind of growth among our
member firms, but we would like to emphasize that the real benefici-
aries have been the conm'umers of our products, no longer completely
dependent on the few dominant American suppliers.

It is for these reasons that we are concerned with any measure
which would unjustifiably impose restrictions on imports of business
machinery.

We note that the House, in section 202(c) (4), "Presidential Action
After Investigation," accepted the recommendation of the admin-
istration that in determining whether to provide import relief, after
a finding of injury in an escape clause proceeding, the President shall
take into account-and I quote:

The effect of import relief on consumers, including the price and availability
of the imported article and the like or directly competitive article produced
in the United States, and on competition in the domestic markets for such
articles.

We urge the Finance Committee to retain this provision. In our
opinion, however, it does not go far enough. We would strongly urge
the committee to adopt a provision which would require the Tariff
Commission, in an escape clause proceeding, to conduct its own
investigation of the elements included within section 202(c) (4), to
hear testimony, to make findings thereon, and include such findings,
together with supporting data, in its report to the President in any
escape clause investigation.

We iiir'ther believe that the bill should be amended in a manner
forbidding the President to impose import restrictions when the Com-
mission finds that such restrictions will materially reduce competition
in the U.S. market for the product under investigation.

We further believe that the elements set forth in section 202(c) (4)
should be taken into account in the prenegotiation procedures set
forth in chapter 3 of the bill.

Turning to the excape clause itself, we believe that the Ways and
Means Committee's version has gone too far in the protective direc-
tion. We specifically refer to the substitution of the words "substan-tial cause" for the administration's proposed "primary cause" in
describing the necessary causal relationship between increased
imports and serious injury. Import relief is a drastic remedy and one
which in our view should be used sparingly. The-committee should
insure that such relief is not accorded except in those cases where
increased importsare at least a more important cause than any other
cause of serious injury to the domestic industry concerned.

Other witnesses have dAlt at length with the difficult question of
countervailing duties. We recognize the importance of international
rules governing governmental_ assistance to export industries. Since
the United States maintains a number of export assistance meas-
ures such as the DISC, regional assistance programs, concessionary
export financing, and others, we believe it important to work out an
internationally accepted standard for Government subsidization.
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Until this is done, we do believe that the present discretion on the
part of the Secretary of the Treasury should remain without the
1-year or 4-year termination provided in the bill.

We think that the committee will find the business equipment field
a perfect illustration of the advantages to the United States in an
expanded, unfettered world trading order. The market for business
machinery is rapidly expanding, with new products and new tech-
nology dominating sales. The United States clearly has the
technological lead in many of the developments.
_ In electronic computers produced in the United States by the
American companies manufacturing office machines but not marketed
through office machine dealers, the United States overwhelmingly
dominatess the world market. Altogether, including computers, the
United States exported $2.1 billion in the business machine field in
1973. Imports of about $900 million resulted in a favorable trade
balance of the United States in business machines of over $1.2 billion.

There are particular areas and particular types of machines where
there was an import imbalance against the United States, but we
believe that isolating particular segments of the business machine
industry distorts the overall picture. The United States has special-
izd in high technology big ticket items, which maximizes our com-
petitive advantages. Imports are meeting other needs in -the
marketplace.

Even in these areas, however, we feel that the situation is chang-
ing. Substantial adjustments in the dollar's parity with other cur-
rencies, coupled with the development of new technology and new
products, has slowed the rate of import growth and clearly enhanced
the export potential for U.S. manufacturers.

Moreover, the Department of Commerce projects a substantial
growth in U.S. production of business machines for the future.

It is not only our concern that increased protectionism will make it
impossible for our dealers to conduct their business, but that this will
result in an intolerable aggravation of concentration and monopoly
in the business machine industry. In the end, our consumers would
pay a heavy price.

We wish to express our general satisfaction with the bill as passed
by the House of Representatives. We do believe that it generally
balances competing interests and objectives of the United States, and
will allow our negotiators to grapple with the serious problems which
they will encounter in international trade negotiations.

I wish to thank you on behalf of myself and the National Office
machine Dealers Association for the opportunity to appear before

you and to present our views.
Senator TALMADO E. Thank you, Mr. Palmeter, for your contribution.
Are there any questions ?
[No response.]
Mr. PALMETER. Thank you very much, sir.
Senator TALMADmG. The next witness is Mr. Bernard H. Falk,

president of the National Electrical Manufacturers Association.
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STATEMENT OF BERNARD H. FALK, PRESIDENT, THE NATIONAL
ELECTRICAL MANUFACTURERS ASSOCIATION, ACCOMPANIED
BY THEODORE CROLIUS

Mr. Fri,. Good morning, Mr. Chairman.
Senator TAL'M AM.. Good morning, sir. Your entire statement will

be inserted in the record, Mr. Falk, and you may summarize it.
Mr. FALK. I would like to introducee Mr. Theodore Crolius.
Mr. Citorns. C-r-o-l-i-u-s.
Mr. FALK. Mr. Chairman, my oral statement will deal with unfair-

ness of worldwide trading in certain electrical products, and how this
proposed legislation can help in resolving this problem.

The National Electrical Manufacturers Association, NEMA, has
historically supported IT.S. trade policy aimed at expanded, liberal-
ized international trade. That remains our position today, and,
therefore, we endorse those provisions of H.R. 10710 which will carry
IT.S. policy forward toward realization of free, fair trade in world
commerce.

For NEMA members, this issue of free, fair trade is critical.
Electrical manufacturing is a worldwide industry with worldwide
markets. Virtually every nation has some electrical manufacturing,
and the major industrial nations, without exception, have broadly
diversified production capability and ever-increasing technological
sophistication.

Every nation of the world regards its electrical manufacturing
capability as an essential national resource which underpins its eco-
nomic strength and measures its potential for growth. Consequently,
every industrialized nation,-to one degree or another, and with the--
United States as a notable exception, has historically adopted policies
to protect and encourage its own electrical equipment capability, in
terms of research and development assistance, strict buy-national
procurement policies, discriminatory standards regulations, and
export aids and incentives.

The buy-national procurement policies of electrical utilities owned
or controlled by the governments of Western Europe, for example,
have effectively foreclosed U.S. producers of heavy electrical equip-
ment from competing in those foreign markets. At the same time,
however, electrical machinery producers in those foreign countries,
often supported by government export aids and incentives, have
enjoyed relatively open access to the large U.S. market, subject only
to a low tariff, and a 6-percent buy-American differential in the case
of Federal procurement.

As a result of this one-way flow of trade, U.S. electrical manu-."
facturers have sold very little equipment in the other producer coun-
tries of the world, while hundreds of millions of dollars of foreign-
made equipment are now inplace throughout most major U.S. elect "ric
systeins-investor-owned utilities as well as Federal and municipal
power authorities.

NEHMA is gratified that the U.S. Government has tried to do some-
thing about the anticompetitive behavior of foreign governments and
their government-owned or controlled electric utilities. In 1968,
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approximately 1 year after the Kennedy Round negotiations were
concluded, U.S. trade authorities became convinced that restrictive
nationalistic procurement in heavy electrical equipment had created
clear conditions of unfairness in international trade. NEMA had
made this point in many statements over the years, to the Congress
-ind the executive branch. Seeking correction, U.S. officials initiated
working party discussions within the Organization for Economic
Cooperation and Development, the OECD, to try to develop an inter-
national code on government procurement.

At the request of the Treasury Department and the Office of the
Special Representative for Trade Negotiations, NEMA submitted a
draft of a proposed international code for electrical equipment pro-
(lirement, modeled on applicable U.S. Federal procurement regula-
tions. We believe that since 1968, U.S. officials have worked diligently
toward adoption of an international procurement code based, at least
in part, on the NEMA draft. But now, in 1974, little tangible progress
has been made, and we must conclude that there is scant interest
among the other OECD members in facilitating broadened access for
U.S. manufacturers to these members' own home markets.

NEMA strongly endorses Section 102: Nontariff Barriers to and
Other Distortions of Trade. This section, taken in conjunction with
section 2 of the bill, provides the stattry basis for negotiating away
the deeply rooted anticompetitive practices that inhibit world trade
today.

In particular, we endorse section 102(c) -the so-called sector
amendment-which mandates utilization of a sector negotiation
where that is the most likely means of achieving equality of access to
markets and elimination of discriminatory restrictions affecting the
entry into markets of a product line, whether such restrictions are
tariffs or nontariff practices, or both.

We further believe that the bill should clearly spell out the intent
of the Congress in cases where the utilization of itsbroad new author-
ities does not result in achieving equivalent competitive opportunities
for American industry. Where trade barriers are common to most, if
not all countries, a mutual redfiction of similar barriers may achieve
equal access. However, where entry to some countries' markets is
restricted more than entry to others, or restricted by dissimilar
devices, competitive opportunities obviously cannot be equalized
merely by mutual reductions of similar impediments.

Where there are major restrictions to imports int" some markets.
whether by tariffs or nationalistic procurement or other impediments,
but not into others, equality can be achieved either by al countries
adopting similar restrictions or by each adopting similar rules of
open competition applicable to all. Section 101(c) (1) in our opinion
provides all of the authority necessary to achieve equality.

We urge, therefore, that the provisions of the bill be clarified to
reflect the intent of Congress that in the case of persistent barriers to
U.S. exports which have a long history of unsuccessful negotiations,
and which cannot be removed during the forthcoming negotiations,
TJ negotiators shall' be instructed to equalize competitive opportu.
nities by employing the authority of section 101(c) (1). This, to
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N.EMA, is the only solution to years of no progress over the issue of
discriminatory Government procurement practices because these
practices are a prime example of flagrantly unfair practices not yet
resolved through negotiations.

Recognizing that U.S. negotiators need discretion as to how U.S.
negotiating objectives and techniques will be structured and imple-
mented, the foregoing considerations should constitute the criteria of
the special representative in determining whether to negotiate by
product sector in a relevant case. His procedure would be to define
product sectors which may be appropriate for sector negotiations. He
must assess all the trade barriers and distortions affecting any given
product sector. And after he has determined that a product sector
negotiation (a) will best, achieve the objective of equivalent com-
petitive opportunity, and (b) is feasible, he should then seek to
negotiate by product sector. We think that this process will afford the
special representative adequate flexibility to negotiate in the national
interest and it will effectively serve the purposes set forth in section
2 of the bill.

NEMA does not, believe the sector amendment is intended to
achieve only mutually beneficial sector agreements. To the contrary,
it also and properly aims at equalizing competitive opportunity in
sectors which are presently unequal and which, by definition, are not
susceptible to mutually beneficial concessions. Among other things,
this obviously sensible interpretation means that U.S. negotiators
must certainly be prepared not to offer concessions in a product area
where IT.S. commerce is at a persistent, fundamental, and apparently
nonnegotiable disadvantage. This instruction should apply to any U.S.
concession wheqler it be fbr the sake of concessions in another prod-
tiet area, 'or as part. of a broader offer of reciprocity. If the competi-
tive disadvantage is acute, unreasonable and nonnegotiable, a differ-
ent solution is the only answer.

A successful negotiation, moreover, need not always be measured in
terms of aggregate concessions. It can also be successful if the
United States refrains from granting concessions which will widen
the existing disadvantage in a given product sector. And it can be
successful in a very real economic sense if, under the authority of
section 101 (c) (1), it finally has to involve increasing duties to offset
the disadvantage and equalize market access.

Thus, section 102(c) should be clearly interpreted as an exception
to the general proposition stated for the record by STR that, "trade-
offs of concessions between product sectors, including between agri-
culture and industry, are necessary to maximize negotiating results
for all industries." We urge the committee to make it crystal clear
that section 102(c) should be interpreted as a congressional directive
that certain product sectors unilaterally burdened by persistent and
significant foreign nontariff barriers should not be further burdened
in the name of maximizing overall results. We believe the high tech-
nology electrical equipment situation of now many years standing is a
major example of this problem. We pledge every assistance to our
negotiators in seeking a fair solution. But, if other countries in the'
end prove unwilling to make trade a meaningful two-way street, then
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we believe recourse to section 101(c) (1) is the only reasonable
solution.

2. NEMA endorses the proposed STR amendment to section 121 of
title I, "Steps to be Taken Toward GATT Revision"-discussed at
pages 44-47 of the Testimony for the Record. While certain of the
(IATT articles themselves are undoubtedly in need of reform and
amplification we agree with the Special Representative that, "methods
other than formal amendments to the GATT articles, such as supple-
mentary agreements, protocols, or accords, either in conjunction with
or separate from the GATT, may be a more practical and acceptable
means of change internationally and would accomplish the same
objectives. Amending the GATT is often difficult and requires con-
currence by many nations, which do not have an interest in the
particular measure."

NEMA believes that the principal foreign nontariff barriers and
distortions affecting our members-buy-national procurement poli-
cies, standards regulations, and export aids and incentives-are best
resolved through international codes and guidelines adopted by the
trading nations. Sometimes the GATT articles themselves may be the
appropriate vehicle for such agreement; more often, however, the
industrial nations should consult and negotiate among themselves-
in the OECD, for example-to develop ground rules for the elimina-
tion of harmonization of trade barriers and distortions. Thus, in the
case of restrictive buy-national procurement policies we think agree-
ment on uniform public purchasing procedures is more readily
achievable among 4he European nations, Canada, Japan, and the
United States in an independent agreement than by attempted amend-
ments of the GATT.1

NEMA also recommends that section 121, as STR would amend it,
be further amended to cite development of international fair public
procurement procedures as an eighth specific objective toward which
the President shall seek international agreement.

3. NEMA endorses the Special Representative's proposed amend-
ments to title I of the bill relating to problems of short supply and
export restraints. See attachment B to STR's Testimony for the
Record. The electrical manufacturing industries we represent are
particularly vulnerable to export restrictions by foreign countries of
essential raw materials, copper being a notable example. We believe,
therefore, that the United States should take the initiative for con-
sultation on and negotiation of international agreement on proce-
dures for fair and equitable access to supply. Furthermore, we believe
the President should have the authority to take unilateral action
against discriminatory export restrictions imposed by foreign coun-
tries. Attachment B to S'TR's Testimony for the Record cites section
301 of the bill as giving the President that retaliatory authority, and
we agree that it does. We think, however, that the act should show
explicit congressional intent on this point and recommend that the

I See Study No. 5, "Discriminatory Government Procurement Practices," Executive
Branch GA;A Studies, Committee Print, Committee on Finance, March 1974. This study
analyzes the problems associated with reaching International agreement on procurement
guidelines and restates U.S. objectives In participating in the OECD consultations on this
Issue.
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words '"including export, restrictions" be added to section 301(a) (2)
after the word "policies" at line 15 of the bill print.

4. NEMA endorses Section -135, "Advice from Private Sector]'
together with two amendments proposed by the Special Representa-
tive regarding (a) authorization of general policy advisory commit-
tees and (b) exemption of advisory committees from section 11 of the
Federal Advisory Committee Act. In endorsing the establishment of a
general policy advisory for industry, however, we do not want the
role of industry product sector advisory committees, as contemplated
in the House-passed bill and Ways and Means Committee report, to be
diminished in any way. In order for the United States to negotiate
effectively pursuant to actions 101 and 102 of the bill, product sector
advisory committees must be able to develop and transmit both policy
and technical advice directly to the U.S. negotiators on a timely, con-
tinuing basis. The two-way flow of information and advice between
product sectors and government negotiators contemplated by section
135 (h) must not be. diverted or otherwise inhibited by an intervening
presence. We think STR's Testimony for the Reco'rd is somewhat
ambiguous on this point. At pages 79 and-80 it states that the recom-
mended Industry policy Advisory Committee will be, "linked with the
work of the product sector committees. For example, it will have the
opportunity to review the substance of the reports of those sector
committees, which will also be submitted directly to the U.S. negotia-
tors. The administration believes this approachowill more fully inte-
grate the private sector -into the negotiations and will provide a
mechanism for reviewing the mass of work produced by the sector
committees."

We do not understand what, the committee's review function is. No
doul)t the Industry Policy Advisory Committee can serve a useful
function in monitoring the progress of the advice and consultation
mechanism established in section 135 and, perhaps, participating sub-
stantively in certain consultations that cut across sector lines. But,
speaking for our members at least, product sector advilory commit-
tues should deal directly with the UT.S. negotiators, uninhibited by any
third-party review requirements. We recommend that the legislative
intent be made clear in this regard.

NEMA also recommends that section 135 be further amended to
provide the Office of the Special Representative with additional staff.
Since all interested groups from the private sector have the right to
participate in the advisory press, the U.S. negotiating team must
be adequately staffed with a sufficient number of experienced persons
to achieve effective liaison. An inadequate staff will simply be unable
to assimilate and utilize effectively the mass of information involved.
Unless STR staff is adequate, we must expect to repeat the insuffi-
ciencies and omissions in the preparation for and conduct of past
trade negotiations.

The additional staff should be under the direct control of the Special
Representative, because the past practice of staffing the negotiations
largely with persons detailed from other agencies cannot be expected
to provide an independent, fully competent staff. We note, in this
connection that the recommended additional positions probably could
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l)e authorized outside normal civil service requirements, because they
would be established only to carry out the purposes of IH.R. 10710 and
only for the limited duration of the trade negotiation.

TITLE II-RELIEF FROM INJURY CAUSED BY IMPORT COMPETITION

NEMA urges the deletion of section 203(f) (1) wh-ich would treat
suspension of TSUS Items- 806.30 iid 807.00-American goods
returned-as constituting an increase in U.S. duty, pursuant to
section 203(a) of title II.

STR's testimony for the record, at pages 97-98, says:
Before these special rates (Items 806.30 and 807.00) may be suspended, how-

ever, the Tariff Commission must have determined in its section 201 Investiga-
tion that the serious injury to the domestic industry resulted from the applica-
tion of these (TSUS) provisions.

We assume STR's reference is to either section 201(b) (1) or
section 201(b) (6), or both. Neither subsection, however, explicitly
supports the STR interpretation, and, we believe, there is real ambi-
guity as to the test of serious injury that must be applied by the
Commission where these items are in issue. For example, the Tariff
Commission could determine that existence of-the-items is causing
serious injury to certain products or components within a larger
industry. Yet duty-exempt treatment of these products or components
may be essential to the international competitiveness of the overall
industry of which the particular products are only a part. Has the
overall industry sustained serious injury? In terms of U.S. competi-
tiveness-in world markets probably it has not. In fact, the converse
probably is true-U.S. competitiveness has been enhanced.

We submit that treatment of American goods returned in a statute
aimed at the injurious effects of import of foreign goods mixes two
quite different concepts of U.S. tariff policy, to the confusion of both
concepts.

Beyond this procedural point, moreover, the case has been made for
retention of items 806.30 and 807.00, as found by the Tariff Commis-
sion in its report of 1969 after comprehensive study. In view of the
Commission report, the Congress should not modify existing law with
respect to duty treatment of American goods returned until it has had
an opportunity for separate and full consideration of this complex
issue which bears so importantly on U.S. competitiveness in world
markets.

TITLE III-RELIEF FROM UNFAIR TRADE PRACTICE

1. NEMA endorses section 301 as inter preted-by STR's Testimony
for the Record and with inclusion of STR's recommended amend-
ments of (a) section 301 (b)--eliminating the distinction between for-
eign justifiable and unreasonable trade practices-and (b) section 301
(d)-authorizing the President to act without prior public hearing.
NEMA believes that section 301 as proposed by STR is the necessary
obverse of sections 101 and 102 of title I, if the United States is to
bargain effectively both before and after the conclusion of interna-
tional trade agreements.

2. NEMA endorses section 321-the proposed amendments of the
Antidumping Act of 1921.
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3. NEMA endorses section 331--the proposed anineidments of see-
tioii :;o;3 of the Tariff Act of 1931).

And( we enlor,-A, the anivdnent on those grounds, Mr. Chairman.
Selato ". Thank you for an excellent statement, Mr. Falk.

Do Vei iave tlh figures ol the import versus the exports of electrical
quipl vil t ?

Mr. FALK.. I have the overall figures, sir. We can give you the
figures broken (ownI by niajor product categories. For the year 1973,
I lie exports ainouiited to S".1 billion: and imports amounted to $4.6
billion.

,ellafor TAI,M. . $-,.
Nir. 14'Aa. Giving a lpsitive balance of $(.* billion .
Senator 'l'aLMADC;-E. Is there a certain category in which Anerican

manufacturers are unable to co1jl)ete because of labor costs?
I notice. virtually all the radios you see now come from Japan or

4lroad somewhere. and meany of the TV sets and many of their parts.
Is th at because of a labor ,ost factor?
Mr. F,\LK. Mr. (ihat man. in today's testimony I am representing

the electrical marufacturing indiistry. I believe that that would best.
be directed to the iect tonics Industri'es Association which will appear
here on Wednesday.

Senator TAL-MAIXI. WVhat does your firm manufacture ?
M1Ir. 1 .iK. Materials used in generation, transmissions, distribution,

and some utilization of electrical equipment.
Senator TALMAG. Heavy electrical equipment for utilities?
Mlr. FALK. Tnat is one of our major markets.
Senator TALMMA(;rE. '1'haik you, sir.
Any qluest ions, Senator Packwood?
S-nator P)ACKWOOD. I have one question, Mr. Chairman.
Mr. Falk. this is the best testimony I have seen. It holds the most

compreliensive discussion of the sector-by-sector negotiation issue. I
want to make sure I understand your position.

You would be opposed to a situation where negotiators could agree
to leave a buy-Eulropean preference in existence in exchange for their
remo'i ng restrict ie agricultural regulations?

Mr. FALK. That is correct. sir.
Senator 1P.mtKwt,on. What then is the basis for negotiation beyond

the sector-by-sector breakdown, as you envision it ? How far can we go
in bartering one sector against the other without going beyond the
l)ale. its you AVOUld envision it ?

M1r. 1.\,x. I am not, certain that we would encourage bargaining
o sectr for another. Our basic position is that tile rufes in tie elec-

i'ical sector are unfair and inequitable, and unless we can force a
sector discussion which will result in some uniform rules, then we
would suggest that the SI)R use some other remedies which are avail-
alble in law, such as 10'2(c) (1) and, for example, raise tariffs.

Senator lPAC1HWOOD. You refer to sector equivalence, not sector
reci)rocity. Let us say we oet down to eyeball-to-eyeball bargaining on
heavy electrical manufacturing, and we suddenly find that France or
(;riany or the Coemion Market in general will not budge; but they
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would budge oil agriculture. If that is the case, you would say no, we
cannot make that kind of agreement ?

Mr. FAILK. Let me make sure I understand vour questionn.
Are you suggesting, as I understand it, tiat tiey will budge on

electrical if we will budge on agriculture ?
Senator PACKWOOD. Yes, or vice versa.
Mr. FALK. Then I thinkyou may have a situation where in that

particular instance you may be able to include another sector ill the
negotiations if you end up with the objectives that we have sought.

Senator PACK WOOD. All right, thank you.
Do I understand the answer? The answer is yes, given that circum-

stance, if Europe says, we are not going to budge on electrical manu-
facturing because we want to protect it. As much as we would like to
jirotect agriculture, we will budge on that; and we could bargain on
taiet kind of an inclusive sector basis?

Mr. FALK. Yes, but subject to the objection of making the rules
epivalent in each sector, i.e., in both instances, aimed at sone fair
Iiiies of coml)etition.

Now, if it takes bringing another sector to get such fair rules of
competition, I think that is a possibility.

Senator PACKWOOD. But by fair rules of competition, you mean to
say rules here and abroad ?

..Ifr. FALK. That is right.
Senator PACKWOOD. So you could not use the two sectors, then, if

you ended up with different rules here and abroad; or the two sectors,
where one is favorable to agricultural exporting and the other favor-
able to foreign electrical manufacturing protection ?

Mr. FALK. I think you might end up mn a situation with the result
of establishing fair rules to one party, who would suddenly be in a
better economic position than the other. Our basic suggestion is that
the rules, to begin with, be fair.

Senator PACKWOOD. You see what I am worried about. If you leave
the sector by sector section in, I am not sure that even under what
y'o(l call sector equivalence we are going to achieve in all of the
sectors a satisfactory agreement within each one, or satisfaction in
two or three; and that there may have to be some quid pro quo among
sectors which does not leave everybody in each sector totally satisfied.

Mr. FALK. I think if you had some quid pro quo, you would cer-
tainly be moving in the right direction. An it also strikes me that
there will be many areas of American industry where a product is
subject to negotiation that will not lend itself to a sector negotiation.

Senator PACK WOOD. Thank you.
Senator TALMADGE. Any further questions?
Thank you very much for your contribution, Mr. Falk.
The next witness is Mr. Sture G. Olsson, chairman of the board,

Chesapeake Corp. of Virginia; accompanied by Mr. Judson Han-
nigan, president of the International Paper Co.; 'Mr. Edwin A. Locke,
Jr., president of the American Paper Institute; and Dr. Irene Meister,
director of international business and special projects, American
Paper Institute.

We are delighted to have you before this committee. You may insert
your full statement in the record, and proceed, sir.
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The senator from Virginia.
Senator EYnu. Thank you, Mr. Chairman. I just wanted to welcome

my friend Mr. Olsson to the. committee this morning, and to tell the
committee that he is not only a Virginian, l)ut we are very proud of
him in Virginia, anid we are delighted he is one of the Nation's fore.
most. businessmen.

We are pleased to see you this morning, Mr. Olsson.

STATEMENT OF STURE G. OLSSON, CHAIRMAN OF THE BOARD, THE
CHESAPEAKE CORP. OF VIRGINIA, ON BEHALF OF THE AMERI.
CAN PAPER INSTITUTE, ACCOMPANIED BY: JUDSON HANNIGAN,
PRESIDENT, INTERNATIONAL PAPER CO. AND CHAIRMAN, CON.
TAINERBOARD DIVISION OF THE AMERICAN PAPER INSTITUTE;
EDWIN A. LOCKE, JR., PRESIDENT OF THE AMERICAN PAPER
INSTITUTE; AND DR. IRENE W. MISTER, DIRECTOR OF INTER.
NATIONAL BUSINESS AND SPECIAL PROJECTS, AMERICAN
PAPER INSTITUTE

.[r. Oi.ssox. Senator, I thank you very much for those highly
flattering remarks.

I'nfortunatel, Ir. MIcSwinevy, listed as the industry's principal
witness, is out of the country and could not be with us today.

My name is Sture G. Olsson and I am chairma'Vof the board of the
Chesapeake Corp. of Virginia. I am here today on behalf of the
American Paper Institute, of which my company has long been a
nmemlber. I have with me Mr. Judson Ifannigan, president of Inter-
national Paper Co.; ir. Edwin A. Locke, Jr., president of the Ameri-
can al)per Institute; and-Dr. Irene W. Meister, also of API.

We appreciate the opportunity to testify before you on the Trade
Ileform Act of 1973, which we believe to be vital to the U.S. economy
in general and to the I.S. paper industry in particular.

Given the complexity of the issues surrounding international trade
and the tight time constraints, Mr. Ilannigan and I will briefly
siimnmrlze the major points of our written testimony, which we have
already submitted for the record.

Senator TY\LM.\cE. Your full statements will be inserted in the
rector(.

MIr. OTssox.,,. Tlhank you.
The American IPaper Institute is comprised of companies which

produce 90 percet of the Nation's pulp, paper and paperboard. In
1972), the American paper industry produced 62 million tons of paper
and paperboard. It, operates in all but one State in the Union, and
employs orer 700,000 people. In the South, it is among the largest
em plovers. Nationwide, it pays nearly $8 billion in wages, salaries,
and be'nelits and close to $1.8 billion in Federal, State and local taxes.

International trade is of major importance to us. Over one-half of
API's members export, and over one-third have imports. In 1973, the
American paper industry exported $1.4 billion of pulp, paper and
paperboard. Furthermore, our domestic production and hence our
domestic employment are substantially dependent on domestic sales
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that are tied to other industries' exports. Packaging materials are a
grood example of such indirect exports which are estimated to exceed
..-$2 billion. At the same time, the paper industrys imports in 1973,
mainly pulp and newsprint from Canada, were $2.2 lIlion. These
iniports are essential for the U.S. publishing industry and for a certain
segment of the U.S. paper and board producers. Sixty-five percent of
the U.S. demand for newsprint is served by Canada. In our case, both
imports and exports, whether direct or indirect, contribute to the
industry's stability, growth and employment. In fact, our industry is
a living example of international interdependence.

It is clear that the. United States must continue to expand its
exports in order to pay for the rapidly rising costs of various essen-
tial materials on which our economy depends-oil is only one of them:
tlere are many others.

The paper industry is based on a renewable resource; namely, the
forest. And our products are in great demand around the world.
Given proper economic climate at home and fair trading conditions
abroad, we can effectively serve both foreign and domestic markets.

The largest export market for the U.S. paper industry is Europe,
with nearly 40 percent being sold in the enlarged. European Commii-
nity. Our major competitors are the Scandinavian countries; and,
until 1973, we had tariff parity with them. However, under agreemeias
between the EEC and nonapplicant EFTA countries, including
Sweden and Finland, all tariffs on industrial goods, including paper
and paperboard, will be gradually eliminated-leaving us, however,
behind the current 12-percent barrier. We cannot compete effectively
against such disadvantage.

Mr. Chairman, we request the committee's permission to attach for
the record the API testimony on May 15, 1973, before the Trade
Information Committee on this matter.

Senator TAL.MADOE. Without objection, let it be so inserted.'
Mr. OLssoN.. We are convinced that the solution to our industry's

trade problems lie in the forthcoming multilateral trade negotiations.
I will now ask Mr. Hannigan to comment on the specific titles of

the Trade Reform Act.
Mr. Hannigan?
Mr. HANNIGAN. Thank you, Mr. Olsson.
Mr. Chairman, we believe that there is a pressing need for a new

round of multilateral negotiations to restructure the international
trading system. Therefore, we vigorously support title I which gives
the President the authority to raise and lower tariffs; to negotiate on
nontariff barriers, as well as to reform the rules of GATT. We believe
this is essential for successful trade negotiations.

With regard to section 102(c), which deals with the issue of secto-
rial and cross-sectorial approaches to the trade negotiations, we
welcome the clarification concerning this section that was provided
in Ambassador William D. Eberle's testimony for the record. It is
essential that our negotiators have the flexibility of cross-sectorial
negotiating techniques. In the paper industry for example, a strictly
sectorial approach would be of limited use because in terms of both

See p. 1538.
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tariff and nontariff barriers, the paper industry has little to offer as
a concession because the U.S. tariffs on paper and paperboard are
very low, and nontariff barriers, if they exist, are insignificant.
Furthermore, EEC countries do not export paper to the United
States. The paper industry has a great export potential, but the
availability of cross-sectorial negotiating techniques will be essential
for solving our trade problems.

Serious and meaningful consultations between Government negotia-
tors fni private sector representatives is essential to assure success-
ful and equitable trade agreements. -

We believe that section 135 of the bill before you is a major step
forward in this respect. We suggest, however, that a few points need
clarification. Therefore, we support the amendments proposed by
Ambassador Eberle.

I come now to title II. Imports will always create some problems
of dislocation and adjustment for certain sectors of U.S. industry,
even tinder equitable competition. We believe that the provisions of
title II as passed by the House will substantially facilitate the adjust-
ment process of both firms and workers to import dislocations.
Therefore, we support this title.

Title III, which deals with relief from unfair trade practices,
recognize.,. the need for the United States to maintain a tough, fair
trade ?.,6bcY within the framework of U.S. treaty obligations. There-
fore, tie A PI supports this title in general. However, we do believe
that section 331(b) needs clarification in order to prevent incorrect
application of the provisions of this title that might, in turn, trigger
retaliation by foreign countries. We therefore support technical
amendments offered in Ambassador Eberle's testimony on this section.

Concerning title IV, we hope that appropriate language can be
found to express congressional sentiments concerning human rights
in the USSR without jeopardizing an improvement of economic rela-
tions with nonmarket economies. If this does not prove to be possible,
we strongly urge the removal of title IV from the trade bill alto-
gether. Because the Trade Reform Act, is of such major importance
to the country it would be most unfortunate if its passage were
jeopardized over one particular issue which is rooted in political
rather tlan economic considerations.

We recognize that continued U.S. prosperity depends on the grow-
ing prosperity of other nations. Therefore, we support title V, which
autlorizes the establishment of a generalized system of preferences
for developing countries, under certain safeguard.conditions enumer-
ated in this title.

With the recommendations that. we have submitted to you in this
testimony we strongly urge this committee to report favorably the
Trade Reform Act, of 1.973.

Mv associates and I would be happy to answer any questions that
the Senators may have.

Senator TALTMADE. I have looked through the full statement and I
want to congratulate you on your contribution. There are one or two
items in your statement that I find particularly interesting:

In 1973, the paper industry's exports amounted to $1.4 billion, thus contrib-
Wting importantly to the U.S. balance of payments; imports amounted to $2.2
billion, predominantly pulp) and newsprint from Canada.
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Now, I presume that the unfavorable balance of some $800 million
was due almost exclusively, if not exclusively, to the import of news-
print. Is that a correct statement?

Mr. JINN-IGA . Yes, sir. Approximately 7 million tons of news-
print come in.

Senator TALU AD0. Do we have the resources to make all of our
newsprint in this country?

Mr. IIANNI, GAN. We probably have the resources but it would be a
huge task in the short run to replace that, 7 million tons or build
up 7 million tons worth of capacity in the United States.

Senator TALMADGE. Is that a very profitable part of the industry,
newsprint?

Mr. IANNIGAN. Historically it has been kind of a sick business,
Senator. It has been highly competitive; it has been very overpro-
(luced. In recent years, it has been less overproduced; in fact, due to
sonie strikes in Canada last year and due to the general tightening of
the paper market in the last year or two, newsprint has been very
tight. It still has not been as l)rofitable as it should have been, pri-
marily due to U.S. price controls. That situation has had a very
depressing effect, on the paper industry. We were caught at a low
level of prices and profits when price controls came in in 1971, and
due to the restrictive nature of the controls, we have not been able to
justify capacity increases as we would have liked to have, in order
to serve our customers. Thus newsprint, historically, has not been a
profitable business. It has been a very marginal business. Hopefully,
if we can return to a free marketplace, as indications have it at
present, we will be able to price our products in such a way that new
capacity will be attractive and make the paper industry the kind of
busine. able to supply the needs of its customers while remaining
attractive to shareholders.

Senator TALMADGE. Can newsprint be made from southern pine?
Mr. ITANNA-N. Yes, sir. The growth of newsprint production in

the South has been quite dramatic in the last 15 years.
Senator TALMADGEF. Another item I notice here, "Certain grades of

Canadian pulp are needed to supplement domestic pulp production in
the manufacturing of paper and board."

Is it necessary because we do not have the capacity to utilize our
own pulp in this country, or because there is a shortage of pulp and
you, have to import it?

Mr. II,1AN'IGMAN. The reference is to a particular grades of wood
pulp that come from Canada. There is one type of fiber from the
northern species that is particularly suitable for production of cer-
tain grades of paper. Coated and uncoated magazine papers are good
examples of the grades made from northern pulp. There is some
magazine paper mae in the South, but very little. Most of the high
quality printing is done on northern-type fibers and Canadian pulp
lends itself ideally to that.

Senator TALMADGE. Nothing in this country is an adequate sub-
stitute for it?

Mr. HANNIGAN. The wood from the northern parts of the country,
from the State of Maine and upstate New York and Michigan and so
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forth, a'.'e the sanie general types of woods, but Canada has the
abindance of the fiber that we are talking about.

Senator TmA.-M,,DG. Is that why pulp wood in that area brings a
higher price than it does in the Soth ?

Mr. HANNIGAN. That is whv it always has in the past brougllt a
higher price. I might. say that the way things have been going in the
South lately, the South is gaining.

Senator TAL.%GrwE. I might say that that is not an unwelcome
statement in my part of the country.

[General laughter.4 :
Senator "I:I,.,W. There is currently a trade negotiation going on

in Europe dealing with the payment, of compensation to the United
St ates for the trade discriniiuat ion inherent in enlargement of the
European Conmunity.

Does the Paper Institute have an interest in this negotiation?
Mr. HANNIGAN. I wonder if we could ask Dr. Mfeister.
Dr. AMETs'rr.R. Thank you, Senator. We have a very deep interest in

tihe negotiations that are going on right now in Geneva and elsewhere.
Under these negotiations certain products which include paper and
especially paperboard are under discussion to he compensated for the
damagee whii(.i our trade suffered because of the enlargement of the
community.

As y'ou'know, this sensitive issue is right now in the procPs; of
being discussed. We (10 not know yet what the outcome of it will be.
We are not pessimistic about it yet. We would like to add, also that
our negotiators, Ambassador El)'erle and his associates are doing, we
feel, a very fine job in asc-rtaining the facts about the problems that
(iscrimination poses to us and keeping in touch with our industry in
search for solutions.

We cannot vet be sure whether the compensation will really be
forthcoming. Furthermore,, only some of our products are included in
this round of discussions and this is why we feel that we still will
need the multilateral trade negotiations to improve our position on a
number of other paper productss presently excluded from the
diiZelission.

Senator F.xL.r~mx;r.. Do you think we ought to enter into negotia-
ions withI them at the present lime, or should we wait until they pay

us coin pensat ion on tlie contracts that, they broke ?
Dr. 1msmt. Well I do not know if I would classify it as brokencontracts, Senator. The EEC and EFTA countries have concluded

the intra-European agreements: they certainly had the right to do
that. In the process, however, rules of equity wl'ich OATT is expected
to ul)hold have been violated and various countries, including the
V7nited States, sustained, trade damages for which compensation is
due. We do not challenge the right of these countries to make those
agreements but we are asking to l)e compensated for the damages
resulting from them. And I believe that if the negotiations are
handled well, that at least, partial compensation will be forthcoming
on some of our products. And the remaining issues on paper and
board can then be taken up in the context of the multilateral negotia-
tions. Unless we enter into multilateral negotiations, all our problems
cannot be solved.
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Senator TALMA.r.r. Any further questions?
Senator Byrd ?
Senator Bvmw. Thank you, Mr. Chairman. I am glad to see Mr.

lIanni an
Mr. HLAN 'xw.m . Thank you, sir.
Senator Bymr)-[continzuingj. For a number of reasons. One roa-

sol, I have been buying newsprint from the International Paper Co.
for 39 years, come July 1.

Mrh'. HANNIGAN. We are delighted, Senator Byrd.
Senator TAL'ADGE:. I hope it is being made in Georgia.
[General laughter.]
Senator BYRD. Mr. Olsson said that 65 percent of the newsprint

e ,smed by the U.S. newspapers comes from Canada-I believe that
was the figure.

M r. Osso.N. Yes, sir: that is correct.
Senator BrD. How does that compare with 20 years ago?Mr. hI,,xAN. 20 years ago about 0 l)ercent of the newsprint

consumed in the U~nited States was imported from Canada. In 1973
the U.S. consumed about 4.7 m:lion tons more newsprint than in
19.53; roughly half of this tonnage increase came from additional
imports while the other half of the increase came from expandedU'.S. production.Mr. OdSSo. Senator, I believe--unless my memory is hazy on
this-about 20 years ago the Canadians represented roughly 82 per-
cent, of our supply of newsprint. And this has been worked down to
ti present 65 percent by this growth in the United States.

Senator Benn. Since that time, the Crusha River Plant has been
stared and others.

Mr. OissoN. Yes. sir: a number of plants through the South.
Mr. TANNIGAN. We have had two in the South: we have built one

im Mobile and one in Pine Bluff, Ark.
Mr. OLssoN. Southland Paper Co. has one in Pasadena, Tex. It is

v(erv sUbstantial.
Senator BeRt,. The British are great newspaper readers. Is much

newsprint manufactured in England?
Mr. IANNIGAN. Yes, a lot of newsprint is manufactured in Enz-

land; from primarily Scandanavian pulp and/or wastepaper. The
United Kingdom industry is rather sul)stantial.

Senator BmD. Is England dependent for a pretty high percentage
of her newsprint on Canada?

Mr. OLSS O,. Yes sir.
Senator BRD. What percent would you say?
Mr. HANNIGA-. Senator, this figure would be about 30 percent.
Senator BYRD. How about Australia and New Zealand? Where do

thiey get newsprint,?
Mr. HAN.NIGOAN. They make their own, and they get a little bit from

Canada. But they both have their own newsprint industries.
Senator Byn,. Newsprint last September, as I recall, was $163 a

ton. It, is now what-$213?
Mr. HANNIGAN. It is $200 for 32 pound weight and $213 for 30

pound weight, yes sir.

30-229-74-pt. 4--32
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Senator ]BYn). How do you see the newsprint price from here on
out ?

Mr. II.,NNIOAX. I think it. has to go up, Senator: it has to increase.
Again, if we are going to make the newsprint business profitable--
and the same thing applies to the paper industry as a whole-if we
are going to make it the kind of viable industry that will attract
investment, we have to price our products to offset these escalating
capital coqts and operating costs. Our fuel costs tripled in the last
year, and our wood costs are up, depending on the part of the
country, anywhere from 25 to 50 percent: our chemical costs are on
the same orler of magnitude. And we simply have to price our prod-
uvt to get the kind of materials that are going to generate investment.

Senator BYRD. Of course as a consumer, it seems to me that the
prie has l)een very sul)stantiailly escalating.

.M1r. 1 .AXNIAN. Well, sir. it has escalated, but not enough yet.
Senator Byi). How does the demand now compare with the .supply ?
.Mr. lANNIGAN. Actually, demand in the first two months of 19"74

is off al iout 4 per('ent: li'age is off a little bit, and some of the
consuniers. during the shortness of the supply last year, learned how
to he a little bit more efficient, so that actually demand is off.

Senator BYRiD. Do you find that newspapers generally are tighten-
il, up a bit on their use of newsprint ?

Mr. IIANxicAN. Yes, they are, absolutely.
Senator lh'RD. At one point-I guess that was last fall, or last

summer-was there not a worldwide shortage of newsprint ?
Mr. IANNIGAN. Very much so. We had three big contributing

factors to that. One was demand, which was at peak levels. The
economy was up. There were also substantial labor strikes in Canada.
Our Coml)any alone lost 400,000 tons of newsprint in a strike last
year. And tlere were other strikes in Canada. And of course, other
factors which affected supply quite a bit were wood shortage, weather
and trainsl)ortation 1)roblenms that existed in the South last y-ear.

Senator Bvn). Is there still a shortage, or has it broken up?
Mr. I..NNIGAN. Newsprint is pretty near in balance right now.

TIre may be some isolated areas where inventories have not been
built up the way they eventually want to build them up; but news-
print is coming into rather close balance.

Sellator ]Byi). Thank you.
Th'liank you. Mr. Chairman.
Sviator T Thank vou very much. We appreciate your

coiit riimt ion to the committee's delil)erations.

[i'lhe prepared statement of *Messrs. Olsson and Hlannigan with
.9t ticl ieit follows. Hearing continues Oil p. N44.1

IDI:PA. RE ',T.%TEMENT OF STURE G. OlssoN, CHAIRMAN OF THE BOARD, THE CH[ESA"
I'E-AKIF O(RPl. OF VIRGINIA. AND JUDSON IANNIGAN, PRESIDENT, INTERNATIONAL
PAIT:I CO. ON IIEIHALEF OF TIM AMERICAN PAPER INSTITUTE

My name is Sture G. Olsson and I am Chairman of the Board of the Chesa.
pIeake Corporation of Virginia. I'm testifying here today on behalf of the
Ameriean Paper Institute (API) of which my company has long been a mem-
ber. The Headquarters of my company and my home are in West Point, Vir-
ginia. I have with me Mr. Judson Hanningan, President of International Paper
Company and Chairman of the Containerboard Division of the API; Mr.
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Edwin A. Locke, Jr., President of API, and Dr. Irene W. Meister, Director of
International Business for API.

We appreciate the opportunity to testify before you today and would like to
divide our testimony between myself and Mr. lannigan. Our group will then
ie prepared to answer the Committee's questions.

We are here to support, in principle, the Trade Reform Act of 1973 (H.R.
10710) which is designed to expand world trade by reducing tariff and non-
tariff barriers, to strengthen our ability to deal with unfair competitive pre-
ti.es and to reform certain rules of GATT to meet changed international condi-
tions.

The American paper industry has a big stake in the success of forthcoming
trade negotiations as well as in the establishment of equitable rules for future
economic relations among nations.

We believe that our country and our Industry have benefited significantly
from the trade expansion of the past decade thanks to the wise policies
adopted by this Committee and passed by Congress in 1962. However, many
things have changed since 1962. The U.S. went through several years of sub-
stantial balance of payments deficits and our foreign competitors grew immeas-
urably stronger than they were in the early sixties. The emergence of trade
blocs and free trade zones has to a considerable degree supplanted the basic
principle of the most-favored-nation (MFN) treatment on which world trade
has been based. Furthermore, the recent oil crisis has demonstrated the dan-
gers to Western unity stemming from each country's desire to better Its own
energy position at the expense, or at least without consideration, of its close
allies and trading partners. We need new GATT rules to adjust world trade
to the changed framework of international economic relations, and the U.S.
must provide leadership In developing these rules. Without them, the world
risks a return to unilateralism and the danger of "beggar they neighbor
policy". We believe that the proposed Trade Bill provides the appropriate
authority for U.S. participation in this all important endeavor.

WHAT IS TILE AMERICAN PAPER INSTITUTE AND WHOM DO WE REE'RESENT.

The American Paper Institute is comprised of manufacturers who produce
more than 90 percent of the nation's pulp, paper and paperboard. Their prod-
ucts indlude wood plup, tissue, newsprint, containers, wrapping materials,
printing and writing papers, and many other papers. In 1973. this industry
produced 62 million tons of paper and paperboard ard the net sales of the
1aper and allied products companies amounted to $26 billion. The U.S. paper
industry operates in all but one state of the Union. It employs over 700,000
people. In the South it is among the largest employers. It pays nearly $8
billion in wages, salaries and benefits and nearly $1.8 billion in federal, state
and local taxes. It is a basic industry and among the 10 largest In the country.

We are also a world-wide industry. Over 50% of our members have exports
and 35% have imports. In 1973, the paper industry's exports amounted to $1.4
billion, thus contributing importantly to the U.S. balance of payments, and
fiver the long term, to the stability of our domestic production. Imports
amounted to $2.2 billion, predominately pulp and newsprint from Canada. Fur-
therniore, our domestic production and hence our domestic employment are
substantially dependent on domestic sales that are tied to other industries'
exports. Packaging materials for products shipped overseas, and paper for
exported printed matter, such as books, magazines, etc., are examples of such
indirect exports. We estimate that in 1973 more than $2 billion worth of the
domestic sales of our industry went into indirect exports. Thus, continued
export growth by U.S. industries other thatn our own is also of major Impor-
tance to us.

IS TRADE EXPANSION NEEDED?
Some observers ask In this period of general economic uncertainty whether

export expansion is beneficial to the U.S. economy. It has even been suggested
that in order to conserve all our resources, the country should level off or even
decrease its exports. In this way. they argue, the U.S. can also decrease its
imports and conserve its resources. The two don't go together, however and we
believe that such a program will be detrimental to the interests of the United
States.
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The 1973 International Economic RepKrt to the President brings vividly into
focus the interdelndence between the U.S. and the rest of the world. To name
Jiist a few vital import items besides oil--we depend (in imports for 100% of
chromium, 92% of our cobalt, 95% of our manganese, 100% of our tin and so
,m--the list is quite long. Yurtherinore, a certain level of consumer type
Imports, if traded fairly, deters the growth of Inflationary pressures and keeps
us o n our toes .onil tivitely.

The paper Industry, which I know best, is in Itself an example of Interna-
tional Interdelpendence. 05% of the I'.S. demand for newsprint is served by
(anada. Certain grades of Canadian poulp are needed to supplement domestic

ullop production in the manufacturing of paper and board. I sports of fuel oil
are of crucial importance especially to the paper mills on the East Coast. We
also depend on Imports of a number of important minerals and chemicals.

Iow many industries can be fully independent of foreign materials and
maintain their comletitiveness and high domestic levels of employment?. Few
if any.

1low then can tile U.S. pay for its imports?
It is not realistic to assume that this can be accomplished at the expense of

diminishing exports, but rather through an increase it those exports where
we are strongly competitive. The American businessman must know that his
government is behind him in this objective.

Agriculture arid forest-based industries use renewable resources, and their
output, together with the output of high-technology industries, represents prod-
ucts which are strongly competitive In world markets and hence high on the
order of desirable exports.

Since we must export, we should strive for fair treatment in foreign mar-
kets. Other countries have the right to expect the same from us. This is why
reform of the international trading rules must be approached with a sense of
urgency and why the passage of the Trade Reform Act is needed this year.

For many countries, foreign trade is a matter of top priority. These coun-
tries have developed national policies that favor industries engaged in export
and foreign investment. The prosperity In the European Community today is
to a large degree the result of the expansion of their trade in the sixties. In
1972 the European Community accounted for 37% of the world's exports. Ger-
many exported about 42 percent of her domestic production of goods: the
United Kingdom, 46 percent; Canada, 71 percent and Japan, 32 percent.

The United States in 1972 exported about 14/ percent of its domestic pro-
duction of goods-an important component of national output but far below
the figures of our trading partners. Last year, U.S. exports of goods and serv-
ices advanced by $28 billion while the GNP increased by $134 billion. Thus,
the increase in exports accounts for 21 percent of the increase in GNP, a very
significant component. If U.S. foreign economic policy is to gain in importance
as a means of overcoming our trade and balance of payments problems,
active cooperation between the private and public setors is essential. This Is
where we lag behind Europe, Japan and other countries.

WilY EXPORTS OF TIlE PAPL£R INDUSTRY ARE IMPORTANT TO THE NATION AS WELL
AS TO TilE INDUSTRY ITSELF

The paper industry is based on a renewable resource, the forest. We are also
blessed with abundance of water-essential to the production of pulp and
paper.

Our products are basic to the economy of every country'aud in great demand
around the world. In the last 13 years our exports Increased by 225%. During
that period our industry suffered front excess capacity and sharp increases in
pollution and other costs. Steady growth in exports allowed us to operate at
higher rates of capacity than would have been possible otherwise. Without
these exports our employment during that period would have sharply decreased.

Present shortages In paper are fundamentally not caused by exports. They
are caused by a slow-down in capacity growth because of abnormally low
return on new investments. The government's policy of price control contrib-
uted much to this unfortunate situation.

With proper Incentives to invest in new capacity, this industry can and will
remain competitive and productive at home and abroad.



1535

JlhJwever, unless some recently developed trade inequities in Europe are
removed, we won't be able to compete effectively In that important market.
livre's why:

Europe Is the largest market for the paper industry's exports, with nearly
40 percent being sold to the Enlarged European Community. Our major com-
1,,titors are the Scandinavian countries and Canada. Until 1973 we exported
t,, the six Common Market countries on equal tariff terms with all our com-
petitors. Under conditions of tariff parity the U.S. paper industry Is highly
competitive In spite of the fact that, compared to Sweden and Finland, we
have a considerable transportation disadvantage because of distance from the
European market. Between 1960 and 1972 the paper industry's exports to the
.iy EEC countries increased by 340 percent and for such products as paper-
l,ard toy 738 percent.

Starting with 1973, we no longer have parity with our Scandinavian com-
jtitors. Under agreements concluded in July 1972 between the Enlarge EEC
wtid the "non-applicant" EFTA countries including Sweden and Finland, all
tariffs on industrial goods, including paper and paperboard, will be gradually
eliminated. The U.S. paper industry will then face a 12 percent tariff disad-
vn itage.

Such discrimination poses a serious threat. The loss of exports will have an
wdverse effect on the U.S. balance of trade and payments. For example, in
l '72. of the $390 million of the paper industry's exports to the Enlarged
l'uropean Community over $230 million were dutiable items which would face
tariff discrimination. The past growth record of our exports must be projected
f,,rward to get a true picture of the potential damage to our exports. (Attached
is a table showing the paper industry's exports for 1972 by major product
categories) . We request the Committee's permission to attach for the record
the API testimony on May 15, 1973 before the Trade Information Committee
4f the Office of the Special Trade Representative for Trade Negotiations on the
adverse effects of the EEC-EFTA Trade Agreements on the American paper
i iustry.

The U.S. paper industry must regain parity of tariff treatment with our
competitors , and we are convinced that the only solution to our emerging prob-
h, ms in trading with Europe lies in the forthcoming trade negotiations. This
is why the President's ability to negotiate effectively in the coming round of
discussions is of such importance to us.

In this connection we would like to mention the continued efforts of the U.S.
C;overnment, especially the U.S. Department of State and the Office of the
S ecial Trade Representative, to obtain compensation under GATT's Article
21.6 for the damages to various U.S. industries resulting from the enlargement
(of the EEC. Paper is among these industries. We feel that the Special Trade
l-epresentative in particular should be commended for his efforts to resolve
this difficult issue. He has shown great willingness to cooperate with our indus-
try in understanding its problems and seeking an equitable international

dlt ion.
Numerous non-tariff barriers such as quotas, distribution restrictions, etc.,

as well as very high tariffs on certain individual products also handicap us in
wr trade with Japan and other nations. We hope that through negotiations
tlese barriers can be substantially reduced.

I will now ask Mr. Hannigan to comment on specific Titles of the Trade
Reform Act. Most of our comments center on Title I of the Bill.

COMMENTS ON SPECIFIC TITLES OF THE TRADE REFORM ACT

Title I: Authority for New Negotiations
We vigorously support Title I as an essential and realistic means for success-

ful trade negotiations. We believe that the authority to raise as well as lower
tariffs should be granted to the President because other countries with whom
the U.S. will be negotiating will have similar authority and will use it as a
Iiotrgaining tool. We further support granting the President authority to
negotiate the removal of nontariff barriers subject to Congressional review as
provided in Section 102. We believe that Congressional oversight, as provided
under Title I, will be most beneficial in further U.S. negotiations and removing
uncertainitles regarding the implementation of agreements that existed under
the previous laws.

BEST AVAILABLE COPY
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Section 1OP(c)
Section 102tc) deals with the issue of sectorial and cross-Sectorial approaches

to tie trade negotiations. We welcome the clarification (oncerning this Section
that was provided In the Testimony for the Record by Ambassador William D.
Eiberlh.' It is inevitable that the forthcoming negotiations will be tougher than
ever before. In order to achieve the overall goals of the Trade Reform Act, the
I'.S. negotiutors will need a measure of flexibility that is equal to that possessed
by their foreign counterparts. Our trading partners are equipped with the
aiulhurity to use both the sectorial and cross-sectorial negotiating techniques to
acleve their goals. The U.S. negotiators must be able to have the same flex-
ibility if we are not to come out second best. A strictly sectorial approach cannot
htli' tile .S. paper industry in solving a lack of parity In Europe and improving
its access to markets elsewhere. In terms of both tariff and nontariff barriers.
the pper sector has relatively little to offer as a concession because the U.S.
tariffs oil paper are very low and non-tariff barriers, if they exist, are Insig-
nificant. Furthermore, EEC countries do not expert paper to the United States.
The paper industry has a great expoqrt potential but the availability of cross-
seetorial negotiating techniques will be essential for solving our trade Iroblem.

We urge tile committee e that Amhnssador Eberle's clarification on Section
102(c) be adopted as a part of legislative history.
,scctionl 135

We strongly believe that the success of the forthcoming trade negotiations
van lie greatly enhanced by fruitful cooperation between the Government,
industry, agriculture and labor. Other countries in the past have had an
advantage over the U.S. by being able to negotiate in closest cooperation with
their industry representatives, while the U.S.'s industry-government liaison has
been grossly Inadequate. We believe that the Trade Reform Act as it has
emerged from the House is a major step forward in this respect. We also
Ielleve. however, that a few points need further clarification.

In his testimony before this Committee Ambassador Eberle stated that
"tile purpose of the sector advisory committee Is to provide policy (emphasis
ours) and technical advice and information %,with respect to particular domestic
and foreign products, and advice to the Executive Branch on other issues
relevant to U.S. positions prior to and during trade negotiations". The refer-
ence to the "policy advice" is most significant and welcome. because the present
language of the Act is ambiguous as to whether sectorial committees have
this responsibility. We recommend that this interpretation be adopted by your
committee. We further support the clarifying amendment concerning Section
135(c) submitted by Ambassador Eberle in his testimony before this committee
giving the overall industry, agri.-ulture and labor committees-as contrasted
with sectorial committees-a firm statutory basis and exemptions from Section
10 (a and b) and Section 11 of the Federal Advisory Committee Act. Without
this exemption, foreign countries would be privy to all the recommendations
milde by the Advisory Committees.

It has been obvious for some time that the rules of GATT require extensive
revisions to accommodate changes in world conditions. The oil crisis created a
sense of urgency in establishing international rules dealing with access to
suplqlies, hint there are several other issues also requiring adjustments and
changes. Somae of these changes may be agreed to outside of GATT through
special irotocals. We believe that the national Interests will chest be served if
the U.S. negotiators are given a measure of flexibility in dealing with reform
of the international trading system. Because of this belief we support the
amendment proposed by Ambassador Eberle in his testimony before this
co nlllit tee.'

Title I1: Relief from hijury Cau*ed by Import Competition
Imports will always be a problem for certain segments of U.S. industry, even

inder equitable competition. But industries and workers obviously need assist-

I Te,,ltinnnv for the Record hr Arrbn-rsdor William n. Fherlp. V. q Spcial Repre.nntR-
t ve for Tvr-de NeAtnt on. ITnIted Statee Senatp Committee on Finance. Herlngt on
Trnadi Ppform Aet nf 1473. Pqc, ̂ s 37-4.

''Tf,.tionny for the Reeord hy Ambasadnr Eberle. Attachment A. Pages 19-20.
.1 Tesltl r ny for thp Reco-,. Attachment A, 'ago R-10.
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ance in adjusting to changes in competitive situations. If we insist, however.
that other nations remove their barriers to allow the U.S. to export-and we
should expect to find many fields for export where we have a competitive
advantage-we cannot expect to impede permanently the flow of competitive
imports Into the United States. We believe that the provisions of Title I as
jiuased by the House offer substantial improvements over the previous legisla-
tion and we, therefore, support this Title.
Talc III: Relief from Unfair Trade Practices

With regard to Title III, "Relief from Unfair Trade Practices", AIPI sHplports
in general the provisions of this title since they would give the President more
adequate power to act against unfair trade practices of other nations.

Under Section 331(b) of Title III, the countervailing duties wauld now
alpply to duty-free products-such as pulp and inewsprint. We support the
clarifying amendments offered by Aiuliassador E.ierle' in tuie twlief that this
will prevent incorrect application of the Irovision that might in t irut trigger
rctatliation by foreign countries.
Title 11"

Because of our belief that expansion of trade with all nations s in th, ['.S.
i;ational interest and, therefore, in the interests of the Americani Jlper indus-
try, we supported, during the hearings before tbe Ways & Means Copnuuuittee,
the Administration's original request for granting a most-favuri'd-nnation
status to the non-market economies including the U.S.S.R. Since then. however,
Title IV of the Bill has been substantially changed by the modifications and
amendments adopted by the House. We hope that the very (omlnendable
objectives of the House in -eekling to further lumant rights In the I.S.S.R.
can be obtained without jeopardizing the normalization of our trade relations
with that country.

We agree with the statement made by Secretary Kissinger before this ('ou-
aiittee when he said :

"I do not oppose the objective of those who wish to use trade policy to
affect the evolution of Soviet society: it does seem to me, however. that they
have chosen the wrong vehicle and the wrong context. We cannot accept the
principle that our entire foreign policy---or even an essential component of that
policy such as a normalization of our trade relations-should be made depend-
ent on the transformation of the Soviet domestic structure."

We hope that appropriate language can be found to express Congressional
sentiments concerning human rights in the U.S.S.R. without jeopardizing-an
improvement in economic relations with the non-Market economies. If this does
not prove to be possible, we strongly urge the removal of Title IV from the
Trade Bill altogether. Because the Trade Reform Act is of such major imtpor-
tance to the country it would be most unfortunate if its passage were Jeopar-
dized over one particular issue which is rooted in political rather than eco.
nomic considerations.

Title V: Generalized Syitcm of Preference.q
Because we believe that U.S. prosperity depends on the growing prosperity

of other nations, we support Title V which authorizes the establishment of a
generalized system of preferences for developing nations. Several other devel-
oped nations already extend such preferences to the less developed nations.
,ome of the European countries, however, receive reverse preferences for
their trade. This distorts the principle of preferences for developing nations.
We strongly support a provision of this title under which the developing
countries will no longer receive generalized preferences after January 1. 1.976
unless they have eliminated "reverse" preferences to other developed nations.

With the recommendations that we have submitted to you in this testimony.
we strongly urge this Committee to report favorably the Trade Reform Act of
1973.

Tp'ttninny for the Retord. Attachment A. Page 31.
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EXPORTS OF THE U.S. PAPER INDUSTRY, 1972

(Dollars in thousands

Enlarged EEC
as percent of

Worldw;,io Enlarged EEC total exports

Total exp-rts ................................... $1, 118,619 $395,985 35

Pulp . .............................................. 392,250 164,350 42
Paper ............................................... 242,686 60, 054 25
Paperboard ........................................... 327,852 147,694 45
Construction, paper and board......................... 20, 449 3, 418 17
Converted paper and board products .................... 135, 382 20,469 15

I Includes cotc , pulp and wastepaper.

TESIIMONY ON TIIE I'-FECTS OF TIlE EEC-EFFTA TRADE AGRFE.MI'NTS ON THE
AM:RI.,.N l''I MINISTRY, 1Y ). I ENE W. M[EISTER, 1)IRECTUH. INTERNA-
'1ioNAL BUSINESS AND SPECIAL PROJECTS

i'lis brief is subitted on behalf of the American Paper Institute, an asso-
(Jatilol which represents over 90 percent of the United States' manufacturing
(.apa.ity iif pulp. paper and paperboard. In 1972 the American paper industry
lirt~dlced 59 inillion tons of paper and paperboard, employed nearly 700,000
pelilpe. and operated in 41) states.

r'li'i (if the paper Industry's bulk products, pulp and kraft paperboard, are
lasic (.ninividlties traded in all parts of the world. It also exports a variety of
specialty grades of paper competing on the basis of quality and fair price. The

1S'. iiaJwr industry's business is worldwide, and about 10 percent of the total
U.S. production is exported. This represents a significant percentage for an
industry for which the fullest utilization of capacity is essential because of its
extroteiey high capital intensiveness.

We are submitting this testimony in order to inform the U.S. Government
that the agreements concluded between the EEC and EFTA countries In June
11172 will cause serious Injury to the exports of the U.S. paper Industry. This
in turn will have an adverse effect on the U.S. balance of trade and payments.

EEC-EFTA AGREEMENTS

The formation of the enlarged EEC has divide~a-he European Free Trade
Association iEFTA) into two categories of countries: those joining the
original European Community of Six, namely the United Kingdom, Denmark
and Ireland. and the rest of the EFTA countries, commonly referred to as the
"Nm-Applicant EFrA Countries." This latter group of countries includes such

juior expirters of pulp, paper and board as Sweden, Finland and Norway,
and such lesser exporters as Austria and Portugal.

In July 1972. the "non-applicant" members of EFTA signed agreements with
the enlarged European Community forming a free trade zone. By 1971 stand-
ards. the 16 nations' free trade zone would account for nearly 40 percent of
world trade. The purpose of the free trade zone is the elimination of tariffs on
trade in all industrial goods. Under the agreements between the enlarged EEC
and the non-applicant EFTA members, the tariffs and quantitative restrictions
(on most products will be eliminated by 1977. The transitional period for the
laper industry is, however, longer, and zero tariff will not be reached until
19-10. The reduction of tariffs on paper and board resulting in discrimination
against all outside suppliers not party to the agreement, such as the U.S. and
('tunda. starts in April 1973. The level of discrimination accelerates after
1976. (See Table 1.)

TARIFF REDUCTIONS BY THE SIX ORIGINAL MEMBERS OF THE EEC

The (.urrent list of the present EEC tariffs on paper products is quite long,
lint it can lie divided into two broad categories. The first category comprises
th(se p per and paperboard products on which the current applicable rate of

BEST AVAILABLE COPY
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Tarift Nomenclature) numbers: 48.01C 11; 48.01E; 48,.07B; 48.13 and 48.15B. '
duty is uniformly 12 percent. This group includes the following BTN (Brussels
Under the terms of the agreement with the non-aPllicant EFTA countries, a
speciled and declining tariff on all these productss has been set for each year
between 1973 and 1984, when it will reach zero. For those remaining paper and
li,,ard products which at present carry other than a 12 percent duty, a specitled
prc.cntage reduction will apply for each year between 1973 and 19S4. (Tis-sue
atnd parchment paper, for example. have a duty of 13 percent; "corrugated
loard and miscellaneous converted articles have a 14 percent duty.)

TABLE I.-SCHEDULE OF TARIFF REDUCTIONS BY 6 EEC COUNTRIES ON
APPLICANTS

PAPER IMPORTS FROM EFTA NON-

]In percent)

Tariffs for cate- Applicable base Examples of duty changes
gories 48 01C II, duty on all other on other products

48 OlE 48.078, paper products
48.13, 48.158 Miscellaneous Parchment

Time schedule converted articles paper

Present ............................ 12.0 100 14.0 13.0
Apr. 1, 1973 ........................ 11.5 95 13.3 12.4
Jan. 1, 1974-----------------------.. 11.0 90 12.6 11.7
Jan. 1, 1975 ........................ 10.5 85 11.9 11.1
Jan. 1, 1916 ........................ 10.0 80 11.2 10.4
Jan. 7, 1977 ........................- 8.0 65 9. 1 8.5
Jan. 1, 1979 -------- ----------- 6.0 50 7.0 6.5
Jan. 1, 1980 ........................ 6.0 50 7.0 6.5
Jan 1, 1981 ........................ 4.0 35 4.9 4.6
Jan. 1, 1982 ........................ 4.0 35 4.9 4.6
Jan, 1, 1983 ........................ 2.0 20 2.8 2.6
Jan. 1, 1984 ........................ 0 0 0 0

Source: "Accord entre ]a Communaut6 Economique Europdenne et Is Royaume de Su6de et documents annexes,"

Protocol No. 1.

HISTORIC PERSPECTIVE OF U.S. EXPORTS TO TIIE EEC

The U.S. has been a steadily growing supplier of pulp, paper and paperboard
to the six original EEC countries as well as to the United Kingdom. The Euro-
lean Community is a fibre deficit area dependent on imports of pulp, paperboard
and a number of paper products. Since the conclusion of the Kennedy Round In
1967, the applicable EEC common external tariff on most of the Imported paper
and paperboard has been 12 percent.

TABLE 2.-U.S. EXPORTS OF PULP, PAPER AND BOARD 1960-70
[Dollars in millions]

1960 1970 Percent growth: 1960-70

World- United World- United World- United
Product wide EEC (6) Kingdom wide EEC (6) Kingdom wide EEC (6) Kingdom

Paper stocks 1 . $174 $37.6 $27.9 $501 $160. 2 $64. 2 188 326 130
Paper ....... 101 8.3 2.3 213 42.4 13.5 111 411 487
Paperboard .. 75 13.3 22.2 290 92.7 35.8 287 597 61
Construction,

gaper andPoard ....... 6 .5 .1 13 2.7 .8 117 440 700Paper and board
products ....... 75 7.2 1.7 91 11.2 3.6 21 56 112

Total ...... 431 66.9 54.2 1,108 309.2 117.9 157 362 118

1 In addition jo woodpulp, paper stocks Include waste paper and cotton and other pulps.
Source: U.S. Department of Commerce, Bureau of the Census FT 410 for appropriate years and API compilations.

B7fTN (Bru8els Tariff Nomenclature)
48.01C II-Kraft linel-,'kraft sack, other kraft paper and board.
48.O1E--Uncoated woodfree printing and writing, uncoated mechanical printing and

writing, semi-chemical fluting, sulafte wrapping paper, all other uncoated paper and
board.

4S.0713-All coated printing and writing paper, all other coated, impregnated, etc.
paper and board.

48.13-Stencils and carbon paper.
48.15B1-Paper and board cut to site (excluding strips coated with rubber adhesive).
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Prior to the EEC-EFTA agreements of 1072, the U.S. competed with the Eb"1A
nations in the six EEC countries on equal terms. In the U.K., however, the U.S.
has for some time been at a disadvantage because the Scandinavian countries
entered their paper products duty free as members of EFTA, while Canada
enjoyed duty free treatment in the U.K. as a member of the Commonwealth. As a
result of the EIC-EFrA agreements, the U.S. will now suffer tariff discrimina-
tion in all countries of the enlarged Community. This discrimination will eventu-
ally reach 12 percent in favor of our two major competitors, Finland and Sweden.
In addition. by July 1977 the U.K. in the process of tariff harmonization will have
raised its duty on such major U.S. exports as kraft linerboard from 10 percent to
12 percent. Furthermore, U.S. producers selling in the European Community will
also face stiffer competition in certain non-bulk paper grades due to an antic-
ipated increase In the intra-European trade resulting from the removal of tariffs
between the old and new members of the Community. For example, prior to the
enlargement of the Community, the U.K. exporters of paper to France or Ger-
many competed there on equal tariff terms with the U.S., Canada and the Scan.
dinavian countries. Now, however, the U.S. and Canada are put at a disadvan-
tage, while the U.K. exporters and the Scandinavian countries acquire a priv-
ileged status--the U.K. because of its full membership in the Community and the
Scandinavians because of the EEC-EFTA agreements.

EFFECTS OF PAST DISCRIMINATION ON U.S. EXPORTS TO TIE UNITED KINGDOM

Prior to the formation of the EFTA in 1960, Canada enjoyed long standing
tariff free treatment in the U.K. and was a dominant supplier of paper and
paperboard to that market exporting more than Sweden and Finland combined.

TABLE 3.-IMPORTS OF PAPER AND PAPERBOARD INTO THE UNITED KINGDOM

[In metric tons]

-- Growth or de.
1960 1970 crease (percent)

Canada --------------------------------------------- 526, 476 684, 024 30
Norway .............................................. 82,324 188,294 129
Finland --------------------------------------- 210,086 656,222 212
Sweden .............................................. 253, 188 563, 522 123
United States ......................................... 164,017 270, 354 65
All other countries .................................... 190, 284 143, 242 -25

Total .......................................... 1,426,375 2,505,658 76

Source: Reference tables 1970. The British Paper and Board Makers' Association.

As Table 3 above illustrates, the growth of paper and paperboard exports from
Finland, Sweden and Norway to the U.K. market exceeded the growth In all
other countries after 1960 when these EFTA countries first received a tariff ad-
vantage. The magnitude of growth depends, of course, on an absolute increase
In demand within the market as well as on the relative share of the market. The
U.S. share of the U.K. market for paper and paperboard between 1959 (pre-
EFTA) and 1970 decreased from 13.4 percent to 10.8 percent, while the market
share of Finland increased from 15.4 percent to 26.2 percent, and that of Sweden
from 15.1 percent to 22.5 percent. The United States' major export to the U.K.
is kraft linerboard. Between 1963 (the first year for whfih comparative data is
available) and 1970, the U.S. share of the U.K. market decreased from 51.5
percent to 46.5 percent. Some U.S. companies, in fact, withdrew from the U.K.
market altogether following the effective date of the EFTA agreements early in
tie 1960's, but others for whom this market had for a long time been particularly
important remained in the hope that the U.K.'s entry into the Community would
end the tariff di(advantage for U.S. exporters. At the same time, the United
States' share of the market in the six EEC countries, where the U.S.-traded on
equal tariff terms, rose from 25.6 percent in 1963 to 60.5 percent in 1970. We
believe, therefore, that the damages to the U.S. paper industry resulting from
the EEC-EFTA agreements should be viewed in relationship to the total market
of the enlarged European Community rather than to the market of the six orig-
inal members.
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IMPORTANCE OF THE EUROPEAN MARKET TO U.S. EXPORTERS OF PULP, PAPER AND
PAPERBOARD

In 1960, the U.S. paper industry's exports to the six EEC countries plus the
U.K. represented 28 percent of the total value of the U.S. paper industry's ex-
ports. In 1970, this proportion rose to 39 percent for the total, and 45 percent and
44 percent respectively for pulp and paperboard. Table 4 below shows the impor-
tance of the European market to-the U.S. paper Industry.

TABLE 4.-THE U.S. PAPER INDUSTRY'S EXPORTS TO THE EUROPEAN COMMUNITY COMPARED

TO TOTAL EXPORTS, 1970

[Dollars In thousands

As percent of total

Product Worldwide EEC of 6 Enlarged EEC EEC of 6 Enlarged EEC

Total .......................... $1,108,325 $309, 174 $437, 628 28 39

Paper .tocks ......................... 500, 556 160,185 226, 360 32 45
Paper ................................ 213,469 42,446 57,839 20 27
Paperboard ........................... 289,565 92,696 133,843 32 46
Construction, paper and board .......... 13, 477 2, 654 3,487 20 26
Converted, paper and board products.... 91,258 11,193 16,099 12 18

Source: Ibid. table 2.

EXPORTS OF KRAFT LINERBOARD

The U.S. paper industry's largest single export item among the dutiable paper
products Is kraft linerboard. Kraft linerboard, defined as a paperboard used as
the facing material in both corrugated and solid fibre shipping containers, is a
key product In the manufacturing of economic paperboard packaging. The in-
crease in the Industrial activity of the Community of Six was reflected in the
growth of Its packaging needs and extensive studies Indicate that the demand
for kraft linerboard will, throughout the 1970's, show the largest volume of
growth of any paper and paperboard packaging material.

The U.S. paper industry Is highly efficient and competitive. In the ten-year
period of 1960-70, competing on equal tariff terms with other major suppliers
such as Sweden, Finland and Canada, the U.S. exports of kraft linerboard to the
six EEC countries increased sixfold and In 1970 accounted for 37 percent of the
worldwide U.S. kraft linerboard exports. In 1970 the exports to the enlarged
Community accounted for 54 percent of the total U.S. kraft linerboard exports,
or $123,000,000.

TABLE 5.-U.S. EXPORTS OF KRAFT LINERBOARD TO THE 6 EEC COUNTRIES AND THE UNITED KINGDOM

ln metric tons]

Percent

1960 1970 Increase Annual growth

6EEC .............................. 85, 732 597,272 597 21.4
United Kingdom .................... 154,267 238, 743 55 4.4

Source: Ibid table 2.
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TABLE 6.-1970 EXPORTS OF KRAFT LINERBOARD BY THE 5 MAJOR SUPPLIERS

(In metric tons)

United States
as percent

United of total
States Canada Sweden Finland rorway imports

6 EEC countries ------------- --- 597, 972 54, 402 196,826 131,592 7,986 60
United Kingdom, Denmark, Ireland._ 272,406 127.361 105, 541 48,490 8,887 48

Total enlarged EEC .......... 870,378 181, 763 302, 367 183, 082 16, 873 56

Source: Exports of Kraft linerboard and corrugating materials to world markets-American Paper Institute, 1971 edition.

As Table 6 indicates. the U.S. is the dominant supplier of kraft linerboard
to both the six original members of the EEC and the enlarged Community. Ili
1970. the U.S. exports of kraft linerboard to Europe aniounted to nearly 10
percent of the domestic U.S. production, a percentage significantly important
for lhe effective utilization of productive capacity, inargin of profits and
employment. As the demand for linerboard rose in Europe, the U.S. increased
its exports to serve this market. Tie U.S. capacity has been increased partly
to serve the European market, and certain of our mills have been built with
this as lheir primary purpose on the assumption that they would continue to
have equal access to the EEC.

'The loss of exports by American companies that have patiently built up
substantial European business over a long period would cause serious injury
to those firms. It is neither relevant nor valid to compare, as some, do. the
exportss with the domestic sales of the U.S. paper industry and then to suggest
that the U.S. industry is so large that it can easily absorb any loss of exports.
While it Is true that some U.S. firms never export and that a few do so only
occasionally when there is a temporary oversupply at home and foreign demand
is strong, those firms that do export on a regular basis are among the largest
in the industry and contribute substantially and favorably to the U.S. balance
of trade and payments.

The majority of the U.S.-exporting companies are long-term suppliers to the
European market, some dating back to the 1930's. They have served the needs
of their European customers both responsibly and efficiently, even during such
periods of intense shortage as the Korean War. Moreover, many of them also
have affiliations with European containerboard mills and corrugated box
plants. We estimate that in 1970 over 15 percent of the European corrugated
capacity was affiliated with U.S. firms, These relationships imply a long-term
obligation to- provide the affiliated companies with U.S. linerboard when these
firms need it. Thus linerboard exports have become an integral part of the
U.S. paper industry.

Independent colisultants have estimated that the new import requirements
for kraft linerboard of the enlarged Community will rise from nearly 1.600.000
metric tois in 1970 to over 2,800,000 metric tons in 1080. Thus there is no doubt
that the European Community will need American kraft linerboard.

The U.S. paper industry wants to participate in the growth of the European
market. Such participation would require additional capacity and the U.S.
companies' planning for future capacity is conditioned by their estimates of
both foreign and domestic demand and the opportunity of obtaining a reason-
able and steady return on their Investments whether in the U.S. or abroad.

In such commodity grades as kraft linerboard, competition centers on price
since quality for the most part Is standardized. In deciding on the allocation of
production between exports and domestic sales, the key managerial decision
centers on return on investment which in turn is based oin mill profits. Unless
our exporting mills can count on a profit level that would not be less than that
which they obtain domestically, they will not allocate production to export
sales.

During periods of high demand in an up-swing cycle when prices are nor-
mally higher, our competitors would reap benefits by having an additional 12%
advantage and thus boosting considerably their return on Investment compared
to that of U.S. producers., On the other band, during the periods of low
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deniand in a down-swing cycle, the Scandinavian countries could offer their
1)roducts at a discount equivalent to their tariff advantage, forcing down the
1'.S. mills' profit and thereby reducing the return on Investment for the U.S.
producers. For our competitors it becomes a "heads we win, tails you lose".. tuation.

Thus, an inequality of tariff treatment among the major suppliers provides
the favored few, In this case Sweden, Finland and Norway, with a flexibility
in making marketing and investment decisions not shared by their disad-
vantaged competitors. Correspondingly, a tariff discrimination of 12 percent
would act as a strong deterrent for U.S. companies in exporting to the Euro-
l ean market. As indicated earlier, the amounts of U.S. exports of kraft liner-
board to the European Community are large ($123,000,000 for 1970), and in
-weecssing the damage to U.S. trade, these should be projected to take into
account the potential U.S. exports to 1985.

PAPERBOARD OTHER THAN LINERBOARD)

The U.S. has also been competing in the EEC with paperboard exports other
than linerboard. In the past ten years these particular exports to the six EEC
countries bave increased from 15,604 metric tons in 1960, or $2,159,000, to
33,586 metric tons in 1970, or nearly $8,000,000. In 1971, they rose to over
$11,000,000.

Most of these exports were the bleached paperboard used for folding cartons,
milk cartons, paper plates and cups. With a growth in prosperity In the
enlarged Community and an already obvious move to supermarket distribution
and to the use of disposable paper products, there is a rising demand for
lileached paperboard. The twelve percent discrimination will be an effective
deterrent against U.S. participation in the growth of this important market.

EXPORTS OF PAPER

The U.S. exports of paper are much smaller in tonnage than our exports of
pulp and paperboard. This, however, does not diminish the importance of these
laper exports and the desire and need on the part of our exporting companies
to have fair and equitable treatment. In 1970, the U.S. exports of various paper
grades to the enlarged EEC were slightly over 84,000 metric tons of generally
high value items totalling almost $58,000,000. Of this tonnage, 39,000 metric
tons were printing and writing papers (this excludes some 12,000 metric tons
of newsprint).

Forecasts made by the FAO in 1971 project that the European demand for
printing and writing papers will Increase by some 130 percent between 1970
and 1985, with continued dependence on outside imports. The United States
paper industry wants to participate in the growth of this market with those
products where it is competitive.

In the European market our country faces a natural disadvantage in trans.
portation and pollution abatement costs as compared to such major competitors
as Sweden and Finland. Nevertheless, the high efficiency of the U.S. paper
industry and the quality of the U.S. products permits successful competition
in specialty grades, provided it faces no such artificial hindrances as inequality
of tariff treatment. As Table 2 shows, between 1960 and 1970 the U.S. exports
(if paper products to the six EEC countries increased more than fourfold,
amounting to $42,400,000. In 1971 this amount rose to $47,429,000. The
corresponding figures for the enlarged Community are $57,839,000 and
$63,139,000. Many U.S. firms have developed special processes to supply the
European needs for specialty grades. A 12 percent tariff discrimination will
preclude the U.S. companies from competing effectively In the EEC market,
thus castling damage to those U.S. firms exporting these products and at the
same time damaging the U.S. balance of trade.

EFFECTS OF THE EEC-MA AGREEMENTS ON PULP EXPORTS

In 1970, the U.S. exported nearly 1,400,000 metric tons of paperboard stock,
predominantly wood pulp, worth over- $226,800,000 to the enlarged Commu-
nity. This represents 43 percent of the tonnage and 45 percent of the value of
the U.S.'s world wide pulp exports.
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The EEC of six countries has a three percent duty on pulp, but this duty
generally does not apply because of the tariff free quotas which cover the
import requirements of these six countries. This duty could, however, be
applied at any time at the discretion of the European Commission. The
United Kingdom, until its entry into the Common Market, had no duty on
pulp but will now be a party to the same arrangements as the original EEC.

Sweden and Finland have publicly stated on numerous occasions that their
paper industry will move toward greater integration and will then strive to
export more products with value added. This will increase Sweden and Fin-
land's competition with the mills and converters in the EEC and may result in
a decrease of European production, or at best it may diminish the growth of
the local European paper industry. This, in turn, might bring about a decrease
in the consumption of North American pulp.

For 1970, the figure of dutiable paper products subject to tariff discrimina-
tion in the enlarged EEC amounts to $210,000,000 ($230,000,000 for 1971). This
figure can be projected forward on the basis of forecasts for future consump-
tion and import requirements, thus determining the potential damage. It is
much more difficult to project a figure for the potential loss of pulp sales, but

it can be considerable.
IN SUMMARY

Exports are an integral part of the U.S. paper industry. Because of its
efficiency, high level of productivity, managerial skills and sufficient raw
material resources, the U.S. paper Industry's exports between 1960 and 1970
grewt at an annual rate of 10%. For a basic industry this is an impressive
rate of growth during a period when the exports of many other industries
have declined.

In the postwar period, the American paper industry has a clear and consist-
ent record of supporting freer trade. As a large, basic industry, it has consist-
ently advocated and maintained an anti-protectionist position. Furthermore,
the U.S. paper industry has developed its international business without cur-
tailing imports into the United States. U.S. duty applies to only some seven
percent of paper industry imports and the weighted average tariff on duti-
able prodlucts in the primary sector of the paper industry averages less than
five percent.

