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TRADE POLICY LEGISLATION
(Market Opening Proposals)

WEDNESDAY, JULY 22, 1992

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

The hearing was convened, pursuant to notice, at 10:00 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Moynihan, Baucus, Rockefeller, Daschle,
and Grassley.

[The press release announcing the hearing follows:]

[Press Release No. H-38, June 29, 1992}

FINANCE COMMITTEE 170 EXAMINE PENDING TRADE BILLS, BENTSEN ESPECIALLY
INTERESTED IN MARKET-OPENING MEASURES

— ——-WASHINGTON, DC—=Senator-Lloyd Bentsen, Chairman of the Senate Finance Com-- -

mittee, Monday announced a series of hearings on the state of U.S. trade policy and
the merits of pending trade legislation.

The hearings are scheduled for 10 a.m. on Wednesday, July 22, and Wednesday,
July 29, 1992 in Room SD-215 of the Dirksen Senawe Office Building.

“I've called these hearings to examine the state of U.S. trade policy today and ask
what Congress’ role should be in pressing our trade policy objectives forward. As
Chairman of this Committee, I have worked to make trade policy a number one pri-
ority for this country—just as it is for our competitors,” Bentsen said.

“The House Ways and Means Committee has approved trade legislation that the
full House will probably take up shortly. At the same time, the Administration con-
tinues negotiations in the Uruguay Round and on a North American Free Trade
Agreement,” Bentsen said.

“In these hearings, we will examine more closely some of the proposals that are
actively under discussion this year. We will be particularly interested in looking at
the pros and cons of different measures designed to open foreign markets to U.S.
exporters, such as Super 301.”

Bentsen said topics will include various initiatives aimed at opening foreign mar-
kets to U.S. exporters, such as Super 301, Special 301, and sectoral trade proposals
as well as multilateral and bilateral trade negotiations and proposals to modernize
the operations of the U.S. Customs Service.

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

The CHAIRMAN. This hearing will come to order. We are very
pleased to have Senator Levin here wish us this morning to testify.
We look forward to hearing from you.

[The complete opening statement of Senator Bentsen appears on
page 6.]
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STATEMENT OF HON. CARL LEVIN, A U.S. SENATOR FROM
MICHIGAN

Senator LEVIN. Mr. Chairmarn, Senator Baucus, thank you for
holding this hearing this morning on a very critical subject, which
is our trade policy. This committee has held a number of hearings
on this subject,-and 1 appreciate the opportunity to spend a few
minutes with this committee to talk about a bill that Senator
Daschle and I have introduced in this area.

Market access, which the heart of the matter, is a critical sub-
ject. We can have the best-educated, best-trained work force in the
world, with the best technologies, and if we are shut out of foreign
markets by discriminatory barriers, it is not going to do much good.

It is appropriate that we spend a lot of time on education and
on technology; I am all for it. But that is just half the story. The
other question is, will we have access to foreign markets?

American manufacturers are eager to have that access, but we
do not have it now. Mr. Chairman, I put it this way. If other coun-
tries want to erect barriers to our goods, that is their decision. But
if we tolerate it, that is our decision.

We have tolerated it too long; we have talked about it too long;
we have negotiated about it too long. We ought to simply stop the
pleading, stop the begging, and place equivalent restrictions on the
googs of any country that places discriminatory restrictions on our
goods.

Equivalent restrictions is the heart of the matter. It is not a radi-
cal concept. As a matter of fact, it is what we do every day to de-
fend our diplomats, and this is an element which has not been
given much daylight yet.

We have a special office in the State Department, an Office of
Foreign Missions, whose purpose is to place equivalent restrictions
on governments that place restrictions on our diplomats.

If a foreign government puts a restriction on our diplomat in
some foreign country so that that diplomat cannot travel some-
where or has to pay a tax, we have an office in the State Depart-
ment whose function is to place equivalent restrictions on those
countries’ diplomats here. And it works: it gets rid of those restric-
tions in foreign countries on our diplomats.

We give greater protection to our diplomats abroad than we do
to our businesses here that are trying to export, and I consider that
offensive. We lose jobs to discriminatory barriers because we do not
place equivalent restrictions on goods of countries that discriminate
against American goods. But when it comes to our diplomats being
able to travel in some foreign country, oh, we are right on the ball.

Then we put in effect the equivalent restrictions. If our diplomat
cannot travel over there, your diplomat is not going to be able to
travel over here. If our diplomat has to pay a tax over there, your
diplomat has to pay a tax over here. It has not started any diplo-
matic war; it has gotten the job done.

Auto parts. Our auto parts, Mr. Chairman, can compete inter-
nstionally. They do everywhere, except one country, Japan, which
has discriminatory barriers against American auto parts. We have
a $4 billion trade surplus in auto parts, excluding Japan, where we
have a $9 billion trade deficit in auto parts.
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So, this is not a matter of quality. Our auto parts compete where
they are allowed to compete. Where they face barriers, we have a
deficit, and it has cost us jobs. Hundreds of thousands of jobs have
been lost because we are unwilling to tell Japan or any other coun-
try, we are going to treat you not better than you treat us. Not be-
cause we are mad at you, but because that is the only way to do
business.

Last s ear, the administration’s own Auto Parts Advisory Com-
mittee r.alled on the administration to prepare to self-initiate Sec-
tion 301 action against Japan’s barriers to American auto parts ex-
ports. 'Che auto parts industry, in other words, asked the adminis-
tratior. to prepare for negotiations under strict guidelines under
threa’, of retaliation.

But, over a year later, the administration has not acted. It has
promised, on the other hand, to veto the legislation that just
passed the House overwhelmingly to initiate Section 301 action on
auto parts.

The administration says it is making progress. It spent 1 year
just negotiating the terms of a study—that is it—in the area of
auto parts. A year negotiating the terms of a study.

We have heard, since 1970, one president after another talk
about progress in the area of trade with Japan, and I will not go
through the quotes with this committee; you are very familiar with
them. But it is just one president after another using almost the
same words, “we are making progress,” “we are making progress,”
“we are making progress.” .

The Super 301 law tried to require action and produced some re-
sults when it was used, but it was abandoned in practice in 1990,
the second year that it was in effect. The Trade Representative’s
1990 report on Foreign Trade Barriers, a couple hundred pages of
foreign trade barriers here, 20 pages of Japanese trade barriers, 12
pages of Canadian trade barriers, 12 pages of EC trade barriers.
And, yet, the Trade Representative identified but one country—it
continued to identify India as the only country.

In other words, it did not add one country. We have got all the
barriers listed here from Japan and other countries, but it did not
take any action. So, Super 301, I am afraid, was a good idea. But
without strengthening it, it is more often than not a toothless tiger.
It is not simply enough, Mr. Chairman, to renew it. That is why
Governor Clinton’s economic plan calls for a “stronger, sharper
Super 301.”

The economic plan that we have been reading so much about,
and I think most of us have had a chance to read, does not simply
cal! for the renewal of Super 301, but, in the words of that eco-
ngmic plan, calls for the passage of a “stronger, sharper Super
301.”

Well, Senator Daschle and I have introduced legislation which
takes us in that direction. It is S. 2764. It provides criteria to en-
sure that the law is used each year that there are major barriers
to our products. And the heart of the matter is that it requires
equivalent restrictions should the negotiations fail to eliminate
identified barriers. And those restrictions could only be waived
with the approval of Congress.
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This legislation is not intended to bhash any country, it is in-
tended to boost America. And it is long past due that we defend
American jobs the way every other government defends their jobs.

Again, Mr. Chairman, and members of the Finance Committee,
we are grateful for your holding these hearings, for your giving me
a chance to exgress my views on this issue, to briefly outline the
Daschle-Levin bill and to express the hope that we do more than
simply renew the Super 301 law that was just on the books without
much use.