The U.S. paper industry has supported the American Government's partici-
pation in GATT. It has testified before Congress in favor of the legislation
that made the Kennedy Round possible and it will testify again on the cur-
rently proposed Trade Reform Act. Now we are seeking a fair deal in Europe.
We are not looking for favors. We ask no advantages. Our goal is simply one
of being in a position to compete in the enlarged EEC on a fair and equitable
basis with our competitors outside the Community.

Senator TALMADGE. The next witness is Mr. Edward M. Rhodes,
president of the American Chain Association; accompanied by Wyatt
Dawson, chairman of the board of directors.

Mr. Rhodes, your entire statement will be inserted in the record
and you may summarize it.

STATEMENT OF EDWARD M. RHODES, PRESIDENT, AMERICAN
CHAIN ASSOCIATION, ACCOMPANIED BY: WYATT DAWSON,
CHAIRMAN OF THE BOARD; AND J0HN HOCH, COUNSEL

Mr. RnoDEs. Thank you very much.
My name is Edward M. Rhodes. I am president of the American

Chain Association, which is a voluntary, nonprofit trade association,
comprised of 11 United States companies engaged in the manufacture
of sprocket chains for the mechanical transmission of power and for
conveying and elevating.

I am accompanied by not only Mr. Dawson, but our Counsel, John
Koch.
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The 11 member companies listed in appendix A account for sub-
stantially all of the domestic production of sprocket chain. Our Asso-
ciation is not concerned with anchor chain or tire chains. But our
chains run over sprockets like this, and they transmit power from
one shaft to other shafts or they convey or elevate materials. Our
total shipments last year were $240 million.

Our problems, we believe, are very typical of those of other
medium-sized manufacturing industries. It is not secret that many
iiidustries of our size have encountered and, despite devaluation, will
continue to encounter serious troubles and disruptions caused by
imports.

Four years ago, of the total pounds of roller chain used in theUnited States, imported chain grew to 25 percent, and we were con-
cerned about further growth. Two years ago, imported roller chain
aimounted to 35 percent of the pounds of roller chain used in the
United States. And last year, in 1973, it was still at that level.

We are not, though, urging any return to protectionist legislation.
What we are asking for is legislation that will help insure fair
international trade. In general, the American Chain Association sup-
ports the provisions of the Trade Reform bill, but we urge that
certain portions be strengthened along the lines of S. 323, introduced
by Senator Schweiker.

In March, a year ago, the Tariff Commission, by a 5 to 0 vote,
found injury under the Antidumping Act of 1921, as a result of
unfair pricing on the part of Japanese roller chain manufacturers.
Because of this firsthand experience with the Antidumping Act, we<
think we are in a position to make some suggestions on how this
50-year-old legislation can be improved.

We are particularly concerned about the length of time required
for a dumping case. Appendix B in our statement outlines the dates
of the various steps in our dumping investigations and the work of
Treasury and the Tariff Commission. We began our studies in
February, 1970. The formal findings of Treasury and the Tariff
Commission were published in April, 1973, three years later. And in
these 3 years of escalating imports, another 10 percent of our workers
lost their jobs to imports.

In retrospect, we of course wish we had moved sooner and more
quickly. But there are inherent difficulties, practical and legal, in any
group of U.S. companies quickly and efficiently organizing themselves
to collect the information necessary to file an antidumping complaint.
But what about Treasury I We do not suggest that Treasury dragged
its feet. However, we do suggest that it would be perfectly feasible
for Treasury to make a tentative dumping determination within 6
months of a complaint's being filed if directed by the Congress to do
SO.

The Trade Reform Act passed by the House provides that a with-
holding of appraisement order would normally be issued by Treasury
within 6 months from the date of publication in the Federal Register
of a notice that a complaint has ben received. There is no limitation
on the time that Treasury may take to publish such a notice after
receiving the complaint. We urge you to consider the concept of
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S.32:3. whNich calls for a maximnun of 6 moni hs from the filing of a
coiiplaint to a notice of withholding of appraisement.

lIurthwr, in connection with the Antidumil)ing Act, of 1921, we
believe it would be highly desirable to codify some of the Tariff
('Conmission's more recent and realistic interpretations of the statute'si) .)1'* rvqI~ir ,lmfls.

Specifically, we believe the law should require the Commission to
make an Armative determination of injury when less than fair
value sales of foreign merchandise have caused or are likely to cause

more than immaterial injury in any line of commerce in any section
of the country. S.323 would so provide.

Finally, we believe that judicial review of determinations by both
the Treasiry and the Tariff Commission should be explicitly author-
ized on petition of domestic as well as foreign industries, as provided
in S.323. The right of review for domestic injury is subject to serious
doubt. We urge the Committee to clarify the Act to remove any doubt
of the right of judicial review for all parties to an antidumpingproeedinig.

We generally support the trade reform bill's countervailing duty
amendments. hIere also we believe that judicial review should be
provided upon petition of any interested party, as provided in S.323.

We support the trade reform bills provisions-to liberalize the
escape clause. However, we question the desirability of conferring
upon the President total discretion to decline to act upon a recom-
mendation for relief by the Tariff Commission. Under S.323, a pro-
cedure is provided by which the Congress can in appropriate
circumstances override a Presidential determination not to follow a
Tariff Commission determination.

We also support S.323's amendments to the Revenue Act of 1916.
If a domestic manufacturer unjustifiably sells his product at one
price in New York and at another in Chicago and thereby causes
injury to competition, he can be held liable for treble damages. But
if a foreign manufacturer illegally dumps merchandise in the United
States, takes away business by unfair pricing, drives American men
and women out of work and damages the industry-even if all this
can be proved-lhe is not required to make any compensations. HIe does
not even have his wrist slapped. Meanwhile, he has prospered while
o011 people are out of work. We think such a foreign manufacturer
should be subject to the same kind of obligation to redress the injury
he has caused that domestic manufacturers face.

Specifically, we think that the Revenue Act of 1916 should be
amended to make it a more realistic vehicle for thie recovery of treble
damages for injurious international price discrimination. The act
currently makes it possible for an injured U.S. businessman to secure
damages only where he can show that dumping was committed "with
the intent of destroying or injuring an industry in the United States"
-that takes a little mind reading to discover a man's intent. S.323
would eliminate this onerous intent requirement and permit recovery
where the effect of a known price discrimination was to injure com-
petition. That is the same standard that exists in domestic price
discrimination cases.
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Despite the Antidumping Act, there is today little incentive for
foreign manufacturers to avoid dumping in the United States when
it suits their own interests. Indeed, it is frequently very much to their
advantage to dump. Dumping gives them an opportunity to invade
our domestic market. Why not dump? They are not held accountable
for the damage that they caiis . So we especially urge you to consider
title IV of S.323 which will provide at least the possibility of treble
damage suits for dumping.

Tn concluding, I would like to convey to the committee our members'
views on title IV of the trade reform bill.

We strongly urge that the committee report to the Senate a trade
bill that confines itself to trade issues. We are convinced that in the
onmg run, the cause of world prosperity, stability and understanding
is served by promoting free, fair and nondiscriminatory international

-trade.
We types of industry and our workers need the trade reform bill

now, this year. We want, to add jobs by selling more of our products
overseas.

Thank you.
Senator TALMADGE. Thank you, Mr. Rhodes, for your contribution.

You ]Lve made an excellent statement. The recommendations-seem to
inp to be both reasonable and necessary.

Mr. RHODES. We hope so.
Senator TALMADox. Thank you very much.
The committee will stand in recess until 10:00 a.m. tomorrow

morning.
[The prepared statement of Mr. Rhodes follows:]

PREPARED STATEMENT OF EDWARD M. RrODES, PRESIDENrT, AMEROAN
CHAIN ASSOCIATiON

My name is Edward M. Rhodes. I am President of the American Chain
Association, a voluntary, non-profit trade association, comprised of United
States companies engaged in the design, manufacture and sale of sprocket
chains for the mechanical transmission of power and for conveying and
elevating. The eleven member companies, listed in Appendix A, account for
substantially all of the domestic production of sprocket chain. The ACA speaks
on behalf of its members on matters of general concern to the sprocket chain
Industry.

Our Association is not concerned with anchor chain or tire chains. Our
chains run over sprockets, and they transmit power from one shaft to other
shafts or they convey or elevate material of one kind or another.

We can be classified as a medium sized industry. Our total shipments last
year were $240 million. Our problems, we believe, are typical of those of scores
of other medium sized industries.

It is no secret that many industries of our size have encountered and,
despite devaluation, will continue to encounter, serious troubles and disrup-
tions caused by imports. We are not. however, urging a return to protec-
tionist legislation-for example, legislation that would impose import quotas or
increase tariffs, or prevent the further reduction of tariffs in accordance with
international agreements.

What we are asking for is legislation that will help insure fair international
trade.

In general our Association supports the provisions of the Trade Reform bill,
but we urge that certain portions be strengthened along the lines of S. 323,
introduced by Senator Schweiker.

Four years ago, of the total pounds of roller chain used in the United
States, imported chain accounted for 25 percent. We were concerned about fur.

30-2211 () - 74 - pt. 4 -- 33
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ther growth of imports. In 1972, imported roller chain amounted to 85 percent
of the pounds of roller chain used in the United States. AMd, last year, 1973, It
was still at that level.

In March 1971, we began a thorough investigation of Japanese pricing of
roller chain in the United States and in Japan. A year ago, in March 1973, the
1921 as a result of unfair pricing on the part of Japanese roller chain manu.
facturers. Because of this first-hand experience with the Antidumping Act we
think we are in a position to make some suggestions on how this 50-year old
legislation can be improved.

We are particular concerned about the length of time required for a
dumping case. In February 1970, we began our studies. The formal findings of
both Treasury and the Tariff Commission were published in April 1978.
Where did all this time go? As indicated in Appendix B, it took us a year-
from February 1970 to March 1971-to gather the pricing information neces-
sary to confirm our suspicions of dumping and to satisfy ourselves that we
would be able to demonstrate the necessary causal connection between that
dumping and the injury our industry was experiencing.

In March of 1971 we initiated the necessary investigation to document the
actual price levels of Japanese chains in Japan and the United States. This
project was finished in October. We assembled the data and filed a formal
complaint with Treasury on December 20, 1971.

On November 30, 1972, Treasury issued a determination of dumping and
notified the Tariff Commission. The actual elapsed time between filing the
complaint and the issue of determination of dumping was a little over 11
months. As you know, the Tariff Commission has 90 days to determine whehter
or not the complaining domestic industry has been injured. On March 1 of last
year the Tariff Commission made that determination by finding injury In our
case. That was more than 14 months after the complaint had been filed. In
April 1973 Treasury published the formal findings of both Treasury and
the Tariff Commission-more than three years after we began our study. A
great deal of damage can be done to an industry in three years!

ANTIDUMPINO ACT

In retrospect, we of course wish we had moved sooner and more quickly to
make our study and conduct the necessary pre-complaint investigation. But
there are inherent difficulties, both practical and legal, in any group of U.S.
companies quickly and efficiently organizing themselves to collect the informa-
tion necessary to file an antidumping complaint. Viewed realistically, I do not
think we could have moved much more quickly.

But what about Treasury? We do not suggest that Treasury dragged its feet.
The antidumping staff has been significantly increased but so has its work.
load. However, we suggest that, while it might require some budget and staff,
increases, it would be perfectly feasible for Treasury to make a tentative dump
ing determination within six months of a complaint's being filed if directed
by Congress to do so.

The trade bill passed by the House provides that a withholding of appraise-
ment order would normally be issued by Treasury within six months from the
date of publication in the Federal Register of a notice that a complaint ha
been received. However, it would permit Treasury to extend the period to nine
months in more complicated cases. Also, there Is no Umitation on the time that
Treasury could take to publish such a notice after receiving a complaint. We
urge you to consider S. 328, which calls for a maximum of six months from
the filing of a complaint to a notice of w)thholding of appraisement.

,Further, in connection with the Antidumping Act of 1921, we believe It
would be highly desirable to codify some of the Tariff Commission's more
recent and realistic interpretations of the statutes injury requirements. Spe
cifically, we believe the law should require the Commission to make an affirma.
tive determination of injury when less than fair value sales of foreign
merchandise has caused or are likely to cause more than immaterial injury in
any line of commerce in any section of the country. 8. 828 would so prolide,

Finally, we believe that judicial review of determinations by boMh the,
Treasury and the Tariff Commission should be explicitly authorized on petlto
of domestic as well as foreign industries, as provided in 8. 328. Under curent
law only an aggrieved importer has a recognized right of appeal. While the
Ways and Means Committee Report expresses agreement with the Treasury
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Department that there clearly exists a right of review for domestic industry,
this has never been established and is subject to serious doubt. Unoer these
circumstances, the Committee should clarify the Act to remove any doubt of
the right of Judicial review for all parties to an antidumping proceeding.

CONTERVAIING DUTWS; ROTATION FOR DISCRIMINATION AGArNST U.S. EXPORTS

We generally support the Trade Reform bill's countervailing duty amend-
ments, Including the establishment of mandatory time tables and extension of
the law to cover duty-free merchandise. Here also we believe that judicial
review should be provided upon petition of any interested party, as provided
in S. 323.

Ve also support the Trade Reform bill's provisions authorizing the President
to take unilateral action against imports from those countries that maintain
unjustifiable or unreasonable barriers to U.S. exports or that otherwise engage
in discriminatory acts against U.S. commerce.

THE "ZSCAPE CLAUSE"

We support in general the Trade Reform bill's proposal to liberalite the
"escape clause." However, we question the desirability of conferring upon
the President total discretion to decline to act upon a recommendation for relief
by the Tariff Commission. Under S. 323 a procedure is provided by which the
Congress can in appropriate circumstances override a Presidential determina-
tion not to follow a Tariff Commission recommendation for relief.

PRIVATE DAMAGE REMEDY

We also support S. 828's amendments to the Revenue Act of 1916. If a domes-
tic manufacturer unjustifiably sells his product at one price In New York
and at another in Chicago and thereby causes injury to competition, he can be
held liable for treble damages. But If a foreign manufacturer illegally dumps
merchandise in the United States, takes away business by unfair pricing,
successfully drives American men and women out of work and damages the
prosperity of an industry--even If all this is proved-he is not required to
make compensation.

He doesn't even have his wrist slapped. Meanwhile, he has prospered while
our people were on short hours or out of work..

We think such a foreign manufacturer should be subject to the same kind of
obligation to redress the injury he has caused that domestic manufacturers
face. Specifically, we think that the Revenue Act of 1916 should be amended to
make it a more realistic vehicle for the recovery of treble damages for Inju-
rious international price discrimination. The Act currently makes it possible
for an injured U.S. businessman to secure damages only where he can show
that dumping was committed " with the intent of destroying or injuring an
industry in the United States, or of preventing the establishment of an indus-
try in the United States, or of restraining or monopolizing any part of trade
and commerce In such articles in the United States." Apparently no U.S.
company has ever succeeded in shouldering this strict burden and establishing
this proof.

S. 323 would eliminate this onerous intent requirement and permit recovery
where the effect of the price discrimination was to Injure competition, the Same
standard that exists in domestic price discrimination cases.

The members of our Association believe, as do most American manufactur-
ers, that we can compete with overseas manufacturers in a fair ball game.
But, despite the Antidumping Act, there is today little incentive for foreign
manufacturers to avoid dumping in the United States when it suits their own
interests to do so. Indeed, it is frequently very much to their advantage to
dump. Dumping gives them an opportunity to invade our domestic market.

One of the responses of the Japanese manufacturers to our antidumping case,
we are told, was to form a cartel In Japan. This cartel includes all Japanese
roller chain manufacturers and is headed up by the largest chain manufac-
turer in Japan. The purpose of this new cartel is to establish minimum price
levels for their products in the United States which, in their opinion, will avoid
dumping. It seems rather obvious that previously they were knowingly and
deliberately dumping here in the United States. Why not? They are not held
accountable for the damage they have caused.
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So we especially urge you to consider Title IV of S. 828 which will pro-
vide at least the possibility of treble damage suits for dumping.

MIVN AND EXXIMANE FINANCING

In concluding I would like to convey to the Committee our members' views
on Title IV of the Trade Reform bill. We strongly urge that the Committee
report to the Senate a trade bill that confines itself to trade issues and
does not attempt to use trade as a lever to reform the domestic policies of
other nations of the world, however much we may disapprove of them. We
are persuaded that in the long run the cause of both prosperity and stability
is served by promoting free, fair and non-discriminatory international trade.

Thank you very much for this opportunity to give you our views on interna-
tional trade legislation.

APPENDIX A-MRMBZS 01P AMEXCANq CHAIN ASsocIATUoN

Acme Chain Division, Rockwell International, Holyoke, Mass.
Atlas Chain & Precision Products Co., Inc., West Pittston, Penn.
Diamond Chain Co., Indianapolis, Ind.
FMC Corp. Chain Division, Indianapolis, Ind.
Jeffrey Manufacturing Co., Columbus, Ohio

Moline Corp., St. Charles, Ill.
Morse Chain, Division of Borg-Warner Corp., Ithaca, N.Y.
Ramsey Products Corp., Charlotte, N.C.
Rexnord, Inc., Milwaukee, Wis.
Union Chain Co., Sandusky, Ohio.
Webster Industries, Inc., Tiffin, Ohio.

APPENDIX B

Tariff
Date ACA Treasury Department Commission

February 1970 .......... Began study of available Japanese
pricing Information. I

March 1971--------.n it search for actual price 22 months
levels In United States an Japan.

October 1971 ....... Received final price report.
Dec. 20,1971......... Filed formal complaint with Treasury
Feb. 19, 1972 ........... 153 months ...................... Completed summary Investigation.Published notice. InstitutedI ir.ry
Aug. 31 1972 .......... do .......................... Withheldappralsement.
Sept. 24,197E .......... do ...... ......... Held hearing.
Nov. 30, 1972 ................ do .........----- -Issued determination of Dumping

and notified Tariff Commissio*l
Jan. 23.1973 .......... do ............................................................ Held hearn.
Mar. 1 1973 ... . do........................................ Found Injury.
Apr. 1, 1973 .......... do .......................... Published findings.

[Whereupon, at 12:05 p.m., the committee recessed, to reconvene at
10 a.m., Tuesday, April 2, 1974.]



TRADE REFORM ACT OF 1973

TUESDAY, APRIL S, 1074

U.S. SENATE
OMMUTE ONFINANCE,

Washington, D.C.
The committee met at 10 A.M., in room 2221, Dirkeen Senate Office

Building, Hon. Herman E. Talmadge presiding.
Present: Senators Talmadge, Mondale, Bentsen, Fannin, and Dole.
Senator TALMADGE. This morning we resume our hearing on H.R.

10710, the Trade Reform Act.
Our first witness today will be James J. Reynolds, president,

American Institute of Merchant Shipping. We have a long list of
witnesses today and we must complete this hearing this morning as
the committee has scheduled an important hearing on emergency
unemployment compensation for 2 P.M. today.

Each witness has been asked to confine his remarks to no longer
than a 10-minute summary of his written statement. The 5-minute
rule will be in effect for the questioning period.

Mr'. REYNOLDS, welcome to the hearings and please proceed with a
summary of your statement.

STATEMENT OF JAMES J. REYNOLDS, PRESIDENT, AMERICAN
INSTITUTE OF MERCHANT SHIPPING, ACCOMPANIED BY
BARBARA BURKE, LEGISLATIVE ASSISTANT

Mr. REYNOLDS. I am James J. Reynolds and I am the president of
the American Institute of Merchant Shipping (AIMS), a trade asso-
ciation representing over 60 percent of the U.S. flag fleet of this
country. -

I am appearing today on behalf of our Liner Council, that is the
segment o our membership that own and operate the great fleet of
dry cargo vessel under the American flag.

I have taken the liberty of bringing with me to the witness stand,
Mr. Chairman, my legislative assistant, Ms. Barbara Burke, as a
representative for AIMS.

The purpose of our statement is to propose an amendment to the
legislation under consideration, the Trade Reform Act, which will
assure adequate participation of the U.S. liner fleet in our interna-
tional commerce.

I think in the interest of clarity, it would be well if I read the
attached amendment, and then we can focus on it a little more
intelligently.

The language of the proposed amendment is this:
In order to further the purposes and policies of this Act-and of Section 101

of the Merchant Marine Act, 1988, as amended, It Is hereby declared to be the
(1551)
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policy of the United States that where appropriate and beneficial to our
national interest and to U.S. cargo carriers, cargo sharing agreements in U.S.
trades shall be made which provide opportunity for the carriage of substan-
tial and relatively equal shares of the liner trade between nations involved
by their respective national flag liner vessels.

Such cargo sharing agreements may be made either by governmental or
private action or agreement.

The Secretary of Commerce with such assistance as he may request of
appropriate agencies of the government shall foster the development, accom-
plishment and implementation of such cargo sharing agreements.

Upon application by any operator of U.S. liner vessels, the Secretary of
Commerce shall determine what, If any, form of cargo sharing agreement is In
the national interest for any essential trade route as defined in Sec. 211(a)
of the Merchant Marine Act. 1936; and prior to final adoption of such deter-
mination shall cause it to be published and shall permit interested parties 80
days to comment thereon In writing.

Any such determination by the Secretary shall be prima face evidence of
the national Interest in any proceeding relating to the approval or modifica-
tion of such cargo sharing agreements.

The Secretary of Commerce shall report annually to the Congress regard-
ing the effectiveness of such cargo sharng agreements.

This concludes the language of the proposed amendment.
The national policy of the United States is to foster the develop-

ment and encourage the maintenance of a merchant marine sufficient
to carry a substantial portion of the waterborne export and import
foreign trade of this country.

This policy, originally adopted in 1936, was grounded in the eco-
nomic and military necessities that faced the United States as a
major world power. These same considerations underlay the resound-
ing reaffirmation of this national policy in October of 1970 when the
Congress passed legislation to modernize the 1936 Act.

The U.S. operator who builds vessels in the United States and
employs citizen seamen, is at a substantial cost disadvantage vis-a-vis
foreign flag liner operators who build ships abroad and employ low-
cost foreign labor.

In recognition of this, the Congress has adopted a number of pro-
grams to put our operators on a general cost parity with their
foreign competitors so that they can charge similar rates for liner
services.

The words liner services mean services on the essential trade routes
of the Nation, carrying the general dry cargo of our country.

This parity based subsidy system has worked well and generally
accomplished its purposes. 'However, parity with regard to costs is
meaningless unless there is also parity of opportunity to compete
equally for commercial cargoes.

U.S. flag liner operators are denied this right in many of our
trades and new legislation must be adopted to correct the unfair
situation. This can be done by adopting a national policy that would
authorize our liner operators or our Government, where necessary, to
enter into cargo-sharing arrangements.

The IT.S. liner fleet is the most modern and efficient in the world
and its vessels operate to every corner of the globe. The laws, prac-
tices, and problems in these myriad trades are as diverse as the more
than 100 countries involved. Thus, there is no one single cargo-
sharing proposal that is appropriate for all of these trades.
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The amendment to H.R. 10710 which we propose, you will note,
would require the Secretary of Commerce to determine what, if any,
form of cargo-sharing arrangement is in the national interest and
the interest of our liner fleet. Prior to the final adoption of any such
determination by the Secretary, he shall cause it to be published and
thereafter give interested parties 30 days in which to comment
thereon in writing. The Secretary will give careful consideration to
any comments but a hearing shall not be required prior to his final
determination. Hearings may, of course, be held by other interested
agencies as required by law. Such determination by the Secretary
shall be prima face evidence of the national interest of the United
States in any proceeding seeking approval of a cargo-sharing agree-
ment. Where the Secretary of Commerce determines that an agree-
ment is necessary, the Secretary would be required, in cooperation
with other appropriate Government agencies, to seek the prompt
adoption and implementation of such an arrangement.

The activities of the Secretary under this necessarily broad
authority would be subject to annual review by the Congress.

There are those who will argue that the United States should not
adopt a national policy of encouraging cargo-sharing arrangements
where necessary because such agreements are contrary to the prici-
ples of a free market system, to our antitrust laws, and to the wishes
of our trading partners.

The facts are, Mr. Chairman, that the laws of free enterprise
economics so fundamental to our own industrial system simply do not
work or operate when a private U.S. liner company has as its com-
1etitor a State-owned fleet of the Soviet Union or some other nation.

The attempt to export our antitrust concepts beyond the 3-mile
limit cannot succeed because they cannot be effectively enforced
against foreign shipowners whose governments endorse and support
contrary concepts for regulation of shipping.

We have listed a number of the problems that arise and are created
by policies of a number of our trading partners who have specific
decrees and laws requiring the carriage of cargo on vessels flying
their flags.

The less developed countries of the world (LDC's) have continually
enunciated in the United Nations Committee for Trade and Develop-
ment that they desire and indeed demand cargo sharing.

These nations are all actively supporting a proposed new Code of
Conduct for Liner Conferences this very minute if Geneva, which
would provide that trade be divided between vessels of the trading
partners on a 50-50 or 40-40-20 basis.

Different forms of cargo sharing are supported in practice by
many of the Communist nations and some of the Western nations,
with whom we have a very large number of trading regulations. The
last portion of this statement is a discussion of the background and
current status of the Code negotiations.'

Let us now examine some of the problems that require the adoption
of cargo-sharing legislation:

1. CARGO CONTROLLED BY GOVERNMENTS
In the Communist and to a lesser extent, the Socialist countries,

all imports and exports are bought and sold by government agencies.
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These agencies have the power to control every aspect of the trans-
action, including the selection of the ocean carrier. Cargo can be
routed to the ships of the government concerned or to those of friendly
nations.

There is no U.S. steamship company or group of companies that
has the economic power to bargain on an even basis with the Soviet
or any other government. This basic fact of life was recognized in the
shipping agreement which our Government negotiated recently with
the Soviets.

Under this agreement, at least one-third of the grain shipments
must be made available to U.S. ships, one-third to Soviet ships, with
other flags being permitted to carry the final third. We should adopt
a national cargo-sharing policy tat would encourage future such
agreements where necessary.

2. CHRONIC OVERTONNAGE OF ROUTES

Virtually all developed nations have long recognized the economic
advantages of a national flag merchant fleet. The LDC's are presently
encouraging development of their fleets so as to protect their trades,
reduce unemployment and improve their balance of payments. The
result has been a proliferation of laws and policies to aid national
flag fleets.

fn England, until last year, a shipowner could build a vessel in a
low-cost world center, say Japan, and then when the vessel was
registered under the United Kingdom flag, receive a cash grant equiv-
alent to 25 percent of the purchase price of the vessel. In addition,
the shipowner was and is accorded the right of free depreciation,
which meant that he could depreciate from zero to 100 percent of his
ship in any year he so desired. This latter benefit is still in effect.

The Soviets, and other Communist and Socialist countries, of
course, have fleets that are State-owned enterprises.

The less developed countries are increasingly passing laws reserv-
ing up to 50 percent of their foreign trade to vessels of their own flag.

These aids and various economic factors have led to the construc-
tion of surplus world liner capacity. The burden of this surplus is not
uniformly borne by all trades but falls most heavily on U.S. liner
trades. The reason for this is that virtually all steamship conferences
outside of the U.S. trades are "closed conferences". The steamship
company members of these conferences themselves decide whether new
operators should be admitted to the conference.

They generally have pooling agreements and sailing agreements
under which they cqn limit the number of ships and the number of
sailings on any route served by the conference. If a nonconference
line tries to enter the trade outside the conference, they often can
employ a "fighting ship" to drive it out. In addition, the closed con-
ferences use deferred rebates to insure shipper loyalty to the
conference lines.

In contrast, U.S. law requires that all conferences serving our
trades be open. This means that any shipping line which makes
application and agrees to observe the conference rules approved by
our Federal Maritime Commission must be admitted to the conference.
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Open conferences are prohibited by law from employing fighting
ships or using deferred rebates to keep out competition and insure
shipper loyalty. Thus, excess liner capacity, having nowhere else to
go, gravitates to the U.S. trades.

At the present time, 41 steamship companies have rates on file with
the Federal Maritime Commission to serve the United States-Japan
trade. This vast overtonnaging has led to rate cutting of up to 40
percent, rebating, and other unfair-and illegal practices to the point
where the future of U.S. flag service in the transpacific is seriously
jeopardized.

One of the new competitors in this trade is the Soviet-owned Far
Eastern Shipping Co. which operates 15 modern vessels. As the presi-
dent of one U.S. flag company recently put it, "Unless the situation
in the Pacific is rapidly corrected, some owners will go bankrupt and
you can bet that the Soviet Government won't be one of them."

Under a national cargo-sharing policy, this trade could be rational-
ized through an agreement with the Japanese. We have long recog-
nized the necessity of such agents in international air transport
and the time has come to do likewise in some liner trades underappropriate government supervision.

Overtonnaging can also be caused by the introduction of highly
efficient and productive new technology such as container and barge
ships. This situation occurred 3 or 4 years ago in our transatlantic
trade when traditional operators replaced conventional break bulk
ships with container vessels.

The resultant overtonnaging was so gat that rate cutting,
rebates, and other malpractices proliferated to the point that many
carriers in the trade were on the verge of bankruptcy. To resolve the
problem, the privately owned carriers involved negotiated, on a com-
inercial basis, a proposed pooling arrangement.

Such arrangements are automatically acceptable to European gov-
ernments but in the United States they must be approved by the
FMC. Application for approval was made to that agency on Novem-
ber 24, 1971, but because of opposition from the Department of
Justice and others, a final decision will not be rendered for some time.

Under a national cargo sharing policy, it would be clear that the
Secretary of Commerce, in cooperation with the FMC and not the
Department of Justice, would determine what is in the best interest
of the U.S. maritime industry. As I noted before, it is fruitless to
attempt to export our antitrust conce-pts beyond the 3-mile limit,
particularly when it is in our economic disadvantage to do so.

3. FOREIGN CARGO RESERVATION LAWS AND RFGULATIONS

A large number of LDC's have adopted discriminatory legislation
designed to route cargo to their own flag vessels. This trend is
understandable and will increase because of the legitimate aspiration
of these nations to better their economic lot.

The Code of Conduct for Liner Conferences being considered by the
United Nations would, at the insistence of the LDC's, require that all
conference agreements specify that national-flag liners have the right
to carry a share, 40 or 50 percent, of their nation's ocean trade.
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While the specifics differ slightly, the effect of most of the new
decrees and laws is to reserve to vessels of the national-flag line 100
percent of the cargo which is purchased or controlled by the LDC
governments and 50 percent of all other cargo.

Once the decree or law is in force, the governments cause consular
invoices and/or commercial invoices to be stamped with notification
of the requirement to favor the LDC national-flag carrier with all, or
a minimum of 50 percent of cargo, depending on the category of the
shipment. Penalities on merchants for failure to comply are severe.

Audits to insure compliance with these laws are usually made on a
quarterly basis. The merchant who might prefer to support, U.S.-flag
vessels is frequently unable or finds it completely impractical to split
shipments and, therefore, if he wishes to support the U.S. vessel, he
faces a dilemma: The first shipment must go to the LDC carrier; the
second, if larger, must also go to the LD C carrier; and, if he ships
only twice in one quarter, then the first shipment in the next quarter
must again go to the LDC carrier. Under such restrictions, he could
rarely, if ever, give half of his cargo to a U.S.-flag ship.

The decree of law usually provides that merchants may also ship
with an "associated carrier," of the national-flag line. To qualify as
an "associated carrier," a steamship company must fly the flag of the
other nation with whom the LDC is trading.

In order to attain even the subordinate status of associate of a
transportation company whose government has enacted such legisla-
tion, the U.S.-flag operator must negotiate an equal access agreement
of some sort-usually a cargo sharing pool.

Needless to say, the advantage at the negotiating table lies entirely
on the side of the company wo will have preferential rights to as
much as 80 percent of the cargo moving in the trade if no agreement
is reached.

The situation for the American steamship line, pending the nego-
tiation and approval of such agreements, can be devastating. In a
number of cases, our member lines were carrying a substantial part
of the trade-as contemplated by the 1936 act-between the U.S .A.
and particular LDC countries prior to the issuance of discriminatory
laws or decrees.

After the issuance of decrees, the fleet of an LDC nation has
abruptly appropriated up to 75 percent of the cargo, eliminating the
benefit of shipper support which had been developed through years of
dedicated U.S. flag service.

During the protracted process of State Department protest, of
carrier negotiation, of conclusion of the cargo agreement, and, finally,
of approval by the Federal Maritime Commission of the agreement,
the American-flag carrier experiences irreparable financial loss, and
ultimately, if fortunate, arrives through substantial concessions at a
tolerated, often inferior, position in the trade.

Under a national policy of cargo sharing, the Secretary of Com-
merce could encourage, in cooperation with the FMC, the approval of
fair and effective cargo sharing with less developed countries.

Our proposed language to amend the Trade Reform Act would be a
first step toward resolving the problems described above by authoriz-
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ing the Secretary of Commerce to implement where necessary a
variety of trade sharing agreements.

These agreements are the only possible means in many trades of
insuring achievement of our national maritime goals and the conse-
quent protection of our foreign trade and balance of payments.

We turn now to a more detailed discussion of the differences
between U.S. shipping policies and the policies of other countries and
how they led to the development of a Code of Conduct for Liner
Conferences, which has a direct bearing on our proposed amendment.

The distinction between our open conferences, which set rates and
terms of service in accordance with the Shipping Act of 1916, and the
closed conferences which exist in the liner trades of the rest of the
world with deferred rebates and revenue pols, has already been made.

The existence of these closed conferences means that a de facto
system of cargo sharing is now in effect in most world liner trades.
The cargo is generally shared among the conference members who
are primarily from the European maritime nations.

The less developed countries have long resented this de facto cargo
sharing which often operates to exclude them from carrying any
portion of their own trade. About 5 years ago several of the more
advanced LDC's, particularly the South American countries, enacted
unilateral legislation which directed 50 percent or ev'n more of their
liner cargo to their own ships.

European shipowners moved immediately to accommodate to this
new problem, and today for instance, Brazil and Argentina have
agreements with virtualy all European nations calling for cargo
sharing on a 40-40 to 50-60 basis for their national-flag vessels.

Because of our antitrust and maritime laws, the United States was
slow to react and a number of our liner carriers almost went bank-
rupt during the years which it took to secure approval of equal access
agreements between the United States, Brazil, Argentina and other
Latin nations.

The less advanced DC's who did not have the economic or political
power to unilaterally reserve a portion of their trade for themselves
banded together in the United Nations Committee on Trade and
Development to seek a Code of Conduct for Liner Conferences which
would regulate conferences and insure them a share of their own
liner trades.

Their original Code called for national-flag lines to each receive 60
percent of the trade, or where third flags were in the trade 40 percent
for each national flag, and up to 20 percent for third flags. For over
3 years the developed maritime nations with the exception of the
United States have attempted to frustrate the adoption of this Code.

The United States has generally supported the Code since much of
it is patterned after our own laws, but opposed the inclusion of cargo
sharing in the Code. The United States did recognize that cargo
sharing was a serious problem and necessary in some trades.

It, therefore, recommended that the subject receive immediate
attention in some place other than the Code. The United States and
the Europeans prepared a variety of alternatives to cargo sharing.
These were all rejected by the less developed countries who have
absolute voting control in JNCTAD.
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Ap an UNCTAD meeting in Geneva in November/December 1978
several European nations switched their position and voted for car
sharing--probably in order to protect their trade and political rela-
tionships with the LDC's. The Soviet bloc also supports cargo shar-
ing. Today, a majority of the nations in Europe plus Japan, Aus-
tralia, and New Zealand support cargo sharing.

One thing is crystal clear, the world by a 90 percent or larger
margin has voted for cargo sharing and it will be included in the
Code, which may very well be concluded by Thursday night, 2 days
from now, and if it isn't, it will be concluded later this summer with
a reactivation of the UNCTAD body.

The negotiations for a final version of the Code should be com-
pleted by the beginning of April. As this statement was being pre-
pared, the U.S. Government's position was not to sign the Code if it
contains a cargo-sharing provision.

Needless to say, if this position is adhered to, U.S.-flag liner vessels
will be placed at a serious disadvantage as the rest of the world goes
one way and we lose cargo while making inappropriate arguments
about free enterprise.

At this point it is appropriate to note that the U.S. Government
has not had a problem with the cargo-sharing policy which is inher-
ent in international air transport agreements. One should definitely
ask our Government why it finds cargo sharing for our liner vessels
in international trade so repugnant but sees no antitrust problems for
similarly situated airlines.

We ask this committee's permission to file a supplemental state-
ment for the record describing the outcome of the Code negotiations.
In view of the importance of a new international agreement on the
subject of cargo sharing, the amendment which we propose today to
the Trade Reform Act might be modified to reflect specific provisions
in the Code. To this end, we will be available to contribute informa-
tion on the results of the meeting and suggest further amendatory
language.

How is that, right on the bell.
Senator TALMAD E. Good timing.
Why do so many American owned shipping lines register under

foreign flag, such as Liberia or Panama?
Mr. REYzoLDs. The operators of the Liberian and Panamanian flags

are predominantly, almost exclusively operators of tanker vessels.
Many of those vessels are owned by major petroleum companies
which, themselves, are an international operation-in character and
they need the flexibility of being able to send those vessels wherever
the action is.

Sometimes from Kuwait to Bantry Bay Island; another time from
the Persian Gulf to Japan. By registry under the Liberian and Pana-
manian flags, in addition to the advantages of the-tax climate, and so
forth, they have the flexibility which they need and do not get under
the Merchant Marine Act.

Senator TALMAXIE. What percent of exports and imports come on
merchant vessels ?
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Mr. REyNOLDS. It depends on what we are talking about. The total
volume by weight carried in American vessels is pi-obably only 5 or
6 percent.

Senator TALMADXI. Is that imports or exports or both I
Mr. REYNOLDS. Both. Now, if we are talking about what we gener-

ally regard as the dry cargo trade, I am speaking of machine tools,
automobiles, durable consumer goods, food, and so forth, which are
carried largely by our liner vessels, our position would be much differ-
ent and we would be carr .ying, on a revenue basis, as much as 25 to 30
percent in our great new liner fleets.

Senator TALMADOE. Do you think the retaliatory provisions in
section 301 of the bill, as well as the title dealing with East-West
trade ought to be expanded and insist on reciprocity in services,
including shipping as well as trade?

Mr. REYwoLps. Services should be included, yes, that I think is the
fundamental and direct response to your question, I believe, Mr.
Chairman.

Senator TALMADOG. I suspect the committee would be sympathetic
to such an idea.

Mr. RE.Yxows. I would trust so. I think, Mr. Chairman, it is
important that we recognize that shipping services are a product of
a country. Of course, as we well know shipping to the Scandinavian
nations, is one of the most essential means of developing GNP cur-
rency for those nations.

And so in our own country, it is important too. Just as we export
machine tools and automobiles, the product of the great American
genius, so we should export the services of our vessels, the Seabees,
and the lash and the containerships.

Senator TALMADOE. Senator Long and many other members of this
committee have pointed out on many, many occasions the CIF valua-
tion on imports is completely distorted because it does not include cost
of delivery of those commodities to this country.

Thank you very much for your great contribution, Mr. Reynolds.
Any questions, Senator Bentsen I
Senator BE NT5E. No, not since I came in late.
Senator TALKADGE. We appreciate your contribution to our

deliberations.
[The following letters were subsequently submitted for the record.

Hearing continues on p. 1564.]
kAMEBIOAN INSTruT or AMEgiCAN SHIPPINGo,

Waeshfton, D.C., 20006 April 16, 1974.
HoN. RussELL B. LoNo,
Chairman, Finanoe Committee,
U.S. Senate
Re: H.R. 10710--Trade Reform Act of 1978. 4,

DrAn Ma. CHAIRMAN: I suggested an amendment which would declare It to
be the policy of the United States that ".. . where appropriate and beneficial
to our national interest and U.S. cargo carriers, cargo sharing agreements in
U.S. trades shall be made which provide opportunity for the carriage of sub-
stantial and relatively equal shares of the liner trade between nations involved
by their respective nation flag liner vessels".

One of the reasons which I presented in support of this amendment was the
fact that the United Nations Committee on Trade and Development (UNOTAD)
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was meeting In Geneva for final consideration of an international convention on
a Co6e,of Conduct for Liner Conferences which would probably include a cargo
sharing provision. Since eighty-eight nations were participating in the
UNCTAD deliberations, its decision with regard to cargo sharing would set
the future pattern for most international liner trades. Accordingly, I requested
an opportunity to file this supplemental statement for the record when the
Geneva negotiations were completed.

A convention was approved in Geneva on April th and is being sent to the
Secretary General of the United Nations for distribution to all member states
for ratification. This Code, as predicted, does include provisions that will
permit any nation to reserve forty percent or more of Its liner cargo for Its
national flag ships. The vote on the Code is most revealing with regard to
world opinion on cargo sharing. Seventy-two nations voted yes (France, Japan,
Germany, Australia, Spain, Turkey, Belgium and all of the Socialist countries
of Eastern Europe and all less developed countries who were present) ; voting
no were the United States, United Kingdom, Finland, Norway, Sweden, Den-
mark and Switzerland; abstaining were the Netherlands, Italy, New Zealand,
Canada and Greece. It is noteworthy that the two largest trading nations after
the United States, Germany and Japan, voted for the Code and rgo sharing.

In practice, cargo sharing has long been a reality invirtually all non-U.S.
trades because of a worldwide system of "closed" conferences bWhich include
revenue pools and sailing agreements. The members of these 'losed" confer-
ences can and do exclude new operators from their trades through a variety
of practices, most importantly deferred rebates which tie shippers to the con-
ference lines. The members of these closed conferences have traditionally been
from the maritime nations of Western Europe. An effect of the Code will be to
give the merchant marines of less developed nations a larger share of liner
cargo than they could achieve in the past.

As I testified, overtonnaging is endemic in world liner trades and in many
areas will remain so for at least the next ten years. Much of this excess ton-
nage is dumped into U.S. trades because our law requires "open" conferences
which any operator can join at any time. Today some forty-nine operators
have rates on file with the Federal Maritime Commission to service the U.S.
trans-Pacific trade. This excessive competition, particularly from government-
owned fleets, imperils the future of many U.S. flag liner operators. The Code
does nothing to correct the "open" versus "closed" conference situation and
indeed, may exacerbate the problem for it approves either open or closed
conferences. It is clear from the discussions in Geneva, that foreign nations
uniformly intend to continue the operation of closed conferences in their trades.
They included the open conference option so that their ships would continue
to have free access to the U.S. trades. The vote on the issue of "open" versus
"closed" conferences in Geneva is extremely illuminating. The United States,
after several years of intensive lobbying, proposed an amendment on April 8th
requiring that all conferences be open. Only Switzerland, of all the nations
present, voted with the U.S. on this amendment.

The new Code imposes a variety of obligations on liner conferences, specifl-
cally: (1) mandatory international conciliation with governments and shippers
regarding general freight rate increases and other matters; (2) a period of
fifteen months between general freight rate increases-an intolerable burden in
a time of worldwide inflation; and (3) provision of promotional freight rates
for the non-traditional exports of less developed countries. These burdens will
be onerous even for foreign closed conferences where, operations can be
rationalized andtonnage availability stabilized through cargo sharing arrange-
ments, but they will be intolerable if imposed on open U.S. conferences
without cargo sharing arrangements.

Even after three years of lengthy international deliberations, the Code
adopted in Geneva is a flawed document and many of its provisions, particu-
larly in the implementation section, will prove costly and perhaps unworkable.
Thus, we do not now propose that any of the provisions of-the Code be incor-
porated in domestic legislation. However, we do believe that voting on the
Code completely supports the statement in my testimony that attempts "a* * * to
export our anti-trust concepts beyond the three-mile limit cannot succeed
because they cannot be effectively enforced against shipowners whose govern-
ments endorse and support contrary concepts for regulation of shipping".
AIMS liner companies continue to urge the adoption of the flexible cargo
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sharing amendment which I-suggested to you in order to protect our national
economic interests and our liner shipping fleet.

We stand ready at any time to discuss this matter further if you or mem-
bers of your staff should so desire.

Sincerely,
JAMES J. RYNOLDI,

President.

AMERICAN INSTITUTE OF MARINE UNDERWRITERS,
New York, N.Y., April 5, 1974.

Mr. ROBERT A. BEST,
1 ciiate Finance Committee, Dirkaen Senate Offce Building,
11fa8hington, D.C.

DEAR MB. BEST: First I would like to thank you for taking the time to talk
with our group on April 2. As we stated at that time, we would very much like
to testify in behalf of the Trade Bill (H.R. 10710) but we recognize the time
frame under which the Senate Finance Committee is operating. Therefore, we
are taking this opportunity to suggest some few changes in the Bill that we
believe will make it a more effective instrument for International trade.

As you may know, the American Institute of Marine Underwrites was
founded in 1898 and is an association of some- 110 insurance companies writ-
ing marine insurance in one or more of the states of the United States. In 1916,
the U.S. Congress, faced with a whole new concept of the position of the United
States in world commerce and world affairs directed the United States Ship-
ping Board to ascertain "what steps may be necessary to develop an ample
marine insurance system as an aid to the development of an American Mer-
chant Marine." (Section 12 of the Shippihg Act of 1916). Our Government at
that time recognized that a marine insurance industry is a vital component
of an industrialized world trading nation. The increasing demand of interna-
tional commerce for insurance coverage during and after World War I encour-
aged a marked expansion of the American Marine Insurance Market. The
Merchant Marine Act of 1920 (Section 29) views a strong American Marine
Insurance Market as an effective instrument for supporting an enlarged Mer-
chant Marine and an increased foreign trade.

I note this background and legislative history because from World War I to
date the American insurance industry and, specifically, its specialists'in marine
insurance have devoted their capital and their skills to furthering the purposes
of the action by the U.S. Congress. A strong, viable, competitive market has
been built. To remain competitive and aggressive it must grow at least in pro-
portion to the continuing leadership of American commerce in world trade. We
must not lose our initiative and leadership, nor bend to nationalistic restric-
tions of other countries, particularly to those countries Who lack the capacity
to be competitive.

In recent years, we have seen a growth of restrictive practices by other gov-
ernments interfering in the competitive international marine insurance market,
thereby restricting freedom of insurance. This freedom of choice in placing
marine insurance business has been restricted in three ways: (1) by requiring
imports to be insured in the country of importation (in at least 18 countries
known to us), and in some cases exports must be insured in the country of
exportation, e.g., Zambia; (2) by imposing discriminatory taxes on trans-
portation insurance placed with foreign countries (at least three countries
known to us); or (8) by restrictive import licensing and exchange control
regulations (as in the case of at least eight countries known to us).

The American Institute of Marine Underwriters has advocated freedom of
marine insurance so that exporters and importers can be free to purchase, in
the market of their choosing, insurance on cargoes moving in international
trade. Competition between the various markets then determines which market
provides the better service and where the buyer of insurance wishes to pur-
chase it. With respect to the developing trade with the socialist countries,
namely those countries with government-controlled economles, the prospect
arises that American companies are being denied the opportunity to compete
freely to obtain cargo insurance business. For example, we know that the
Soviet Union has had contracts drafted in such a way as to effectively close
out the American marine insurance market from writing any cargo insurance.
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If a U.S. exporter wishes to make a sizable sale to the Soviet Union he is
under considerable pressure to sell on Soviet terms. That exporter will be most
reluctant to do anything that may cause him to lose the sale in spite of the
fact that his own personal preference may be to have his cargo covered by his
customary open cargo insurance policy covering his worldwide business. We
do know that a number of American exporters would prefer American marine
coverage due to low cost, familiarity with conditions insured, confidence in its
security, speedy claim services available, and last but not least, his own Inter-
est as an American taxpayer in assisting the U.S. Balance of Payments
situation.

With the above in mind, we would urge that the Trade Bill be amended to
incorporate a complaint procedure similar to that set forth by your Committee
in Section 252 of the Trade Act of 1970, H.R. 17550, 92nd Congress, 1st Section;
S. Rept. 91-1431. We also suggest that Sections 301, 404 and 601 of the Bill be
amended in accordance with the enclosed draft.

The Institute does not wish to see any action taken that inhibits the develop-
ment of free, competitive international trade; on the contrary, we believe the
attached proposed amendments to the "Trade Reform Act of 1973" will further
the goal to make freedom of trade and insurance a reality.

Sincerely yours,
ROBERT W. HAHN,

Chairman.
Enclosure.

TITLE II-RELIEF FROM UNFAIR TRADE PRACTICES

CHAPTER 1-FomoN IMPORT RESTRICTIONS AND EXPORr SUBSIDrM

SEC. 301. RESPONSES TO CERTAIN TRADE PRAC'1ICES OF FOREIGN GOVERNMENTS
.(a) Whenever the President determines that a foreign country or Instru-

mentality-
(1) maintains unjustifiable or unreasonable tariff or other import

restrictions on products and/or commercial services which impair the
value of trade commitments made to the United States or which burden,
restrict, or discriminate against the United States commerce,

(2) engages in discriminatory or other acts or policies which are
unjustifiable or unreasonable and which burden or restrict United States
commerce, or

(3) provides subsidies (or other incentives having the effect of subsi-
dies) on its exports of one or more products to the United States or to
other foreign markets which have the effect of substantially reducing sales
of the competitive United States product or products and/or commercial
services in the United States or in those other foreign markets,

the President shall take all appropriate and feasible steps within his power to
obtain the elimination of such restrictions or subsidies, and he-

(A) may suspend, withdraw, or prevent the application of, or may
refrain from proclaiming, benefits of trade agreement concessions to carry
out a trade agreement with such country or instrumentality; and

(B) may impose duties or other import restrictions on the products
and/or commeral serve of such foreign country or instrumentality for
such time as he deems appropriate.

(b) In determining what action to take under subsection (a), the President
shall consider the relationship of such action to the international obligations
of the United States and to the purposes stated in section 2. Any action taken
under subsection (a) may be on a nondiscriminatory treatment basis or
otherwise; except that, in the case of a restriction, act, policy, or practice of
any foreign country or instrumentality which is unreasonable but not unjust-
ifiable, the action taken under subsection (a) &hall be taken only with respect
to such country or instrumentality.

(c) The President in making a determination under this section, may take
action under subsection (a) (8) with respect to the exports of a product
and/or comnerial services to the United States by a foreign country or
instrumentality if-
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(1) the Secretary of the Treasury has found that such country or instru-
mentality provides subsidies (or other incentives having the effect of
subsidies) on such exports and/or commercial services;

.(2) the Tariff Commission has found that such exports to the United
States have the effect of substantially reducing sales of the competitive
United States product or products in the United States; and

(3) the President finds that the Antidumping Act, 1921, and section 303
of the Tariff Act of 1930 are inadequate to deter such practices.

(d) The President shall provide an opportunity for the presentation of
views concerning the import restrictions, acts, policies, or practices referred
to In paragraph (1), (2), or (8) of subsection (a). Upon request by any inter-
ested person, the President shall provide for appropriate public hearings with
respect to such restrictions, acts, policies, or practices after reasonable notice,
and he shall provide for the issuance of regulations concerning the conduct of
hearings under this subsection and subsection (e).

(e) Before the President takes any action under subsection (a) with respect
to the import treatment of any product and/or commercial services

(1) he shall provide an opportunity for the presentation of views con-
cerning the taking of action with respect to such product,

(2) upon request by any interested person, he shall provide for appro-
priate public hearings with respect to the taking of action with respect to
such product and/or commercial services and

(3) he may request the Tariff Commission for its views as to the prob-
able impact on the economy of the United States of the taking of action
with respect to such product.

SEC. 404. AUTHORITY TO ENTER INTO COMMERCIAL AGREEMENTS

(a) Subject to the provisions of subsections (b) and (d) of this section, the
President may authorize the entry into force of bilateral commercial agree-
ments providing nondiscriminatory treatment to the products of countries
heretofore denied such treatment whenever he determines that such agree-
inents with such countries will promote the purposes of this Act and are in the
national interest.

(b) Any such bilateral commercial agreement shall-
(1) be limited to an initial period specified in the agreement which

shall be no more than 8 years from the date the agreement enters into
force; except that it may be renewable for additional periods, each not to
exceed 8 years; if-

(A) a staisfactory balance of trade concessions and commercial
services which shall be deemed to include an equitable sharing of
marine insurance has been maintained during the life of each agree-
ment, and

(B) the President determines that actual or foreseeable reductions
in United States tariffs and nontariff barriers to trade resulting from
multilateral negotiations are satisfactorily reciprocated by the other
party to the bilateral agreement;

(2) provide that it is subject to suspension or termination at any time
for national security reasons, or that the other provisions of such agree-
ment shall not limit the rights of any party to take any action for the
protection of its security interests;

(3) provide safeguard arrangements necessary to prevent disruption of
domestic markets;

(4) if the other party to the bilateral agreement is not a party to the
Paris Convention for the Protection of Industrial Property, provide
rights for United States nationals with respect to patents in such country
not less than the rghts specified in such convention;

(5) provide arrangements for the settlement of commercial differences
and disputes; and

(6) provide for consultations for the purpose of reviewing the opera-
tion of the agreement and relevant aspects of relations between the United
States and the other party.

(c) Bilateral commercial agreements referred to in subsection (a) may, in
addition, include provisions concerning-

(1) arrangements for the protection of industrial rights and processes,
trademarks, and copyrights;

30-229 0 - 74 - pt. 4 -- 34
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(2) arrangements for the promotion of trade, including those for the
'establshment or expansion of trade and tourist promotion offices, for
facilitation of activities of governmental commercial officers, participation
in trade fairs and exhibits and the sending of trade missions, and for
facilitation of entry, establishment, and travel of commercial representa-
tives; and

(3) such other arrangements of a commercial nature as will promote
the purposes stated in section 2.

(d) An agreement referred to In subsection (a), and a proclamation referred
to in section 403(a), shall take effect only if, during the 90-day period referred
to in section 406 (c), a disapproval resolution referred to in section 151 is not
adopted.

TITLE IV-GENERAL PROVISIONS

SrC. 601. DEFINITIONS

(10) The term "commerce" shall include commercial service., such as trans-
portation, tourism and insurance, as well a8 goods, ewoept where the specific
section is clearly applicable to goods or products only.

Senator TALMAdOe. Mr. Harry Heltzer, chairman of the board of
directors and chief executive officer of the 3M Co.

STATEMENT OF HARRY HELTZER, CHAIRMAN, BOARD OF DIREC-
TORS, AND CHIEF EXECUTIVE OFFICER OF THE 3M CO.

Mr. HELTZER. My name is Harry Heltzer, and I am chairman of
the board of directors and chief executive officer of the 3M Co.

My purpose in being here today is to argue as strenuously and
persuasively as I can in favor of positive action by the Senate on the
Trade Reform Act.

The time for passage of a trade bill is now-this year-because, at
this point in international economic affairs, it is essential that we
maintain the momentum of our liberal trade policy.

This is a policy which has been endorsed by six consecutive Ameri-
can Presidents of both major political parties. It is a policy that to
date has brought us unprecedented economic progress and has been
instrumental in raising our standards of living.

It also is a policy that addresses itself to the needs of the future--a
world in which people and nations will become even more dependent
upon each other for the things they make, buy, sell, and consume.

At these hearings, other witnesses have pointed out how the six
titles of this legislation, together with some amendments which you
also have under consideration, relate to broader problems, such as
energy and our relations with our European allies and the developing
countries as well as with the so-called nonmarket-oriented countries.

Today, I will address my remarks primarily to titles I and V-the
main trade liberalization sections. These titles raise a fundamental
question: Why is increased trade so important to the United States?

Quite obviously, this is a question that cannot be answered com-
pletely by merely analyzing the statistics which we traditionally have
compiled on a national and international basis. Rather, in order to
assess the desirability of increased trade, it is necessary to reach into
thousands of communities and assess the impact of trade on millions
of individual people--real people who hold jobs, buy consumer-goods,
pay taxes, bring up families, and eventually retire.
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For that reason, I think it would be useful to this committee if I
presented a brief history of 3M's involvement in trade and relate this
experience in human terms, divulging some facts and figures which
normally are not reported routinely but which do indicate the effects
of world trade in terms of our employees, customers, suppliers, and
the communities in which 3M operates.

Minnesota Mining & Manufacturing Co., a multinational corpora-
tion with sales now over $2.5 billion, began early in the century as a
tiny mining company on the north shore of Lake Superior. Frankly,
as miners, we were something less than successful and we got out of
the mining business early.

However, our company was heavily committed to research, so we
were able to develop an improved sandpaper, masking tape, and
eventually, of course, the famous Scotch brand tape and 30,000 or so
other products.

When I joined the company as a graduate of the University of
'Minnesota in 1933, it was during the depression and I guess I was
pretty happy to be paid 35 cents an hour to shovel roofing granules
out of boxcars. At that time, 3M's business outside the United States
amounted to practically nothing.

Not until 1951, in fact, did 3M get actively involved in world trade.
After that, our expansion into other countries took on a familiar
pattern. Typically, we would assign a salesman to a specific country
and he would show up on the scene with little more than a briefcase
containing product information and order blanks.

For a time, we would serve that country wholly by exports from the
United States. But eventually, as markets grew, we would find tariff
and nontariff barriers standing in our way.

We would also discover that we had competitors from other coun-
tries on the scene who were manufacturing and serving customers
more completely and quickly than we could from the other side of an
ocean. Consequently, we, too, would have to set up manufacturing
facilities in that count.

The fact that we built factories abroad, however, did not cut down
on our exports from the United States. To the contrary, this opened
the way for other 3M products made in the United States. To the
various countries, 3M continued to export finished and semifinished
goods to fill out the various product lines, because in no country out-
side the United States is a complete line of 3M products manufac-
tured.

In those 23 years since 1951 when the company became actively
involved in world trade, 3M has been able to achieve considerable
growth in world markets. In this connection, Mr. Chairman, I would
like to submit some data for the record and then make some comments
about them.

[The charts referred to follow:]
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CHART 1
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CHART 2
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CHART 3
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CHART 4

COMPARISON OF TAX EXPENSE AS A
PER CENT TO SALES
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3M COMPANY

Exhibit A

ACCESS TO SUPPLY

The following are some of the materials used by 3M that are imported:

Material Source Countries

Natural Rubber
Silver
Asbestos
Castor Oil
Cashew Nut Oil
Mica
Garnet
Flax
Titanium Dioxide
Sodium Sulphate
Diamonds, Industrial
Terpene Resin
Casein
Hide Glue
SBR-Syn. Rubber

Malaysia, Indonesia, Singapore
Canada, Mexico, Peru
Canada
Brazil
Brazil, India
India
Malagasy Republic
France
Canada
Canada
Republic of South Africa
France
New Zealand, Argentina
Brazil, Italy, China
Canada
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April 2, 1974

Addenda

A BRIEF OVERVIEW OF 3M'S GROWTH IN WORLD MARKETS

Although Minnesota Mining and Manufacturing Company was founded early In the
century, the company did not become directly involved in markets outside the United
States until 1951 when an international division was organized.

Since then, 3M has grown rapidly in the U.S. as well as abroad. In 1973, the
company's sales were $2.5 billion. About $1 billion of those sales related to the company's
operations abroad. And, while only a handful of 3M's employees in the United States had
jobs derived from international operations in 1951, more than 6,500 of the company's U.S.
employees - or one in seven - now have jobs directly related to the company's
participation in markets outside the 50 states. 3M has facilities in 37 countries;
manufacturing-is carried on in 20 countries.

It is worth noting that 3M is organized into eight product groups with no single group
dominating the company's business. A common denominator of 3M's 45 major product
lines is "coating technology."

Other characteristics of 3M:

- Although the company does manufacture and market consumer goods, its prime
customers are industrial and commercial.

- 3M companies abroad are wholly owned by the parent company, except for Japan.

- The company's growth historically has been linked closely to research. In 1973, the
company spent more than $114.8 million in its R&D effort.

- Historically, 3M has generated its growth from within. The company has reinvested
earnings to finance its growth rather than borrowing money from others.

The following charts give an overview of 3M'S growth since 1951. Thee show IM as
sales abroad, 3M exports from the US§. ad 3M employment inside a_ outside the U §.
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Mr, HELMER. You will please note that chart 1 documents the
growth of 3M sales abroad; chart 2 shows the growth of 3M exports
from the United States; chart 3 outlines the increase of 3M employ-
ment both inside and outside the United States.

What effect has this multinational economic activity had on the
U.S. economy?

First, because of the company's operations abroad, 3M has made a
steadily increasing contribution to the U.S. balance of payments. In
the last 5 years this has amounted to about $690 million. In 1973
alone, 3M had a net favorable contribution to the payments balance
of about $155 million.

Second, because 3M has increased its participation in world trade,
our U.S. employment which is derived from operations outside the
United States also has increased significantly. Now, one in seven 3M
jobs in the United States--some 6,500 in all-are related to the com-
pany's operations abroad. These are 6,500 people we otherwise could
not employ.

Chart 3 makes an important point about the relationship between
3M employment in the United States and outside the United States:
Both developed in parallel. The growth of 3M employment outside
the United States has not been made at the expense of U.S. employ-
ment. 3M imports into the United States only about 1 percent of the
output of its non-U.S. subsidiaries.

Third, while it is not possible to calculate precisely how many other
jobs outside the 3M Co. have been created in the U.S. communities
where we do business, a rule-of-thumb guideline is that for every
dollar generated by manufacturing activity in a community, eight
other dollars are circulated to other businesses.

These, of course, are the dollars that are spent on food, clothing,
transportation, and a variety of other services. In this connection,
I should point out that these indirect but very real benefits from 3M's
participation in world trade have been realized in all the communities
in the United States--230 locations--where 3M does business.

Fourth, although the trade bill is now the matter being considered
primarily in these hearings, I appreciate the fact that trade is a
subject-that is linked closely with taxes. Last year, during House
Ways and Means Committee hearings on tax reform, 3M presented
the results of a study which outlined "How and Why 3M Company
Puts People and Money to Work in World Markets."
--In this study we did an indepth analysis of four representative 3M

subsidiaries outside the United States. We pointed out that, histori-
cally, tax considerations have played a minor role in reaching
decisions on whether or not to invest abroad.

For the purposes of this hearing, we have updated a chart which
shows a comparison of tax expense as a percent of sales for the four
representative 3M subsidiaries as well as for the parent company.
This is chart 4 which, we believe, is an accurate reflection of the tax
situation as it actually exists. The important thing to observe is the
closeness of the percentages for the various countries.

At this point, I would like to summarize 3M's position on the Trade
Reform Act. We support the need for the negotiations and the
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authorities outlined in title I. We believe that-the adjustment assist-
anice provisions of title II are long overdue. The safeguard provi-
sions of title III provide an effective means of dealing with major
unfair trade practices.

Frankly, we urge that you support this bill.
From the standpoint of 3M's experience in the past, we believe that

freer trade policies will continue to foster increased employment at
our various locations.

Last year 3M created 4,700 new job opportunities in the 45 States
where we have facilities. Many of these jobs were created because we
had a 38 percent increase in exports. Many job opportunities would
not have been possible if we were not able to obtain the imports which
I have listed in exhibit A.

Mr. HLTZER. Thus, we view the Trade Reform Act as a means of
encouraging exports and obtaining necessary imports. Generally, this
legislation will help provide the American people with greater oppor-
tunities to participate in those markets outside the U.S. which serve
94 percent of the world's population.

Thank you very much for inviting me here today.
Senator TALMADGE. I want to congratulate you on the remarkable

success of your company and the remarkable success you have made
in growing from a 35 cents an hour employee to chairman of a
corporation with over $2.5 billion in sales.

Senator MONDALE. It happens every day in Minnesota,
Senator TALMADGE. That is one of the most remarkable stories I

have ever heard.
In your sales abroad, what is the principal barrier, non-tariff bar-

iers or tariff barriers?
Mr. HELTZER. I don't know if I can define the problem exactly.

Actually, both are significant. One indication is the high tariffs we
may have in other countries for a cross section of 3M products.

There are a good many non-tariff barriers as well, and I might say,
on both sides of the ocean. Some of our competitors from overseas
complain about the non-tariff barriers we have here. We try to
compete with whatever the conditions may be.

In most cases, our tariffs abroad are greater than they are in the
United States.

Senator TALMADOz. Do you think realistically, we can ever get our
foreign friends to give up these administrative decisions they make
day after day I

Mr. HEL R. Realistically, it is a long drawn-out process. We have
had some success on individual product lines. Certaifily we have been
able to bring down both tariff barriers and some of the non-tariff
barriers on those that are related to health, to environmental technol-
ogies, and are of obvious benefit to the country involved.

Trade barriers cover a broad spectrum'of products. In some areas,
it does not seem possible to lower them. However, we don't believe
any of it is impossible, but you must make a continuous effort. You
can achieve results if you have the opportunity to sit down and
negotiate across the broad spectrum.
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Senator TALMADGo. Thank you very much. Any contribution,
Senator Mondale.

Senator MONDALrt First of all, I am sorry I was late in arriving
because I looked forward to introducing you to the committee. The
3M is one of the remarkable corporations of this country, if not the
world, and we are very pleased that it is located in Minnesota. We are
very impressed by Mr. Heltzer's leadership.

In your addenda, you give what you call a brief overview of 3M's
growth in world markets.-A few years ago I asked you to supply a
balance of payments analysis for SM: Where is the employment ris-
ing? How much capital goes out as distinguished from how much
capital comes back I Could you summarize what your answer showed?

Mr. H.LrER. I touched on that a little earlier in the testimony in
the fact that we have had a constantly increasing balance of payments
coming back in the country, and also in some of the testimony before
the House committee, I pointed out the time it took to get the original
investment back out of this group that we picked.

I don't have that information at my fingertips, but I can provide it.
Senator MONDALEr. How long does it take to get back your

investment?
Mr. HF.'Tz~n. It varies. Sometimes you got it back in a couple of

years, and some countries took as much as 10 years. France took
about 4 years, Australia took a little less, and some of the countries
took somewhat longer.

Senator MONDATA. Has it been the experience of 3M, even though
you might be called a multinational in the sense that you are involved
in many countries around the world, that the net effect of your overall
corporate growth has been in increase of employment in the United
States.

Mr. HELTmR. No question about it.
Senator MO"ALE. Could you give us some examples ?
Mr. HIL E.Rm. I touched on that a little earlier. I pointed out that in

1973, we grew substantially because of our operations abroad, and the
net result of this was that we added 4,700 people to the U.S. payroll.
Forty percent of our business is done overseas.

I also pointed out that one out of every seven employees in the
United States has a job because we are in the foreign marketplace.

I don't hesitate to point out in Minnesota, and particulary in
Ramsey County, it is one out of four.

But virtually every one of our manufacturing facilities employs
people whose jobs are related to some degree with gbods shipped over-
seas either in a finished form or semi-finished form.

Senator MONDAL. This is high paid union labor?
Mr. HLTZER. Yes, sir, the bulk of it.
Senator MONDALE. In Minnesota ?
Mr. HLV.ZR. Well, I guess in Hutchinson we are not, but largely it

is unionized.
Senator MONDALm. One of the issues that we will faee in this bill is

-what do you call it-reciprocity of Government purchases, procure-
ment? What do you call the amendments in the House that deal with



1575

or require-sectoral reciprocity; do you know what I am talkingabout
Mr. HELTZER. I haven't the faintest idea.
Senator MONDAL. Since you don't, where do you stand on it?
Mr. HEL TzzR. If I understand the question, I might still not be able

to answer it. Unfortunately, I still don't quite understand it.
Senator MONDALE. Thank you for your illumination on that.
Senator TALMADOE. Any further questions I
Senator BENTs.N. I, too, have great admiration for the manage-

ment of your company. You have a great track record. I can recall in
the mutual funds I used to manage, we had very pleasant results on
your stock.

Let me ask some questions that concern me. When you talk about
the creation of 6,500 more jobs in this country that wouldn't other-
wise have been created, I really wonder how you prove a thing like
that?

It seems to me that is a subjective judgment. You have a company
that has a very progressive and aggressive management. They do a
great job on R. & D.

If you had not gone overseas, would you really have been denied all
of those markets ?

Mr. HE n. A great share of them.
Senator Bzxrszr. Would you have not had 6,500 and maybe some

additional employees that actually become foreign employees?
Mr. HFrzTrzrt. Bear in mind the total increase in employment world-

wide this past year 1978 was about 7,000 people. Of that, 4,700 of them
were in the United States.

We are research-oriented.-Last year we spent in excess of $115 mil-
lion in research, the bulk of which is done in the United States--not
all.

We have some research facilities in England and some in Italy. In
the development of products, we make an effort to meet the needs
worldwide and the needs vary somewhat. If it wasn't for our ability
to obtain roughly 40 percent'of ouriales overseas as was the case in
1973, our opportunity to make that investment in research would be
curtailed substantially.

If we hadn't been in the markets abroad, we would be half our
present size.

Senator BzrEs ir. We are discussing the extent to which you would
have been in the overseas market. Let me ask you another question
in that regard. About these corporate entities that are held overseas
that are fully owned, except for the one in Japan that I noticed in
your charts here, have you returned the profits to this country for tax
purposes in the years in which they were incurred ih th6 foreign coun-
try. or have you deferred them I

Mr. HELTZE. For all practical purposes, there has been no deferral.
Senator BexTseN. These profits have been subjected to U.S. taxes

in the year in which they were made I
Mr. F IELnzR. Generally that is the case. I would like to qualify

that a little.' Originally when you start a manufacturing operation
you are reinvesting as rapidly an you can to get up to a minimal
position in order to compete. ,
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Deferral really is not a meaningful thing in the industrialized
countries where we do most of our business. It has more of an
Impact in some of the less developed countries.

Senator BENTSEN. You made the point that one of the reasons you
went overseas is that you ran into tariff barriers and non-tariff bar-
riers. Does that argue somewhat for our using such mechanisms to
bring U.S. companies back to do their manufacturing here?

Mr. HEILTZER. I don't believe so.
Senator BENTSer. What is the difference I
Mr. HiLTZER. I don't think they should be there or here.
Senator Bzwrs~rf. But they are doing it to us and they are forcing

fine companies like yous to establish plants abroad and hire foreign
nationals instead of Americans.

Why shouldn't webe forcing them ? Why shouldn't we have a quid
pro quo f

Mr. HELTZER. The reason why we go over there is related to the fact
that the market is there.

Senator BENTsEr. We have a market for their goods here?
Mr. HELTZER. We have a market for their goods here as well. If

you continue to try to build the barriers, non-tariff or tariff barriers,
in the long pull you have created a chinese wall and you have elimi-
nated an opportunity to move technology both ways. It is important
to move it both ways.

Senator BTSEN. I couldn't agree with you more. I would like to
see the barriers lowered. I get deeply concerned when other countries
raise barriers and we don't and we don't have a quid pro quo. We
should work more forcefully for a quid pro quo.

Mr. HLTZ=R. That is correct. This is what you have to have in a
negotiation package. It has to be on a fairly broad spectrum. You
can't negotiate individual elements by themselves. You have to resolve
the trade issues, the monetary issue and the political issues all at the
same time.

Senator BENTsrm. They just rang the bell on me.
Senator MONDALE, presiding. Suppose you can't get other coun-

tries to bring their non-tariff barriers down and because of that, we
are encouraged to set up plants over there. Should we set up recipro-
cal barriers here to force them to set up plants and create employment
here?

Mr. HELTZER. Obviously, Senator, in a negotiating position you
use all of this sort of thing. You have got to be careful that you
don't narrow the scope down and focus just on one product, like, for
example, scotch tape. You don't let scotch tape become the central
issue because there are a multiplicity of products we are involved in
and there are a number of raw materials we need to get.

If you handle any individual item in that narrow parameter you
are Unlikely to be successful in the overall negotiation. You have to
have the ability to take all those elements and resolve all the differ-
ences the best you can. which means the non-tariff barriers as well as
the tariff barriers at the same time. You don't do it all overnight.

Senator BENTSEN. This is a particularly knowledgeable witness and
I am not trying to be argumentative. I am trying to develop my own
information so may I ask another question?
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Senator MONDALE. Yes.
Senator BzNTSEN. On the problem of cartels I notice the number

of supplies and materiels that you bring from abroad in the countries
involved.

Have you seen any trend on the part of these companies to follow
the OPEC nations in the idea of cartels to control the price?

Mr. HfTrzm. I haven't, other than what I read in the news media.
As far as I know individually, I cannot recall a single instance where
there has been a governmental action which has been equivalent to the
kind that has gone on with the energy.

Senator BzENzr. Thank you, I will put you on my Christmas card
list.

Senator MONDALE. Senator Dole?
Seantor DoLE. I read your statement and I too, was late. We had

Mr. Meany before our committee last week. ,e takes a rather dim
view of multinational corporations.

Mr. HzL7M'. I am aware of that.
Senator DoLn. As I recall, he takes a dim view about everything.

He is against imports and against exports, and that may be the
proper view. In addition to the deferral mentioned by Senator
Bentsen, he also lambasted, multinationals for their foreign tax
credits.

Do you get involved in that?
Mr. HmL . It is not a question of only being involved in it, but

suppose I-am emotionally involved in it. If you didn't have the for-
eign tax credit situation which we worked out over the course of
years, you would not be able to compete for world markets.

If we operated in say the European market and we did not have a
tax credit and a local producer over their paid substantially less taxes
than we did, our chances of, competing for the market is virtually
zero.

Senator DoLE. Mr. Meany.,refered to that provision as a loophole.
Do you see it as a loophole for multinationals? I

Mr. Hrm-,. No, I certainly do not. I am speaking strictly from
my own experience and thinking in terms of my own company.

Senator DoLz. How many countries do you do business in ?
Mr. Hwrv=R. 87, and we manufacture in 20.
Senator Dorz. What areyou doing inRupaia

Senator DOra. Anything planned ?
Mt. HIE1IzR.' We have been examining the possibility. We have

been talking to Russians for a period of time, ever since the Depart-
ment of Commerce set up a meeting sine time back. We have selected
a given product area, and we are exploring it, but we virtually do no
business with Russia.

Senator Dora. Do you still pay substantial taxes to this countryI
Mr. HEE=mt. It -has beenh in excess of $100 million for each of the

last 5 years and I think last year our tax, thinking strictly of Federal
income tax, was $189 million in this country.

Of course, we pay, more taxes than Federal income tax alone.' Th6
totaltax bill wis i excess of $228 million last yar fo F eral;
State, and local taxes in the United States.
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Senator DoLz. That is all.
Sefiator MONDALE. Senator BentsenI
Senator BEFTSEN. I can well understand your view on tax offsets.

What position would you be in as compared with companies from
other countries that might be operating in a third country? Isn't it
generally the case that other countries also allow tax offsets?

Mr. HzrTZm . Yes, sir, we have tax treaties with the bulk of the
European countries and in Japan.

Senator BzNTSEN. Is it the general practice of other countries as
compared to the United States when they have their companies
operating in a foreign country to allow a tax offset? Do other coun-
tries generally follow the same practice ?

Mr. HLTZER. I believe the other industrialized- countries follow the
same practice that we do.

Senator BzNTs.s. They don't allow the tax to be carried as an
expense but as an offset?

Mr. HzL1aE Strictly as an offset. I am not quite a tax expert, but
I am pretty sure that is right.

Senator BENTSEN. Then I withdraw the question.
Senator MONDALE. Thank you very much for a most effective and

illuminating statement. I am most grateful for your testimony.
Our next panel consists of Clifford B. O'Hara, representing various

port authority associations and C. Thomas Burke, chairman of U.S.
Section, International Association of Great Lakes Ports.

I would like to take this opportunity to welcome Mr. Burke, an old
friend of mine.

STATEMENTS OF CLIFFORD B. O'HARA, DIRECTOR OF PORT COM-
MERCE, THE PORT AUTHORITY OF NEW YORK AND NEW JERSEY;
CHAIRMAN, COMMITTEE XI: FOREIGN COMME1ACE, THE AMERI-
CAN ASSOCIATION OF PORT AUTHORITIES,, AND CHAIRMAN,
FEDERAL LEGISLATION AND GOVERNMENT TRAFFIC COMMIT-
TEE, THE NORTH ATLANTIC PORTS ASSOCIATION; ACCOM-
PANIED BY MRS. ANU LACIS, SECRETARY, COMMITTEE- XI:
FOREIGN COMMERCE, AMERICAN ASSOCIATION OF PORT AU-
THORITIES, AND STAFF MEMBER, PORT AUTHORITY OF NEW
YORK AND NEW JERSEY; AND C. THOMAS BURKE, CHAIRMAN,
U.S. SECTION, INTERNATIONAL ASSOCIATION OF GREAT LAKES
PORTS, AND EXECUTIVE DIRECTOR, SEAWAY PORT AUTHORITY
OF DULUTH

Statement of Clifford B. O'Hara

Mr. O'HARA. Thank you, Mr. Chairman and members of the
committee.

I appreciate this opportunity to appear before you on behalf of the
U.S. corporate members of the American Association of Port Author-
ities, representing all the major public port agencies in the United
States; the North Atlantic Ports Association, which numbers among
its members both private and public port interests along the Atlantic

. I
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coastline from Maine to Virginia; and the Port Authority of New
York and New-Jersey, the Nation's principal port gateway for inter-
national commerce.

I have here with me Mrs. Lacis, who is my assistant and staff
member, Port Authority of New York and New Jersey and also
secretary of the Committee on Foreign Commerce of the American
Association of Port Authorities.

With over half of the American people living in counties within 50
miles of coasts fringing the Atlantic, Pacific, Gulf of Mexico, and
Great Lakes, ports are major factors in the economic well-being of
most of the Nation's population centers.

Specifically, as shown in a 1972 American Association of Port
Authorities study of th4.economic impact of individual port.gener.-,
ated employment on the surrounding communities, nearly 1,200,000'-
persons. residing in U.S. port hinterlands earn their livelihood directly
from the handling, documentation, promotion and financing of for4'
eign trade. The range of their jobs is endless--from longshoremen to
ship pilots to foreign exchange dealers to marine insurance brokers.
and international bankers and many more.'

Economists view every dollar of incremental income as capable of
generating $2 of additional" income. Thus, activities attributable to
international trade and waterborne transportation in' U.S. port
regions can be viewed as ultimately responsible for providing employ-
ment opportunities for at least-2,500,000 persons. 41

On the basis of 2.5 dependents per job -the employee and 1.5
family members-a total of 6,253,000 port area residents, throughout
the United States-men, women and children-rely upon the con-
tinued flow of the waterborne commerce of the nation for their
livelihood.

Clearly the ports of tlie U.Si have a tremendous stake in the trade
policies oI this nation. Thb U.S. Corporate Members of the American
Association of Port Authorities have accordingly adopted standing
resolutions favoring reciprocal international trade liberalization on a
fair and equitable basis,.' nd have endorsed negotiations and legisla-
tion which implement this goal.

Trade restrictions.which cUrtal the level. Of international trade,
represent a serido4& -threa t6 the e60nozic well-being of port' regions
where a gnat many, people depend on the movement of exports and
imports for their jobsd inconib.

The organizations for which I speak view the Trade Reform Act as
fulfilling-the objectives of these resolutions. The American ports
wholeheartedly endorse the purposes of H.R. 10710 "to promote thedevelopment of an 4pen, n6ndiscriminatory, andfair world 'edonoio
system" and urge its eaty enactment, with certain modificAtions, but
without protectionist Wendinents advocating the imposition of
import quotas or other severe restrictions on international commerce.-

Before. commentinr'on specific provisions of the Trade lform- Act
where we would' ho~pi th6 c6mnittee WOuld consider inodifietions to.help attain the ov~erll goals of, the bill I would like t<in6te that the'
sports of the United States"view E.R. i0af, ap passed by th §6 H 'is of
Representatives, as capable of alowing the fniitedi St'to t parti.ol

80-229-74-pt. 4-85 -"



1580

pate iu) far-reaching international negotiations which can make major
advances in improving tle equitability of the world trading system
and ari've rise to sublb.tantial growth in world commerce.

We are particularly pleased that the comprehensive negotiating
authority bestowed upon the President encompasses the reduction of
nontariff barriers to trade as well as tariffs. And we applaud the
innovative a, thorities to slispend import, barriers to restrain inflation
and to modify restrictions on imports temporarily for balance of
payments purl)oses.

We also ap)prove of the imposition of limits;on the authorities to
raise tariffs in conjunction with trade negotiations and impose import
restrictions to remedy balance-of-paynients situations, as well as the
requirement that the effect of import restrictions on consumers and
domestic coml)etition be considered.

And we strongly support the preference expressed by H.R. 10710
for adjustment assistance as a form of import relief and the preferred
order of other remedies should import restrictions be deemed
necessary.

In all, it is our considered opinion that the bill before your com-
mittee represents a considerable improvement over the draft, sub-
mitted by the administration to the Congress last year, and we hope
that the-modifications I will now suggest in certain of its provisions,
will not obscure our stron, support for its basic thrust toward trade
lil)eralization on a fair and equitable basis.

TITLE L-NEGOTI.TrIxG AXD OTIrER AUTHORITY

The ports of the United States strongly support the comprehensive
negotiating authority granted to the President by the Trade Reform
Act to disinantle both tariffs and nonttiriff barriers to trade and the
mandate to promote the development of an open, nondiscriminatory
and fair world trading system.

In our view it is essential that. the United States, as the world's
largest trading nation, maintain its leadership role with bold new
initiatives aimed at removing the inequities posed by artificial trade
)arriers and thus estal)lish more equitable trading relationships

bet ween lnembers of the international trading comnunity while fur-
theri,,, the expansion of world commerce.

Co,,srquently. we urge the committee to consider broadening the
tariff cutIing authority provided by I.R. 10710. Certainly the author-
ity provided under section 101 is not particularly extensive in com-
ImnriSon w,ithl tl,:,t granted under the Trade Expansion Act when
overall tariff levels were considerably higer than today.

We believe that broader authority to lower tariffs-along the lines
of ie administration%; original request or patterned after the Trade
Expanlsioni Act-woIld provide additional bargaining leverage and
increase the )olential .ffectivene.s of U.S. negotiators.

We also urge the committee to reconsider the requirement in II.R.
10710 directing trade negotiations to proceed on the basis of reciproc-
ity willing mrodtuct sectors lest it hamper the flexibility of our nego-
tiators in their efforts to (lismnaltle nontariff barriers.
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ize the satisfactory completion" of trade negotiations, it limits such
waiver authority to only 1 year in cases where the articles in question
are produced in government controlled or subsidized facilities.

We recommend that the longer discretionary period be allowed in
all cases to facilitate the conclusion of successful negotiations of an
agreement on international standards pertaining to export subsidies.

TITLE IV.-TRADE RELATIONS WITH COUNTRIES NOT ENJOYING
NONDISCRIMINATORY TREATMENT

In testimony before the House Ways and Means Committee last
May, the U.S. port industry supported liberalization and normaliza-
tion of commerce with Communist-controlled countries and extension
of most-favored-nation treatment to these countries when in the
national interest.

Illowever, title IV, as passed by the House of Representatives,
would not only deny any nonmarket economy country eligibility for
most-favored-nation tariff treatment, but also preclude its participa-
t'ion in the U.S. Government's export credit, credit guarantee and
investment guarantee programs, unless the President can certify that
the country does not restrict the emigration rights of its citizens.

We are aware that the impetus for this restrictive provision origi-
nated in a most worthy humanitarian concern by the Congress. 1how-
ever, serious questions as to the appropriateness-or even the probable
effectiveness-of the Trade Reform Act as a vehicle to attain the
intended, though commendable objectives of change in other nations'
internal policies have been posed by the eloquent testimony of Secre-
tary Kissinger and others.

We continue to believe that extending nondiscriminatory tariff
treat ment and competitive export credits to nonmarket economy coun-
tries would be in our national economic interest. We derive our views
in part from a number of recent actions by the Congress which have,
in fact, encouraged the increase of such East-West-trade.

Specifically, the Congress had repealed former restrictions on the
President's authority to extend Export-Import bank credits for pur-
chases by Communist countries, authorized the removal of unilateral
export controls on shipments to such countries-with the exception
of strategic goods-and in amending the Export Administration Act
declared that it is U.S. policy to encourage trade with all countries
except those with which such trade has been determined by the
President to be against the national interest.

We hope that a solution can be found that will allow the United
States to share equitably in the economic benefits of trading with
nonmarket economy countries which our trading competitors, includ..
ing the Europeans and Japanese and others, have enjoyed for s.
number of years.

TITLE V.-OENERALIZED SYSTEM OF PREFERENCES

We. support the grant of authority under this title which would
permit. implementation of long standing U.S. commitments to join
with other developed countries in extending tariff preferences to
imports from developing countries.
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However, we are concerned that such duty-free treatment could be
withdrawn without the opportunity for those who might be adversely
affected to be heard. We recommend that public hearings precede any
retraction of such tariff preferences.

CONCLUSION

I hope that the committee will consider the comments we have
offered constructive.

It is the considered opinion of the American Association of Port
Authorities, the North Atlantic Ports Association, and the Port
Authority of New York and New Jersey that the trade Reform Act
on balance offers a realistic approach to attaining worldwide, coopera-
tive trade expansion on a fair and equitable basis. We urge its earliest
possible enactment.

Thank you.
Senator MONDALE. Thank you very much. If the committee does not

object, I would suggest that we hear from the other members of the
panel, then we will subject them to questions.

Mr. Burke?
Statement of C. Thomas Burke

Mr. BURKE. Thank you, Mr. Chairman.
I don't know-if you know it, but Cliff O'Hara is my old boss.
Senator MONDALE. So this is a syndicate here today.
Mr. BURKE. Mr. Chairman, members of the committee: I appear

before you today on behalf of the International Association of Great
Lakes Ports representing 22 ports in the Great Lakes-St. Lawrence
Seaway System from Buffalo, N.Y. to Duluth, Minn.

Mr. O'Hara has very adequately expressed the viewpoint of the
American Association of Port Authorities, which we in the Great
Lakes endorse wholeheartedly.

We also commend the efforts of this committee, and especially
those of the Subcommittee on International Trade. And we urge you
to continue your deliberations, always with the thought in mind that
world trade can and does lead to world peace.

The Trade Reform Act as it now is written has many strong points
and offers the hope of a viable new trading era not only for the
United States, but for the entire world.

Significant new opportunities abound for exporter and importer
as well; it is simply for the beneficiary to determine how much he
will participate.

Of course, there are areas of concern such as Section 402, Title IV,
Freedom of Emigration in East-West Trade, which deals with our
continued dedication to the dignity of man and denies most-favored-
nation treatment to any country that discriminates against any seg-
ment of their citizenry and deprives them the right or opportunity to
emigrate.

While this is a matter of vital importance to all mankind, it does
seem that this type provision in a Trade Reform Act is misplaced.
It is difficult to believe that this section of the act will have any effect
on the trade policy of any foreign country, especially the Soviet
Union.
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Denying most-favored-nation status over a domestic policy does
not, appear to place any undue hardship on Russia and, in fact, frus-
trates one of the goals of detente. Hopefully our State Department
will be able to negotiate this matter through the proper channels in
the near future. Patience and compassion must prevail.

Additionally, Section 606, title VI, dealing with international drug
control, whicl lives the President authority to embargo trade and
investment, public and private, with any nation that fails to take
adequate steps to prevent illicit production, smuggling, trafficking in
and abuse of dangerous drugs, is an understandable concern of
Congress.

If this additional Presidential- authority accomplishes the gosls we
all hope it will, then so be it. But like the emigration issue, perhaps
this matter could best. be dealt with if it were not part of the Trade
Reform Act. Stronger enforcement of existing regulations may well
be in order.

Also. I would like to address myself to your amendments, Senator
Mondale, to the Trade Reform Act. You have spoken passionately
and articulately regarding the world oil and food crisis and the needs
of the developing nations.

Your contention that it is naive to assume our trading partners
will .rive us access to their markets if we-do not assure them stability
of supplies is absolutely correct. Conversely, we must be assured of
access to foreign markets and supplies.

It is unfortunate that nations' raw materials are now becoming
weapons of international politics. We, in the United States, must
avoid this type of regressive international trade philosophy and exert
every effort toward continued openness and dedication to liberal free
troclp.

The oil crisis, while placing a heavy burden on the United States,
has worked the cruelest hardship on the developing nations of the
world. We must not compound the tragedy by defaulting on our food
commitments.

Therefore, it is imperative that the United States take the initiative
in establishing a world food bank to make certain that export com-
mitments to developing nations will be met consistently and that the
ebb and tide of market conditions in this country will not adversely
affect their-the developing nations--very existence.

The forthcoming United Nations World Food Congress to be held
in Rome next November would be an ideal forum for the United
States to renew our moral commitment to help feed the starving
people of the world.

We cannot turn our backs on the less fortunate after so many years
of caring. A country's food policies are just as important as a coun-
try's emigration, drug, or oil policies.

Let us hope that the more developed nations of the world accept
this premise and are now prepared to share their just responsibility.
As President Kennedy once said, "A rising tide lifts all thp ships."

Finally. having just returned from a European Trade Mission, it is
nuite obvious to me that no meaninpful negotiations can take place
between the United-States and any foreign country until such time
as we have a congressionally approved trade bill.
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Let us hope that this legislation-if passed by Congress-will serve
as the catalyst for substantive trade reform throughout the world.
The challenge is yours, Senators. We anxiously await your
determinations.

Thank you.
Senator IONDALE. Thank you very much.
Senator Fannin?
Senator FA NNiN. Thank you, Mr. Chairman.
Mr. O'Hara, in your statement you state:
It is essential that the U.S., as the world's largest trading nation, main-

tain Its leadership role with bold new initiatives aimed at removig the Inequi-
ties posed by artificial trade barriers and thus establish more equitable trading
relationships between members of the international trading community while
furthering the expansion of world commerce.

I agree with your goal, but we have some very serious problems on
imports. As you know, the imbalance of trade, let us take one example,
between our country and Japan.

We now have a large percentage, I won't, say large, but an important
percentage of the exports from Japan coming to the United States
while they are precluded from shipping into the European economic
community.

How does this recommendation that you have affect that position?
Mr. O'IIVRA. I think in the long run, we would do better to stick

with a policy aimed at worldwide trade liberalization and these things
are going to straighten themselves out. Actually, the trade balance
situation has been turning around very substantially since the changes
in the currency relationships, Senator.

It is noteworthy that the ships in and out of the Port of New York
a year ago were running about 2 to 1 imports versus exports and now
they are running just about equal.

I think this is rather an interesting turnaround in that situation.
- Senator FANNIN. It would be if those exports were manufactured
goods and the imports happened to be coming in on the same basis as
our exports are going out.

Now I refer to the automotive industry, and we have had testimony
from Mr. Woodcock that he wanted to put quotas on automotive
imports, and I don't like quotas, but here we have cars coming in
under a 3-percent tariff and we try to ship out competitive equipment
if we could be competitive, and we have two to three times the tariff
in most any country you would want to refer to.

They still have their high nontariff barrier. What do you think can
be done in that regard?

Mr. O'HARA. I certainly agree with you that there remain many
nontariff barriers which impede U.S. exports. That is why we need
this-negotiating authority-to try to break down some of these
unrealistic Japanese and other restrictions.

I might say that my previous statement referred indeed to manu.
factured goods. I am talking about goods moving on container ships,
not bulk freight, such as oil or scrap iron. The fact that I am talking
about manufactured goods is what makes this turnaround noteworthy.

Senator FANNIN. Do you have any idea of what is going out in New
York that happens to be going to European countries or that there
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could be large shipments to certain of the countries that we do have a
great imbalance of trade with?

For instance, we are trying now to do what we can to offset the
tremendous petroleum imports. Were those countries affected to any
great. extent in those shipments?

Mr. O'tARA. I would say there has been a turnaround also in trade
with Europe where we were importing more, than we were exporting.
Of course, we have had a substantial growth in the East. There have
been unprecedented shipments to- the U.S.S.R. and some of the
Eastern European countries.

Senator FN NI..N. I realize we have the great problem on tariffs and
trade and we hope that those negotiations go forward and that we
have greater luck in getting the votes than we have had in the past.

You say the Japanese turnaround has been significant, still, I worry
about it as just a temporary pattern because there still doesn't seem to
be any change in the Japanese attitude regarding their desire for
exporting to our country.

There has been a time when we had some advantages through
exchange rates, bIutthat hasn't been lasting and probably won't be.

It is your opinion that we can negotiate these differences then?
Mr. O'ItUAR. Yes, sir, it is.
Senator FANNIN. Thank you.

-Senator TA,,MArME. Senaior Dole?
Senator DOLtE. Just briefly, as I understand the testimony of both

Mr. Burke and Mr. O'Ilara, you are not, in accord with title IV of the
bill passed by the House with reference to discrimination?

Mr. O'HAtA. That. is correct.
Senator DOLE. I share the view that you express in your statement

that it may be a commendable objective, but this may not be the
proper way to approach that. I don't know how we can determine
internal policies in a trade bill.

I assume if you look around you can find some internal policies in
some of the other countries that might not please the majority of the
Members of Congress, but in any event, it is there. It poses a threat to
the trade bill.

There was some hint in Dr. Kissinger's testimony that it might all
go down the drain. It is very important that we come to grips with
that. problem.

Mr. O'JARA. We certainly agree. I think that, Dr. Kissinger's state-
ments were extremely to the point. I know there are some less devel-
oped countries which also have emigration restrictions to prevent
people who have been educated at government expense from moving
out. This is something that really doesn't belong in this bill.

Senator DorE. I am cosponsor of the Jackson amendment,, but I
believe it may not be the proper place to solve that problem.

I want to get into the World Food Bank that I want to commend
my colleague for, I think. I am not certain what. he has in mind, but
we have had hearings recently in the Senate Agriculture Committee
about, food reserves.

It. always frightens farmers in America to talk about. reserve in
anything because they look upon this as a price depressing meeia-



1587

nism. Somebody is always trotting it out in Congress-Orville Free-
man used to do it frequently. Fortunately it never got passed, but in
any event they are concerned about this.

Maybe the World Food Bank can be taken away from here and put
in another place-

Senator MONDALE. Would you yield ?
Senator DOLE. Yes.
Senator MONDALE. I would be against any reserves that didn't have

legislative protections against dumping.
Senator DoLE. I agree with that. I have never been able to find

anybody to draft such a bill. Sooner or later you have to-I don't
know if "dump" is the right word-but you will have to dispose of it
and it will have an impact on the market.

I do believe and I share the view expressed by the Senator from
Iinnesota that we have an obligation not just during times of surplus
to unlo id all of our surpluses in developing countries, but we have an
obligation during times of scarcity or at least when we don't have
that great surplus.

I think the idea is sound but am not certain how we will get around
to doing it. If we look at the history of Public Law 480, which was
initiated by, I think, another Senator from Minnesota, Senator
Humphrey, and a Senator from Kansas by the name of Andy
Schoeppel. We spent several billion dollars on Public Law 480 to help
developing countries. Many of those countries felt we were dumping'
surpluses because it helped foreign market prices.

I share the view that we have that an obligation to help developing
countries, but what do you do when it gets to the point of taking it
away from this country and supplying it to some other country I How
do you make the choice ?

fr. BURKE. I think, Senator, in those years of surplus, that is
where the banks will come in. You built the food supplies in those
banks so that, hopefully, you will never take it away from the
United States when you have a short crop.

Senator DOLE. The objective is commendable. I don't know how it
will hold together.

Mr. BURKE. I don't either, but I think the forthcoming conference
in Rome would be a very good place to begin.

Senator DOLE. I may go there if I lose. Is it in November?
Mr. BURKE. It iS easily November.
Senator DOLE. I may go either way.
Senator MONDALE. IS the President going to drop the leaflets for

your electionI
Senator DOLE. He is going to do a flyover for me.
Senator MONDALE. That may do it.
Mr. Burke, I think we are all terribly concerned on this committee

about U.S. jobs.As you know, president MIeany of the AFL-CIO and
president Abel, of the Steel Workers, strongly urged a concern for
U.S. employment and, as Senator Fannin pointed out, Mr. Woodcock,
president of the Auto Workers, similarly made a strong plea for
recognition that there ought to be adequate concern for U.S.
employment.
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I think that a poll is a very strong and valid one.
Could you just briefly point out what the impact on employment

investment has been from the activity of the Duluth Port, in the
Duluth area-, just to give one example, where there is employment
picked up that way.

Mr. BURKE. About 3 years ago when the U.S. Steel plant in Duluth
started to phase out and finally did completely, we lost about 2,800
jobs or 3,000 jobs.

It was just about that time that the port activities started to
increase and we picked up quite a few of those people that were laid
off at the steel plant.

Now on a day-to-day basis, we have over 2,000 people employed
actively in the maritime industry. Last year, as a result of moving
the grain cargo, the dollar benefit to the State was about $43 million
direct bill and then two and a half times that as the other spinoff-
approximately $160 million was the effect that the port had on the
State of Minnesota.

So, in answer to your question, Senator, if it weren't for a viable
Maritime industry in Duluth, that city would be in very serious
trouble.

Senator MONDALE. You say you are employing about 2,000 people
at the port?

Mr. BURKE. Maritime related, customhouse brokers, freight for-
warders, pilots who bring the ships in and out-you can run down the
gamut of anything that has to do with maritime trade.

Senator MONDALE. What about direct employment in shipbuilding
or ship repair I Is there any employment there or is there likely to be?

Mr. BmmE. Yes, in Duluth, we have Frazier Shipyards, who
employ over a thousand people. As a result of the season extension
program, for instance, we are able to cut a channel in the harbor to
get two of the U.S. Steel ore vessels into their yard during the winter
months and that kept 300 or 400 people working through February
and March.

Senator MONDALE. When you are talking about the 2,000 employees,
you are not including them ?

Mr. BurneR. No.
Senator MONDALF. Would you say the Frazier operation is the result

of the Duluth Superior activity?
Mr. BURKE. They are doing quite well, the Frazier people as a result

of the rebuilding of the Great Lakes fleet as a result of the Maritime
Act of 1970.

Senator MONDALo. DO the amendments we made to the 1970 Act
help to build up nontax reserves?

Mr. BRKF,. Considerably. It was very beneficial to companies like
Frazier who were not doing too well before that.

Senator MOX-DALE. Senator Fannin?
Senator FANNIN. Thank you, Mr. Chairman. You place great con-

fidence, Mr. Burke, as to what will result if we do have a trade bill. I
hope we have a trade bill. I think you are a little optimistic if you
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think you will accomplish several of these objectives that you seem to
refer to in your last statement where you say:

Finally, having Just returned from a European trade mission, it is quite
obvious to me that no meaningful negotiations can take place between the
United States and any foreign country until such time as we have a congres-
sionally approved trade bill.

That is placing us in a position that if we don't have a trade bill,
we are in difficulties. Is that your feeling I

Mr. BURKE. Yes it is, Senator. Especially if you look at what is
happening in the 6ATT talks, there is just no movement at all.

They are waiting for a trade bill.
Senator FANNIN. I don't have your optimism that there will be.

Unless we can get some different voting arrangment in GATT. It
isn't within our power to pass legislation that would change the voting
arrangements in GATT.

Of course, you are aware that we have been negotiating with the
EEC relating to compensation for enlargement of the EEC and how
is this going to help us as far as that negotiation is concerned?

Here, we have been trying to do something that is basic, but we
haven't been successful and it doesn't look very promising.

How would the trade bill change that?
Mr. O'HARA. I would be inclined to think that the trade bill cannot

do much for that. That is a rather separate matter.
The purpose of the trade bill as we understand it, is to give U.S.

negotiators the opportunity to bargain multilaterally in order to
make arrangements on matters such as bringing tariffs down, dis-
mantling nontariff barriers and other such things.

Senator FANNIN. I well understand that. If we cannot negotiate
now, how are we going to be able to negotiate on these other matters?
I am not disagreeing with you at all regarding the position we are in
with EEC with respect to compensation from the community.

It is going to be very difficult for us to go forwai'd to any greater
extent than we are today because our negotiations today are very
troublesome and certainly not very rewarding.

I think it is necessary for us to apply some standards to a trade bill
before we can make the statement that Mr. Burke has given; do you
agree?

Mr. BuRKE. Perhaps I am too optimistic.
Senator FANNIN. If you would have made that observation with

the stipulation that you think it is highly essential for this trade bill,
then I think it would be more beneficial to us, more helpful.

What I am trying to arrive at: What do we need in this trade bill
that will make it possible for us to accomplish what you are talking
about.

You have been discussing these matters with the trading community
of Europe. What do you feel is essential to this trade bi that would
make that possible? I.

Could you think about this and give it to us in writing? In other
words, there are certain stipulations you want in this trade bill to
accomplish the objectives that you see are needed. Could yougive us
your thoughts?
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Mr. BURKE. Yes.
Mr.'O'HAA. I'd like to reiterate that we support the bill. We think

the bill does give us what is needed in order to have the proper
reference for negotiations -with these other countries so that we can
try to bring down some of their trade barriers. We have made modest
suggestions, but on the whole we approve the bill as it was passed by
t he House.

Senator FANNIN. Do you realize the changes and amendments that
have been recommended?

Mr. O'HARA. Yes.
Senator FANNIN. We want to know what you think we should end

up with that will accomplish the objectives that you have been talking
about.

Mr. O'Hm. Negotiating authority that will give the greatest possi-
ble leverage for those representing the U.S. at the GATT bargaining
table.

Senator FANNIN. Thank you.
Senator MONDALE. Thank you very much.
Our next panel consists of Thomas N. Stainback, president of

World Trade Department., New York Chamber of Commerce and
Industry, and Mr. James 1-I. Ingersoll, vice president for World
Trade, Chicago Association of Commerce and Industry, also a vice
president of Borg-Warner Corporation.

STATEMENT OF THOMAS N. STAINBACK, PRESIDENT, WORLD
TRADE DEPARTMENT, NEW YORK CHAMBER OF COMMERCE
AND INDUSTRY, ACCOMPANIED BY: CHARLES E. LILIEN, VICE
CHAIRMAN OF THE CHAMBER'S WORLD TRADE COMMITTEE AND
EXECUTIVE VICE PRESIDENT OF WELLS FARGO BANK INTER-
NATIONAL AND JAMES H. INGERSOLL, VICE PRESIDENT FOR
WORLD TRADE, CHICAGO ASSOCIATION OF COMMERCE AND IN-
DUSTRY, ALSO A VICE PRESIDENT OF BORG-WARNER CORP. AND
A. ROBERT ABBOUD, VICE CHAIRMAN OF FIRST CHICAGO CORP.,
CHAIRMAN, WORLD TRADE POLICY COMMITTEE OF THE CHI-
CAGO ASSOCIATION OF COMMERCE AND INDUSTRY

Statement of Thomas N. Stainback

fr. STAINBACK. Thank you.
My name is Thomas N. Stainback. I am president of the New York

Chamber of Commerce and Industry. I regret the witness list does not
indicate that I am accompanied by Mr. Charles E. Lilien, vice chair-
man of the Chamber's World Trade Committee and executive vice
pIrsident of Wells Fargo Bank International.

The Chamber that I represent, which is the oldest Chamber in the
United States, having been founded in 1768, is composed of over 3,000
member firms broadly representative of the commerce and industry of
New York City and this metropolitan area, including finance, bank-
ing, import and export trade, insurance, shipping, transportation,
construction, and public utilities, and all the ancillary services and
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professions which support the operations of the Nation's and the
world's leading business community.

We appreciate the opportunity to present our views on behalf of the
New York Chamber of Commerce and Industry on the Trade Reform
Act of 1973.

As the leading spokesman for New York business, the chamber since
its inception has been a staunch supporter of all measures which pro-
mote the freer flow of investment funds and merchandise across
international borders. At the same time it has vigorously opposed
protectionist drives to restrict international trade and investment.
This traditional policy of wider nondiscriminatory trade based on
the most-favored-nation principle has worked to the economic well-
being of America in the past and the continuance of this policy will
enable America to meet the challenges and prosper from the oppor-
tunities that an everincreasing volume.- of international trade will
present to the United States in the years ahead.

Continuing in this enlightened policy vein, the New York Chamber
of Commerce and Industry wholeheartedly endorses the objectives
and provisions of the Trade Reform Act of 1973. As the leading
industrial nation of the world, the United States has the most to gain
from expanding trade and should lead the way to broaden and
increase the trade opportunities for both the industrial nations and
for the emerging economies. This act is the proper vehicle to accom-
plish this goal, and the New York Chamber of Commerce and Indus-
try supports the bill, with reservations on some specific provisions as
follows:

NEGOTIATING AND OTHER AuTIHORITIES

Although the chamber supports the basic authority for the Presi-
dent- to enter into multilateral trade agreements aimed at reducing
tariffs and removing nontariff barriers, we feel that the section
102(c) (1) concept that a "principal U.S. negotiating objective" shall
be to obtain "with respect to each product sector" competitive oppor-
tunities for U.S. exports equivalent to the competitive opportunities
afforded in U.S. markets, should be modified to make this objective
one of the general U.S. negotiating objectives, but not to the exclu-
sion of the others.

Therefore, section 102(c) (2) should be modified. Presently section
102(c) (2) states that "to the maximum extent appropriate to the
achievement" of the product sector equivalent competitive opportuni-
ties objectives of section 102(c) (1), trade agreements should be
negotiated on the basis of each product sector of manufacturing and
on the basis of the agricultural sector. We believe section 102(c) (2)
should require negotiating trade agreements to achieve objectives set
forth in section 2 of the bill-stimulating economic growth of the
United States, maintaining and enlarging foreign markets for U.S.
products, and strengthening economic relations with foreign countries
through the development of fair and equitable market opportunities
and through open and nondiscriminatory world trade---primarily,
and only thereafter for the purposes of achieving product sector
equivalent competitive opportunities.
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AccEss TO SUPPLIES

The chamber approves and endorses, as an objective of this legisla-
tion, the incorporation of the concept proposed by Senator Mondale
to make access to supplies of raw materials one of the major goals of
U.SL negotiations. We recognize that in an interdependent world
'reducing the barriers to access to supplies is extremely important, and
we need to develop a worldwide framework to assure such access.

On the other hand, we feel that. thePresident needs broad discretion
in these areas and should not be required by legislation automatically
to react in a specified manner. We feel the directive to include this
problem in the trade negotiations is appropriate, but only as a general
objective of the negotiations without requiring a specific response.

IMPORT RELIEF

The present statute which provides relief to domestic industries
and firms and workers will be liberalized by revising the criteria from
those provided by the Trade Expansion Act of 1962, in which the
increased imports of an article were a major cause of actual or
threatened injury.

The chamber restates its position with respect to the standard of
cause of serious injury. We feel that standard should be major cause
-greater than all others combined-rather than as originally pro-
posed by the Htouse of Representatives primary cause-largest single
cause-or as H.R. 10710 was finally adopted, substantial cause-
important and not less than any other cause-for-purposes of import
relief under chapter 1. We also feel that the test for the threat of
serious injury and actual serious injury should be the same.We oppose quantitative import restrictions, orderly marketing
agreements as unnecessary and counterproductive. Surveys have
shown that suspension of 806.30 and 807.00 under which U.S. manu-
factured parts are sent abroad for assembly or further processing
would result in some companies purchasing their materials from for-
eign sources instead of from the United States. Others indicate they
would move some of their production facilities abroad.

The evidence indicates that these tariff items add significantly to
this country's exports and provide a significant number of jobs here
which otherwise would be lost. For these reasons, the New York
Chamber of Commerce and Industry opposes authority for the sus-
pension of items 806.30 and 807.00.

ADJUSTMIENT AsIs8T,\. % N E

For the purposes of adjustment assistance, we feel the standard
should be more liberal. In other words, we propose a strict standard
for import relief in that the cause of injury for import relief should
be a major cause, buffor-adjustment assistance we agree to the sub-
stantial cause criteria.

The New York Chamber of Commerce and Industry has long
agreed to the need for liberalization of the criteria for determining
eligibility under the adjustment assistance provisions of the 1962 act.



1593

The current eligibility requirements are too stringent as evidenced by
the fact that since 1962 only 23,000 workers have requested assistance
and have qualified for adjustment assistance.

As in the case of workers, the criteria for firms qualifying for
adjustment assistance is much too stringent in the current law and
hence few firms have been able to take advantage of fhe financial aid
and technical assistance provided. Indeed, there is now more than
ever in our opinion a need for adjustment assistance for firms, if the
proposed adjustment assistance program for workers is to work effec-
tively. Aid to firms might very well restore the competitiveness of the
firm to foreign imports or help the firm to adjust to a new line of
endeavor. In either case the ability of assistance to the firm to main-
tain that firm in business on a competitive basis can maintain and
expand the job opportunities available in the specific firm. At the
same time it is our view that in assisting those firms injured by
import competition a vigorous surveillance must be carried out to
guard against the inherent danger of indiscriminate use of this form
of relief in a manner which could prolong the adjustment process,
encourage inefficient industries or uneconomic production.

In addition to making firms eligible for adjustment assistance, the
N ew York Chamber of Commerce and Industry believes that the
Trade Reform Act of 1973 should also make provisions for an adjust-
ment assistance program for communities. If workers and the firms
who employ those workers suffer severe dislocations as a result of
increased imports, it stands to reason that there is a good possibility
that the communities in which they are located will also experience
economic problems.

The degree of the problem will of course vary, depending upon the
economic impact of the affected industry on the communities total
economy. A similar community aid program has been operated suc-
cessfully by the Office of Economic Adjustment in the Department of
Defense. Since 1961 this office has helped over 160 communities whose
economy had been dependent upon large defense expenditures, adjust
to changes in defense spending which cut or eliminated the commu-
nities income. An adjustment assistance for communities could estab-
lish the community as the catalytic agent in combining the labor,
business and community in developing and/or attracting new indus-
tries to take up the business slack resulting from import injury. The
New York Chamber of Commerce and Industry strongly urges the
insertion of an adjustment assistance- program for communities into
the current trade legislation.

R-ELIF FROM UNFAIR TRADE PRACCS

Under this title are two sections requiring consideration from the
viewpoint of the U.S. import community.

In section 321, the bill would amend the Antidumping Act by
adding provisions to achieve the following: (a) Prescribe time limits
for the conclusion of fair value determinations; (b) hearings in fair
value determinations; (c) require the deduction of export taxes in
determining purchase price; (d) make the statute applicable to goods
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which are changed by processing or manufacture after importation
but prior--to resale; and (e) equalize tax treatment as between the
purchase price method and the exporter's sales price method, and as
between the Antidumping Act and the Countervailing Duty law.

lVe recommend tht:
1. Amendments to the Antidumping Act should not be considered

as part of the Trade Reform Act of 1973.
2. The investigative phase of the fair value determination should be

separated from the hearing or adjudicatory phase.
3. The investigative phase of the fair value procedure should not be

subjected to rigid time, limitations. Neither domestic nor importing
interests desire or benefit from delay.

4. The adjudicatory phase of the fair value procedure should be
completed in a specified time. Sixty days is adequate. The statute
should provide a mechanism for handling confidential materials invalue and injury proceedings which is consistent with due process.

5. Taxes applicable to goods sold in domestic commerce in the
country of manufacture should be treated in the same way as taxes
applicable to exported goods.

6. The "injury" test should be changed to require "material injury."
7. Treatment of "different circumstances of sale" should be codified.
8. The President should have authority to waive the imposition of

antidumping duties when the national interest requires.
S ection 330, the bill would amend the Countertiailing Duty Law by

adding provisions to achieve the following: (a) Application of the
law to duty-free merchandise; (b) prescribe a 1-year time limit for
the conclusion of a countervailing duty proceeding; and (c) vest the
Secretary of the Treasury with authority to waive the imposition of
countervailing duties where economic circumstances or the existence
of quantitative quotas so warrant.

We recommend that:
1. Amendments to the Countervailing Duty Law should not be

considered as part of the Trade Reform Act of 1973.
2. The President should retain authority to waive the imposition of

countervailing duties when the national interest requires.
3. The test of "material injury" should apply in all cases, not only

in connection with duty-free merchandise.
4. A hearing should be afforded.
5. There should be no arbitrary time limits.

EBfIGRATION RESTRICTIONS

Concerning title IV, we object to section 402. We do not believe a
trade reform act is the appropriate place to resolve political problems.
This comment would be applicable to emigration problems or other
problems of nations with which this country trades. Therefore, we
feel the requirement that the President should not grant "nondis-
criminatory treat.ment"-most-favored-nation treatment-to any
country which denies its citizens the right or opportunity to emigrate
is inappropriate. We would suggest this requirement be omitted. We
would suggest that the President be authorized to grant most-
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favored-nation treatment to any country where, even if there is some
emigration restriction, he believes the country is making bona fide
efforts to improve the situation, subject to the same congressional veto
procedure on the granting of most-favored-nation treatment that
exists with respect to the other areas involved in trade agreements in
this bill.

The New York Chamber of Commerce and Industry considers the
infringement of human rights as most deplorable. However, we feel
that by negotiations, and with the development of further commercial
relations, much more will be accomplished than by the inclusion of
this amendment in the act.

- ECONOMIC A SSISTANCE TO DEVELOPING NATIONS

The longstanding and farsighted policy of the United States in
providing economic assistance to developing nations has been bene-
ficial to those nations and to the United States. For a great many
years the United States has assumed the major burden of economic
assistance to developing nations. The seed of our direct grant program
has developed to the stage where the fruition of these investments
must have access to world markets. Until the economies of the devel-
oping nations are able to conipete f fully in international markets it is
the obligation and duty of the industrialized nations to provide a
preferential market for their export products.

Title V of the Trade Reform Act of 1973 provides the authority
for the United States to continue its lonstanding policy of aiding
developing nations to expand the economies while at the same time
protecting competitive U.S. industries.

However, we do consider important, the provision which provides
that preferential tariff treatment would not be granted to countries
that grant reverse preferences to other industrialized countries unless
these reversed preferences were eliminated.

Senator MONDALE. Mr. Ingersoll?

Statement of James H. Ingersoll

Mr. INGERSOLL. Good morning, Mr. Senator.
I am James Ingersoll, representing the Chicago Association of

Commerce and Industry as vice president f6r World Trade. I am also
a vice president of Borg-Warner Corp.

I am accompanied by Robert Abboud, vice chairman of First Chi-
cago Corp.,-swho is chairman of the World Trade Policy Committee
of the Chicago. Association of Commerce and Industry.

Our association represents some 5,000 business and professional
organizations in the Chicago area, with a gross annual product of
$65.5 billion-or roughly 5 percent of this Nation's gross national
product. Within a 400-mile radius of Chicago, more than 30 percent
of the Nation's exports originate; and three companies within this
area-General Motors, Caterpillar, and Cargill-are the top three
exporters in the country.

I would like to speak on several aspect of the pending trade legisla-
tion: First, the need for a well-coordinated national trade policy. Mr.

30-229-74-pt. 4----436
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Chairman, our country is currently swept by cross currents that
could profoundly affect our status as a world power. At last disen-
tangled from 10 years of war in Southeast Asia, many Americans
now feel we should deemphasize our role in international affairs, and
concentrate on domestic issues. A variety of other unpleasant experi-
ences abroad supports this attitude: The Mideast War and the ensuing
oil embargo; a grain sale that resulted in higher domestic prices, and
many others.

Yet in simple fact, a retreat to isolationism in this age is impossible.
Strategically, the Atlantic and Pacific no longer protect us against
spillovers from the disputes of other nations. There is a global inter-
dependence, and that interdependence means that the United States
must look outward.

We are no longer self-sufficient in natural resources. Today we
import not only oil, but 100 percent of our chrome and tin require-
ments; more than 90 percent of our cobalt, nickel, maganese, and
platinum; and- a large percentage of our total needs for other
minerals.

To pay for these imports we must export. But in order to export, we
must have a universally accepted trading system, and a well-directed
national trade policy. I am concerned that our citizenry seems
unaware of this need, and indeed of the consequences of not acting
upon it.

Mr. Chairman, we hope-soon to be entering into long and trying
negotiations with the GATT nations. And I fear that the Office of
Special Representative for Trade Negotiations may be sent into this
difficult, highly competitive arena inadequately staffed, and lacking
sufficient resources and authority to achieve our objectives. If our
negotiations fail, we will suffer the consequences for some time to
come.

The second point I want to enlarge on is this country's need to
obtain equitable access to foreign markets.

World shortages in basic commodities have set in motion trends
that the United States must deal with. Today, some industrialized
nations are moving to secure critical supplies of food, energy, and
other scarce commodities without regard to the cost, or the adverse
iml),ct it may have on others. This can obviously lead to dangerous
results,iand I believe we fiiust act quickly to prevent this movement
from accelerating.

During the past decade, the trend toward regional trading blocs
has fostered a system of trade preferences and .agreements within
and among various bloc members. Two of the better known such sys-
tems are the common agricultural policy, and common external
tariff, of the European Community. Under these, the European
Community has been extending preferential treatment to other
groups, and to non bloc nations, and getting reverse preferential
treatment in return. It is my understanding that if preferences now
under consideration are implemented, upwards of 80 countries-other
than ours-will be eligible for various types of preferences.

Two examples may help illustrate how these practices can harm
Afierican suppliers. The first deals with the common agricultural
policy.
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In early May of 1978 the CIF Rotterdam price of U.S. wheat was
$105.15 per metric ton; but the landed price to the European buyer
was $158.96. The difference was the European Community variable
import levy of $53.81, under the common agricultural policy. And this
levy was just enough to encourage European Community purchasers
of wheat to buy primarily from European Community suppliers-
leaving U.S. farmers as a secondary source.

The U.S. Department of Agriculture stated in 1972 that in the 10
years since inauguration of the common agricultural policy, variable
import levies have caused the United States' share of the European
Community agricultural market to decrease from 12 percent to nine
percent. With the growth of the European Community, the applica-
tion of the common agricultural policy could place even further
constraints on our agricultural exports.

My second example is in the area of manufactured products. Cater-
pillar Tractor Co. in our area has stated that trade agreements
between the European Community and the five nonacceding EFTA
countries will eventually eliminate duties on EFTA and European
Community products similar to Caterpillar's. Meanwhile, the duty
rates on Caterpillar's produots exported to EFTA and European
Community countries will remain the same. Caterpillar's projections
of the duty disadvantages it will suffer, based on 1972 combined sales
of $39 million in these markets-reveal a considerable threat to its
future business there. And it seems reasonable to suppose other U.S.
manufacturers will suffer similar disadvantages.

The point in both cases, Mr. Chairman, is that we must have a trade
law that empowers our negotiators to work toward removing these
harmful practices and establishing an equitable trading system.

The next aspect of the bill I would like to comment on is the
authority to extent Most Favored Nation status. I firmly support the
goal of human rights for all individuals, including the right of free-
-dom of emigration. Moreover, I believe this to be a legitimate goal
for the Government of the United States to pursue. But I do not
believe that requiring free emigration, as a condition of equal tariff
treatment or credits, will in fact ensure that freedom. Such action
could, in fact, have quite the opposite effect. It would seem -that this
very important, but complex issue could be better resolved through a
continued broad range of diplomatic efforts.

V also fear that imposing such conditions could adversely affect
1.S. exports. It seems unlikely that the governments of nonmarket
economies could continue to purchase T.S. goods in significant
amounts if they were not assured, at the minimum, equal access to
U.S. markets and a reasonable balance of trade. Instead, they will
surely turn to the other industrial trading powers--especially the
European Community and Japan, which offer quite acceptable alter-
natives to our produces and impose no such constraints. So the end
effect of such a policy could be, not to achieve free emigration, but
merely to forfeit important international markets to the competition.

My fourth and final concern is the extension of U.S. Export-Import
Bank credits to nonmarket economies. Eximbank's enabling legisla-
tion emphasizes the need to promote exports, to contribute to the
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econuimic well-being of our Nation. This language is couched in
economic and commercial terms, with only occasional references to
political considerations.

While I recognize the difficulty of adopting this approach in all
situations. I do believe the primary critmia for Eximbalik's review of
credit applications should be the economic and commercial benefits to
the United States-not our foreign policy objectives. Since an Exim-
bank credit enables the borrower to purchase products from a U.S.
supplier, these commercial benefits may be considerable.

Moreover, now that Eximbank's direct lending rate has been
increased to over 7 percent, it would be difficult to argue that, such
credits were being extended on a confessional basis. In the long run,
it would appear that the benefit, flows to the United States in general,
and the U.S. supplier in particular.

The extension of credits to the U.S.S.R. could result in other bene-
fits. For example, if such a credit finances the sale of U.S. goods or
services related to the production of energy, it could help assure that
some of the output of these Soviet energy reserves would be shipped
to the United States. This supplement to our own energy sources
could provide sonic balance in our use of foreign supplies of energy.

In closing, let me stress again that I believe the U.S. Government
should actively pursue the goal of freedom of emigration for all
people. But I feel that this goal can be best achieved through con-
tinued bilaferal diplomatic contact with the governments of the non-
market economies. Indeed, Mr. Chairihna, I believe much progress has
b een made to date in this entiree area through diplomatic initiative.
And I have no reason to believe that such progress should not
continue.

Thank you.
Senator MONDALE. Senator Fannin?
Senator FANNI.. Thank you. We appreciate both of your state-

ments and your coming here to testify.
Mr. Stainback our foreign trading partners are quite shrewd and

ingenius. Your recollection as to title III of the bill causes concern.
It took a great deal of effort on the part of this committee to encour-
age the Treasury Depaitment to enforce the Antidumping Act and
Countervailing Duty Law. We have had no success. We have tried on
both.

I am informed the emphasis of antidumping is on color TV. It was
too late to influence the black and white reduction. I have talked to
quite a number of our manufacturers in this regard. Why shouldn't
we strengthen these statutes instead of giving discretion to the Secre-
tary of Treasury.

Mr. STAINBACK. We did make some recommendations in that
regard. On the investigative phase, we felt a fair value determination
should be separated from the hearing.

We feel that taxes applicable to goods sold in domestic commerce
in the country of manufacture should be treated in the same -way as
taxes applicable to exported goods.

The injury test should be changed to require a "material injury",
and the treatment of "different circumstances of sale" should be
codified.
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All that we have basically said with that is that the President
should have the authority to waive it. Was your question as to the
U.S. Treasurer?

Mr. STAINBACK. Yes, we don't enforce these laws for a 2 to 4-year
period. Many of these industries could be lost.

Senator FANNIN. The bicycle industry is a good example. They
lave screamed and screamed about what is happening to them and
Ihey are practically out of production as I understand. Many of their
supplies are brought in from foreign countries. They are almost an
assembly production unit instead of being a full production unit, and
that is what worries me.

More specifically, one of your companies, the Zenith Corp. to be
specific, has been fighting"iid fighting trying to see what they could
do about getting their merchandise into Japan. They can't do that.
'r[hey were also fighting both because of the dumping and subsidizing
by Japan, Inc. They were complaining about the sets coming in and
selling for less in Chicago. They were selling for less in Chicago than
they were in Tokyo. I think.you are probably familiar with that.

Mr. STAINBACK. Yes, and I think, too, one of the things we would
regret is that there would not be a time factor and that was pointed
out in our report where we referred to the adjudicatory phase of the
fair value procedure. Wre felt it should be completed within a specified
time, a feeling that 60 days perhaps would be an appropriate time.

Otherwise, if something of that nature isn't done, it will drag on-
and there will be other problems and other excuses.

Senator FANNIN. Well, it has been dragging along.
Mr. STAINBACK. Yes.
Senator FANNIN. We have had very serious problems. You could

pick one industry after another. Before they get any satisfaction,
I hey are bankrupt, so it is very little gratification to tlem to say yes,
We will give you help, but we don't know when, and we are talking
about a 3 or 4-year period.

Mr. LILIEN. I have served on the committee, within the New York
Chamber of Commerce on Industry which has considered various
provisions of this act in detail. The feeling of the committee members
is that the basic concepts, both with regard to countervailing duties
and antidumping legislation, are concepts that we all subscribe to, but
that as -far as the practical cases are concerned, sometimes they
involve so much complexity with regard to fact, as to what is really
going on in the foreign markets and whether or not the application of
these principles really is appropriate, that it was for that reason that
our committee felt that legislation in dealing with such highly techni-
cal matters might be considered separately, rather than being,
included in this legislation which perhaps doesn't allow all of the
details and all of the subtleties to be considered in appropriate
fashion. This was the main thrust of our committee's consideration.

Senator FANNIN. One of the previous persons testifying used simi-
lar arguments that I am concerned with because, after all, what we
are trying to do is to liberalize trade. I agree that we must do as much
as we possibly can to increase our exports, especially with the fan-
tastic magnitude of the imports of foreign products. That is why I
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say'that we are looking forward to the day when we can balance that
to a certain extent, by exports of manufactured products that would
employ our people. I think that is the greatest problem we have. We
have an unemployment problem and a competitive problem, and cer-
tainly the answer is not in sight.

Thank you, Mr. Chairman.
Senator MONDALE. Thank you.
Do you favor the Jackson amendment?
Mr. INGERSOLL. In my testimony I indicated I favor and support

the goal of human rights and human freedoms. But as I also stated, I
believe trying to solve political questions in a trade bill is perhaps an
incorrect vehicle to accomplish this goal. The objective of the amend-
ment I do favor, but the actual application I do not.

Senator MTONDAL.. There are other interests protected in that sub-
division four, one is patent rights. Would you favor the elimination
of the protection of patent rights as well ?

Mr. INormOLL. No, sir, I would not.
Senator FANNIN. What is the difference between human rights and

patent rights ?
Mr. INOERSOLL. One is economic and one is the human consideration.
Senator MONDALE. You think human rights are less important than

property rights?
Mr. INGERSOLL. No.
Senator FANNI N. Then why do you have one position for one and

another-ne for the otherI
Mr. INGERSOLL. Both are desirable. The vehicles by which they

should be accomplished are perhaps different. The human rights are
goals we all strive for.

Senator MONDALE. But you leave those theoretical and the property
rights we will put teeth in, right?

Mr. INGERsoLr,. This is A. Robert Abboud.
Mr. AnBouD. The question is one of reciprocity. You can retaliate

back and forth. You can retaliate back and forth.
The question on human rights, which is very laudable and very

desirable, is one that concerns the internal application of policies in
that country.

Senator MONDALE. Aren't patent rights internal?
Mr. ABBOUD. Patent rights should regarded in a manner similar

to that in which U.S.-manufactured television sets are not allowed
into Japanese markets. Senator Fannin talked about Zenith's inabil-
ity to land American produced televisions in Tokyo. We could land
U.S.-manufactured televisions more cheaply than they were selling in
the domestic Japanese market. If the Japanese were to continue to
maintain trade barriers, we could retaliate by saying to the Japanese:
"If you don't let us get our television sets in your market, we are not
going to allow you to put your television sets in our market."

On the Jackson-Vanik amendment, the basic issue is what is going
to be our share of market in the world marketplace. If we have a
pencil that we can sell for a dollar, and because we don't grant MFN
status to Communist countries, they put a duty on the pencil, while
the Japanese, Germans, or French can make the same pencil, and
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their goods can get. into that marketplace without the duty imposed
by the Communist countries not rec. eiving MFN, then our manufac-
turers are at a disadvantage. Our workers who are manufacturing
that pencil will be out of a job. So really, the issue, whether you are
talking about Eximbank credits or MFN is are we going to be able to
get our fair share of the marketplace, assuming we can manufacture
the product as efficiently and as well as other countries.

Senator MONDALE. I gather what your argument is that when it
comes to market and property rights, the only salvation is Adam's
invisible hand, that you have to have a free market and somehow it
will come out all right, and we should do nothing to hold that hand in
its place.

When it comes to human rights, we all extoll the importance of
personal liberty, but we are not going to use the economic power of
this country to try to nudge societies to be more respectful of personal
liberties.

Mr. ABBOUD. The position is, if we had the power, then it would be
appropriate to use it. But I don't believe we have the power, sir.

- Senator MONDALE. Would you be against using trade to try t&
influence patent rights on the grounds that we don't have the power
there eitherI

Mr. ABBOUD. I believe that we ought to use reciprocity in all aspects
of our trade. If we are not-given patent protection in various coun-
tries, we ought to use all the economic power at our disposal to try to,
obtain such protection.

Senator MONDALE. Would you agree to reciprocity on human
rights?

Mr. ABBOUD. We ought to do everything within the power of the
United States to try to get human rights and privileges for people'
all over the world, not just Communist countries.

Senator MONDALX. We say it is within our power to influence patent
rights in the Soviet Union, so we demand reciprocity. Is it in our
power to demand that something be-done about human rights?

Mr. ABBOUD. I don't think so and for a legitimate economic reason.
In a negotiation, it depends upon the values that both parties place on-
issues which are in contention. If the other fellow will say: All right,
I will use this as a negotiating chip, and I will throw patent rights
into the formula for bargaining, then you have the power to influ-
ence that. If he withholds that and says-

Senator MONDALE. Don't you think that the Jackson amendment
has resulted in the emigration of thousands of people who otherwise
would not have been permitted to emigrate ?

Mr. ABBoU). In all honesty, I would have to say I think it has. Also.
the trade initiatives made with the Soviet Union and the fact that the
President and the Secretary of State, have indicated the large exodus
that has resulted from those negotiations. Yes, sir, I think we
ought to use all the pressure we can.

But that is not the point. If we hold up this trade bill and jeopard-
ize its passage because of the emigration question, I think that would"
be a tradeoff that would be inappropriate, sir.
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Mr. STAINBACK. I think also in that regard, Senator, we indicated
in our report, we thought it would make a difference if there were
some bona fide efforts to improve the situation. Last year the U.S.
Labor Department sent me to an eastern European country for 30
days to work with the people on manpower problems. That. is one of
the reasons I am so pleased that we have this community thought in
our statement of aid to communities per se, rather than just industry.
Tlere, in my thinking, is where we make our impact. We help change
the ways of people by the constant contact we have with them, and
the opportunity to talk and let them know where we are different and
what we believe, and I think that is the way to do it and not with
political views of an internal matter of the country W-ithin legislation
of this nature.

Senator MONDALE. Senator Dole?
Senator Doi,r. I am sorry I missed the statement. I had another

meeting, but I take it that you have been discussing primarily title
IV which does pose a threat, I think, to the entire trade bill. The
Federal Government has been using the same kind of club over
States. If you don't lower your speed limits, you don't get your
funds. Now we are going to try it on an international basis. There
nuo-t, be some middle ground somewhere.

There has been some improvement in the policy. I don't know if a
study was done with all the countries we trade with to find out how
many areas of disagreement there might be.

I ihink Secretary Kissinger at least indicated a willingness to seek
the middle ground and I hope Senator Jackson will, otherwise he may
lose some of his cosponsors.

Mr. SrAINBACK. I would agree with what you are saying. On the
other hand, I am not an advocate of driving foreign-made cars, but
thele are many people in the United States who drive them, I would
hate to see Germany, as an example, say they would not export their
cars to the United States unless the housing within the major cities
of this country was improved because how do they know and under-
stand what our problems in that regard are and what is-being done
and the handicaps under which we are working to bring it about?

Senator MONDAL,. Do you think that is a fair analogy, swapping
cars as distinct from huma n rights?

Mfr. STAIN.BACK. I am talking about the export of cars.
Senator MONDALF. We are talking about civil liberties of oppressed

peoples. Do you think that is a direct analogy of their trying to
influence housing policies of the United States?

'r. ST,\N.'BACK. Yes, we are talking about living and human
problems.

Senator Dor,,. There are probably some oppressed people in this
country. You don't have to look at housing. Look at some of the
Indian population and some of the black population and your institu-
tions and some of the white population, and you will certainly find
some that might be under that label of "oppressed:" If some other
country found out, they might make a similar case. I don't think they
will, but there is something different about MFN treatment to Russia

_ because of the great power the Jewish community has in the Congress
of the United States.
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I think we might as well be realistic, then maybe we can resolve it.
Mr. ABBOUD. Senator, I would certainly commend your effort to

find some middle ground. In response to Senator Mondale, I think the
fact that the amendment was introduced and the fact that it was
pursued as vigorously as it has been has certainly been beneficial for
the people in the Soviet Union and for the world at large.

I think it has also been good for the image of the United States.
However, if it is an either/or situation, that is if it means having
either the trade bill with the emigration clause or no trade bill at all,
it appears to me the priorities of getting a trade bill and being able
to conduct negotiations would appear to me, would supersede.

But, I would quickly add that I think we can use other vehicles in
other- ways and continue our pursuit of this objective. If we can find a
middle ground that is have our cake and eat it too, we certainly ought
to go in that direction.

Senator DOLEyAVe are all seeking something, some kind of ground.
Hopefully, we can find it. I do believe a sizable number of the 70-some
cosponsors who felt very strongly and still feel very strongly about
repressive policies the Soviet UnioL may have, also feel that we really
gain nothing, that we lose- economically, and we don't really help
resolve the problem with this approach.

I would predict a rather sharp drop in total support of that amend-
ment. Maybe some middle course could even be stronger.

I see some erosion in support for the hard line of the Jackson
amendment. - -

Mr. LILLIEN. There is another perspective to be put on it because the
question Senator Mondale poses is to what extent do we bundle the
things we are concerned about into one negotiating package or to
what extent do we try to unbundle them?

This is a good question. Why don't we use this trade legislation as
a device to prevent the Russians from MERVing their intercontinen-
tal missiles. We are all certainly very concerned about the security
of the United States as much as we are about human rights. The idea
of inserting that in the trade bill hasn't come up.

SenatorDOLE. Maybe we can put it in.
Mr. LILIEN. The dividing line is the dividing line that essentially

falls between those issues t~iat most nations describe as political and
those issues which most nations regard as having to do with trade
and economics. That can be negotiated without the emotional involve-
ment of the negotiators in the political issues where they stand very
fast. When we mix them up, we end up impeding all negotiation.

Senator DOLE. I think you are right. I wouldn't be surprised to see
that amendment offered to unMIRV the trade bill.

Senator MONDALE. There is an article here I would like to read to
everybody here. It is by Herb Gold. This is an-article by Gold called
"Th Dissenters Solzhenitsyn Left Behind" in Newsweek this week:

I walked on Gorky Street in Moscow with a nathematiclan who presented
me with some simple arithmetic. "You give two good and get one weak. I
don't understand. You give money for investment. Then you give tools,
machinery, skills. In return, you get a promise of goods. Two strong, one weak,"
lie was suggesting that the bargatu is not a smart one, Sakharov says some-
thing that touches more deeply: the bargain is a cruel one.
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That is a dissenter in Moscow this past week. What do you say to
him?

Mr. Lrmimi. I would like to comment: You are saying negotiation
within whatever framework can be aptly or ineptly handled. I don't
know that that has to do with the specific provisions of a bill which is
designed to establish a framework for negotiation.

This bill which establishes a framework for negotiation in trade is
important. How well negotiations are carried out after it is enacted
is also important, but I don't know that the legislative process is going
to mandate that.

Senator MONDALE. What he is saying is that our policy of providing
investments, machinery, and skills is more than neutral. It is depriv-
ing him of their hope. I have long been a supporter of improved trade
with Eastern bloc countries.

Sakharov said the same thing. As you know, Solzhenitsyn said the
something.

How do we handle the voices of brilliant, decent human beings who
tell us we are on the wrong course ?

Senator DOLE. By keeping a strong defense budget.
Senator MONDALI. Yes, I believe we ought to have a strong defense

budget.
Senator DOLE. It is the same thing.
Senator MONDALE. I led the fight to get rid of the barnacles on the

Export Control Act, the Eximbank. I started that fight around here
and we finally won it.

Now I am starting to hear from these magnificent human beings
who are depressed, oppressed, and they are very critical. Don't we
have to think about what they are trying to tell us?

Mr. ABBOuD. Senator, I would like to address that question. These
are magnificent human beings. I think the thrust of the Senator's
remarks was that in the past several years in the opening up of trade
barriers and getting us to do business the following will result:

These people will have to trade and sell their goods in world
markets. We have a trade bill which does not allow them to come into
our markets and dump. They are going to have to produce competi-
tively and, even more important, they will have to show us how they
get their prices.

That means that they are going to have to move from a centralized
system into a market economy. If they move into a market economy,
our experience throughout history has been that .freedom will follow.

Senator MONDALE. Do you think there is any evidence whatsoever
that they are moving to a free economy I

Mr. ABBOmUD. I think there is great evidence.
Senator MoNDALE. In the Soviet Union ?
Mr. ABBOUD. Yes, I think they found they have to meet the design

requirements of the goods they find in the marketplace. Their engi-
neers are going abroad to service the products they are selling and
they are taking the customer reaction back to the country.

I think this has created a great deal of consternation within
Runsia. It strikes right at the heart of their system.

Senator MONDALE. Senator Fannin. Do you feel that they are open-
ing up within. There is always a fee-ling they will never open up out-
-wardly unless they open up inwardly.
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Do you feel they are opening up inwardly?
Mr. ABBOUD. Senator, if they are going to be competitive in world

markets, they have to produce goods and services which stand the test
of competition in the marketplace. They have got to open up within,
in order to do that.

Senator FANNIN. They are producing the domestic equipment with
greater expertise than they were just a few years ago. I know the
automotive equipment they are producing today is entirely different
than what they have produced in the past.

I was there a few months ago. I was amazed at the reports of the
production line that the manufacturing was done outside of Moscow.

I also was very disappointed in attending one of the exhibits we
had there for outdoor equipment, outdoor recreation equipment,
which was sponsored by about 250 Americans, to find that the people
that were working in those exhibits, the young people who were work-
ing with our young people, could not take our young men and women
into other parts of the country.

They could not even take them beyond a certain area. It was
something I thought was both very beneficial for both our people and
the Russians, but they were so restrictive that they couldn't benefit
by it.

What I really wanted to ask is just what can we do in this bill? I
am trying to find out whether we are attaining our goal. I have
firsthand knowledge of the discrimination caused by the reverse
preferences caused by th3 European Economic Community.

We are seeking MFN for our citrus products in Europe. They will
not grant MFN status, nor will they compensate us for it. The point
I was attempting to make .arlier ig if we cannot settle these basic
problems, how can we engage in broad complex negotiations?

Mr. ABBOUD. Senator, I would like to address that question. We had
negotiations in 1962 with the so-called Kennedy Round and we really
weren't prepared for those negotiations.

If you look back at it intellectually, you would have to say we just
.didn't do as well as we ought to have done. That "is because we
weren't prepared. And, I do not believe we are prepared for the
upcoming negotiations either."

We-have a Special Trade Representative, but the staff of the Spe-
cial Trade Representative is really inadequate. They don't have a
defined budget. The bill ought to provide for a budget.

Certainly we have other bureaus of the Government; namely, the
Department of Commerce and the State Department that can

But if we are going to hold our own in these negotiations and get other
people to move on the dime, which they have not done, then the office of the
Special Trade Representative must have enough staff work so that we can do
the job effectively."

Senator FANNIN. Look back at the Kennedy Round or whatever
negotiation you may want to talk about, and we certainly have come
out second best or third best or whatever it might be.

In this bill the question I have is: Are we in any way or are we to
the extent necessary providing for a change i this position

Mr. ABBOUD. I may be wrong, but I don't think the bill specifically
provides for a large enough budget for the Special Trade Representa-
tive to get the necessary staff. When we sit down in negotiation with
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the other side, we must have the facts and figures on which we can
ba.e a retaliatory program in the event that they will not talk mean-
ingfully about things that are important to us.

Senator FANNIN. Well, I asked previous witnesses if they would
ive us in writing what we need in this bill to accomplish that,
eeause, really, to me the gap has been almost a barrier to us rather

than assistance.
I have talked to the negotiators who always seem to be complain-

ing, so we would like to know what can we do to turn that around.
Mr. INMERSOLL. I believe we need a marriage of the business commu-

nity with the Government as we have seen in Japan, and as we are
now seeing in the Common Market.

I think we ought to provide some way for the business community
to assign its top people in a given industry to serve the Special
Negotiators. Office for the period of these negotiations even if they
last for 2 or 21/2 years, so they are intertwined, so industry can't say
it was not, properly represented.

The information we in the business community have is that these
are going to be most difficult negotiations. And when you get down to
the last wire, we are fearful that when they get down to the wire, some
segment of the industry, because they weren't properly represented,
may be sold down the river in order to conclude negotiations.

We want to be as tough as we can right down to the wire.
Senator FA N iN. I say amen to you. Unfortunately, in Congress we

have an attitude we don't want anybody in any place or position
where they can influence what is being done that is associated with
industry or has a knowledge of it.

As to petroleum problems we have today, when we wanted some-
body in the Energy Office to handle logistical problems, the answer
was, no we cannot have anybody from the petroleum industries.

It is like having a chiropractor do a brain operation.
Mr. INGERSOLL. We are trying to protect the country. I hope Con-

gress will recognize that so it: can be accomplished.
Mr. STAINBACK. We would subscribe to that thought and another

business organization has expressed somewhat the same view. You
will find support from other business organizations and business in
general.

Senator MONDALE. Would you include farmers iii there?
Mr. INGERSOLL. Absolutely.
Mr. STAINBACK. I think you would absolutelywant them. You need

expertise. It is not going to come from government as much as from
the industries or agricultural interests that are involved.

Senator MONDALE. I would ask the staff to include the Herbert Gold
article.

[rThe prepared statement of Mr. Ingersoll and the Newsweek article
referred to by Senator Mondale follows:]

I'llEPAlE1D STATEMENT OF JAMES INGFERSOLL, VICE PRESIDENT, WORLD TRADE
UFTHESENTING THE CHICAGO ASSOCIATION OF ('OMMERCE AND INDUSTRY

Good morning, I am James Ingersoll, representing the Chicago Association
of Commerce and Industry as Vice President for World Trade. I am also a
vice-president of Borg-Warner Corporation. With me is A. Robert Abboud,



1607

Vice Chairman, First Chicago Corporation, who is Chairman of the World
Trade Policy Committee of the Chicago Association of Commerce and Industry.

Our association represents some 5000 business -and professional organiza-
tions in the Chicago area, with- a gross annual product of $65.5 billion or
roughly 5.1% of this nation's GNP. Metropolitan Chicago ranks second among
U..S. metropolitan areas in Industrial exports, and the state of Illinois ranks
first in agricultural exports. Estimated total export-related employment in
Illinois for 1971 amounts to more than 325,000 jobs. Within a 400 mile radius of
Chicago, more than 30% of the nation's exports originate, and three com-
panies within this area-GM, Caterpillar, and Cargil-are the top three export-
ers in the country.

So you can see Mr. Chairman and members of the Committee, we in the
.idwest have a vital interest in the maintenance of a healthy, rational and
orderly International trading system.

I would like to speak on several aspects of the pending trade legislation:
1. The need for a well cordinafed national trade policy:
2. The need to obtain equitable access to foreign markets;
3. The authority to extend Most Favored Nation status to the USSR and

other Eastern-bloc countries, and;
4. The extension of U.S. Export-Import Bonk credits to these same coun-

tries.
The Chicago Association of Commerce and InduIstry has long supported the

objective of free trade, for a simple economic reason: The lowering of trade
harriers permits freer flow of goods and services across national borders,
thereby assuring consumers everywhere the best product at the best price. And
now that American goods and services are more price-coml etitive, removal of
foreign barriers should mean continued growth for U.S. exports. This consid-
eration is'particularly important today, when the U.S. must significantly in-
crease its exports to help offset the rising costs of its energy requirements.

THE NEED FOR A WELL COORDINATED NATIONAL TRADE POLICY

'Mr. Chairman, our country Is currently swept by complex cross currents,
which could have a profound effect on our status as a world power. At last
disentangled from 10 years of war In Southeast Asia, many Americans feel
strongly that we should deemphasize our role in international affairs, and con-
centrate on domestic issues.

Other factors have supported this attitude: The most recent-1Ild-East con-
flict, when our troops were placed on alert against the possibility of large-scale
Russian intervention; the ensuing oil embargo which caused inconveniences for
many and hardship for some; the apparent "go-it-alone" attitude of some of
our allies; the huge sale of grain to the USSR and the attendant Increase In
domestic grain prices; recent turmoil In the international monetary system. All
of these factors, I believe, have contributed to the isolationist mood now
prevalent in our country.

This mood is even more understandable in light of our nation's intense,
historic pride in independence--our freedom from onstraints imposed by out-
siders. But historically, that freedom has rested on America's storied abun-
dance of natural resources, including fertile farm land. Moreover, our oceans
have physically insulated us from crises of Europe and Asia.

All of that has changed now. Strategically, the Atlantic and Pacific no longer
protect us against spillovers from the disputes of other nations. The most
recent Mid-East conflict demonstrated that all too clearly. Equally Important,
we are no 'longer self-sufficient in resources-today we import not only oil, but
nickel, tin, zinc, and chromium.

Whether we like it or not, the U.S. is itnetrieably involved in world affairs.
It cannot stand alone, or separate itself from the actions of other nations. It
cannot cut off its ties with its traditional trading partners. It cannot cease to
improve relations with former adversaries. In short, there £L a global inter-
dependence. And that Interdependence-to the U.S.-means that ice tnust took
outward.

Our need for imports in energy, raw materials, and some food stuffs is obvi-
ous. And to pay for these imports we must export. But In order to export, we
must have a universally accepted trading system which assures that our goods,
and the goods of our overseas competitors, are accorded equitable access to
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all markets. A system that protects us all from discriminatory treatment or
un-fair tariff and non-tariff barriers. And of course, Mr. Chairman, this is
what the Trade Bill is all about.

Among our citizenry, indeed among some of our leaders in both tile private
and pilic sectors, there seems to ine an inadeqpiate awareness of the need for
a well-directed, national trade policy. This public nonchalance is a niater of
great concern to fle and the members of our association. To see why, one has
only ti) view tile (ommitllent to trade of our major trading comlpetitor--the
European (',,mnunity. They maintain a Large and sophisticated conimnercial
staff in Brussels sllimIlenlnted toy the expertise of nine different governments.
As I undhlerstald it, this effort is directly supported by active private sector
participation.

In the United States, however, there does not appear to be a comparable
comillitillent. Tile U.S. iegt eating teain-thougli headed and staffed by cable
people--may not be adequate in size or in technical background to make cer-
tain lr objectives are achieved.

Mr. Chairman, we hope soon to be entering into long and tedious negotia-
tions with the GATT nations, negotiations wbich will require a great deal of
not only bargaining skill but background work and preparation. I-therefore
urge the Committee to study this matter closely, to make certain that the.
Office of the Special Representative for Trade Negotiations has sufficient re-
sources and authority to meet the challenge. Otherwise the effort will fail,
and we will suffer the consequences for some time to come.

I have spoken briefly on the need for a well-directed national trade policy.
The Members of the Committee know that to develop that policy, there must be.
enabling legislation. And we need that-trade legislation now, more desperately
than ever before.

The events of the past year or two make this painfully clear, For example,
the drought in Africa, the poor crop conditions in China and the USSR, and
the change in ocean currents off the cost of Peru, all combined to increase
world demand for agricultural products, and this led to substantial pressures
on our domestic capacity. As a result, we briefly imposed export controls on,
some commodities-a move that surprised some, and angered others, but mostly
shattered confidence in the ability and willingness-of the U.S. to provide agri-
cultural goods at reasonable prices.

The recently lifted oil embargo had a similar effect. This nation now knows-
it can no longer rely so heavily on the Mid-East region for petroleum pro-
ducts. Other nations have drawn similar conclusions. The danger of these
reactions, as I see it, is that some industralized nations are moving to secure-._
critical supplies of food, energy and other basic commodities for themselves,
regardless of the cost or the adverse impact it may have on others.

This obviously can lead to dangerous results, and I believe we must act
quickly to prevent this movement from accelerating. We must obtain interna--
tional cooperation on a wide spectrum of Issues Including trade.

And while trade is only one of several areas in which cooperation and
agreement must be reached, it Is nevertheless an essential area. It is for this
reason, Mr. Chairman, that I believe we must have a strong and effective
trade bill, and we must have it soon.

I now would like to discuss briefly several aspects of the pending trade bill.
During the past decade, the trend-toward regional trading blocs has fostered'

a system of trade preferences and agreements within and among various bloc
members. Perhaps two of the better-known firrangemehts are the common
agricultural policy and common external tariff of the European Economic Com-
inunity. In addition to these internal arrangements the EC has also been
extending preferential treatment to other groups and non-bloc members, and in
turn has been seeing and indeed obtaining reverse preferential treatment from
these parties. In fact, it is my understanding that the EC is presently review-
ing its various preferential arrangements with non-EC countries, and if the,
proposed preferences currently under consideration 9re-4mplemented, upwards
of SO countries will be eligible for various types of preferences.

Two examp!es may help illustrate how these practices can harm U.S. sup-
pliers. The first deals with the common agricultural policy.

In early lMay of 1973 the CIF Rotterdam price-of U.S. wheat was $105.15 per-
metric ton, but the landed price to the European buyer was $158.96. The differ-.
ence, of course, was the result of the EC variable import levy of'$58:81 imposed'-
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under the common agricultural policy. An--d this $5381 was just enough to-
encourage EQ purchasers of wheat to buy primarily from EC suppliers,
leaving U.S. suppliers as a secondary source.

I am aware that agricultural prices have since risen, so that now world
prices are above EC supported prices. Thus it could be argued that variable-
levies are no longer a problem, and that if the U.S. were really concerned
about promoting agricultural exports it would not have imposed controls last
sunner.

Notwithstanding these statements, it should be recognized that as supplies
increase, prices will drop. And if we were to have a bumper crop in the next
year or two prices could drop significantly-so much so that our farmers would
again be confronted with the issue of variable levies. The Agriculture Depart-
ment stated in 1972 that in the 10 years since inauguration of the Common
Agricultural Polifey, EC variable import levies have held the rise in exports of
affected U.S. commodities to the EC, to 23 per cent-compared with a 94 per-
cent gain for commodities not subject to the levies. Put another way, the U.S.
share of the EC agricultural market has decreased from 12% to 9% during
the period from 1962 to 1972. With the enlargement of the EC, the application
of the Common Agricultural Policy could place even further constraints on
our agricultural exports.

My second example is in the a -ea of manufactured products. Caterpillar
Tractor Co. in our area has stated that trade agreements between the EC
and the five non-acceding EFTA countries will result in an eventual reduc-
tion to zero of duly rates on products similar to Caterpillar's. Meanwhile, the
duty rates on Caterpflar's products exported to EFTA and EC countries will
remain the same. Thus, according to Caterpillar-based on its 19712 exports of
$24.3 million to the EC for which comparable equipment-is manufactured by
EFrA competition-Caterpillar will incur a weighted average 10.8 per cent
duty disadvantage. Similarly, based on its 1972 exports of $14.5 million to,
EFTA, for which comparable equipment is manufactured by EC competition,.
Caterpillar will incur a weighted average 5.9 per cent duty disadvantage in
that market. From this it seems reasonable to conclude that other U.S. manu-
facturers will suffer similar duty disadvantages.

The point in both cases, Mr. Chairman, and Members of the Committee, is
that we must have a trade law which provides our negotiators the authority__
to work toward removal of these harmful practices and the establishment of
an equitable trading system.

With regard to the extension of preferences, I am not opposed to providing
generalized preferences to all eligible nations. But such preferences should be
granted only on a non-discriminatory basis-not on the basis of some special
historical relationship such as that of a former colony. Moreover, developing
co intries should not be permitted to extend reverse preferences to certain
industralized nations and not others. But such practices not only hurt U.S.
suppliers but are inconsistent with the provisions of GATT. I am pleased
that the proposed legislation does not permit the extension of a generalized
preference to any developing country which affords preferential treatment to
the products of a developed country and not the United States. And I would
hope that our negotiators will work towards the removal of all but general-
ized preferences,, extended on a non-discriminatory basis to eligible develop-
lng countries.

THE AUTHORITY TO EXTEND MOST FAVORED NATION STATUS

To get the barriers removed abroad, we must be willing to reciprocate and
remove our own barriers. In-particular, we must deal with the question of
equal tariff treatment for non-market economies. I firmly support the goal of
human rights for all individuals, including the-right of freedom of emigration.
Moreover I believe this to be a legitimate goal for the Government of the U.S.
to pursue. But I do not believe that requiring free emigration as a condition
of equal tariff treatment or the extension of credits will in fact ensure that
freedorp. Such action could, in fact, have quite the opposite effect. I believe
there are more effective means of accomplishing this very important goal. It
would seem that such a complex Issue could be better handled through a con-
tinued broad range of diplomatic efforts.

Moreover, such conditions could have an adverse effect on U.S. exports. It
seems unlikely that the governments of non-market economies could continue to,
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purchase U.S. goods in significant amounts if they were not assured, at the
minimum, equal access to U.S. markets and a reasonable balance of trade. In-
addition, the withholding of equal tariff treatment would most likely benefit
other industrialized nations, particularly the EC and Japan, by allowing them
to improve their already significant penetration of these markets. As this
penetration continued, it would become increasingly difficult for U.S. sup-
pliers to break into these markets, for it is likely that the USSR would become
more and more accustomed to acceptable European and Japanese alternatives.

TIHE EXTENSInN OF U.S. EXPORT-IMPORT BANK CREDIT

The last point I would like to touch upon today deals with the activities of
the Export-inport Bank, and in particular, Eximbank credits to non-market
ceonomies. Eximbank's enabling legislation emphasizes the need to promote
exports in order to contribute to the economic well-being of our nation. This
language is couchbi In economic and commercial terms,-with only occasional
references to political considerations. In this respect, the Eximbank is obvi-
ously quite different from AID. Eximbank is used to promote and facilitate
exports and thereby contribute to our economic well-being, while AID is a
bilateral assistance program which, among other things, serves as a means to
achieve our foreign policy objectives. I believe both activities perform a vital
function, hut I also believe the two should be kept quite separate-separate in
the sense that I think we should avoid, whenever possible, using Eximbank
as an extension of our foreign policy objectives. While I recognize the diffi-
culty of adopting ths-approach in all situations, I nevertheless believe the
primary criteria employed by Eximbank in reviewing credit applications
should be economic and commercial.

While the extension of an Eximbank credit may be regarded as a form of-
assistance to the borrower, it also enables the borrower to purchase products
from a U.S. supplier. Moreover now that Eximbank's direct lending rate has
been increased to a fixed 7 per. cent, it would be difficult to argue that such
credits were being extended on a concessional basis (March 8 rates for 3-5
year G overnment securities were 7.05%). We must remember that every bor-
rower from Eximbank pays the same fixed 7 percent. Thus it would appear
that In the long run the benefit flows to the U.S. in general, and the U.S.
supplier in particular. Moreover; the extension of such credit could lead to the
development of a solid, pragmatic business relationship which in turn could
help pave the way toward improved political relations.

Besides assisting the U.S. supplier, the extension of credits to the USSR, in
instances such as financing the sale of energy-related goods and services, could
result in other benefits. In particular it could help assure that the output of
these projects would be shipped to the U.S. This supplement to our own
energy sources could serve to provide some balance in our dependence on for-
eign supplies of energy.

In closing, let me stress again that I believe the United States Government
sluld actively pursue the goal of freedom of emigration for all people. But I
feel that this goal can be best achieved through continued bilateral diplomatic
contact with the governments of the non-market economies. Indeed, Mr. Chair-
man, I believe much progress has been made to date in this entire area through
diplomatic initiative. And I have no reason to believe that such progress
should not continue. Thank you.

[From Newsweek Magazine, Apr. 8, 19741

MY TURN: TIE DISSENTERS SOLZHENITSYN LErr BEHIND

(By Herbert Gold)

Recently I returned to the Soviet Union to visit the dissenters Solzhenitsyn
left behind. On my last trip, nine years ages-almost everyone paid the police the
extreme deference of fear. Now a curious alteration has taken place. Whole
groups-intellectuals, nationalists, religious people of various convictions, Jews,
even mere admirers of jazz or contemporary films or the clothes that go with
more hair-seemed almost blithe about the cops tailing them and me. A blithe-
ness of desperation; nothing more to lose.
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With a scholar of Eastern religions, I waved for a cab during the rush hour
in Moscow, and of course one pulled up right away, ignoring everyone else. "We
can get cabs," he said. "It's a convenience." In Leningrad, Vilery Panov, the
dancer, put on a record of the music from "Coppelia" to confuse the bug as we
talked. "And also," he said, grinning, "because it's so boring for the KGB to
hear again my same old story." In MoscoW, a banned painter, expelled from his
union for "violation of the principles of socialist realism," echoed the words
of a physicist in Kiev: "At last, there are some fi-ee people in the Soviet Union.
We don't care any more."

Hundreds of these free people came to an all-day party for the writer Maksl-
mor, sent abroad a few days after Solzhenitsyn. It was an lonor roll of the
blacklisted of Moscow. A well-known critic took me for a walk in the frosty
weather. He spoke of an American friend who had once offered a gift of
money. "I refused," he said. He was very embarrassed. "I was working. My
wife had a good job. Now my books can't be published. My wife has no more
Job. Now please tell my friend we will acceptthe gift." We walked on, and this
stalwart man of middle years, a grandfather, a member of the party since the
war, was weeping with shame and rage. "Sometimes we have no money for
eating !"

General Grigorenko and others are in insane asylums for speaking out about
Soviet power lumbering against Hungary, Czechoslovakia, Israel, artists,
thinkers. For meeting. For passing out statements. For signing petitions. To
disagree with the regime is madness-the average Soviet psychiatrist will
certify a man for defending human rights. PARTY AND PEOPLE ARE ONE, as thp
billboards say. A poet. recently returned deaf from Siberia, said to me: "Make
no mistake about it. Soviet prisons are not nice soft ones like yours."

For the Jews, it is not the Germany of the death camps. It Is more like the
Germany of 1932-limitations on jobs, exclusions from schools, isolation from
culture and tradition. The regime seems uncertain about whether to milk the
Jews like cows or use them as scapegoats. Scapegoats are needed. The morose
drunkenness visible every night speaks for a general repressed rage amid the
triumphs of still another five-year plan. For those Jews who announce their
desire to emigrate to Israel-and without the right of emigration, men are
serfs-it is Germany, circa 1936. Joblessness, ostracism, police harassment,
random frameups and abuse. Engineers and mathematicians work as "lift
boys," to use the quaint English of one of them, because otherwise they -h be
charged with the crime of parasitism. I met a lift boy who has Invitations
to teach at Cambridge, Harvard and Berkeley. Another distinguished scientist
was called in for questioning four months ago. After his visit to the police, he
is still unable to sit down because of acid burns on his thighs and genitals.

MAKE LOVE, NOT WAR

All right, what does it have to do with us? We Americans have our own
problems, don't we? Isn't it foolish for a people with stains on its own flag to
meddle in the internal affairs of a great power that seeks to unfurl the banner
of detente? The wise old cold warriors now want to do business together--our
money and their natural gas, our industrial technique and their unexplored
resources, our markets and their markets-and isn't commerce between peoples
the way to peaceful coexistence?

The courageous physicist Andrei Sakharov warns that the matter isn't so
simple. His argument is that selling the Soviet-Union our computers and
industrial skills in exchange for raw materials will doom any hope of easing
the iron Soviet regime. The faceless bureaucrats will no longer need their own
"effete snobs" They can buy the technical ingenuity abroad; they can crack
down harder at home. The businessman's and banker's detente,, he says, will
snuff out the light still stubbornly glimmering among the immensely gifted,
stifled people of the Soviet Union.

And with this abandonment of hope for those who treasure freedom will
come a practical danger for America, too. Who will caution Soviet power
against the old-power games? When. oumr bankers put our money into loans for
natural-gas installations in Siberia, who will protect the supply when Pravda
discovers American iniquity some place in the world? If our little friend Saudi
Arabia can cut off oil to punish us, why shouldn't our brand new big buddy,
the U.S.S.R., act enthusiastically upon some other occasion to discipline. us?

30-229-74-pt. 4-37
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I walked on Gorky Street in Moscow with a mathematician who presented
me with -some simple arithmetic. "You give two good and get one weak."

"I don't understand."
"You give money for investment. Then you give tools, machinery, skills. In

return, you get a promise of goods. Two strong, one weak."
H..was suggesting that the bargain is not a smart one. Sakharov says some-

thing that touches more deeply : the bargain Is a cruel one.

DEAD SOULS

"You have heard of brain drain?" a fired professor asked me in Kiev. We
were standing In a desecrated, bulldozed Jewish cemetery not far from the
pits of Babi Yar. There were smashed columns, gaping holes filled with brack-
ish ice where coffins had been. My friend's daughter was weeping. Her great-
grandparents had been buried here. We tramped about in the slush and mud.
There was no reason to destroy this relic of the ancient Jewish presence In
Kiev, but nevertheless one night it had been done. "The problem here is not
brain drain," my friend said. "That's not why there are so many troubles. The
problem is soul drai'l."

Herbert Gold's most recent book is "My Last Two Thousand Years," pub-
lished by Random House.

Senator MONDALE. Dr. Louis Krauthoff and Mrs. Dor~een lrown.

STATEMENTS OF DOREEN L. BROWN, CHAIRMAN, CONSUMER EDU-
CATION COUNCIL ON WORLD TRADE AND LOUIS XRAUTHOFF,
CHAIRMAN, ADVISORY COMMITTEE, CONSUMER EDUCATION
COUNCIL ON WORLD TRADE

Statement of Doreen L. Brown

Mrs. BRowN. I am Doreen Brown, chairman of the Consumer
Education Council on World Trade. Dr. Krauthoff is chairman of our
advisory committee. He has a few words to say after my statement
and mine willbe very brief.

We are making this statement on behalf of a number of national
organizations, participating members of the Consumer Education
Council on World Trade, who are linked by a common interest in
U.S. trade policy and the welfare of the consumer. The list of orga-
nizations joining in this statement is attached. I serve as chairwoman
of this council on a volunteer basis, as do all of our officers and
board members.

The Consumer Educati Jn Council 6n World Trade was established
almost 2 years ago, through the efforts of 22 national public-interest
and consumer-oriented organizations, who felt that the American con-
sumer was neither adequately informed nor adequately represented
on trade issues. There had never been sufficient debate on the implica-
tions for the consumer inherent in U.S. trade policy, and individual
organizations who attempted to speak on behal of the citizenry were
being overshadowed by the very vocal vested interest groups.

Our member organizations are in unanimous agreement that every
consumer in the U.S. has a major stake in international trade; that
this is an issue that directly affects their economic well-being, as well
as their freedom of choice in the marketplace; that protectionism is
against their interest and that it therefore- behooves the American
consumers to become vigorous advocates of a freer trade policy.

We are particularly concerned because the low income consumers
generally suffer most, since they are most sensitive to any increase in
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prices, and since low-priced goods from abroad are normally the pri-
mary target of U.S. import restrictions. These concerns have
increased considerably, both in intensity and in validity, since the-
inception of this council, as we all realize that the brunt of The conse-
quences of an inflationary period in our economic history is borne by
those least able to compensate.

Although we favor strongly the prompt passage of dependable and
effective trade legislation and recognize the importance of such legis-
lation to ineaningful GATT negotiations, we are deeply troubled that
the pending legislation does not address itself sufficiently to the
specific interests of the consumers.

We presented a statement to the House Ways and Means Committee
urging additional consideration for the consumer and we were grati-
fied to see as part of the bill passed by the House of Representatives,
the inclusion-of consumer representatives on the Advisory Committee
for Trade Negotiations which will work with the special representa-
tive for trade negotiations. We do not feel, however, that this is
sufficient to protect the consumer and would urge that this committee
seriously consider the following recommendation:

That whenever there is a matter of adjudicatiofis, negotiations,
determinations or interpretations, or the creation of advisory bodies
to the President, the Tariff Commission, the White House Council on
Economic Policy, the GATT negotiating authorities or any other
entity concerned with the formulation and implementation of U.S.
trade policy, there should be included on these bodies representatives
of consumer interests. Such representatives would be responsible for
voicing and protecting -consumer interests oniy, as distinguished from
the 6lher self interests of any particular segment of the population.

We would also like to make an additional recommendation which
has to do with the fact that in U.S. trade legislation, as in this partic-
ular bill, the President has always been historically obligated to
consider the interests of various segments of the economy before
taking any remedial or protective action-industry, the worker, agri-
culture, and we feel that there should be spelled out in the legislation
that whenever he does take into consideration, before taking action,
the welfare of industry, labor and agricultural, that he also be
mandated to take into consideration the interests of the American
consumer.

In this way consumer welfare will have been given equal priority
with that of the other economic segments of the United States. We
are all aware that all American citizens are American consumers, that
the good of the American consumer is the good of the nation, both
economically and socially, and we feel very strongly that th-eir inter-
ests should be considered at all points and levels in the regulation of
trade policy.

Dr. Krauthoff has a few bright thoughts to add.

Statement of Louis Krauthoff

Mr. KrAUTHOFP. I am not so sure. I want to talk *with you more
about so-me dialogue with some other witnesses than the things that
are in my statement.
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Thle reason I feel that I have something to say is that I have some
background in committee trade hearings having served in the Special
Office of Trade Negotiations and the Special Information Committee
which held public hearings on the Kennedy Round and trade matters
subsequent thereto.

At one of these hearings I had the privilege of listening to the
testimony of Senator Fannin. The trade business then is not new to
me. I auess the only thing I want to say about the bill is that there
should be one, and if it is a minimum housekeeping bill, so be it.
Perhaps that is disappointing, but I just don't think you ought to let
yourself be thrown off the track by getting too much on the platter
which is not susceptible of being subdivided. If you do get into that
condition, then there is obviously going to be no bill because there are
too many controversial things in it. You ought to have a fall back
position. This country has been without trade legislation since Augmist
of 1967. We changed our trade policy in 1934 and there never was one
day's lapse between 1934 and 1967 without trade authority.

You know in the Congress What happens when there is a vacuum:
The executive branch does tend to fill the vacuum. They have done it.
It has been awkward. It hasn't been easy for them to negotiate where
it was sometime questionable if you had the authority, and what
authority, and wire you usurping perhaps Executive privileges, so I
think that this committee should decide to take the parts that they
agree upon out of the House bill and go ahead and at least give our
negotiators some form of legitimacy which I think they lack. I think
if they don't have it, the Congress is sort of copping out to some
extent.

As far as the marriage ,with business and government, I am glad
that you thought of agriculture. I know you also thought of labor
\and I hope you think of the consumer.