We have got to force this issue on the administration, because
they, like previous administrations, simply are unwilling to do for
our jobs, our workers, our industries, what we do consistently for
our diplomats, which is to place equivalent restrictions on countries
that discriminate against American products. Thank you, Mr.
Chairman. ,

g ['I]‘he prepared statement of Senator Levin appears in the appen-
ix.

The CHAIRMAN. Thank you, Senator Levin. That is an interesting
analogy. I do not think I have heard that one used before. It is in-
teresting how the State Department can be so inconsistent on that
issue. Are there any comments?

Senator BAucus. Mr. Chairman?

The CHAIRMAN. Yes, Senator Baucus.

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

Senator BAucus. Mr. Chairman, thank you. Senator, I appreciate
your very active interest in trade legislation, and I am happy to see
the House pass trade legislation because it is important that this
Congress this year pass a trade bill that opens markets for Amer-
ican products.

In my view, the House bill, while it is a good bill, still has some
problems. And I say problems, because I think that it is important
this year to show the American people that Congress is not
gridlocked, that Congress is not pursuing politics as usual, but, in
fact, Congress is going to get something done that does help Amer-
ica.

By that, I mean it is important for both the House and Senate
to pass trade legislation—not to make a political statement; not, in
an election year, to try to embarrass either of the two presidential
candidates, but, rather, to pass legislation that will be signed by
the President so that we can help Americans open markets over-
seas.

I do believe that President Bush, although he is not enamored
with an extension of Super 301 and probably not enamored with
the Trade Agreements Compliance Act, will probably reluctantly
sign a straight extension of Super 301.

And I think we will be performing a better service to our geople
in all of our States if we pass legislation that will be signed by the
President. It is clear to me that Super 301 has been very helpful
to Americans.

Super 301 forced the Brazilians to back off on import licenses.
Super 301 forced the Japanese to open up their markets in sat-
ellites, super computers, and processed forest products. Just the
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threat of Super 301 forced the Koreans, and the Taiwanese to
reach agreements with the United States so as to avoid being
named under Super 301. .

In addition, even though we do not have a Trade Agreements
Compliance Act, it is clear that a deal is a deal. And if a country
reaches an agreement with the United States, they should live up
to it, and we should have legislation that forces them to live up to
it.

* So, I urge us to pass legislation this year, but also legislation
that, in fact, is not a political statement, but rather one that is sub-
stantive. I hope that we can work to accomplish that purposec.

Senator LEVIN. Well, I would agree with you. We ought to try to
pass legislation which has a significant impact on our trade imbal-
ance and on discriminatory barriers. Where we differ is the degree
of impact that Super 301 had.

When you have a 200-page volume of discriminatory barriers
that is put out by our own Trade Representative, and not one ac-
tion was taken in 1990, not one country was named. Japan, which
is the biggest offender in this book, was not even named in 1990.
It is still a crime to sell American rice in Japan.

Japan still discriminates against American auto parts. Why
should we not take 301 action on auto parts? That is the bottom
line question for me.

$4 billion surplus in auto parts in the rest of the world but
Japan; $9 billion deficit in Japan because of discriminatory bar-
riers. They are listed in here as a discriminatory barrier. But
Super 301 was so full of holes that the President simply did not
name Japan or any cther country in 1990.

They print the book; 200 pages of print here of discriminatory
barriers. The book is great. But Super 301 was so full of loopholes
that they were able to avoid naming any country in 1990,

Senator Baucus. Welli, 1 appreciate that. Their record in 1990
was not as good as the prior year. I would amend extension of
Super 301 by including a provision allowing the House Ways and
Means and the Senate Finance Committee to petition the adminis-
tration to commence a Section 301 action. That will help, even
under Super 301. That is not in present law. That would be an ad-
dition to present law to help address the problem that you have.

Senator LEVIN. Will the President be able to ignore the petition?

Senator BAucus. I think politically it would be very difficult to
do so.

Senator LEVIN. Well, it may be politically. But will he, under the
law, be able to simply ignore it the way he ignored his own 200-
page book in 1990?

Senator BAaucus. Well, it will be much more difficult to ignore a
petition by the Congress than when there is no petition by the Con-
gress.

Senator LEVIN. With that pulpit, he does not find it difficult to
ignore it at all.

Senator BAUCUS. I guess the real question is, are we going to let
perfection be the enemy of the good. Because if we go too far here
trying to achieve perfection, then we do not have the good, we do
not have anything. And it is just a question of judgment as to how
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far we can go to get as ‘food a trade bill as we possibly can that
is going to be enacted and signed into law.

The CHAIRMAN. Senator Daschle.

Senator DASCHLE. Mr. Chairman, I want to commend Senator
Levin for his diligence and for the tremendous contribution he has
made to this debate. As much as I admire and respect the positions
taken by Senator Baucus, I would like our legislation to be perfec-
tion. I do not think we are even close with that.

The thing that I can recall for the last 10 years having been said
over and over by the administration and its predecessor was that,
in diplomacy, as well as in military strategy, the three things that
?re absolutely essential were certainty, consistency, and equiva-
ency.

I have heard that speech made over and over again. You have
got to have certainty, you have got to have consistency, and there
has got to be some level of equivalency.

Well, that is what Senator Levin and I are saying. If it is impor-
tant enough for military strategy and international diplomacy,
then, for heaven’s sake, it ought to be as important in economic
strength, when it comes to our international position, and that is
really what we are saying with this legislation.

Super 301, I think, has already been considered to be the single
most important tool we have. But, frankly, I do not think we used
the tool nearly as effectively as we ought to.

Frankly, the question really comes down to this. If we are not
going to impress upon the administration the absolute need for cer-
tainty, consistency, and equivalency, what is the best means to
make ‘hat impression?

So, I must say, I appreciate immensely what Senator Levin has
said, and the contribution he has made. And I certainly hope that
this committee will look very favorably upon some of the rec-
ommendations that we are going to be making. I thank you, Mr.
Chairman. '

The CHAIRMAN. Thank you. Are there further comments?

Senator Baucus. Mr. Chairman, I would like to say that I would
like to stay for the rest of this hearing, but the garbage bill is on
the floor. [Laughter.]

I have to go manage it, and I hope that we can conclude it today.
But I cannot be two places at once, and I very much will follow-
up on this hearing and talk to the Senators who are here and work
with Senators, because I think it is a very important subject.
Thank you.

The CHAIRMAN. Well, I wish you good luck in getting the garbage
out of the Senate. [Laughter.]

Thank you very much, Senator. Nice to have you.

Senator LEVIN. Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SEN-
ATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE—
{continuing]

The CHAIRMAN. It is interesting to listen to this debate and these
comments this morning. I cannot help but remember that the book
the Senator was showing describing trade barriers around the
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world was the result of the congressional action of this committee,
the 1988 Trade Bill.

I cannot help but remember how President Reagan opposed it,
and how we had bipartisan support in the Senate and on this com-
mittee to bring that law about.

I know rvhere is increased interest in trade and that we are see-
ing an increase in our trade deficit. About 75 percent of the mer-
chandise trade deficit is attributable to one country, a deficit that
appears to be almost intractable.

I have called these hearings because of that increased interest in
trade. Two weeks ago, we saw the House of Representatives pass
a rather broad bill. What I want to be sure of is this: If we move
on it in this committee, that we are making a contribution; that we
are moving our cause forward; that we do not complicate our nego-
tiations in the Uruguay Round or the NAFTA. We have to focus on
what will do the most good for American companies and workers.

I have been on a couple of panels recently where I have heard
chief executives of major American companies say, “I am an inter-
national company, we are not nationalist anymore. I can put my
headquarters anyplace I want around the world.” I understand that
this is a reality. But I am also deeply concerned about the lack of
allegiance to their country that this implies.