Senator MONDALE. Yes, maybe we should add the consumers, too.
Mr. KRAUTHOFF. Marriages of business and government are not as

popular as they might have been at the turn of the century. It is a
much bigger household than those two, and there are people who
might want to sit down with the businessmen tnd government when
they am changing their grand ideas for the perfect future because
there are other people who have thoughts about it, in no way denigrat-
ing the expertise of the businessmen. I was in business for 15 years
myself and headed a national trade association. Everybody has
expertise to put into the negotiations. I think they should all be used.

Senator TALMADGE. Thank you very much, both statements will
appear in the record. I am most grateful to you for your statements.

I will turn the chair over to Senator Fannin. I must leave.
Senator FANNIN [presiding]. Thank you for your statements. They

are helpful to us.
Certainly I agree consumers are important. One of the most serious

problems facing this nation is what OPEC is going to do, the Orga-
nization of Petroleum Countries of the World. When the President
decided that he was going to try to get consumer countries together, I
happen to have been visiting the producing countries at that time
and they were up in arms. They said let us not have a consumer

&



1615

country organization that could be the same as a cartel. Of course,
they have a cartel, so they want it all their way.

We are facing a very complex world as you well realize. We need to
protect the consumer and the only way that I can see that we can
protect the consumer is to think about the producer. We are in this
country up against some very serious problems. of competing in world
trade, and i we don't protect the jobs in the country, we are not
going to have consumers because, as you very well brought out, the
consumer includes the masses of our populations, the producers-
well, they are all consumers. But with most of the consumers, some-
where along the line, there has to be a producer involved with that
consumer or they are not going to consume very long. That is a good
way to put it. It is just a fact of life.

I agree we need legislative protection in our trade and other areas.
Other areas have pointed out we need protection for domestic pro-
ducers who are injured by unfair foreign trade practice. For example,
one of them told us we are being injured by the dumping of the
Polish golfcarts. Don't you think our golf industry needs protection
against dumping of foreign golfcarts, for instance?

Mr.KRAuTHOFF. Well, I certainly think they do if in fact dumping
has been committed. I think the dumping law has to be followed very
exactly. We also have to be careful to make sure that they are not just
accused of dumping and they are not 'scared out of the market.

As a golfer, I know you would agree with me it is nice to have
golfcarts. It is nice to have them at the lowest possible rental, and
if we acted hastily against the Poles without giving them a fair
shake according to our statutes, we might 'encourage Cushman and
others to take advantage of our rather affluent industry.

Senator FANNIN. I happen to know a little bit about the industry.
W e have a highly competitive industry. We have had companies try
to start up in my own State. They have not been able to compete.

Mr. KRAtJrHoFF. Did Links ever go to Japan, you were worried?
Senator FANNIN. That was not Links. It was another company in

competition, Bing, B-i-n-g.
Mr. KRAUTHOFF. Same design?
Senator FANNIN. Some of the people that now make Link clubs

were with the Bing industry. Wexn they left they had a similar
design. That is a long story because there are lawsuits galore in this
respect. What I am trying to bring out is that we have serious prob-
lems with, for instance, the Japanese, or we can go to other countries,
but specifically it is brought to my attention by the electronic industry
in my. State. They say, th e Japanese are making 100,000 TV sets and
it is costing them $50 a set, but the second 100,000 will just cost them
$40 a set. You know what happens. They say we are selling them
cheaper in the United States because we are selling them from that
second 100,000.

To me that is absolutely wrong and unfair. We are digressing some,
but what I am trying to bring out, is that if we are going to be able
to continue our competitive position in world trade, we must protect
the domestic industry to the point where they are not having unfair
competition. I am not in favor of saying. that the Poles can t ship a
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golfcart in here because they will sell under the price of an American
golfcart, but if they are building these golfcarts and they are doing
as I was illustrating-

Mr. K~trrAIOIF. Incremental prices for export.
Senator F -NIN [continuing]. They are selling at a lower price in

the United States than they are in their own country, we have laws
under the statutes which should apply.

I appreciate very much your testimony, gentlemen. We are not in
disagreement. We have to go beyond what, you have placed in the
statement to fully realize the complexities of the situation. We appre-
ciate your being here.

The hearings will stand in adjournment subject to call.
[The repairedd statements of Mrs. Brown and Mr. Krauthoff

follow:]

STATIE1M-ENT ON BEHXLF OF THE CONSUMER EDUCATION COUNCIL ON WORLD TRADE
BY DOREEN L. BitOWN, CILAIRMAN, CECWT

I am presenting this statement on behalf of a number of national organiza-
tions, members of the Consumer Education Council on World Trade, who are
linked by a common interest in United States trade policy and the welfare of
the consumer. The list of organizations joining in this statement is attached. I
serve as Chairwoman of this Council on a volunteer basis, as do all of our
officers and board members.

The Consumer Education Council on World Trade was established almost_
two years ago, through the efforts of twenty two national public-interest and
consumer-oriented organizations, who felt that the American consumer was
neither adequately informed nor adequately represented on trade issues. There
had never been sufficient debate on the implications for the consumer inherent
in United States trade policy, and individual organizations who attempted to
speak on behalf of the citizenry, were being overshadowed by the very _Vocal
vested Interest groups.

The Consumer Education Counci-on World Trade serves as a clearing-
house for the purpose of channeling information to and coordinating activities
on trade matters of its participating members, with the objective of achieving
more effective action on behalf of the American consumer. Its ultimate goal is
an informed and concerned citizenry who will be able to assume. its proper
role in the formulation of U.S. trade policy.

Our member organizations are in unanimous agreement that every con-
sumer in the United States has a major stake in international trade; that
this is an issue that directly affects their economic well-being, as well as their
freedom of choice in the market place; that protectionism is against their
interest and that it herefore behoove-s the American consumers to become
vigorous advocates of a freer trade policy.

We are anxious that the public become aware of the-adverse effects on their
welfare of tariffs, quotas and voluntary export restraint agreements, with the
danger of retaliatory action, all of which would InevItably reduce the quantity
of foreign imports available and thereby raise the price on all goods, as well as
limiting -significantly the range- of consumer choice by making some goods
totally unavailable. We are particularly concerned because the low income con-
sumuers generally suffer most, since they are most,sensitive to any increase in
prices, and since low-priced goods from abroad are normally the primary target
of U.S. import restrictions. These concerns have increased considerably, both
in intensity and in validity, since the inception of this Council, as we all realize
that the brunt of the consequences of an inflationary period in our economic
history is borne by those least able to compensate.

Although we favor strongly the prompt passage of dependable and effective
trade legislation and recognize the Importance of such legislation to meaningful
GATT negotiations, we are deeply troubled that the pending legislation does not
address Itself sufficiently to the specific interests of the consumers. Considering
that the American consumer is the one most likely to be affected adversely by
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trade barriers, and from the potential trade wars which such barriers-are
prone to generate, this seems to be assigning the consumer a very low priority.

During the last year we have been watching with mounting concern, quotas
come and go in response to domestic needs. Protective measures are imposed
one day, then as inflation becomes intolerable, lifted the next. The uncertainties
of such a policy, while it may offer temporary relief, are not very reassuring
and make it increasingly difficult to convince the consumer constituency that
its best interests are foremost in the mind of the trade policy formulators or
are even being taken into proper consideration.

We presented a statement to the House Ways and Means Committee urging
additional consideration for the consumer and we were gratified to see as part
of the bill passed by the House of Representatives, the inclusion of consumer
representatives on the Advisory Committee for Trade Negotiations which will
work with the Special Representative for Trade Negotiations. We do not feel,
however, that this is sufficient to protect the consumer and would urge that
this Committee seriously consider the following recommendation:

That whenever there is a matter of adjudications, negotiations, determina-
tions or interpretations, or the creation of advisory bodies to the President,
the Tariff Commission, the White House Council on Economic Policy, the GATT
negotiating authorities or any other entity concerned with the formulation and
implementation of U.S. trade policy, there should be included on these bodies
representatives of consumer interests. Such representatives. would be responsi-
ble for voicing and protecting consumer interests only, as distinguished from
the other self interests of any particular segment of the population.

I feel certain that the members of the Senate Finance Committee are aware
that this is not an original or radical idea. The concept, in fact, has already
been approved by Congress in the past. Some years ago a piece of legislation
was being considered by Congress related to Tariff Commission matters and con-
taining-a provision to include a consumer representative on the Tariff Commis-
sion. The entire bill, including the proposal for a consumer representative,
passed both houses of Congress. The legislation, unfortunately, was vetoed by
President Hoover. To the best of our knowledge, such a proposal has not been
reconsidered by Congress. We think it is time that it was, and expanded to
include other trade entities as well, so that consumer interest can become a
prime factor in the consideration of trade policy, particularly if such a policy
is designed, as it is claimed to be, for-the benefit of both our national and inter-
national interests.

There are several other aspects of the proposed legislation which are poten-
tially dangerous to the welfare of the consumer. We refer in particular to a)
the power given to the President to increase, under certain conditions, tariff
rates by 50%. b) the easing of standards by which the Tariff Commission
determines injury to a domestic industry and the devices which the legislation
authorizes the President to use to ease domestic injury. c) the authorization to
impose temporary surcharges or |import quotas to correct persistent balance
of payment deficits. d) the provisions for relief to industries from unfair trade
practices.

All of the above, if implemented, would directly affect the quantity and/or
prices of imported commodities, the burden of which ultimately would be borne
by the American consumer. We do not intend to make specific recommendations
to remedy these aspects of the bill, but are commenting on them as a demon-
strable example of the lack of consideration being given to the welfare of
the consumer.

United States trade legislation, including the pending bill, historically
imposes an obligation on the President to protect the interests of American
industry and American workers. We do not quarrel in the least with these
requirements, but it is necessary that the President should be required to give
equal consideration to the interests of the consumer. Their needs should be
given particular attention, not merged with other special needs. We would
therefore like to see spelled out in the legislation, that whenever the President
is mandated to examine the effects on various economic sectors of certain pro-
tective or remedial actions before taking such actions, he be -obligated to con-
sider the short and long term-effects of such actions on the American consum-
ers. In this way, consumer welfare will be given equal priority with that of
industry, labor and agriculture.
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In bs message to Congress on trade the President stated:"6A wide variety, of barriers to trade still distort the world's economic
relations, harlinv7 our own intere-sts and those of other countries. . These bar-
riers to trade, in other countries and in ours, presently cost the United States
several million dollars a year in the form of higher consumer prices and the
inefficient use of our resources. Even an economy as strong as ours can ill
atfford- uch losses."

We hope that these wods are meant to demonstrate a commitment on the
part of the United States to develop and implement a new and progressive
system of international trade from which all Americans may benefit and which
will strengthen our ties with other nations. Such a system to be viable must
be consistent with the principles of fairness and concern for all which we so
often and readily articulate.

As members of the Consumer Education Council on World Trade, we recog-
nize that all American citizens are American consumers, and that they repre-
sent the largest interest group in our country. Their welfare, therefore, is in
the interest of the entire nation, both economically and socially. It should not
be denied nor overlooked, but should, on the contrary, be given major consid-
eration in the formulation of a "more open and equitable world trading system."

STATEMENT ON BEHALF OF TinE CONSUMER EDUCATION COUNCIL ON WORLD TRADE

BY DR. Louis KRAUTHOFF, CIIAIRMAN,-ADvISORY COMMITTEE

Mrs. Brown has just told you generally about our Council and the board
consumer interests which it represents today. I am appearing before you, as
Ch~lrman of the Advisory Committee of the Council, to speak on a subject of
whili I think I have particular expertise-trade hearings themselves. As the
President of two national trade associations in the 1950's, I gained some in-
sights into the preparation of testimony. Then, as Chairman of the Trade Infor-
muation Committee of the Office of the Special Representative for Trade Nego-
tiations, from 1964 through 1972, my inter-governmental committee held public
hearings on international trade matters as directed by the Trade Expansion
Act of 1962.--

During this time I followed the trade hearings of the Congress with especial
interest. Those of the Ways and Means Committee building up to this bill were
eslcially lengthy: five thousand eight hundred and twenty seven pages in
1968; four thousand six hundred and fifty one in 1970; and five thousand
three hundred and seventeen (including the summary) pages of testimony were
generated-last year over a period of twenty four days.

In 1968, Ways and means spent eighteen days on trade hearings but never
reported out a bill. In I970 the House spent twenty three days in public hear-
ings on trade. The Senate spent two in October, and the-bill died on the Senate
floor two months later. The nation has been without trade bill authority now
since August 1967. Until then there had never been a lapse of even a week
since 1934, when we changed our trade policy. These issues are complex and
the policy decisions are difficult, but the country and its over two hundred
million consumers want action. They are not unaware that in this area espe-
cially there is apt to be Executive Branch usurpation when the Legislative
Branch leavewan unaccustomed vacuum.

In the testimony last year before the Ways and Means Committee, witnesses
representing sixty five commodities of direct consumer interest-from alumi-
num to zinc-were heard. Also appearing at those hearings were witnesses for
two hundred and twelve non-governmental organizations. Our Consumer Edu-
cation Council on World Trade was one of those groups and Mr. Brown has
outlined our basic grade goals. I just want to stress that in all this economic
mix, the American consumer has an enormous stake. They want to go on
having the wide variety of choice that largely unrestricted imports are so
essential in providing. They also want ample import entry to insure them as
much shelter as possible from Inflation, our-number one national problem.

It is not often that the consumers in this country get concerned about inter-
national trade, but when they do get the wind up they develop ways of being
heard. An early case4n point was the special import tax on tea that led to the
Boston Tea Party.
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Today our consumer group is up to nothing so startling. They merely seek
early passage of badly needed trade legislation, that is seven years overdue.
The House bill: (1) provides for increased U.S. exports and imports, better
jobs and economic growth at home; (2) protects legitimate U.S. domestic inter-
ests; (3) lays a basis for opening up new export markets and sources of
needed raw material supply; (4) provides for the establishment of improved
rules of the road and guidelines for harmonization In international trade which
can help us become more competitive abroad; 5) provides, In an increasingly
interdependent world, the authorities and the negotiating framework neces-
sary for effective international responses to disruptions and imbalance in supply
as well as markets; 6) and it does provide for increased consumer consultation
in the formulation of trade policy. Finally, and we believe this is of over-
riding importance to all groups-not just consumers-we are convinved that
a good trade bill will advance peace and security by helping to reduce interna-
tional economic and commercial irritations which can so easily lead to major
international disruptions.

The following national organizations, participating members of the Con-
sumer Education Council on World Trade, have approved these statements:
American Association of University Women, Americans for Democratic Action,
Church Women United, Friends Committee on National Legislation, Japanese
American Citizens League, Lutheran Church in America, National Board,
Young Men's Christian Association in the U.S.A., National Board, Young
Women's Christian Association in the U.S.A., National Council of Churches,
National Council of Jewish Women, National Council of Negro Women, National
Federation of Settlements and Neighborhood Centers, United Church of
Christ-Center for Social Action, and United Presbyterian Church in the U.S.A.

[Whereupon, at 12:30 P.m., the committee recessed, to reconvene
subject to the call of the chair.]





TRADE REFORM ACT Of 1973

WEDNESDAY, APRIL 3, 1974

U.S. SENT,
,CommrrrEE ON FINAN(T,

Vashington, D.C.
The committee met, pursuant to recess, at 10:05 A.M., in room 2221,

Dirksen Senate Officb Building, Hon. Walter F. Mondale, presiding.
Present: Senators Mo-dale, Nelson, Bentsen, Fannin, Ilansen, Dole,

Packwood, and Roth. Jr.
Senator MONDALE. Our hearings will come to order.
We have a very long list of witnesses today and if the committee

agrees, we will confine each of them to a 10 minute oral statement and
then the written statements will appear in the record as-though read.
The 5-minute rule which was earlier approved will remain in effect
throughout the hearings for questioning witnesses.

Our first panel will be Professor Richard Gardner of Columbia
University and Dr. Fred Bergsten of the Brookings Institution, and
I wish to thank each of you to your contribution to the development
of my amendment which seeks to deal with short supply problems. It
was something that I had been thinking about for some tim-; and
then I read an article reporting on a speech by Professor Gardner of
Columbia University and also saw some data which had been devel-
oped earlier by Fr Bergsten. On that basis I developed my amend-
ment, which is now pending as part of the administration's Trade
Bill.

I am very pleased to have the two of you here this morning, and I
would ask Mr. Gardner to proceed. .

I

STATEMENTS OF RICHARD N. GARDNER AND C. FRED BERGSTEN

Statement of Richard N. Garner

Mr. GARDNER. Mr. Chairman, in the interest of time I shall not read
my prepared statement, but simply touch-a few highlights that I hope
may be of interestto this committee.

At the outset I would like to say that I believe the Trade Reform
Act of 1973 on the whole to be a very good piece of legislation and
that its enactment would serve the national interest for two main
reasons:

The first is that the rules and institutions of world trade are now
badly in disarray. They must be revised and strengthened if we wish
to preserve an open international trading system. Without thq author-
ity to negotiate that this bill provides, we simply cannot do that.

'1621)
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Til second reason is that, the energy crisis has added new urgencx
to tdw., e negotiations. Faced with large trade deficits from higher oil
costs, virtually all of the major trading nations in the world will be
under severe pressure to resort to trade restrictions and push the
burden of adjustment on to others. Thi'3 would be a serious problem
even in a world with strong trade institutions and rules. It, could be.
an unmanageable problem in the present world with .a weak GATT
and with outmoded, ambiguous and, on some subjects, nonexistent
trading rules.

So without this bill one would have to be very pessimistic about, the
prospects of finding cooperative solutions to the trade problems caused
by the energy crisis.

Now turning to the Mondale-Ribicoff amendments, I need say little
about the basic rationale because, Mr. Chairman, in your speech on
December 3 you spelled out the case for amending the bill along these
lilies.

Senator 'MONDAL.E. I would ask the staff to put that speech in the
record following Professor Gardner's remarks.

Mr. GARDNR .R. Thank you. It is a case with which I fully agree. As
you pointed out, some 30 years ago President Roosevelt and Prime
Minister Churchill proclaimed as a war aim of the United States and
tle free world the goal of access on equal terms to the trade and raw
materials of the world. As you also pointed out, we forgot about that
for nearly 30 years in our preoccupation with access to markets. And
now, in a world of burgeoning populations and dwindling resources
and accelerating inflation, we have got to come back to this concept
of access to materials.

There are two very basic reasons for this, it seems to me. One is
that it is morally, economically and politically inconceivable that
nations which by an accident. of nature have a virtual monopoly over
materials the world desperately needs should have the right to hold
the world up for ransom as a result.. We must accept, all of us, includ-
ing the United States, the moral, economic and political implications
of interdependence.

The second reason is that we cannot, clear away import restrictions
unless we also deal with export restrictions. One will breed the other.
And if we are in a world in which we can all. be cut off without redress
at a moment's notice from access to vital supplies, we are all going
to be, thrust into a new attempt to gain self-sufficiency. We see this
happening already. So eliminating export controls is an indispensable
element in our strategy to clear away import controls.

Having said this, I think we should recognize that the goal which
you have set, Mr. Chairman, will involve very complex and difficult
international negotiations, because when we talk about export restric-
tions we are talking about a wide variety of things. There are export
controls put on for political purposes, which is what happened at, the
outset of the Arab oil embargo. There are export controls established
to preserve access for the domestic population to commodities in short
supply (we have the bakers of America now asking for export restric-
tions on wheat for that reason). There are export restraints put on
for conservation reasons. There are export restraints put on for price-
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raising reasons by a producers' cartel. And finally, there are export
restrictions of a so-called voluntary kind put on by one country,
Japan; for example, at the request of another, such as the United
States.

Now these five kinds of controls all need to be dealt with analyti-
cally in a different way. So what I am suggesting is that while fully
supporting the amendments that you and Senator Ribicoff have intro-
duced, I think we should give the executive braiich sufficient flexibil-
ity to negotiate rules about all of these things, and this will inevitably
require reforming our own practices. We cannot have it both ways. I
think we could well show the world an example with respect to the
raw material system which we control food, that we understand the
obligations of interdependence. The forthcoming World Food Con-
ference, in which I know you, Mr. Chairman, have a very deep per-
sonal interest, seems to be a splendid opportunity for us to present the
kind of example in this raw material which we control that we wish to
see others follow on raw materials where we have a degree of
dependency.

I would like to suggest also that we should try to act multilaterally
in this area, wherever possible. Your amendments, as I understand
them, call for amending the purpose clause of the bill to stress access
to raw materials as a basic objective. They ask the executive to seek
to i egotiate strengthened rules in the GATT and other institutions
on raw material access. They call for multilateral reprisals against
countries that fail to live up to these rules, both members of these
agreements and nonmembers as well. And finally, they authorize the
President to retaliate as necessary to protect the national interest
against those who do not play the game.

I would urge that in implementing a new international economic
policy of access to supplies we seek to act multilaterally, not bilater-
ally, for at least three reasons.

The first is that in most cases the threat of reprisals against raw
material cutoffs will have little practical significance unless we have
our OECD partners with us-and we know they have not been with
us in the case of oil.

Second, unilateral U.S. action will look to others as a destructive
act of nationalism unless it is related to multilateral rules and
multilateral procedures.

Third, such an effort of collective economic security could easily
degenerate into a north-south economic war unless it is based upon
principles that are acceptable to a substantial number of both devel-
oped and developing countries.

So I would hope that your amendments in their final form would
specify that the President should exercise his authority-to retaliate in
conformity with GATT or other multilateral agreements once these
have been renegotiated to deal adequately with supply access.

Pending such renegotiation, of course, the United States would
reserve the right to retaliate without multilateral approval, but it
should be understood that the President would use this authority only
as a last resort and in conjunction with other consuming countries
wherever possible.



1624

One final thought. Codes of conduct by themselves are not enough.
We will not get new rules and procedures assuring reasonable access
to supplies from developing countries except in a much broader con-
text involving a fundamental restructuring of international economic
relations. The developed countries are rightly concerned about secure
aem. s to supplies controlled )y developing countries. But the devel-
oping countries, in their turn, are rightly concerned about other kinds
of aecess--access to markets, to capital, to technology, to management
skills and to an adequate voice in decisionmaking in international
economic forums.

The challenge facing our economic foreign policy is to fashion the
world order bargain that will make access to resources a negotiable
element in a new system of collective economic security that. works in
the interest of developed and developing countries alike.

I will not say more because you have a long witness list. I will just
add that at. the end of my prepared statement I have suggested six
specific ways the bill could -be improved on other matters, including
the tariff and nontariff authority, the escape clause, countervailing
tiese, renegotiation of GATT, and preferences for developing
count ries.

Senator MON )AL.. Thank you very much. If the committee agrees.
we will now go to Fred Bergsten and then we can ask questions.

Statement of C. Fred Bergsten

Mr1. BEIRGS'rN.-. Thank you, Mr. Chairman.
As you well know, the committee is really involved in quite a

historic task right now because you are writing a major piece of trade
legislation, which happens about once a decade at the most frequent
these days. Therefore, one has to take a very fundamental look at the
pl)rlo)e of U.S. trade policy over the longer run in developing a bill
s1(1h as is before you. And I would submit at the outset of my state-
ment today that the purposes of U.S. trade policy must now be viewed
in a very different light than we have traditionally viewed them in
tIhe past.

inflation Ins replaced unemployment as the cardinal economic
)r:llem fac-ncr the United States, and it may have become. our pri-

wa'y political problem os well. Prices continue to rise rapidly despite
tle downturn in economic growth and the increase in unemployment.
There is little sirn that, even the rate of price increase will abate
simnifivantlv in the future. There is widespread' fear from observers
from a variety of schools of economic and political thought that the
united States may soon join the growing ranks of countries suffering
from (louble-di git inflation.

Traditional policies of restraining demand and applying direct
controls to prices and wages have not checked inflation, and would
now probably make it worse. Thus U.S. economic policy is much more
difficult to conceive and manage than at any previous time in the
postwar period. Even if one does not agree that inflation has become
our most. important economic problem, it is clear that it is here for
the indefinite future and is being caused bynew and perhaps struc-
tural, rather than simply cyclical, factors.
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The objectives of U.S. foreign economic policy are dramatically
altered by this new internal economic situation. In the past, like most
other countries, the United States has sought to use its external poli-
cies primarily to avoid increases in domestic unemployment. Barriers
were erected to protect industries threatened by imports. Exports
were subsidized. Overvaluation of the dollar has been opposed, since
August 1971 with a vengeance.

But now that inflation has become so serious, and so resistant to
traditional policy measures, U.S. foreign economic policy must be
geared at least in large part in that direction. Such a policy would
facilitate imports, to increase the supply of products available in our
economy to check price rises. It would reject any new barriers to
imports. It would end subsidies to exports, which drain resources
a way from our economy. In short, it would reverse much of the thrust
of our previous foreign economic policy. Fortunately, the dramatic
improvement in our balance of trade and overall balance of payments
positions, and the strong outlook for both despite the sharp increase
in oil prices, permit pursuit of such approaches without fear of fall-
ing again into the costly pitfalls of an overvalued dollar a Ia 1969-71.

Such a use of nontraditional policies to fight inflation is particu-
larly important at this time. The traditional resort to restraining
aggregate demand could raise unemployment to unacceptable levels,
and-as in 1970-71-would probably not even curtail inflation much,
since the root of the problem lies elsewhere than excess demand.
Wage-price controls have also failed, at least in the ways tried
recently, and probably in fact made things worse. So there is an
urgent need to adopt a whole series of more selective policies to fight
inflation without raising unemployment. The foreign economic policy
I advocate today could be an important element in any such strategy.

The administration has taken a number of steps in this direction,
in recognition of the new economic situation. Import quotas on petro-
leum and meat have been lifted, and the quotas on dairy products
significantly raised. Subsidies on agricultural exports have termi-
nated. The appreciation of the dollar has been supported by official
intervention, and its depreciation resisted.

It is noteworthy that numerous other countries, faced similarly by
a steady acceleration of inflation and unable to cope with it by tradi-
tional policies, have taken similar steps. Several countries (e.g., Ger-
many, Netherlands, Australia, Norway) have revalued their exchange
rates explicitly to fight inflation, even when their payments positions
were not in surplus. Several (e.g., Japan, Canada, Australia) have
unilaterally cut their tariffs for the same purpose, despite the immi-
nence of a multilateral trade negotiation in which they are to trade
concessions on a reciprocal basis and hence would have traditionally
husbanded -their import barriers with great vigilance. And a great
number, rangingfrom the United States on soybeans through Brazil
on cotton and leather to the United Kingdom on iron and steel, have
embargoed or severely limited exports.

Thus there clearly is scope to use foreign economic policy to fight
inflation. In addition, it is clear that the United States must be pre-
pared to counter the efforts of other countries to export their infla-
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tion tb us through such measures as export quotas. We must also be
prepared to counter the inflationary effects on us of the policies of
other countries, even when adopted for other reasons-as with the
cutbacks in production, and selective embargo, by the oil producers.

Because this set of problems is so new, however, it. is virtually
ignored in both the legislative basis for U.S. trade policy and the
international arrangements which seek to regulate world economic
relations. The Trade Reform Act cannot ignore needed improvements
in dealing with the traditional problems of trade policy, such as
adjustment assistance for workers dislocated by imports, and I will
comment briefly on some of those issues later in my statement. But
the primary goal of any new legislation should be to enable U.S.
trade policy to cope with the primary international economic prob-
lems of today: inflation at home, and the inflationary impact. on us of
the policies of other countries.

There are several ways in which the Trade Reform Act should be
amended to this end. Some changes would deal with the risk that
other countries will seek to deny us access to their resources, and some
would deal with our own policies which might impede such access.

First the Mondale-Ribicoff amendments should be added to the
legislation. The basic purpose of these amendments is to foster the
negotiation of new international rules to govern export limitations,
just as international rules have governed import limitations through-
out the postwar period. If the import precedent were followed, coun-
tries would have to justify internationally any resort to export
limitations, apply them only'for temporary periods, and provide coin-
pensation to countries injured by the move or accept retaliation from
them-which is why the amendments quite properly would also
author.lez the United States to retaliate against unfair export controls
levied by others. No international rules could be expected to work
perfectly, of course, but their existence would almost certainly deter
precipitate action in resort. to export controls.

As a result, the United States would face less risk from the actions
of other countries. That risk is real, as long as inflation continues and
shortages tempt suppliers to limit exports, both to permit domestic
consumption of their own resources and to raise world prices for
their output. At the same time, such rules would lessen our own
temptation to resort to export controls except when they were clearly
and justifiably needed.

In short, the world should negotiate new rules and institutional
arrangements to prevent trade wars of export, controls, just. as it
negotiated the GATT after World War II to prevent trade wars of
import controls. National efforts to export inflation are no more likely
to succeed in the long run than past national efforts to export unem-
ployment, but they could wreak havoc in the interim and raise major
problems for both national economies and overall relations among
countries. The negotiations of such new arranarements should be a
priority U.S. objective in the forthcoming multilateral trade negotia-
tions, as called for by the Mondale-Ribicoff amendments.

Second, section 123 of the act, which authorized the President to
suspend import barriers to restrain inflation, should be expanded.

I
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As already noted, both the United States and numerous other
countries have taken a number of ad hoc measures in this direction.
Such steps make imminent sense. They increase the supply of avail-
able goods and hence counter inflation in a fundamental way-unlike
the artificial restraint of inflation through price controls, and opposite
from the shortages of goods and acceleration of inflation triggered by
import controls.

In the United States, barriers to imports were raising our consumer
prices by at least $20 billion as recently as 1971. Fortunately, that cost
has been reduced by the lifting of the oil and meat quotas. But
sizable costs remain from the whole array of tariffs plus the remain-
ing quota restrictions on textiles, steel, dairy products and several
smaller items.

Section 123 of the bill would authorize the President to reduce
tariffs and increase the level of import quotas to restrain inflation.
This is a major and highly desirable innovation in U.S. trade law.
However, the authorization is limited to 30 percent of total U.S.
imports at any given time and a duration of 5 months for any prod-
uct, and excludes any agricultural products under import quota.

I recommend that all of these restrictions be struck from the
Trade Reform Act. All imports should be subject to elimination of
all tariff and nontariff impediments, for a period to be determined by
the President to fight inflation. If time limits are deemed necessary,
they should run for at least 2 years to encompass the boom phase of
the normal business cycle. Domestic groups which might be injured
by such actions are fully protected by section 123(b)(1), which
requires the maintenance of existing import barriers for any products
where injury might result from their reduction.

Third, section 331 should be amended to require injury to a U.S.
party before countervailing duties must be levied against the export
subsidies of a forei government.

As already noted, the use of export subsidies is declining around
the world as countries seek to export their inflation rather than their
unemployment. Nevertheless, some export subsidies remain and the
United States needs a clear policy to cope with them.

However, in an inflationary climate there will be many instances
in which the United States should welcome the benefits to its con-
sumers provided by foreign export subsidies. Hence it should counter-
vail against the subsidies only if they injure the workers and firms
,vhich compete with the subsidized imports. Such a policy has tradi-
tionally been followed with regard to dumping of products by foreign
firms, which also subsidize U.S. consumers.

Regrettably, chapter 3 of title III of the Trade Reform Act does
not incorporate an injury test for the application of countervailing
duties. In fact, for the first time it would authorize countervailing
against duty-free imports, with an injury test only when required "by
the international obligations of the United States." I recommend that
an injury test be required for any application of countervailing
duties, on dutiable and nondutiable goods, so that U.S. inflation can
be reduced by foreign export subsidies except where U.S. producers
of competitive products would be injured in the process.

30-229-74-pt. 4-38
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o1 urth, Title V should be liberalized to further facilitate imports
from the developing countries.

The developing countries are a major potential aid to U.S. efforts to
fight inflation. Unlike virtually all industrial countries, many of them
have unut ilized labor which could be profitably employed i! markets
existed for their out put. Thus there is a natural fit between our need
for more goods and their need for jobs.

In addition, many of these developing countries . control the supply
of key primary products. They are much more likely to seek to raise
the price of these commodities, increasing our inflationary problem,
if they are unable to meet their own nees for jobs and export earn-
ings by developing their manufacturing sectors.' Hence our own
ant iinflationary effort could be doubly boosted if we increase our
imports of manufactures from the Third World. And recent inter-
national discussions suggest that we and the other industrial coun-
tries may have to provide more access to our markets for the
manmfactured goods of the developing countries if we are to win
their acceptance of new rules to govern our access to their primary
products.

Title V of the act seeks to do so by authorizing generalized tariff
preferences for such products. However, several key limitations to
that authorization are now included. The President is required to
take into account a number of factors in determining whether imports
from particular developing countries are even eligible for prefer-
ences, including their actions toward U.S. investments. At least 35-50
percent of the value of the imported product must be produced in the
beneficiary country itself. Products subject to import quotas would
not be eligible. Preferences would be lifted wherever eligible imports
reached a level of $25 million or 50 percent of total U. imports of
the item-both tiny amounts of U.S. consumption of virtually every
product-unless tle President explicitly decides "that it is in the
national interest" to continue the preferences.

I recommend that all of these limitations be eliminated. Any value-
added requirement should at least encompass value added in all
eligible developing countries, not, just the country exporting tle final
product. Products subject to import quotas, such as textiles, should
be eligible for preferences; indeed, these preferences would run less
risk (f causing injury to domestic interests than preferences on any
other products by virtue of the existence of the quantitative limits.
Most important, any ceilings on preferential imports should be much
higcher-and it would be far better to avoid ceilhns altogether, as in
the original U.S. preference plan proposed by President Nixon in
1969. The standard escape clause, particularly as modified by this act,
would provide the needed safeguards against injury to U.S. workers
or tirmns resulting from an excessive growth of preferential imports-
which brings me to my final point.

Fifth, Further improvements in the adjustment assistance program
are needed to maintain the antiinflationary trade policy which I have

See C. Fred Bergsten, "The Threat From the Third World," Foreign Policy 11 (Sum-
mer 1973) and "The Threat is Real," Foreign Policy 14 (Spring 1974).
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proposed, because of the problems occasionally caused for particular
groups of workers by import flows.

Even in an inflationary climate, where increased imports are clearly
in the national interest, equity requires governmental assistance to
those particular groups-particularly workers, but sometimes firms or
even entire industries-which may on occasion be injured by those
same imports. Indeed, the enhanced importance for the United States
of unimpeded access to imports enhances the importance of an
effective program of adjustment assistance because the only alterna-
tive to deal with such injury, restrictions of the imports themselves,
is so obviously undesirable. Thus I strongly support the preference
expressed for adjustment assistance over import relief in several
sections of title II, the several requirements that industry efforts to
adjust be carefully scrutinized in determining whether to grant
import relief or to maintain such relief after it is initially granted,
the numerous requirements that consumer interests be considered in
any determination regarding import relief, and the authorization of
congressional vetoes of any new import quotas enacted by a President.

In addition, H.R. 10710 would reduce the need to resort to import
restrictions by significantly improving the adjustment assistance
program. However, further improvements are highly desirable and
can be implemented at quite modest cost:
-The bill provides that workers laid off due to increased imports
would receive 70 percent of their previous weekly wage for the first
26 weeks of unemployment, and 65 percent for the remaining 26-65
weeks of eligibility. This level of benefits would represent a significant
cutback in the take-home pay of many workers, and should be raised
to 80 percent for the duration of eligibility.

The proposed program provides no fringe benefits. Such benefits,
particularly health and life insurance, add perhaps 15-40 percent to
the real income of most workers. The Federal Government could
easily keep such insurance going during the periods of worker eligibil-
ity bvy paying the premiums previously paid by their employers.

To achieve real adjustment and limit, costs, early warning of possi-
ble trade-induced dislocation is needed. The Government, working
closely with private industry and labor, should create a systematic
progiran for detecting new areas where increased imports will lead to
problems and which will give them prompt attention.

Adjustment assistance should be available to import-impacted com-
munil ies, as well as groups of workers and firms.

A new Office of Adjustment Assistance should be created in the
Executive Office of the President to run the program. Its administra-
tion is otherwise too diffuse to be operated with maximum efficiency.

CONCLUSION
With the proposed changes, along with its other provisions, the

Trade Reform Act could take the lead in addressing U.S. foreign
economic policy to the problems of the relevant future. It could play
a particularly important role in combating inflation. It could pro-
vile means to dea effectively with any job fosses caused by increased
imports. And it would place the United States in an excellent position
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to negotiate new trade rules wlIdh would both promote our national
economic interests and further the prospects for global economic
cooperation--a vital necessity in today's world of unquestionable
economic interdependence. My final recommendation is that the coin-
mittee report the amended bill as quickly as possible, and push for its

early adoption by the entire Congress.
Thank you.
Senator MONDALE. Listening to your analysis of the world in wlich

we live where the danger is inflation and not unemploynment, and
having earlier listened to some of the representatives of organized
labor where they are terribly concerned about unemployment, one
wonders whether we are looking at the same world.

For example, the auto workers, which have traditionally opposed
any kind of quotas, s peaking through their president, Leonard Wood-
cock, last week as I recall, asked for temporary quota protection
against the importation of cars on the grounds that the drop in for-
eign exchange reserves in Japan would probably force the Japanese
to try to export furiously their small cars. Then Mr. Meany, testified
that there is a very strong movement in unemployment. When I go
around the country that is what I hear when I am with union leaders
and members. They are very concerned about their jobs.

Now how do you reconcile those two views of what is the major
economic problem today?

ir. BEROSTEN. I must say I have great sympathy with the auto
workers. They are victims of two things that were beyond their con-
trol. One was the failure of our automobile industry to move as it
should have moved to producing the kind of small cars that obvi-
ously were in demand by American consumers. And that was coupled
with the second factor, the energy crisis, which has so dramatically
changed energy cost in this country. A massive transition problem
was created for the automobile workers as Detroit is now forced to
the production of smaller cars.

But I would think that import restraints would be exactly the
wrong way to deal with the issue. Indeed, the only-reason that Detroit
ever began to produce any small cars whatsoever was foreign competi-
tion. The United Auto Workers would be in a much worse situation
today if Detroit had not been forced, first by Volkswagen in the late
1950's and then by the Japanese in the late 1960's, to begin producing
at, least, some small cars so that some American demand for that kind
of vehicle could be met from domestic production.

If it had not been for the competitive impulse of foreign competi-
tion, our automobile industry and our automobile workers would be
in far worse shape than they are today. Now that of course leaves
open the question of what to do about the present situation where we
(o have a transitional problem for the automobile workers and,
indeed, for our automobile industry, having let itself be in the
position it is in today.

I think the answer would be direct support to the automobile
workers, which would have been included in the adjustment assistance
package of the energy bill which was voted by the Congress recently
ut vetoed by the President.



1631

Senator MONDALE. Are you talking about unemployment insurance?
.Ir. BEROSTEN. That is right. I t link that is the response. I think

any effort to put import quotas on now would be totally ineffective
because American demand for automobiles has shifted from large to
small cars. If you put quotas on imports of small cars, you are not
going to significantly increase the demand for large cars. You simply
reduce the demand for all automobiles, until the quotas are lifted or
until Detroit has retooled itself to produce the small cars which are
being demanded now by American consumers.

I think there is very little chance that import quotas of the type
called for would have a very significant effect in increasing enploy-
ment in our automobile industry, because the American consumer s
demand for automobiles is simply not for the kind of cars that Detroit
is ,now prepared to produce.

Indeed, I would think that putting on import quotas would slow
the pressure on Detroit to convert to produce the kind of cars that
they can sell here and therefore, even in the relatively short run,
would have an adverse impact on employment in the automobile
industry.

Senator MONDALE. I am going to return with some other questions
but for the moment, Senator Fannin.

Senator FANNIN. Mr. Chairman, just to get into that one subject, as
far as what the automotive industry has done I think we have to
realize the tremendous number of jobs that have been available over
the year because they have been producing a larger car. And I do not
believe that the American public is demanding a small car. But I do
feel that they are demanding an efficient car, and I think this is
shown by their willingness to buy expensive cars produced, for
instance, in Germany that are more efficient.

As an illustration of what is being done, if we are going to have
the jobs available in the automotive industry and the public is going
to have the demand satisfied, I think we should look forward to
producing both a small car and a large car or medium sized car that
has a low utilization of fuel. I think that is what we really must look
forward to. I do not think we want to just say, well, everyone wants a
small car, because most people do not want a small car. They want
comfort in the car and I think they are willing to pay for it, but they
are concerned with the utilization of fuel.

Do you agree with that?
M r BERGSTEN. I fully agree with the focus on efficiency. But there

is a pretty high correlation between efficient utilization of energy
resources and the size of the car.

Senator FANNIN. Yes, but you can have lighter metals utilized. You
can have many cutbacks as far as weight is concerned in the car, and
you can have a much more efficient running car as illustrated by someof the foreign cars being sold in the United States today. Well, that is

one matter that I think is important because if we are talking about
jobs in the automotive industry, that is certainly a factor.

One thing I wanted to discuss with Mr. Gardner is concerning the
current policy within the European economic community. Do you
think we can attain a consensus among our trading partners to revise
GATT to insure access to supply?
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Mr. GAnDXP.R. I think we face a long and difficult negotiation. I
think we should not be under any illusions. I think the notion that
we are going to get a negotiation completed in a year or two, frankly,
is not realistic. I see this as a negotiation that. probably will run into
the next administration, and given the disarray in which a number of
the European countries find themselves, and'of course France now
enters a period of great difficulty and uncertainty, I think we have to
faee the fact that. this is a 3 or 4 year proposition.

But I think if we handle our negotiating situation well, we have a
reasonable chance of getting some improved rules.

Senator FANNIN. Well, I do think that you will agree as far as
)ringing pressure on the producing nations-we are talking about the
petroleum producing nations of the world-unless we have some pro-
vision where we work together-the consuming nations of the world
work together-we as a Nation can not bring very much pressure.

Now when we talk about what we can export, to the Mideast
nations, they are dependent upon us for very few items. In other
words, they can go to other countries of the world. I was just in the
Mideast and I know that they are developing agricultural resources.
In fact, we witnessed on the little island of Abu Dahbi a hydroatomic
agricultural program that is going forward. They are not going to
be dependent upon us for agricultural products. Honestly, how do
you think that we can bring pressure other than through GATT or
some combined program?

Mr. GARDN-ER. I stressed in my statement that we should seek to
work multilaterally in most cases. Unless we had a substantial num-
ber of our OECD partners in Europe and Japan with us, we would
be in great difficulty.

On the other hand, there are cases where we have a great deal of
leverage either alone or in conjunction with one or two other coun-
tries. Take the case that you mentioned about Saudi Arabia. You
asked, what do they need us for? I am going to put it rather bluntly:
in the long run they need us for the survival of that regime. We are
supplying large amounts of military assistance. I do not want to be
understood as saying we should take any precipitious action, but I
believe, sir, that we have some leverage in the situation and I think
the indications are that, we have used it behind the scenes in the last
few months to bring about the termination of the embargo.

Senator FAN IN. I agree with you and that is the most powerful
negotiating tool we have. In fact, it is about the only one that I have
observed that could be utilized to great advantage. I notice, Mr.
Gardner, you quote Cordell Hull and I of course know that that is a.
different situation than what existed when he made that statement,
because we do have Russia to contend with.

Thank you.
Senator MONDALE. Senator Hansen.
Senator HANSEN. Mr. Bergsten, you estimate that imports as

recently as 1971 cost the U.S. customer $20 billion annually. You
assume the oil import program cost the consumers in recent year how
much ? Would you want to hazard a guess?

Mr. BEROsTEN. The figure compiled by the Cabinet Task Force on
Oil Import Policy in 1970 was $6 or $7 billion.
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Senator HANSEN. Now that oil import program of course has been
scrapped. What has happened to the price of oil since then?

Mr. BERGSTEN. We all know how dramatically it has risen.
Senator HANSEN. You still feel, though, that it makes good sense to

stop all import restrictions even though it may discourage the devel-
opient of available domestic industry? That could have avoided to
some extent at least, the situation we find ourselves in these last
several months.

Mr. BEnSTE.N. It is not clear to me that maintaining the oil import
controls for 12 years, using up our domestic suppliesidid not in fact
add to the problem that has increased oil prices in the last 2 years.
11ad we had more domestic production still on hand rather than used
up, we would have been in a far stronger position to counter the Arab
oil embargo, and I think probably could have held prices down.

Senator HANSEN. I think the facts are that there are a number of
authorities who would disagree that we used up our domestic sup-
plies. I think it can be supported factually the lack of incentive
among independent oil companies as demonstrated by the fact. that in
1957 we had over 20,000 of them drilling for oil in this country, and in
1972 that number had dropped to less than half that number down
to about 10,000 with only half as many wells being drilled despite the
fact that our consumption of energy and oil had doubled, so that the
shortfall was about in the ratio of 4, certainly suggests to me that, the
mandatory oil import program wras caught on both sides. W e tried
when it was put into effect to give the encouragement to the domestic
industry, but we did not let, for a number of reasons, prices rise to
give the financial incentive that would follow.

So I would ask you, do you think that if we do develop a depend-
ency on foreign supplies of any kind, we can be assured that foreign
suppliers are going to keep prices cheap.

When Mr. Abel was here not long ago he testified that the cost of
imported steel now exceeds the price of domestic steel by $100 per
ton. How would you respond to his statement?

Mr. BEROsTE . I would find it very surprising and difficult to
reconcile his statement with the continued call of the steel industry
for import barriers. If the foreign steel is costing $100 a ton more,
there is certainly no need for import restraints to keep it out. Indeed,
as I have observed, what has happened in the last year or so has been
a dramatic improvement in the competitive position of our steel
industry, so any import restrictions now would seem totally
redundant.

Senator HANSEN. Without trying to defend or support the conten-
tion made by the domestic industry, my question was do you think
we can depend upon foreign sources to keep prices cheap if we lose our
domestic capability to compete with them?

Mr. BEROSTEN. No, not if we completely give up our domestic capa-
bility. That is one major reason for the Mondale-Ribicoff Amend-
ments, to set up both domestic policies and international rules that
would put the pressure on other countries not to extort from us.

As you may know, I have taken the position rather strongly in
recent months that we face in other raw materials the potential for
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the yery same problem that we have faced in oil-that foreign produc-
ing countries may deevelop cartels to try to gouge us on price, tie
sane as they have done in oil--and that we have to respond to that
very effectively. So I am with you on that.

Senator JANSE.N. I am sure that Zaki Yamani needs no defense
from me, but. when we visited some of the Arab countries early this
year in January and we talked about, the commonality of interest
iiat we and they had in keeping prices down so as to halt. or slow
down tie possibility of a world-wide inflationary spiral, they said do
)not. look at, us. First compare the cost of American products that we
are l)uying, and they spoke about a number of things. And they had
some pretty dramatic illustrations.

So let. us not look at the Arabs and say quite insulated from any
other consideration that the oil prices have risen. I think a point can
be made that they are using a depletable resource. The time will come
-1 do not know how quickly-wlen they will be out of oil.

And to conclude, Mr. Chairman, the point that they were making
is that, when we compare the price of oil as it has escalated in recent
months, they would like us also to compare the price of goods that
they have been buying from us in recent months.

Mr. BERGSTEN. May I say I think you make one of the most impor-
tant points that, can be made in this discussion, because in a highly
inflationary environment such as we now have everybody is trying to
keep one leap ahead of the other guy in raising his prices. That is
why I am calling for a U.S. trade policy, a new set of measures, a new
set of mechanisms to try to cut that off because everybody loses very,
very badly in both economic and social terms if the process continues.

Senator HA.,S-EN. Thank you, Mr. Chairman.
Senator MoNDA,,LED . Senator Packwood.

ATDJUSTM ENT ASSISTANCE

Senator PACKWOOD. Mr. Bergsten, on adjustment assistance, we have
had several witnesses testify as to the distinction among the words
substantial, primary, and major. In your opinion, what should be the
standard for adjustment assistance?

M r. BER, STEN. Substantial.
Senator PACKwooD. As defined in the bill?
Mr. BErOsTEN%. I think the eligibility criteria in the bill as it now

stands are, quite good and would provide the basis for an effective
adjustment assistance program.

Senator PACKWOOD. Were we to adopt the Mondale Amendment,
should we have a provision for veto by Congress in the event the
President, exercises his power unwisely in using export retaliation
powers?

Mr. BEROSTEN. I should certainly think you should careful proce-
dural safeguards that insure the open testimony of all interested
parties before any decisions were taken.

Whether you would want to have a congressional veto, or rely on
Tariff Commission procedures as we now do in the escape clause, is a
hard question and really gets to whether the Congress feels it should
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take up individual issues of that type. I would certainly have no
objection to it. I think it would addl to the basic purpose, to make
sure that there are procedural safeguards and the whole issue is con-
sidered very carefully.

Therm, are usually not very great time urgencies on these matters,
so 1 would not be dissuaded by a concern that it would slow the
processes.

Senator PACKWOOD. I think Senator Mondale has a good idea, but
we make no particular provision one way or another and I wonder if
there is any value in consistency when we are talking about trying to
achieve the same end in toto, whether we are talking about tariff or
non tariff barriers, or export limitations.

Mr. BERGSTEN. It would be consistent. I think the intimate involve-
ment. of Congress in trade policy is essential because trade is such a
highly politicized issue in this country now, and Congressional input
is the only way to insure that all aspects of the issue are always heard.

So as I say, I would certainly have no objection to that inclusion.
Senator PACKWOOD. I have no further questions.
Senator MONDALE. Senator Roth.
Senator ROTH. A number of our witnesses in the past have expressed

concern about, preserving the industrial base of this Nation, that we
should not permit ourselves to become a service country.

I wonder if you would care to comment on that, and if you agree
that it is a problem, what we should do to make certain that we main-
tain the industry we need down the road.

Mr. BERGSTEN. I certainly share the concern that the United States
retain a strong industrial . base. I must say I am quite pleased and
optimistic about our ability to do so.

In looking at our foreign trade performance, even during the
period of massive overvaluation of the dollar in 1969 through 1971,
our trade surplus in capital equipment, heavy production goods, the
kind of things that make up an industrial base, remained ve-ry sizable
and quite strong.

Since the exchange rate realinements have removed the artificial
impediment to our competitive position caused by disequilibrium
exchange rates, there has been of course the most dramatic improve-
ment in our trade balance in a single year than has ever happened in
the history of trade-an $8 billion improvement in our commercial
trade balance, some of it agriculture, but much of it, in addition, on
the side of manufactured goods, with the volume of our industrial
exports rising by almost 25 percent in a single year.

All of that, I must say, gives me a great deal of confidence in our
industrial base. The question for the future is how one insures
retaining that industrial base.

I for one would be reluctant to think tFat we could maintain it by
erecting barriers to competition within our industrial base. I indi-
cated before, on the automobile industry, that the impulse of external
competition has forced our automobile industry to innovate, modern-
ize, diversify itself. I would simply think that any kind of barriers to
imports, or on the export side as well, would undermine the objective
of trying to maintain our industrial base.
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Senator RoTix. I just wanted to pose one further question.
To tie extent that the international competition is based upon

cheaper labor, can we necessarily expect our industry to maintain the
kind of compensation we desire when it does compete with other
countries where labor is far cheaper?

Mr. BF.rGSiTEx. Of course economists will always tell you that
cheaper wage rates reflect lower productivity and that it all balances
out. In many cases that is true. But in some cases, one would have
to adlmit. that lower wages prevail beyond the time that productivity
has remained low.

However, in a world of flexible exchange rates, that problem should
not arise because any differential between wages and productivity in a
part icular count -y would immediately affect the exchange rate of that
country. And if they are in an unfairlv favorable competitive posi-
tion, as a result of such a divergence, their exchange rate will rise.
That will raise the prices of their goods to offset the divergence, and
offset any unfair competitive advantage they might have.

Again, the dramatic improvement in our trade balance last year
vis-a-vis Japan, vis-a-vis Korea, vis-a-vis Taiwan, countries that are
cited as being .low-wage exporters, are, I think, dramatic evidence
that this analysis is in fact accurate.

Senator ROTH. I am not an economist but I must say that I do
have some concern that these self-adjustments do not come about as
rapidly as may be desirable.

Let me ask you this question. It is expected on the part of many
observers that Japan and even Western Europe, because of the higher
price of oil, are going to aggressively push sales to our market. Do
you see that this requires any special steps by us, in view of your
testimony?

Mr. BERGSTEXN. It certainly requires very tight vigilance over those
countries. There is in fact exactly such vigilance going on in the
international monetar-y forums, to avoid competitive depreciation of
exchange rates, which is one way to do it.

I must say I have been encouraged. No country in the wake of the
oil problem has competitively devalued its exchange rate. No one has
put on import barriers. No one has been subsidizing exports. I keep
my fingers crossed. But so far so good. We certainly must be very
vigilant, though, in seeing that this continues.

.Senator ROTH. My time is up. Thank you.
Senator MONDALE. Senator Nelson.
Senator Nmr.so.N. I have been in another meeting so I did not have

the chance to hear your testimony. I do not want to be repetitious, but
I would like to pursue that question of Senator Roth's on wage rates.
I am not an economist either, but in the past 2 years I have talked to
a nuiumber of people in the electronics business who say that they just
cannot. compete, and they are better off if they close down their busi-
ness lhere. The business is highly labor intensive, and so they go to
Taiwan or elsewhere. If they don't move, they say, they are getting
the tar beaten out of then because of the wage differentials, the cost
factor.

What is your observation about that?
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Mr. BERGSTEX. I am reluctant to make much observation with two
rows of representatives frofi the electronics industry sitting behind
me. [General laughter.]

Senator NELSON. Is that so? I have never seen any one of them
before, but anyway, let's hear what you have to say about that.

You can face them if you do not want to have your back to them
when you talk. [General laughter.]

Mr. BERGSTEN. As I understand it, there are some significant dif-
ferences within the electronics industry on the point that you raised.

On some components, for example, and even some final manufac-
tured products, it does seem that competitive advantage has shifted to
other countries who combine lower wage bases plus an ability to pick
up the technology that is now available fairly widely.

So one, therefore, has to ask the question, if the United States firms
did not pick up and invest abroad, as you say, what would happen
otherwise? And what those firms usually suggest is that if they did
not make those foreign investments, we would instead import the
goods from the same countries but from firms centered in those
countries, centered in Japan, centered in European countries which
themselves invested in Taiwan, Singapore, wherever it might be.

One always does have the option of trying to put up import barriers
to block that kind of import flow. That raises the fundamental ques-
tion of trade policy.

I have mentioned at the outset, and it has been alluded to by a
number of Senators, that it-is a trade off. You can try to hold back
the inevitable ebb and flow of economic structure of this or any other
country by raising artificial barriers to it, be it import controls or
price and wage controls. But when you do that you significantly raise
your costs and your prices domestically, fueling inflation. You reduce
the productivity of your own labor force in your own industry, and
over the long term you can only have the effect of both raising
inflation and.undermining your own growth potential. You do have
the choice; you can put up the barriers, but you-must recognize that
there are very high costs to doing it.

It is a policy option, there is no doubt about it. But it is a costly
one andj in my view, at this point in time, it is exactly the opposite of
what, we need.

Senator NELSON. If everybody did the same thing, maybe it would
not make any difference. But we keep being told that, for example,
the European countries subsidize. I hear it because I am from a dairy
State. The Europeans subsidize the exportation of dairy products
and set up barriers to our products. What does this country do in
dealing with a country which sets up barriers to our products, or, if
not barriers, subsidizes their exports. How do we deal with that?

For example, we have had testimony here in the Finance Committee
that you can barely get an American car into the Japanese market
because of all kinds of complicated marketing structure difficulties
which they have set up. Yet our markets are open to all of their cars.
You see them all over. How do you deal with that? You can talk free
trade all you want, but we are dealing with a huge industrial power
that keeps us out and wants to be in here.
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How do you deal with that?
Mr. BERGSTEN. I think you deal with it two ways, and you may do

the two simultaneously. One is to try very, very hard to negotiate
fthe elimination of those barriers. That in fact is a major rationale
for getting into a big new trade negotiation to deal with precisely the
kind of nontariff barriers you are mentioning, the common agricul-
tural policy in, Europe, and nontariff barriers in Japan. You try to
negotial e. But if you cannot negotiate with them, you hit them over
the head.

Senator NELSON. But we have never hit them over the head. You
can go to our State Department officials dealing with agricultural
policy and they really do not care. Let the stuff come in, they say
because their problem is negotiating NATO this or that, so the hell
with the farmer. And they are the ones who determine what happens,
not our Agricultural Department. We have fought that battle for
'years. 'rake subsidization and the tremendous invasion ofithe market
by subsidized dairy products. Our Department of Agriculture tells
our farmers to cut back production to bring it into conformity with
demand. They cut it way back and then the Government floods the
market with foreign imports. That is a good answer except we never
do it.

Mr. BERGSTEN. Senator, I could comfort you in the sense of assur-
ing. you that-

Senat or NELSON. I am not just talking about dairy.
Mr. BEROSiTN. I understand that, but I can assure you that the

Stale Department has not. determined U.S. trade policy. I can tell you
that both from my experience from being in the White House and
from observing it outside.

Senator NF.rsoN.. Maybe nobody does.
rGeneral laughter.]
Senator NErsoN. On another dairy issue, I can recall during the

middle of the Vietnam war, that, all of a sudden we gave a big import
quota of cheese to Australia because Australia was sending boys over
to Vietnam. That is the only connection I could make on it. It was
cheddar cheese in violation of the import quota, there was no doubt
about it.

We finally proved it, but that was a State Department operation.
Now I do not know who determines it.

Senator NELSON. But the point is that your answer is, let's hit them
over the head. What bothers everybody is that we never hit anybody
over the head.

Mr. BFROSTEN. I think in writing the Trade Reform Act you can
certainly add to the likelihood that we do hit them over the head in
cases where they deal unfairly by requiring the application of coun-
tervailing duties against foreign export subsidies where they injure
American interests. We should countervail against such instances. We
should apply the antidumping duties in cases where foreign firms are
unfairly dumping their products on our markets.

Senator NELSON. Does our country even know who is doing it and to
what extent? I never could find out.
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Mr. BERGSTEN. It is very difficult, Senator, to track down some of
these export subsidies or unfair trade practices. A lot of industries in
this country complain about a lot of such practices but when asked to
come up and recite chapter and verse, they often are not very good at
doing so.

I have tried that. when I was in the Government. I know that
successive administrations have tried to get U.S. industry to lay it on
the line. They complain about foreign barriers and unfair foreign
practices, but when asked to lay it on the line they often do not come
up with any details.

Senator MUONDALE. We have gone beyond our 5 minutes.
Senator NELSON. Yes, but you are getting good questions.
[General laughter.]
Mr. BERGSTEN. And good answers.
[General laughter.]
Senator IONDALE. Superb answers.
Senator NELSON. May I ask one more question?
Senator MONDALE. I don't object.
Senator NELSON. Thank you very much.
Senator FANNIN. Would you ask one for me? Ask about how they

justify the 3-percent tariff on all those Japanese cars and other cars
coming in, and still we cannot get a car into any other country of the
world from anywhere to 2 to 5 or 10 times that much ?

Senator NELSON. Do you want me to ask it?
[General laughter.]
Senator NELSON. Go ahead.
Senator FANNIN- It was along your line of questioning, I would like

to have their thoughts on why we permit these cars to come in on a
3-percent tariff when the Japanese have 6 or more percent, 10 or 11
percent in the European economic community, plus nontariff barriers
that are 10 times that much. That cannot be justified.

Mr. BERGSTEN. The structure of tariff and nontariff barriers differs
very markedly from country to country. In some sectors our import
barriers are of course much higher than those in some other countries.
Sowhile we would legitimately have the concern you expressed on
automobiles, other countries would have them on textiles or steel.

Senator FANNIN. But in our unemployment, that is the problem we
are facing in the automotive industry. This has come about over a
period of years. You say it came about just because we did not build
smaller cars. Well, that is not true. There are many factors involved
and I think you will agree with me that there are contributing
factors.

So I just ask you: can you justify all of these foreign cars coming
in at 3 percent?

Mr. BERGSTEN. Senator, as I indicated in my statement, I really
would not try to justify any of these import barriers. I really would
think that getting into a multilateral trade negotiation now, with the
primary objective of exactly what you say, negotiating down those
foreign restraints, should have top priority.

Senator FANNIN. We just do not have the votes in GATT to get
anything done, is that not right ?
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Mr. BFROSTEN. The votes in GATT are a real problem, I agree with
you. I think there should be renegotiation of many of (he rules,
including voting procedures.

Senator FAN.NI.. Thank you very much.
Mr. GARDXFR. Mr. Chairman, mey I make one or two comments on

the questions that have come up in the last few moments?
Senator MONDALE. Certainly.
Mr. GARDNER. First of all, I think it is clear that we are not going

to be able to succeed in renegotiating GATT from top to bottom
since amendments require a two-thirds vote and we have a one-nation-
one-vote system and over 80 countries. Therefore, the way forward,
it seems to me, is the approach suggested by the panel of the Atlantic
Council recently, headed by Ambassador John Leddy, which is to
negotiate a new code of trade liberalization among the key trading
countries, the European community, the United States, Japan, per-
haps Canada, and one or two others. That can be done without a
formal amendment of the GATT. The 10 or 12 principal countries can
(yet together and write some new rules which will be effective among
themselves with some new decisionmaking and voting arrangements
assuring approximate parity in voting between the Community, the
17nited'tates, Japan and so on.

This can be done, and one reason we are in difficulty, in answer to
Senator Nelson's question, is that the nontariff barriers have not
been effectively dealt with for the last 30 years and it is partly the
responsibility of the United States that they have not been.

It was our country that first carved out a big exception for agricul-
tural, particularly dairy products, from article XI of GATT. It was
not the Europeans that started it.

The reason that GATT is ineffective in agriculture, ineffective in
Government procurement, subsidies, and many of these other things,
is in large part traceable historically to U.S. policy.

Now I do not wish to say that we are more to blame than anyone
else. But that, I think, is an historical fact that we have to contend
with. We are now trying to renovate the whole system and deal with
these major areas that for 30 years have not been effectively regulated
by the international trade rules.

One other comment. I think the sectoral equivalence provision in
the nontariff barrier authority is most unfortunate, and I would urge
that this committee take a vary hard look at it. In my judgment it,
would make it difficult, perhaps even impossible, to negotiate new and
effective rules about nontariff barriers in the areas that we have been
discussing.

We have historically in this country and with our trading partners
sought reciprocity across the board. If we are going to have to seek
competitive equivalence in 40 different product sectors, as this is now
interpreted by the President's Special Trade Representative and by
the House Ways and Means Committee, we are going to put a terri-
ble burden on our negotiators in fixing up the rules of the interna-
tional trading game.

Senator N.LsoN. And your recommendation is what?
Mr. GARDNER. I would recommend that that section-it is in my

testimony.
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Senator MONDA.E. In the House bill?
Mr. GARDNER. It is in the House bill, and my recommendations are

there in my testimony, where I suggest that we either eliminate the
requirement of sectoral equivalence, or else make it clear as a mini-
mum that section 102(c) be implemented only to the extent consistent
with the overall objectives of the legislation laid out in section 2.

Unless that is done, I fear we may have serious misunderstandings
when these nontariff barrier agreements are concluded several years
from now and this will strain executive-congressional relations.

Senator MONDALE. Would you yield there?
As I understand it that is designed in whole or in part to get at the

nontariff barriers of Government purchasing policy.
One of the things that has happened is that many of these govern-

ments say that they will only accept bids from domestic producers.
So, for example, if generators are made in the United States and there
is a big bid on generators in Germany, the German Government
would say to U.S. producer oh, no, you cannot bid. But if there is a
generator bid open in the United States, German producers can bid
here. And I think that is what supporters of the sector approach are
getting at, is it not?

Mr. GARDNER. That may be what they are getting at, but it is not
what the legislation says.-

Senator PACKWOOD. I wonder if I might interject there, Mr. Chair-
man. I do not think that is what they are getting' at. I think Mr.
Gardner is right. I have been through this with three or four different
witnesses and they really do want sector by sector bargaining, those
that are pursuing it. And if we cannot make a quid pro quo arrange-
ment on chemical manufactures, they would have the right, as I
understand it, to say, well, alLright, we would like to reach a favor-
able agreement on agriculture and in exchange we will make this kind
of concession on chemical goods. Each industry is reluctant to see
that kind of bargaining, and I think Mr. Gardner is right.

If we will get into the thing that if we cannot get a bilateral agree-
ment on chemicals we cannot somehow look at two or three sectors
together, I think there is going to be serious difficulty in the
negotiations.

Mr. GARDNER. Let's take the example the chairman gave. It is
urgent that we get some new rules about Government procurement.
Let us suppose we get a new Code of Trade Liberalization negotiated
which says that the 10 major trading countries of the world, the
Common Market, ourselves, Japan, and so on, will grant one another
the same right to bid on government contracts as they grant their
own citizens.

As I interpret the bill as now written, it is not at all clear that that
would be in compliance with the legislation, because it would be neces-
sary to show that for every product sector for all the different prod-
ucts, that that would result in equivalent competitive opportunities.
But the fact is that as a result of differences in comparative advan-
tage, we will have a better chance in competitive bidding to get the
contracts in some areas, the.Japanese will do better in others.
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We cannot show, in other words, that the application of these gen-
eral principles will result in affording an equal advantage to everyone
in all major product sectors. We have never conducted tariff or non-
tariff barrier trade negotiations that way and I do not think we
should start now.

Mr. BEROSTENN. I might add that the sectoral approach would under-
minhe Senator Fannin's objective of knocking down foreign barriers
to our automobile exports. If one tried to do a sector deal in auto-
mobiles, it would be almost impossible for the reason you pointed
out: our barriers are lower tlan theirs. There would simply be noth-
ing to trade.

Senator FANNIN. But all the OECD countries have the tariffs. If
they all had equivalent tariffs you would not have this problem.

I could never understand why we ever negotiated on that basis of
one-third, one-fifth, or one-tenth of what the other countries have.

Mr. BERGsTEX. It is a fair question, but the fact is that we are there
today. In order to get those other duties and the nontariff barriers
down in other countries, we are going to have to make some trades in
other areas.

Senator HANSEN. But this is so important. Now there is a very
serious factor of unemployment in this country.

Senator PAc KWOOD. I think the point is, Paul, the other countries
will say, all right, we will lower the tariffs to 3 percent on cars,
American cars coming into our country, and you will have your 3
percent on ours coming in. In exchange, we would like greater access
to your textile market.

Senator HANSEN. When we originally worked on GATT, we were
willing to give concessions, and we gave concession after concession
after concession to get some of these other countries of the world to
be able to compete. But that is gone now and I think we have to look
at it from the other way. There must be adjustments back where we
now have an opportunity to compete.

You talk about quid pro quo. You have to compare it not with just
what you do at this moment. You have to look back over the period
of time these agreements were made.

Senator PACKMOOD. I am not sure these witnesses would agree with
that. But they are saying, do not tie our negotiators' hands, and say
if you cannot make an agreement in automobiles, if that is it, there
is not going to be any agreement.

You cannot weigh agriculture, chemicals, and automobiles together
or against each other. You have got to go on each sector.

Senator HANSEN. Well, but if you are trying to correct a mistake
that was made years ago in order to accommodate these countries, I
do not think that we can then strike away our rights in bargaining.

T have one further observation, Mr. Clhairman. I think Mr. Bergsten
spolie olptimistically about his belief in the cOml)etitive vitality of
Ai lel'i('l . indlllstry vis-a-vis other countries arolmnd the world. I'just
wolld not dispute this fact. I (o not think it necessarily can be demon-
st rat.d that a l --er wage results in lower productivity. I should think
that if you want to compare the omitlut of the average .Japanese laborer
today witl Ihi, counterpart ill this country, it makes ours look not too
good.
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I know that when Mr. Woodcock was over there in Japan about
1 year ago he asked about absenteeism, and one of the Japanese
manufacturers with whom he was discussing the problems said, well,
of course we have people who are ill and not able to come to work. He
said, I do not mean about that. I mean what about people who want
to take 1, 2, or 3 days off to spend with their families. That was not
heard of over there.

It would be a happy circumstance if it were true that the higher
wages are, the more productive a worker is, but I do not really think
that such a statement can be defended in the light of reality.

Second, I note that Japan is doing precisely what many of our
multinational corporations in America are doing. They are in a tight
labor market situation over there or at least until the energy crisis.
And what were they doing? They were exporting their technology.
They were exporting their know-how, thir modern plants and every-
thing into countries where labor is cheaper, into Taiwan and other
parts of Asia to take advantage of the lessened demands, and, as a
consequence, the greater competitive advantage that would result
from producing textiles no longer made in Japan but throughout the
rest of the world. I just make that observation and ask you-if you
share generally my sentiments f

Mr. BERoSTEN. I think your second point is certainly right. The
Japanese are consciously exporting some of their industries in order
to do what I suggested in my statement-fight inflation and, in their
case, fight environmental pollution as well by marrying up their
technology and capital with cheaper production processes abroad to
fight inflation at home.

Senator HANSE. I am not sure that they are necessarily trying to
fight inflation. I think rather it is to add to their economic strength.
Now obviously they are concerned about inflation these days, as all of
us must be, but Japan has a rather unique situation. As you know,
governments just take an industry by the hand. About 80 percent of
all the money invested in industry over there comes from the govern-
ment, as compared to- about 20 percent in round numbers from this
country. And they have sort of cartelized the rest of the world and
say to this company you go there and to another company, you go
there.

They are not restrained or constrained by the antitrust laws that
we have in effect in this country. And while it is true that inflation
does worry all of us these days, I think initially their concern in
going abroad was to reap the economic benefits that flowed from
being able to employ competent workers at a lesser figure per hour
than they could employ people in Japan.

Mr. GARDNFR. Mr. Chairman, may I add a thought on this question
of Senator Hansen's I

Senator MONDALE. Surely.
Mr. GmWNzR. I had the privilege 3 years ago of participating in the

President's Commission on International Trade and Investment Pol-
icy, which took an exhaustive look at the ability of the U.S. to com-
pete in the industrial sector. After 2 years of exhaustive examination,
we concluded that the long-term prospect was good-in fact, the

30-29-74-pt. 4- 39
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recommendation of the Commission, far from asking for additional
restrictions to protect our position, was that there should be the
1progressive elimination of most tariffs over the next 10 years and of
all tariffs over the next 25.

We found that during the period of the 1960's up umtil the Vietnam
War wage costs per unit of output-which of course is the relevant
test, not wage rates, but wage costs per unit of output-had not.
risen faster here then overseas. What got us in trouble was the
Vietnam war a nd the induced inflation. That is why we have had to
have $21/ devaluations.

In a world, as Dr. Bergsten points out, of more flexible exchange
rates, the exchange rate ought to be able to compensate for these
changes in relative differences in wage rate per unit of production. I
would see us maintaining our competitive advantage, particularly in
the high technology sector.

One specific policy implication, however, that Fred did not men-
tion and that I would like to suggest, is this: We can take active
steps through tax policy and other policies to be sure that we are
moving ahead in research and development so that we are on the
technological frontier. We are a high wage country. We can only
compensate for it if we are leaders in innovation.

Senator HlANsEN. And yet the multinational corporations today can
take our technology, the latest sophisticated knowledge that we have,
and move it anyplace around the entire world?

Mr. GARDNER. They can.
Senator HANSEN. And do.
Mr. GARDNER. If they do not, of course, let us assume we tried to

restrict them in that, some other foreign country would simply try to
move into the area.

Senator HANsMEN. I am not trying to defend it. I think that it is a
fact.

Senator PACKWOOD. Could I ask one last question, because they have
alluded to a point several times that I do not quite understand.
Explain to me how the floating exchange rates compensate for the
lower wage rates overseas and the increasing, decreasing values of
their currency.

Mr. BEROSTEN. As Professor Gardner just said, competitiveness is
determined by a great number of things, but on the labor side it is the
wage cost per unit of output-the comparison between the wage level
and the productivity of the workers involved.

Now if there were a systematic divergence between wage levels and
productivity in a country such as Taiwan-productivity shot ahead
but, for one reason or another, they held their wages down-their
competitive position would get better because their wage costs per
unit of output were declining.In a world of flexible exchange rates,
their exchange rate, reflecting'that improved competitive position,
would immediately rise in world markets.

Senator PACKWOOD. Explain that in English, please.
Mr. BEROSTEN. Because of their improved competitive position,

they are exporting more and earning more foreign exchange. People
are having to buy Taiwan dollars to pay the Taiwanese for their
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increased exports. In a world of flexible export rates, those purchases
of Taiwan dollars paid for the exports drive up the price of the
Taiwan dollar. That is what has been happening to the German
mark over the last 4 or 5 years.

Senator PACKWOOD. I am with you so far. What happens then?
Mr. BEROSTEN. Because the Taiwan dollar rises in value, the Tai-

wanese goods become more costly in world markets, therefore reduc-
ing the competitive position that was gained in the first place by the
gain of productivity relative to the wage levels. Now that is a big gain
for Taiwan. They have increased their national wealth. But the
increase in their competitive position is then -offset.

Senator PACKWOOD. When the output is high for the wage level,
the demand for their products would go up and that finally drives the
Taiwan dollar up so high that they tend to become uncompetitive, is
that it?

Or at least it reaches iti own level ?
Mr. BEROSTEN. Reach its own level would be the likely outcome.
Senator PACKWOOD. Ar. this would happen ?
Mr. BERGSTEN. The history of international finance shows that it

often does happen. When you try to maintain fixed exchange rates,
you get into disequilibria like the British overvaluation in the mid
1960's, like the overvaluation of the dollar before 1971, like the
undervaluation of the Japanese yen and the deutschmark. When we
go to a floating rate system, equilibrium tends to develop. It has
happened in previous historical periods, and it seems to be happening
right now.

Senator PACKWOOD. If this happens, how does the German trade
balance get to be $26 billion in 1973V

Mr. BEROSTEN. It was $12 billion. That is still big. The German
situation is a real problem.

Senator PACKWOOD. Where do you get $12 billion?
I have got $26 billion.
Senator MONDAL. That is the manufacturing balance there.
Mr. BEROSTEN. It could be in deutschmarks, or only for manufac-

tured goods.
Senator PACKWOOD. Why does not the market go up so high that

they have trouble exporting?
Mir. GARDNER. We do not have a completely flexible system, as Dr.

Bergsten might like. The fact is, countries do intervene in the
exchange market, in the case of Germany, to prevent too great an
appreciation of their currency which would price them out of the
world market. They want to maintain this competitive edge. That is
why we need an international monetary forum to get some agreed
rules of the game

Senator PACKWOOD. Who intervenes to keep the market from going
up too-far?

Mr. GARDNER. The German central bank. -
Mr. BEROSTEN. I think there has not been a great deal of interven-

tion by the Germans vis-a-vis the dollar. There are some European
countries that are keeping their rates fixed together. I think the more
fundamental explanation on the German side, and quite frankly we do
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not understand it all, is that in 1973 excessive world demand overshad-
owed the price changes caused by the exchange rate movements. And
because the Germans simply have a heavily industrialized economy
with lots of productive potential, when there were order backlogs in
similar industries here, in Japan, and everywhere else, the Germans
kept selling goods simply because they were the only people who had
the productive capacity to turn out those goods.

I look for a significant decline in that German trade balance over
the next 2 or 3 years.

Mr. GARDNER. For another reason, Senator. It is not just the
exchange rate changes. We have two other corrective factors working
for us in the long run. Labor costs are going up very rapidly in
Europe and Japan. We are going to see much more aggressive trade
union bargaining in Europe and Japan during the next few years.

Fiat was just forced, as a result of government intervention, to
make a wage settlement which Umberto Agnelli, the president of the
company, said may force Fiat to become a ward of the state in a few
years. And in Germany and elsewhere we are going to see a lot of
wage increases as a result of trade union bargaining.

The second factor is the energy situation which has been a much
greater shock to our European partners and Japan than to us. They
will face rapidly escalating raw materials costs, much more than the
United States, which is relatively more self-sufficient in raw materials.
So I think the prospect in the next decade, both on the wage front
and on the raw material front, is profoundly favorable to American
industry.

Mfr. BEnRSTENr. The proof of the pudding looks different when one
considers Japan which, even before the energy crisis had seen a $6
billion decline in its trade surplus in the course of a year as a result
of the exchange rate changes.

Senator MONDALE. Thank you very much for a most useful
presentation.

[rhe prepared statement of Mr. Gardner and a speech of Senator
;[ondtale's follows. Hearing continues on p. 1662.]

PREPARED STATEMENT OF RICHARD N. GARDNER,1 COLUMBIA UNIVERSITY

I am grateful for this opportunity to testify before the Senate Finance Com-
mittee on the Trade Reform Act of 1973. In accordance with your request, I shall
focus on the so-called "Mondale amendments" and then go on to offer some
specific suggestions for strengthening the legislation in other respects.

Let me state at the outset that I consider the Trade Reform Act of 1973
to be, on the whole, a good piece of legislation. I believe its enactment this year
to be highly important to the national interest of the United States, for two
main reasons:

Fir8t, the rules and institutions governing world trade are in dangerous
disarray. They must he revised and strengthened-soon--if we wish to preserve
and enlarge the benefits of a cooperative world trading order and avoid a fur-
ther drift toward economic conflict. Without the negotiating authority pro-
vided in this bill, the United States will be powerless to work for a new trading
order in its own and the general world interest.

As this Committee is well aware, major changes are required in our trade
relations with every part of the world-with the developed non-Communist

Richard N. Gardner, ProfesRor of Law and International Organization at Columbia
University, served as Deputy Assistant Secretary of State for International Organization
Affairs in the Kennedy Administration and was a member of President Nixon's Commis-
sion on International Trade and Investment Policy in 1970-71.
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countries, with the Communist nations, and with the developing areas. If we do
not pass a trade bill this year, it will be difficult to pass one before 1977. Thus
we may lose our last clear chance to reform the world trading system in this
decade and avoid an irreversible deterioration in our relations with these three
key groups of nations.

Second, the energy crisis has added an even greater urgency to world trade
negotiations. Face with large trade deficits from sharply higher oil costs,
virtually all the world's major nations will be under severe pressure to resort
to trade restrictions or trade-distorting measures to protect their trade posi-
tions and push the burden of adjustment onto others. This would be a serious
problem even In a world with strong institutions for trade cooperation and
clear and equitable ground rules covering resort to tariff and non-tariff
barriers. It could prove an unmanageable problem in the world in which we
now find ourselves-a world with a debilitated GATT and with outmoded,
ambiguous, and, on some subjects, non-existent trading rules. Without this
bill, one would have to view with profound pessimism the prospects of finding
cooperative solutions for the trade problems caused by the energy crisis.

THE MONDALE AMENDMENTS

Jast fall, in a statement before the National Foreign Trade Convention, I
urged that the Trade Reform Act of 1973 should be revised to focus on access
to supplies as well as-access to markets. Senator Mondale has introduced a
number of amendments to the bill to accomplish this purpose. They deserve
the most careful and sympathetic consideration. Our national interest, and the
interest of the world community generally, would be served by the adoption- of
amendments along the lines which Senator Mondale has proposed.

The case for such amendments was developed fully in Senator 3Mondale's
statement to the Senate on December 3. But perhaps I may add a few thoughts
on the history, the law, and the politics of this difficult and complex subject.

In August 1941, Franklin Roosevelt and Winston Churchill met on a
destroyer off Newfoundland to draft the Atlantic Charter, a statement of post-
war aims which could unite freedom-loving people everywhere in the fight
against facism. The fourth paragraph of the Charter proclaimed the prin-
ciple of "access, on equal terms, to the trade and to the raw materials of the
world."

The motivation behind the fourth paragraph of the Atlantic Charter was
simple. The leaders of the wartime alliance believed that peace could not be
achieved unless it had a sound economic basis. The experience of the first four
decades of this century suggested that if countries were denied access to raw
materials and markets, they might be tempted to secure them by resort to
force-or at least would seek .to justify aggression on the grounds that they
were denied the opportunity to meet their economic requirements through
peaceful means.

Cordell Hull, the father of the trade agreements program, was a believer In
the theory that "if goods can't cross borders, armies will." This perception of
the close relation between economic policies and peace had a profound influ-
ence not only on the Atlantic Charter but on other wartime statements and on
postwar planning.

Yet despite this background, international economic negotiations from the
end of the Second World War to the present time have focused almost entirely
on access to markets and have virtually ignored the problem of access to
supplies. The reason for this one-sided emphasis is obvious--for most of the
postwar period the central problem seemed to be how to avoid depression and
unemployment by selling goods to other countries. Now, however, we are mov-
ing into an era of resource scarcity and accelerating inflation-an era which
requires a new approach to international economic policy, or perhaps we should
say a return to the old and forgotten perceptions which lay behind time fourth
paragraph of the Atlantic Charter.

Raw material access has acquired a new importance for the United States.
By 1985 our country, even if it achieves energy self-sufficiency, will be pri-
marily dependent on imports for nine of the thirteen basic minerals required by
a modern industrial economy. As Lester Brown has pointed out, within the
relatively brief fifteen year span of 1970-1985, "we will have made the
transition from being an essentially self-sufficient country to-at least in terms
of raw materlals-a have-not country. We do not yet appreciate the economic,
social, and political consequences of this historically abrupt transition."
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. 'rhe Arab oil embargo was undertaken with the explicit purpose of frcing

the United States and Its allies in Europe and Japan to change their policies
on the Middle East. It has been lifted, but subject to further review in the light
of progress toward a Middle East settlement. Moreover, output is being held
well Ielow capacity for economic as well as political reasons.

Other raw material suppliers, encouraged by the success of the oil embargo,
now threaten to follow suit. Representatives from 16 East and Central African
countries meeting in I)ar-Es-Salaani, Tanzania on November 24, 1973, called for
diplomatic. economic and other sanctions against tie 1United States. Britain,
France. West Gerniany, Japan and Brazil unless they ceased "support" for
white minority reginles in Soutlern Africa. The chairman n of the conference,
Foreign Minister John W. S. Malecela of Tanzania, said the sanctions could
include a Ihan on both exports to and imports from tile United States and tile
other named countries. Although most of the sixteen countries do not posses
nmterinIs of vital importance to us, sonie of then, such as Zaire, the former
Belgian Congo. charly do.

What Is perhaps more to the point, many developing countries are now
tempted to form porducer cartels for the purpose of raising prices and achieving
international transfers of wealth that seem otherwise ImpossiIlle. One well
informed observer, Ugaman social scientist Ali 'Mazrui, sums up their attitude
as follows:

"From the point of view of millions of Asians and Africans, the Arab oil
sinctlions against select Western countries will prolbablb rank in history along-
side Japan's victory over Russia in 1905-as milestones in the story of how
Asians and Africas discovered their own potential power against Caucasian
might . . . As a lever against the rich, certain Third World resources will become
the equivalent of 01anized lahor In the history of the industrialized countris-
as a basis for collective bargailing."

Statements to the same (flect were made recently by Algerian representatives
at a meeting of developing countries in preparation for the forthcoming U.N.
General Assemldy on raw materials arid economic dtvelollment.

Economits disagree as to the probable success of price-raising producer
cartels for materials other thon petroleum. 'My own view is that growing
resource pressures do promise some additional bargaining power to many
developing countries, but that outside of il the possibilities for successful
producer cartels to raise prices art very douitful-elther the producers lack the
identity of interest and the necessary foreign exchange reserves for a collective
cutback in supply, or the consumers have too ninny other options in the form of
large stockpiles, home-lbsed production, and the availability of substitutes.

Producer cartels may achieve some results for their organizers In the short
run. but in the middle and long run they are likely to backfire. The danger is
that a policyy of confrontation could push developed countries into policies of
self-sufficiency. denying developing countries the technical assistance, the capi-
tal and the market access without which they cannot meet their development
goals. In the economic and political backlash, even the resource-rich developing
countries would lose: and the have-not countries would lose most of all. Tile role
of International law and organization, In my view, should be to reinforce
cooperative behavior that will serve the long-run- interest of all. Specifically,
this would mean restricting the right of producer nations to form price-raising
cartels except as part of mutually-agreed commodity arrangements in coopera-
tion with consuming countries, as was proposed in the Charter for an Inter-
national Trade Organization 25 years ago.

Lest we adopt an unduly self-righteous attitude on these matters, we should
recognize frankly that the United States itself has been one of the worst
offenders In using export controls in ways which have adversely affected other
countries. For years we have applied an embargo on trade with Cuba. Last
suminer, we unilaterally cut off exports of soybeans and other agricultural
products to our trading partners in Europe at the very time that we were press-
ing them to modify policles of agricultural self-sufficiency and become dependent
on our production.

It Is obvious from these examples that the whole concept of an open and
cooperative trading system Is under serious attack. International trade is
becoming heavily "politicized." This trend is destroying the traditions of rea-
sonably free and non-discriminatory access to markets and supplies that are
essential in an increasingly interdependent world.

I
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Since the U.N. Charter, countries are no longer permitted to use force to
back up their economic claims. Quite apart from legal prohibition, such
actions now entail costs and risks that make them politically undesirable. But
if the Atlantic Charter concept of equal access to raw materials cannot be
guaranteed by the use of force, we need to consider guaranteeing it in some
other way.

There is no easy solution to this problem, but it is certainly in our own and
the general interest to try to develop some new international rules and proce-
dures to assure reasonable access to raw materials. The present state of inter-
national law in this area is not satisfactory. The General Agreement on Tariffs
and Trade does contain a general prohibition on the use of export and import
controls (Article XI) as well as a requirement that both export and import
controls should not discriminate between countries (Article I). Article XX of
GATT permits measures deviating from these and other GATT rules "relating
to the conservation of exhuastible natural resources if such measures are made
effective in conjunction with restrictions on domestic production or consump-
tion." The same article also permits measures "essential to the acquisition or
distribution of products in general or local short supply: Provided that any
such measures shall I;e consistent with the principle that all contracting parties
are entitled to an equitable share of the international supply of such prod-
ucts . . . " These authorizations of export restrictions are subject to the
requirement that such measures "are not applied in a manner which would
constitute a means of arbitrary or unjustifiable discriminationn between coun-
tries where the same conditions prevail, or disguised restrictions on interna-
tional trade . . ."

In this tangle of rules, exceptions to the rules, and exceptions to the
exceptions to the rules, it is extremely difficult to discern any coherent guide-
lines for national policy. And, what is more to the point, all of these principles
are effectively vitiated by a subsequent GATT article (XXI) which declares
that nothing in the GATT shall he construed "to prevent any contracting party
from taking any action which it considers necessary for the protection of its
essential security interests . . . taken in time of war or other emergency in
international relations. .. "

It seems to me that a major U.S. objective in the forthcoming trade negotia-
tions should be to incorporate some new and stronger rules In the GATT limiting
the resort to export controls. At a minimum, the new rules should prohibit the
use of export or other controls for political purposes. A country should not be
permitted to cut off or threaten to cut off exports in order to change another
country's policies (although exceptions would be granted to permit countries to
restrict the export of weapons and national security information and also to
restrict trade in the course of actual hostilities). The new rules should also
seek to define more precisely the economic, conservation and other purposes for
which exports can be limited and should place greater emphasis on the need to
take account of the interests of others. Most important of all, since the rules on
this complex subject will Inevitably require interpretation in specific circum-
stances, new GATT procedures should be created requiring advance notice,
consultation, authoritative interpretation of the rules and settlement of disputes
by Impartial-conciliation and arbitration commissions under GATT auspices.

Where countries are found to have violated the new principles and fail to
adjust their policies in accordan-e with multilateral decisions, they should face
the possibility of multilateral reprisals. If this cannot be done through the
GATT, it may have to lie undertaken through the OECD or some other multi-
lateral forum. In extreme situations, multilateral sanctions may even have to be
applied to countries that are not GATT members, on the theory that their
violation of broadly agreed community standards are gravely threatening com-
munity interests. If we can propose cutting off air service to countries that
give refuge to hijackers, if we can contemplate denying port facilities to nations
that pollute the oceans with their tankers, we should certainly explore the
possibility of multilateral trade, aid and investment embargoes on nations that
threaten the world economy by arbitrarily withholding vital raw materials.

None of the Arab oil producing countries is a party to GATT except for
Kuwait and many of the sixteen African countries who made the declaration
referred to earlier are also outside the GATT. However, a number of these
Arab and African countries who are not GATT members (including Saudi
Arabia) have committed themselves in bilateral treaties with us to refrain
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from the very measures of trade discrimination which they recently aimed in
our direction. Moreover, all of these countries voted for U.N. Resolution 2625 of
the 25th General Assembly, entitled "Declaration of Principles of International
Law Concerning Friendly Relations and Cooperation Among States in Accord-
ance with the Charter of the United Nations." In promulgating this resolution,
the General Assembly declared that "lhe principles of the Charter which are
embodied in this Declaration constitute basic principles of international law,
and consequently appeals to all States to be guided by these principles in their
international conduct and to develop their mutual relations on the basis of
thi r strict observance."

One of the key principles of the Declaration is the following: "No State may
use or encourage the use of economic, political or any other type of measures to
coerce another State in order to obtain from it the subordination of the exercise
of its sovereign rights and to secure from it advantages of any kind."

It was the Afro-Asian group in the United Nations, including the Arab
countries, that pressed hardest for the principle quoted above and for the
proposition that this principle was already part of international law. Of course,
their motive was to prevent the United States and other industrialized countries
from using economic power as an instrument of political pressure. It is inter-
esting that not a single voice has been raised in the United Nations to cite this
authoritative declaration of the General Assembly since the Arab oil embargo
began.

In his speech to the General Assembly in September, Secretary of State
Henry Kissinger announced the willingness of the United States to negotiate
a new instrument on the "Economic Rights and Duties of States" as proposed
by the Government of Mexico. The Department of State has hitherto been
reluctant to raise the issue of access to resources in these negotiations because
of our own use of export controls. We certainly cannot have it both ways. I
believe we should offer to reform our practices in this area in return for
reciprocal changes in the practices of others.

In implementing a new international economic policy of access to supplies we
should seek to act multilaterally, not bilaterally, for at least three reasons. The
first is that in most cases a threat of reprisals against raw material cut-offs
will have little practical significance unless we have our OECD partners with
us. The second Is that unilateral U.S. action will look to others as a destructive
act of nationalism unless it is related to multilateral rules and multilateral-
procedures. The third is that such an effort of "collective economic security"
could degenerate into a North-South economic war unless it is based on princi-
ples that are acceptable to a substantial number of developed and developing
countries. I would hope that the Mondale amendments in their final form would
specify that the President should exercise his authority to retaliate in conform-
ity with GATT or multilateral agreements, once these have been renegotiated
to deal adequately with supply access. Pending such renegotiation, the United
States would reserve the right to retaliate without multilateral approval. It
should be understood, however, that the President would use this authority only
as a last resort, and In conjunction with other consuming countries wherever
possible.

Obviously codes of conduct by themselves are not enough. On both sides of
the great economic divide, there will need to be more enlightened perceptions of
national Interest. In recent years. the developed countries have manifestly failed
to discharge the aid and trade obligations that were necessary to make a success
of the Development Decade. Partly in response to this failure, partly out of a
misguided nationalism, many developing countries enlisted under the banner
of "sovereignty over natural resources"-failing to see that developed countries
also have "sovereignty" over their capital resources, their technology and their
internal markets, and that some mutually agreed imitations of sovereignty are
essential to give full possibilities to the sovereignty of all. Ironically, the
greatest victims of the "sovereignty" that the OPEC countries exercised In
quadrupling oil prices in 1973 were the developing countries themselves.

To sum up, I doubt that new rules and procedures assuring reasonable access
to supplies can be negotiated except in a much broader context involving a
fundamental restructuring of international economic relations between devel-
oped and developing countries. The developed countries are rightly concerned
about secure access to raw materials at reasonable prices. But the developing
countries are rightly concerned about other kinds of aecess-access to markets,
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to capital, to technology, to management skills, and to an adequate voice in
decision-making in international economic forums. The challenge facing U.S.
foreign economic policy in the next few years is to help fashion the "world order
bargain" that will make access to resources a negotiable element in a new sys-
tern of collective economic security that works in the interests of developed and
developing countries.

- OTHER FEATURES OF THE BILL

The trade bill could be strengthened by a number of other changes, the most
important of which are suggested below:
1. Tariff authority

Section 101 gives the President authority to eliminate tariffs of 5% or less,
to cut by 60% tariffs of from 5' to 25%, and to cut by 75% tariffs which are
over 25%-provided that no rate over 25% is reduced below the level of 10%.
I believe the national interest would be better served by replacing this formula
with the zero-tariff authority contained in the original Administration bill.
This would enable us to work more effectively for the objectives of the legisla-
tion set out in Section 2, particularly the goal of "open and non-discrimina-
tory world trade." Zero-tariff authority is particularly important if we are to
reduce the margin of discrimination against American trade by bargaining
down the common external tariff of the enlarged European Community and the
tariffs of other countries in association with it. As the President's Commission
on International Trade and Inv-tment Policy stated in its Report (p.14) :

"Our objective should be the progressive elimination of most tariffs over the
next 10 years, and of all tariffs over the next 25 years. Progress toward this
objective would gradually eliminate 1he discriminatory effects on the United
States and other nonmember countries of the European Community and its
preferential trading arrangements."

Even if the goal of tariff elimination proves impossible, it Is still in our inter-
est to reduce world tariff levels as far as possible. We have a comparative
advantage in many products, such as agricultural produce and high technology
manufactures, that are currently subject to a high rate of protection by other
nations. If we are restricted in the concessions that we can make in other
areas, we may not be able to achieve the necessary competitive opportunities
for our export industries or reach the general level of reciprocity in overall
reductions that is so essential to a successful trade negotiation. Trade negotia-
tions are a two-way street; and if one partner will go only a certain distance,
the other partner cannot be expected to go any further. We should not jeopard-
ize the trade negotiations by limiting unduly the negotiating authority of our
representatives.

If the Senate is not prepared to grant zero tariff authority In the form
originally proposed by the Administration, a useful compromise would be the
formula adopted in the Trade Expansion Act of 1962 authorizing the elimination
of duties on products for which the Community and the United States account
for 80% or more of world trade. That formula was of little use in the Kennedy
Round when the U.K. failed to join the Community, but It could be extremely
valuable now.
2. Nontariff barrier authority

The otherwise excellent formula for negotiating on non-tariff barriers Is
flawed by the provisions for "sectoral equivalence" inserted by the House Ways
and Means Committee. Section 102 states that a principal negotiating objective
in the field of non-tariff barriers is to obtain, with respect to "each product
sector of manufacturing" and with respect to the agrlcultural-sector, "competi-
tive opportunities" for U.S. exports to Ieveloped countries that are "equivalent"
to the "competitive opportunities" afforded to these products In the U.S. In
pursuit of this objective, the President is required to negotiate trade agree-
ments "to the extent feasible" on a sector by sector basis and to indicate with
respect to each trade agreement submitted to Congress the extent to which
equivalent access in each sector has been achieved. Although these provisions
do not appear in the section of the bill covering the President's tariff-cutting
powers, the report of the Ways and Means Committee states (on page 19) that
the objective of sectoral equivalence is also to be applied "to the extent feasible"
In the tariff areas as well.
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I believe it would serve the national interest if these provisions for "sectoral
equivalence" could he removed from the legislation or at least substantially
modified. In the forty years since the trade agreements program was inaugu-
rated, we have conducted our trade negotiations on the basis of overall reciproc-
ity, permitting concessions in one product sector to be reciprocated by
concessions in another, subject only to the requirement that there be a balance
of advantage in the total package. Trade-offs between product sectors have
been and will continue to be necessary for the achievement of substantial prog-
ress in the reduction of trade barriers-particularly non-tariff barriers-
because in individual product sectors we and our trading partners differ In
trading interests, productive efficiency, and the type of trade barriers we
employ. It might conceivably be appropriate to require that the President seek
reciprocity within the manufacturing sector as a whole in order to prevent
excessive concessions here on behalf of our agricultural and service exports-although even this kind of requirement would need careful examination. But
requiring that equivalence must henceforth be achieved in thirty or forty
product sectors-which is apparently the way the legislation is interpreted by
the Ways and Means Committee and the Executive Branch-risks placing
unsuperable handicaps on our negotiators before the negotiations even begin. It
would make It extremely difficult-perhaps impossible--to negotiate new rules
in GATT on such non-tariff barriers as subsidies and government procurement,
since the competitive effects of such new rules will inevitably differ from one
product sector to another. In one product, we may gain somewhat greater than
equivalent competitive opportunities from the new rules; for another product,
somewhat less, depending on our comparative advantage or disadvantage in
production.

It is significant that the idea of sectoral equivalence was carefully considered
and firmly rejected by the President's Trade Commission in 1971. 1 believe the
reasons given by the Commission's Report (p. 12) are as timely now as they
were then:

"Reciprocity should be conceived in terms of the whole set of negotiations
rather than as an objective to be achieved within self-contained compartments.

. .In some cases, of course, it may be possible to arrive at mutually advan-
tageous solutions within specific industrial sectors, and efforts should be made
to find such solutions. On the other hand, in many cases a country will have to
give more than it gets in one sector or functional area, and recoup by securing
an equivalent advantage in another."

If the Senate is not prepared to drop the sectoral equivalence provisions or to
modify them substantially, I would recommend, as an absolute minimum, that
Section 102(c) be amended to make it clear that its provisions are to be imple-
mented only to the extent consistent with the overall objectives of the legisla-
tion laid down in Section 2.
3. OATT revi |on

Section 121 (a) directs the President to take such action as may be necessary
to bring trade agreements to which the U.S. is a party-primarily the GATT-
Into conformity with certain "principles." GATT urgently needs revision, and
this Section would raise no problem if the "principles" subsequently enumerated
were limited to broad statements of the kinds of rules sought to be achieved.
Unfortunately, however, some of the numbered paragraphs appear to prejudge
the question of what specific institutional means should be employed to improve
the trade rules.

For example, Article 121 (a) (1) requires "the revision of decision-making
machinery In the GATT to more nearly reflect the balance of economic interest"
and Section 121 (a) (3) requires "the extension of GATT articles to conditions
of trade not presently covered in order to move toward more fair trade prac-
tices." Given the fact that GATT now has more than 80 members and follows
the rule of one-nation one-vote, amendments of the GATT articles to achieve
U.S. objectives in these areas are not likely to prove feasible. A more practical
approach would be to negotiate a new Code of Trade Liberalization, supplemen-
tary to GATT and supportive of it, open to participation by those relatively
few key trading nations economically capable of assuming the new responsibili-
ties, as has been proposed by the Special Advisory Panel to the Trade Commit-
tee of the Atlantic Council under the chairmanship of Ambassador John Leddy.
The GATT members accepting the Code (which would deal, among other things,
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with non-tariff barriers not now adequately covered In GATT) could then
apply between themselves in its administration such new and more realistic
decision-making arrangements as they would agree upon.

I would, therefore, recommend revising Section 121 (a) along the following
lines: "The President shall, as soon as practicable, take such action as may be
necessary to strengthen the GATT and other trade agreements heretofore
entered Into to make them more effective instruments for the development of
an open, nondiscriminatory and fair world economic system, including (but not
limited to)......" The six numbered paragraphs that follow would then
be reworded to eliminate spTific references to the GATT articles individually
or as a whole, leaving the President sufficient negotiating flexibility to accom-
plish the objectives laid down in the opening paragraph of Section 121 (a) by
whatever means proved most practicable.
. .Import relief under the "escape clause"

Title IH of the bill is too permissive in allowing U. S. industries to resort to
tariff and other fornis of protection in the face of import competition. True, this
part of the bill does emphasize adjustment to import competition, provides more
ample assistance for this purpose than ever before to workers and firms, and
favors relief through tariffs and tariff quotas over quantitative limitations
and orderly marketing agreements. But other innovations in the bill could
substantially increase the number of successful applications for escape clause
relief which will go from the Tariff Commission to the President.

For example, the existing requirement that imports be the "major" or princi-
pal cause of injury to a domestic industry is changed to a requirement that
they be only a "substantial" cause-a cause defined as "important and not less
than any other cause." Alongside the existing law's tight definition of "serious
injury"-the significant idling of productive facilities, the inability to operate
at a reasonable profit, significant unemployment, etc.-we have a new standard
relating to a "threat" of serious injury on the basis of which relief can be
granted. The "threat" can take the form of a decline in sales, a growing
inventory, and a downward trend in production, profits and employment-
obviously a much easier test to meet.

Those who believe in freer world trade might be reconciled to these new
provisions If relief in the form of higher tariffs or other restrictions were
clearly limited to a short time period. Unfortunately, the legislation provides
for a five year period of protection renewable by an additional two years-with
the opportunity to apply for yet another period of relief after a two year
interval. If the concept of the legislation is to grant temporary protection to
permit industries to become more competitive or to change into another line of
production, one seven year period ought to be enough.

No less disturbing is the legislation's ambiguity on the key question of
whether the more permissive standards for import relief are to constitute the
exclusive mode of protecting domestic industries--or whether such industries
will continue to have access to non-legislated methods such as the special
international arrangements on textiles and steel. If we are going to set a new
and easier standard by which industries are to get temporary relief from
imports for the purpose of making competitive adjustment, I believe these
standards should apply to everyone. At the very least, the bill should provide
that no new restrictions, "voluntary" or otherwise, should be imposed to take
care of industries that are unable to satisfy the new standard, and existing
special arrangements that are not embodied in multilateral agreements under
the GATT should be rapidly phased out. This would mean phasing out the
steel agreement but not the multilateral textile agreement.

The American people are justifiably fed up with a double standard of law and
justice-one standard for the rich and powerful and another for the rest of us.
One place to start rectifying the double standard is in this new trade bill.

Some loosening of the current escape clause provisions is obviously necessary
as the price for passing a trade bill, but I fear the loosening in the House
version has gone too far. The new provisions would mean many more recom-
mendations for trade restrictions by the Tariff Commission-and much more
political pressure on the President under the escape clause than he has faced
in recent years. I hope the Senate will tighten up the escape clause both with
respect to the criteria of causality and injury and with respect to the other
matters mentioned above. And it is absolutely essential to retain the discretion
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the President has under existing law and in the proposed legislation to deny
the application of an industry for new trade restrictions in the light of
broader national and international considerations.

5.(V7 gjj t'rr'a iliinq dcct $e.'

There is no valid national Interest in countervailing against foreign subsidies
which neither cause Injury to an American Industry nor prevent one front being
established. Other countries recognize this fact and require that injury be
shown before countervailing duties are imposed. The prevailing practice in this
regard is embodied in Article VI of GATT, which requires "material injury" as
a prerequisite to the imposition of countervailing duties. Yet the United States
continues to apply a countervailing duty law that has no injury requirement,
taking advantage of the "grandfather clause" of GATT permitting contracting
parties to maintain pre-1947 legislation inconsistent with the GATT rules.

I would favor amendments to Section 331 of the bill bringing us into line
with GATI'T standards by requiring proof of "material injury" before counter-
vailing duties are applied. On the other hand, I can understand the argument
that iu order to maximize our negotiating leverage, we should postpone such a
change in our legislation pending the negotiation of new rules on subsidies that
are consistent with our national interests. But if we are to follow that negotiat-
ing strategy, we should certainly provide the Secretary of the Treasury with
the temporary discretionary authority included on page 123 of the bill not to
impose countervailing duties which would jeopardize the satisfactory comple-
tion of the trade negotiations. The provision beginning on the bottom of that
page requiring the mandatory application of countervailing duties with respect
to articles produced by a government-owned subsilized facility in a developed
country could complicate our negotiating problems and should be removed.
6. Prefcrctees for devcloping count tries

Title V of the legislation constitutes an important step forward by recogniz-
Ing the important national interest of the United States in assisting the
developing countries to increase their export earnings and thus accelerate their
economnc development. However, tariff preferences are not available with
respect to articles that are subject to "escape clause" actions under old or new
legislation, nor will they have much value with respect to, articles subject to
"voluntary" or other forms of quantitative restrictions. This underlines the
importance of tightening up our policies for "import relief" along the lines out-
lined earlier. We should not be in the position of taking back from the develop-
ing countries with one hand what we are giving with the other. In the long
run, we should be moving with our developed trading partners toward a system
of one-way free trade on behalf of the developing countries.

I would also recommend deleting paragraph (c) (1) of Section 504, which
makes preferential treatment unavailable for the-product of a beneficiary
developing country when that country supplies more than $25 million of that
product during a calendar year. It is inconsistent with the purposes of tariff
preferences to limit the trade benefits so severely.

On the other hand, I support the provision In Section 504 (c) (2) withhold-
ing preferential treatment from the product of a developing country when that
country secures more than 50 percent of U.S. imports of that product In a
calendar year. The 50% limitation serves a useful purpose in preventing a few
relatively advanced developing countries from gaining most of the benefits of
tariff preferences at the expense of all the others.

[From the Congressional Record, Dec. 3, 1073]

TRADE REFORM A(r oF 1973

MIr. MONDAIr.E. Mr. President, I intend to submit several amendments to the
Trade Reform Act of 1973. 1 am pleased that Senator Ribicoff, chairman of the
Trade-,ubcommittee of the Finance Committee, is joining Die as a cosponsor of
these amendments. The amendments update the trade bill to address the new
challenge which confronts us today-the use of export controls on scarce raw
materials and perhaps even manufactured products as a new weapon in inter-
national politics.
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The Trade Reform Act, as reported by the House Ways and 'Means Committee,
would provide authority necessary to achieve greater access for American
products to overseas markets. While this is a necessary objective for meaningful
trade negotiations, it must not be the exclusive aim of trade reform. Yet, the
hill in its present form does not deal with the equally pressing need to assure
access to supplies of the raw materials we need for a stable and growing
econlonly.

Under the Export Administration Act of 1969, the President has the authority
to curtail the shipment of our products overseas. But the use of export control
authority cannot be viewed solely within a domestic context, as the oil embargo
clearly shows. Agreements to prevent the unjustified use of export controls must
be a major goal of international trade negotiations, and the President must have
more explicit and precise authority to respond to export embargoes against
the United States.

During the last World War, President Roosevelt and Prime Minister
Churchill dedicated our two nations to the defense of several major principles
which form the basis for the collection security of Western countries. Enunier-
ated in the Atlantic Charter, these principles include under title IV the goal of
"access, on equal terms, to the trade and to the raw materials of the world."

The principle articulated by Secretary of State Cordell Hull, the father of
the trade agreement program, that "if goods cannot cross borders, armies will,"
was ignored before tie war. In the postwar decades, international trade negotia-
tions concentrated almost exclusively on the problem of surplus production and
on access to markets, and virtually ignored the problem of access to supplies of
raw materials.

However, today we face new problems of resource scarcity and accelerated
inflation in which producing countries are withholding supplies of a wide vari-
ety of products for purely economic reasons or, in the case of oil, to extract
political concessions.

The United States, .Tapan, and the Common Market countries are all suffering
from intolerable rates of inflation. This inflation poses a threat to our political
institutions. For the continual increases iII the cost of living tend to erode
public confidence in government.

When prices spiral out of control, people may reach out for government
which can effectively halt inflation even at the expense of their democratic
traditions.

Inflation is eating away at the real earnings of working people in the United
States. Shortages of food, fuel, timber, cotton, scrap iron, cement, and many
other products are a major cause of rapid inflation this year.

At tile present tinle, many U.S. companies are facing difficulties in obtaining
raw materials, and a number have asked that authority under the Export
Administration Act be invoked to curtail shipments overseas.

While in some cases such controls may be Justified, I believe we must begin to
view export restrictions in a broader international context. For instance, if we
prohiTbit all exports of America's oil, would the Canadian Government-the sin-
gle largest supplier of oil to the United States-be encouraged to follow our
example?

The Imposition of the Arab embargo over oil is the most clearcut example of
the unreasonable use of export controls, and It has greatly intensified the
economic difficulties we face. Our factories and farms depend upon petroleum
to operate. Unless adequate supplies of fuel are made available, shortages and
higher prices will spread throughout our economy next year.

Although we need fuel, American foreign policy cannot yield to blackmail
over oil. At stake is not only our firm and longstanding commitment to Israel
but also our best strategic and economic interests. A taste of success from
extortionist tactics will only increase the appetite for more concessions. For the
long-term lesson Is that blackmail could easily be employed by countries that
are monopoly suppliers of other products.

The United States is already more than 50 percent dependent on Imports for
6 of the 18 major raw materials required by our industries, and projections
show that by 1985 we will be dependent on imports for 9 of these materials.

A senior Brookings economist, Fred Bergsten, recently noted in Foreign
Policy magazine:

"Four countries control more than 80 percent of the exportable supply of
world copper, two countries account for more than 60 percent of world tin
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exports, and four countries raise that total close to 95 percent. Four countries
combine for more than 0 percent of the world supply of natural rubber. Four
countries pos.-ess over one-half the world supply of bauxite. And a handful of
countries are coming to dominate each of the regional markets for timber."

In our increasingly interdependent world, a high degree of responsibility must
be exercised by all countries. Industrialized nations have an obligation to
asure that developing countries have an opportunity to achieve desired levels
of economic growth by providing technical assistance, market access, credits,
and grants in aid. At the same time, countries that have valuable resources
have an obligation to use those resources in a manner which will not injure but
heneflt the world community.

Nations have obvious concerns about guarding the domestic supplies of raw
materials when threatened by shortages or other national emergencies.
Although the United States used such justifications last spring to impose export
controls on soybeans, oil seeds, and other products, in taking such steps without
prior consultation with our traditional trading partners-Japan and Europ-
we set a bad example for the rest of the world.

It is naive to assume that our trading partners will give us greater access to
their markets If we do not assure then stability of supplies. I-low can we expect,
for example, the European Economic Community to liberalize its common
agricultural policy and forgo self-sufficiency in food production unless we pro-
vide reasonable quarantees that we will not cut them off each time our stocks
run low?

An assurance of markets is necessary for an assurance of supplies. The United
States should play a leading role in working to liberalize trade barriers. But we
also must build a system of world food reserves to make certain that export
commitments can be met and that food will be available to the developing
countries in time of emergency needs.

For an assurance of markets and other economic benefits also requires an
assurance of supplies. We must take the initiative in negotiations to achieve an
international set of rules to assure access, on an equitable basis, to supplies of
food and scarce raw materials.

'rhe amendments I offer today are designed to accomplish these goals.
First, my amendments would provide the basis for collective trade agreements

on export controls. I recognize that there. is already a general prohibition
against export controls in GATT, article 11. But there are many exceptions in
GATT articles 11, 20, and 21 which need to be-tightened and reformed; and the
general prohibition has never been enforced.

The President would be directed to seek to strengthen the GATT provisions or
other international agreements to include rules governing access to supplies of
food, raw materials, and manufactured products. An extension of the GATT
provisions would also be sought to authorize multilateral sanctions in GATT,
or any other multilateral forum, against countries which by their actions sub.
stantially injure the international community, and thereby threaten the entire
existence of the GATT system. If we can suggest curtailing our services to
nations which give refuge to hijackers, and if we can suggest denying port
facilities to nations which pollute the oceans with their tankers, then we can
certainly consider multilateral trade and aid embargoes on nations which
unjustifiably withhold vital raw materials.

While I would hope that such retaliatory measures would not have to be
used, if they became necessary, rather than acting as helpless giants, members
of the GATT system must work together to maximize their leverage against
the offending countries. Just as the international community reacts together
against import quotas, so it should react against countries which place unrea-
sonable controls over exports.

For 20 years GATT has focused on the liberalization of import restrictions.
These amendments would mean a major expansion of GATT responsibilities.
Events of the past 2 years have demonstrated that it Is crucial that these
responsible ties be expanded.

We have an immediate crisis over oil. But in considering sanctions against
producing countries, we must recognize the many practical problems that are
involved. For example, would enough countries be willing to cooperate so that
sanctions would be effective? How would we prevent the transshipment of prod-
ucts in the event a counterembargo were imposed?

Recent studies have cast doubt upon the effectiveness of a counterembargo
imposed by the United States alone. We have also seen indications of an unwill-
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ingness on the part of the European states and Japan to resist the demands of
oil-producing countries in the Middle East. The European countries have so far
been unable to cooperate even among themselves in responding to Arab threats;
and it Is therefore unlikely that we can immediately secure cooperation between
Europe, the United States, and Japan.

But it is obvious that the thrust of the Trade Reform Act must be redirected
toward export control policies because of rapidly changing events. It is equally
clear that the scope and powers of the general agreement on tariffs and trade
must be enlarged to deal with this crucial issue. My amendments are designed
to speed movement in this direction and to stimulate discussion so that we can
arrive at the most effective means of responding to recent events.

My amendments would also give the President authority to retaliate against
export controls which injure the United States. The definition of unfair trade
practices provided in the Trade Reform Act would be expanded to include
unreasonable and unjustifiable export restrictions-including quotas and embar-
goes on exports to the United States of manufactured goods and raw materials
required for a stable and growing economy. The President would be given
authority, subject to certain specified procedures, to counter such restrictions
by the imposition of export and import quotas of our own and embargoes
against any country which engages In these unfair trade practices.

In addition, the President would be empowered to deny economic and military
assistance, as well as participation in any program of the United States which
extends credit or Investment guarantees to offending nations. Finally, the Presi-
dent would be authorized to restrain foreign direct and indirect investment by
U.S. companies in these countries.

These amendments would give the President the leverage he needs to nego-
tiate with other governments from a position of strength. Hopefully the Presi-
dent would use this authority within a multilateral context as called for by my
proposed changes in the GATT rules.

We must begin now by rebuilding our relationships with the Europeans and
the Japanese. Over the past 4 years, the administration has devoted most of its
attention to superpower politics and has largely overlooked our traditional
trading partners and the less developed countries. This neglect has left both the
Atlantic and Pacific Alliances in an unprecedental state of disarray.

For example, in the President's most recent energy message,, he made no
mention of the need of our allies In planning their energy programs. Self-suffi-
ciency for the United States by 1980 in energy would not end our problems if
Europe and Japan were still totally dependent on Arab oil.

There has been a failure of advanced consultation on a whole array of issues
involving our allies. But one symbolic example of the administration's neglect
is its refusal for more than a year to appoint an Ambassador to the prime
forum for cooperation with our allies--the OECD--during this time of acute
crisis in world economic relationships. It is the OECD in which oil policies are
coordinated among the industrialized countries and in which basic economic
policies are reviewed among the industrialized countries together.

We must start to work together to build new procedures and rules within
GATT and the OECD-rules that will serve notice that the United States and
its allies will be prepared to act together to counter any threat to our collective
economic security. One immediate step would be to join together and form
within these organizations a coalition of oil-consuming nations to present a
common front in bargaining with the Arab States.

Rules must be formulated in a manner which insures a fair return to produc-
ing countries for their precious resources and which insures their economic
development. I believe that we can devise a system which is equitable to produc-
ing countries and to the industrialized world.

While many obstacles must be cleared, we must seize this opportunity to make
our international economic Institutions more responsive to the problems of scar-
city, of inflation, and of unfair trade practices which deny raw materials to
member countries--just as these economic institutions have dealt in the past
with problems of abundance, of unemployment and of unfair trade practices in
which imports unfairly penetrated markets.

Economic self-sufficiency is a gQod rhetorical catch phrase. But It no longer is
a realistic or meaningful goal as we enter the final quarter of the 20th century.
We must learn to cooperate in accordance with recognized principles of fair
trade so that the people of all countries can look forward to a more secure
and prosperous future.
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The agreements concluded In the Tokyo round of negotiations will in great
measure determine the future shape of international cconoinic relations. We may
find ourselves in a world dominated by growing hostility between rich and poor
and amoug the rich unless the United States takes the lead in strengthening
the community of Interest among our Nation, our principal trading partners
and tIe developing countries.

Mr. President, I ask unanimous consent that the full text and a summary of
my altendinents, along with a recent editorial front the Washington Post and a
statement front a group of Cambridge economists, be printed in the Record.

There being no objection, the inaterial was ordered to be printed in the
Record, as follows:

SIMNIMARY OF MONJ ALI AfENI.DMENTS TO TRADE REFORM ACT OF 1073

The Mondale amendments would :
Amend the Trade Reform of 1973 to make access to supplies of raw materials

one of the major goals of U.S. trade, negotiations;
Direct the President to seek to extend and strengthen provisions of the Gen-

eral Agreement on Tariffs and Trade (GATT) or other international agree-
ments to Include rules governing export embargoes by member nations that
deny equitable access to supplies of food, raw materials, and manufactured
prod ucts;

)irect the President to seek to negotiate authority for multi-lateral sanctions.
through GATT or any other international forum against member or non-member
countries which impose export embargoes that substantially injure the inter-
national community ; and

Amend the definition of unfair trade practices to include the unjustifiable or
unreasonable use of export embargoes, and authorities the President, subject to
procedural safeguards, to retaliate against countries which deny raw materials
to the United States by imposing a counter embargo, by prohibiting economic
and military assistance, credits or Investment guarantees, and by restricting
foreign direct and Indirect investment by U.S. companies.

On page 5, line 7, strike out "and", and after line 7 insert the following:
(2) to insure equitable access to supplies of food or raw materials required

for production of energy and orderly economic growth and development; and
On page 5, line 8, strike out "(2)" and insert "(3)".
On page 10, line 6, strike out "and".
On page 16, line 11, strike out the period and insert ", and".
On page 16, after line 11, Insert the following:
(7) the strengthening and extending the provisions of GATT or other Inter-

national agreements to include rules governing access to supplies of food and
raw materials, including rules governing the impqosition of export controls and
the denial of access to supplies of petroleum, raw materials, and manufactured
products.

(8) the extending the provisions of GATT or other international agreements
to authorize multilateral sanctions by contracting parties against member or
non-member countries which deny equitable access to supplies of petroleum, raw
materials, and manufactured products, and thereby substantially injure the
international community.

On page 106, line 3, after "import" insert "and export".
On page 109, after line 3 insert the following:

SF~c. 302. RESPONSES TO CERTAIx EXPORT PRACTICES OF FOREIoN GOVERNMENTS

(a) Whenever the President determines that a foreign country or instrumen-
tality imposes unjustifiable or unreasonable restrictions, including quotas or
embargoes, on the export to the United States of food or raw materials
required for the production of energy or for orderly economic growth, he shall
take all appropriate and feasible steps within his power to obtain the elimina-
tion of such restrictions, and he may take action under section 801 with respect
to such country or instrumentality and its products, and, in addition, he may-

(A) impose restrictions, including quotas and embargoes, on the export of
United States products to such country or instrdmentality,

(B) deny economic and military assistance and participation in any pro-
gram of the Government of the United States which extends credits, credit
guarantees, or investment guarantees, to such country or instrumentality, and
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(C) prohibit or restrict investments, direct or indirect, In such country or
instrumentality by United States citizens and domestic corporations and by
other corporations and entities which are controlled by United States citizens
and domestic corporations.

(b) In determining what action to take under subsection (a), the President
shall chbsider the relationship of such action to the international obligations
of the United States and to the purposes stated in section 2.

(c) The President shall provide an opportunity for the presentation of views
concerning the export restrictions referred to in subsection (a). Upon request
by any interested person, the President shall provide for appropriate public
hearings with respect to such restrictions after reasonable notice, and he
shall provide for the issuance of regulations concerning the conduct of hear-
iigs under this subsection and subsection (d).

(d) Before the President takes any action under subsection (a) with respect
to any foreign country or Instrumentality-

(1) he shall provide an opportunity for the presentation of views concerning
the taking of any such action,

(2) upon request by any interested person, he shall provide for appropri-
ate public hearings with respect to the taking of any such action, and

(3) he may request the Tariff Commission for its views as to the probable
impact on the economy of the United States of the taking of any such action.

On page 109, line 4, strike out "302" and insert "303".
On page 109, line 0, after "301" insert "OR 302".
On page 109, line 8, after "301(a)" insert "or under subparagraph (A),

(B), or (C) of section 302(a)".
On page 109, line 19, after "301(a)" insert "or section 302(a), as the case

may be,".
On page 43, line 11, strike out "302(b)" and insert "303(b)".
On page 43, strike out line 13 and insert " ---- of the 'Trade Reform

Act of 1973' (with the blank space being filled with '301' or '302', which
applies) ; and".

On page 43, line 20, strike out "302(b)" and Insert "303(b)".
On page 46, line 11, strike out "302 (b)" and Insert "303(b)".
On page 46, line 18, strike out "302(b)" and Insert "303(b)".

OIL, GRAIN AND THE TRADE TALKS

The massive and ponderous process of world trade negotiations has now
begun, to the accompaniment of loud public fanfare and quiet private doubts.
The doubts arise from the basic aims of the negotiations, which are now to a
significant degree obsolete. These trade talks were originally organized as a
further attempt to reduce protectionism among the rich nations, and open up
markets for the poor. But the world's economy has changed suddenly and pro-
foundly over the past year or two. The central issue now is not so much the
various countries' attempts to shut out each others' goods. To the contrary,
the real and pressing danger is the savage competition for access to limited
supplies of those imported goods crucial to every nation's life-above all, grain
and oil.

The world has no rules for distributing scarce commodities. Or more accu-
rately, it rations them to the highest bidder by raising prices. Currently that-
means soaring commodity prices that are inciting spectacular inflation rates
in the industrial countries, and are lifting these goods altogether beyond the
reach of the poor. It is an efficient process, in a mechanical sense, but it is
intolerably disruptive and cruel. The trade negotiators seem to be commencing
a long solemn discussion of barriers to Imports, at a moment when their gov-
ernments at home are scrambling frantically to grab the imports that they
need.

Nearly two years ago, at the time of the first American devaluation, the
leading nations all agreed that they ought to work out orderly new rules for
world trade and money. The long labor of reorganizing the monetary system
Is now getting under way at the International Monetary Fund's meeting in
Nairobi. The parallel reform of the trading rules, after months of prepara-
rations, now has formally begun with a meeting of 103 nations In Tokyo. They
published a formal declaration pledging themselves to seek "the expansion and

30-229-74-pt. 4-40
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ever-greater liberalization of world trade." That is an admirable objective, but
it is not at the moment the most important one. Nor is it likely to be the most
important one for some years to come.

The great symbol of the sudden reversal of the issues is the United States
and Its wretchedly battered trade policy. After years of drumming on the
European Common Market to loosen its barriers to American farm prbducts,
last June we swung around without notice and embargoed the exports of soy-
beans on which those same Europeans were counting. Meanwhile, after 15 years
of limiting our imports of foreign oil, in order to keep our domestic prices up,
we are now desperately trying to buy enough fuel oil in Europe to get our-
selves through the coming winter.

The most urgent business for trade negotiators these days are those two
commodities, food and oil. In both cases, there will be no international agree-
ment at all unless the United States takes the initiative. But the United States
does not seem-to have any very clear idea precisely what it wants to do with
either of them.

Regarding oil, the Importing nations need an agreement on dividing up the
available supplies, whatever they may be. Granted, an agreement would be
agonizingly difficult to work out. But nionth after month of snarling and squab-
bling among the oil-fueled nations would inflict catastrophic damage on the
relationships that have, for a generation, guaranteed world stability.

The prospects for an international grain system are, if anything, even dim-
mer. Solutions exist. Last week a group of eminent economists from Japan,
Europe and this country met here at tMe Brookings Institution and worked out
a draft plan for an international grain reserve. It would be expensive and
complicated. It would require a kind of international consultation and Joint
action reaching well beyond the rather rudimentary procedures of the present
trade and monetary systems. The only thing to be said for it is the cost of the
alternative, in recurrent inflation, panic and anger.

The trade meeting in Tokyo was a sign of progress. The negotiations are
now under way. But they are like a big ship, difficult to turn under full steam.
There Is a risk that this huge enterprise, with 103 nations aboard, will keep
sailing ahead, by sheer force of momentum, toward an obsolete purpose instead
of turning to the work that most needs to be done.

OIL SHORTAGES AND MIDDLE-EAST POLITICs

A statement by Kenneth J. Arrow, Franklin M. Fisher, John Kenneth Gal-
bralth, Simon Kuznets, Wassily Leontief, Merton J. Peck, Paul A. Samuelson,
and Robert M. Solow.

We make the following statement in order to clarify the tenuous and com-
plex relation between current oil supply problems and Middle East policy.

The coincidence of difficulties with the supply of gasoline and heating and
residual fuel oils in the United States and the recent war in the Middle East
may give rise to misunderstandings about the nature of the relation. It may
be felt that American aid to Israel and support for its position are In some
way responsible for the energy difficulties (the word, "crisis," is much too
strong). There is only a limited and most transitory connection, and our
foreign policy should not be deflected In the slightest by the illusion that
giving in to oil blackmail will in fact gain us anything.

1. The world crude oil situation has two aspects. First ih the cartel of the
producing nations, the members of the Organization of Petroleum Exporting
Countries (OPEC), which has both Arab and non-Arab members. This cartel
has been able to raise prices repeatedly by raising the tax on oil exports. The
tax becomes a cost to the oil companies, who are able to pass it on to custom-
ers like any excise tax. The upper limit to this monopoly is the cost of alterna-
tive sources of fuel. This is obviously a very uncertain ceiling in the short or
long run. Some put it near $5 a barrel f.o.b. Persian Gulf, some as high as $10.
It is certain that the OPEC nations will keep probing toward this limit. They
began this process with the Teheran "agreements" of 1971, which were violated
within a few months.
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In early October of this year, the Persian Gulf members ended the charade of
negotiations and raised prices unilaterally. Without doubt, they will do so
gain.

There was and is no connection between Middle East peace and the oil
monopoly of Arab and non-Arab nations. If some perfect Middle East political
settlement were reached tomorrow, the OPEC countries would not give up a
cent of their gains, and they would not cease to consider when and how much to
raise prices. To suggest a connection between Arab-Israel strife and the con-
trived scarcity of oil to drive up prices is to commit a non-sequitur.

2.-The new element in the situation lies in the cutbacks, over and above the
normal scarcity, which were proclaimed in mid-October by the Arab nations
and which, they said, would continue until the borders of Israel return to those
before the Six-Day War of 1967 and until the Palestinian people were granted
their "rights," a concept not explained. To the cutbacks has been added a pro-
claimed total embargo against the United States.

The embargo is not important in itself. We need only cite the June 1973
statement of the ex-Secretary-General of OPEC, Dr. Pachachi of Iraq, to the
effect that a selective embargo is useless, as well as the interview with King
Feisal and Prince Saud of Saudi Arabia in late August, when they pointed
out that the United States could not be reached by an Arab embargo against
them alone.

The cutback in total production of the Arab countries is genuinely damag-
ing to the consuming nations, though the United States is harmed least of all.
The extent of those cutbacks is not altogether clear. Iraq has not Joined;
Libya's stand is unclear, though both have embargoed the United States.
According to press reports, the reduction appears to be 25 percent of Arab oil,
or about 15 percent of all oil moving in International trade. The Arab nations
nre said to plan no further cuts because they fear retaliation: the denial of
fG(d and manufactured goods, not to mention military action by consuming
countries (New York Times, 10 November 1973).

3. In the United States, the scarcity of gasoline and home heating oil is due
primarily to a shortage of American refining capacity, which is not expected
to be made up before about 1977. So long as capacity is Inadequate, and there Is
little slack elsewhere in the world, product will be short even if crude oil is
available without limit.

Arab crude oil imports have amounted to about one million barrels daily,
and refined products made from Arab oil, "an amount difficult to estimate but
possibly as much again," (Petroleum Press Service, November 1973, p. 405).
Since part of the maximum two million barrels, out of a daily consumption of
17 million barrels, will be made up by increased imports from non-Arab
sources diverted to the United States (a decision which depends to no small
degree on American oil companies), the overall loss to this country Is at most
12 percent. But the loss is not equally distributed. The main impact will fall on
the East coast supply of residual fuel oil, used almost entirely by industry.
About 35 percent of this supply is from refineries, mostly In the Caribbean,
which run partly on Arab oil. Some uncertainly large fraction of this will be
stopped.

4. The consuming nations are not without weapons of their own, once they
realize they are confronted with what the Petroleum Minister of Saudi Arabia,
Sheik Yamani, has rightly called "war" (Platt's Ollgram News Service, 22
February 1973). If united, they can refuse to supply food and manufactured
goods to the nations committing the hostile act of embargo. The Soviet Union
might find it difficult to make up the deficit, and the Arabs might well be
unwilling to accept the resulting dependence. It would be more productive for
consuming nations to confer on such counter-measures than to outdo each other
in subservience which profits them nothing. ("Arabs don't have to police their
own boycotts. Sycophant nations are doing it for them." (Wall Street Journal,
6 November 1973).

5. The threat to American oil usage may indeed have beneficial effects. As
the President's message shows, the threat has awakened the country to the need
for meeting the energy problems which would be upon us in any case within
the next twenty years. It has alerted us to the profligacy with which we have
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been using energy to accomplish tasks of secondary importance. Conservation
of energy has become a prime need in meeting both the short-run difficulties
and the long-run growing scarcity, and with a reduction in energy usage will
come a reduction In our serious problems of air pollution.

6. We e,%press no opinions on the nature of any Middle East peace, or what
the United States could or should do to bring it about. We do warn that letting
our policy l)e determined or even influenced by the threat of injury Is as futile
as it is ignoble. Oil is a non-durable good. If to maintain the flow this year
we accede to a course of action we would not otherwise desire, then It will
follow as the night the (lay that we will be blackmailed again and again. The
Japanese government has for years been among those most favorable to the
Arabs, yet they have been denounced for their "odious neutrality" (New York
Times 18 October 1973), and more was demanded: breaking relations with
Israel, economic sanctions, and military aid to the Arabs (New York Times
8 November and 15 November 1973). The more is given, the more will be
demanded.

Saudi Arabia will promise oil for next year In exchange for the "right" kind
of peace, then make fresh demands for further oil the year after that. As
Sheik Yaniani said of the Teheran "agreement" in September, his government
would have liked to honor the agreement but circumstances had changed
(Middle East Economic Survey 7 September 1973). Circumstances will always
change. And, as the Wall Street Journal warned last 26 April, giving in to
blackmail on one Issue in one part of the world Invites blackmail on every
issue in every part of the world. We hope our policy makers ifnd oirr public
will remember this and not be dazzled by the hope of some grand "settlement"
which wraps up oil and politics in a neat looking package which will soon start
to unravel and lean to endless confrontations.

The greatest service which the United States can render to friendly nations
in Europe and Asia is not to let itself be swayed by this blackmail. For if the
United States cannot be reached or influenced, then Europe and Asia are being
tormented to no purpose, the Arabs have no motive to continue the cutbacks,
and the usual money incentives to resume normal output will operate.

IDENTIFICATION OF STATEMENT SIGNERS

fl'he following information about the signers of the statement on Oil Short-
ages and Middle-East Politics is provided for identification purposes only. No
organization mentioned has taken any position on the issues discussed.

'Kenneth J. Arrow: Professor of Economics, Iarvard University; awarded
Nobel Memorial Prize in Economic Science, 1972; President, American Eco-
nomic Association.

Franklin M. Fisher: Professor of Economics, Massachuset'.s Institute of
Technology; Editor, Econometrica.

John Kenneth Galbraith: Professor of Economics, IIarvard University;
Past President, American Economic Association.

Simon Kuznets: Professor Emeritus of Economics, Harvard University;
awarded Nobel Memorial Prize in Economic Science, 1971; Past President,
American Economic Association.

Wassily Leontlef: Professor of Economics, Harvard University; awarded
Nobel Memorial Prize in Economic Science, 1973; Past President, American
Economic Association.

Merton J. Peck: Professor of Economics and Chairman of tjie Department of
Economics, Yale University.

Paul A. Samuelson: Institute Professor of Economics, Massachusetts Institute
of Technology; awarded Nobel Memorial Prize in Economic Science, 1970; Past
President, American Economic Association.

Robert M. Solow: Institute Professor of Economics, Massachusetts Institute
of Technology.

Senator MONDALE. Our next panel consists of V. J. Adduci, Presi-
dent of the Electronic Industries Association; and Win. H. Moore,
vice president, of EIA; and William Kennedy, Counsel, General
Electric International Group, General Electric Company. You will
proceed, please, Mr. Adduci.
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STATEMENT OF V. J. ADDUCI, PRESIDENT OF THE ELECTRONIC
INDUSTRIES ASSOCIATION, ACOMPANIED, BY WILLIAM H. MOORE,
VICE PRESIDENT OF THE ELECTRONIC INDUSTRIES ASSOCIATION
AND DIRECTOR OF ITS INTERNATIONAL BUSINESS COUNCIL

Mr. ADDUCI. Mr. Chairman and members of the committee, with me
today is Mr. William H. Moore, vice president of the ETA and
director of its International Business Council. We very much appre-
ciate the committee's invitation that ETA testify on H.R. 10710.

Despite the diversity of their products and the differing sizes and
characteristics of their businesses, EIA members are- agreed in their
broad views on world trade and investment. In 1973, our association
adopted a position statement on this subject. Its preamble expressed
our underlying philosophy about international business and invest-
ment. It says:

ETA reaffirms its belief in the principle of free and fair trade. For this
principle to prevail, however, there must be similar support in policy and in fact
by nations throughout the world. This is unfortunately nQt the case. Action
must, therefore, be taken not only to defend the principle but to restore the
conditions which are essential for its successful operation.

We turn now to H.R. 10710.This we support in broad concept and
-in most specifics. Although we offer a few suggestions regarding H.R.

10710, we emphasize our belief that this is a good bill and a greatly
needed bill. For the sake of our companies and our employees we urge
its early enactment in substantially its present form.

One of our primary reasons for supporting this bill is the fact that
it seeks to expand world trade and our participation in expanding
world markets. ETA believes that the expansion of our international
trade is the only approach which offers any hope of economic progress
for the United States, its companies and its workers and so we sup-
port the general concept that will lodge in the Presidency extensive
management powers over American trade policy.

A second major reason for supporting this bill is its focus on one
aspect of international trade which has been especially troublesome to
our industries. This is the whole area of nontariff barriers, by which
many impediments are presented to the sale of our products elsewhere
in the world.

We applaud all efforts to open up the markets of other countries to
our products as fully as our markets are open to theirs.-As we analyze
the world situation in preparation for the GATT negotiations, we
note that access to the American market is a privilege held very dear
indeed by about 20 of the most developed countries, and our industries
need more access to the electronics markets of those same 20 countries.
Therefore, our strategy for sectorial bargaining in electronics is to
seek the needed access to their markets.

At the same time, we urge that title I of the bill be clarified to
-insure pursuit of GATT agreements to reduce, eliminate, or harmo-

nize the proliferating practices of many nations whereby they grant
export aids and incentives to their firms.

On sectorial negotiations, ETA members attach great importance to
the utilization of the sectorial approach during the GATT negotia-
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tions, because our experience during and after the Kennedy round
has completely convinced us that this-approach is much more likely
to yield fair and satisfactory results.

If the United States lowers its barriers in a given sector without a
reciprocal lowering of foreign barriers in that sector, than American
industry and employees in the given sector are not benefited. Abroad,
the industry stil encounters high barriers against its products. Here
at home, it encounters more competition from abroad.

If, on the other hand, sectorial bargaining be pursued successfully,
the United States and our trading partners will lower barriers in the
same sector. Then, all parties will indeed increase trade and employ-
ment. The electronic industries of this Nation do not fear foreign
competition. We simply insist on as much access to their markets as
they are given to ours.

Accordingly, we specifically endorse in its entirety section 102(c) of
the bill and we urge retention of all language in that section, includ-
ing the requirement that "trade agreements entered into under this
section shall be negotiated to the extent feasible on the basis of each
sector."

We al3o urge that your report on the bill contain strong language to
advance this point of view for the sake of U.S. consumers, employers,
and employees.

We are aware of about nine proposed international codes, one on
international standardization which we consider excellent, one on
government procurement as to which we would have more questions,
and a half dozen other less developed proposals. The maturing of any
of these will depend on the enactment of H.R. 10710. Although these
are iot sectorial in nature, we see no incompatibility with the sectorial
codes called for in section 102 of the bill. We ask that your report, on
this bill support both.

On consultation with industry, we urge retention and strengthen-
ing of section 135, entitled "Aavice From the Private Sector." We
vigorously endorse STR's recommended amendment of section 135 (e)
to exempt meetings of advisory committees from section 11 of the
Federal Advisory Committee Act. This change is imperative if the
work of the industry advisory committees is to have any value. With-
out this change, any spokesman of any foreign country or industry
will be made fully-privy to the recommendations of these committees.

We also endorse STR's recommendation that you amend H.R. 10710
to create an industry policy advisory committee, and we add our
recommendation that you charge this committee with the four specific
functions listed in our written statement.

Now, staffing of the Office of Special Trade Representative:
In order that the United States may have a strong negotiating

team, EIA urges that the Senate Finance Committee: One, review the
adequacy of the STR's staff in terms of numbers of professionals and
their knowledge of 1.S. industry; two, stipulate the committee's view
on the matter in this bill or in the committee's report, and in any
event seek to insure that STR has the authorization and funds for
adequate numbers of suitable staff persons reporting directly by
statute to STR, as contrasted with having to use personnel detailed
by other Federal agencies.
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On countervailing duties, EIA applauds the fact that H.R. 10710
grants judicial review for American companies, and we continue to
urge the "full, legitimate, fair, and rapid enforcement of both the
countervailing and antidumping laws."

We urge the deletion from section 331 of the proposed new para-
graph entitled "Temporary Provisions While Negotiations Are in
Process." This would provide that after the use of a subsidy has been
determined, the Secretary of the Treasury may nevertheless, for 4
years from the enactment of H.R. 10710, decline to impose any addi-
tional duties.

This would defeat the purpose of the countervailing duty statute,
which offers by far the best help our Government could give us.
Accordingly, we vigorously oppose the proposed subparagraph
303(e), and we urge that your committee eliminate it from the bill.

Items 806.30 and 807 of the Tariff Schedule of the United States:
EIA opposes any change in the present items 806.30 and 807.00

because, as the U.S. Tariff Commission determined in 1970 after a
careful study, changing them would decrease U.S. production and
employment. Accordingly, we strongly urge elimination of section
203(f) (1) of H.R. 10710.

On the President's authority to levy surtaxes:
If surtaxes or import quotas become necessary to protect our bal-

ance of payments, EIA favors authority for their application across
the board in accordance with our international commitments, rather
than selective application against one or a few countries. To that end
we recommend deletion of section 122(c) (2).

Amendments regarding access to supplies:
EIA supports carefully drawn amendments which would authorize

the President to retaliate against any nation which embargoes exports
to the United States of any important supplies or material.

Mr. Chairman, we appreciate the time and attention of the
committee.

We ask that our full written statement, and not just this abbrevi-
ated version, appear in the record of this hearing."

Senator MoNpmzA. Thank you very much.
Mr. KennedyI

STATEMENT OF WILLIAM F. KENNEDY, COUNSEL, CANADIAN
GROUP OF GENERAL ELECTRIC CO.

Mr. KENNEDY. My name is William Kennedy and I am counsel for
the International and Canadian Group of General Electric Co. I am
grateful for the opportunity to present to this committee General
Electric's views in support of the proposed Trade Reform Act, H.R.
10710.

Before addressing the specifics of the bill, I should provide some
perspective on General Electric's activities in international trade.
General Electric is a manufacturing company with a broad variety of
product lines, all deriving from a common core of electrical technol-
ogy. It has been engaged in overseas trade and investment throughout

See p. 1677.
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this century. Its 1973 U.S. exports amounted to over $1.1 billion-
almost 2.5 percent of total U.S. exported manufactures for 1973. For
the 5 years ended December 31, 1973, General Electric's favorable
merchandise trade balance-that is, excess of exports over imports-
amounted to about $2.5 billion.

Since 1968, General Electric's export volume has doubled from
roughly $1/ billion to over $1 billion and its favorable merchandise
trade balance has also doubled from over $400 million to over $800
million. When other current account items, such as dividends, interest,
royalties, and payments for services, are included, General Electric's
5-year total contribution to the U.S. balance of payments is over $2.8
billion.

About a year and a half ago we made studies of the effect of the
company's international activities-exports, imports, overseas invest-
ment and licensing-on domestic employment. These studies showed
that the net favorable effect was in excess of 20,000 full-time jobs;
about 65 percent of this number were hourly paid employees.

We think that the current number would be closer to 25,000 General
Electric domestic jobs, to which should be added perhaps another
25,000 in other organizations-suppliers of materials and services,
financial institutions, shipping and transportation companies and
government agencies. In addition to these 50,000 domestic positions,
U.S. employment in General Electric businesses such as locomotives,
gasiturbines, aircraft jet engines and marine propulsion, is indirectly
attributable to export volume. These businesses serve and are depend-
ent upon world markets and export sales are critical to their success
because of high investment and high development costs.

Finally, I should note that General Electric's export business has
been highly diversified. No one product line has consistently
accounted for over 10 percent of the volume and neither has any one
country.

Against this background, I would like to turn to General Electric's
position on the pending trade bill.

First, we believe -.R. 10710 as reported by the Ways and Means
Committee and passed by the House of Representatives is a thought-
ful and balanced piece of legislation designed to promote U.S.
exports and increase U.S. employment and at the same time provide
more effective protection against unfair import competition. The
administration submitted a good bill and the House in our opinion
strengthened many provisions of the bill.

Second, the suggestions that the bill has somehow l6ecome untimely
because of the economic dislocations caused by the oil price increases
are, in our judgment, wide of the mark. To the contrary, these dis-
locations increase the risk that some hard-pressed countries will
resort to trade restrictive measures; we need ongoing international
trade negotiations to counteract this tendency and to preserve chan-
nels of open multilateral trade.

Moreover, these trade negotiations are the logical forum in which
to deal with the issues of equitable access to supplies and an
international code on export controls-issues brought into sharp focus
by the recent oil embargo and addressed in the amendment offered by
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Senator Mondale and Senator Ribicoff. I might note that General
Electric supports the basic purposes of this amendment.

Third, the authority granted in H.R. 10710 offers the first opportu-
nity for a systematic assault on the montariff barriers and distortions
which in some sectors have become the main obstacles to growth of
U.S. exports and to the-free flow of international trade. The devel-
opment and adoption of international codes on government procure-
ment, export subsidies and product standards are essential if the
United States is to avail itself of its comparative advantage in high
technology manufactures.

Fourth, the bill as passed by the House contains provisions for
consultation of committees of the Congress and for consultation of
industry, agriculture, labor and others in the private sector which
offer assurance that U.S. negotiating positions will reflect the views
of those most affected. These provisions should go a long way to
eliminating the lack of effective communication and the resulting
frustration which apparently characterized the critical last stages of
the Kennedy Round. .

Fifth, the bill defines as a principal U.S. negotiating objective the
attainment by product sector of competitive opportunities for U.S.
exports equivalent to those afforded in this country to imports in
that sector. This objective of competitive equivalence applies, of
course, only to other developed countries.

The initial point to be made about this provision is that contrary to
fears expressed in some quarters, it does not put unreasonable con-
straints on the executive branch's negotiating flexibility. The bill does
not mandate a particular negotiating result-a mandate which would
be unrealistic in any event in the context of complex multiparty
negotiations. The sanction in the bill, and the only sanction, is the
obligation of the President to give the Congress an accounting by
product sector of the extent to which he has attained the objective of
competitive equivalence.

In this connection, I believe section 162(a) of the bill should be
clarified by requiring that the President's statement of reasons in
support of an agreement on nontariff barriers and distortions be
given to the Congress before the agreement enters into force -and
specifically at the beginning of the first 90 day period contemplated
in section 102(f) (1) of the bill.

Next, I should note that section 102(c) of the House bill is entirely
consistent with the proposed administration approach, which General
Electric endorses, of attempting to develop generic codes dealing with
nontariff barriers and distortions across sectoral lines. By definition
international codes would harmonize these barriers and distortions,
and thereby advance the objective of competitive equivalence by
product sector.

Section 102(c) (2) does call for negotiations by product sector to
the extent appropriate to achieve the objective of competitive equiva-
lence and to the extent feasible. These provisions give the Special
Trade Representative flexibility as to the timing of sectoral negotia-
tions and as to the manner in which sector bargaining is to be inte-
grated into the overall negotiations.
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The only legal constraints on this discretion of the STR are the
dual obligations in the statute to consult the interested congressional
committees and to consult product sector advisory bodies. In a word,
tie House in section 102(c) did not put unreasonable restraints on tl-i
executive branch authority, but instead set up guidelines for the
exercise of discretion and asked for an accounting as to how that
discretion is exercised. In this connection, I cannot help noting that it
is to the Congress that the Constitution entrusts the power to regulate
commerce with foreign nations.

It. is important not to obscure the main thrust of the provisions for
product sector equivalence. These provisions have several key prem-
ises, which are familiar to this committee, but which it may be useful
to emphasize:

The comparative advantage of the United States in world trade
lies principally in two areas, agriculture and high technology manu-
factures;

The United States comparative advantage in high teclmology man-
ufactures has been nullified in many-cases and for many years by a
range of nontariff barriers and distortions;

Congress in the exercise of its constitutional responsibility should
set for the executive branch negotiating targets for the forthcoming
trade discussions;

These negotiating targets should certainly include competitive
opportunities for U.S. exports equivalent to those afforded foreign
suppliers selling in U.S. markets;

And finally, the executive liranch should be required to give the
Congress a plain-spoken accounting of the extent to which the targets
established by law have been met.

Tndulstry hasn't asked the Congress for more than that and we don't
see how anything less would be in the national interest.

Thank you, Mr. Chairman.
Senator MONDALE. Thank you.
Mr. Kennedy, is it correct that the administration poses a sector

equivalency rule, and you have heard the witnesses preceding you this
morning who felt the same way about it.

Mr. KE.NEDY. Yes.
Senator MONDALE.. I had understood that the sector approach is

designed principally to deal with the question of government purchase
policy where, for example, the Germans could bid on a generator
contract in the United States, but a U.S. firm could not bid under
similar circumstances on a government purchase in Germany, and so
on.

Ani I correct in that?
Mr. KP..NNEDY. I think principally government procurement is too

strong a word. Certainly government procurement is one of the main
areas where there hias been a concern which is reflected in the views
of those of us in industry who have advocated an approach like this.
But broadly, there are a series of industry sectors where tariffs are no
longer, if you will, a grious competitive factor in transnational
trade. On the other hand, in some of these sectors, and certainly some
of the sectors in which General Electric Co. is engaged, we find that
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access to foreign markets is restricted, by government procurement
restrictions, by export subsidies of other countries, by rules on
standards compliance, by import license requirements, by quotas and
the like. So we very much welcome on our part the emphasis in the
bill on nontariff barriers and distortions.

On the other hand, it seemed to us that although it is proper and
we support the administration in this, to think that these issues can be
approached generically by attempts to develop international codes, we
think in the end you have to measure results and impact. sector by
sector. It seemed, therefom, desirable to many of us in industry that
the President be asked to identify competitive equivalence as a
negotiating objective, a principal'one, not the only one, but a princi-
pal one. And second, those of us who supported those amendments do
not believe there should be constraints on the President's flexibility.
That would be totally unrealistic.

It is a multiparty negotiation and Congress cannot tell the Presi-
dent, you have to come back with this particular result. But it. is
reasontalle for Congress, which has the constitutional role here, to say
to the President, please give us an accounting as to how you made
out. And that is the first 'art. of that amendment. The second part of
the amendment is that where it is appropriate to attain this objective
of equivalence and where it is feasi be, sector bargaining should be a
preferred negotiating technique.

This again seems to me a very modest or moderate proposition, in
spite of the concerns which have been expressed earlier. Government
procurement, to your point, is one of the main concerns and perhaps
the single biggest one, but not by any means the only one, Senator.

Senator MONDALF.. Could you submit for the record perhaps a letter
in which you describe specifically the kinds of problems you have in
mind when you argue for this sector by sector approach, "so we know
specifically what companies in the United States are up against?

Mr. KENNEDY. I would be happy to.
Senator MONDALE. Senator Fannin?
Seantor FANNINz. Thank you, Mr. Chairman.
Mr. Adduci, I strongly support your recommendation relating to

the antidumping and countervailing duties statutes. One of the prob-
lems in the antidumping, area is determining the cost figures of for-
eign manufacturers. have introduced a bill to bring dumping tinder
our antitrust laws and provide for discovery procedures in the Fed-
eral district court. Thus, if figures are not forthcoming, imports would
be denied access to this market.

Would you support this?
Mr. ADDUCi. We support judicial review, yes, sir.
Senator FANNIN. We have several problems along our borders as

far as the plants are concerned. I notice, Mr. Adduci, in your state-
ient you give the reasons for retaining the items 806.80 and 807.00
for the American manufacturers if they are going to be able to com-
pete with the other countries of the world.

I think that we have had figures-I do not know whether it has
been from General Electric or from what source-on the amount of
employment along the border, and also the number of jobs retained in
the United States with the result of the border program.
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Would that not be very much involved in this particular amend-
mentI

Mr. Mooiw. Yes, indeed.
Senator FANNIN. Do you have any idea what we are talking about

just in our border programs, the number of jobs?
Mr. ADDUcI. Do we have any figures on that?
Mr. Moon . Senator, I do not have such figures with me. I know of

places where they could be obtained, and we will be glad to get some
figures along that line and submit them for the record.

Senator FANNIN. I think it is important to not only have the num-
ber of jobs involved in the cross-border, but it is also important to
have the supporting jobs that are involved on the American side, I
know that we have had people, we have had members of the Congress
argue that this was costing us jobs, whereas in reality we probably are
able to hold plants that had been within the U.S. borders that would
have been forced to close.

Is that true?
Mr. .Moone. We agree completely and would be glad to supply addi-

tional data for the record in support of the point that you are making,
which is a very important point and one not often understood.

r'11he following letter vas stl. -e.4 tlety supl)plied for the record :]

ErxcmoNIC 1NvsTsw.s A8OCIATION ,
Is'ahilngton, D.C., June 10, 1974.

SENATE J'INANCE COMMITTEE,
Ilirksen Senate 001cc Building,
Wa'sh ington, D.C.

KNTI.ENl: When EIA President, V. J. Adduei, and I testified before the
Committee ( April 3. 1974, I promised to provide for the record information
as to the number of jobs in Item 817.(N) operations outside the United States,
and nl.o the number of jobs in the United States dependent upon such 807.00
operations. Assempbling this Information has proved to be time-consuong: be-
cause we understand these data will soon be needed for the printer, I am supply-
Ing all we have received, as follows:

Mexican plants Elsewhere In world Total

U.S. workers U.S. workers
Workers in dependent on Workers dependent on Workers U.S

Company Mexico Mexican plant offshore such plants abroad workers

..................... 0 0 2,500 3,000 2,600 3,000
e............... . 300 35 1.000 700 1,?00 735
C .................... 1, 7 o 1,56 7,000 6,260 8,700 7, 825
D ..................... 769 433 87 670 1, 644 1,103
E ...................... 0 0 1,100 100 11100 100
F ..................... 375 125 0 0 • 375 125
G ..................... 0 0 500 300 500 300
14 .................... 1,000 2,000 0 0 1,000 2.000

Total ............ 4,144 4,158 12,975 11,030 17,119 15,188

In providing data, two inember companies offered relevant comments:

COMPANY A,

"This ignores our purchases from other companies which are using 800.30 and
8(7.00 tiperations. Their employees as well as ours are better off because of those
oiieration.s, but we have no wily of quiantifying the numbers of their employees
or ors who are involved. In the case of empazntes buying from us, however, we
estimate that the Jobts of an additional r00 U.S. employees of other companies are
dei)n(hdnt on our off-shore operations: because those companies are able to secure
economists from our off-shore operations."
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COMPANY B

"There is one important element In the way 80T.00 and 806.30 affects us which
I have no way of showing In these statistics. That is the Jobs in our vendor orga-
nizations that would be affected.

"It Is clear in our case that the elimination of 807 and 806.3 could threaten, in
fact could eliminate the Jobs in our U.S. plants. That Is bad enough. However,
our Border Zone and Overseas operations have enabled us to market worldwide
rather than Just in the U.S. market. Our total production from these plants Is
much higher than it ever would be otherwise and here Is the important point-
our foreign plants use predominantly U.S. sourced raw materials such as copper
wire, a variety of chemicals and machinery.

"Without the 'base load' of the U.S. market and the 807 and 800.3 treatment of
product brought into this market it is clear that both our domestic and inter-
national business Is threatened. It is also evident that we would be buying less or
not at all, the raw materials (all of which are manufactured items) from our
U.S. vendors."

Sincerely yours,
Wif. II. MooRE, Vice Preeldent;

Director, (Internatlonal Busines Council).

Mr. K .NEDY. Senator, if I could just clarify one observation.
General Electric is not a substantial factor in cross-border employ-
ment. We do have one operation. Of course, we have a Mexican com-
pany which is not involved in the question you are talking about. But
we do have one plant across the border which makes components for
home laundry equipment, with an employment, I think, of 175 hourly
workers. So it is quite a modest operation.

Senator FANNIN. I see. I know in the overall, though, that it is
significant. I wanted to establish the benefits that accrue to the
workers in the United States as a result of those lants.

You have heard the discussion that as far as ATT is concerned
the tremendous problem we have when we start making changes.

Is it not true that we have a tremendous problem because in the
origin of GATT. As we started assisting in GATT we made many
concessions that are very unrealistic today. We made them at that
time to help some of these nations develop their industries, come for-
ward and be a part of the world marketI

Mr. MooPw. We believe, Senator, that many concessions, as you
have just said, were made during the Kennedy Round that have
worked out in an unfortunate fashion. We believe that in sign ificant
degree this was due to underattention to the sectoral approach during
the Kennedy Round, and this is the reason that we should very muchlike to see the sectoral approach pursued in the upcoming round. We
believe that that is the best basis for achieving the results that you
have in mind.

Senator FANNIN. My time is up.
Thank you, Mr. Chairman.
Senator MONDALE. Senator Bentsen I
Senator BzNTSzN. Thank you, Mr. Chairman.
Mr. Kennedy, I think you have done a very good job in presenting

your point of view on product sector equivalence.
Do you see that this would be a barrier in any way to carrying on

negotiations on agriculture and industrial products at the same time?
Mr. KENNEY. I do not-perceive how it would, Senator. That state-

ment has been made, I guess, off and on in recent weeks. But the logic
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of it escapes me. If you go through the provisions of 102(c) as the
House Ways and Means Committee proposed them and as the House
adopted them, what they do is, they say to the President, regard as a
principal negotiating objective-a principal negotiating objective, not
the only one--the requirement of equivalent competitive opportunities
by product sector-not equivalent results, as Professor Gardner was
suggesting, but equivalent competitive opportunity. That is the ]an-
guage of the statute.

Then you look at, what the House bill requires. It does not require
of the President that he come out with a particular result. It requires
that he tell the Congress how he made out against the objective of
equivalent competitive opportunities.

It simply brin the Congress into the evaluation process as agree-
Inents on nontariff barriers are brought to the Congress under the
90-day procedure.

Senator BENTSEN. You obviously get a very sympathetic ear on
such points.

Mr. KENNEDY. Well, we for one supported a very broad delegation
of negotiating flexibility for the President in our statement to the
House Ways and Means Committee, and I think properly we did say
that there ought to be two accompanying provisions: namely, a strong
involvement of the Congress right along as the negotiations went
along, the Congress kept abreast; and second, a strong involvement of
industry with active consultation with industry.

This does not preclude cross-sectoral concessions. If the President
concludes that in the national interest he must make concessions in
one sector in order to obtain reciprocal advantages in another, he can
do tlit. He just has to tell the Congress what he did and why he did it.

Senator BENTSEN. Mr. Kennedy, let me ask you another question
then. I am very much impressed with your $2.5 billion trade balance
for General Electric and knowing your company and how much it
spends on research and what it does in high technology I am con-
cerned as to how we can get a handle on the problem of shipping
technology out of this country, particularly high .technology. I look
at the situation like the Thor-Delta missile launching system that we
sold to Japan and this concerns me very much.

The definitional problem is very great. For example, we export
services in the form of personnel and scientists to provide technical
expertise to foreign countries. This is a very difficult thing to find a
way to stop.

to what extent has your company participated in'setting up high
technology plants overseas?

Mr. KirNNEDY. We have overseas investments which are substantial.
They are not as large, of course, as those of a number of U.S. com-
panies. But we do have substantial overseas investment. These plants
make at wide variety of things, heavily consumer products, but indus-
trial and power generation products as well.

Senator BE.NT8sEiN. Would you restrict your comments to the. high
technology products that I asked you about?

Mr. KENNEDY. Yes.
Basically, what the General Electric Co. has done through a long

history is attempted to be in international trade. Our preferred
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course, of course, would be U.S. manufacture and export where that
would be competitive. But for a long period of time we have found
that particularly in a number of the businesses we are in which are
identified as, if you will, national interest businesses by other coun-
tries, they wish to have a local capability.

So they have all kinds of barriers to keep out exports from the
United States, informal and formal, the informal ones often being
more important.

Senator BENTSEN. Do you feel we should have a quid pro quo in
that type of situation?

Mr. XENEDY. Yes. One of the theories of competitive equivalence
by sector is to be responsive to that.

Senator BENM8EN. Would you tell me specifically, as I asked you in
the beginning, what high technology plants you have overseas?

Mr.KENNEDY. Yes. We have in Canada plants which make indus-
trial equipment, power generation equipment. We have comparable
plants in Brazil, where we have a capacity to make locomotives.

Senator BE.NTSEN. Would you call that high technology?
Mr. KENNEDY. Well, for instance, we do not make aircraft engines

abroad. And actually, I would say the bulk of our high technology
capacity is in the United States, if that is the thrust of your question.

Senator BE.NTSEN. I do not think any of those you cited are high
technology.

Mr. KENNEDY. No, I think perhaps the best case-we have jointly
owned fuel manufacturing facilities in both Germany and Japan.

Senator BEsNTsEN. Thank you very much, Mr. Chairman.
Senator MONDALE. If the committee has no objection, I suggest that

we complete this panel and then come back at 2 o'clock. I know we
have other witnesses who have been waiting. They can make other
plans, and if they are willing, come back at 2.

We have a vote on the Senate floor at noon, do we not?
Senator BEWssEN. That is correct.
Senator FANNIN. Yes.
Senator MONDALE. So let us complete this panel. And I apologize to

the others who have waited, but if you could we would appreciate it
if you would come back at 2 o'clock.

Senator Hansen?
Senator HANSEN. 2 or 3 years ago I read a story in the Wall Street

Journal about an electrical union in Chicago that was striking. They
were not complaining about the hours, wages or any other thing,
excepting that there was a continuing attrition taking place among
their members. More and more, that particular electronics manufac-
turing company was importing component parts from Japan, and
more and more the role of the workers in the Chicago area was rele-
gated to that of becoming assemblers of these component parts.

How significant is this sort of competition from foreign countries
at this time

And do you believe that we have enough of an advantage techno-
logically to continue to meet this competition?

Either of you gentleman-
fr. MooRE. Senator, of course I am unfamiliar with the facts in the

particular case of which you speak.
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Senator HANSEN;. I am sorry, I cannot recall the name of the com-
pany. You probably know it.

Mr. Moops. Very possibly. But I think a more general answer
would be more useful to the committee in any event. We are familiar
with the phenomenon that you speak of, and we consider that the
developments that have been going on as far as they embody free
trade are for the advantage of American consumers and are best left
uninterfered with. As our formal statement indicates, we are deeply
concerned about these subsidies that are practiced in various parts of
the world. And we believe that the enactment of this bill wil[ help to
improve the situation by bringing about faster enforcement of coun-
tervailing duties which we favor, and will improve the situation in
another very important way which earlier witnesses have spoken to,
by giving the President authority to negotiate in a hardboiled way
with other nations in order to bring about better access for our
products to their markets.

But our companies repeatedly assure us that they do not fear for-
eign competition as long as it is fair. We just want access to their
markets on as generous a basis as they have access to ours.

Senator HANSEN. I might just add a footnote. I do not think the
company, the entrepreneurs in this operation, were complaining a bit.
They were able to compete quite effectively with their American com-
petitors. The complaint came, rather, from the workers who were
being put out of jobs because far fewer were required to put so many
units of a product on the market, that more and more component
parts were being imported by the company from Japan.

Mr. MooRs. If I may speak to that point, Senator, it is an excellent
one, and the thing to be noted is overall employment. I believe your
opening remarks had to do with the story being 3 or 4 years old, and
I believe that there is a lot of confusion in the country as a result of
the fact that there was a substantial amount of employment developed
in the electronics industries and in others as well, but I am speaking
for the electronics industries, as a result of the buildup for the Viet-
nam war. And then with its tapering off about 1969 there was an
abrupt dropping off of employment, and I fear that many, too many
people confuse that dropping off with what they think was going on
in foreign trade. I think, though, that is a misdiagnosis there that has
confused a lot of people.

But on the overall basis, the employment trend within the elec-
tronic industries has been up and up and up. It reached a peak about
1969. It fell off a little bit, and now it has resmed the upward
trend, and that I believe is overall the encouraging thing, with the
thought of those employees in mind.

Senator HANSEN. Thank you.
Senator MONDALE. Senator PackwoodI
Senator PACKWOOD. Mr. Chairman, I want to go back to the sector

by sector business again. I am not sure we are talking about the samething.
Senator MONDALE. If you do not mind, you can complete your

question&
Senator PACKWOOD. All right.
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I do not sense that your understanding is what I think Mr. Eberle's
or perhaps others' understanding of the sector by sector provision.

Let us take two examples. Let us take cattle for one. For years the
United States was trying to compete on the Japanese beef market.
The Japanese are not protecting an indigenous industry. It is just
roughly $5 billion worth of dollars that they do not want to pay for
beef if they can avoid paying it. If you sit down to bargain with
them, and they finally agree, let us say, to open up their market to
our beef without restriction, what conceivable item in the agricultural
product sector do they have to offer us on a sector by sector basis that
is equivalent?

We do not buy any agricultural product from them and we do not
wlant anything. 1But they are going to, demand a quid pro quo.

What do you do in that situation ?
ir. KENNEDY. Well, the difficulty I have with some of the concerns

that have been expressed in the testimony of the special trade repre-
sentative is, it seems to me this is putting on the language of the
House bill a very extreme reading. I do not think that there is any-
thing in the language of the bill which is, after all, what we finally
come to, which says that-the United States cannot bargain with the
Japanese about exports of agriculture, and if there are no barriers on
our side or theirs, that you cannot make a bargain within its four
corners of the kind you are talking about.

Senator PACKWOOD. The bargaining can be exchanged, then. They
will let beef into their market if we will give a preference in our
market for cameras I

Mr. KENNEDY. Let us take that as the next step in the equation.
First of all, cameras are, not a product sector. The product sector
would be described more broadly than that. Second o all, what you
would look for as a sector equivalence objective in the camera trade is,
are the tariffs comparable, are the ground rules by way of import
licensing and quotas-

Senator PACKWOOD. I am presuming they are not comparable.
Mr. KENNEDY. Let us assume they are not. At that point the Presi-

dent can make a determination. He can say, in the overall national
interest I have concluded that maximizing beef exports to Japan
outweighs the disadvantage of increasing competition from Japanese
cameras in the United States, even if that competition is not equitable
because they have more barriers to the competition.

Now, if he does that, he tells you that that is what he has done.
- Senator PACKWOOD. That is what I want to make sure of. So you do

not-and I think this is where you come in with this little clause,
"to the extent feasible". There is no quid pro quo on agriculture and
no conceivable way that we can bargain on that kind of sectoral basis.

Mr. KENNEDY. There are not going to be quid pro quo's in other
sectors, either, Senator. This is an important point. e concept which
we have negotiated in the past on tariffs has been, you kind of line up
the trade advantages that result from our concessions against the
trade advantages that result from the other country's concessions on
an overall basis. That is not an appropriate way to look at it in the
case of nontariff barriers.

30-229-74-pt. 4-41
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Senator PACKWOOnD. I just want to build a record here so that when
we enter into negotiations, we are clear on what we are talking about.

Let tue give you another example, cars. We cannot. get into the
Japanese market with our cars. Under the bargaining if the. President
chooses, could we make this kind of an arrangement? Japan says, all
right, there will be no duties and import barriers on cars. You can
keep your 3-percent. rate on our cars coming into your industry. And
in exchange, we are going to protect our chemical industry, and we
-are not going to let your chemicals into our country on the equivalent
basis.

Can we bargain off cars for chemicals on that type of situation?
Mr. KENNEDY. If you are talking about what the law requires, the

President can do anything he determines is in the national interest so
long as he gives you an accounting, and where there is a nontariff
barrier agreement, so long as you have your right to veto.

Senator PACKWOOD. So, even though it. might be legal to bargain
Cars and chemicals, you do not have to under this section as you envi-
sion it?

Mr. KENNEDY. You are not mandated to do it. But let me, however,
add a q ualification, and I think this is quite important, Senator.

I think the thrust of what the House was saying in its report on
the bill and in adopting it is that in most cases, certainly in many
cases, sector bargaining and sector equivalence is a very desirable
technique. So I do not want the record to show that I am suggesting
at all that. the cases you are talking about may not be possible. But 7
would think they would be very excei)tional in point of fact, and I
think that is what the House was saying, if I understand the House
report and the House debate to the legislative history.

Senator PACKWOOD. I realize they may be exceptional, but I want to
make sure that we are not, going to write a legislative history that
almost precludes them. I want to make certain we don't run the risk
of being faced with a court action saying, you did not bargain sector
by sector in electronics or chemicals, therefore the agreement into
which you entered is not legal.

Mr. KENNEDY. I stand on the testimony that I cannot see a court
entertaining a suit like that with any seriousness at all, and that the
constraints on the flexibility of the STR are just two: namely, that
they have to deal with this committee and the Ways and Meahks Com-
mittee, and they have to have industry consultation all through the
process. There are some very good provisions on that. But those are
the constraints on the STR.

Some of the other concerns that are expressed, it seems to me, have
no foundation in either the language or the report.