I look at the situation of SEMATECH. We worked to put some
seed money in research to help move our country forward. Now I
read that two of the major participating companies made a deal
with two major Japanese companies. I want to know the details of
that agreement. But, as I understand it, the manufacturing will be
done in Japan. I do not think the heads of the Japanese companies
have lost their nationalist interest.

There is no way this country preserves a middle class and an-
chors the dreams, hopes, and aspirations of our folks for them-
selves and their children unless we have good paying jobs here.
There is no way those international companies, if they decide to
move their headquarters elsewhere, are going to have much of a
market left here unless our folks have jobs and can improve their
standard of living,

We are engaged in two major trade negotiations. The Uruguay
Round seems to be pretty much in a deep freeze because of the in-
tractable position of the Europeans on agricultural subsidies. Nego-
tiations are apparently moving forward on NAFTA. We may have
an agreement in the next 30 to 60 days. But we want to be sure
that it is a good agreement. I fought hard for negotiating authority,
but I would fight just as hard against an agreement that I thought
fv‘va\s not a good one and does not result in a net increase in jobs
or us.

I think we can get that. If we can give a crowbar to our nego-
tiator, I want to do that. If that means more trade legislation, I
want to do that. But if it emphasizes unilateral actions by us that
might complicate getting a trade agreement, then that worries me.
That is what has to be resolved.

I just made some comments to the National Manufacturing Asso-
ciation regarding the tax bill. I would not propose that we put in
that bill a denial of deductibility of salaries over $1 million. I really
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ds not think that is the way to go. I think the marketplace and
boards of directors and stockholders ought to decide that.

1 think most chief executive salaries correlate with the perform-
ance of companies, although some do not. In some, it is just greed.
It goes contrary to what the company has been able to do, or to
what that manager has been able to do.

At the same time, the workers’ compensation is eroded, where,
a dozen years ago, compensation for our manufacturing workers
was the highest in the world. Today, we are substantially behind
that of the Japanese and the West Germans.

So, our industrial base, which has eroded in the last dozen years
from 24 percent of our GNP to something less than 20, has to be
a major concern. And it has been the Congress over the last dozen
years that has pushed trade legislation to opening up foreign mar-
kets to our products.

This is what we are talking about here—preserving the standard
of living of our people. In the next 3 weeks, we are going to hear
from a number of witnesses, including the administration, on the
advisability of trade legislation this year. The topics are going to
range all the way from Super 301, which I support and I think has
been a plus for us, to modernizing the Customs Service.

I have introduced legislation to try to give us a better base of
knowledge about U.S. competitiveness. It creates within the U.S.
Government and the International Trade Commission the perma-
nent capability to monitor the performance of our competitor coun-
tries, do scmething in the way of an information base for manufac-
turing in this country so they can make better judgments about the
future, and where their competition is moving.

Today, the primary focus of this hearing is market access. Just
what can we do to help open up those markets that have been
closed, and denied to our exporters? We will hear from industries
that have some experience with market access tools that we have
given the administration in the past.

We will also get the perspective of three broad-based business
groups on this question. We appreciate having them. Are there any
comments that any of the members would like to make before we
start with these witnesses? Yes. Thank you. All right, gentlemen.

Our first panel consists of Mr. Jack Valenti, who is the president
and chief executive officer of the Motion Picture Export Assoctation
of America. We are looking forward to hearing from you, Jack.

Mr. Jameson French, who is the president of Northland Forest
Products, and chairman of the American Hardwood Export Council,
on behalf of the National Forest Products Association; and Mr.
George Scalise, senior vice president and chief administration offi-
cer of the National Semiconductor Corp. and chairman of the Pub-
lic Policy Committee, Semiconductor Industry Association, on be-
half of the Semiconductor Industry Association, Sunnyvale, CA.
Gentlemen, we are pleased to have you. Mr. Valenti, will you lead
off?
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STATEMENT OF JACK VALENTI, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, MOTION PICTURE EXPORT ASSOCIATION
OF AMERICA, WASHINGTON, DC

Mr. VALENTL Thank you, Mr. Chairman, mmembers of this panel.
Dr. Samuel Johnson, who was a wise, grizzly bear of a philosopher,
put it this way: that when a man is about to be hanged, it does
tend to concentrate the mind wonderfully, which is why I think the
timing of this hearing is quite appropriate. Because in the world
of global trade, I can say this, that our mind better damn sure be
concentrated.

Otherwise, we are going to be like a fellow approaching the trade
gallows, bleeding from a lot of wounds, lurching, stumbling, fum-
bling around, and still ursure of how the rope got around his neck.

We are at a time now when the face of the American dollar is
drawn and shrunken and emaciated. We are at 122 Japanese yen,
and fading fast, at 122 Deutsche marks and falling, losing to the
British pound 1.95.

Conventional wisdom has it that when the Amarican dollar is
weak, exports are strong. Well, the fact is, the latest trade results
in May—I do not have to tell members of this panel—showed us
with about a $7.4 billion deficit. And not only is the number bad,
the trend is worse. In the last 3 months, we have been falling like
an unhinged boulder. So much for merely irrelevant conventional
wisdom.

We are caught in a vise: exports shrinking, relentless competition
from other conntries. But, from the standpoint of the U.S. film and
television industry, too many countries are tilting their market-
place to their advantage and to our disadvantage. And what hap-
pens is, if they are obliterating competition, all we are asking is
that the trade bubble stay in the center of the level. That is all we
are asking.

And I do not have to remind this panel that American movies,
television programs, and home video material are hospitably re-
ceived in every country in this world wherever citizens of that
country have a choice. Unhappily, not so hospitably received by for-
eign governments.

And I do not have to remind this panel that the U.S. film and
television industry is one of this country’s few great trade assets,
bringing back to this country more than $3.5 billion a year in sur-
plus balance of payments, which is a phrase seldom heard in the
corridors of this building.

Now, let me cite to you the dismal catalog of what I call discrimi-
nation: lack of national treatment, abandonment of the protection
of our intellectual property, and a casual neglect about concern
about keeping competition alive abroad.

In the European community where 12 nation states are bound to-
gether in a seamless web of unity, we are assaulted by television
quotas which are enemies of competition, and whose long-term ob-
Jjective, mark you well, is to force American products to make their
films and television programs in Europe.

And if we give in to that, then it is going to be a massive job
loss in this country of the creative community. And if we do not
give in, we are going to find ourselves exiled from TV and cinema

W
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screens throughout all these 12 countries. Now, that is a fact. I live
with that every day.

In a stream of directives that are emerging from Brussels, direc-
tives on rental rights, satellites and broadcast quotas, our contrac-
tual rights are being mauled and global concepts of national treat-
ment is being abused. And new barriers parading under the con-
cept of reciprocity are crawling out from the shadows.

In Thailand, in Greece, in Italy, in Poland, in Russian, in Tai-
wan, in Venezuela, in Turkey, in the Dominican Republic—the list
is long, and the list is dreary—our movies are being systematically
stolen by pirates. The governments in these countries are either
unable, unwilling, or uninterested in stopping this thievery.

The negotiations in GATT, as Chairman Bentsen, Senator Levin
and Senator Daschle pointed out, and the North American Free
Trade Agreement bear very heavily on our future. And I said to the
1U.S. Trade Representative, who has been most supportive of our
aims, that if any accord signed by our government leaves in place
or inserts anti-competitive trappings, we are undone.

Now, I could go on, but I have to gulp down a bucketful of Pepto-
Bismol to try to stay the course here. So, I am going to conclude
by saying, we do not want to quarrel with anybody, we do not want
to confront anybody, we dc not want to be hostile or threatening.

All we want is the right to compete without artificial parliamen-
tary barriers, hedgerows, planted in our path. All we want is for
our valuable property to be protected and not have to stand by
helplessly to watch our movies and our home video material me-
thr:__cally stolen by thieves.