Senator PACKWOOD. We may not be far apart, but I think the idea of
increased industry representation is good, and as long as the lan-
guage is sufficiently wishy-washy and you can go ahead' and bargain
as you want anyway, I do not object.

Mr. KENNEDY. I must say I do not subscribe to the view that it is
wishy-washy. I think it does not mandate a result but it is very
meaningful to tell the President that a principal objective is com-
petitive equivalence. It is an important thing to 3o, tQotell the
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President that he has to give you an accounting as to how he made
out. It is an important thing to do to tell a President that sector
bargaining is a preferred technique where that is available.

Senator PACKWOOD. Thank you very much.
[The prepared statement of Mr. Adduci and an appendix to Mr.

Kennedy's statement follows. Hearing continues on p. 1686.]

PIlE'ARED TESTIMONY OF V. J. ADDLCr. IN BEHALF OF TIE ELECTRONIC INDUSTRIES
ASSOCIATION

Mr. Chairman and members of the committee, I am V. J. Adduci, President
of the Electronic Industries Association or "EIA." With me today is Mr. Wil-
liam H. Moore, Vice President of the EIA and Director of its International
Business Council. We very much appreciate the Committee's invitation to
testify on the views of our industries with respect to II.R. 10710.

The electronic industries of the United States have an annual sales volume
of over $31 billion. We directly employ about one and a quarter millionlI people;
in addition, large numbers of persons are indirectly employed through subcon-
tractors and suppliers and through thousands of distributors and dealers.

Our membership comprises over 200 small, medium and large companies
which produce all types of electronic systems, equipment and parts-from the
simplest to the most complex. These firms vary in size and business focus
from fabricators of small parts to very large multi-product manufacturers
with international operations and world-wide stature. We produce the goods
which help to provide education, home entertainment and communications in
this country and around the world. Our products help to solve scientific and
business problems, enhance medical and health practices, and increase the
national productivity. Our systems and devices guide aircraft and are essen-
tial for national defense. As the national organization of these industries, ETA
represents a substantial majority of the employment, investment, and produc-
tion of this very strategic and technologically-oriented sector-of the national
economy.

Despite the diversity of their products, and the differing sizes and charac-
teristics of their businesses, EIA's members are agreed in their broad views on
world trade and investment. In 1973, our Association adopted a Position State-
ment summarizing the consensus of the vast majority of our members. Its pre-
amble expresses our underlying philosophy on international business and
investment; it says:

. .. EIA reaffirms its belief In the principle of free and fair trade. For this
principle to prevail, however, there must be similar support in policy and in
fact by nations throughout the world. This Is unfortunately not the case.
Action must therefore be taken not only to defend the principle but to restore
the conditions which are essential for its successful operation."

We have two general comments regarding the trade legislation you are now
considering:

First, we believe that the United States needs a clear statement of Interna-
tional Economic Policy which should be made statutory. That policy should
cover our basic belief in the free enterprise system, especially as It relates to
international trade and investment. It should reemphasize our belief in raising
the standards of living of all people, and our active desire for peace through-
out the world. Both objectives can best be achieved by expanded world com-
merce and industry. The policy should also stress the responsibility of devel-
oped nations to assist in closing the widening gap between advanced and
developing nations and thereby, in turn, support our other objectives of
higher living standards and world peace.

Second, we note that there is real danger that mistakes in legislation on
international trade or investment may be impossible to correct In any short
period of time. It might take decades to undo the harmful effects of short-
sighted policies. Our point is simply that we do recognize the extremely diffi-
cult task that lies before the Committee in evaluating all of the issues covered
by H.R. 10710.

PROPOSALS Or THE TRADE RBORM AOT

We turn now to the proposals embodied in *I.R. 10710. These we support in
broad concept and in most specifics.
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Although we have a few suggestions we want to offer regarding H.R. 10710,
we emphasize ouir belief that this is a good bill and a needed bill. We urge its
early enactment in substantially its present form.

One of our primary reasons for supporting this bill is the fact that it is
grounded in an effort to expand world trade and United States' participa-
tion in expanding world markets. ETA believes that the expansion of our inter-
national trade is the only approach which offers any hope of economic progress
for the United States, its industries and their employees; and so we support
the central concept that lodges in the Presidency extensive management
powers over American trade policy.

A second major reason for supporting 1I.R. 10710 is its focus on one aspect
of international trade which has been especially troublesome to our industries.
'ri'is is the whole area of non-tariff barriers, by which many impediments are
presented to the sale of our products elsewhere in the world. Especially where
our products would otherwise be competitive, our manufacturers are fre-
quently stymied by non-tariff barriers far more effectively than by the prevail-
Ing tariff duties. In some instances, the proscriptions are against selected
imported electronics. Sometimes markets are closed to us by nationalistic
standards imposed for protectionist reasons. Many countries limit the impor-
tation of any foreign products if like articles are locally made. Sometimes, too,
would-be importing firms find it impossible to secure the requisite foreign
exchange-even in countries with swollen surpluses of dollars. In still other
cases, our price competitiveness is effectively checked at the frontier through
the imposition of border taxes, customs uplift, and the like.

We applaud all efforts to open up the markets of other countries to our
products as fully as our markets are open to theirs. As we analyze the world-
wide situation in preparation for the GAT'T negotiations, we note that:

(a) access to the American market is a privilege held very dear, indeed, by
about 20 of the most developed countries; and

(b) our industries need more access to the electronics markets of those
same 20 countries.
Therefore, our strategy for sectorial bargaining in electronics is to try to
secure the needed access to their markets.

At the same time, we urge that Title I of the bill be clarified to insure, in
the forthcoming international negotiations, pursuit of agreements to reduce,
eliminate or harmonize the proliferating practices of many nations which
grant export aids and incentives to their firms. These distort competitive posi-
tions-and thus trade flows-between countries almost as much as non-tariff
barriers. Furthermore, such agreements would add strength and clarity to the
exercise of the President's retaliatory power set forth In Section 301, as would
the prospective amending of the U.S. antidumping and countervailing duties
statutes. We especially object to aid and support by foreign governments for
the exports of national industries where such aid effectively reduces the
export price below realistic competitive levels.

SECTORIAL NEGOTIATIONS

ETA members attach great importance to the utilization of the sectorial
approach during the GATT negotiations, because our experience during and
after the Kennedy Round has completely convinced us that this approach Is
much more likely to yield fair and satisfactory results. Ver' regrettable results
could have been avoided, we believe, if the Kennedy Round had utilized a sec-
torial approach to insure thnt foreign electronic markets were opened to our
electronic products as fully as our markets were opened to foreign electronic
products. Having learned from this damaging experience, we very strongly
urge that future negotiations be on a sectorial basis.

This point deserves emphasis: Whereas the multilateral lowering of trade
barriers is desirable, it proves beneficial to a given sector of American indus-
try only if the United States and our trading partners jointly lower barriers in
that sector.

If the United States lowers its barriers in a given sector, without a recip-
rocal lowering of foreign barriers in that sector, then American industry and
employees in the given sector are not benefited. Abroad, the industry still
encounters high barriers against its products. Here at home, it encounters
more competition from abroad. That sector of American Industry Is com-
pelled to react, by 'inding means other than sales from Its United States plant.
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Cro.s-sectorlal bargaining, wherein concessions are given here, but not gained
abroad, casues dislocation of the industry and its employees.

If, on the other hand, sectorial bargaining be pursued, then the United States
and our trading partners lower barriers in the same sector. Then, all parties
will indeed increase trade and employment. The economic law of Natural
Advantage will prevail. The electronic Industries of this nation do not fear
foreign competition. We simply insist on as much access to their markets as
they are given to ours.

For several reasons we hope that your Committee will support the use of
sectorial negotiation.

First, as noted above, our industry and others have felt adverse effects
from the lack of attention to sectorial bargaining during the Kennedy Round.

Second, some misunderstandings exist, within the Government and in cer-
tain industries, as to the advantages and the potential of sectorial negotiation.

Third, for our industries, we firmly believe that negotiations by product
sector are the most practicable and perhaps only method for securing equiva-
lent market access or opportunity for our exports. Moreover, many sectors are
sufficiently large in terms of production and export potential so that within
themselves it should be possible to achieve the necessary reciprocity of conces-
sions. As to the broad scope of our own industries, we base our conviction of the
workability and desirability of the sector bargaining technique on the follow-
lg current facts and conditions:

1. Within each product sector-particularly as 26 of these have been defined
by the Special Representative for Trade Negotiations (STR) and the Depart-
ment of Commerce-there exist a wide range of specific articles or products
and, hence, a wide diversity of market opportunities. At the same time, there
are many affinities In technical development and capability, manufacturing
process, and marketing that bind these products into large technological fami-
lies whose fragmentation through uninformed concessions would damage the
industry as a whole. Thus, while diverse, these industry sectors are also
technologically and economically integrated in patterns that include both a
number of vertical producers and many specialized manufacturers.

2. This is also true of our major trading partners in the EEC (which will
participate in the GATT negotiations as a single unit) and Japan. These prin-
cipal parties to the GATT negotiations also possess large market and manu-
facturing sectors that demand and produce a wide diversity and large volume
of products similar to those of U.S. industries. Their scale of operations easily
permits them to supply third-country and American markets in competition
with U.S. firms. In short, between these countries and the United States,
there now exist international competitive conditions. And since these condi-
tions exist, to us it seems clear that the new trading agreements should pro-
vide for competitive equity and access on a continuing basis. This Implies-fa
series of negotiated details and specificity in agreements that can be negoti-
ated, not by across-the-board concepts, but-in industries that themselves
reach tens of billions of dollars--on the basis of economic conditions typical of
each such industry within all the major trading nations.

3. The sectorial technique is equally applicable to the smaller developed
nations whose product diversities are fewer and home markets are obviously
lacking in large potential opportunity. Moreover, since it is well known that
those smaller developed countries generally favor sector negotiations, we
believe that utilization of that technique by the United States affords a basis
for achieving the larger objectives of this country.

4. By focusing on generic industry conditions, sector negotiating provides
the highest level at which negOtiated trade-offs can be analyzed for their
effective results. Attempts at trade-off analyses that tackle bigger chunks of
the U.S. economy-such as the over-all results of an agreement on U.S. employ.
ment or tlie ONP-are almost certain to produce erroneous conclusions.

5. Many of this country's trading partners among the developed nations
define their negotiating objectives by sectors and conduct their own analyses of
trad&-offs within a sectorial approach. They rely heavily on the advice of Indus-
try associations and similar groups in order to assess the domestic impact and
external advantages of trade-offs proposed in the course of bargaining. In
effect, then, our Industrialized trading partners will, in the future as in the
past, pursue sectoit bargaining-in manufacturing sectors as in agriculture.
They will do so out of experience and conviction that the sector technique is
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simultaneously appropriate to the development of liberalizing international
trade agreements and to defending and enhancing a national economy and its
part s.

0. Sector bargaining accommodates itself to the use of any or all of the
different negotiating techniques which might liest achieve the objectives of the
negotiation as a whole. For example, taking as an objective the goals set forth
in Section 2 of H.R. 10710, in the instance of tariff reduction for one manu-
facturing sector, this might best be achieved by the use of linear techniques,
but anoEther sector and its trade might be better handled by resorting to tariff
harmonization. Again, a particular level of linear reduction Is appropriate to
one industry sector but not to another; sector negotiating can accommodate
looth sectors by establishing different levels for each in accordance with the
prevailing and foreseen circumstances of competitiveness that inevitably differ
between industries. What i8 Important Is the growth (if two-way international
trad---not the mechanistic symmetry of a bargaining technique or the greatest
convenience of the various trade negotiators. It follows, therefore, that our
effort to acie-ve the negotiating objectives of M.R. 10710 should lie carried
out not by across-the-board negotiating techniques, but by a multiplicity of
techniques, each adapted to a particular sector.

7. Since the objectives of the Bill can ie satisfied only by an expanded
international trade in tangible goods, we suggest that the negotiating niethod
most appropriate to trade growth is that which deals constructively with all
the specific conditions-tariffs, nontariff barriers, and other distortions-
which inhibit the market opportunities and promote unfairness in each partic-
ular industry. Within our own industries, we know that the significant inhibit-
lhg elements differ substantially from one sector to another. In respect to each
group of products, the combinations or barriers and distortions that affect
trade volumes are different. The specific differences, in our opinion, are more
likely to be treated and resolved by specific solutions that attack each
particular combination of barriers. Thus, because the sector approach assures
such specificity, we believe it preferable to the more generalized and less
interrelated bargaining techniques that characterize across-the-board negotia-
tI ns.

8. Even though we advocate sector negotiating as a primary technique, we
recognize that particular trade barriers may affect several or many industries
in the same or similar manner. In such instances, a more general approach is
obviously desirable and warranted. As a nontariff barrier and trade distorter,
border taxation would appear an examplary candidate for broader, cross-
sector negotiations. The distortions caused by the various forms of conces-
sionary financing that have the effect of subsidy are another.

In this connection we should clarify the closely-relevant matter of negotia-
tion of International Codes. We are aware of about nine proposed International
Codes-one on International Standardization which we consider excellent, one
on Government Procurement as to which we would have many questions but in
which we can see significant potential, and half a dozen other less developed
proposals. Some of these are being advanced through GATT, and others
through O.E.C.I). The maturing of any of these will depend on the enactment
of II.R. 10710. Although these are not sectorial in nature, we see In them no
incompatibility with-and much utility for-the sectorial approach.

However, multi-sectorial barriers are by no means always subject to elimina-
tion or reduction through across-the-board negotiating methods. We suggest
that assertions to the effect that generic negotiation will inore readily bring
sueh barriers under control-whether by code or otherwise-are likely to over-
state the promise of results. We invite the Committee's attention particularly
to the recent experience of government and industry alike in seeking multilat-
eral agreements on two of the most pervasive of nontariff harriers-standards
and restrictive government procurement. Standards agreements have tradi-
tionaly been achieved on an item-by-Item basis-whether by international
technical bodies concerned with discrete products or lby governments concerned
with postal rates. /

International agreements on government procurement have yet to yield to
across-the-board efforts-as efforts in the O.E.C.D. demonstrate (where, It
should be noted, the members of the EEC do not necessarily apt as a unit).
Yet, within the EEC, these countries have been able to reduce intra-Community
government procurement barriers by means of sector agreements. Construe-
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tion of civil buildings and public housing, inltiding supply of construction
tnatcrials, is now open to international competition while other sectors-such
as equipment for government-operated public utilities, transportation systems
and telecomrnunications-remauin closed. Most office equipment and supplies are
no'w open to general bidding, even though computers remain an item of restric-
tion. This progress, though not all-inclusive, is progress nevertheless. It has
been achieved by sectorizing rather than generalization.

In sum, without claiming excessive applicability for sector negotiating, we
think it evident from the foregoing that this technique inherently provides for
sharper perception of the impact of bargaining proposals (specific or general)
while isolating specific areas of disagreement. The technique thus affords
negotiators and industry alike a continuing understanding of the probable
reach of negotiating proposals-singly and in combination. In doing so, it
also provides a realistic view of the limits of solutions.

In this context, we regard with dismay the statement of the Special Trade
Representative that Section 102(c) "is not intended to prevent opening the
cgotiations on an across-the-board basis," (page 41, emphasis added) and

his call to eliminate Paragraph 2 from the Section (at page 43). Such an
approach suggests an attempt to avoid the sector negotiating technique and
the benefits in trade expansion which it can bring to the U.S. economy. If
such an attempt does indeed come to pass, the entire thrust of Section 102(c)
will have been reduced to a species of inaccurate bookkeeping device and the
clearly-stated, wise Instruction of the Congress will have been frustrated.
Deletion of the implementing method for sector equivalency would substan-
tially reduce the possibilities that the negotlatons will satisfy the purposes of
tht. Act.

For these reasons we specifically endorse, in its entirety, Section 102(c) of
the bill, and we urge its retention without change. We also urge that your
report on the bill contain strong language to advance this point of view, for
the snke of U.S. consumers, employers and employees.

NEED FOR TIMELY AND ADEQUATE PUBLIC PARTICIPATION

In what all of us expect to be a protracted and difficult round of bargaining,
EIA appreciates that this country's negotiators need great flexibility. We
also accept the need for a five-year grant of negotiating authority, but we
believe a fuller mechanism should be provided for continuing inputs from
legitimately interest parties.

We support the objectives and procedures outlined In Section 135 with
respect to "Advice from the Private Sector." We have the following specific
comments about this section:

First, it is essential to an effective trade negotiation that there be a two-way
flow of information and advice between government and industry on a timely
and continuing basis. Moreoever, this exchange must occur directly between
the responsible negotiators and industry spokesmen. Our experience with pre-
vious trade negotiations causes us to be concerned that industry information
and advice would not be sought, or would not be heeded, or would be cut off at
lower levels of a department or agency and never transmitted to the U.S.
negotiators. We have also been concerned that the flow of information would be
unilatearl, industry to government but not vice versa. These are the reasons
for our emphasis on the need for a two-way flow of information directly
between U.S. trade negotiators and industry representatives.

The Congressional intent in Section 135 is clear: Full and effective exchange
between the Special Representative and industry advisory committees on
policy and technical matters is mandatory. We believe the Special Represent-
ative recognizes this legislative intent, and we commend his explicit assurances
in this regard: "Tile Special Representative must adopt procedures to consult
with the advisory committees to obtain their information and advice, and
to provide them vith timely information on. significant issues and develop-
tnents during thc negotiations . . ." (pp 77-78 of his testimony for the record;
exphasls added) We note also that the STR statement says the reports of the
industry advisory committees "will . . . be submitted directly to the United
States negotiators." (p. 80)

The o-nsultative obligations and responsibilities of the STR are spelled out
clearly. We agree with the Special Representative that "Section 135 requires by
far the most extensive consultations with the private sector ever undertaken
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in preparatll(n for trade nego!iation.," and we emplasiz.e that the real value of
these consultations will. indeed, justify the time and effort to In, expended by
our negotiators anti our industry executive.

This is a valuable feature of II.R. 10710 which should he retained In full.
On the subject of timely and continuing exchange of hoth policy and tech-

niail advice, we note that ST and Commerce have recently established a
s.,,ri(s of 20 industry sectorial advisory committees for multilateral trade
negotiations to "advise the Secretary and the Special Representative on matters
whih are of mutual concern to (the particular) industral sector and the

unitedd States." Each committee is to meet "nt least semiannually." Obviously
.iieh advisory committees can serve a useful function prior to pI.ssage of the
trade reform bill, but It should also he recognized that they are no substitute
for the consultative mechanism spelled out in Section 135 of the 1111 because
(a) they appear to be technical committees only, without the policy responsi-
loilitles contemplated lby Section 135; (b) s-m-annual meetings would not meet
the requirement in Section 135 of consultation on a "continuing and timely"
basis; and (c) they are not exempt from certain requirements of the Federal
Advisory Committee Act. We believe that these committees should have clearly-
delned responsibities for developing looth polhy reconiniendations and inforina-
tion.

Second, we vigorously endorse STR's recommended amendment of Section
135(e) to exempt meetings of industry advisory committees from Section 11 of
the Federal Advisory Committee Act. This change is Imperative if the work of
the industry advisory committees is to have any value. Without this change,
any spolesnan of any foreign country or industry will be niade fully privy to
the re-ommcndation of these committees.

Third, we endors(e STR's recommended amendment of Section 133(c) to
provide for one general policy advisory committee each for Industry, labor, and
agriculture. In-This connection, we note that for some time STR and the
l)epartment of Commerce have been planning to use two types of Industry
advisory committeee. One of these I, an Industry Policy Advisory Committee
which has recently been activated. We helieve your Committee could improve
11.R. 10710 by adding language both to give statutory status to this Committee
and also to charge it with these functions:

1. To provide consultation to the STR on Issues that cut across Industry sector
lines.

2. To develop, when possible. coordinated Inter-Industry positions.
3. To review the effectiveness of rules and procedures that govern the

workings of the industrial advisory process. especially In regard to the relation-
ships between the industry sector committees and STR/Commerce.

4. To render assistance to the U.S. negotiators In reconciling different posi-
trons among the separate Industries.

Fourth, we urge an additional amendment to provide the Special Representa-
tive (and only HTR) with more staff assistants for trade negotiation purposes.
Since all interested U.S. Industries should have the right to participate in the
advisory process, It follows that the negntialing team must be adequately
staffed with a sufficient number of experienced persons in order to conduct
effective, two-way liaison. An Inadequate .4taff will simply be unable to
assimilate and utilize effectively the huge volume of Information involved.
Unless the STR staff Is adequate, we must expect. to repeat the errors of past
negotiations. While the Committee on Finance may feel that staffing is a matter
outside Its normal considerations, we believe this aspect is -so critical to the
proper u.e of the negotiating authorities In II.R. 10710 that It requires your
review. Such review, we believe will convince the Committee of the inadequacies
of thw STR budget and staff with which-through no fault of STR-the United
States proposes to enter the international negotiations which will set the world's
trading rules and practice. for the next decade.

We further believe that the .enlor personnel should. by statute, be under the
full. direct control of the Special Representative and that the past practice of
staffing the negotiations largely with persons detailed from other agencies
cannot he expected to provide an Independent. fully competent staff.

We therefore urge flie Committee, at a minimum, to Include authorizations for
adeluint, approprintions and for an adequate number of supergrade positions
for STR. Such positions could well be authorized outside normal civil service
reqtilrements, because they would be established only to carry out the purposes
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of II.R. 10710 and only for the limited duration of the trade negotiation. Unless
these authorizations are included in H.R. 10710, we anticipate that future
negotiations will fall short of achieving theit full potential benefits for U.S.
manufacturers and their employees.

ANTIDUMPING DUTIES AND COUNTERVAILINO DUTIES

Our Industries, our companies, and our employees have suffered to an undue
degree from unfair practices in many foreign nalions-practiles intended to be
counteracted by U.S. antidumping and antisubsidy statutes. Consequently, many
companies have made filings seeking relief under these statutes. Unfortunately,
we have found that relief Is not often granted, and It granted, it comes so late
and is so limited as to be relatively useless. Accordingly, our Board has voted
explicit EIA support for "full, legitimate, fair and rapid enforcement of both
the countervailing and antidumping laws."

Under present law there is no way an injured company can force action, nor
has a United States company had the right of recourse to the courts on
substantive matters in the event of an adverse decision. Consequently, we
endorse Section 341, which would give U.S. citizens the right of judicial review,
and we urge that your Committee retain completely without change that Section
341 of the Bill.

We endorse the intent of ii.R. 10710 to clarify the processes and to speed up
the imposition of antidumping and countervailing duties. The Supreme Court has
construed the existing statutes, and they should be preserved unchanged except
for the changes suggested below:

First, time is of the essence in aiding a U.S. Industry injured by unfair trade
practices. Hence, we support the fastest feasible processing of the complaint; we
also urge that the Committee's report on the Bill contaiR-language stressing the
importance of speedy determination and instructing the agencies Involved to
take all feasible administrative steps to expedite these procedures. In this
connection we applaud the req-lirements in Sections 321(a) and_ 331(a) for
speedy processing of antidumping and countervailing duty determinations.

Second, unfortunately Section 331 of H.R. 10710 proposes adding a new
subparagraph 303(e) to the countervailing duty law, to be entitled "Temporary
Provision While Negotiations are in Process." This would provide that after the
use of a bounty or grant has been determined, the Secretary of the Treasury
may nevertheless, for four years from the enactment of H.R. 10710, decline to
Impose any additional duty. This would defeat the purpose of the countervailing
duty statute, which offers by far the best help our Government could give us.
Accordingly, we vigorously oppose the proposed subparagraph 803(e), and we
urge that your Committee eliminate it from the Bill.

BALANCE OF PAYMENTS AUTHORITY

Section 122 provides a method wherebyithe President may Impose "a tempo-
rary import surcharge" and "temporary limitations through the use of quotas on
the importation of articles" when necessary "to deal with a large and serious
United States balance-of-payments deficit." We favor this approach and the
granting of this authority to the President.

Subsection (c) (1) of Section 122. prescribes that actions of this sort shall be
applied consistently with the principle of non-discriminatory treatment. Section
122(c) (2), however, would permit the President to make exceptions. We oppose
this discretionary authority, in part because we believe that our international
obligations should be honored in all vases where the United States is committed
to non-discriminatory treatment.
. There is also an economic justification for application of surcharges, if they

prove necessary, on a broad rather than a selective basis. Balance-of-payments
deficits and surpluses arise, as we all know, from a very wide and ever-
changing flow of goods and services, private payments and disbursements, and
Federal Government activities. They are also affected by currency valuations.
Some of these flows are the result of long-term trends of supply or demand, as
for example In basic materials; others change as quickly as the fluctuations in
foreign purchases and sales of securities on the New York Stock Exchange. It is
imipracticable for the United States to attempt to maintain a zero balance with
each separate and distinct country with which we have economic relations. Yet
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that is the direction that could le taken if selective authority were conferred on
!ith' President.

Worse still, the onus for correcting the national balance of payments would,
by this proposal, be placed wholly on the back of our merchandise trade without
addressing irt(ihases tind sales of securities, currency revaluations, tourism,
services, triangular trade, government spending and many other equally rele-
vanlt factors.

For Ilhese reatsuiz we recommend exclusion front the Bill of this authorization
for slective ('restrictive actilols. To that end we urge eliminating subsection
122 (e) (2).

ITEMS 806.:30 AND 80t7.(10

Next, we refer to the prolsal lit Section 203(f)(1) that the Pretsilent be
authorized to suspend., il whole or lit iart, the application of Items 806.30 or
8,07.(0) of tile Tariff Sehteduule of the l'ulittd States.

'i'hese liens of tie' Tariff Schedule reflect wlhnt habs long been the I.S. practlc
to belp both our Indulstry an( our employees: Encouraging the unse of U.S.-made
parts in producls which lre lrwces,4ed or assembled abroad. by charging duty
only on the value added in the foreign country. Eliminate these Items and tile
present U.S. content in suc'h products will lb reduced. Il the process you will
subtract American Jobs now involved in making the products which are shipped
abroad.

If Itvms 806.30 and 807.00 are repealed or suspended, the manufacturers
affected by these Items tell Ivs that in the great majority of cases they will be
forced to reduce employment lit their U.S. operations. This judgment is sup-
portedI by the conclusions of the U.S. Tariff Commission in their report entitled
"Economic Factors Affe-cting the Use of Items 807.00 and 806.30 ... " (1970-#
332-61) The Connission found that the net effect of repeal would be hoth a
$150$200 million deterioration in the U.S. balance of trade and also a net loss
of Jobs in the United States.

Most users of the Items show a favorable balance of trade. Semiconductor
manufacturers, for example. have been generating a trade surplus- well over
$125 million a year. Moreover, semiconductors are building blocks for the
electronic products which United States companies- are most successful in
selling abroad. Semiconductors represent from 15% to 25% of the cost of
computers, anid, to a significant. degree, are responsible for the United States
leadership in computer technology. In 1972, these two industries contributed a
favorabule balance of trade of approximately one billion dollars. Elimination of
the Items would threaten U.S. technological and competitive leadership of these
segnients of our industry utilizing these tariff provisions. In fact, these favora-
ble situations, and the U.S. employment they provide, are so directly dependent
omi Items 800.30 and 8070) tlit they would i very seriously Jeopardized if
those Items were to Ie eliminated or suspended.

Repeal of these provisions would cause a decline in t.S, production and U.S.
employment: repeal would make worse the U.S. net trade balance and the U.S.
balaneelof-payments deficit. The competitive position of U.S. producers would
deteriorate to tile direct advantage of foreign producers.

To put the mattermore baldly, retention of Item. 806.30 and 807.00 is
essential if U.S. manufacturers are to compete in 1.S. electronic markets.

For all these reasons we strongly urge the retention of Items 800.30 and
8R07.00. This can be done very simply by deleting subsection 203(f) (1) of H.R.
10710. and by deleting from 203(f) (3) the words "the appllcation of item 806.30
or .07.00, or from." We emphatically urge that your Committee delete those
provislons.

AMINI)MENTS REGARDIN'O ACCESS TO 8'PPLY

Since 11.11. 10710 was passed by the House of Representatives, the United
States has been living under an embargo on oil which has made the world,
Including ourselves, far more sensitive than before to the Importance of continu-
Ing and as ured access to supplies of all kinds. The recent repricing of
petroleum has already led to attempts to reprice other essential materials, and
no end Is in sight.

Knowing that your Committee will be considering Senator Mondale's amend-
ments regarding access to supplies, our Board voted In March to support the
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grant of authority to the 'resident to retaliate against any nation which
embargoes exports to the United States of any imlortant supplies or material,
thereby causing shortages.

S UM MARY

In summary, we Llieve that the United States Government s shouldd take all
practical steps to Increase international trade and investment. and should
vigorously negotiate reciprot ally fair trade conditions with our trading part-
ners. We regard this as of llaraniount importance, and consequently we urge
that the Congress give the President authority needed to ftecoinllish these
pnr)oses, loy early enactment of 11.11. 10710.

We also att.1ch gat lnipOrtatce to the maintenance of conditions under which
our firms (an he competitive in foreign and domestic markets. We urge (hat the
Congress enact no legislation which vould compromise this objective. --

We silliltrt the concepts of H.R. 10710 and most of its specific.q. Among many
imlmrtant details in the bill, we attach special imlrtance to these:

1. ofctorial negotiations.-We urge retention of all language now In Section
10,2(c), which reiluires that "Irate agreements entered inlo under this
Sect ion slli Ibe negotiated, to the extent feasible, oil it basis of each promuct
stetor. .... ."

2. Consultation with indtistri.-We urge retention and strengthening of See-
tion 135, entitled "Advice from the Private Sector." We vigorously endorse
S'1'R's recommended amendment of Section 135(e) to exempt meetings of
industry advisory committees from Section 11 of the Federal Advisory Commit-
tee Act. This change is Imperative if the work of the industry advisory commit-
tees Is to have any value. Without this change, any spokesman of any foreign
country or industry will le made fully privy to the recommendations of these
committees. We also endorse STR's recommendation that you amend 11.1t. 10710
to create an Industry Policy Advisory Committee, and we add our recomnmenda-
tii that you (hairge this ('ommiltee with the four specific functions listed abrive.

3. Staffing of the office of the Special Trade Represcntallve.-In order that
the United States have a strong negotiating team, ETA urges that the Senate
Finance Committee (1) review the adequacy of the STR staff In terms of
nmnbers of professionals and their knowledge of U.S. industry; (2) stipulate
their views on the matter in the bill or In the Committee's Report; and, In any
event, (3) -seek to insure that STR have the authorization and funds for
adequate numbers of suitable staff persons reporting directly. by statute, to
STt as contrasted with being detailed by other Federal agencies.

4 C.ountervaIling dutles.-EIA applauds the fact that H.R. 10710 provides
judicial review for American companies, and we continue to urge the full,
legitimate, fair and rapid enforcement of both the countervailing and antidump-
Ing laws. We urge the deletion from Section 381 of the proposed new paragraph

entitled "Temporary Provision While Negotiations Are In Process." This would
provide that after the use of a subsidy has been determined, the Secretary of the
Treasury may nevertheless, for four years from the enactment of H.R. 10710,
decline to impose any additional duty. This would defeat the purpose of the
countervailing duty statute, which offers by far the best help our Government
could give us. Accordingly, we vigorously oppose the proposed subparagraph
303(e), and we urge that your Committee eliminate it from the Bill.

5. Items 806.30/807.00 of tariff sehedul of the United 'tates. EiA ol~plnmes
any change in the present Items 806.30 and 807.00 because changing them would
decrease U.S. production and employment. Accordingly, we strongly urge elimi-
nation of Section 203(f) (1).

6. President's authority to levy surtaxes.-If surtaxes or import quotas
become necessary to protect our Balance of Payments, ETA favors authority for
their application across the board, rather than selectively against one or a few
countries. Hence, we urge deletion of subsection 122(c) (2).

7. Amendments regarding access to supplies.-EIA supports carefully-drawn
amendments which would authorize the President to retaliate against any nation
which embargoes exports to the United States of any important supplies of
material.

Mr. Chairman, we appreciate the time and attention of the Committee.
Thank you very much.



1686

APPENDIX TO MR. KENNEDY'S STATEMENT

The provisions of section 135 "Advice from tile Private Sector" are, from an
Industry ioint of view, a key feature of tie House bill. The Special Trade
Representative has suggested two amendments to section 135. The first of these
would provide an exemption from section 11 of the Federal Advisory Committee
Act relating-to availability of transcripts at cost. We believe this exemption
from section 11 Is necessarily implied in the exemption from sections 10(a) and
10(h) of that Act, a provision already incorporated In section 135, but a
clarification would be useful.

The STR has also suggested an amendment which would provide for establish-
ment of an overall Industry Policy Advisory Committee, as well as an overall
committee for labor and for agriculture if these are desired. We support this
aniendinent, but believe the Finance Committee report and the Conference
Committee report should make clear that these overall committees are not to
detract in any way from the statutory role of the product sector committees.

We have some concern based on some of the Commerce/STR documents on
industry consultation, that the overall committee may be regarded by the
Administration as a screen or filter or supervisory body for the product sector
(4mindtlees; there-vire even some implications in those documents that the
product sector committee role might be minimized or phased down early in the
negotiations after submission of a so-called sector report. This approach is
inconsistent with section 135 as adopted by the House which calls for continuing
exchanges of views with the product sector committees throughout the negotla-
tlions.

- AFTERNOON SF."I0

Senator F. .I.. Tie Iwaring will eolic to order.
The first witness this afternoon will be George Collins, assistant to

the president, International Union of Electrical, Radio & Machine
Workers, AFL-CIO.

Mr. Collins, we welcome you here this afternoon. If you will
identify the gentlemen with you for the record, we would appreciate
it.

STATEMENT OF GEORGE COLLINS, ASSISTANT TO THE PRESIDENT,
INTERNATIONAL UNION OF ELECTRICAL, RADIO AND MACHINE
WORKERS, ACCOMPANIED BY: MELVIN BOYLE, LEGISLATIVE
REPRESENTATIVE, INTERNATIONAL BROTHERHOOD OF ELEC-
TRICAL WORKERS; AND REGINALD NEWELL, ASSOCIATE RE-
SEARCH DIRECTOR OF THE INTERNATIONAL ASSOCIATION OF
MACHINISTS

Mr. COIAITNS. Thank you.
On my left is Mr. Mfelvin Boyle, the legislative representative of

the International Brotherhood of Electrical Workers; and Mr. Re-
ginald Newell, associate research director of the International Asso-
ciation of Machinists.

I am George Collins, assistant to the president of the International
Union of Electrical, Radio & Machine Workers.

Senator FANNIN. Excuse me for interrupting you; I just want to
explain we are limiting the testimony to 10 minutes and you can
proceed as you like. Your full statement will be made a part of the
record.

Mr. CoLI,-s. Thank you, si1'.
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We have provided the committee with a text, and we do have a
brief statement.

We represent the views of more than 2 million members who have
been prime victims of the decline in this nation's international trade
position and the lack of a comprehensive foreign trade policy.

We oppose enactment of S. 10710, the Trade Reform Act of 1973.
This bill is not the answer.

It is a special interest bill. It does nothing about industry's massive
investment abroad, about tax loopholes on overseas profits, about the
shifting of production beyond our shores or the export of taxpayer-
subsidized technology.

By giving the President power to remove tariffs from the products
of underdeveloped countries, this bill will promote the further export
of jobs.

By permitting the President to remove tariffs and quotas as a so-
called anti-inflation device, this bill opens up new opportunities for
imports to preempt the U.S. market. In addition, S. 10710 will lower
U.S. standards, rather than raising those of other nations.

The aerospace, electronics, and communications industries are
-among the Nation's biggest research and development spenders and
among the top recipients of taxpayer funds for R. & D. Since 1960,
electro outlays for this purpose have exceeded $2.5 billion annually,
reporesenting more than 20 percent of the country's entire outlay.
Most of this is Federal money. In 1971, the electro and aircraft-
missile industries received 81 percent of the total Federal assistance
for R. & D. and were the only industries to receive more than half
such moneys from the Government.

What is being done with results of these exenditures is shocking.
A Commerce Department study entitled "U.S. Industrial Outlook,
1974," calls the aerospace industry "the largest single contributor to
the Nation's positive balance of trade," but it points out that the sale
and licensing of technology and production to foreign countries
"could accelerate the loss to the United States" of this valuable asset.

The Department has estimated that if U.S. airlines go abroad to
buy their twin engines, wide bodies, STOL's and supersonic, the
aerospace balance of trade could become negative by 1976. This could
grow to an unfavorable total of $4.5 billion by 1985.

In spite of these warnings, our multinational aerospace corpora-
tions are moving production overseas and exporting technology.
Lockheed has sent to Japan the design, tools, and equipment o01r
building the F104 Starfighter. Boeing has entered into an agreement
with Japan to develop a wide-bodied airbus. McDonnell-Douglas has
contracted to sell Japan plans and production capability for the
Thor-Delta launching system.

The Soviet Union which is extremely hungry for our technology
in all fields, reportedly is talking with 'U.S. aerospace firms about a
commercial jet aircraft production complex in Russia and joint de-
sign efforts on both derivative and new aircraft, using advance
technologies. The Soviets are interested in buying wide-bodied trans.
ports, but they want licensing rights and production know-how, too.

The process is even farther along in electronics. Through licensing
agreements and sale of technology, American firms have enabled
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foreign companies to threaten or out-compete them in radio and TV
set manufacture, picture tubes, semiconductor technology, circuitry,
transistorized tape recorders and other audio devices, desk calculator
systems, switchgear devices and controls, and numerous other prod-
urets.

Technology is practically a one-way exchange. Last year's Interna-
tiomlal Economic Report of the President states that:

.S.--neomie from these sources, royalty and license fee transfer
Iaylinents. has consistently and widely outstripped the payments by
U.,;. conipan ies to foreign firms.

From 1960 to 1971, according to the report, the nearly $20 billion
ill receipts exceeded outlay by 10 times.

It is no wonder this country has higher unemployment rates than
most other indiustrialized nations. R. & I). does not put many people
to work unless the products which come out of it are used for that
Purpose where jobs are needed. That is not happening in our indus-
t ries.

U.S. firmsi have been eager to merge with and acquire compatible
facilities all over the globe. They have invested heavily in other
count ries and transferred production to foreign plants. From 1960 to
1973, expenditures on new plant and equipment by foreign manufac-
turing affiliates of U.S. electrical-electronic firms amounted to nearly
-4.9 billion. In 3 years. 1974-76, such investment will probably
exceed $2.3 billion, according to the Commerce Department.

This process is encouraged by items 807 and 806.30 of the U.S.
Tariff Schedule. These loopholes permit. our corporations to import
pro(luts and components assembled in foreign plants for export to
the United States and to pay (luty only on the value added abroad,
rather than on the full import value. The importation of electronic
pro(lucts produced under these loopholes is a $1 billion business
annuallv.

'T'lie rapid transfer of production to low-wage areas has resulted
not only from tariff loopholes, but from tax concessions and other
indiceellents granted U.S.-based corporations.

Taiwan, for instance, has three duty-free "export processing zones"
with a calmcitv of 100,000 workers and potential annual exports
totaling $40I0 million. Incentives include technical and financial as-
sistanie, a lo-year tax exenlption and wages pegged to the lowest in
Asia.

South Korea, which offers probably the most generous investment
incentives in Asia, also has a special free export zone. Strikes are
sJpevitically ouitlawed i1- that. zone. Other nations around the globe vie
with tlose two in attempting to attract profit-hungry U.S. multina-
tionals.

Such efforts have paid off. Ov'er the past few years, we have seen
nuIlerous lomesitic plants shut down and the work shifted to other
countries. This las happened from one end of ;the industry to the
other, in almost every product line-including even national defense
items. Almost all of the big-name companies have been involved.

RCA closed its Memphis color TV plant which employed 4,000
people at the peak of its short 4-year history. Westinghouse dropped
out of consumer electronic production in the United States, costing
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more than 2,000 workers their jobs in Edison, N.J., alone. Philco.
Ford expanding in Taiwan and Brazil, is phasing out its flagship
plant in Philadelphia. Other powerful manufacturers, including
General Electric, Sylvania, Admiral, Whirlpool, and Zenith all have
closed large U.S. plants while expanding off-shore operations.

This development has put thousands of people out of work. In our
full statement is a table on employment in the three main categories
of the electrical-electronics industry. Since the latest figures in the
table are for 1972, I would like to update them for the record, as
follows: Average employment in 1973 totaled 979,700. Of these, 393,-
300 were in components and accessories; 148,600 in radio and TV
receiving sets; and 437,800 in communications equipment.

Thus, comparing those figures with the table, we find that industry
employment dropped by nearly 78,000 from 1968 to 1973. Here we
showed there was 109,000 in these categories from 1966 to 1970. This
decline, though somewhat arrested, has not in any instance shown a
resumption of production in any of those 12 that made up those
totals in that earlier period. So we submit it is a dangerous decline in
a young growth industry that is vital to the Nation's security. It
makes no sense at all at a time when the labor force is expanding.

In conclusion, our three unions have been wrestling with the
imports problem for 8 years. We have resorted to all of the safe-
guards in current U.S. laws and regulations. We have used anti-
dumping, countervailing duty, adjustment assistance, and escape
clause provisions. Most of our efforts have been in vain. As a result,
literally thousands of our members have come to Washington at
various times to discuss the need for fair-international trade legisla-
tion with their Senators and Representatives. Others have written
letters and signed petitions. We are solid in our conviction that
something must be done. A recent poll by one. of our unions shows
overwhelming membership support for regulating the export of capi-
tal and teclinology, for closing tax loopholes on overseas profits, and
-for denying the President authority to ease restrictions on imports.

lWe believe that most other Americans agree with us.
We urge the Senate to reject, the measure before the committee and

to write a new trade-bill that contains the realistic provisions that
will prevent the abuses outlined. For further details, we commend to
your attention our full statement, as well as the statement of the
AF.-CIO, to which we subscribe completely.

Thank you.
Senator FANNiN. Mr. Collins, do you have anybody else who is

going to testify?
Mr. CoLLiNS. No.
Senator FANNIN. In your statement, Mr. Collins, you state that:

The Department has estimated that if U.S. airlines go abroad to buy their twin
-engines, wide bodies, STOL's and supersonic, the aerospace balance of trade
could become negative'by 1970. This could grow to an unfavorable total of $4.5
billion by 1985.

Do you think that this is happening to the extent that you are
stating in your testimony I

Mr. CoLINS. Mr. Newell of the Machinists Union is the expert of
our group, as far as the aircraft sector.
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Senator FAX.NX. I am very much in sympathy with you in trying
to curtail the export of jobs and the i-tention of industry in our
country.

We have introduced legislation that we will talk about later. I
would like to have your thoughts as to just what is happening.

Mr. NE.wm. We are very concerned that the domestic aerospace
industry is going to become, actually follow the fate of the shipbuild-
ing industry, in terms of sending its technology-overseas and finding,
in essense, finding that we have to-go overseas to get the aircraft we
lced.

For instance, the short-body plane, the STOL, the Marines had to
go to England to get a plane: We are very concerned about this. We
realize that there are real problems that the industry faces in terms
of financing the domestic industry, and we certainly have given
serious thought to joining with the U.S. industry in finding some
method of financing the development and manufacturing plants so
theso planes are produced here.

As it stands now, we definitely foresee the European aerospace
industry building the planes that we need.

Senator FAnIN. I am concerned and I am sure the other Senators
are, too. I voted to do something with the supersonic plane, not only
from the standpoint of having the leadership of the world in that
field, but because of the tremendous trade-offs that are possible with
research and development on the SST.

Now I just do not know what is happening now. Not too many
years ago we were in the seventies, as far as the manufacturing of
the planes. worldwide, other than the Soviet Union.

Do you have any idea what percentage we manufacture today?Mr. Nr~wm-. I think it is certainly the majority, the great major-ity.

Senator FANNIN. Up to the sixties and seventies, now, do you
think? ----

Mr. NEWELL. The last figure was in the low seventies.
Although I agree with you in what you are trying to do, I feel

that we do have a very difficult situation. I know Labor has great
influence around the world. If we could in some way use that influ-
ence to help inequities in the GATT negotiations, it would be very
helpful.
. One of the great problems we face is the barriers that you men-

tioned; you mentioned ,Japan-Taparese electronic equipment. Ear-
lier we were talking about cars. I know that is not in your field, but
it is certainly of tremendous importance to us. Shippixig a car in here
for 3 percent and having all these tariff barriers, any here from 6
percent right on up, in the economic community, somewhere-ll or
12 percent. It makes it very difficult for our friends to compete and
stay in this country.

Is that not quite a factor?
Mr. COLLINs. No question about it. The earlier shift of American

industry-at least in electronics overseas-where in the first instance
was a resistance or defense against the unfair competition from the
reflection of the low-wage cost in Japan. Actually, I think American
industry, by that move overseas, has sort of leap-frogged over their
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problem to a point now where they are really maximizing profit
levels by the low-cost production running in tie foreign plants, to a
point where the Japanese and all of them to Southeast Asia to all of
these locations. So you know, this process of one leap-frogging over
the other can go on to the point to the lowest possible wage cost. At
some point the production continues to come into this market.

Mr. Meany made the point the other day, and I think Mr. Abel
amplified it-how are we going to maintain this structure that we
have or are all somewhat dependent on. The standard of living that
we are all enjoying now, if this process goes on, where we are all
manufacturing-where all our manufacturing is running to where
the lower cost is, Japanese or other.

This morning's discussion with Mr. Bergsten and Mr. Gardner
touched on flionetary questions that none of us pretend to be experts
on. Just following the pattern in television production, since the
Smithsonian evaluation, which I think-was in the end of 1971,
immediately month after month television exports from Taiwan, that
pegs its currency somewhat to the U.S. dollar, just took off in every
month and ever since, TV exports from the American-owned plants
in Taiwan have fairly dealt with so-called Japanese competition.

Senator FANNIN. I know we have been able to hold some color
TV-certainly not the black and white; we are losing it.

Mr. CoLLNs. We are feeling the pressure. When I say "we," it is
our members, who are part of the industry. The solutions of the
corporations are not their solutions.

Senator FANNIN. I will ask a few other questions. I happen to be
the only one here. We are limiting our time.

Our great need that we have, I think, is educating the American
people to realize that a consumer cannot long be a consumer unless
he produces or someone produces for him. He has to produce in some
way or another to obtain income. It seems that we have many people
who want to lower the tariffs without taking into consideration a
quid pro quo.

Do you not think the American people should realize that when
they want these cars in here at 3 percent tariff or no tariff, or they
want the electronic equipment, that they should support a quid pro
quo from these other countries? Or justnot bring the equipment in?

Mr. COLLINS. I tend to agree with you in general, Senator, but
there is also a development in the economics of it that is not a
textbook model, in that the price charged to the consumer does not
reflect the saving which the low wage and the other low production
costs generate. It really has had the effect of maximizing the profits
of a corporation. So the consumer is not getting the benefit reflection
of those savings in labor costs and production costs.

Senator FANNIN. Of course, if the equipment is coining in here, it
is displacing production in this country, it is costing jobs, so we lose
all the way around. And although there may be some side effects, the
facts are that this is very detrimental to the working people of this
nation.

Mr. ColiNs. It certainly has been.
Senator FAWNx. There is one place where I perhaps disagree with

you. That is on the 806.30 and 807 of the tariff schedules.

30-229--74--pt. 4-42
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I)o you not think it is better to have part of the production outside
the country than to have all the production outside the country?
Some particular unit ?

Mr. Coraixs. If faced with the possibility that we lose everything,
I think we ought to try to hold on to a portion of it. I wonder, to the
extent that the use of the 807 and 806.30 have really been in a great
measure responsible for the sliding out of so iany sections of indus-
try. 'Tie combinations of all these factors, plus the lubricant, as it has
been deseried as, that 807 and 806 has provided, has just caused
indulistries to slide right out of our country.

.And I listen to the offer of the industry people to provide the
cimlittep with sone facts ill letter form about just what the results
have been in generate ing new jobs on this side of the )order. That, the
treatment of that, goes all the way to Asia, too.

Seiator FANI 'X. T1hat is what I am concerned about. I am talking
about a personal interest, from a standpoint of my own state of
Arizona. We are a border state, and we have been benefiting by-I
admlit. we lave been hIenefiting by these tariff provisions. But I am
more interested in what is happening from the standpoint of the
JIt ion.

Do you hae- any thoughts ill that. regard?
Cr. ('O.LIs. We appealed to the Tariff Commission at least, to

appear before the TIariff Comnission in that investigation at that
time. We indicated that it. was a matter of grevious concern. That
was ill 1969 or 1970. Tie results just followed that pattern. We,
along with tile AFL-CIO, have indicated that those so-called loop-
holes should he eliminated for a period of time to see just what its
effect. will be.

I think-perhaps localized in an area. that did not exist in the
industry, perhaps, or along the border portions of the USA-Califor-
nia, Te.xas-tlwre might have been a buildup. There also has been a
iuildlp ill the. past from highly industrialized areas to lesser indus-
trialized areas without this, so tlat I would just wonder, on balance,

x if the whole program ]ins been useful to the general work force and
to tei American consumer, or whether it has just been another
profitable iiechanism for industry--you know, to go wherever the
labor costs can Im reduced to a lower l)oint.

Senator FA..,,. We have a very wonderful neighl)or to the south,
Mexico; and they have been in the position to work with us, as you
well know. Tlhey have had thlir l)roblemns over the years, economic
problems.

Do you not feel that we lhave to help considerably in stabilizing
their economy?

Mr. Coi,..,s. I know that it has had the effect of improving a lot
of a number, l)erhal)s a large number, of )eo ple along the border. It
Ills also hadl the effect, as we see it here in the States, too, where there
is an improved situation people will come to it from a lesser devel-
oped situation, whether it be from the South, the North'or whatever.
So there are a lot of people from the interior of Mexico who have
come up to the border, just as there are still people who.go across the
border in different industries into the States.
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I wonder if the improvement has been, substantial enough to
warrant, continuation of the program.

Senator FANN I . I asked, as you heard, for statistical information.
I have an open mind in this regard.

Mr. CoLmLIs. If I may add one point to that, Senator. There must
be, it seems to me, and all factors of the society must be able to play
their role in those- situations. The labor movement, for instance, in
Japan and other places where they have been able to perform their
role, have been able to transfer to their members substantial improve-
ments in their standard of living and their life styles because of their
ability to get their share of the profits. However, this requires a labor
movement that can perform its function and cannot be limited.
Unfortunately, in my own personal experience with the activities
along the Mexican side of the border, the labor movement there has
not been able to discharge that function. The fact of the matter is
that most of the labor officials are part of the party in power that has
been in power in Mexico for a long time. Sich thiings as the OSHA
and other things that Congress has legislated for our benefit are not
applicable in the situation. There must be an opportunity for the
labor movement to play its role there. We are not satisfied with the
achievements of that group of labor leaders.

Senator FANNI€N. Labor unions in Mexico have played an impor-
tant part. I was in business in Mexico, so I am very familiar with it.
I can recall when we first went into Mexico with a company and we
started to unload a car, freight, we were told no, you do not touch-
that freight; that is all handled by the union. So we called and they
came over and unloaded it. It was a very efficient operation; we were
very well satisfied. That was just a new way of doing business. We
thought they would do it with lift forks; they only did it by hand. It
was entirely different.

I cannot speak on what they are doing in the electronics field. I
only observed the agricultural 'industry and the commercial business,
as far as merchandising is concerned, marketing, equipment of that
nature.

Thanik you gentlemen very much. We appreciate that you were
here with is today. I P.m sure that the other members of the'Commit-
tee will read your remarks.

Mr. COLLI s. Thank you.
[The prepared statements of the preceding witnesses follow. Hear-

ing continue on p. 1704.]

STATEMF.N IN BEHALF OF TIuE INTERNATIONAL ASSOCIATION OF MACHINISTS AND
AEROSPACE WORKERS, IAM, AFL-CIO, THE INTERNATIONAL BROTHERnOOD OF
ELECTRICAL WORKERS, IBEW, AFL-CIO, THE INTERNATIONAL UNION OF ELECTRI-
CA., RADIO, AND 'MACHINE WORKERS, IUE, AFL-CIO
The lack of a comprehensive foreign trade policy has had a harmful effect on

the domestic well-being of the workers of the electrical, electronic ahd aerospace
industries of the !T-!'ied States. The failure of the Congress to enact realistic
and up-to-date measures has left our industries saddled to obsolete trade laws
of another era. The circumstances of foreign trade of 1902 do not apply to the
real trade world of 1974-1975.

The workers of the electro and aerospace industries have suffered from the
impact of increased imports of foreign produced goods and the transfer of their
jobs to the overseas plants of multinational companies.
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We represent the viewpoints of more than two million members of the IAM,
IBEW and IUR,, three major unions with jurisdiction in these vital industries.
We oppose enactment of the House passed "Trade Reform Act of 1973". We
urge the Senate to reject such a measure.

There is an acute need for responsible trade legislation. The rise of multina-
tional corporations, the changed economic relationships among nations and the
decline of the dollar make this obvious even to those who have not been injured
directly by the flood of imports. The need is even more evident to the members
of our three unions, many of whom have seen plant gates shut In their faces,
production transferred overseas and opportunities for new jobs erased-all as a
result of the very conditions which require reform.

Instead of attacking directly the complex roots of the trade crisis, H.R. 10710
has these deficiencies:

1. It's a special interest bill. Although massive investments abroad, tax
loopholes on overseas profits, the shifting of production beyond our shores, and
the sale and licensing of taxpayer-subsidized technology are responsible for
much of the trade crisis, the bill does nothing about these evils created or
exploited by multinational corporations. Indeed, it was written solely on the
basis of big business recommendations, while the harsh experience of American
workers and the unanimous testimony of their representative was ignored.

2. It promotes the export of more jobs to low-wage countries. By giving the
President power to remove tariffs from their products, the bill invites a new
wave of imports from Taiwan, Singapore, Haiti, Brazil cnd other nations where
runaway U.S. manufacturers are riding high, where wages are miniscule and
where trade unionism is oppressed or illegal.

3. It prescribes a poisoned placebo for inflation. By permitting the President
to temporarily remove tariffs and quotas as an "anti-inflation" device, the bill
will simply open up new opportunities for imports to preempt the U.S. market.
It will have no effect on inflation. If imports cured inflation, U.S. prices would
be at rock bottom today.

4. It lowers U.S. standards, rather than raising those of other nations. In the
name of promoting trade, the President can negotiate the removal of such "non-
tariff barriers" as consumer protection and product standard laws. He can
agree to elimination of required country-of-origin identification on products,
including those carrying American brand names. Without muscle behind it, the
bill's nod in the direction of international fair labor standards means nothing;
in fact, by encouraging further export of jobs to low-wage countries, the bill
will undercut U.% wage and benefit standards.

5. It offers nothing to cope with imports. Existing laws against other nations'
unfair trade practices are weakened. Qualifications for adjustment assistance
and for relief from the subsidized competition of foreign exporters are tough-
ened.

THE EXPORT OF AEROSPACE TECHNOLOGY

The trade bill fails to provide safeguards against the continued export of
technology to other parts of the world where corporations can maximize profits
and minimize costs at the expense of United States production and jobs.

Lack of restraints on the export of technology leaves the aerospace industry
free to sell off inore production "of parts and aircraft to foreign -nations.
Imports of aircraft parts in the first six months of 1973 rose 56.6% over the
saine period of 1972. At the same time exports of aircraft engines and parts
dropped by 63%.

It was reported in the article '1973/1974 Facts and Figures' published by
"Aviation Weekly" that the balance of trade for aerospace products declined
from $3.8 billion in 1971 to $3.3 billion in 1972. A part of this downward trend

--. was accounted for by increased imports of aerospace products, up from $375
million in 1971 to $435 mllion4n 1972.

A Commerce Department study entitled "U.S. Industrial Outlook 1974"
credits the aerospace Industry as being 'the largest single contributor to the
nation's positive balance of trade', but concludes with a warning that we could
loqe this valuable aset. The report points out that the sale and licensing of U.S.
technology and production to foreign countries 'could accelerate the loss to the
United States of the last high technology marketing advantages.. . .' Once the
increasingly strong foreign competition eliminates the present day U.S. advan-
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tage, the next generation of aerospace hardware can be developed without U.S.
assistance or participation.

The Commerce Department has estimated that the aerospace balance of
payments could become negative as early as 1976 if U.S. airlines go abroad to
buy their twin-engines, wide bodies, STOLS and supersonics. This could grow to
an unfavorable total of $4.5 billion by 1985.

In spite of these warnings there is a continuing trend by the multinational
aerospace corporations to move aerospace production overseas and to sell
licensing agreements.

When Japan wanted the F104 Starfighter which had been built by Lockheed in
California, it arranged to have it built in Japan. Lockheed not only shipped over
tile design, tools and equipment, but also supplied the supervision to train the
Japanese workers.

Recently the Boeing Company entered into an agreement with the Japanese
Government to develop a new wide bodied airbis. Technology would come from-
Seattle and the work done in Japan by employees of three manufacturers,
Mltsubishi, Kawasaki and Fuji.

The export of the Thor-Delta system to the Japanese has meant that the
capability of satellite and intercontinental missile launching system is no
longer the exclusive property of the -U.S. and Russians. For several years the
Japanese attempted to develop system of their own and after its failure made
a contract with the multinational McDonnell-Douglas Corporation to buy plans
and production capability for a modified Thor-Delta rocket system. The basic
system was developed at taxpayers' expense and cost the American taxpayers
millions of dollars in research and development funds before becoming opera-
tional. It has been used to launch satellites for other countries and has provided
the U.S. with millions of dollars helping to provide jobs and offsetting the U.S.
balance of payment deficit.

Cessna Aircraft of Wichita, Kansas in cooperation with Reims Aviation is
building aircraft in France and Cessna planes are also being built in Argen-
tina.

Boeing is working In a joint effort with Aeritalia. iwrbuilding a 7-7 medium-
range transport and is also manufacturing parts for the 747 in Australia.

These are only some examples of projects being manufactured In other
countries Involving the export of technology by licensing, patent agreement or
direct transplant. In addition to allowing this situation to continue the trade
bill would permit special zero tariffs on imports from so-called emerging
nations such as Taiwan, Singapore and other low wage enclaves which have
already taken over huge segments of production of U.S. electronics and have
now announced that they will concentrate on attracting industries with a high
degree of technology.

Russia is also attempting to acquire United States technology. A recent Issue
of the "Armed Forces Journal" reports that Russia has asked Boeing, McD-
onnell-Douglas and Lockheed to build a commercial jet aircraft complex that
would employ 80,000 people with an annual output of over 100 planes. Amer-
ean know-how is one of the several conditions laid down by Soviet negotiators
as a prerequisite for buying up to 30 wide bodied U.S. jet transports.

Soviet negotiators, it was reported, also have approached Lockheed, Boeing
and McDonnell-Douglas about undertaking joint design efforts on derivative
models of the D--10, L-1011 or 747, and in some cases on completely new

-aircraft using advanced technologies. Concurrently Russia is pressing for a
bilateral airworthiness agreement with the U.S. Government that would permit
Soviet planes to operate and be sold in the United States as if they had already
been certified to the Federal Aviation Administration's stringent airworthiness
standards.

The Soviet negotiators have also asked for licensing rights and U.S. produc-
tion know-how to build in Russia a substantial part of whatever many wide-
bodied jets it might buy.

THE EXPORT OF ELECTRONIC TECHNOLOGY

Our nation's foremost position in the world of advanced technology has Ieen
developed and maintained by the remarkable discoveries of the electrical-
electronic laboratories and the miracles of rationalized automated production of
Its parts, components and end-products.
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Numerous applications of tis technology now serve other industries. A list of
the tasks that electrical-electronic devices and systems perform in the fields of
coiaunicatioin, transport, miianufacturing, aerospace, government, banking, re-
failing, education and other industries would fill many pages.

TIhe development of this nation's electronic capability came about as a result
of the Invesinient of billions of dollars of national treasure to fund research
and(1 devtbipiiint. Iln a large senAse the fundauental ownership of what this
research and development hs produced resides in the eminent domain of the
A mtiiit i people.

When industry's managers seek to disperse this technology beyond the control
of tit congress s and to transfer its growth aross our borders, Conigress must act
Io illniose safeguards. For this technology and its many and varied applications
imay well lie the greatest p Pti-ntial producer of employment opportunitles it our
counlry's history.

'hiis nimost sophisticated technology, developed with federal assistance nnd
public funds-, has been exported wholesale for profit by American industry.
American firms have licensed major foreign producers in radio and television
set manufacture, in picture tule (Including color TV tubes) technology, semi-
conducteor technology, circuitry, etc. Japanese manufacturers alone have been
floureseent lamps, (omlflex integrated circuitry, aeronautical Instruments, tran-
sistorized tape recorders and other audio devices, phot') conductive elements,
desk calculator systems, microwave systems, switchgear devices and controls.
licensed by U.S. companies to produce items as diverse as electric blankets,

Other witnesses can testify in more detail of the magnitude of the export of
technology through licensing and patent sharing agreements in other industry
groupings. We hope to demonstrate that the electrical-electronic companies of the
United States have been responsible for putting their foreign competitors in
business, at the cost of our Jobs and at the loss of our country's economic
lit] v n Inge.

A (listinguislhing feature of the American electrical-electronics and communi-
eations industries is the sizeable annual expenditure on research and develop-
mient. Since 1960, such expenditures have exceeded $2.5 billion annually, repre-
senting more than 20% of the nation's annual R&D outlay by ill industries.
During 1970 and 1971 electro-related industries devoted more than $4.4 billion a
year to R&D. The $4.5 billion outlay during 1971 equalled 25% of the total for
all l'.S. industries.

Most of these funds come from the taxpayer. During 1960-1970 a total of
$36.7 billion was spent on electro-related R&D, of which $21.14 billion (57.51C)
was contributed by the Federal Government. The 1971 electro-industry R&D
outlay of $4.5 billion included a federal contribution of $2.3 billion, 30% of the
government's entire expenditure for R&D support. Only the aircraft and missile
industry received a greater direct contribution from the public purse, $3.9
billion (51/ of the Government's total) during 1971. These two industries,
electro and aircraft-missiles, received 81% of the total federal assistance for
R&D budget, and were the only industries to receive more than half of their
I&D exlendltures from public funds.

The Federal Government-particularly the Defense Department and the Space
Agency (NASA)-has not only provided most of the funds and inspiration for.
the electronic Industry's R&D, it has also functioned as its major market. Sales
(of Industry prhucts to agencies of the U.S. Government since 1967 have ranged
betwe n $10.4 billion and $12.0 billion annually, almost half the Industry's total
sale. In 1968, sales to government were $12.6 -billion, compared with total
Industry sales of $27.3 billion (revised). In 1970. government sales fell to an
estimated $11.3 billion, compared with total industry sales of $26.0 billion
(revised). In 1972 government sales continued to decline sharply to $10.4
billion comparedd with total industry sales of $29.9 billion.

Research and development is becoming increasingly significant worldwide.
partleularly with regard to sophisticated technologies such as electronic data
procepssng and integrated circuitry. R&D breakthroughs, as well as improve-
ments and advances in the state-of-the-art resulting from R&D, are Increas-
Ingly-and more quickly-shared Internationally through licensing agreements
and foreign Joint ventures as well as through product shifts and plant reloca-
tions. American firms have exported technology, developed largely with govern-
ment funds, on a massive scale for their private profit, and--now we are
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concerned itiout whether wve can maintain our teclinological lead in order to
stimulate our economy and provide badly needed Jobs.

American firms of this important Job-producing group of Industries through
their licensing agreements have aided and encouraged foreign -competitors so
that the latter have been able to out-compete them ii tile U.S. market on a
variety of comml(rcial and consumer products.

The International Economic Report of the President transmitted to the Con-
gress in March, 11-73 shows that "U.S. income from these sources (royalty and
license fee transfer payments) has consistently and widely outstripped the
Iynients by U.S. companies to foreign firms. From 1900 to 1971, receipts
totaled almost $20 billion, while U.S. payments to foreign companies aggregated
lss than $2 billion." The report clearly shows a surplus fr6m our technology
sales. For 1972, net royalty adii fee earnings rang the bells of our national cash
register at $2.8 billion.

The magnitude of U.S. technological marketing becomes conspicuously clear
when we note that consuiner electronic imports in 1972 rose to 74.4 million units
($1.7 billion) as opposed to the meager 1.2 million units ($131 million dollars)

_ \\e (xported.
In his book, "World Without Borders," Lester Brown of the Overseas Develop-

niint Council refers to the technological balance of payments, "tile foreign
exchange spent versus that earned In importing and exporting technology. Japan,
Brown points out, "has the largest technological balance of payments deficit of
any country . . . The United States has the largest. . . surplus." U.S. exports of
tenlmology account for about one-half of the world total.

Referring to the U.S., Brown writes:
"Reieipts from the sales of technology abroad Increased from $362 million in

1956 to an estimated $2.2 billion In 1970 . . . U.S. exports of technology now
exceed tile total exports of countries such as Colombia, Nigeria or the United
Arab Republic. This rapid growth of international technological transactions is
closely associated with the phenomenal growth in the size and number of
multinational corporations since 1950."

Research and development doesn't put many people to work unless the
products which come out of it are used for that purpose where Jobs are needed.
Tit's not happening In the electrical-electronics and communications Industries.

The American taxpayer has paid most of the costs for research and develop-
nient, including that conducted by corporations and universities. In 1972 these
research and development activities cost $28 billion and 63% of the cost of basic
research was borne by the Federal Government.

The end result of all this investment has been the development of the world's
most sophisticated and advanced technology. As this technology has become
available it has been freely turned over to private corporations for use and
exploitation. Although the working people shared heavily in the costs.

It was assumed that America's technology would be used to create new
products, more Jobs, higher wages and general prosperity In America and would
provide a foundation of rising productivity that would offset foreign wage
differentials and make it possible for American-made products to compete in
world markets.

.__---Thow-assuptons were verified In the so-called Kennedy Round of the early
1960's when organized labor was asked to support liberalized trade policies. At
that time labor's fear of being drowned in a flood of Imports was answered by
the argument, from both industry and government that America would remain
competitive because of its vast lead in technology.

lhad that technology been retained In the United States this might have been
true, but the emergence of multinational corporations changed the rules. Such
corporations were not content with the profits they could make on American
production. They took, and have been permitted to get away with American
technology bought and paid for by the American people and they have trans-
ferred, licensed and sold it overseas.

In the last two decades Japan alone has bought $15 billion worth of American
technology for which it paid $1.5 billion. In other words it bought American
technology for ten cents on the dollar. As was stated In the February 7, 1972
issue of "Chemical and Engineering News" 'Japan's shopping (for American
technology) brought it one of the most incredible bargains in history.'

Tile trade bill would continue to permit private, profit-making corporations to
sell off our technology at give away prices for which the American public would
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lie made to suffer by higher rates of unemployment, adverse balance of trade
ani eventually the bankruptcy of the one economy upon which the welfare and
tie protection of the free world chiefly depends.

FOREIGN INVESTMENT

Front the earliest period of the Industry's development, the companies of the
electro industry have been in the forefront of the firms that have licensed off our
government-financed, taxpayer-supported technology to all corners of the globe.
They also have been among the leaders in the surge of overseas private
Investment by American firms.

-leNctronics firms have been eager to merge with and acquire compatible
facilities all over the globe. They invest heavily in new plants in other countries,
n(l with increasing frequency transfer production from America to foreign
plants. Foreign-based electro Industry companies have also expanded their
(ilrali-fns outside the borders of their home countries. But in terms of frequency
of acquisition and merger, the scale and amount of capital involved, the restless
search fr new product lines, the relocation of production facilities and worker
dislacement, American multinationals are easily the biggest aud most active
force in thls industry.

From 1960 to 1973, expenditures on new plant and equipment by foreign
manufacturing affiliates of United States electrical-electronic firms amounted to
nearly $4.1) billion, growing steadily from $105 million in 1960 to $400 million
fit 196'9 and to $,0 million in 1973. In three years, 1972-74, such Investment
should exceed $2.3 billion, according to U.S. Department of Commerce.

PLANT RUNAWAYS

The electronics Industry's performance has earned for it a poor image in the
eyes of the workers in tite industry. Many workers have suffered from the erratic
patterns of seasonal layoffs and model change shutdowns. Whole plants have
,een closed down temporarily because of the failure to jialance production of

consumer market products with government contract schedules.
Tie ludw-try's export of capital and licensing of technology to foreign

producers have been felt by workers, many of whom put in 20 to 40 years of
servicee only to see their plants close down and their Jobs eliminated. As the
flood of imported parts, components and end-products surged into the domestic
market, electrical-electronic workers, members of our unions, became the first
victims of these short-sighted practices. The rapid transfer of production to low
wage areas by electronic companies has resulted in thousands of lost jobs.

The Incentives for moving production to Taiwan, South Korea, Singapore,
Hong Kong, Mexico and the Caribbean, as a way of meeting Increasingly sharp
Japanese competition, were not only the pitifully ho wwages and substandard
working conditions in such countries, but tax concessions and other relocation
inducements granted to U.S.-based corporations. In addition, plant removals and
trai nsfers of production are encouraged by Items 807:00 and 806:30 of the
United Stales Tariff Schedule. These loopholes permit United States firms to
Import products and components assembled in foreign plants for export to the
U.S. and pay duty only on value added abroad, rather than on the full import
value of such prrxlucts and components.

The importation of electronic products produced under these loopholes is
currently a $1 billion business. For 1972, the U.S. Customs Bureau reports that
over $100 million in U.S.-made parts were transferred abroad-for processing or
assembly prior to duty-free re-import into the United States. Import duty, under
the minimal rates applicable, was assessed on some $600 million of value-
added, Itinly low wage assembly labor performed by exploited foreign work-
ers in Asia, Mexico and the Caribbean.

Cuslont4 records published by the Census Bureau (Report IA245A) show that
the electron Industry and Its divisions were major utilizers of these job-stealing
tariff loopholes during 1972. The Industry's reliance on 80t/807 grew 25% over
1071 when $750 million was Involved ($350 million U.S.-made, $400 million
vnl te-added foreign processing).

U.S.-leased multinational electronic companies are the biggest users of the
loophole. Electronic products amounted to one-third of the $3.4 billion of total
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value Imports under 806/807 during 1972. Total value imports under 800/807
Jumped 57% during the first 10 months of 1973 compared with the same period
In 1972.

Countries as widely separated as Mexico, Taiwan, Hong Kong, Singapore,
South Korea, the Philippines, Malaysia, Jamaica and others have been used as
lases to penetrate the U.S. market under the tariff loopholes. The practice of
these countries has been to grant tax concessions, import duty exemptions on
equipment and materials, and, in some cases, immunity from local laws and
regulations. The greatest attraction perhaps is generally an unlimited supply of
labor at hourly rates as low as 10 to 50 cents.

The trade paper Electronic News carried advertisements promoting "low cost
Caribbean assembly In Trinildad-Tobago" where "the English speaking workers
average 400 an hour."

Advertisements in the Wall Street Journal invite inquiries from U.S. firms
interested in opening assembly plants along the American border in Mexico. The
lure that's u.-ed is to get away from the costs imposed domestically by the
Occupational Safety and Health Act, enacted by Congress in 1970. When
Pre.-ident Nixon signed that loill Into law, he hailed it as an important advance
for American workers. But thanks to the 806:30 and 807:00 tariff loopholes,
hundreds of our firms are negating that advance with their U.S.-export-only
factories in foreign countries.

All oer the Far East, countries have set up special manufacturing zones, to
which Awtericau firms are induced to come to produce goods for export to the
U.S. Th -ommqpnlcs in our industry have responded in great numbers.

Taiwan has three duty-free "export processing zones" with a capacity of
100,000 workers producing annual exports totaling $400 million. The number of
plants anticipated is over 400. The first of these zones, at Kaohslung Harbor, is
omerating at full capacity with 101 plants employing 40,000 people. Incentives
include techncaland financial assistance, a 10-year tax exemption and wages
pegged to the lowest in Asia.

Taiwan used- to be a trade deficit country, but in the first five months of 1972
it had a trade surplus of $35 million. Its trade surplus with the U.S. for that
period was $169 million, which means that U.S. multinational corporations
singlehandedly turned the picture around.

South Korea offers probably the most liberal and attractive investment
Incentives and safeguards in Asia. Among them are: tax exemption for five
years and 50% tax reduction for the next three years; exemption from customs
duties and commodity taxes on goods imported for investment purposes; exemp-
tion from personal income tax for foreign personnel (these same people are
also exempted from U.S. income taxes); unlimited remittance of profits;
protections against expropriation; reinvestment of profits and sole ownership.

An ad run by the "Public Relations Assn. of Korea" in the December 27, 1972,
Washington Post reports that "one of the most promising new inducements is the
Masan Free Export Zone, legislated in 1970 to expedite the establishment of
foreign-invested export industries . . . Korean workers employed at plants in
the Free Zone will be considered in the same category as public utility workers,
meaning that labor disputes will be compulsorily arbitrated by the government,
avoiding the possibility of strikes or slowdowns."

A partial list of American firms in Korea: Fairchild Semiconductor, Signetics
Corp., General Motors, Keystone Valve, Komy Corp., Motorola, Control Data,
Illinois Condensor, American Microsystems, Midtex, Royalpac, Applied Magnet-
ics Corp., Electro-Voice, Ford Motor Co., Borg Warner, Dana Corp.

A partial list of American firms in Taiwan: Admiral, Ampex, Arvin Ltd.,
Bendix, Control Data, Cornell Dubilier, General Instrument, IBM, 3M, Moto-
rola, Philco-Ford, RCA, Singer, Sprague Electric, Texas Instruments, TRW,
Wang Laboratories, Corning Glass, Zenith.

A partial list of American firms in Mexico: Bendix, Zenith, Control Data,
P.R. Mallory, Sprague Electric, Union Carbide, Singer-General Precision, Curtis
Mathes, Sarkes Tarzian, Transitron, Standard Kollsman, Advance Ross Elec-
tronics, RCA, Ensign Coil, Alrco Speer, Lear Jet Stereo, General Electronlcs,.
Motorola, Erie Technological, Raytheon, Fairchild Controls, Warwick Electron-
ics. Solltron Devices, Litton Industries, Burroughs.

Equally extensive lists could be compiled for many other countries.



1700

JOB LOSSES

From 16 to 1972, employment in the three main categories of the electrical-
elmtroilics industry declined by nearly 109,000 Jobs. This decline is not a
temporary prwe..: the situation is not improving. In fact, as the folloWing
tMll6, i.hows, the bulk of these job losses has occurred since 1908:

Annual averages
.. .. . . . . ...... .. . .C hang~e

1966 D68 1972 1966to 1972 1958to 1972

Electro corn!,onents and acccss)ries . 388 600 381, 400 340. 70') -47, 90-3 -40, 700
Radio and TV receiving sets ....... 161.700 153, 500 139. 200 -22.503 -14,300
Communicains equipme-it ......... 467, 700 522, 50 42, 5)0 -38. 200 -93. 000

Total ................ . 1,018,000 1,057,400 903,400 -108,600 -148,000

,hll',l.hses hait lift prodmtion employee classifications at a sharper rate as the
growth side (if the industry has been transferred offshore. A compilation of plant
closijigs and dcparliental shutdowns embraces virtually all companies in theIndust ry...

trongly entrenched firms, as well as more marginal operators, have sus-
IpMhn'd iidoestic production.

Iltoniestic production of home radios has been almost totally eliminated;
autontobile radio production is on the verge of complete transfer to Asia and
Brazil.

The importation of television sets, first from Japan, and now also from
Talwan, Mexico and Korea has been a direct cause of the shutdown of numerous
plants across the country. American television manufacturers have subcon-
tracted their productiin to Japanese companies. TV sets and other consumer
electronic goods made in Japan for the American market are retailed under the
familiar U.S. brand names and labels. Parts and components produced in Japan
unmuhr license from U.S. companies aie heavily imported both as parts and as
elenimits of assembled products. Japanese-brand sets and systems have "com-
peted" with the Japanese-made U.S. brands for a significant share of the U.S.
market.

Television sets and other consumer electronic products from Taiwan, Korea
and 'M'xicn have become a stronger force in the recent past. Because the
Republic of China (Taiwan) pegs its currency to the U.S. dollar, the December
1971 Smithsonian currency revaluations generated a massive surge of TV set
Imports from Taiwyan. American multinational companies are dominant In the
electronics industry of Talwan. Taiwan is now the largest exporter of TV sets
to the U.S., having passed Japan last year. The General Instrument Company,
which once employed thousands of our members In the U.S. and Canada, is now
the largest private sector employer in Taiwan (25,000).Major 1'.S. employers have closed down modern automated electronic plants
to transfer production to Taiwan and elsewhere. In 1970, RCA shut down its
Memplihs. Ttm., color TV plant which employed 4,000 people. When It opened in
1960. the Memphis RCA plant was the most modern color TV production plant
in the I'.S.

The Westinghouse Electric Company dropped out of consumer electronic
production in the U.S. during 1969-1970 and has curtailed production in its
Canadian plants. More than 2,000 Westinghouse workers lost their jobs when the
company closed it,, modern plant in Edison. N.J., a town named in honor of the
Amric-an who founded the world's electrical technology.

While expanding its overseas plants in Taiwan and Brazil, Philco-Ford is
pllmising out it,. flagship plant in Philadelphia.

The Emerson TV and phonograph plants in Jersey City were closed down in
1970 an1Yi U.S. production of the respected Emerson and DuMont labels ceased.
(Rdlis pr(utiion had ended there long ago.) Admiral Corporation was engaged
to lpr uce those labels in its Taiwan plant.

Oiher powerful electrical manufacturers, including General Electric, Syl-
vania, Admiral, Whirlpool and Zenith, have closed large U.S. plants while
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expanding offshore operations. Parts and components plants producing the whole
range of consumer, industrial and military electronics have ceased stateside
lr(duction in favor of low wage areas around the globe.

When expanding, these firms show a marked preference for foreign locations
over American communities. Texas Instruments, a leading manufacturer in the
semiconductor field, has announced that It will open four new solid state
IprotliIcs plants. three of which will be offshore-in IliJI, Japan; Kuala Lumpur,
Malaysia, and Campinas, Brazil.

INADEQUACY OF EXISTING SAFEGUARDS

The workers of our industries have suffered from the inadequacy of existing
safegnards in U.S. laws and regulations. While -foreign imports have captured
greater and greater shares of the- market and thousands of our members have
lio'tn. thrown into 1ieznployment, relief that should have been available has been
non existent.

We have appealed in vain to government agencies for remedial action.
Existing regulations under ainti-dumplng, countervailing duty and "escape
clause" provisions have bpn essentially useless and unavailable.

Adjustment assistance, as provided under the Trade At of 1962, has proved to
he nothing more than an illusion. Petitions before the Ts 1lff Commission -for the
unemployment compensation, retraining and relocation benefits intended by the
Congress have been struck down by an unrealistic eligibility formula. Only an
Infliltesimal number of the thousands of victims of Imports have qualified for
the Inferior benefits provided, and then only after frustrating delays.

None of these measures anticipated the phenomenal development of the mul-
tinationnl companies, their export overseas of our Jobs and technology, and the
vast amount of capital devoted to foreign investment.

A recent poll taken by the IAM with participation from two per cent of Its
membership Indicates that many union members are extremely worried by the
increasing volume of foreign imports and by the constant export of American
capital and American technology by U.S. based multinational corporations.

The following are the questions asked with reference to world trade and the
results: 1. Should Congress give the President authority to ease restrictions on
Imports In dealing with other nations?

14.1 percent, Yes; 72.2, No; 9.4, Undecided; No Reply, 4.1.
2. Should Congress direct the President to regulate the export of American

capital and American technology in the national interest?
79.0 percent, Yes; 11.8, No; 5.4, Undecided; No Reply, 3.6.
3. Should Congress order the President to limit the export of food, petroleum

products and other commodities when supply is short in the United States?
94.0 percent, Yes; 3.6, No; 0.8, Undecided; No Reply, 1.4.
4. Should Congress amend the laws to tax overseas profits of U.S. multina-

tional corporations on the same basis as their profits on business done In the
U.S.A.?

87.5 percent, Yes; 3.9, No; 5.9, Undecided; No Reply, 2.5.
We agree with the statement of the AFL-CIO Executive Council. The admin-

Istration's so-called "Trade Reform Act of 1973" is totally obsolete. Its provi-
sios bear no relation to the events of the day. Indeed, the bill passed by the
House late last year is worse than no bill at all.

We urge the Senate to reject the bill before the Committee and to write a new
trade bill that will contain more realistic legislative provisions that will
prevent the ahuses we have outlined above. We commend to your attention the
statement of the Executive Council of the AFL4-CIO attached hereto.

STATEMENT BY THE AFL-CIO EXECUTIvE COUNCIL ON INTERqATIONAL TRADE
AND INVESTMENT

The International economic structure has been seriously shaken. Normal trade
patterns are being shattered. National currencies are In disarray. Nations with
once-comfortable trade balances are desperately seeking larger export markets
to earn the price of oil for Industrial survival.
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Much f the lnrmite call lie laid to the staggering price increases levied by tile
oil-lprodu(.ilig natlons, which have further fueled a global inflation carrying with
It tlie possi.,lity of worldwide recession and unemployment of crushing propor-
dlls.

'"114-4 events have math, the Adminlstratlon'.s so-called Trade Reform Act of
1973 totally obsolete. Its provisions hear no relation to the events of the (lay.
Ilide,,d . Owi 111 11118,4A Iy tMe Iouse late last year and now pending before the
Sernale Finance Committee is worse than no bill at all. A total reexamination
(if 1'.Ko. m rl' ard investment needs is in order, utilizing the realities of the
Seventies-particularly 974--and abandoning the (lead and unworkable dogmas
of II, past.

The energy crisis comes on the American economy at a time when it already is
in dleepl distress, much of it traceable to the nation's misguided and misapplied
foreign trade and investment policies. The American worker, consumer and
liusinessman are all suffering from a deepening erosion of the.j.S. Industrial
base. A title of Imports has wiped out more than a million Jobs as products and
whole Industries have been engulfed. The export of technology and capital at
reckless rates have funneled American production and productivity abroad,
costrui Iibe F.S. economy not only badly-needed new Jobs and job opportunities
hut the IbPncfltq of more efficient production means. Multinational corporations.
manipulating U.S. tax laws, have transferred jobs and production overseas at
the expense of the American economy, costing the nation badly-needed tax
revenues.

The ,Adiniristration's trade bill fails to address itself to these problems. In
ad-dition to granting the President unprecedented and sweeping new powers
which he could use to permanently alter the structure of foreign trade and the
structure of the U.S. economy. the bill contains these serious deficiencies:

It provides no specific machinery to regulate the suffocating flow of imports
or to curb the export of materials In short supply at home.

It does not deal with the export of U.S. technology and capital to other parts
of the world where corporations-mainly American-based multinationals--can
maxirnize profits and minimize costs at the expense of U.S. jobs and production.

It does nothing to close tile lucrative tax loopholes for multinationals which
make it more profitable for them to locate and produce abroad.

It does nothing to repeal Items 806.30 and 807 of the-Tariff Code, which
ceniir:lgp U.S. firing to locate abroad and take advantage of low.wage foreign

production and a special low tariff rate on goods exported to the U.S. •
It falls to assure action against unfair trade practices of other nations.
It does not assure adequate U.S. responses -against new and old barriers to

U.S. products raised by other nations, particularly at a time when nations of the
world are re-examining these barriers with an eye to greater self protection.

It encourages the entry of goods from low-wage nations of the world at
special or zero tariffs.

It ensures tile further heavy erosion or stunted growth of badly-hit U.S.
Industries such as steel, apparel, chemical and allied products, rubber, shoes,
stone, clay and glass, autos, aircraft and electronics.

It Ignores the fact that. America's Industrial base and productive strength have
been weakened by current foreignr trade and investment policies, and makes no
provision for restoring the nation's critically needed industrial health.

Forthese reasons Congress should reject the bill now before it and write a
- new trade hill which will contain legislative provisions that are comprehensive,

flexible and realistic.
The new legislation should:
1. Regulate U.S. imports and exports as a means of establishing an orderly

-flow of international trade. Specific flexible legislative machinery is needed to
control imports. This flexible mechanism should also be applied as a restraint
on the excessive exports of farm goods, crucial raw materials and other
products In short supply domestically. Exports. imports and T.S. production
should he linked in relation to needs for supplies, production and job opportuni-
tieq in the U.S.

Shortages of raw materials In the U.S. and new demands by countries which
have those raw materials have led to new problems. Many raw material
prnur'ers are requiring companies to use those raw materials within their
borders. This interchange has led to a new threat to the American Industrial
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system. As long as the U.S. has a policy of freedom of investment abroad and
other countries have policies to seek their own rapid Industrialization, the
shortages of raw materials here will be used as an excuse to help industry to
move abroad and further undermine production facilities within the U.S.

Interwoven into this problem is the recent change in the value of each nation's
money. The value of the yen, the franc and other currencies have become lower.
Many countries are competing to export as much as possible to improve their
balance of trade and balance of payments. Imports from any part of the globe
into the U.S. can shoot up very rapidiy and the U.S. has no system to prepare for
the rapid influx of any product from any part of the world.

2. Modernize trade provisions anid other U.S. laws to regulate the operations
of multinational corporations. Regulation of multinational firms, including
banks, is necessary because thcse concerns are the major exporters and import-
ers of U.S. farm products, crude materials and manufactured products. They
use U.S. tax, trade and other laws in combination for their worldwide advan-
tage. They export production facilities, money and jobs and juggle prices and
credit to maximize their own worldwide company advantage. They license the
newest technology for use abroad and combine in joint ventures with foreign
companies and governments regardless of the impact on the U.S. need for jobs,
production or supplies.

3. Eliminate U.S. tax subsidies and other advantages for corporations Invest.
Ing abroad. Specifically, the tax la*s should eliminate tax deferral of income
earned abroad and foreign tax credits. These provisions allow U.S. corporation.
to pay no Income on the profits of their foreign subsidiaries until these profits
are brought home-if ever-and the foreign tax credit permits corporations to
credit taxes paid foreign governments, dollar for dollar, against their U.S. tax
liability. These provisions contribute to the export of jobs, the erosion of the U.S.
industrial base, the denial of needed raw materials and components for U.S.
production and job needs, and encourage foreign governments to change their
rules to the disadvantage of the U.S. The present provision in the tax laws
allowing the establishment of Domestic International Sales and Corporations
(DISCs) should also be repealed. This provision now gives the largest multina-
tional firms and banks windfall tax breaks on their exports.

The annual cost to the U.S. Treasury of these tax loopholes amounts to at
least $3 billion in needed revenue.

4. Repeal flagrant incentives and subsidies to encourage U.S. firms to move or
expand abroad. These are Items 806.30 and 807 of the Tariff Code, which
encourage the foreign production and foreign assembly of goods for sale in the
U.S. These provisions are used to shift production to cheap labor markets for the
profits of the multinational corporations. Imports under these provisions have
risen from $1 billion in 1907 to $8.4 billion in 1972; in the first ten months of
1973, imports under these provisions were 55 percent higher than in the like
period of 1972.

5. Re-examine and limit the operations of the Export-Import Bank which
provides loans at interest rates much lower than those paid by American
businesses, consumers and home buyers. These loans help U.S.-based multina-

-tionals expand foreign branches and assist foreign governments, Including the
Soviet Union and other Communist countries, in getting America's newest
production facilities. Particular emphasis should be given to the impact on U.S.
jobs, and potential cost to the U.S. taxpayer.

6. Clear provisions should be written into new legislation to regulate exports
of capital and new technology. Other nations are demanding only tl.e newest
kind of U.S. technological facilities and U.S. firms are licensing or producing
America's newest inventions abroad with the help of U.S. and foreign govern-
ments.

7. Multilateral trade agreements with other nations, such as the textile
multifiber agreements, should be administered in keeping with the flexible
machinery devised to regulate imports and exports. This flexible machinery
would be a safeguard against a misunderstanding of America's intent and
assure continued U.S. sovereignty over its trade and other domestic laws.

8. Since almost any federal, state or local law can be considered a non-tariff
barrier to trade, any legislative provision to authorize negotiation on non-tariff
barriers should be limited and should require specific Congressional approval
for the removal of any barrier, with full information about the products
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affected. U.S. tax laws, consumer protection laws and other social legislation,
ineluling occupational health and safety standards, should be barred from such
negotiations.

U. New provisions are needed to speed and assure action against foreign
dumping of products on the U.S. market-the sale of these goods at a price
artificially lower than in home countries--or ojier subsidized Imports into the
U.S. These provisions should emphasize U.S. producer and worker needs and
rights to participate in proceedings.

10. Clear hilielling on Imports of products and components to mark the
country of origin of the product and the components within it is needed.
Advertisers also should lie required to designate the country of origin of
products they handle. All consumer protection legislation should be strictly
enforced ol Imports.

11. Trade with Comnitll countries should not le viewed as ordinary
commercial exchange. The U.S. should end time extension of low-interest loans
and insurance of private loans by U.S. government agencies to Communist
countries. Senate legislation must contain the restrictions on Soviet trade
written into the louse hill over the opposition of the Administration.

12. The need for improved U.S. statistics on imports, exports and production
has become urgent. Neither the U.S. government nor interested U.S. producers
and workers can obtain adequate statistics in sufficient detail on the impact of
imports or exports of industrial commodities. A comprehensive system of
reporting on investment abroad, licensing of production and other technology
flows is needed. Frils which operate within the U.S. should be required to
segment their U.S. and foreign production in reporting, to government agencies.

The energy crisis has demonstrated that over-dependency on foreign sources
of any material can he costly and perhaps fatal. It also has demonstrated that
nations, when faced with a choice, are quick to act in their own self-interest.
And it has graphically demonstrated that multinational corporations hold
corporate allegiance above national allegiance. New trade legislation must
recognize these factors.

By every test, tile lHouse.passed trade bill falls to relate to the realities of
tile Seventies. The Senate now has an opportunity and an obligation to fully re-
examine U.S. trade and Investment policies and write legislation that meets
America's needs.

Senator FANNIN. The next witness will be Mr. Karl G. Harr, Jr.,
president, Aerospace Industries Association of America, Inc.

Mr. Harr, we welcome you this afternoon; we are very pleased to
have you with us. You have furnished us with a summary of your
testimony and also your testimony, and you may proceed as you
desire. You know that the limitation is 10 minutes.

STATEMENT OF MR. KARL G. HARR, JR., PRESIDENT, AEROSPACE
INDUSTRIES ASSOCIATION OF AMERICA, INC.

Mr. IAnR. I thing in view of the fact that we have presented yc.u
with a statement and a summary of it, it might be more useful if I
summarize our main points and perhaps address myself to the aero-
space point of view on some of the issues that have been talked about
this morning.

We of course support the bill in general, and we urge its prompt
passage. I might say the aerospace industry, as has been testified to
by several people this morning, is a large exporter. Over the five year
period from 1969 to 1973, 61 percent of our civil aerospace produc-
tion was exported. It came to a total of $14 billion. The total of'
military and civilian exports during that period was $19 billion, with
a net aerospace trade surplus of about $17 billion.

Senator FANN Iw. That was $17 billion in what period?
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Mr. ILARR. $17 billion net surplus in the 1969 to 1973 period.
Senator FINNIN. 1969 to 1973. Do you have figures as to whether it

has dropped off from 1969 to 1973?
Mr. HARR. It went up, it actually went up. The total sales of the

industry went down because of domestic retrienchment, but the ex-
ports went up, and last year we exported in excess of $5 billion.
About $3.8-billion was civil, and about $1.4 billion was military and
military relatel.

We conservatively-
Senator FAN',N,,IN. Is-this equipment military related.
Mr. HATIR. Yes, sold by us.
Senator FANN-,. Not sold to the U.S. Government?
Mr. HARR. No, sold abroad, exported. This $1.4 billion over that

same period, which was the amount of civil aircraft material ex-
ported, accounted for 125,000 full time direct jobs and about 210,000
jobs in supporting industries and services, just to give you a rough
yardstick. Our overall industry now has about 900,000 employees in
the total work force, and I would say if you took military and
civilian exports, it would come to about 200,000 direct jobs.

We have been successful in the past decade in dominating the free
world civil aircraft market. The U.S. aerospace industry probably
accounts for, as far as figures can be accurate, on the order of 80
percent of the free world aircraft, has done so, does so today, and
will do so for the foreseeable future, notwithstanding the rising
foreign capability and the rising foreign competition. The reasons
for that, in oversimplified terms, are several. One, we get a great
bonus from our intense domestic competition. The big market has
always been the United States. The big producers of transport air-
craft in this country have been furiously competitive, and the result
has been products which have been very attractive, not only here, but
also abroad. That is one clear element of our success.

Another has been the large domestic base. By this I mean not only
the existence of a market here that is broadly-hased, but also the fact
that because of the history of the post World War II period, there
has been an injection into our high technology development of
money, effort, attention, resources of all kinds that most other coun-
tries have not been able to match. We have had invaluable help in
our export achievements from the Export-Import Bank. But having
said all of these things, we also have to attribute a lot of our success
to a relatively free and open trading environment abroad.

We have been able, with some pain and some effort and some
frustration, to penetrate the world's aircraft market fairly compre-
hensively outside the Bloc countries.

Now, our basic position, again in oversimplified form, is that we
believe that our Government should upgrade the status of trade and
investment policies relative to other international policies. We think
that the United States, for a lot of reasons, has been notoriously
diffident about, and relatively laggardly in, giving its international
trade and investment policies the kind of status they ought to have if
we are to compete with the rest of the world and adequately protect
our economic position.
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We think that one of the objectives in the immediate future,
certainly within the framework of the upcoming GATT negotia-
tions, sl1ould be that U.S. )rolucts be able to compete fairly abroad,
on-the bsis of cost and( quality. To that end, we would have as a
major policy, reciprocal elimination of all tariff and nontariff bar-
riers oil aerospace products.

Our foi-rth general recommendation is that we think that it should
be incumbent upon the Government to continuously review domestic
policies which affect. foreign trade and adjust these as necessary to
simplify and encourage world trade.

So, having made these general recommendations, we think that the
authority conveyed to the President in title I is good and is essential
to the-kind of negotiations that we are entering into. We think he
should get rid of all aerospace tariffs, including those now imposed
by this country, as well as nontariff barriers, and we think that this
is best done by sector type negotiations.

lWe are on the threshold of zero duty in the aircraft business, in
terms of-practical effect. At least as far as the nations that receive
nondi-criminatory treatment go, the duty is 5 percent, which the
European Community almost always waives. Our 5 percent duty,
which is not waived, does not really, have much of an impact of a
competitive nature on international trade and transport aircraft.

So, we think zero duty should be and probably will be achieved
during the course of this round of negotiations. We hope that elimi-
nation of nontariff barriers among our trading partners will also be
negotiated. Certainly if zero duty is achieved, particularly with the
European countries and Japan, this will be the last round of aircraft
tariff negotiations. We therefore think it is particularly important
that everything be tidied up-and cleaned up and that the President
and the negotiators have the proper authority to do the best job.

As has been noted by several witnesses this morning, and will be
said again, two l)rincipal nontariff barriers are directed procurement
and offset requirements. Now, directed procurement, which you can
easily visualize, is particularly onerous with respect to high unit cost,
high prestige items such as transport aircraft.

Senator FANNIN. If I may interrupt, I must go vote. Mr. Best will
continue with the hearings until one of the Senators returns.

Mr. BEST. Please continue.
Mr. IL~pmi. I was just pointing out the degree to which the nature

of the product that we are talking about here, transport aircraft, is
susceptible to and attracts the use of directed procuren'ient by foreign
governments which in many cases, in most cases, have a large degree
of control over, if not ownership of, the airlines. It is awfully hard to
document the degree to which the existence of this directed procure-
ment has cost American aerospace manufacturers sales that they
otherwise would have made. We think, conservatively, that it has
cost us a couple of billion dollars or more already, and it certainly
could get worse with the projected consolidation of European aero-

-space companies.
Every country.wants to fly its own airplanes, and prefers to do so

from an economic point of view because they are expensive items.
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They like it from a prestige point of view, and they like it from the
point of view of developing and supporting their own industrial
base.

Secondly, with respect to offset requirements, we again run into
this as the worll marketplace for aerospace products becomes in-
creasingly contested. That is to say, a western European country,
let's say, one that is laying out a lot of money for American aero-
space equipment, whether it is military or ciilian, is increasingly
inclined to avoid or mitigate any adverse economic impact on that
country by requiring some sort of offsetting purchase as part of the
deal. It could be a joint venture, an investment, technical assistance,
the manufacture and purchase of equipment in that country, or some
other arrangement. They do not want to continue to keep giving the
United States all of the advantages of its predominant position in
the production of transport, aircraft, and to the degree which we live
in the real world, and to the degree to which these offset require-
ments are conditions of the sale, they have to be fulfilled in whatever
form they ultimately are negotiated.

These are very, very troublesome, expensive nontariff barriers to
the development of freer and fairer world trade. They almost always
result in added cost to the manufacturer that cannot be passed on to
the consumer. -

Continuing with the summary of our position, we also agree with
the electronics industry that the one aspect of this proposed legisla-
tion we do not support is giving the President the power to suspend
Tariff Schedules 806.30, and 807.00. We think these carefully devised
schedules have considerable utility and in reality enhance tie econ-
omy of this country from every aspect, certainly including the health
of the job market. To the degree they are designed to make us
competitive, they make us competitive at home and abroad; to the
degree they fulfill that objective, they maintain jobs. To the degree
their absence would make us noncompetitive, their suspension would
threaten jobs.

The remedy for import injuries spelled out in title II which we
would support is the use of adjustment assistance.

In title III, we support the countervailing duty amendments. We
think they are essential in dealing with certain nontariff barriers
and direct government assistance by foreign governments.

We think, with respect to title IV, that the President should have
the power to extend nondiscriminatory tariff treatment to countries
not so favored at present. We think that such decisions should be
made on a pragmatic basis, weighing a considerable number of
factors, and we certainly feel that the potential markets available in
some-of the Bloc and Asian countries to which we have not thus far
been making sales are important-and useful. However, we feel that a
careful analysis would probably be available only to the President
and the Congress in making the judgment as to whether favorable
treatment should be extended in a given case.

With respect to title V, we support generalized preferences, pro-
vided potential inequities that arise can he handled through the
countervailing duty process.

30-229-74-pt. 4-48
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Finally, in suimmarY, we sti)ort the bill and we urge its passage.
We stand ready to consult. with the negotiators. We are already
tooled ul) to meet tle lnreliminary r'eque.sts that have been made for
consultant. a(lvice•. and we are prepared to be as active as would be
welcome and appropriate in l)ro\'idig industry input.

We haN'e also submitted, at the enid of our statement, some sugges-
tions for Governmeitt action, in addition to the trade bill, to expand
aerospace exl)orts.

.Mr. BESRT. Thank v-o1 ve'y Imuch.
Let me just ask a few questions on behalf of the Senators who

could not be here.
Could you give us for the record some data on employment in the

aerospace in(lustry over some period of time as well as on your trade
balance situation ?

Mr. HAnR. We have them all. I can rattle quite a few off now.
1[r. BEST. -is employment increased significantly in the aerospace

industry?
Mr. fIAPat. It has gone (lowli stinee the peak of 1968.
Mr. BESTr. Has your trade balance improved?
Mr. hI.nmt. The trade balance has gone up.
To explain that, roughly what. happened is that. the industry grew

very ral)idlV in the dlecale from 1958 to 1968. There was the parallel
expansion of missiles and aircraft for defense, the mushrooming of
the space program and the coming of the jet engine for commercial
aircraft, all three of which led to industry expansion at a very rapid
riate from the late 1950s until 1968-69. At that point there was a
simultaneous downturn in all three factors that. had sparked the
growth. We had a cutback in defense, a cutback in space, and a
softness in our general economy that had a great impact. All of a
sudden, a downward turn.

Our peak employment figure in 1968 was about 1,450,006 people.
The gross sales of the aerospace industry were on the order of $30
billion, perhaps a little less. They went down, I believe, in 1973. Our
sales were about $23.8 billion and our employment hovers around the
900,000 mark at present.

Mr. BFEST. The point is that there is no clear relationship between
your export. surl)lus and the employment situation in the industry.

MV. IIAum. Well, there is in terms of the kind of jobs that are
supported by our exports, yes. I do not know whether it could be
documented."or whether anybody would want to do it, bt it is
inconceivable that we could have produced the kind of transport
aircraft that we now produce at the price that we now i)roduce them,
which price and which quality makes them attractive to foreign
airlines as well, had we not had the foreign market. We could just
not, have done it. Therefore, we would lose all the jobs entailed if we
were not able to sell those aircraft.

Mr. BEST. Could you give us just a little more detail inthe kinds
of tariff and nontariff barriers within Europe and Japan that affect
the exports to Canada? , -

Mr. I-TARR. There is quite a range of them affecting U.S. exports. I
would say I identified the two most obvious ones which are used in a
varie-y of forms and sometimes in what does not seem to be a very
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important way, but they do throw the pricing mechanism off. Di-
rected procurement is one. There are many others.

Mr. BEST. Perhaps you could supply it for the record.
[The following was subsequently supplied for the record:]

Although directed procurement and offset requirements are, by far, the most
troublesome of the nontariff barriers affecting the export of U.S. transport
aircraft, such sales may also be restricted by foreign import license require-
ments, discriminatory international standards, foreign government subsidies,
bilaterial air transport agreements, and state trading enterprises (Japan).

M r. BEST. Were there any benefits from the Kennedy Round as far
as reduction in these barriers were concerned, or was that viewed by
your industry as not a very successful negotiation?

Mr. HARR: I think that" we had some concerns about the Kennedy
Round, but on the other hand I think it also led us onto some proper
paths. We got some subjects out on the table.

We got involved in the much discussed issue of the- sectoral or
nonsectoral treatment of the industry. We got reductions in some
tariffs. We paved the way for a success al round this time in that
nontariff barriers are now included in the discussion. To go beyond
that would exceed my knowledge.

Mr. BEST. One or two other questions.
You support, as I understand your statement, a. very vigorous

enforcement of the dumping and countervailing laws.
Mr. H. nn. Yes.
Mr. BEST. Does that mean you do not favor the 4 year moratorium

or discretionary authority in the House passed bill?
Mr. IhRR. I'do not think we have a position on that at, all. I am,

not aware of it.
Mr. BEST. )o you know that the House passed bill will give the

President the authority in the national interest not to apply counter-
vrailing duties in any situation which might obstruct negotiations? It
seemed to go in the opposite direction of your testimony.

Mr. HARR. I would prefer to confess igni-rance with respect to that
rather than answer it incorrectly. I pass it by.

Mr. BEST. You do support the sector approach?
Mr. HARR. Yes.
Mr. BEST. That is as much as I haVdat the moment. We might

submit more questions for the record. I apologize for the fact that I
am. the only person here.

[The prepared statement of Mr. Harr and material requested
follows._.laring continues on p. 1715.]

I'EPAnm.D TESTIMONY BY KARL G. HARRY, JR., PRESIDENT. AEROSPACE INDUSTRIES
ASSOCIATION OF AMERICA, INC.

SUMMARY
General remarks 8

Con tributions of aerospace reports to U.S. economy. Sold abroad more than
$14 billion worth of civil aerospace products and services from 1969 through
1973, providing full-time employment for 125,000 aerospace employees and an
additional 210,000 employees in other industries. In 1973, civil aerospace
exports totaled $3.8 billion and military exports added $1.4 billion more to the
trade account. Aerospace exports (both military and civil) constitute one of the
few consistently positive elements of the trade picture, with a total surplus of
$17 biiton -i-Mlhe 1969-1973 period.

I
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Rc.oimcndcd GovernmCnt a.tioN. (1) Give overseas trade and investment
policies equal status with other elements of foreign policy, (2) Insure that U.S.
aerospace products are able to compete fairly in foreign markets on the basis
of cost and quality, (3) Achieve reciprocal elimination of all tariff and non-
tariff barriers ol aerospace products, and (4) Continually review and, where
nece.siry, clitinge domestic policies which affect trade and investment.

.4erox).paCe and the Trade Reform Act
Title I. Support broad negotiating authority for the President and urge

e(lininatlion (if all duties on aerospace products on a sector basis. Inasmuch as
aimot-tariff harriers penalize aerospace exports as much or more than tariff
harriers, N''ls should lie negotiated, also. AIA is mobilizing on a policy and
lehilical level to assist In any way appropriate during the negotiations.

'tie 11. 1)o not support giving the President the power to suspend Tariff
Items 806.30 and 807.00 as a means of import injury relief. However, adjust-
ment assistance provisions seem reasonable and desirable.

Title Il. Support amendments to countervailing duty law, particularly those
which would make non-dutiable items subject to such regulations under some
circumstances. This constitutes an important safety-valve.

Title I1'. Support virtually any language which would ease the present
izipasse on giving the President authority to grant nondiscriminatory tariff
treatment to East European and Asian non-market economy countries with
which the U.S. has trade agreements.

Title V. Support generalized preferences to developing countries as long as
an1v resulting inequities can ald will be handled through the countervailing
duity process. -

CONCLUSION

Ure prompt passaige of this comprehensive and urgently needed legislation.

STATEMENT

Mr. Chairman and members of the committee, I am Karl G. Harr, Jr.,
lPreshlhnt of the Aerospace Industries Association of America, Inc. On behalf
of 49 of the wition's leading manufacturers of aircraft, spacecraft, missiles and
their components, we appreciate this opportunity to comment on H.R. 10710
from the unfiue viewpoint of the aerospace industry.

Aerospace products have long been one of the nation's largest commercial
exports. Over the past-OW-a-years, from 19069 through 1973, this industry sold
more than $23 billion worth of civil aerospace products and services, of which
$14 l'illion worth. or 61 percent, were exported. Expressed in terms of impact
on the national economy as a whole, these 'civil export sales provided, on an

_ average annual basis, full-time employment for approximately 125,000 aero-
space employees, and supported an additional 210,000 employees in other
manufacturing and service industries, for a total of more than 335,000 Amerl-
c.an Jobs. Last year, U.S. exports of civil aerospace products and services
totaled $3.9 billion and represented 5.4 percent of all U.S. exports. In 1973, also,
an additional $1.4 billion worth of military aerospace products and services
were exported, with proportionate contributions to the economy.

There have been several reasons for the success of the United States in
exporting aerospace items. The industry has enjoyed a large and relatively
steady domestic market for both commercial and military products, which our
foreign competitors have not always had. Furthermore, there has been brisk
volilititionl between domestic suppliers, which has resulted in superior prod-
ucts. The support of the Export-Import Bank in providing essential credits and
g iranteting loans from private banks for our foreign customers has also been
an invaluable aid. i,

Fierce competition within the U.S. aerospace industry constantly works to
idiiance the appeal of U.S. products to foreign customers. This strong compet-._

tion between aerospace companle--ifcludes devoting a substantial share of
their resources to advancing the state of the art in future transportation
;.ystenis in order to maintain the competitive advantage they now enjoy.

Nevertheless our success in maximizing exports would have been much less
im ,p-rMslve had we not enjoyed a relatively free and open trading environment.
Thule members, of our Association recommend that the U.S. Government work
al ,ng tile following liws to promote freer and fairer world trade:
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Give greater priority to overseas trade and investment policies; In effect
putting them on a par with other aspects of U.S. foreign policy.

Use its influence to insure that U.S. aerospace products are permitted to
compete fairly in foreign markets solely on the basis of cost and quality and
that they are not constrained by non-tariff barriers or political considerations.

Make a concerted effort to achieve reciprocal elimination of all tariff and
non-tariff barriers on aerospace products. Such barriers have a particularly
significant impact on high cost units such as aircraft and aerospace equipment.

Continually review those domestic policies which affect foreign trade and
investment, repealing those laws which hinder the development of world trade
and issuing administrative directives which would simplify and encourage
world trade.

Overall, in short, we are committed to policies which would preserve the
competitive position of the United States in the world's marketplaces. The
Trade Reform Act appears to be an important step in that direction.

AEROSPACE AND TITLE I

Insofar as the specific provisions of the bill are concerned, we support Title
I, giving the President broad authority to negotiate adjustments in tariff and
zion-tariff barriers. Executive Branch authority to negotiate with our trading
partners in Geneva is an essential prerequisite for achieving the acceptance of
our position by the other members of the General Agreement on Tariffs and
Trade (GATT).

The aerospace indilstry rtcommends the total elimination of duties on all
aerospace products, both foreign and domestic, on a reciprocal basis with all
nations having similar statutes. We also urge the mutual elimination of non-
tariff barriers restricting free and equitable marketing opportunities.

Inasmuch as aerospace is one of tile few consistently positive elements of the
trade picture, with a total surplus of $17 billion for the 1969-1973 period, it is
of such importance to the U.S. trade balance as to warrant consideration of its
trade and investment concerns on an industry or sector basis. We would dirge
strongly that this course be taken with respect to aerospace products. This
legislation would enable such a priority to be assigned.

One of the principal reasons for requesting sector-type negotiations for
aircraft, aircraft parts, aircraft engines and aircraft engine parts during the
forthcoming negotiations is to resolve long-standing problems in our trade with
the European Community_Ever since the Kennedy Round, the ministers of the
European Community have annually waived the Common Market External
Tariff of 5 percent on U.S.-manufactured transport aircraft imported into the
Community. Conversely, because it is never waived, even the modest-sounding 5
percent U.S. duty on high unit cost aircraft remains a serious irritant to our
trading partners.

The U.S. tariff provides little real protection. However, its existence provides
foreign nations with the psychological justification for countermeasures. We
firmly believe its removal would minimize the chances of more foreign barriers
being erected.

Inasmuch as it appears that the U.S. duty will inevitably be reduced to zero
during the forthcoming GATT negotiations, we regard this round as the final
aircraft tariff negotiation. We therefore urge the U.S. negotiators to work
toward a mutual zero duty on aircraft with the European Community, Japan
and other principal trading partners.

Another threat to U.S. aircraft exports lies in the erection or formalizing of
non-tariff barriers by our trading partners. A practice called "directed procure-
ment" Is one example. This ofte occurs when a foreign government owns or
effectively controls both its aerospace industry and its airlines or any other
end-user of aerospace products. In such Instances, the government .can, and
often does, direct that the end-user purchase some or all of its equipment from
domestic suppliers. Such directives preclude purchase of more appropriate
equipment elsewhere. Substantial losses in export sales of commercial transport
aircraft have resulted from such practices. Particularly with the trend toward
consolidation of the aerospace companies in the European Community, we are
concerned that our sales opportunities In this vital market area may be further
restricted if this type of non-tariff barrier remains unchallenged. \
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Another example of a foreign trade practice which directly and adversely
affects the aerospace Industry Involves so-called "offset requirements." Foreign
governments and foreign government-owned industries are. to an Increasing
degree, demanding various forms of offset concessions from the United States.
These conceslons can take the form of sharing production, purchasing or
arranging for a third party to purchase goods and services within the foreign
country, providing technical and industrial assistance, making equity Invest-
ments and supporting foreign economic development. Offsets generally result in
added product costs to the prime manufacturer which can seldom be passed on
to the customer. I might add, furthermore, that there is no similar restraint
Imposed by the United States Government on commercial sales by foreign
aerospace companies.

Section 135 of Title I, Chapter 3, provides for industry consultation. The
aerospace industry is already mobilizing to provide consultation from both a
policy and a technical point of view. We are ready to take as active a role as
would be welcome and appropriate.

TI'rLE 1I

With respect to Title II, we have serious reservations about giving the
President the p,wer to suspend Tariff Schedules 806.30 and 807.00 as a means
of import injury relief (Section 203(f) (1)). As you know, these Tariff Sched-
ules provide for duty-free entry, except for value added, of products assembled
or partially manufactured abroad using components furnished for this purpose
by U.S.-based companies. This has been seized upon as an Issue by some who
feel that Import Injuries have resulted from the use of so-called "cheap"
foreign labor. They claim that jobs performed outside the country would
otherwise have gone to American workers. This allegation completely Ignores
the fact that the decision to process outside our borders was based on the
desire and need of tMe American firm to remain competitive In a frequently
marginal profit situation.

The effect of any suspension of these Tariff Schedules would be to place an
import duty on the U.S.-manufactured components of the- end product including
the contribution of U.S. labor. This would haye to be recovered in the price
whether the end product is sold domestically or Internationally. In the latter
case, it would counteract the Very purpose of choosing this production method.
which is to maintain competition with foreign nations. We respectfully submit
that tampering with these carefully devised provisions would be inequitable
and would result In an even more serious deterioration of the employment
situation in a number of domestic industries.

Title II also contains changes relating to Import relief for industries serl-
ously injured by increasing Imports and would provide new adjustment assist-
ance for displaced workers. We recognize that support of this type must be
forthcoming and feel the proposed legislation is responsive in this respect.

TITLE III

In Title III, we strongly support the amendments to the countervailing duty
law, particularly those provisions which would make non-dutiable goods subject
to such regulations under certain conditions. These tools will be essential In
dealing with non-tariff barriers and indirect government assistance which
benefit our foreign comptftors. Such provisions represent an -important safety-
valve which may never be used- but which definitely should be available in the
case of zero duty Lmports.

TITLE IV

In our view, Title IV, empowering the president to grant nondiscriminatory
treatment to imports from countries which receive Column 2 duty rates, should
be approached from a strictly practical and pragmatic viewpoint. Under the
terms of the OATT, each member must grant every other member trading
terms and concessions equal to the most favorable offered any country. In
terms of tariffs on aerospace items, for example, the most favorable duty is 5
percent. For non-Most Favored Nation countries, this duty_is 30 percent on
airframes and 35 percent on engines. Moreover, many European countries, our
competitors for these non-MFN markets, grant nondiscriminatory treatment not
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only to members (if the GATT but also to non-members in exchange for
guaranteed, planned Increases in Import levels.

New market areasfor a broad range of aerospace products are emerging in
Eastern Europe and China. Without granting them MFN, we cannot compete
effectively for such markets. It Is simply good business for our national balance
of paynieits, our balance of trade, our domestic employment picture, and our
ek.onomy as a whole to grant nondiscriminatory tariff treatment to all East
lurolean and Asian non-market economy countries with which we have trade
ngrtements. We would strongly urge that the President be given authority to
do so when lie feels the time Is appropriate. Accordingly, we would support
virtually any compromise language which would ease the present impasse on
this subject.

TITLE V

We also concur with Title V on generalized preferences, provided that any
resulting Inequities could and would be handled through the countervailing
duty process under Title II.

This concludes our comments on specific portions of the bill. Overall we
regard it as an effective piece of legislation which will do, much over the years
to discourage or alleviate disadvantageous trading situations which penalize
P.S. exports.

Apropos of changing world conditions, however, I might add that the United
States should not permit energy problems to force it to adopt measures
involving embargoes and quotas which might Jeopardize our ability to pene-
trate foreign markets. The recent gains in our balance of payments are modest.
It would be difficult to find a substitute for the economic support we gain from
exports. The aerospace Industry has for the past 15 years relied heavily on its
export trade for the economic development of new Jet transport aircraft. It
would be regrettable indeed if stern, long-term measures were taken to counter-
act what might well be localized or even temporary Inequities susceptible to
remedy by other means.

For your reference, we have prepared an appendix outlining certain actions
which could be taken by the United States Government, in addition to those
contained in this bill, to insure a continued high level of aerospace exports.

The aerospace industry appreciates this opportunity to discuss some of these
problems. We support this much needed legislation and urge Its timely enact-
ment.

APPENUX.-RECOMMENDATIONS FOR UNITED STATES GOVtNMENT ACTIoN IN

ADDITION TO T DE Rroam, Acr

TAXES

The tax system should neither aid nor hinder one domestic competitor in
relation to another. Some U.S. tax regulations penalize exporters; some pro-
posed tax changes would penalize American Investors in International ventures.
To help remedy this situation, the Aerospace Industries Association of Amer-
lea, Inc., recommends:

Retention of provisions for treating foreign' taxes as credits to U.S. tax
returns, rather than expenses.

Retention of the present U.S. tax treatment of undistributed profits on
foreign operations.

Retention of the Domestic International Sales Corporation (DISC) provi-
sions, since such tax deferrals only partially compensate for the competitive
advantage of indirect tax rebates granted to exporters in those countries which
rely more heavily on indirect taxes (e.g., value-added taxes).

Retention of the current U.S. tax laws allowing accelerated depreciation of
foreign assets where permitted by the country involved.

EXPORT CONTROL PROCEDvUS

Careful review of U.S. controls on certain exports should be continued and
modified, where necessary, to enable the U.S. aerospace industry to remain
competitive with foreign aerospace manufacturers. Detente between the United
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States and the Sino-Soviet bloc has accentuated the significance of these
activists. Specifically, the Aerospace Industries Association recommends:

Elimination of controls on a number of items unilaterally restricted by the
United States over and above the COCOM list. Control should be exercised only
on iteins critical to our national security.

Continued review of the COCOM list by the United States and participating
countries (the NATO countries minus Iceland, and Japan). Further decontrol
may 1e expected to result from joint government/industry review of tMe
applicability of certain technology to national security.

Revision and simplification of the administrative procedures for obtaining an
export license, reducing the time required to obtain-icenses.

Revision of the strict procedures and controls on aerospace parts and
sulassemblIes which now exist when such items are to be exported to third
countries.

GOVEIINIENT-SUPPORfED FINANCING IN PRODUCT MARKETING

The Export-Import Bank has assisted the aerospace industry directly by
providing the credit essential for the sale of nearly half the Jet transports
exported by the United States and, Indirectly, by guaranteeing funds for this
purpose from private banking institutions. In this connection, the Aerospace
Industries Association recommends:

Basing of Exibank loan policies on the long-term capital requirements of
foreign customers. Loan applications should not be disallowed because of the
short-term dollar position of the customer's central bank.

GOVERN.MENT-SUPPORTED R. & 1.

There Is a direct correlation between the level of Investment in research and
development (R&D) and the rate of technological advancement. Public funding
of R&D for European civil aircraft has Increased substantially. To maintain
the competitive advantage of U.S. manufacturers In aerospace products, the
Aerospace Industries Association recommends:

U.S. Government participation in funding of the development and production
of new civil transport aircraft, to be accomplished with minimum interference
in the existing competitive structure of the free enterprise system and with
minimum adjustment of the existing manufacturer/customer relationship. AIA
supportss the creation of a national policy pertaining to federal Government
support for research and development programs which will, wherever possible,
assure that required new technology will be In-hand on a timely basis. When a
foreign government subsidy of development and production programs, Including
the offer for sale of new civil transports at less cost, occurs, the national
aviation policy should permit counteractions by the U.S. Government where
such actions are deemed to be In the national interest.

I developmentt of innovative Government/industry relationships in high cost,
high risk technological areas with worthwhile potential for the nation's em-
ployment picture and trade balance.

Establishment of an independent Government financial organization, such as
a "national technology bank," which would provide the private sector with
financial aid, either through, direct loans or guarantees, for the purpose of
stimulating additional private Investment in R&D for both public and private
programs of national and International Importance to the Upilted States.

INTERNATIONAL JOINT VENTURE

International Joint vnitures must balance the need to cooperate with foreign
countries In order to maintain our share of their markets or promote new
product development against the need to preserve competition in the United
States. domestic employment opportunities and a viable export industry. There-
fore, the Aerospace Industries Association recommends:

Clearer Interpretation and elaboration of guidelines governing extra-territo-
rial applications of domestic laws such as antitrust and re-export controls,
permitting International Joint ventures with foreign corporations and foreign
government-controlled industries where such cooperation Is deemed consistent
with the promotion of U.S. trade.
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Issuance of long-term licenses for technological cooperation and expert of
products and services.

Passing of legislation to empower the U.S. Government to recompense a U.S.
corporation for reasonably incurred out-of-pocket expenses in the event an
export license or sale Is cancelled for reasons of foreign policy.

AEROSPACE INDUSTRY SALES AND AEROSPACE INDUSTRY FOREIGN TRADE ACTIVITY

[In millions of dollars

Exports as
Year Sales Exports Imports Trade balance percent sales

1961 ....................... $17,997 $1 653 $152 $.,501 9.18
1962 ....................... 19.162 1,923 -- 128 1,795 10.03
1963 ....................... 20,134 1,627 95 1,532 8.08
1964 ...................... 20,594 1,608 90 1.518 7.80
1965 ...................... 20,670 1,618 159 1,459 7.82
1966 ....................... 24,610 1,673 303 1,370 6.N
1967 --------------------- - 27.267 2,248 287 1. 961 8 4
1968- ------------ 28959 2,994 333 2,661 10.33
1969 ....................... 3,138 307 2,831 12.01
1970 ---------------------- 24,930 3,397 308 3,089 13.621971 ...................... 22,182 196 373 3,823 18 91
1972 ...................... 22,609 3,807 565 3,242 1683
1973 ............ ...... 23, 771 5,136 754 4,382 21.60
5Syear average, 1969-73.... 23,942 3,934 461 3,473 16.43

Aerospace industry employmentCalendar year: Em~Aopmnt
1961 --------------------------------------------- 1,178, 000
1962 --------------------------------------------- 1 270, 000
1963 ---------------------- ----------------------- 1,267,000
1964 -- a - ------------------------------ ,209,000
1965 ------------------------------------------ 1,175 000
1966 --------------------------------------------- 1, 375 000
1967- --------------------------------------------- 1 484 000
1968- --------------------------------------------- 1 502 000
1969 --------------------------------------------- 402,000
1970 ----------------------------- ---------------- 1166 000
1971 ----------------------------------------------- 951,000
1972 ------------------------------ 922$ 000
1973 ----- ------------------------------------------ 948 000

Source: AlA Economic Data Services, Apr. 12, 1974.

Mr. BEST. I think we will call Mr. Christopher Phillips, president
- of the National Council for United States-China Trade.

STATEMENT OF CHRISTOPHER H. PHILLIPS, PRESIDENT, THE
NATIONAL COUNCIL FOR UNITED STATES-CHINA TRADE

Mr. Prrmurpns. I am very happy to have this opportunity, Mr.
Chairman, to appear today before you and the committee to address
the important matter of U.S. trade with the most populous nation on
earth, the People's Republic of China. I appear on behalf of the
National Council for the U.S.-China Trade which is a nonprofit
membership association of some 200 American firms, large and small,
importers and exporters, all interested in doing business with China.

f have, as the Chair requested, submitted a detailed statement on
this subject for the record. With your permission I should like to
focus for the next few minutes primarily on a brief summary of title

80-229-74--pt. 4-----44
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IV of the Trade Act relating to trade relations with the countries-not
enjoying nondiscriminatory tariff treatment.

In briefwe favor passage of that provision in the form that would
permit the President to negotiate extension of most favored nation
tariff treatment to the People's Republic of China. We likewise favor
the repeal of the present embargo on the import into the United
States of certain furs and skins from China.

It is no exaggeration, Mr. Chairman, to say that the whole world
welcomed the Shanghai Communique of February, 1972, in which
this country and China pledged themselves, among other things, to
work to facilitate bilateral trade.

This committee and the 913d Congress can take the course of U.
relations with China an important step forward by providing, in this
Trade Reform Act, for removal of the last remaining major impedi-
ments to Sino-American trade. It was with great interest this morn-
ing that I read Senator Mansfield's statement on this issue in the
Senate, I believe, yesterday.

Those of our members engaged in importing from- China know
from personal experience that the imposition of discriminatory du-
ties on goods from China makes business development with the
Chinese extremely-difficult. But, in addition to these business diffi-
culties, tlere-are even more compelling reasons, we believe, why
nondiscriminatory tariff rates should apply on Chinese goods.

First, the Shanghai Communique requires genuine good faith ef-
forts by both sides toward removal of trade obstacles. China imposes
no such restrictions on imports from the United States, and we
should, wherever l)ossible, lead, not retard, the movement toward
normalized trade relations with China. The United States reaffirmed
its desire to improve trade relations in a joint communique issued at
the conclusion of Secretary Kissinger's visit- to Peking in November,
1973. In that joint statement, the two sides agreed that, and I quote,
"it is in the interest of both countries ,.o take measures to create
conditions for the further development of trade on the basis of
equality and mutual benefit."

Second, as a practical matter, China cannot be expected indefi-
nitely to buy from United States firms if she is denied reasonable
access to our markets. In 1972, we had a favorable balance of trade
with China of nearly two to one. Last-year, we sold China nearly 11
times as much as she sold us. Indications are that trade could balance
even more heavily in our favor during 1974, with our exports exceed-
ing $1 billion and imports from China barely reaching $100 million.
Most-favored-nation access to the United States can h6lp China earn
some of the foreign exchange necessary to pay for largo agricultural
and industrial sales American companies are now making, or hoping

-to make, to China.
Third, China was removed from among our trading partners dur-

ing the Korean War, when American and Chinese troops faced each
other in armed combat. We have now returned to peaceful relations,
and our foreign trade policy should reflect that fact.

Fourth, China has inexpensive yet high quality products to offer
American consumers. At present, many potential consuner savings
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are effectively nullified by tariff duties. With nondiscriminatory tar-
iff treatment on Chinese imports, American consumers, at a time of
rising domestic prices, can have access to less expensive Chinese
foodstuffs and other consumer goods.

Fifth, we believe the fears expressed by some, that China will
compete unfairly in our market, are unfounded. Australia, Canada,
Germany and Japan, for example, currently admit Chinese goods on
a most-favored-nation basis and none has experienced difficulty in
this respect. Moreover, the pending bill provides ample relief meas-
ures should imports from China ever cause market disruption and
material injury to domestic industries. Similarly, it is most unlikely
that China would jeopardize the evolution of important political
gains by pursuing unfair trade practices.

Sixth, the United States naturally has among its own interests as a
trading nation the desire for reciprocity for tariff concessions, such
as agreements on certain commercial practices with our trading part-
ners. A future Sino-American trade agreement can achieve, in addi-
tion to most favored nation treatment, agreement respecting commer-
cial arbitration, protection of American patents, copyrights and
trademarks, and various trade promotion activities of mutual benefit.
Good trade relations based on equality and mutual benefit can serve
the cause of peace. Good commercial relations between the American
and Chinese people can lead to contact, cooperation and friendship
in other ways. All of us benefit when the threat of tension, conflict
and war is reduced.

Seventh, the United States now appears to be pursuing a com-
mendable foreign policy,. in pursuit of a stable and peaceful world,
which treats the U.S.S.R. and the People's Republic of China even-
handedly. Now that a trade agreement has been concluded between
the United States and the Soviet Union, we belieire progr should
be made without delay toward a similar agreement with China.

Eighth,iThe view of a_few that China should be denied most-
favored-nation treatment on strategic or political grounds is, we
believe, unsound. The Soviet Union is unquestionably more militarily

--dangerous to our country than is China, and yet this objection has
not been seriously raised with respect to the U.S.S.R.

Ninth, for the Congress to fail to enact legislation providing for
nondiscriminatory tariff treatment for China, thereby continuing
into the 1970's a sanction the roots of which are in the Cold War at
its coldest would, in fact, be taking a step backward from hope
represented by the Shanghai Communique of 1972. Examining U.S.-
China trade relations from the point of view of the Chinese, discrim-
ination is present in our trade relations with them as long as our
discriminatory tariff policy adversely affects them. We are thus open
to the criticism that it is the United States, not China, which is
impeding progress in our economic relations.

Tenth, good trade relations conducted on the basis of equality and
mutual benefit, can serve the cause of peace, Good commercial rela.
tions between the American and Chinese peoples can lead to contact,
cooperation and friendship in other spheres. All of us benefit when
the threat of tension, conflict and-War is reduced.
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Mr. Chairman, I would like to add a word about section 402 of
title IV, that is Freedom of Emigration and East-West Trade. It is
well known that the House proponents of section 402 and the Senate
supporters of language similar to title IV are directing their concern
to the plight of Soviet citizens whose desire to emigrate has been
-frustrated by the Soviet State's imposition of a substantial exit tax
and other measures.

Commendable as the objective here may be, we believe it does not
properly belong in trade legislation. One "illustration of the potential
mischief of section 402 is that its terms have prompted some specula-
tion that, though never evidently intended by Senator Jackson or his
cosponsors, the section may be'interpreted to prevent reduction of
tariffs on imports from China, to deny credit and credit guarantees
to China, and to rule out a trade accord of any kind between China
and the United States. We support deletion of the unduly restrictive
language of section 402 which could impede if not prevent altogether
necessary efforts to bring about improved Sino-American trade rela-
tions.

It is well known that most countries in the world impose condi-
tions of some sort on emigration. These range from certain applica-
tion procedures to the payment of exit taxes of one kind or another.
Communist countries are not alone in establishing conditions of this
kind-a fact which is implicitly recognized by section 402(c) which
exempts non-Communist countries from free emigration standards.
Tn other words, free emigration is, under section 402, to be a condi-
tion of benefits in East-West trade but it need not, apparently apply
in what is sometimes referred to as free world trade.

Theplanguage of the full section 402 as it applies to Communist
countries, would denv tariff concessions, credits and trade accords
even though the conditions imposed on emigration by a given coun-
try are reasonable and nondiscriminatory. The United States, to cite
admittedly extreme examples of reasonable restrictions on emigra-
tion, would not, I understand, permit the emigration of a graduate
of one of our military academies until the young man has satisfied
his military obligation, or of a taxpayer who has not paid F dertl
income tax due, or a convicted criminal who has not served his
sentence.

The Universal Declaration of Human Rights, which is frequently
cited by proponents of this section, does not go nearly as far as does
this section in demanding freedom to emigrate. The declaration does
of course speak of the right of a person to leave one country for
another, but subject to "such limitations as are determined by law
solely for the purpose of securing due recognition and respect for the
righis and freedoms of others-and of meeting the just requirement of
morality, public order and the general welfare in a democratic soci-
ety." 

'
In testimony before the Heuse Committee on Ways and Means, an

eminent Chinese legal scholar, Professor Jerome Cohen of the Har-
vard Law School, said uneqivocally that the provision, and I quote
him, "would necessarily apl1y to the PRC." He testified that the
People's Republic of Chinaw is, and I quote I'a nonmarket economy
country that plainly restricts emigration, although its restrictions are
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not designed to discriminate against any racial, religious, ethnic or
other subgroup of its society, nor do they appear to have such a
discriminatory effect."

While China, among most other nations, may have certain restric-
tions on emigration, an emigration or exit tax is not among them.
The fact is that permission to emigrate has been granted by Peking
to thousands of Chinese, yet these people are unable to leave China
for the simple reason that no other land on earth appears willing to
have them.

Mr. Chairman, are we to permit ourselves to be put into the
awkward position of denyingto China the tariff and other benefits
of the Trade Reform Act on the grounds that China restricts emigra-
tion, and at the same time deny, through our immigration laws, the
entry of Chinese persons already free to emigrate, to come to the
United States I In this light, and in view of the infamous alien
exclusion laws directed principally against the Chinese in our own
national past the Chinese might be entitled to view such trade
legislation as bordering on hypocrisy.

If, as it appears, Chinese nationals are permitted to enugrate on a
nondiscriminatory and yet restricted or conditional basis, then the
present section 402 would make it impossible not only to extend
nondiscriminatory tariff treatment on imports from China, but also
would prevent China's participation in any U.S. program which
extends credits, credit guarantees, or investment guarantees, directly
or indirectly. In addition, it would prevent conclusion of any com-
mercial agreement with the Chinese.

I submit that restrictions of this kind would harm us more than
the Chinese. China is presently embarked upon a large-scale effort to
modernize agriculture and industry. This is a major opportunity for
American exporters. Already we have supplied -or contracted to ship
advanced aircraft, ammonia plants, mining and oil field equipment,
machine tools, and materials handling equipment. These major ex-
port sales mean jobs for American workers and assure a needed
infusion &f revenue to our balance of payments.

I believe that we have only begun to realize the benefits to be
derived from major industrial, technological, and agricultural ex-
ports to China. While the Chinese have until now financed imports
ona pay-as-you-go, cash-on-the-barrelhead basis, and have resisted
debt-financing of import trade, this practice might change. China
already makes major purchases on a deferred payment basis. And, in
any event, credit guarantees can assuredly help American firms reach
the Chinese market.

A prohibition on commercial agreements between this country and
China just as United States-China relations are normalizing, would
be a very unfortunate situation. We should be working positively
toward air and sea agreements with China, and toward agreements
on commercial arbitration and the protection of the industrial prop-
erty rights and trademarks.

W.also support repeal of the current prohibition of the entry into
the United States of ermine, fox, kolinsky, marten, mink, muskrat,
and weasel furskins, raW or not dressed, which are the product of the
People's Republic of China. This would require repeal of headnote 4
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to schedule 1, part 5, subpart B of the Tariff Schedules of the United
States. Its elimination will remove an unwarranted irritant in our
relations with China, and vet domestic producers will have the
benefit of the protective devices in the pending bill against injurious
import competition.

In conclusion, Mr. Chairman, let me simply stress that since 1972,
after a hiatus of nearly a quarter of a century, our trade with China
has been a positive experience for the United States.

As for the future, the recent past indicates that our trade with
China can and should grow measurably. From zero exports in 1971
we can look forward to more than $1 billion in exports in 1974.
About. 80 percent of this amount will be exports of agricultural
coin modit ies-wheat, corn, cotton, and soybeans-but the industrial
and technological portion of this export tradp is growing larger.

Imports from China, tip to $64 million in 197.3, from $4.. million
in 1971, continue to be small relative to our exports. China's major
exports to this country are either duty-free, such as antiques, or come
in at nondiscriminatorv duties. This points up the fact that our
discriminatory tariffs, among other reasons, do limit. China's ability
to exlort to the United States.

The fear of a flood of Chinese imports in the U.S. market, by the
way, is largely ill-founded in m y opinion. China's foreign trade
corporationss have a great deal to learn about the U.S. market, the
largest and most complex in the world, before any measurable pene-
tration can begin.

Li1, all trading nationu. China seeks to balance trade, and to do so
bilaterally where possible. The kind of imbalance that presently
exists between our two c-ountries. if continued for long, is almost
surely bound to have aii adverse effect on U.S. sales to China. This
disparity, indeed, is at potential peril to the normalizing of our
political as well as economic relations with China.

In 1973, trade with China accounted for almost 40 percent of our
total trade surplus with the rest of the world. This year, the contri-
bution of Sino-United States trade to this country in balance of
payments terms is also certain to be considerable. Few would disa-
gree that the cause of world peace and stability has also been well
served as political relations between our two countries have likewise
improved, ending more than 20 years of suspicion and discord.

It is no surprise, then, that the American people have responded
with so much interest and approval to the breakthrough to China;
rarely have they responded as well to any national diplomatic initia-
tive in this century.

Suspicion and fear are, giving way gradually but steadily to mu-
tual understanding on both sides. Trade can' foster this welcome
trend.

If this Trade Reform Act lives up to its name, it will mark the
removal of the remaining obstacles to trade imposed in another era,
and can give our people the framework for expanded peaceful con-
merce with those countries of the world with which we most need
better understanding.

I thank you.
Senator FANN!. Thank you, Mr. Phillips. T could not. agree with

you more that we need a better understanding. I know that we have
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a very serious problem in working on a program that will be benefi-
cial to our country and will accommodate the Chinese as you have
described.

I am sorry I was riot here to hear all of your statement. I am sure
you have given a great deal of thought. to this, and we will benefit by
it.

Are there strategic materials that. we might be able to get from
China that are now coming from other countries?

Mr. PHILLIPS. I am not sure I can give you expert, advice on this.
What comes to mind is the. future prospect -of petroleum imports
from China. We do import from China certain minerals-tin and tin
alloys, for example. There are others which unfortunately I cannot
give you at the moment. I think as one looks ahead in the next 5 to
10 years, the possibilities of petroleum purchases from China are. not
to be discounted. We know that China has very substantial offshore
petroleum resources and very substantial onshoie resources. We know
China has just begun to export, oil for the first time. We have good
reason to believe that they will continue to expand their exports for
both economic and political reasons as one looks ahead. But certainly
not sooner than .5 to 10 years, the United States may be importing
petroleum from China.

Senator FAV.NNN. I did not realize that there were proven reserves
of any great consequence. It is always a projection. But in the listing
of the proven reserves of the world, China is never listed as having
any appreciable amount of petroleum.

'Ar. Pinraris. I think that is correct, because proven reserves
would be difficult to assess. The best estimates one can get are not
based on strictly proven reserves. But the Economic Commission for
Asia and the Far East, for example, has estimated that China may
have 20 to 215 billion tons of petroleum, offshore petroleum resources,
in the Gulf of Pohai, the Yellow Sea, and the East China Sea. And
I think other estimates based on better knowledge, indicate onshore
reserves of something in the order of 10 billion tons, and an addi-
tional possibly 10 to 15 billion tons from shale oil, of which China
has very substantial amounts.

Senator FANNIIN. Looking to the future, the tremendous popula-
tion and masses in China represent perhaps the largest market
remaining to be developed in the world. But we still lack so much
information. Naturally, you have given us additional information.

What do you feel is the timing as far as progressing to a point
where there vould be a market for manufactured goods or equipment
that, we want to export in any large quantity?

Mr. PrniLus. We estimate that the proportion of our exports to
China represented by industrial and manufactured goods will in-
crease substantially. At the present time our exports are largely
agricultural commodities, but already in recent months there has
been a substantial increase in contracts for the delivery of complete
plants, fertilizer plants, transportation equipment, oil production
equipment, and other electronic and more sophisticated equipment.

The Chinese, I think, are increasingly turning to us f6r industrial
goods in a higher proportion.

Senator FANiN. Capital goods?
Mr. PHiLmiP. Yes, sir.



1722

Senator FA,,N. As far as the marketing of the domestic equip-
ment, do you foresee that in the next 10 years--what is your esti-
mate?

Mr. Pintiatws. It is just a question of defining what one means by
industrial equipment.

Senator FANN .,IN. I am talking about the domestic market now,
other than the capital equipment, tractors and everything else that
we are talking about, generators.

Mr. PImLLwPs. The tendency would be for the Chinese to purchase
from us more capital goods and equipment because they are inter-
ested in building up their industry, far less than what we would call
consumer items. So I think it would be a greater proportion of heavy
industrial equipment, capital equipment.

Senator FAXNNiN. As far as the ability of the United States to
compete in those markets, we are a considerable distance from there.

Do you feel that, the Japanese and other countries will have a
distinct advantage over the United States?

Mr. PJiT,raPs. I think, Mr. Chairman, we have a certain advantage
at this point because the Chinese are disinclined to put too many
eggs in one basket. At the moment Japan is their biggest trading
partner. I think something like 25 percent of their total trade is with
Japan. This would certainly leave open the possibility of increased
trade between the United States and China. I do iot think the
matter of distance would be a serious factor.

I think it would be largely a question of Chinese judgment, as to
what we have that. they want, and our technology they consider
second to none, particularly in the field of oil production, and their
unwillingness to commit a disproportionate amount of their trade to
one country.

Senator FANNITX. Do you feel that their reluctance to depend upon
the Japanese will be a factor involved, then?

Mr. PIiImaTPS. Yes. Yes, there will be a limit to the amount of
trade that China would want to commit to Japan.

Senator FANN IN. I am sorry that there are so many votes.
Thank you, Mr. Phillips, very much for your testimony. As I say,I did not have a chance to listen to your remarks, but I will read thie

test ionv. I appreciate very much your being with us this afternoon.
Mr. PmiI 1r1ir1 s. Yes, sir.
[Mr. Phillips' prepared statement follows. Hearing continues

on p. 1738.]
TESTIMONY BY CI1RISTOPHER H. PUTTAIPS, PRESIDENT, NATIONAi CouNcL FOR

U.S.-CITINA TRADE

Mr. Chairman and members of the Senate Committee on Finance:
It is a privilege and pleasure to appear before you today to address the

important matter of our foreign trade policy and, specifically, the subject of
United states trade with the most populous nation on earth-the People's
Republic of China.

1This statement it drawn in part from "Congress and the Quest of Most Favored
Nation Status for the People's Republic Qf China" which appeared Ilb-the Catholic Uni-
versity lAw Review, Volume 23, Number 2, Copyright 1978 by the Catholic University of
America Press, Inc. The article was authored by Eugene A. Theroux of Counsel to the
Inw firm of Baker & McKenzie. Mr. Theroux Is vice president of the National Council for
U.S.-China Trade.
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The National Council for U.S.-China Trade is a nonprofit membership associ.
ation incorporated in the District of Columbia. Our membership consists of
some 200 American firms, large and small, Importer and exporter alike,
interested in doing business with China. As an Appendix to this statement, I
have included further information about our organization. We are not in any
way a representative of or spokesman for the People's Republic of China or
any of its agencies.

My testimony will touch upon the matter of most Immediate concern to
American businessmen undertaking business with China-that of our tariff
policy on imports from China. I would also like to address the related matter
of Title IV of the Trade Reform Act before you, H.R. 10710, which conditions
certain tariff and credit benefits. Another subject that I believe should be
discussed is that of certain furs and skins currently barred from the United
States for no other reason than they originate in the People's Republic of
China.

Before proceeding to these main points, I would like to dwell for a moment
on the historical background of this country's trade with China.

Twenty years ago, to ringing applause In the chamber, a Member of the
House of Representatives warned his colleagues that those who favored trade
with China were "like the foolish woman who imagines that the way to reform
a brute is to marry him." Three years later, in 1957, a U.S. Senator denounced
the suggestion of trade with China as part of an effort "to make every
American child a Communist."

As early as 1959, however, there was a sign -that the era of Korea and the
Cold War might be passing, and that trade between the United States and
China might be resumed. That year a recommendation by Charles 0. Porter, a
Congressman from Oregon, provoked a spirited debate on U.S.-China relations.
His suggestion was simply that a U.S. trade mission be sent to China "to
gather facts about the conditions and potentiality of trade." Representative
Porter reminded the House that in 1931, two thirds of all wheat exported from
the Pacific Northwest went to China and that. in the same year, Oregon and
Washington had exported more lumber to China than they had world-wide in
1950.

The trade embargo then in operation, Porter said, was not only Ineffective In
denying China the benefits of foreign trade, but it "penalizes our businessmen
and hence our economy." Porter's proposed trade mission did not occur, and it
was not until fifteen years later that the first commercial delegation represent-
ing the American business community visited the People's Republic of China. I
am referring to the ten-man mission of the National Council for U.S.-China
Trade which went to Peking in November, 1973, for discussions with Chinese
trade officials.

THE ALLURE OF THE CHINA MARKET

The size and mystery of China have always fascinated the Western business-
man. The resurgent interest in Sino-American trade taking place today recalls
earlier periods of enthusiasm. Ever since the 13th century journeys of Marco
Polo, China has held a fascination for Western merchants. From the Chinese
the West learned of exquisite painting, silks, paper-making, spices and books.
China gave us the compass and gunpowder, and Chinese noodles introduced by
Polo ifito Italy were to become spaghetti.

Importers and exporters alike have seen in China the ultimate commercial
opportunity. Since the clipller ships sailed from my native Boston, a century
ago, China for Americans has enraptured the mercantile spirit. Then, even as
now, the enormous Chinese population was seen by many as an utterly
inexhaustible market of eager buyers. You may have heard, as I have,
speculation about the prospect of 800 million vitamin tablets daily, and even
the staggering annual chewing gum needs of 800 million souls.

China will have in excess of one billion people in ten years. This Is, surely, a
huge potential market. But It Is a very specialized kind of market, governed by
priorities and practices unknown in the rest of the world. Only some 15% of
the Chinese work force is engaged in industrial or other production, while
about 85% of the work force is employed in agriculture. Some 69' of the U.S.
labor force, but contract, Is engaged In agriculture.

It is not a "consumer" society at all In our sense. In the U.S., there Is almost
one automobile for every two people; in China there Is one for every 1,000
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people. The Chinese are virtually without privately owned radios, but we in the
U.S. have one for every man, woman and child-and 130 million on top of that!

It would be a mistake to conclude from this that the Chinese aspire to our
consumer society. Evidence is to the contrary. One of our party in China last
fall asked a Chinese peasant if he eventually expected to replace his donkey
with a truck and was astonished when the man replied in the negative. "My
donkey doesn't consume fuel, which is necessary in the factories" he said, "and
he also produces fertilizer. A truck doesn't produce fertilizer."

CHINESE-AMERICAN TRADE IN HISTORICAL PERSPECTIVE

Early American trade with China is a chronicle of inequality which colors
China's trade outlook today. Beginning in the mid-1800's, Sino-U.S. commercial
relations were characterized by the wresting from China of treaties and trade
cm'e. sions she was too weak to resist.

Beginning with the proclamation of a Communist China on September 21,
If19, and with the Korean conflict shortly thereafter, the United States
embarked upon a wholly different strategy, namely to wall off China from the
benefits of trade not only with us, but with the rest of the non-Communist
world as well. The maiden once so assiduously courted had become the object
of vengeance.

The first American ship anchored at Canton In 1784. Yankee traders there-
after followed the British example of market penetration for the following half
century, eventually participating In the infamous opium trade.

('hinese of the 19th century were bewildered by Western mercantilism,
bedeviled by Western naval and military tactics, ruined by opium, corrupted by
briliery, bankrupted by predatory trade practices and made strangers and
outcasts in their own cities. Western enterprise gained an economic strangle-
hold over China unparalleled In the whole history of international trade. An
Insular and agrarian civilization which had no foreign trade tradition of its
own. am! which neither wanted nor needed trade relations or any relations
outside the Middle Kingdom, was plundered by unrestrained capitalist enter-
prise.

In one attempt to repel the invaders, Chinese destroyed thousands of chests
of British opium, thereby bringing down on themselves the rage of British
militia in the "Opium War." By the Treaty of Nanking In 1842 which ended the
war, China ceded Hong Kong to the British, and a number of Chinese ports
were opened to trade under British consular supervision. In addition, the
Chinese agreed to pay the British some $50 million as compensation for the
destroyed opium. This was only the beginning of nearly a century of outside
,exploitation.

It is an interesting fact that the first American treaty with China was
negotiated for the United States by Caleb Cushing, a former Member of
Congress from Massachusetts, in 1844. Under this 1844 Treaty of Wanghia, the
U.S. gained access to the same British "treaty ports" under the treaty's
"preferred nation" principle. This "preferred" or "most favored nation" princi-
ple operated to gain automatically for the U.S. any benefits the Chinese might
thereafter extend to any other nation. As the British, French, Germans,
Russians, Portugese and Japanese later won concessions individually, all bene-
fitted by the same "most favored" provision. It is an ironic fact that we have
before us today a trade measure which could deny most-favored-nation treat-
nient to China.

By the Treaty of Tiontsin in 1858, China granted Great Britain, France, the
United States and Russia access to eleven more ports, permitted trade missions
Into the interior, agreed to a maritime customs service with a foreign inspector
general and staff, and legalized the importation of opium. Two years later,
British and French troops went to Peking where they pillaged and burned the
fabulous Summer Palace to avenge Chinese attacks on their nationals.

Defeated by the Japanese in the Sino-Japanese War of 1894-1895, the
Chinese signed the Treaty of Shimonoseki, which added still more treaty ports
to which the traders of other countries had preferred-nation access.

The Chinese in the latter 19th century had been visited bo' an economic
scourge. In an awful dilemma, they recognized their military weakness, but
also realized that to gain the cripital necessary to develop a. needed military,
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transport and industrial capacity would be to surrender to further foreign
encroachment arid control.

By 1898, in what had become a full-scale foreign scramble for concessions,
the British secured rights to open inland waterways to foreign steamers, to
appoint the Inspector General of Customs, and to hold Kowloon for 99 years.
The Germans gained rights to build and operate their own network for mines
and railroads. The Russians leased vast amounts of territory and the rights to
construct railways, and the French forced a 99-year lease of Kwangchow Bay
with collateral rights to build rail lines to service their trade.

By 1900, there were dozens of treaty ports inland as well as coastal, where
foreign goods could be introduced with only nominal tariffs, where foreigners
were exempt from Chinese law and Jurisdiction, where the Chinese were denied
control over foreign commerce and customs, and where foreign machinery could
be installed for manufacturing subject neither to Chinese permission nor
regulation. The British, meanwhile, had organized a postal service and were
improving rivers and harbors in order to accommodate their own maritime
trade. China had virtually no meaningful sovereignty left.

The Boxer Rebellion in 1900 was the first major expression in nearly 50
years of growing anti- foreign sentiment in China. The Rebellion was put down
and the Boxer Protocol signed in 1901.

Another reflection of the growing anti-foreign feeling occurred with a boycott
of American goods in 1905, and the boycott device was repeated though with
marginal impact over the next two decades against the British and Japanese.

The revolution which installed Dr. Sun Yat-sen in 1911 and the chaos that
prevailed in China into the 1920's reduced the value of trade concessions.
Dreams of fabulous wealth from China trade had begun to fade, and by the
late 1920's many of the special privileges had been withdrawn or were
surrendered. Yet, the U.S., Britain, Japan and France held to the extraterrito-
riality privilege until 1939. In the early 1930's the Japanese invaded and
occupied northeast China, seeking not only markets for their goods but also the
industrial centers necessary to augment domestic iron and steel production in
the assembly of a war machine.

Although the event went largely unnoticed at the time, the Chinese Commun-
ist Party was formed in 1927. Born in the chaos of national strife, misery and
despair, the Party has its roots in the conditions created by the Western
exploitation which destroyed the old China. It is no wonder, then, that there
may be an evident wariness and caution in Chinese foreign trade policy today.

THE EMBARGO

If the pre-World War II century had exemplified to the Chinese the
insatiable capitalist appetite for profit, the post-War period illustrated that hell
bath no fury like a profit motive spurned. The economic embrace which
smothered the life out of the old China was, in the imposition of the trade
embargo, replaced by a stranglehold deliberately calculated to crush the new
China.

Not until November 22, 1972, with the announcement that a ban on travel by
American aircraft and ships to China had been lifted, did the United States
remove the last major non-tariff component of the trade quarantine.

At its peak, the embargo was an attempt by the United States, at the time of
the Korean war, to prevent all U.S. trade with China, and all trade in strategic
goods by every non-Communist nation. At that time, this country believed It
could hasten the end of the conflict by denying to China the goods and capital
necessary to wage war.

The embargo consisted in part of trade controls instituted In 1950 by
President Truman acting under the authority of the Trading with the Enemy
Act of 1917 and the Export Control Act of 1949. In 1951, Comgress passed the
Trade ,Agreements Extension Act which directed the President to withdraw
most favored nation tariff treatment from Communist countries, including
China, a policy which Is continued to this day.

The United States also initiated in 1950 and 1951 international efforts aimed
at denying trade to China. A Congressional resolution successfully memorial-
ized the United Nations in 1951 to request its Member States to restrict trade
In strategic goods to China. And the U.S. launched COCOM to establish and
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maintain control over certain listed exports to Communist countries including
China.

While the embargo may have been justified as a wartime measure, its
purpose and usefulness after the armistice was signed in July, 1953 are
questionable. Between 1953 and the first steps by President Nixon to relax it in
1 69, the embargo became more and more an anachronism. It failed to deny
China needed goods; it failed to undermine and bring down the Communist
government; it failed to force changes In Chinese foreign policy; it failed to
loring unity to the U.S. and her allies. It (lid manage to deny U.S. farmers and
businessmen access to the China market while allied business conducted a
flourishing trade.

That the embargo failed to achieve its Intended purposes after 1953 made it
no les, obnoxious to the Chinese. As long as it remained in effect it stood, In
Chinese eyes, as a monument to American Cold War intransgnece and as a
continuing political insult. Consequently, it was a useful place for President
Nixon to begin the series of steps which culminated in his Peking visit in
February, 1972.

CHINA'S TRADE PATTERNS AND PRINCIPLE8

Two decades ago, as China pursued her "lean to one side" foreign policy, the
Soviet Union and other socialist countries accounted for two-thirds of China's
foreign trade. Presently, Chinese trade with communist countries has declined
to about one-fifth of the total with another fifth accounted for by trade with
developing countries and the three fifths balance with non-Communist devel-
oped countries. Excluding Hong Kong, the United States is now China's second
largest trading partner, and China's second largest source of imports.

"Autarky" one observer has written, "is alive and well in China." Certainly
no country in recent history has more zealously, pursued the goal of economic
self-sufficiency. The Chinese are attempting not only national, but regional and
provincial .elf-sufieiency. Each area and community seeks to develop the
agricultural and industrial capacity that could assure survival in the event of a
crisis elsewhere in the country.

This striving for self-sufficiency has its roots in a tradition of self-reliance, in
the absence of a trading tradition common to maritime nations, lh the bitter
experience of foreign economic encroachment, in the ideology of Marxism-
Leninism, and in the works of Chairman Mao.

But self-sufficiency, for the Chinese, Is a dynamic not a static concept. China
does not abstain from trading altogether and, indeed, Chairman %Iao has
instructed his people to "let foreign things serve China." With careful trade,
China can improve her ability to be self-suiti ent. China can enlarge agricul-
tural output by adopting certain foreign methods and machines; she can better
distribute a more bountiful harvest if she has tle transportation system and
fuel that can come, in part, with foreign equipment and technology. It is
therefore not inconsistent for the Chinese to be engaged simultaneously in a
self-sufficlency campaign and in foreign trade. The self-sufficiency principle does
mean that China will Import only those items for which she feels she has a
genuine need, and this would rule out importation of consumer goods or other
Luxury items.

Another principle which guides China's foreign trade is that trade must be
conducted on the basis of "an exchange of what one has in surplus for what
one lacks and needs-on the basis of equality arid mutual benefit."

The present concerns of the Chinese are especially understandable in view of
China's unhappy historical experience in trading with more developed coun-
tries.

NONDISCRIMINATORY TARIFF TREATMENT FOR CHINA

It is no exaggeration, Mr. Chairman, to say that the whole world welcomed
the Shanghai Communique of February, 1972, in which this country and China
pledged themselves, among other things, to work to normalize relations and
facilitate bilateral trade.

This Committee and the 93rd Congress can take the course of United States
relations with China an important step forward by providing, in this Trade
Reform Act, for removal of the last remaining major impediments to Sino-
American trade. The principal such obstacle, we believe, is the continuance of a
statutory prohibition against nondiscriminatory tariff treatment on imports
from China. Congress can remove this obstacle either by repeal of Section 231
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of the Trade Expansion Act of 1962 and Section 5 of the Trade Agreements
Extension Act of 1951, by passage of Title IV of this Trade Reform Act
unencumbered by Section 402, or by special legislation according nondiscrimina-
tory tariff treatment to China on a specified country basis.

TEN REASONS SUPPORTINo MPFN FOB CHINA

Those of our members engaged in importing from China know from bitter
personal experience that the imposition of discriminatory duties on goods from
China makes business development with the Chinese extremely difficult. But, in
addition to these commercial hardships, there are even more compelling rea-
sons, we believe, why nondiscriminatory tariff rates should apply on Chinese
goods. Let me briefly recite ten such reasons:

First, the Shanghai Communique requires genuine good faith efforts by both
sides toward removal of trade obstacles. China imposes no such restrictions on
imports from tile U.S., and we should, wherever possible, lead, not retard, the
movement toward normalized trade relations with China. The United States
reaffirmed its desire to improve trade relations in another joint communique
issued at the conclusion of Secretary Kissinger's visit to Peking in November,
1973. In that joint statement, the two sides agreed that "it is in the interest of
both countries to take measures to create conditions for the further develop-
ment of trade on the basis of equality and mutual benefit."

Second, as a practical matter, China cannot be expected Indefinitely to buy
from United States firms if she is denied reasonable access to our markets. In
1972, we had a favorable balance of trade with China of nearly two to one.
Last year, we sold China nearly eleven times as much as she sold us.
Indications are that trade could balance even more heavily in our favor during
1974, with our exports exceeding one billion dollars and imports from China
barely reaching $100 million. Most-favored-nation access to the United States
can help China earn some of the foreign exchange necessary to pay for large
agricultural and industrial sale American companies are now making, or hoping
to make, to China.

Third, China was removed from among our trading partners during the
Korean War, twenty-three years ago, when American and Chinese troops faced
each other in combat. We have now returned to peaceful relations, and our
foreign trade policy should reflect that fact.

Fourth, China has inexpensive yet high quality products to offer American
consumers. At present, potential consumer savings and consumer choice are
effectively nullified by tariff duties. With nondiscriminatory tariff treatment on
Chinese imports, American consumers--at a time of sharply rising domestic
prices---can have access to less expensive Chinese foodstuffs and other con-
sumer goods.

Fifth, we believe the fears expressed by some, that China will compete
unfairly in our market, are unfounded. Australia, Canada, Germany and Japan,
for example, currently admit Chinese goods on a most-favored-nation basis and
none has experienced difficulty in this respect. Moreover, the pending bill
provides ample relief measues should imports from China ever cause market
disruption and material injury to domestic industries. Similarly, it is most
unlikely that China would jeopardize the evolution of important political gains
by pursuing unfair trade practices.

Sixth, the United States naturally has among its own interests as a trading
nation the desire for reciprocity for tariff concessions, such as agreements on
certain commercial practices with our trading partners. Moreover, a future
Sino-American trade agreement can achieve, in addition to most-favored-nation
treatment, agreement respecting commercial arbitration, protection of American
patents and trademarks, and various trade promotion activities of benefit to
both sides.

Seventh, the United States now appears to be pursuing a commendable
foreign policy, in pursuit of a stable and peaceful world, which treats the
U.S.S.R. and the People's Republic of China evenhandedly. Now that a trade
agreement has been concluded between the United States and the Soviet Union,
we believe progress should be made without delay toward a similar agreement
with China.

Eighth, the view of a few that China should be denied most-favored-nation
treatment on strategic or political grounds is, we believe, unsound. The Soviet
Union is unquestionably more militarily dangerous to our country than is
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China, and yet this objection has not been seriously raised with respect to the
U.S.S.R.

Ninth, for this Congrv.- to fall to enact legislation providing for nondiscrimil.
natory tariff treatment for China, thereby continuing into the 1970's a sanction
whose roots are in the Cold War at its coldest would, in fact, be taking a step
backward froni hope represented by the Shangbai Communique of 1972. Exam-
Ining U.S.-China trade relations from the IK)i1t of view of the Chinese,
discrimination is present In our trade relations with them so long as our -

discrimlnatory tariff isflicy adversely affects them. We are thus open to the
criticism that it is tie United States, not China, which is impeding progress in
our economic relations.

Tenth, good trade relations, conducted on the bas1i of equality and mutual
l){-nefit, can serve the catiwe of peace. GoJod commercial relations between the
American and Chinese peoples can lead to contact, cooperation and friendship
in other spheres. All of us tbnefit when tile threat of tension, conflict and war
is reduced.

CURRENT 1'?OTIEMS FOR AMERICAN IMPORTEMO3

Mr. Chairman, there Is a Chinese saying: "You cannot thaw three feet of ice
in a single (lay." The morning sun has only just shone on the Cold War ice of
Sino-U.S. economic rehitiuns.

In the Shanghai Communique, the United States agreed that Sitio-U.S.
"economic relations based on equality and [mutual benefit are in the interest of
both countries." Part of our responsibility of the Congress and the private
sector Is, we believe, to encourage and facilitate trade relations equitable to
both sides: to accelerate the warming trend in our relations with the People's
Republic of China.

Trying to gauge the effects on U.S.-China rtade of most-favored-nation
treatment-the difference between column one and column two duties in the
U.S. Tariff Schedule-is not easy. III a recent survey by the Council among
hundreds of U.S. importers the response was extremely varied.

We asked the potential Increase in each firm's imports from China, by
Individual product, if MEN were granted this year. The overwhelming majority
(lid not really know what the effect would be, and were reluctant to make
forecasts.

We have been advised of one U.S. Government study that concludes that
imports from China may rise 15-LI0 percent should nondiscriminatory tariff
status be granted.

What we do know for sure Is that the present discriminatory rates are a
major problem to the ordinary company, all or part of whose business may
depend on importing from China. It is this kind of firm, often a small company
with a turnover in the millions rather than tens or hundreds of millions, that
now handles most Imports from China and, consequently, bears the brunt of the
higher duties.

I should like to give you a glimpse of how the tariff problem adversely
affects these firms.

As you know, Importing successfully ordinarily requires volume sales at
small profit margins. The importer of Chinese goods must for a start attend the
twice yearly Canton Fair: a roundtrip to Hong Kong, where he takes the train
to Canton. Total expenses per Individual trader for each Fair ordinarily well
exceed $2,500. Thus, if he works on a one percent profit margin, this importer
must do a half million dollars worth of business just to meet his expenses for
traveling to each of China's biannual Canton Fairs.

That the American importer, working on margins that are small and uncer-
tain. needs tariff relief on his trade with China can be illustrated with an
example. Suppose we take a single item in the home furnishings area, wooden
chairs. For a wooden chair the column one tariff rate is .5 percent ad valorem.
The column two rate, applying to China, is 40 percent.

The rates I am quoting you are the current rates. Ironically, over the past
five years, the effects of the Kennedy Round have made the differential
between column one and column two even larger. Using our example of the
wooden chair: In 1967 the column one duty on It was 17 percent ad valorem.
Each year since, in accordance with the Kennedy Round, the rate of duty has
been reduced. By last year it was half the 19067 level. Meanwhile, the column
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two rate, to which China is still subject, remains the same, and the disparity
between the rates has grown.

When any new round of tariff reductions begins, our discriminatory tariffs
will become progressively more discriminatory, unless something is done by
this trade legislation to reverse that unfortunate trend.

THE MATTER OF RECIPROCITY

The quid pro quo which a country ordinarily receives for extending most-
favored-nation treatment-the return of equivalent treatment by Its trading
juartner-adinittedly poses a special problem in trade Wth state trading econ-
omies such as China. While the most-favored-nation principle proposes equal
access for all foreign exporters to a domestic market, subject only to the forces
of competition, noniiarket economies lack the element of private market forces.
Exporters to state economies confront but one consumer-the government. In
the case of China, the eight foreign trade corporations in Peking may make
purchases on other than purely economic considerations, and almost never will
the decislon-making process be made public.

It has been estimated by Professor Robert l)ernberger of the University of
Michigan that the present import-exlort indialauce in Sino-U.H. trade will
continue e,*sentially unchanged until 19S0, though the volume of trade could
grow appreciably, depending upon the degree of China's Interest in economic
advancement and her ability to earn foreign exchange. The dizzying prospect of
,,onie 800 million consumers, however, which has put stars in the eyes of many
Amerlean exporters, and the excitement of would-be Importers of Irresistible
lImrgalns from the Middle Kingdom, must be seen in light of the fact that our
trade with China Is relatively small and has never In history exceeded 2
percent of total U.S. foreign trade. This suggests that the problem of reciproc-
ity for the United States for most-favored-nation status extended to China is
likely to be non-economic in the trade sense.

Many observers have argued that the influence of political factors In the
decsIon-making pr(cesS of nonmarket economies has niade the process inher-
etitly discrininatory and that, as a result, the exchange of unlimited most-
favored-nation treatment between a capitalist country and a state-trading
nation would be an unequal exchange. In considering nondiscriminatory tariff
status for China, then, both sides are likely to experience difficulty in negoliat-
Ing a trade agreement if commercial factors alone are contemplated.

One of the first comprehensive proposals for dealing with state trading
countries and the reciprocity problem was the "commercial considerations
clause." This required the state economy to base its purchases of foreign
products exclusively on commercial considerations. Such a provision may be
found in Article 17 of GATT and it has been used in the 1958 Treaty of
Friendship, Commerce and Navigation between the United States and Japan.
As a practical matter, however, this provision cannot prevent discrimination
which, though evidently political, has an economic basis.

It is interesting to recall that the conditions for admission of Poland and
Yugoslavia to the GATT suggest that the GATT nfembers felt there was a
significant threat of discrimination in trade agreements with state trading
nations, and both were Initially denied membership. Yugoslavia was admitted
in 1961 after having developed a provisional tariff applicable to commercial
imports, and Poland was accepted in 1067 after having offered to increase the
total value of its imports by not less than several percent per year.
,--Consideration of nondiscriminatory tariff status for China then, as with any
nonmarket economy, must take into account the very real question of what the
United States might obtain by way of quid pro quo. China's assurance of
reciprocal most-favored-nation treatment for U.S. exports, and related arrange
ments designed to secure fair market access for American goods, need not be
the sole benefits which could be sought by the United States In a trade
agreement with China. As a practical matter, the United States may seek
something more than marketing opportunities on a par with third countries,
since, as a nonmarket economy, China cannot grant foreign goods the same
benefits as those enjoyed by her own. In addition, China is not a consumer
society, and thus the range of American exports marketable in China is limited.

This is not to say the United States should return to the predatory ways of a
19th century foreign trading nation, seeking reciprocity all out of proportion to
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what is granted. Longstanding political and economic isolation affords ample
opportunity for reclprmcal nontariff benefits In any trade agreement between
the U'nited States and China. Amng these could be the settlement of financial
and property claims, tboth publi and private; establishment of trade and
tourist promotion facilities and opportunities; exchange of trade missions and
eximanded travel for commercial representatives; access to local judicial tribun-
als; payments agreements; pledges against market disruption; arrangements
for the settlement of commercial disputes; accords for the protection of
trademarks and industrial rights and processes; and arrangements for the
financing of trade, among others.

In the past, the United States has used a number of devices to ensure
reciproval concessions in the granting of most-favored-nation status; (a) A
purchase commitment of a certain minimum value of goods annually. In 1937,
the United States extended most-favored-nation treatment to the Soviet Union
(withdrawn in 9i1) In exchange for a pledge to purchase at least $40 million
worth of goods the following year. (1j) An agreement to settle existing
financial claims. Poland agreed to settle $40 million In claims as part of the
consideration for most-favored.nation treatment in 1960. More recently, the
Soviet Union agreed to settle $7242 million In lend lease debts as part of the
trade agreement concluded in 1972. (c) Provisions against patent and copyright
infringement. The People's Republic of China does not currently adhere to the
Berne Convention for the Protection of Literary and Artistic Works, the
Universal Copyright Convention, or the World Intellectual Property Organiza-
tion.