Our persuasions, our pleadings, the legalities we offer, the civil-
ities that we honor, have all failed in these countries. We have put
our grievances to paper and we have spoken our grievances. But
too many governments’ ministries and bureaucracies will not read
and do not hear, which is precisely why the 301 and the Special
301 are the only weapons we possess that have any force.

Now, what is required now, Mr. Chairman, is the will and the
resolve of the Congress and the administration to use these weap-
ons when all else fails, or we will remorselessly, slowly but surely,
be cut down in too many of these countries.

Finally, all we ask is that we be accorded in foreign markets the
same freedom of movement and the same protection of product that
foreign businessmen find so alluring and seductive in ours. Is that
asking too much? I am utterly fascinated by what I am saying
here, but since the red light is on, I will reluctantly come to a stop.
Thank you, sir.

[The prepared statement of Mr. Valenti appears in the appendix.]

The CHAIRMAN. I wish you would speak up a little more. {Laugh-
ter.]

Mr. Jameson French, President of Northland Forest Products.
Mr. French.
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STATEMENT OF JAMESON FRENCH, PRESIDENT, NORTHLAND
FOREST PRODUCTS, INC., XINGSTON, NH, AND CHAIRMAN,
AMERICAN HARDWOOD EXPORT COUNCIL, ON BEHALF OF
THE NATIONAL FOREST PRODUCTS ASSOCIATION, ACCOM-
PANIED BY STEVE LOVETT, INTERNATIONAL VICE PRESI-
DENT, NATIONAL FOREST PRODUCTS ASSCCIATION, WASH-
INGTON, DC

Mr. FRENCH. Thank you. Mr. Valenti is a tough act to follow. I
appreciate the opportunity to testify on market access. As the
owner of a small company comnmitted to exports, I believe that an
aggressive approach to unfair foreign trade practices will invigorate
our economy and benefit our country.

The United States’ commitment to trade liberalization has been
critical to post-war international prosperity. The American public
cannot be expected to support this policy indefinitely unless other
countries—notably Japan, the EC, and Korea—play the game by
the same rules and open their markets as much as the United
States has.

Free trade sceks to open markets and increase economic activity.
Protectionism closes markets and decreases prosperity. Those who
support opening markets with tools such as Super 301 are not pro-
tectionists. If we only talk about free trade but do not open mar-
kets, protectionists will prevail and our economy and our country
will suffer.

Our industry has benefitted greatly from trade liberalization and
government etforts to support market access. My written testimony
draws on our industry’s Super 301 experience. However, I would
like to emphasize a few key points from my full report.

Althougﬁ significant Japanese barriers remain, Super 301 has
helped achieve the goal of free and fair trade for the wood products
industry, which has meant improved market access in Japan. It
helped because cases initiated under Super 301 procedures seem to
get more attention here and abroad.

Under normal 301 procedures, businesses desiring to take action
against trade barriers are put in an extremely difficult position of
having te sue their customers. If the U.S. Government takes the
lgalc(l by self-initiating 301 cases, industries do not face the same
risk.

Although Super 301 should be used only when other alternatives
have been exhausted, it helps aggrieved industries because it not
only ensures an annual process ?or evaluating U.S. trade strategy,
but also clearly establishes procedures and deadlines so the trade
actions are completed in a timely manner.

On the other hand, legislation which seeks to manage levels of
trade or distorts, rather then opens, markets could have a negative
effect. Therefore, trade deficit percentage triggers and specified
forms of retaliation should be avoided.

This industry favors a Super 301 approach that simply extends
the provisions of the 1988 Trade Act, thereby moving U.S. trade
policy in the direction of aggressive elimination of unfair foreign
trade practices. '

In addition, my industry supports legislation, such as the Trade
Agreement Compliance Act, that encourages the enforcement of
trade agreements. Our experience has shown that government
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monitoring and intervention has been critical to the full implemen-
tation of the wood products agreement.

In my remaining time, I would like to mention two other issues
of vital importance to our industry. First, the U.S. forest products
industry has become extremely concerned as the North American
Free Trade Agreement negotiations mnove rapidly to a conclusion
that Mexican protectionism will prevail in our sector. Our industry
hopes to support an agreement, but this may be impossible unless
Mexico agrees to open its wood products markets in a timely man-
ner.

Second, my industry urges you to support full funding for the
U.S.D.A’s market promotion program, MPP.

Wood products exports have doubled to $6.4 billion in 1985, cre-
ating an additional 68,000 direct and indirect jobs, and increasing
tax revenues by more than $200 million annually. MPP, at a very
small cost, has been an extremely important component of this suc-
cess during one of the most severe recessions our industry has ever
experienced.

As Chairman of the American Hardwood Export Council and
President of a small family business with operations in New Hamp-
shire and Virginia, and I know from personal experience and from
my friends and competitors that without strong and growing export
markets fueled by the MPP program, hundreds of hardwood prod-
ucts might not have survived this last recession.

Although none of these companies have received benefits for
branded promotion, we have greatly benefitted from generic mar-
keting that makes customers worldwide aware of the advantages of
American hardwoods. Even the smallest producers, fro.n Vermont
to Georgia, benefit from the price and consumption stability result-
ing from strong export markets stimulated by the MPP.

Mr. Chairman, this concludes my remarks. Thank you very much
for the opportunity to testify on the need for improved market ac-
cess, which has been, and will continue to be vital to our forest
products industry.

The CHAIRMAN. Thank you, Mr. French.

[The prepared statement of Mr. French appears in the appendix.]

The CHAIRMAN. Mr. Scalise, we are pleased to have you. Mr.
Scalise is the senior vice president and chief administrative officer
for the National Semiconductor Corp.

STATEMENT OF GEORGE M. SCALISE, SENIOR VICE PRESI-
DENT AND CHIEF ADMINISTRATIVE OFFICER, NATIONAL
SEMICONDUCTOR CORP., AND CHAIRMAN, PUBLIC POLICY
COMMITTEE, SEMICONDUCTOR INDUSTRY ASSOCIATION, ON
BEHALF OF THE SEMICONDUCTOR INDUSTRY ASSOCIATION,
SAN JOSE, CA
Mr. ScALISE. Thank you, Mr. Chairman. First of all, I would like

to thank you and the members of the committee for the unanimous

support tKe industry has received relative to the 1991 Semiconduc-
tor Trade Agreement.

The letter that was signed by all 21 members, both Democrat
and Republican, has gone a long way to keep the spotlight on this
issue and deals very well with the lack of access to the Japanese
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market that has been a part of this, and the lack of compliance to
the United States-Japan Semiconductor Agreement.

I think the semiconductor industry really does illustrate why
America needs a strong and effective trade policy. The major rea-
son is that this is an industry that has been targeted by nther
countries for a number of years.

It has been targeted by the combination of both government and
industry in our very major markets. We have dealt with lack of ac-
cess, closed markets, dumping issues, subsidies, a lot of tools that
have had a major impact on our ability to work into those markets
and, in fact, to compete in world markets.

As you probably know, semiconductors are the heart of a $750
billion electronics industry worldwide. It is the enabling technology
for automotive electronics, consumer electronics, telecommuni-
cations, and on down the list.

It is about a $60 billion industry today. It will be a $200 billion
industry by the year 2000, and will continue to accelerate very rap-
idly, taking over a very large portion of not only the sub-systems,
but the systems’ business.

We have long argued that we ought to have the same access to
forei%;n markets that foreign companies enjoy here. Unfortunately,
this has been easier said than done, particularly with respect to
Japan. The United States has been trying to open up the Japanese
market for over 20 years. We have made a number of efforts, start-
ing in the early 1970’s, up through the High-Tech Work Group in
the early 1980’s. In 1986, following massive dumping of memory
chips here in the United States, we filed both a series of dumping
cases and a Section 301 case. The 301 finding stated that, yes, in
fact, the market has been closed.

As a result of that, we signed the 1986 United States-Japan
Semiconductor Agreement. The agreement called for the foreign
market share in the Japanese market to reach at least 20 percent
by July of 1991. This was a milestone to what would have been a
reasonable market share, given the competitiveness of the U.S.
semiconductor industry. :

We began to make some progress, but only after we applied sanc-
tions. An unfortunate though necessary move. In the early phase
of that agreement, we made little or no progress. We finally con-
cluded in 1987 that sanctions were necessary. President Reagan
did impose those sanctions. And, as a consequence, the market
share moved for the first time from roughly 8 percent or so, up to
something approaching 14 percent by about 1990.

Unfortunately, no progress has been made since that time. For-
eign market share is stuck at about 14.6 percent as of the first
quarter of 1992. That is up about three-tenths of a percent since
we signed the extension of that agreement a year ago. This is obvi-
ously far short of the 20 percent that had been agreed to as part
of this agreement.,

On June 4th of this year, the two industries and the government
got together and talked about this issue. We developed some emer-
gency measures that should help jump-start the process. However,
we ‘have seen the results of that process unfcld over the last 45
days and, I am sorry to say, it is unlikely to have much of an im-
pact, based on the data that is before us thus far.
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Currently, a U.S. Government inter-agency group is reviewing
whether Japan is fully implementing this agreement. We think the
answer must be a resounding no. If we continue to let Japan off
the hook and look for excuses to do nothing, we will seriously un-
dermine the credibility of the American trade policy. OQur trading
partrners will have no incentive to comply with trade agreements
they have entered into if there are no costs associated with violat-
ing them. Mr. Chairman, I do not want to imply that nothing has
happened, because we have achieved some things. U.S. sales in
Jdapan are at least $1 billion higher than they would have been in
the absence of the agreement.

President Bush did express some concern relative to the compli-
ance of the agreement when he met with Prime Minister Miyazawa
earlier in the month. U.S. Trade Representative Carla Hills and
Deputy USTR Michael Moskow have repeatedly raised the issue
with the Japanese Government officials and inaustry executives,
anl?{ I think that will be dealt with again next week during the SII
talks.

Some Japanese companies have made a good faith effort to pur-
chase more, but a great deal of progress remains to be done if
Japan is to be in compliance with this agreement.

I believe the semiconductor industry’s experience vividly illus-
trates the need for trade legislation, such as the Trade Agreements
Compliance Act and the Super 301. Some of our economic competi-
tors will only do what is absolutely necessary to defuse the trade
pressure.

Passage of the Trade Agreements Compliance Act would help put
them on notice that the United States is going to attach as much
importance to implementing agreements as it does to signing them.
Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Scalise appears in the appendix.]

The CHAIRMAN. Mr. Valenti, do you think 301 is working? Do you
think the administration is properly utilizing it?

Mr. VALENTI. The answer is yes, Mr. Chairman. I think Ambas-
sador Hills has been very forthcoming in her support. Now, there
are some areas where I have been disappointed, Thailand being
one.

The CHAIRMAN. Well, let us get into that issue. What about the
House bill and what it provides in that regard? As I understand
it, what it would require is reciprocal treatment, in effect. That if
we do not make headway with 301 with Thailand—and you are
having real problems in intellectual property rights there, as I un-
derstand it—that, in effect, what we would do is say that we would
not take their film. Does that mean anything to us in this country?
Would that be effective? ‘

Mr. VALENTL Well, no. The Thai films, like fish, do not travel too
well, Mr. Chairman.

The CHAIRMAN. That is what I would think.

Mr. VALENTI. I am saying—and I have said this to Ambassador
Hills and to members of the administration, as well as to members
of the Congress that there comes a time when we have to have the
will and resolve to retaliate when a country does not yield to fair
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negotiations. And that means you have got to go beyond films and
television programs, otherwise it is a hollow threat.

The CHAIRMAN. Well, the House bill, as I understand, talks about
reciprocal action, limited to reciprocal products. That just does not
seem to be very effective to me.

Mr. VALENTI. Well, Mr. Chairman, frankly, H.R. 5100 is a bill
whose entrails I have not examined that much because I do not
think it really has any meaning for our industry. For example, in
Japan, if you buy a piece of exquisite iron. Japan is our largest
market and we really do not have any trade problems in Japan.

As a matter of fact, we are probably one of the few products, Mr.
Cheirman, that can claim we have 40 percent of the Japanese mar-
ketplace. Not many American products can claim that distinction.

So, H.R. 5100 is really not anything that we have taken that
much of a stand on, because I do not know that we need any more
trade laws, Mr. Chairman. We just need to have the will and the
resolve to enforce the ones we have got.

The CHAIRMAN. As I understand the Trade Agreements Compli-
ance Act, it would require USTR to initiate Section 301 investiga-
tions when asked to do so by any interested person. Do you not
think that is opening the door pretty wide, when you look at the
staff of USTR and the limited resources there? Do you really think
that is the best use of our negotiators?

Mr. ScaLisE. Well, I think the important thing to understand
here is, in our experience with 301, we found it to be a relatively
efficient process. There is an initial finding that determines wheth-
er or not USTR has to go forward with it.

Therefore, if anyone is going to bring a 301 case, they have to
develop substantial information that would support the initial step.
So, I doubt if it would lead to frivolous activity. I do not think so.

The CHAIRMAN. I am not sure I share your optimism on that. Mr.
French, your testimony is a strong endorsement of Super 301. Yet,
I notice that the Forest Products Association joined with a number
of business and agricultural groups in sending a letter to Chairman
Rostenkowski opposing the House trade bill. That bill extends
Super 301. Why do you not support it?

Mr. FRENCEH. I think that our industry supports several parts of
the House bill: the extension of Super 301 and the Trade Agree-
ments Compliance Acts, as well as the Customs modernization.

But there were parts of it with which we were not comfortable,
and I guess I would have to say we are not in a position to com-
ment on those other parts because they do not have a lot to do with
out industry. Mr. Lovett, from the National Forest Products Asso-
ciation, might like to add to that.

The CHAIRMAN. That would be fine.

Mr. LoveTT. No. I have nothing further to add, sir. That is fine.

The CHAIRMAN. All right. Let me see. Senator Daschle, do you
have any questions?

Senator DASCHLE. Thank you, Mr. Chairman. I would like to ask
Jack Valenti if he could talk to us about how we should address
the problems of piracy in Thailand, Greece, Italy, Poland, Russia,
Thailand, Venezuela, Turkey, and the Dominican Republic where,
apparently, the problem continues to grow.



16

If we were not to use 301, what other devices would you suggest
in trade policy would be effective in getting the attention of other
countries, to get them to agree to comply with fair trade rules?

Mr. VALENTI. Well, I come from an old school in Texas, Senator
Daschle. And it says that in a negotiation between two people, if
either one of them cannot be caused pain by the other, the negotia-
tion is not going to go too far.

To me, the 301 is a sabre that we keep in a scabbard, but it is
there to be used as the ultimate weapon. It is the spur to negotia-
tionls. It is the incentive for that country to negotiate with us seri-
ously.

Now, in some countries, there are the generalized system of pref-
erences, GSP’s, that we can threaten to withdraw them. And, on
a number of occasions, that has helped. But there are not too many
countries left with GSP’s,

In countries like Russia, where they want us to help them with
some kind of loans, I think before we go forward with the kind of
sustenance to the new Russian Republic, that is one of the things
that has to be done. Now, as a result of signing the trade agree-
ment, Russia is now saying they are going to implement this with
a copyright law.