While the United States would be concerned with securing appropriate
concessions for extending most-favored-nation status, It is likely that Peking,
too. may be unwilling simply to exchange assurances of most-favored-nation
treatment. Indeed, classical socialist theory rejects the most-favored-nation
concept, and China has contended that "equal opportunity" access to a capital-
ist market is a tool to weaken smaller nations.

China bases its commercial arrangements, like its political relations, on the
principle of "equality and mutual benefit." By this is meant an exchange in
terms which will be equally beneficial to both countries, or nearly so; an
exchange of what one has for what one lacks without undue economic advan-
tage to either. -

Despite a certain ideological aversion to the most-favored-nation principle,
China has, for example, included such a clause in several trade agreements.
Article 4 of the 1971 trade agreement between Italy and the People's Republic
of China provides a typical example. That provision is tailored essentially for a
market economy, which regulates trade only through tariffs or similar restric-
tions, rather than to a state trading nation which itself directly controls the
purchase and sale of merchandise.

Since the recent American-Soviet trade agreement may serve as a model for
the extension of most-favored-nation status to other Communist countries it is
notable that the most-favored-nation clause in that agreement is similar in
substance to the one contained in the agreement between the People's Republic
of China and Italy.

THE FREEDOM OF EMIGRATION ISSUE

Mr. Chairman. I would also like to address Section 402 of Title IV, "Freedom
of Emigration in East West Trade." The substance of this section, popularly
known as tie "Jackson Amendment," had its genesis in the current Congress on
April 10, 1973, On that (lay, Senator Henry Jackson introduced it with the
explanation that his amendment was directed, and I quote, to "the Soviet
Union and the countries of Central Europe." It is well known that the House
proponents of Section 402 and the Senate supporters of language similar to
Title IV are directing their concern to the plight of Soviet citizens whose
desire to emigrate has been frustrated by the Soviet State's imposition of an
exit tax and other measures.

Commendable as this objective may be, we believe it does not properly belong
in trade legislation. Section 402 has prompted speculation that, though never
evidently so intended by Senator Jackson or his co-sponsors, it might be
Interpreted to prevent reduction of tariffs on Imports from China, to deny
credit and credit guarantees to China, and to rule out a trade accord of any
kind between China and the United States.
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ft is well known that most countries in the world impose conditions of sone
sort on emigration. These range from certain application procedures to the
intyment of exit taxes of one kind or another. Communist countries are not
alone in establishing conditions of this kind-a fact which is implicitly recog.
niz(41 by Section 40'2(c) which exempts non-Conmnmst countries from. the Free
Emigration standards. In other words, free emigration is. under Section 402, to
i~e a condition of benefits in East-West trade but it need not, apparently, apply
in what is sometimes referred to as free world trade.

The language of the full Section 402, as it applies to Communist countries,
would deny tariff concessions, credits and trade accords even though the
conditions imposed on emigration by a given country are reasonable and
nondiscriminatory. The United States, to cite admittedly extreme examples of
reasonable restrictions on emigration, will likely not permit the emigration of a
graduate of one of our military academies until the young man has satisfied his
military obligation, or of a taxpayer who has not paid Federal income tax due,
(r a convicted criminal who has not served his sentence.

The Universal Declaration of THuman Rights, which is frequently cited by
proponents of thisq Section. does not go nearly as far as does this Section In
demanding freedom to emigrate. The Declaration does, of course, speak of the
right of a person to leave one country for another, lut subject to "such
limitations aq are determined by law solely for the purpose of securing due
recognition and respect for the rights and freedoms of others and of meeting
the Just requirements of morality, public order and the general welfare in a
democratic society."

In the debate over this Section in the House of Representatives, Congress-
man Mayne of Iowa warned that the effect of the language of this Section
would be "to deny future trade with tile People's Republic of China." In
testimony before the House Committee on Ways and Means, an eminent
Chinese legal scholar, Professor Jerome Cohen of the Harvard Law School,
said unequivocally that this provision "would necessarily apply to the PRC."
lie testified that the People's Republic of China Is "a non-market economy
country that plainly restricts emigration. although its restrictions are not
designed to discriminate against any racial, religious, ethnic or other subgroup
of its society, nor do they appear to have such a discriminatory effect."

While China, among most other nations, may have certain restrictions on
emigration, an emigration or exit tax is not among them. The fact is that
permission to emigrate has been granted by Peking to thousands of Chinese-
yet these souls are unable to leave China for the simple reason that no other
land on earth appears willing to have them. Hong Kong and other areas have
admitted some, but continue to deny entry to thousands more. In 1973. Hong
Kong alone received 50,000 emigrating Chinese. Some may go to Australia or to
Canada, with whom the Chinese People's Republic has agreements on this
subject.

Mr. Chairman, are we to permit ourselves to be put into the awkward
position of denying to China the tariff and other benefits of the Trade Reform
Act on the ground that China restricts emigration-and at the same time deny,
through our immigration laws, the entry of Chinese persons already free to
emigrate to come to the United States? Are we willing to permit the unre-
stricted immigration of those whose unrestricted emigration we insist upon? In
this light and in view of the infamous alien exclusions laws directed princi-
pally against the Chinese in our own national past, the Chinese might be
entitled to view snch trade legislation as bordering on hypocrisy.

If, as it appears, Chinese nationals are permitted to emigrate on a nondiscri-
minatory and yet restricted or conditional basis, then the present Section 402
would, it seems, make it impossible not only to extend nondiscriminatory tariff
treatment on imports from China but, also, would prevent China's participation
in any United States program which extends credits, credit guarantees or
Investment guarantees, directly or indirectly. In addition, it would prevent
conclusion of any commercial agreement with the Chinese.

I submit that restrictions of this kind would harm ourselves as much If not
more than the Chinese. China is presently embarked upon a large scale effort
to modernize agriculture and industry. This is a major opportunity for Ameri-
can exporters, Already we have supplied or contracted to ship advanced
aircraft, eight ammonia plants, mining and oil field equipment, machine tools,
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alld nliaterials handling equilpment. Tles.e major export sales mean jobs for
Am'ricai %%irkers and assure a need infusion of revenue to our balance (of
payments, and I believe we may have only begun to realize the benefits to 1W
deriviad frn, major industrial, technological and agricultural exports to Chinn.
While the ('hines&' have until now financed imports on a pay-as-you go, cash on
te harr'li'hend Ihasis, and lave, resisted leldt-financing of her Import trade. this
practice night ailing,. Already (hina makes major purchases on a deferred
pnayntilt l'zi'is. And, ill any event, credit guarantees can assuredly help Ameri-
call firms reach the (hlituse market.

A protiloili on cmnimnerelal agreements between this country and China j.ivt
as I'.S.-Chiija relations are normalizing would lie a tragic thing. We should be
working l isilively towtird air and .A-a agreements with China, and toward
agrevmin Is ol (ommer(ial arbitration and the protection of Industrial property
right,4 and tralemiarks. 11asage of Section 402 in its present form would not
sopi trale alt ,gether, of ('4,urse, but it could deny to our airlines and to our
iimr'.halit thariie flie opportunity of serving Chinese cities anti seaports and
would deny it our importers and exporters alike the legal framework for the
pro,vr c(orlduct. of foreign trade.

'm'ogrcss toward these kinds of agreements is what we should strlhe for by
way of re'iprocity in the Trade Reform Act. The condition of internal
emigration polleies is, by contrast, a far more modest, as well as badly
mlsdnl'a'd, ('olocernt.

In a letter to tile Ncw York Times in September, 1973. Mr. Chairman, former
V.S. Amliassador to Moscow, Oeorge Kennan. addressed himself to this free-
do(in-f-enjigration issue. lie said that umst-favored-nation treatment is only an
"(exlt.,. ion of normal, nondliscriminatory cUistirns treatment extended to nn-
other country. It involves no one-sided transfer of funds or goods, no loans, no
gifts. It does not even assure that any particular sort of trade will actually
take place; it assures merely that normal trade will not be obstructed by
discritmniiatory tariff treatment on our part and is normally extended against a
similar assurance on the part of the foreign country In question."

Amalssador Kennan went on to say that "a readiness on the part of our
government to permit trade to proceed normally between American busines,-
men anid parties in another country is not benevolence graciously bestowed by
us on the country in question for which we would be entitled to express
gratitude and lpropitiatory alterations of domestic policy, but merely 'the
sensible support of a mutually desirable arrangement from which we, as well
as they. stand to gain."

For till of the foregoing reasons, Mr. Chairman, we respectfully recommend
deletion if Section 402 In its entirety.

TIlE "SEVEN DEADLY SKINS"

We suqporf repeal of the current prohibition of the entry into the United
States of ermine, fox, kolinsky, marten, mink, muskrat and weasel furskins.
raw or not dressed, which are the product of the People's Republic of China.
This would require repeal of headnote 4 to Schedule 1, Part 5, Sulbpart B of
the Tariff Schedules of the 'nited States. This particular trade discrimination
first leame a pirt of American foreign economic policy In 1951, when Chinese
and American troops were fighting in Korea. Its elimination will remove an
unwarranted Irritant in our relations with China, and yet domesticc producers
will linve tlie lienefit of the protective devices of the peliding bill against
Injurloums foreign competition.

PROSPECTS FOR U.S. TRADE WITH CHINA

This year. as I have testified. Mr. Chairman, U.S. exports to the People's
IRopuldie (of ('lina will probably exceed $1 billion, Imports from China $100
million. In 1973 two way trade with China reached a total of $754 million, a
tremendiUs Jump from the $93 million total In 1972 which, in turn, was a
remarkable increase over $4.9 million in 1971.

The ('hirneste interest in '.S. technology is also increasing substantially. Last
year, F'.S. technical data approvals for China worth a staggering $35M0 million
in potential revenues were processed by the U.S. Office of Export Administra-
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tion. The $200 million sale by Pullman's M.W. Kellogg Division of eight
almn1i(a plants t(i China was one of the largest single contracts landed
anywhere by a U.S. firm in 1973. The Chinese are, incidentally, paying cash foi
these plants; there Is no credit involved in the transaction.

'1', (late China has bought the technology of Standard Oil of Indiana
(AMOCO(), Standard Oil of Ohio (IS01IO i, Lummius, Atlantic Richfield, and
Universal Oil Products. And while agriculture still dominates SIno-U.S. trade,
ilr(oviding a rich export market for American farmers, its proportion in exports
to China fell from 97% in 1972 to 85% last year, with manufactured goods
playing an increasingly important role in U.S. exports to the PRC.

But what of imports from China?
last year the amount of imports from the PRC represented only a fraction

Of toal Sino-U.'S. trade--$4 million worth. TAn categories accounted for
almost two-thirds of total imports: Tin and tin alloys; materials of animal
origin (mainly bristles) ; cotton fabric; works of art and antiques; raw silk;
fireworks; brooms and brushes; essential oils and resinolds; wood and resin-
based chemical products, and fine animal hair. Significantly, the- majority of
these items have nondiscriminatory tariffs. That Is, they are either duty free
or come in on a non-discriminatory tariff basis.

This Imbalance In our trade with China-almost 11 to I In favor of U.S.
exports-is good news and bad news. A positive aspect of it Is that in 1973, as
I have mentioned, our trade with China accounted for almost 40% of the total
U.S. trade surplus with the rest of the word. The contribution of Sino-U.S.
trade to the U.S. in balance of payments this year and beyond can also be
substantial.

The negative aspect, as I have stressed, while China has a general policy of
balancing her own trade on a multi-lateral basis, she appears to prefer, over
the long term, a balanced trade with major trading partners. The kind of
Imbalance that now exists between our two countries, if continued for long, Is
almost surely bound to have an adverse affect on U.S. sales to China. This
imbalance, indeed, is a potential peril to the normalizing of our political as
well as our economic relations with China.

A great deal needs to be done by the Chinese before we will see a significant
expansion In Chinese exports to the U.S. Solving the problem created by lack of
most-favored-nation tariff treatment on Chinese goods will not, in my view,
stimulate more than a fifteen to twenty percent increase In U.S. Imports from
China.

The fear of a flood of cheap Chinese goods on the U.S. market Is largely ill-
founded. China's trade corporations have a great deal to learn about the nature
and workings of the U.S. market, the largest and most complex in the world,
before any real penetration can begin. Questions of labeling, packaging, federal
regulations, trademarks and brand names, adaptation to U.S. consumer tastes,
as well as continuity of supply are among the host of other problems that
China must solve in marketing her products here.

In more sensitive areas, such as cotton textiles, there is a system of quotas,
applicable to all nations exporting textiles to the U.S., to preclude disruption of
the U.S. market. There is every indication that China itself will take care not
to precipitate any market disruption In the U.S. by mass export of cheap goods.

On the other side of the coin, there Is the fact, as I have mentioned, that
Chinese exports to the U.S. can provide additional jobs for U.S. workers and
savings and variety for our consumers. In terms of employment, U.S. exports to
China promise a substantial and increasingly favorable impact on jobs for
American labor.

I want to emphasize again that In the experience of other countries, many of
which have already extended most-favored-nation status to China, such as
Australia, Canada, Germany and Japan, the effects of granting MFN have been
readily absorbed by these economies with no significant adverse impact.

Indeed, the Chinese have enjoyed nondiscriminatory tariff treatment from
Canada since the proclamation of the People's Republic of China in 1049. Yet,
with a consumer market perhaps more like our own than any other country,
Canada's Industries have suffered no Ill effects thereby.

For nearly every major Industrial nation, in addition, Including Japan and
most European countries, there has been parallel experience of another kind-
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that of preferential tariff schemes for developing nations. In general these have
been beneficial to all parties concerned and, while there is no reason why a
similar arrangement between the U.S. and China should not also be beneficial
to both parties, China tit present would probably be content to be treated
simply on the basis of trade equality.

What lies ahead?
I think that, even though the U.S. is already China's third largest trading

partner, after Japan and long Kong, trade relations between the U.S. ond
China have hardly begun. The commercial interaction between our two coun-
tries has hardly started.

The groundbreaking mission of the National Council's November 1973 delega-
tion to Peking, to meet with officials of the China Council for the Promotion of
International Trade, has I believe paved the way for mutually beneficial trade
relations between the two countries.

Reciprocal exhibitions, possibly as early as next year or 1976, commercial
missions of all types between our two countries, exchange of economic Informa-
tion, and sophisticated market studies are ahead of us. Gaining a real and
practical knowledge of China's needs and economy is now an important
educational process for all U.S. firms interested in trade with China. Trade
skills and business Information that other nations, with a twenty year lead on
the U.S., already possess must he developed, so that companies in tie U.S. can
more fully acquaint themselves with Chlna's commercial practices.

Trade is never a one-way street, we must not lose sight of the fact that
China has many skills, products, and potential technology-there Is already
talk of cross-licensing In some areas-that can make China's future share of
the U.S. market healthy. growing, and beneficial to ourselves. In this sense,
particularly, I believe we have scarcely begun in our developing trade relations
wiltl the People's Republic, provided we bear In mind the spirit of the
February 1972 Shanghai Communique in which we agreed with China to
develop economic relations based on "equality and mutual benefit."

In conclusion. Mr. Chairman, let me simply stress that since 1972., after a
hiatus of nearly a quarter century, our trade with China has been a positive
experience for the United States.

In 1973. trade with China accounted for almost 40% of our total trade
surplus with the rest of the world. This year, the contribution of Sino-U.S.
trade to this country In balance of payments terms Is also certain to he
considerable. Few would disagree that the cause of world peace and stability
has also been well served as political relations between our two countries have
likewise improved, ending more than twenty years of suspicion and discord.

It is no surprise, then, that the American people have responded with so
much Interest and approval to the breakthrough to China; rarely have they
responded as well to any national diplomatic Initiative In this century.

Suspicion and fear are giving way gradually but steadily to mutual under-
slanding on both sides. Trade can foster this welcome trend.

If this Trade Reform Act lives up to Its name, It will mark the removal of
the remaining obstacles to trade imposed In another era, and can give our
people the framework for expanded peaceful commerce with those countries of
the world with which we most need better understanding.

APPENDIX.-TUtE NATIONAL COUNCIL FOR U.S.-CniNA TRADE

The National Council for U.S.-China Trade Is a non-profit membership
as.ociatlon Incorporated in the District of Columbia. Our membership consists
of some 200 American firms, large and small, importer and exporter alike,
intrested In dnina hsiness with China. I would like to acquaint you with our
background and purposes.

On February 29. 1972. at the conclusion of the President's historic visit to
the People's Republic of China, a Joint Communique was Issued at Shanghai In
which tlp United Stales and China agreed that bilateral trade was an "area
from which mutual benefit can he derived," and that "economic relations based
on equality and mutual benefit are in the Interest of peoples of the two
countries." Roth sldes pledged "to facilitate the progressive development of
trade between their two countries."
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A year later, on March 22, 1973, a group of United States businessmen met in
Washington, D.C. to undertake the formation of the National Council for
United States-China Trade. At a Washington conference on May 31, 1978, the
National Council was formally inaugurated.

The National Council was honored, at its inaugural conference, to welcome
Anibastsador Han Hsu, Deputy Chief of the Liaison Office of the People's
Republic of China in Washington. His speech marked the first public appear-
ance in the United States of an official of the People's Republic of China
Liaison Office.

In remarks which bode well for future undertakings between the National
Council and China's trade agencies, Ambassador Han said, in part:

1 . .. I am very happy to attend, on behalf of the Liaison Office of the
.People's Republic of China in the United States of America, the inaugural
conference of the National Council for the United States-China Trade. My
colleagues and I would like to extend our sincere congratulations on the
establishment of the National Council for United States-China Trade and to
express our thanks to the Council for inviting us to this inaugural conference.The National Council for United States-China Trade is founded precisely in
accordance with the spirit of the principles of the Shanghai Communique . ..
[Your] purpose is to promote trade relations between the two countries. This
will not only help to further develop the trade relations between the two
countries, hut will also certainly be of benefit to the promotion of normaliza-
tion of the relations between the two countries.

One of the tasks of the Liaison Office established in each other's capitals is
to broaden the contacts in various fields between the two countries, including
the expansion of the trade relations between them. It can be anticipated that
there will be quite a lot of contacts between the Council and our Liaison Office,
and in your contacts with your counterpart-the China Council for the Promo-
tion of International Trade, you can expect full cooperation and assistance
from us.

May the work of the National Council for United States-China Trade be
successful and fruitful."

The National Council is a clearinghouse for Information on China's world-
wide trade, and particularly her trade with the United States. Through an
active program of bilateral cooperation, including reciprocal delegations and
trade exhibits, the National Council is a principal focal point for the initiation
of trade contacts, including those with the China Council for the Promotion of
International Trade (CCPIT), the Chinese Export Commodities Fair, and the
official trading agencies of the People's Republic of China.

The publications and library of the National Council promote the dissemina-
tion of commercial information to the United States business community.
Specially prepared reports advise appropriate entities in the People's Republic
of China of the interests and capabilities of U.S. importers and exporters. The
National Council also provides a forum for the discussion of business issues at
trade meetings in the United States and with officials of the People's Republic
of China. Where approprlaT, the National Council acts in an advisory capacity
to the United States Government on issues which may affect trade and
economic relations between American firms and the trade organizations of the
People's Rppublic of China.

Specific services to our members include the following:

DIRECT CONTACT WITH CHINESE COMMERCIAL OFFICIALS

Member firms will have the opportunity to meet with officials of the China
Comwll for the Promotion of International Trade (CCPIT), Foreign Trade
Corporations, and the Commercial Section of the Liaison Office during various
Chinese visits arranged by the National Council to different parts of the
U.S. The Council has already sponsored visits by commercial officials from
China's Washington Liaison Office to several American firms,

THE CANTON FAIM

The Council hos a full-time representative at the twice yearly Chinese
Export Comnodities Fair. The principal purpose of these representatives is to
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provide advisory assistance to American businessmen unfamiliar with doing
business in China. The office at the Fair also supplies typewriters, copying
facilities, introductions to Chinese officials and practical help of all kinds to
visiting U.S. businessmen. In addition to a report on the Canton Fair, the
Council provides a list for members of all the major products on display at the
Fair, and an index of catalogues Issued by China's Foreign Trade Corporations.
Members may order copies of these catalogues, and are free to consult them at
any time in the National Council's library. An informative film on the Canton
Fair, prepared by the Chinese is circulated free to members exclusively by the
Council.

PUBLICATIONS

TheCouncil publishes a bimonthly magazine, the "U.S.-China Business Re-
view." The magazine is oriented toward the practical and the informative.

Special Reports and booklets are also published by the Council.

THE AMERICAN INDUSTRIAL REPORT

This magazine, published by a National Council member firm and circulated
only in China to China's foreign trade officials, is endorsed and supported in its
aims by the National Council. Some 15,000 copies, circulated to a potential
250,000 Chinese, bring information about company products in advertisements
and articles directly to the Chinese and in the Chinese language.

PRACTICAL HELP AND CONSULTATIONS

Any member company desiring information on any aspect of business with
China is invited to approach Council professional staff, for practical guidance
at any time, in the development of its own trade with China.

TRANSLATION SERVICES

As an aid to companies seeking to communicate with China's trade corpora-
tions in modern, simplified Chinese, the Council offers complete translation
services.

RECIPROCAL EXHIBITIONS

The Council is the agreed upon contact point for the first trade exhibitions to
be held by the U.S. in China and by China in the U.S.

LIBRARY AND RESEARCH SERVICE

The Council Is developing a professional reference library on all China trade
and economic topics, concerning both the U.S. and the rest of the world. The
library includes a worldwide selection of periodicals, books and catalogues, as
well as other publications from Peking.

SEMINARS

The National Council ias launched a series of conferences for businessmen
on China trade subjects.

TELECOPIER SERVICES

Any member firm with a Xerox Telecopier wishing to receive' photostats by
telephone of any information available at the Council, including pages of
Chinese export catalogues, can do so by calling the Council.

IMPORTERS COMMITTEE AND REFERRAL SERVICE

A newly created Importers Committee serves the needs and special problems
of the many firms interested in bringing Chinese goods into the United States.

Any request from importers in the U.S. concerning availability of Chinese
products addressed to the Council is referred without charge to the relevant
foreign trade corporation in China, with a request that the trading agency
reply direct to the U.S. importer regarding the products.
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Report of Peking deliberations
In early November, 1973, at the invitation of the China Council for the

Promotion of International Trade (CCPIT), the National Council sent a
delegation to Peking. It was the first broadly based commercial delegation from
this country to China in nearly a quarter of a century. As a direct result of
these meetings, the first Chinese trade Jelegation will visit the United States
this year.

Discussions in Peking were led by our Chairman, Mr. D.C. Burnham, for the
U.S. delegation and by Mr. Wang Yao-tIng, President of the China Council for
the Promotion of International Trade. Talks Were conducted in a cordial
atmosphere in which a free and wide-ranging exchange of views occurred.

Our delegation was received by Vice Premier Li Hsiennien for further
discussions at the Great Hall of the People. A final meeting was held between
the delegation and China's Minister for Foreign Trade, Li Ch'iang.

Following the meetings in Peking, the delegation visited Shanghai,
Ilangchow, and Kwangchow. Visits to local factories and communes were most
helpful in gaining -for us a better understanding of China's economy and
rapidly developing production capability. At Kwangchow, the delegation visited
the Chinese Export Commodities Fair and met with Fair officials and American
businessmen.

The China Council for the Promotion of International Trade and the Na-
tional Council for United States-China Trade reached agreement on the follow-
lng points:

1. The CCPIT, as the counterpart of the National Council for United States-
China Trade, accepted the National Council's invitation to send a trade
delegation to the United States in 1974. This will be the first commercial
mission from the People's Republic of China to visit the United States. It is
expected that the delegation will include representatives of the interested
Foreign Trade Corporations as well as the China Council for the Promotion of
International Trade.

2. The CCPIT and the National Council agreed, in principle, to exchange
trade exhibitions and act as contact points for arrangements. Details of the
exhibits, including dates, will be worked out between the two sides. To date,
there have-been no exhibits arranged by either side in the other's country, and
the commercial exhibits planned by the China Council and the National Council
will be the first such events.

3. With the development of trade between China and the United States, the
two sides agreed to begin the exchange of sales and purchasing missions as
required to better understand each other's markets. This subject, like that of
the exhibitions, will be discussed further during the visit of the China Council
delegation to the United States later this year.

4. The two sides agreed to exchange trade, economic and technical informa-
tion in order to better understand the economies and trade policies and
practices in the two countries.

Discussions were held with the Bank of China by Gabriel Hauge on behalf of
the National Council and the American banking community in light of the
importance of financing and banking arrangements in the expansion of trade.
These discussions will continue.

A special meeting on legal issues with the Legal Department of the CCPIT
was held by Walter Sterling Surrey and Eugene A. Theroux on behalf of the
National Council and the American legal community. A full and frank discus-
.don ensued on the questions of establishment of mutually acceptable concllia-
tion and arbitration procedures, mutual protection of industrial property rights
(patents, trademarks and copyrights), insurance contracts, standard contract
clauses for exports and imports and for the sale of plants, a force ma.jeur
clause, and the legal requirements of each country governing imports. The
discussions will continue when the CCPIT delegation visits the United States.

Not surprisingly, the Chinese at all levels expressed concern at the present
imbalance of trade between the two countries. Yet it was clear from the
friendly reception to our delegation, as much as from the substance of the
discussions themselves, that the Chinese are interested in developing trade
relations with the United States. As e::plalned in the foregoing statement,
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however, the Chinese expect such trade to be conducted on the basis of equality
and mutual benefit.

The National Council for U.S.-China Trade delegation was composed of:
Donald C. Burnham, Chairman, National Council; Chairman, Westinghouse

Electric Corporation.
Christopher I. Phillips, President, National Council for U.S.-China Trade.
William A. Hewitt, Vice Chairman, National Council; Chairman and Chief

Executive Officer, Deere & Co.
Gabriel llauge, Secretary-Treasurer, National Council; Chairman of the

Board, Manufacturers Hanover Trust Co.
Walter Sterling Surrey, Counsel, National Council; Senior Partner, Surrey

Karasik and Morse.
Andrew E. Gibson, President, Interstate Oil Transport Co.
Fred M. Seed, President, Cargill, Inc.
William M. Batten, Chairman, J.C. Penney Co.
Charles 11. Weaver, President, World Regions, Westinghouse Electric Corp.
Eugene A. Theroux, Attorney and vice President, National Council for U.S.-

China-Trade.
Officer8 of the national council for U.S.-China trade:

Chairman Donald C. Burnham.
Vice Chairman William A. Ihewltt.
Vice Chaluirmn )avld Rockefeller.
Se,-retary-Treasurer Gabriel Ilauge.
(ounsel Walter Sterling Surrey.
I'resilent and Executive Director Christopher 11. Phillips.

Board of Dlrectors
William M. Batten, Chairman, J.C. Penney Co.
W. Michael Blumenthal, Chairman, The Bendix Corp.
Anthony J.A. Bryan, President, Cameron Iron Works, Inc.
lDonald C. Burnlmnm, Chairman of the Board, Westinghouse Electric Corp.
Edward W. Cook, President, Cook Industries, Inc.
Andrew E. Gibson, President, Interstate Oil Transport Co.
John W. Hlanley, President and Chief Executive Officer, Monsanto Co.
Gabriel flauge, Chairman of the Board, Manufacturers Hanover Trust Co.
William A. Ilewitt, Chairman and Chief Executive Officer, Deere & Co.
I)nonld M. Kendall, Chairman of the Board and Chief Executive Officer,

Pepsi Co.
Joseph T. Kenneally, Chairman of the Board, International Systems &

Controls Corp.
Robert II. Malott, President and Chief Executive Officer, FMC Corp.
David Packard, Chairman of the Board, Hewlett-Packard Co.
Kurt S. Relnsherg, Senior Vice President, Associated Metals and Minerals

Corp.
Charles W. Robinson, President, Marcona Corp.
I)avid Rockefeller, Chairman of the Board, The Chase Manhattan Bank.
Fred M. Seed. President, Cargill, Inc.
Walter Sterling Surrey, Esq., Attorney-at-Law, Surrey, Karaslk and Morse.
Richard W. Wheeler, Senior Vice President, First National City Bank.
Thornton A. Wilson, Chairman of the Board, The Boeing Co.
Senator F.NNiN. The next witness will be Mr. Henry R. Geyelin,

executive vice president of Council of the Americas. Mr. Geyelin, I
welcome you here this afternoon. If you will identify the gentlemen
with you.

I apologize, I have to go to vote. But we have a very competent
person. our counsel here, that. will take over. Mr. Best will take over
while I am gone.rhanlk volt.
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STATEMENT OF HENRY R. GEYELIN, EXECUTIVE VICE PRESIDENT,
COUNCIL OF THE AMERICAS, ACCOMPANIED BY: MICHAEL
MILLER, VICE PRESIDENT, COUNCIL OF THE AMERICAS, AND

- HERBERT K. MAY, ECONOMIST AND CONSULTANT, COUNCIL OF
THE AMERICAS

Mr. GEYEL N. My name is Henry R. Geyelin. I am the executive
vice president of the Council of the Americas, and with me on my
right is Mr. Michael Miller, vice president of the council, and on my
left Mr. Herbert K. May, who is an economist and consultant for the
council. These two gentlemen are assisting ine on any questions that
may come up.

r appreciate very much the opportunity to appear before this
committee to discuss the proposed Trade Reform Act of 1973.

The structure of the U.S. trade policies, particularly as they per-
tain to Latin America, is of considerable concern to the Council of
the Americas, an association of approximately 200 corporations
which account for some 90 percent of all U.S. private investment in
Latin America. We consider it important that the trade between the
United States and Latin America be as large as possible.

The net direct benefits of such trade are important to both the
United States and Latin America. In addition, such trade helps
promote sound social, cultural, and political relations, as well as
sound economic relations, between the United States and Latin
America.

The council therefore endorses the purposes and, in general, the
implemental provisions of the proposed Trade Reform Act. In par-
ticular, we encourage the Congress to grant the administration au-
thority to establish the proposed system of generalized trade prefer.
ences.

In 1968, the executive committee of the Inter-American Council
for Commerce and Production-CICYP---the principal business as-
sociation of the Western Hemisphere, recommended that the United
States and the other industrial countries adopt a system of general-
ized trade preferences for products of the developing countries, in-
cluding Latin America. The Council of the Americas, which repre-
sents the U.S. private sector in CICYP, joined in the sponsorship
and approval of that recommendation, and has reiterated its support
of that position on many subsequent occasions.

For the past several years, especially since early in the 1960's, the
economic policies of Latin American have been giving high priority
to the promotion of exports. The governments and the people of that
region recognize that their economic progress requires external re-
sources, including external capital, technological, and managerial
resources. However, they recognize that their economic progress de-
pends above all on their own efforts including their ability to obtain
the export earnings needed to pay fr the large amounts of external
resources-the petroleum and other materials, the intermediate prod-
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ucts, some of the capital goods, some of the durable and nondurable
consumer goods and certain services-that they need and cannot
expect to obtain through foreign investment and foreign loans.

Latin American exl)orts have increased. That increase amounts to
almost exactly 100 percent between 1958 and 1972. However, during
that same period. exports by the rest of the world increased 324
percent. So, whereas Latin Anmerica had accounted for 10.4 percent
of the world's exports in 1958, it accounted for only 5.3 percent in
1972. It is manufactured goods that have accounted for most of the
expansion in world exports.

Most of the developing countries, including those of this hemi-
sphere. have had great difficulty in breaking into the established
markets for manufactured goods The proposed extension of general-
ized trade l)references to those countries would give them an oppor-
tunity they need to increase their foreign exchange earnings, could
stimulate their industrialization, would encourage diversification of
their economies, and could accordingly accelerate their economic de-
velopment.

The United States has been relying on Latin Amexica to help meet
our energy. and other import requirements. Moreover, Latin America
has been an important export market. In general, our balance-of-
payments position vis-a-vis that region has been an important ele-
ment of strength in our worldwide position. Some of the important
facts in that regard, including certain facts that are not generally
known, are summarized below:

The U.S. balance of merchandise trade with Latin America has
been improving while it has been deteriorating with regard to the
rest of the world. During 1960-64, the United States had an average
annual deficit of about $25 million in its merchandise trade with
Latin America. During 1970-72, that had changed to an average
annual surplus of about $330 million. In 1972, the Latin American
countries accounted for 15 percent of all U.S. exports and 13 percent
of our imports.

Trade with Latin Amerka in manufactured products alone has
been overwhelmingly favorable to the United States, and increas-
ingly so. In 1966, the United States had a surplus of more than $2.6
billion in such trade and that surplus increased to more than $3.6
billion in 1971. These surpluses were offset by deficits of $2.7 billion
and $33 billion in 1966 and 1971, respectively, through trade in other
products, including, for example, coffee and petroleum.

In 1971, the last year for which comprehensive data are available
concerning trade in manufactured products alone, Latin America
accounted for 16 percent of our exports of manufactured products,
while it accounted for only 6 percent of our imports of such products.

Between 1958 and 1970, Latin America's total imports from the
United States increased b $2548 billion or 62 percent, even though
ts exports to the Unted States increased between those areas by on

$1.177 million-27 percent. In the same period, Latin America s
imports from the rest of the world increased by $3.959 billion, 57
percent, even though its exports to the rest of the world had in.
creased by $5.376 billion-96 percent.
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That is, the percentage increase of Latin America's imports from
the United States was actually somewhat larger than the percentage
increase of its imports from the rest of the world despite the fact
that the increase of its exports to the United States was very much
smaller than the increase of its exports to the rest of the world.

During the full 13-year period, 1958-70, Latin America incurred a
total trade deficit of $4.502 billion with the United States, as com-
pared with a total trade deficit of only $68 million with the rest of
the world. In fact, during each year of the 8-year period, 1963-70,
Latin America actually obtained a trade surplus with the rest of the
world while it was almost always incurring a very large trade deficit
vis-a-vis the United States.

The aggregate trade surplus Latin America had with the rest of
the world during 1963-70 amounted to $5.374 billion, and provided
more than enough foreign exchange earnings to enable Latin Amer-
ica to cover its trade deficit of $3.759 billion with tht United States
during those years.

What this demonstrates is the central fact that Latin America has
been using a larger amount of its earnings for imports from the
United States than has been true of other countries. That central
fact is an important element in the reasoning that has led us to the
conclusion that extension of the generalized trade preference to
Latin America is not likely to constitute a significant burden for the
U.S. balance-of-payments worldwide and might even help to improve
it. The effectiveness of the trade preferences is likely to derive in
large part from the competitive advantage that they will give to
Latin American products over the comparable products now being
sold to the United States by other countries. This will induce a shift
in the source but not in the total of U.S. imports. And since the
Latin Americans are more disposed than other countries to use their
dollar earnings to pay for imports from the United States, any shift
towards Latii America as a source of U.S. imports is likely to prove
advantageous to the U.S. exports.

Of course, we recognize that the effectiveness of the trade prefer-
ences may be reflected not only in a shift of import sources, but also
in an increase in import totals. It is accordingly reasonable that the
proposed legislation should contain necessary safeguards to prevent
any excessive increase in the total of U.S.. imports.

On the other hand, some of the safeguard provisions now under
consideration appear. unnecessarily restrictive. For instance, section
504 (c), which provides that preferences shall be not applied to an
article from a country that supplies 50 percent of the total value of
or a quantity more than $25 million of the U.S. imports of that
article during a calendar year, could- be modified by one or all of the
following four suggestions:

No. 1 by authorizing the President to restore the eligibility of an
article r duty-free treatment in subsequent years if imports of that
article fall below competitive need ceilings;

No. 2, by addition of an escalator clause whereby the $25 million
ceiling would be increased each year either by a percentage equal to
any increase of U.S. price levels, or, preferably, by some amount



1742

corresponding to that, increase of prices plus any increase of U.S.
real gross national product;

No. 3, by providing that eligibility would not be withdrawn, even
for 1 year, unless importation of the article in question has exceeded
both the $25 million limit and the 50-percent limit; and/or

No. 4, by increasing the $25 million limit to a substantially larger
figure.

One other thing that I would like to point out in section 502,
which provides that the President may designate an "association of
countries for trade purpose" as a "country" eligible for duty-free
treatment. under the proposed act. This 'could help any country
within the trading association by reducing or removing any eligibil-
ity impediment that might otherwise confront, it because of the
35-50-percent value-added requirement-sect ion 503.

However, this commendable objective might be frustrated unless it
is made clear in the proposed act that the $25 million, 50-percent
limit would not become applicable to members of a trading associa-
t ion collect ivelv.

The Council of the Americas believes that the proposed Trade
Reform Act could make a major contribution to the welfare of all
sectors of the American people, as well as to those of this country.
We sincerely urge its enactment.

Thank you.
Mr. BFST. Thank you very much for the fine statement. As you

know, Latin America is a group of very diverse countries with
different, levels of performance economically.

What are the major factors that explain'the difference of perform-
aice, say, of Brazil in the last. 3 or 4 years with, say, Brazil in the
early 1960's?

,Vr. GEYE:IANx. Let us say there are a variety of factors. I think the
discontent, or let us say horror, with the Political anarchy that
existed there before 1964, the fact that the country was really in very
dire straits and facing some truly large problems, suddenly there was
a congealing of, I would say, the Brazilian spirit-the Brazilian
people into a homogeneous mass. For the first time that seemed to
work. It was a psychological euphoria which is very difficultt to
explain. It seemed to gral). It is that point at which'one becomes
filled with a national pride and goes forward. There was definite
austerity imposed by Roberto Campos' concept of bringing the econ-
omy under control again, the type of austerity that you would have
to be pretty much (town in the mouth to accept.

The people accepted, saw immediate results and carried it forward.
I think most important , of course, you are asking for the difference

between the 2 years, the rial reason that Brazil has been able to forge
ahead so rapidly is because of its size and its incredible potential
wealth in human and natural resources.

Mr. BEST. Is there a marked relationship in the performance level
with the attitude of the government toward the private sectorI

In other words, could you show any correlation between, say, the
amount of foreign investment and the activity of the private sector
in Brazil and its recent performance as compared to its prior per-
formance, and relate that to other countries as well?
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Mr. GEYEUt. There is no question about it. The development
process requires a tremendous amount of available capital. As soon as
you encourage the inflow of that capital, primarily private, but also
government loans, you automatically increase the potential for de-
velopment. I certainly feel very strongly that, it has been their open
door policy vis-a-vis "all foreign capital which has created the rapid
expansion which has taken place.

fr. BEST. One final question.
Would you favor providing tariff preferences to any country

which imposes embargoes on exports of vital raw materials to the
United States?

Mr. GEYEI.A. That is a rather difficult question to answer. I would
say philosophically no, but it would depend on the circumstances. I
would hate to see punitive action taken in any form to solve a
situation. I do not think that it usually does solve it. I think it
creates positions and confrontation, rather than solutions through a
process and a convergence.

But I realize the political factors which may be involved in this. I
do not know whether you would like to add anything to that, Mr.
Miller.

Mr. AILLER. No.
Mr. BEST. Let me ask one other question. Several witnesses have

suggested that there might be some precedent in the oil situation for
other raw materials producers-bauxite, tin, et cetera.

Do you feel this is a possibility as far as any Latin American
countries are concerned, that they might form an export cartel in
products like copper, things we might be interested in?

Mr. GEYEIJIN. I frankly believe that the possibility exists. But I
find the possibility to be quite remote. You see, you have a different
problem with raw materials such as natural metals than you do with
oil. There are no substitutes in sufficient quantity for oil as yet. Also,
it was a major problem to get the OPEC nations together.

How many years did it take even on that one product?
When I think of having to pull together those countries exporting,

bauxite and those countries exporting copper-because you have to
consider the two together since aluminum can substitute for copper,
therefore you have two products that can be balanced off against
each other. Also, if you look at the list of the nations who happen to
be the prime exporters of these products, it seems pretty inconceiva-
ble that they could come to any political agreement of any kind. I
think the chances are very remote, although I think it will be tried.

Somebody said the other day, they had a meeting of all the banana
exporting nations saying they ought to up the price of bananas.
Somebody else pointed out that people are not going to stand in line
for hours for a banana.

Senator FANIMN. Thank you, Mr. Best. I am sorry I was not here
to hear your full testimony. As you know, we are voting, and they
are coming fast and furious this afternoon.

I was very interested in what you have had to say. I have just been
glancing at your statement. I understand you represent approxi-
mately 200 corporations accounting for some 90 percent of the pri-
vate U.S. investment in Latin America. You are associated quite

30-229-74-pt. -4 8
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closely with some of the programs, such as the tariff arrangements
that we have been talking about this afternoon, 807 and the 806.30 of
the tariff schedules.

What is your feeling with regard to those tariff provisions?
Mr. GE.YEi.,,X. My exposure to them and the problems involved

have been limited to the border industrialization program between
Mexico and the United States. Those are the two sections you are
referring to?

Senator FAX.N. We do have the same arrangements with other
countries.

Mr. GEYEII.N. In Taiwan?
Senator FAxN-IX. Some of the South American countries. You have

plants in Brazil, Argentina, I would think would also be involved.
Mr. GUYEII N. I do not think to the extent that the border countries

are.
Senator FN-IN. But this is a direct arrangement. But they still

would be involved because I do know of some manufacturers that are
in Brazil that do supply parts and equipment under this provision.

Mr. GEYILIN. Under the value added provision?
Senator FANNIN. Yes.
Mr. GEy'EL,-,. I do not know what percentage they are. I would

like to" ask Mr. May if he has some information on that question.
Mr. MAY. No, I do not have.
Senator FANxI.x. Are you involved to any extent with Mexico?
Mr. GFErYN.. Yes, indeed. 11We have a rather strong and active

Mexican-United States committee.
Senator FANRT.,-N. When you are speaking of 200 corporations, are

any of those in Mexico?
Mr. GWELTN. Oh, yes. A large number of them are.
Senator FANNIN. That is what I was wondering. Then you would

be very much concerned about this section 807 ?-
Mr. G~um.IN.'Very much. We feel it has been a very positive

development, not only for helping to solve some of the Mexican but
also U.S. unemployment problems. Although I have had many argu-
ments about this with the AFL-CIO, I have not yet been able to
find any documentation which shows anything other than the fact
that this has helped U.S. employment rather than hinder it. There
may have been what I will call job displacements as a result, but no
loss of jobs. All the figures we have seen would tend to show an
increase in U.S. employment as a result of the border industrializa-
tion program.

Senator FAIN, N. From a standpoint of what has happened along
the border of my State of Arizona, I know that is true. How
extensive it is, I am not sure of. But we are developing additional
information.

I would also be interested in what is happening as far as the other
Latin American countries, because I do feel that we do have a great
obligation to work with our neighbors in the Americas and I am
hopeful that we can better promote our relationship and trade rela-
tionship. I am concerned when I read some of your statistics as to
what has happened. I am wondering, you have given percentages
and have also given some definite amounts.
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Latin American exports increased 100 percent between 19&8 anct
1972. During the period, exports for the rest of the world increased
313 percent. Exports for the industrialized countries only increased
324 percent. Whereas Latin America accounted for 10.4 percent of
the world's exports in 1958, it only accounted for 5.3 percent in 1972.

But your exports were increasing, were they not?
Not percentagewise, but in dollar volume?
Mr. GEYELIN. I would like to turn that question over to Mr. May.
Mr. MAY. Latin American exports did increase substantially, yes.

They just about doubled in dollar value to the world as a whole. but
you realize, of course, that our only point here is they did not
increase nearly as much as the exports of the developed countries,
which recorded the really big increase in world exports, in both
absolute and percentage terms.

Senator FANNiN. I understand that. I do understand that percent-
agewise it has not been to the extent of the other countries.

Yc ur agricultural exports like soybeans have taken tremendous'
incre ise in just the last year.

Do you feel that that will continue?
Mr. MAY. I think so, yes.
Senator FANNIN. I just happen to have read an article about the

increase in soybean production and the production for the future. In
that article, the author of the article is very optimistic.

Mr. MAY. Brazil is one of those countries that is making a special
effort to do so. I think it will.

Senator FANNIN. As far as Argentina is concerned, how about the
export of livestock or meats ?

How has it been in the last year compared to prior years I
Mr. MAY. I am sorry, Senator, I cannot give you a confident

answer on that. I could And out easily for you.
Senator FAN;NIN. Are you active in Argentina ?
Mr. GE.YEuN. Yes, very definitely. As a matter of fact, many of

the members of the council, I would say probably about 25 percent or
more, have operations of some type in Argentina.

I would also add, last year Ido not believe that the beef exports
from Argentina went up a great deal because they had not redevel-
oped their livestock and they were having difficulty meeting internal
consi imption, which is an incredible amount, something like 1%
pound per person per day.

Senator FANNIN. I was just glancing at your statement to see if
there were any particular problems that you have that you feel are
most important as far as this trade legislation is concerned. I imag-
ine you have covered them with Mr. Best.

Mr. GEYELIN. The only things that I think I mentioned was that
part on section 504(c) which had the limitation or the restrictions on
the amount to be imported, and then, although I know this was not
intentional, I think it could be misconstrued that in section 502,
where two or three countries are contributing to an export, where
they can get an association of countries for trade purposes designa-
tion, that if the limitation is $25 million or 50 percent by all three of.
those Countries, then you are cutting out an awful lot of their
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potential exports whereas it should be part of the $25 million of each
country adding up to 75 percent.

Senator FAN NI X. It was (lone for a certain purpose.
Mr. GYEIN. It may not be the intent. I think it could easily be

clarified.
Senator FANNIx. Thank you very much, Mr. Geyelin. We cer-

tainly appreciate you being here this afternoon. We appreciate your
patience, and I hope that the ncinbers will-I know a great many of
then will read your testimony and will benefit by it.

Mr. GEYE mN. We very much appreciate the opportunity.
[Mr. Geyelin's prepared statement follows:]

,STATEMENT BY lIE.NSY R. GEVELIN, EXECUTIVE VICE PRESIDENT, CouxcrL OF Tils
AMFRICAS ON A (ENRALZED SYSTEM OF PREFERENC:E8 OF TIE PROPOSED TRADE
Rr:oVRM Ac'x oF 1973

Mr .Chairman and members of this distinguished committee, I appreciate this
opportunity to appear before this Committee to discuss the proposed Trade
Reform Act of 1973. -

The structure of the U.S. trade policies, particularly as they pertain to Latin
America, Is of considerable concern to the Council of the Americas, an
association of approximately 200 corporations which account for some 90 per
cent of all U.S. private investment in Latin America. We consider it important
that the trade between the United States and Latin America be as large as
possible. The net direct benefits of such trade are Important to both the United
States and Latin America. In addition, such trade helps promote sound social,
cultural, and political relations, as well as sound economic relations, between
the United States and Latin America.

h'le Council therefore endorses the purposes and, In general, the implemental
provisions of the proposed Trade Reform Act. In particular, we encourage the
Congress to grant the Adminstration authority to establish the proposed system
of generalized trade preferences.

In 198, the Executive Committee of the Inter-American Council for Corn.
mnbrce and Production (CICYP), the principal business association of the
western hemisphere, recommended that the United States and the other indus-
trial countries adopt a system of generalized trade preferences for products of
the developing countries, including Latin America. The Council of the Ameri-
cas, klch represents the U.S. private sector in CICYP, joined in the sponsor-
ship and approval of that recommendation, and has reiterated Its support of
that position on many subsequent occasions.

For the past several years, especially since early in the sixties, the economic
policies of latin America have been giving high priority to the promotion of
exports. The governments and the people of that region recognize that their
economic progress requires external resources, including external capital, tech-
nological, and managerial resources. However, they recognize that their eco.
miwime progress depends above all on their own efforts, -including their ability to
obtain the export earnings needed to pay for the large amounts of external
resources-the petroleum and other materials, the intermediate products, some
of the capital goods, some of the durable and non-durable consumer goods, and
certain services-that they need and can not expect to obtain through foreign
investment and foreign loans.

Latin American exports have increased. That increase amounts to almost
exactly 100 per cent between 1958 and 1972. However, during that same period,
exports by the rest of the world increased 313 per cent, while exports by the
industrial countries alone increased 324 per cent. So, whereas Latin America
had accounted for 10.4 per cent of the world's exports in 1958, it accounted for
oldy 5.8 per cent in 1972. It is manufactured goods that have accounted for
most of the expansion of world exports. Most of the developing countries,*
including those of this Hemisphere, have had great difficulty In breaking Into
the established markets for manufactured goods. The proposed extension of
generalized trade preferences to those countries would give them an opportu-
nity they need to increa. their foreign exchange earnings; could stimulate
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their industrialization; would encourage diversification of their economies; and
could accordingly accelerate their economic development.

The United States has been relying on Latin America to help meet our
energy and other import requirements. Moreover, Latin America has been an
important export market. In general, our balance of payments position vis-a-vis
that region has been an Important element of strength in our worldwide
position. Some of the Important facts in that regard, including certain facts
tlhat are not generally known, are summarized below:

(a) The U.S. balance of merchandise trade with Latin America has been
improving while it has been deteriorating with regard to the rest of the world.
During 1060-1964, the United States had an average annual deficit of about $25
million in Its merchandise trade with Latin America. During 1970-1972, that
had changed to an average annual surplus of about $330 million. In 1972, the
Latin American countries accounted for 15 per cent of all U.S. exports and 13
her cent of our Imports.

(b) Trade with Latin America In manufactured products alone has been
overwhelmingly favorable to the United States, and increasingly so. In 1966,
the United States had a surplus of more than $2.6 billion in such trade and
that surplus increased to more than $3.6 billion in 1971. (These surpluses were
offset by deficits of $2.7 billion and $3.3 billion In 1006 and 1971, respectively,
through trade in other products, including, for example, coffee and petroleum.)
In 1071, the last year for.which comprehensive data are available concerning
trade in manufactured products alone, Latin America accounted for 16 per cent
of our exports of manufactured products, while It accounted for only 6 per cent
of our Imports of such products.

(c) Between 1958 and 1970, Latin America's total imports from the United
States increased by $2,548 million, or 62 per cent, even though its exports to
the United States increased between those years by only $1,777 million $27 per
cent). In the same period, Latin America's imports from the rest of the world
increased by $3,959 million, 57 per cent, even though Its exports to the rest of
the world had increased by $5,376 million (96 per cent). That Is, the percent-
age increase of Latin America's Imports from the United States was actually
somewhat larger than the percentage Increase of its imports from the rest of
the world despite the fact that the increase of Its exports to the United States
was very much smaller than the increase of its exports to the rest of the
world. •

(d) During the full 13-year period, 1958-1970, Latin America Incurred a total
trade deficit of $4,502 million with the rest of the world. In fact, during each
year of the eight year period, 1963-1970, Latin America actually obtained a
trade 8urplus with the rest of the world while it was almost always incurring
a very large trade deficit vis-a.vis the United States. The aggregate trade
surplus Latin America had with the rest of the world during 1963-1970
amounted to $5,374 million, and provided more than enough foreign exchange
earnings to enable Latin America to cover its trade deficit of $3,759 million
with the United States during those years.

(e) However, there was a sharp change in the regional distribution of Latin
America's trading relationships during 1071 and 1972-a change that corre-
sponded closely to the basic change that took place in the United States'
worldwide trading relationships In those years and that was probably infiu-
enced by some of the same factors, including particularly the Increasingly
inappropriate foreign exchange values of the U.S. dollar and the Latin Amerl-
-can currencies that were in practice tied to the dollar. For while Latin
America incurred a trade deficit aggregating $1,802 million vis-a-vis the United
States during 1971 and 1972, it incurred a much larger trade deficit, aggregat-
ing $8,696 million vis-a-vis the rest of the world. It will be recalled that in 1970
the U.S. had a small trade surplus ($462 million) with the other developed
countries of the world, but that it had then experienced a trade deficit with
those countries of $3,611 million in 1971 and $6,517 million in 1072. Latin
America's trading position with those same countries deteriorated In much the
same way: from a small surplus in 1970 ($32 million) to a deficit of $1,262
million in 1971 and $2,032 million In 1972.

It is accordingly evident that the United States has been very fortunate In
its trading relations with Latin America since 1958. However, some concern
must he expressed over the deterioration of those relations from the Latin
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American point of view. For the percentage of Latin America's total exports
that has been purchased in the United States has been steadily declining,
having amounted to only 84 per cent during 1969-1972, as compared with 44
per cent in 19G8. To be sure, this does not reflect any decline In the dollar
value of Latin America's exports to the United States. On the contrary, those
exports were 32 per cent higher during 1009-1972 than In 1958. Nevertheless, it
is significant that Latin American exports to the rest of the world increased by
99 per cent over that period. Moreover, part of the Increased dollar value of
the region's exports was offset by the 19 per cent increase of U.S. wholesale
prices during those years. In terms of purchasing power, Latin American
exports to the United States had increased by 11 per cent while the increase to
the rest ofthe world was 07 per cent.'

Of course. Latin America's well-being, Including its economic development,
was promoted by the expansion of its exports to all foreign markets. On the
other hand, the fact that the expansion took place predominantly in countries
other than the United States may have contributed to the weakening of the
economic, psychological, and political relations between that region and the
United States. Moreover, that weakening has unquestionably been enhanced by
the fact that since mild-1iJ71 the European Economic Community and Japan
have been extending import preferences to the manufactured products of the
Latin American and other developing countries, while the United States has
not done so despite the official endomement it has given to such measures since
1907. It Ishardly surprising that the public and the governments of L.atin
America have manifested increasing irritation over this evidence that the
European community and Japan---countries whose markets for Latin American
products have for several years been growing much more rapidly than the U.S.
market-are disposed to increase the accessibility of those markets, while the
United States has so far shown no such disposition other than through
pronouncements of good Intent.

The extension of generalized trade preferences to Latin America is not likely
to constitute a significant burden to the overall U.S. balance of payments.
Three factors should be noted in this respect: First, the effectiveness of the
tariff preferences will probably derive in large part through strengthening the
competitiveness of Latin American products vis-a-vis the comparable products
of developed countries; this would constitute a shift in the source, but not the
total, of 17. S. imports. Rceond, while all countries use part of their dollar
export earnings to pay for Imports from the United States, the percentage of
the total earnings used [i tis way Is much larger in Latin America than In
thi deveilopel co)untries; therefore, total U.S. exports will be promoted Insofar
as Latin Anerlca replaces the developed countries as a source of U.S. Imports.
And, of course, third, the proposed legislation would contain necessary safe-
guards to prevent any excessive increase in the total of U.S. imports that
might result from the tarif' preferences.

In this connection, it appears that the proposed legislation calls for some
safeguards that are unneees.,arily restrictive and we request that consideration
be given to the following observations:

1. Sow,. 604(c) of the proposed Act provides that, unless the President
determines the contrary to be in the national interest, he must withdraw the
eligibility of any article for duty-free treatment when Imports of that article
from a developing country in any calendar year have exceeded $25 million or
have equalled or exceeded 50 per cent of the total imports of that article into
the United States. It seems at least possible that this provision, as presently
worded. might very largely vitiate a principal purpose of preferences: to
eneournae industrial development in the developing countries and Improve their
acee..s to the markets of developed countries. The national investment neces-
sary for this purpose might he deterred unless the present wording is revised
lit one or nil of four different respects:

a. by authorizing the President to restore the eligibility of an article for
duty-free treatment in subsequent years if imports of that article fall below
competitive need ceilings;

IThe maJor itnlhirevs for the itntistlet nrestented In this state nent are: the Rurrr. of
(',irrent f1lm*1Pwae, the U1nited Nntlon's YonthJly RilletlIe at Stat etir*. the Jnternationnl
.,fnenrv Fund's annual Direction of Trade, ant) fli U.S. Commerce Department's annual
repnrtc eone,,rnlnor detailed Imports and exports (VT 210 and PT 610).
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b. by adding an escalator clause whereby the $25 million ceiling would be
increased each year either by a percentage equal to any increase of U.S. price
levels or, preferably, by some amount corresponding to that increase of prices
plus any increase of U.S. real gross national product;

c. by providing that eligibility would not be withdrawn, even for one year,
unless importation of the article in question has exceeded both the $25 million
limit and' the 50 per cent limit; and/or

d. by increasing the $25 million limit to a substantially larger figure.
2. Sec. 502 provides that the President may designate an "association of

countries for trade purpose" as a "country" eligible for duty-free treatment
under the proposed Act. This could help any country within the trading
association by reducing or removing any eligibility impediment that might
otherwise confront it because of the 35-50 per cent value-added requirement
(See. 503). This is a commendable objective. However, the Latin American
delegates to the Conference of the Inter-American Economic and Social Council
in Quito, Ecuador in March 1974 expressed serious concern over the fact that
this objective might be frustrated-that is, that membership In trading associa-
tions might actually be discouraged-because the $25 million/50 per cent limit
would then become applicable to the members of the trading association
collectively, under Sec. 504(c). The Latin American concern seems well
founded, and it is hoped that the present wording can be modified so as to
respond to that concern.

The Council of the Americas recognizes, of course, that the proposed system
of generalized trade preferences will be helpful to Latin America only insofar
as those countries pursue the policies that will enable them to take advantage
of the preferences, including appropriate policies with respect to import substl-
tution, exchange rates and exchange controls, fiscal and monetary measures,
foreign investments, etc. . . . However, assuming the appropriate policies, the
generalized trade preferences could lead not only to the national economic
progress discussed above, but also to a strengthening of economic integration
among the Latin American countries. For an increase of industrial production
and productivity could enable the various countries to sell to one another at
lower prices. An expansion of sales in the U.S. market would increase the
readiness of the manufacturing companies now in the area to accept the
competition of other manufacturing companies now in the area. In addition, the
marketing experience to be gained by participating in the U.S. market could be
very helpful in improving present intra-Latii American marketing practices.
Finally, the internal measures that would help the Latin American countries
take advantage of the U.S. preferences-including, for example, the achieve-
ment of greater monetary stability-would also be helpful in providing the
general economic framework necessary for development of. the Latin American
common market.

To summarize: The Council of the Americas believes that enactment of the
proposed Trade Reform Act of 1973 which would include a generalized system
of preferences, would constitute an important step toward promoting many of
the objectives in which, by good fortune, there is a clear convergence of the
best interests of both the United States and Latin America.

Senator FANxsiN. I understand we have Mr. Bart Fisher.
You are with the International Marine Expositions, Inc.I

STATEMENT OF BART FISHER, COUNSEL, INTERNATIONAL MARINE
EXPOSITIONS, INC.

Mr. FISHER. My name is Bart Fisher. I am with the Washington,
D.C. law firm of Patton, Boggs & Blow. Mr. Thomas Boggs, who was
scheduled to be here with me, had a schedule conflict, and could not
attend this hearing, which he regrets.

I am here speaking as counsel for International Marine Exposi-
tions, which is a corporation composed of over 600 manufacturers of
recreational boats, marine engines and marine accessories. I am here
in other words, on behalf of the U.S. recreational marine industry. I
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appreciate the opportunity to talk with you about the Trade Reform
Act of 1973.

Let me say, at the outset, that the pleasure boating industry
generally supports the Trade Reform Act of 1973. We believe that it
is soundlegislation that call lead to a more open world economy. We
believe, that a good trade bill should do three things for the Vnited
States. First, a good trade bill should give to the President the
powers needed to negotiate away tariff and non-tariff barriers to
trade., so we can have access to foreign markets for the goods that we
want to export, from the United States.

Secondly, a good trade bill should contain measures to ameliorate
sharp dislcations caused by the importation into the United States
of foreign products: and thirdl-

Senator FAN-NIN. I am sorry to interrupt, but Senator Hansen will
e here. Lie agreed to vote and come over immediately, so-he will be

here very shortly, if you could just await his arrival.
At. the time he cones back. you can proceed. I apologize.
rA. brief recess was taken.]
Senator H (presiding). Please proceed, sir.
Mr. FisHnR. I just started my statement.
I am speaking to you on behalf of International Marine Exposi-

tion, which is representing the pleasure boat industry, and I was just
beginning to say that I think that the Trade Reform Act of 1973
should do three things for the United States. First, it should assist
the United States in obtaining access to foreign markets. Secondly, it
should help to contain the sharp disruptions caused by excessive
foreign imports into the United States. Thirdly, a good trade bill
should help the United States to obtain access to needed Joreign
supplies. Our comments will e directed to these three categories.

With respect to access to foreign markets, we support title I of the
Trade Reform Act, which would give the President the authority for
5 years, to enter into trade agreements with foreign countries on
tariffs and non-tariff barriers to trade. We believe, based on our own
experience, that. the key problems United -States industry will be
facing in the ears ahead are in the non-tariff area. We have suffered
from nontariff trade barriers such as discriminatory taxes, customs
entry procedures, and (liscriminatory standard procedures. These are
barrie s that are very subtle, but nonetheless terribly important for
tho U.S. boat. industry.

We have had substantial difficulties in the area of nontariff trade
barriers with @Japan in particular. The main problem- is with the
concept. of national treatment. In the United States we give effective
national treatment. That is to say, we treat foreigners selling into
the United States the same way as we treat U.S. citizens, for pur-
poses of applying the, boat safety standards, for example. This is not
the case in ,Japan. In Japan, we have found a myriad of obstacles
that effectively blunt national treatment. We have found, for exam-
ple, that U.S. manufacturers must turn over their plans and specifl-
cations for boat engines, which is really proprietary information, in
order to get the product into .Tapan. This is a problem. We also have
found that boat engines have to be uncrated at the port of entry, and
tested before they can enter into Japan. This adds $50 to the cost of
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each engine. In Japan, if they do this off the assembly line, they do
- not pay that sum; there is not, then, effective national treatment in

Japan. As a result of this kind of harassment of U.S. exporters
trying to sell boats to Japan, we have only exported, in the year
1971, 558 units of pleasure craft to Japan, which is valued at $800,-
000. This is obviously a miniscule sum, and not nearly commensurate
to what we ought to be moving into the market in Japan.

So, we think that what trade negotiations should do is negotiate
access to foreign markets by moving on this problem of safety
standards, as an example; and that we should, in this round of trade
talks, negotiate a code on safety standards. It would be based on the
principles of national treatment, harmonization of standards, recog-
nition of foreign tests, and a sophisticated system of liability man-
agement that would insure that you could sue one or more of the
people making defective products moving into your country. And we
think that separate negotiations should take place for each product;
therefore, for boats, for example, you would have one annex to a
general code on standards; for pharmaceuticals another.

Needless to say, this is a very complicated arrangement. I am
foing into it in some detail in order to relate it- to the trade bill,
because this is what you are going to have to deal with. The trade
bill, as it is written, grants nontariff trade barrier negotiating au-
thority in the familiar vernacular of multilateral negotiations, based
on the most-favored-nation principle. Under the most-favored-nation
principle, if you give a tariff cut to country A, all other countries
obtain the benefit of this reduction. We believe this is highly inap-
propriate for some nontariff trade barrier agreements. It just does
not work in areas such as safety standards and government procure-
ment, and should not apply. The benefits Of these agreements should
not apply to those countries that do not accept the obligations of that
arrangement; and, the way the trade bill is presently written, you do
not have the nontariff trade barrier negotiating authority not to
make the benefits available to everybody.

Now, the House Ways and Means Committee report makes it clear
that only the most-fa;ored-nation kind of application is meant by
the bill. This is a fundamental mistake, and Professor Gardner
alluded to it this morning. He was not sure of the bill's draft. I have
gone through it carefully with the STR's office, and they agree that
this is a problem. So, I think that this should be remedied when you

- draft the bill.
Having said that we want this kind of non-MFN negotiating

power with respect to nontariff trale barriers, let me reiterate our
support for the sector principle of trade negotiations. We believe
that substantial progress can be made within the sector approach.

Our second major concern is with the excessive importation of
foreign products into the United States, or the safeguard system in
title II of the trade bill. We believe that there should be 'a viable
safeguard system designed to move against excessive foreign imports.
We have had a serious problem with respect to excessive imports in
the boat industry. Japan in 1968 had 7 percent of the U.S. boat
market. N ow ithas 19 percent of the market. So we have experienced
this problem. We have experienced difficulty in trying to get relief
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with the escape clause, which requires a link to prior tariff conces-
sions as the reason for increased imports into the United States. This
is an impossible condition. to prove. You cannot prove that the
increased imports are due in major part to tariff concessions. And
you certainly cannot prove that the harm involved is related to the
most recent set of tariff concessions, as opposed to the aggregation of
all prior tariff concessions. It has been earlyy impossible to establish
this link to prior tariff concessions, which has resulted in negative
determinations of 18 out of 25 escape clause cases. This link to prior
trade concessions should be eliminated from the trade bill.

Finally. we believe that a trade bill should address the problem of
access to foreign supplies. Now, the boating industry, which manu-
factures boats of fiberglaso-reinforced plastic, or FRP, which is com-
posed primarily of polyester resins, is in deep trouble because of the
critical shortage of petrochemical feedstocks and finished chemicals
required for the fabrication of the resins. In short, we cannot get the
petrochemicals that we need to make our fiberglass boats.

Our parent trade associations, the Boating Industries Association,
and the National Association of Engine and Boat Manufacturers,
have informed us that over 49 percent of their members have had
trouble getting resins. They cannot get adequate supplies. Forty
percent of those answering their surveys have had layoffs or shut-
downs as the result of raw material shortages. Domestically, we feel
that a new set of policies should be pursued, such as allocation of end
uses of available petroleum and petrochemicals. On the export Bide,
the trade bill should look to this problem of access to foreign supplies
as well.

In summary, we hope that the trade bill will assist in obtaining
access to foreign markets, containing excessive imports of foreign
products into the United States, and insuring access to needed sup-
plies for the United States. If it does these things, it will be a good
bill and will serve the national interests of the United States. Thank
you very much.

Senator H'ANsEN. Mr. Fisher, thank you very much for your testi-
mony. As I am certain you already have been advised, your entire
statement will be printed in the record.

[The prepared statement of Thomas 1I. Boggs and Bart S. Fisher
follows:]

SUMMARY OF TF.STIMONY OF INTERNATIONAL M [ARINE EXPOSITIONS, IN0.

1. International Marine Expositions, Inc., generally supports the Trade
Reform Act. of 1973 as drafted by the House Ways and Means Committee.

2. Title I of the Trade Reform Act of 1073 should be amended to clarify the
negotiating ipowers of the President with respect to nontariff barriers to trade.
81cfleally, the President should be empowered to negotiate agreements on
nontarifY barriers to trade on a nonmultilateral basis that do not apply to the
products of all foreign countries. The Trade Reform Act of 1978 should
recognize that the Most-Favored-Nation principle, while useful in the area of
tariff negotiating authority, may not be useful in negotiating on nontariff trade
barriers. Many nontariff trade barrier agreements, including those on safety
standards. should not confer benefitS on countries who do not undertake the
obligations of (he agreement.

3. International Marine ExposItIong, Inc. supports the negotiation within the
General Agrtment on Tariffs and Trade (OATT) of an agreement on safety
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standards. An agreement based on the general principles of national treatment,
harmonization of safety standards, recognition of the tests of other countries,
and liability management should be negotiated. Agreements on specific products
should be added to the general agreement as annexes.

4. International Marine Expositions, Inc. supports Title I, which deals with
fairly-priced foreign imports. A viable "safeguard" system, based on the causa-
tion and Injury criteria drafted by the House Ways and Means Committee,
should be adopted.

5. There should be equality of tariff treatment for boat imports in the United
States and Canada, as opposed to the burdensome tariffs presently levied on
pleasure boats by the Canadian government. There is equality of tariff treat-
nient for automobiles and snowmobiles under the United States-Canadian
Automotive Products Agreement of 1965. We feel that there is no rational basis
oqn which to make a distinction between boats which are not covered and other
transportation equipment which Is covered by the accord.

TESTIMONY OF INTERNATIONAL MARINE EXPOSITIONS, INc.
Mr. Chairman; my name is Thomas H. Boggs, and I am appearing today as

Counsel for International Marine Expositions, Inc., a corporation composed of
over 00 manufacturers of recreational boats, marine engines and marine
accessories. I am accompanied by Bart S. Fisher, an associate In my law firm
in Washington, D.C. We appreciate the opportunity to testify on behalf of the
recreational marine industry in favor of the general provisions and objectives
of the Trade Reform Act of 1973 (TRA). Our Industry has a major stake In
the world economy. In 1971, $3.6 billion was spent by Americans for marine
equipment and services; 0 million recreational boats were in use of American
waters; and 45 million Americans- went boating. In 1971, 495,000 outboard
motors were sold in the United States, with a retail value of $302.8 million,
and 278,000 outboard boats were sold, representing retail dollar sales of $189
million. The exports of pleasure boats In 1970 were almost $28 million, and
imports of pleasure boats into the United States were over $35 million.

International Marine Expositions, Inc., supports the Trade Reform Act of
1973. It comes before this Committee as part of an industry that has been
hampered by the presence of tariff and nontariff barriers abroad. While we
appreciate the recent concern of the Committee with the problem of access to
scarce supplies for the United States, we view the TRA as a vehicle that may
assist in obtaining greater access to foreign markets for the products that we
would like to export. We wish to make it clear that we believe the marine
industry would benefit from a more open and equitable world trading economy.
On the other hand, we believe that a strong "safeguard" system should
accompany further liberalization of imports for the United States. Thus, We
%ill direct our comments on the TRA to Title I, which deals with authority for
new trade negotiations, and Title I, which deals with relief from disruption
caused by fairly priced foreign imports (the "safeguard" system). Secondly, we
believe that there should be equality of tariff treatment for boat imports in the
United States and Canada, as opposed to the burdensome tariffs presently.
levied on pleasure boats by the Canadian government. There is equality of
tariff treatment for automobiles and snowmobiles under the United States-
Canadian Automotive Products Agreement of 1965. We feel that there is no
rational baI.,s on which to make a distinction between boats which are not
covered and other transportation equipment which Is covered by the accord.

AUtPIhORITY FOR NEW TRADE NEGOTIATIONS: TITLE I OF TIlE TRADE REFORM ACT
International Marine Expositions, Inc. believes that the negotiating authority

for a new round of trade talks within the General Agreement on Tariffs and
Trade (GATT) Is the most important part of the trade bill for the Administra-
tion. We recognize that the tariff-cutting authority of the President expired on
June 30, 1967, and that no meaningful round of trade talks can be carried on
iy the United States without a new delegation of negotiatinga authority by the
Congress. Accordingly, we support the concept of a five-year delegation of
authority from the Congress to the President to enter into trade agreements
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with foreign countries. We believe that the Executive should have the author-
ity to modify tariffs downward as lie determines to be necessary, and upward
to levels not above 50 percent of tariff levels presently prevaliig. Most
imporlantly, the delegation of negotiating authority In Title I should cover
noniarl ffbarriers to trade (NTB's). Our industry, like many others, has
discoverel that the key barriers to trade now that tariffs have been reduced in
inany markets are NTB's such as discriminatory taxes, cu.,O'onis entry proce-
dlures, and diserlininatory standards procedures.

lt us give you an example of the type of NTB that has limited our ability
to sell ili foreign markets, the problem of standards for safety for pleasure
craft. In the United States, the burdens that apply for boat safety are no
different for a domestic or a foreign manufacture of pleasure craft, either In
design or in the implementation of our laws. In other words, under the
terminology of the OAT'r. the United States provides effective "national"
treatment by treating foreigners selling into our market i1W the same manner as
i.8. citizens selling into the domestic market. In Japan, where our industry
hais had a difficult time gaining entry to the local market, a far different
situation exists. In order to Import boat hulls or engines into .lapan, i
preliminary Inspection system Is applied, which entails the inspection of -a.
prototype of the engine desired to be Imported into the country. In practice, the
Japanese Government requires the submission of plans and specifications of the
boat equipment imported into Japan. The Inspection of the prototype and
blueprints of equipment involves turning over to the Japanese Government
proprietary trade secrets which, understandly, many U.S. manufacturers are
reluctant to do. As a result, several U.S. boat manufacturers have decided to
not export to Japan rather than divulge such information. Japanese boat
manufacturers must also submit prototypes for model approval by the Govern-
utent, but, in view of the extremely close relationship that exists between
Japanese business and the Japanese Government, it is not unreasonable to
assume that domestic proprietary information Is treated more carefully than
such information from U.S. exporters. A second part of the preliminary
Inspection system In Japan is the uncrating of U.S. engines and application of
tank tests before such engines may be placed In the flow of Japanese com-
merce. Several U.S. manufacturers have complained about the delays that are
frequently encountered In obtaining Inspectors to perform such tests expedi-
tihusly In Japan, and the extra cost (about $50 per unit) of such tests.

Partially as a result of the discriminatory design and application of Japa-
nese boat safety standards, and partially as a result of the 7.5 percent tariff
coupled with a 40 percent commodity tax on pleasure boats over 20 feet in
length. UI.S. sales of pleasure boats into Japan's market have been miniscule.. In
19I, the United States exported only 558 units of pleasure craft to Japan,
valued at $808,407. This is a particularly small sum in view of the fact that
Japanese dealers freely state that American motor-boats have the best sales
potential in Japan. Despite somewhat higher prices, American boats appeal to
Japanese consumers because of their appearance and performance, and are
small enough to transport overland and to house in their multistoried facilities
at local marinas.

What can e done about standards In the forthcoming round of trade
negotiations under the TRA? Quite a lot, we believe. We recommend a four-
point GATh' code on safety standards to complement the current treaty
framework of the organization.
1. National TreatmeNt

Present Article -X of the GATT provides only that safety standards may
not lie apllled In a manner that would be arbitrary or unjustifiable In terms of
discriminating against Imported products, or a disguised restriction on Interna-
tional trade. In other words, safety standards affecting foreigners are permissi-
ble where the restrictions do not hurt trade more than is necessary to achieve
the desired domestic goal. A tighter definition of national treatment in needed
In the new GATT standards code. It must be made clear that Imported goods
are to lie treated in the same manner as domestic goods. The new (lATT' code
should provide that, after a transition period, no nation shall directly or
indirectly Impose health, safety, or standardization requirements on imported
goods that are more severe than those imposed on domestically-produced goods.
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2. Harmonization of Standards
A new international organization should be established to negotiate product

and process standard harmonization, by unanimity or by qualified majority.
The institution should also be empowered to establish minimum standards for
environmental and safety protection during the manUfacturing process and
permit the application of specified trade adjustments to compensate for manu-
factures that fail to meet such minimum standards. The approach of with-
drawal of trade concessions suggested by the Administration with respect to
the denial of scarce foreign supplies should also be considered in the safety
standards area, which, in the long run, may be as great a deterrent to free
trade as self-denying restraints on trade.

Harmonization of standards is important for two reasons. First, It would
lend to eliminate the multiplicity of standards that plagues the international
trading system. Volkswagen, for example, must manufacture ten different
models to satisfy national safety requirements. Secondly, harmonization of
standards would tend to eliminate the problem of domestic In-process testing.
For example, all compressed gas cylinders transported In the United States
must be testing during the course of manufacture in the United States, a
requirement that is obviously impossible for foreigners to comply with. France
has a similar in-process testing requirement for pharmaceutical products. To
the degree that harmonization of standards Is present, it can be seen that the
problem of domestic in-process testing becomes more of a non-issue. If all
countries have the same standards for testing, there is less justification in
demanding that such in-process testing take place domestically. It should be
possible to use expert panels, or members of the code organization to formulate
desirable testing standards.

While an indentity of national safety standards will probably be impossible
in some areas, a waiver system accepting "comparability" of standards could be
established. The code should provide that national standards in the safety field
should be promulgated with adequate publicity, that public consultation proce-
dures be available, and that a reasonable delay period be allowed to permit
citizen input.
3. Reoognition of National Testing

The code should provide for recognition of In-process tests and chemical
analyses performed in all countries. The code should make it clear that
products tested and approved during the course of manufacture in one country
should be accepted without further testing by another country. Certificates
granted for the successful completion of tests and chemical analyses would be
accepted without reservation by the importing country.

Compliance with in-process testing standards should be monitored by interna-
tional inspectors supplied by the GATT or a "neutral" international organiza-
tion; the monitoring organization could check compliance by testing samples
provided by thb manufacturer, or inspecting the manufacturer's operations
during the course of manufacture. It would not seem prudent to leave the task
of monitoring to national authorities, who might have a vested interest in
encouraging the exportation of their nation's products to Improve the balance
of payments or for other reasons.
. LiabiUt Monagement

A sophisticated system of liability management should be provided In the
code to insure that all citizen losses resulting from defective foreign products
are compensated as rapidly as losses from domestic product defects.
5. The GATT Standards (lode and the Trade Reform Act ol 1978

We have gone into some detail on our view of the desirable shape of a GATT
code on standards in order to suggest some refinements in the Trade Reform
Act of 1978. Our view is that any GATT1 standards code would have two parts.
The first part would be general provisions containing the principles described
above of national treatment, harmonization of standards, recognition of na-
tional testing, and liability management. The second part would be annexes for
each product covered under the pact. Boat safety provisions would, then, be an
annex to the more general pact, as would, e.g., pharmaceuticals.

When each annex is negotiated, it would seem that the more nations that are
involved, the more successful such a pact would be. Nevertheless, even a two.
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member pact could be successful, and the TRA should be altered to take
account of that possibility. The nontariff barrier negotiating authority granted
in section 102 of tie TRA is written In the traditional terminology of multi-
lateral trade negotiations, and the Ways and Means Committee report explic-
Itly states that: "The authority granted in section 102 is not intended to be an
additional grant of authority for the President to extend the benefits of trade
agreements on less than a nondiscriminatory basis." We believe that the TRA
should be "opened up" to provide for a cross-network of bilateral standards
mn(gotlatiols, in addition to the overall negotiation on the general principles
themselves.

Upon reflection, It can be seen that the additional bilateral authority
suggested would expand the IHwssibilitles for meaningful negotiations on stand-
ars. A series (of discussions, each dealing with one annex to the pact, could
simultaneously be conducted In order to obtain the maximum mileage in ternis
of trade-offs. The United States, for example, could agree to give up Its
requirements on In-process testing for compressed gas cylinders in return for
concessions ly -Japan on boat safety.

In addition to siclfic bilateral authorities, It may be useful for the Commit-
tee to provide guidance for our trade negotiators In a Committee Report on
which NT1's should le given priority in negotiations, and what procedures
such TB agreements should establish.

We recognize that working out a formula for Congressional oversight in the
area of negotiation on non-tariff barrier accords is both essential and inordi-
nately difficult. The President must have a mandate to negotiate, and the
congresss muist have an opportunity to check on the results of its delegation.
We believe that the TRA has an adequate oversight process In Title I. The
need for an accommodation on Congressional oversight is imperative, due to
the fact that the number of NTB's is so vast that it would probably be
impos.iLble to frame a delegation with adequate standards in advance.

TIIE SAFEOUARD SYSTEM: TITLE II OF THE TRADE REFORM ACT

Intermlional Marine Expositions, Inc. also supports Title II of the TItA,
which deals with relief caused by disruption from sudden surges in foreign
imaprts. We believe that the other side of the coin from liberalization of world
trade barriers is the ability to moderate difficult adjustment to foreign imports
through a viable "safeguard" system. The pleasure boat industry itself has
experienced difficulty in containing the growth In foreign boat imports into the
ITS. market. The ratio of foreign imports to apparent consumption in the
pleasure boat market in the United States has risen from seven percent in 1068
to nineteen percent in 1972 (based on value). Accordingly, we support a
permanent delegation of authority to the President to protect U.S. industries
from foreign Imports that are a "substantial" cause of "serious" Injury or
threat thereof. We support the major changes which have been effected in the
criteria for import relief in the safeguard system, especially the elimination of
the link to prior tariff concessions as the required cause for the increased
foreign Imports. This change is Justified because it is difficult to separate out
the reason for an increase in foreign imports.-Also, it was never clear whether
it was equitable to accumulate very old tariff concessions, or, merely to look at
the most recent set of tariff concessions. At present escape clause relief is
practically non-existent, largely because of the difficult causation criteria-
changes to "open up" tie import relief mechanism for U.S. producers should be
enacted to ease the adjustment difficulties of import-impacted industries.
Loonotnto Factors in the United, State8-Canadian Boat Market

We recognize that the focus of these hearings is the Trade Reform Act of
1978 and other bills relating thereto. We believe that this may, however, be an
appropriate forum to express our views on certain economic factors In the
United States-Canadian boat market. Our basic view is that pleasure boats
should lie granted more favorable treatment by Canada. There are three
reasons for our position. First, it is conceptually impossible to distinguish
between on-the-road transportation vehicles which have tariff equality under
the United States-Canadian Automotive Agreement and off-the-road transporta-
tion such as boats. All transportation vehicles should be treated in the same
manner. Secondly, equality of tariff treatments by Canada would substantially
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Improve the U.S. trade balance. Our trade balance with Canada has detero.
rated since 1965, due in large part to the United States-Canadian Automotive
Products Agreement of 1965. During the period 1954 through 1904, prior to the
Agreement, the United States' favorable automotive trade balance with Canada
averaged slightly over $400 million per year. Depending on how the trade
balance Is measured, It would seem that U.S. exports are now approximately In
equilibrium with U.S. imports under the accord.-Our overall balance of trade
deficl4 with Canada last year was $2.5 billion. We believe that our trade
posture with Canada could be improved by equality of tariff treatment in the
area of boats. Presently, there is a large deficit In the balance of trade in
,pleasure boats between the United States and Canada. In 1970, 14 percent of
overall U.S. pleasure boat exports went to Canada. In the same year, however,
the United States imported 26 percent of its overall boat imports from Canada.
In dollar terms the deficit in the balance of trade in pleasure boats with
Canada was $5.5 million. The reason for this trade imbalance can be traced
largely to the differing tariff structures of the two countries. Our tariff on
pleasure boats is only 4 percent ad valorem on boats not over $15,000, and 10
percent ad valorcin on boats over $15,000. The Canadian tariff on pleasure
boats, regardless of price, is 17.5 percent. By providing equality of tariff
treatment between the United States and Canada we would be greatly expand-
ing export opportunities into Canada by U.S. boat manufacturers.

SUMMARY

In summary, International Marine Expositions, Inc. supports the Trade
Reform Act of 1973. We believe that Title I can be improved by the addition of
bilateral NTB authorities, and hope that the<safeguard" system of Title II for
U.S. businesses and workers Is adopted in its present form. Moreover, we
propose that equality of treatment be sought in the United States.Canadian
boat market by adjusting the United States and the Canadian tariffs on
pleasure boats to the same levels. We can see no reason to distinguish between
pleasure boats and other transportation equipment granted equality of treat-
ment by the United States-Canadian Automotive Products Agreement of 1965.

Senator HAzNsE. We appreciate your presence here today, and we
thank you for the contribution that you have made.

Mr. FISHE. Thank you very much.
Senator H-ztsz.. The subcommittee will stand in recess until 10

o'clock tomorrow morning.
[Whereupon, at 8:50 p.m., the subcommittee recessed, to reconvene

at 10 a.m., Thursday, April 4, 1974.J
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