But their elements—first there must be a stern copyright law in
place, unambiguous. Then there must be a resolve on the part of
that government to enforce those laws. And in many countries, one
or the other is always lagging, and that is our problem. But 301
gives us the incentive to go in and say, sit down and talk with us.

And, finally, if we cannot agree, then that is the weapon that has
to be used. But if it is not there poised like the sword of Damocles,
I do not believe we would ever get anywhere with any of these
countries, to be perfectly honest with you.

Senator DASCHLE. Well, I asked the question because of the
Chairman’s question to you earlier about the degree to which the
current USTR has used 301 as a tool to accomplish what you have
just described. Your answer to him was that you feel that it has
been used adequately.

It seems to me, on one hand, you have described very appro-
priately and succinctly the problem which exists for your industry
in those countries. On the other hand, you describe a reluctance,
on the part of the USTR, to more forcefully use the tool that appar-
ently has brought about results in other industries.

Mr. VALENTI. Well, Senator, I can answer you specifically. In In-
donesia, the threat of the 301, like a surly shadow over their shoul-
ders, was presented to them. And at the 11th hour, the negotia-
tions concluded, allowing us to enter that home video market,
which was the source of the discontent.

In Taiwan, the threat of a 301 caused them to finally relent and
say they were going to put in a new copyright law. The same way
in Korea, which had unscalable trade walls built 6 vears ago. 301
was offered by us, negotiations began.

At the last minute, the trade walls came down and Korea now
has gone from an $8 million revenue market to over $100 million
revenue market. The threat of a 301 looms very large.

Now, in Greece, in Italy, in the European community itself, at
some point our government is going to have to screw its courage
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to the sticking place and do something about these countries to
bring them in line with the piracy, anf, I think, the intrusion on
national treatment and our contractual rights. And, as I said, the
list is long.

Senator DASCHLE. Let me just ask, in the remaining time I have,
if it is true that consistency, certainty and equivalency are laudable
goals, and if it is also true that we can calculate the degree do
which unfair trade practices are hurting any one of a number of
industries in this country, to what degree do you—anyone on the
panel—believe that having a mandatory requirement for the utili-
zation of 301 under those circumstances is something that ought to
be available in trade policy? Anybody care to address that?

Mr. ScALISE. Well, again, going back to the comment I made a
few minutes ago, it is obviously in the interest of an industry to
develop the case, in most instances, because they are going to have
far more information to work with and they are far better equipped
to bring the case forward.

There may be cases that are so broad that they would warrant
a self-initiation on the part of the USTR. If that is the case, then
certainly we ought to provide that capability so that they could
deal with these broader issues. Those are more industry-related. 1
think it is the responsibility of the industry, to bring the case for-
ward, as SIA did in the mid-1980’s, to make the case, and then to
go win it. And I think that can work very well.

Senator DASCHLE. Well, I am out of time. I thank you for your
answers, and I thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley.

Senator GRASSLEY. Thank you, Mr. Chairman. Backing up a lit-
tle bit to where we are now. Is there any of you that did not sup-
port the fast-track authority when Congress passed it?

Mr. VALENTI. We supported it, sir.

Mr. FRENCH. We supported it.

Mr. ScALISE. We supported it.

Senator GRASSLEY. Let the record show that all the witnesses
supported it. Is that also true of the North American Free Trade
Agreement?

Mr. VALENTI. We support it, sir.

Senator GRASSLEY. Now, Mr. French spoke about parts of H.R.
5100. Just kind of in a general way—I do not want a long answer
on this because I have got more in depth questions—-do you gen-
erally support H.R. 5100 as currently passed by the House?

Mr. ScALISE. We generally support it. Again, I think we have the
same stance as they do in tl)";at there are those sections that we are
clearly in support of, TACA and the 301. Those sections that are
outside of our sector, we have less knowledge of.

Senator GRASSLEY. At least in regard to 301, you do.

Mr. ScaLISE. Yes. Very definitely.

Senator GRASSLEY. Mr. Valenti.

Mr. VALENTI. We have examined this, and my experts tell me
that there was nothing in there that affected our industry.

Senator GRASSLEY. All right.

Mr. VALENTI. So, we took little action or any kind of debate in
it.

Senator GRASSLEY. Mr. French.
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Mr. FRENCH. I basically answered that from Senator Bentsen,
that we supported those components, but, as with Mr. Valenti, we
did not take a strong position on the parts that did not affect our
industry.

Senator GRASSLEY. Of the four bills that have been introduced in
the Senate on Super 301 and Special 301, do you generally support
thﬁ ap‘;),roaches, and is there any one you specifically support over
others?

Mr. VALENTI. I will state our position. I cannot laud this Finance
Committee too highly for the 1988 act. It put into place all the de-
fense mechanisms that I think we need.

And, with a supportive Congress and a supportive administra-
tion, there was weaponry aplenty for us to deal in the political
cockpit abroad. I can put it very simply. As I say, again, I do not
think we need new trade laws, we just need a stern and unyielding
implementation at the proper and appropriate moment of the ones
we now have in place.

Senator GRASSLEY. I will go on, then, to the next question. I
want to, again, refer to a specific part of H.R. 5100, a provision
that states that, “If an imported product contains a significant com-
ponent that 1s subject to an antidumping duty, then the imported
product itself is subject to payment of that duty.”

Does anyone agree with this provision in the bill, and if you do
not, what impact might this have on a product that you may be im-
porting or exporting in your industry?

Mr. ScALISE. I.et me answer that from a semiconductor stand-
point, and I think it goes a little bit beyond that. One of the rea-
sons we ended up with a trade agreement in semiconductors in
1986 was to avoid the negative aspects of winning a dumping case
and winning a 361 and employing the remedies that are available,
thereby creating problems for our customers and the consumers in
this country.

Therefore, we decided to go forward with the agreement to in-
crease market access and eliminate dumping. The 1987 sanctions
were very carefully constructed to avoid any impact on our cus-
tomers or the ultimate consumer.

So, I think the issue that you are dealing with here, is whether
there are alternate sources that can supply that same product and,
therefore, the consumer is not going to be harmed by it. In the ab-
sence of that, I think you have to have great care.

Senator GRASSLEY. Mr. French, does that speak for you as well?
You started to speak previously.

Mr. FRENCH. | was really just going to say that, again, that part
of the bill was not directly related to our industry.

Senator GRASSLEY. Some of you made reference to the granting
of MFN to China in your written testimony. I would like to ask
each of you, do you support granting China MFN, and is that sup-
port conditional or unconditional?

Mr. VALENTI. From my standpoint, Senator, ours is a very simple
proposition. We want to protect our property in China from ramp-
ant thievery. The Chinese have now enacted, they say, adequate
laws to protect our property. We now have a wait-and-see attitude.
It matters little to me whether it is MFN or ABC, all I want to do
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is make sure when an American movie or home video goes to China
it is protected, under whatever rubric you want to call it.

Senator GRASSLEY. Mr. Scalise.

Mr SCALISE. Again, I think that I would take essentially the
same position. There are other elements that may come into play
that are maybe at cross purposes there, we probably are not in a
very good position to deal with one way or another. There are other
issues that are outside of our industrial and economic interests, but
we want to have the opportunity and the protection that would be
appropriate.

enator GRASSLEY. But you ought to be able to tell me whether
or not MFN is important to the prosperity of your industry or not.

Mr. SCALISE. OK. There is no question about that. There is no
question about that.

Senator GRASSLEY. All right.

The CHAIRMAN. Thank you very much.

Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. Mr. Scalise, I
want to ask one question of you, and one question of Mr. Valenti.
The Japan Digest is very good reading every day. And today, Mr.
Takashi Kitaoaka, who is the new Chairman of the Electronics In-
dustry Association of Japan, says, “Even if we fail to achieve the
20 percent target, it would cause little ruckus, as long as the for-
eign share does not fall sharply from the current levels.”

That is because, he says, the U.S. semiconductor market is now
so strong that Japan’s failure to achieve the 20 percent foreign
market share is unlikely to produce much friction. Number one, I
would like you to respond to that. Number two, I would like you
to respond to the questions that were raised by our Chairman with
respect to the implications for semiconductors point ventures like
most of Advanced Micro Devices and Fujitsu.

Several things come to my mind: One, is the fact of semiconduc-
tors being produced in Japan, and, second, that much of that em-
ployment is probably fairly low wage. But, on the other hand, the
implications of that are certainly disturbing, particularly the con-
veyance of technology developed by SEMATECH, having had U.S.
Government participation, et cetera. If you could, answer both of
those within, hopefully, 3 minutes.

Mr. ScaLisE. All right. On the first issue, I think Mr. Kitaoaka
is badly mistaken. He is badly misreading the vigor with which we
are moving forward with the inter-agency group to achieve a find-
ing of non-compliance. All of the data points to that. We think that
they should come forward with that finding.

In fact, there is a hearing taking place right at this very moment
dealing with the issue. We have been working with not only the
committee, but the Congress and the other members of the admin-
istration on the issue for the last several weeks. So, we are going
to continue to press for the 20 percent.

We think it is an appropriate thing to achieve. We think it is
only a step on the way to a competitive position that we should
enjoy. So, I would suggest that he has made a mistaken assess-
ment of the case.

With regard to the alliances that are being formed, I think it is
important to recognize that these alliances are a part of a much
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larger issue. They are not something that stand by themselves;
they are coming about as a consequence of the strength that the
industry enjoys today, whether it is here at home or in inter-
national markets. That is certainly being supported by and
strengthened by what is taking place at SEMATECH.

If you look at the industry today, roughly 70 percent of the direct
labor that goes into the semiconductor business is in this country.
About 70 percent of the labor dollar is here in the United States;
about 30 percent of it comes from foreign marketplaces.

These alliances, if they are structured properly, are going to en-
her.ce the competitiveness of the industry, both within the U.S.
market and within foreign markets. They will continue to thrive.
They will continue to develop new ones only so long as we are a
competitive entity in the business. '

If we begin to lose that position, there is really no reason for
them to have alliance with us; we bring nothing to the party. And,
consequently, we are going to see these things drift away. So, I
think they are really a reflection of the sirength of the U.S. indus-
try. They will continue to strengthen it. And, as a result, I think
that the market share that we enjoy today is beginning to grow
once again, incidentally, in part, due to SEMATECH.

Two points on the SEMATECH issue. One, is we are beginning
to see a market penetration growth on the part of the U.S. industry
worldwide, and we are beginning to see an improvement in the
penetration and the market share by the equipment industry in the
United States. Those are two things that I think we can largely at-
tribute to SEMATECH. Without SEMATECH, we would have had
a larger erosion take place.

Senator ROCKEFELLER. I understand the benefits of SEMATECH.
I am trying to get to the matter of production of semiconductors
through these alliances in other places and the implications of that.

Mr. ScALISE. Right. In those cases, the ones that have been an-
nounced so far, as I understand it, they will probably be located in
Japan or in New York.

But, I think it is also likely that once that is done, there is every
reason to believe that there can be a second factor that might take
place or might be placed here in the United States, or even some-
where else. So, I do not think that it necessarily says that the
whole game is going to be played in Japan or soinewhere else. That
first step, in one case, is there; in one case, it is here. And I think
we will find that to be the case in all alliances. What you have got
to do is make sense out of an agreement; how is it going to best
function in the early stages, and then how do you capitalize on the
strength that comes from that, going forward.

Senator ROCKEFELLER. It bears watching, I think you would
agree.

Mr. SCALISE. It bears watching.

Senator ROCKEFELLER. And I think the Chairman’s concern is
valid. I thank you, sir.

The CHAIRMAN. Go ahead.

Senator ROCKEFELLER. A very quick one to Mr. Valenti. Most of
the Super 301s have been brought against Asian countries. And,
unless I am missing something—which is possible every moment of
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every day—we have not done anything against European countries
as individual countries, obviously much less the EC.

Now, the broadcast directive, I think, came down in 1989. So,
%ou are talking 3 years. Yet Super 301 is something that could

elp. I have not seen much action in terms of Europe. Your com-
ments?

Mr. VALENTI. Well, the USTR has notified the European commu-
nity of the possibility of doing just that. The reason why our Spe-
cial 301’s and 301’s have been directed at Asia and all in the piracy
and market access is because the problems there were thicker,
harder, and meaner, with piracy sometimes at 100 percent. If you
could get above 100 percent, it would be there. So, we had to attack
the highest priority items that we could.

I will tell you now that, depending on what happens with the
rental right directive and the satellite directive, and whether or not
other countries follow the lead of France, whose broadcast quota is
now at 60 percent, we may very well find ourselves in the next 12
months going to the administration and saying, the time has come
to fish or cut bait, to go after some of these major developed coun-
tries with whom we have had long relationships, but who are
unyielding in their determination to put all sorts of trade spikes in
our way.

In Italy, for example, it has to do with piracy. What is happening
to the Disney Company in Italy grazes the meaner edges of absurd-
ity. We are determined to do something about it. Italy cannot allow
Disney pictures to be pilfered the way they are, and the rest of our
companies are following. The answer is, the whole world is one in
which we have priority watches going on. We are watchmen on the
tower.

Senator ROCKEFELLER. Thank you, Mr. Valenti. Thank you, Mr.
Chairman.

The CHAIRMAN. Mr. Scalise, let me go back to the question of this
recent agreement. I do not have much information concerning it,
but the way I read the stories made me wonder why we have
SEMATECH.

I have been a strong supporter of SEMATECH. I believe it has
made some breakthroughs that have been helpful to us. The ques-
tion is, then, were those given away? What I read was that the
manufacturing in both instances is going to be in Japan.

I am concerned with some of these international chief executives
who say, with a great deal of pride, “we are not a national com-
pany, we are international.” “It does not make any difference where
we are headquartered,” some of them say. I do not think that is
the attitude of the Japanese chief executives. I think they feel very
nationalist, still.

And I really want to understand what actually is happening, and
why it was necessary to enter into that type of agreement, and
whether or not we left the principal manufacturing jobs in this
agreement to be done in Japan.

So, I would like to have some executives from each of thoce two
companies advising me, telling me why what they did was not only
in the best interest of their company, but their country.

Mr. ScALISE. Well, again, obviously, I cannot speak for the two
individual companies. I think your request is a fair one. But one
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of the things that we need to understand as we deal with the semi-
conductor issue today is the investment that is necessary to move
to the next level is becoming increasingly burdensome.

We are now talking about investment in the fabrication area in
the vicinity of $800 million to get to the next state-of-the-art level.
A lot of U.S. companies find that a very difficult hurdle to jump.
And, therefore, they are looking for ways to make that next step
to further enhance the capability that exists.

Now, I guess there are cases where, when you look at all of the
options available, the best one says, we will share in a manufactur-
ing facility for the next phase. That part of it will be there, how-
ever, the design will remain here.

The development work will continue here. There are a lot of
things that will continue here. A part of the activity will, perhaps,
be in Japan in this instance. But there will be a very large spill-
over that will contir.ue to be here in the United States. I would like
to think that there is a balance that works in our favor as a con-
sequence of that, and I think that is true.

The other side of the coin, for which you could probably also
build a case, is if you do not make that step, then it is unlikely
that some companies will be in the arena for the next generation
of technology and products and we will not create a job, whether
it is in Japan, or the United States—-all of the jobs will go some-
where else. So, there is kind of a balancing here that we have to
keep in mind, and it is not one that has an either/or answer to it
in all cases. There are a variety of compromises that we are going
to have to make. It is not simple.

Let me say one other thing on this particular issue. This has to
do with what is known as erasable/programmable read-only memo-
ries. There is a new version of it called FLASH, and I will not get
into that technology. But, were it not for the trade agreement of
1986, we would not be in the EPROM business in this country any-
more. That industry would be dead.

The CHAIRMAN. I understand that. I understand that.

Mr. SCALISE. And ths=t wus very important. We are still trying
to find ways to maintsii: ur vigor in that. And, apparently, in this
instance, the compauy chose this as the best alternative available
to them. Again, I am looking at it generically, as opposed to their
specifics.

The CHAIRMAN. I am willing to listen. I want to hear about it.

Senator DASCHLE. Mr. Chairman?

The CHAIRMAN. Yes.

Senator DASCHLE. Could I ask Mr. Scalise a followup question?
I ran out of time, and I am a little unclear as to his answer to my
question with regard to mandatory use of 301.

His answer, as I understood it, was that it ought to be up to the
industry to petition for 301. But, as the Chairman points out, you
have a lot of multi-national companies which may, for many rea-
sons, choose not to petition for 301 in a country that is being det-
rimentally affected for international reasons, number one. Number
two, USTR may not affirmatively respond to a 301, even after it
an industry petitions.

So, the question still goes back to what we were discussing ear-
lier: are there circumstances, such as the ones I have just de-
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scribed, which require that we reconsider the mandatory use of 301
if there are a certain set of criteria, well-developed, by which we
could ascertain the degree to which a country is trading unfairly?

Mr. SCALISE. I think the answer to that is probably yes. And the
reason that I gave you the answer that I did is that, in our experi-
ence, we knew what the issues were. We had developed them over
a long period of time, and it was relatively easy for us to bring a
case forward that we knew had the substance that would get the
support necessary, not only within the USTR, but throughout the
whole inter-agency group and the Congress. We had tremendous
support out of the Congress for that, as well. But we knew all of
the facts supporting our case.

Now, I think, in many instances there is enough evidence that
a self-initiation on the part of the administration would be advis-
able and appropriate. But, I think in most cases, it would be up
to the industries involved to be the initiators. I think that is prob-
ably the more effective——

Senator DASCHLE. Well, I have no difficulty with that. The only
concern I have is a reluctance on the part of the USTR, once that
case has been made, and once the evidence is fairly abundantly
clear to act on a 301 petition. Where we have a voluntary situation
today and an unwillingness to use 301 devices to their best advan-
tage, we have no recourse today, except to put congressional pres-
sure and other kinds of pressure on the USTR to do what the law
is designed to do.

Mr. ScALISE. Yes. I think that would be desirable.

Senator DASCHLE. So, that is my reason for clarifying the ques-
tion.

Mr. SCALISE. But, again, I will say this, that in the instance that
we were involved with, once we brought the case to USTR, they be-
came vigorous supporters of it and really drove the process to a sat-
isfactory conclusion.

Senator DascHLE. | thank you for that. Thank you, Mr. Chair-
man.

The CHAIRMAN. Thank you. Is there anything else?

[No response.]

The CHAIRMAN. We have another panel, then. Thank you, gentle-
men.

Senator ROCKEFELLER. Mr. Chairman?

The CHAIRMAN. Yes.

Senator ROCKEFELLER. I hate to be a problem, but may I just add
one more onto Tom’s?

The CHAIRMAN. Yes. Sure.

Senator ROCKEFELLER. And I apologize.

The CHAIRMAN. All right.

Senator ROCKEFELLER. Mr. Scalise, you have raised a very inter-
esting concept. If you do not make enough money, you do not have
earnings. If fyou do not have enough earnings, you cannot do R&D.
And then, if you do not have R&D, you are not going to be able
to manufacture.

Now, I take it, in response to the Chairman and to Senator
Daschle, that what you are saying is that, in a sense, your compa-
nies do not have enough money to build the enormous facilities re-
quired for manufacturing some of these things. So, therefore, the
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temptation of a joint venture overseas is there. And if I interpreted
you wrong, so say.

I would come back to you and say, if the Justice Department did
not preclude you from joint venturing with, say, your own National
Semiconductor, AMD, et cetera, wou%d that be something that you
could consider, as opposed to the Japanese?

Mr. ScALISE. That is also a viable solution. And, perhaps, some-
thing that needs to be looked at more carefully. Because a part of
what we are suggesting here is this whole issue of investment and
the economy of scale that flows from that.

If you have two parties, obviously, the chance of getting the econ-
omy of scale faster and getting the payback working is much great-
er. It also offsets some of the investment capability that some of
the very large, subsidized foreign competitors have to work with
that we do not have.

So, you are trying to find ways to deal with some of these imbal-
ances that are out there in the environment, and this is one way
to do it. But if we were to lift some of these restrictions for the
same opportunities here in the United States, I think that it could
enhance some of that. Yes.

We tall:ed about that at one stage, if you recall. We talked about
a U.S. memory company, and it did not go forward for a lot of rea-
sons. But we also talked about SEMATECH one other time before
we were able to bring it forward. Maybe tne time is right now for
us to reconsider on the manufacturing side.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

The CHAIRMAN. All right. Thank you, gentlemen. On our next
panel, we have Mr. William T. Archey, senior vice president of pol-
icy and congressional affairs from the U.S. Chamber of Commerce;
Mr. Michael Gadbaw, vice president and senior counsel for inter-
national law and policy of General Electric Co.; Mr. Robert
McNeill, executive vice chairman of the Emergency Committee for
American Trade. Mr. Archey, if you would proceed, please.

STATEMENT OF WILLIAM T. ARCHEY, SENIOR VICE PRESI-
DENT, POLICY AND CONGRESSIONAL AFFAIRS, U.S. CHAM-
BER OF COMMERCE, WASHINGTON, DC

Mr. ARCHEY. Thank you very much, Mr. Chairman. It is a pleas-
ure for me to be here on behalf of the U.S. Chamber of Commerce
and to talk about various aspects of trade policy and American
competitiveness.

I will briefly just summarize the high points of my written state-
ment, but also note at the front end if I were to come before you
2 years ago on the same topic, I would be talking essentially about
how trade policy, if done right, would regain, our preeminence in
world markets.

I am here today to say that we think that trade policy is extraor-
dinarily important, particularly a focused and assertive trade pol-
icy. But we think it is only part of overall policies that will essen-
tially restore America’s preeminence in the world marketplace.

Indeed, the chamber has a seven-point program in our National
business agenda that seeks to, in fact, increase economic growth
and competitiveness of the U.S. economy in seven areas, ranging
from changes in the tax structure of the United States, the deficit,



25

and particularly the spending aspect of that, to how to prepare the
work force for the next century. And, last, but not least, trade pol-
icy.

I would like to just quickly talk about some of the issues that are
on the table in regard to trade policy and take them one by one.
One, the North American Free Trade Agreement. The chamber has
bf(?f;:l very aggressively supportive of that, and ~~mains supportive
of it.

We think it should end up becoming a very beneficial agreement
for all of the three countries involved. We have not seen all of the
details yet, but we remain very optimistic about that. I would note
to you, though, that one of the problems that is always inherent
in this issue is the question of whether jobs will go south, and
whether American business is going to, if there is an agreement,
quickly head to Mexico. I do not think the facts show that.

I also think that there is a kind of a mind set about this issue
that I hope we are getting a little more sophisticated about, and
that is the view that foreign investment by U.S. companies is a
zero sum game for U.S. jobs or for the U.S. economy’s vitality.

I was looking yesterday and put some numbers together and
noted that cumulative U.S. direct investment in Mexico has gone
from $13.7 billion in 1987 to $21.5 billion in 1991; about a 50 per-
cent increase, while U.S. exports to Mexico went from $14.6 billion
to $33.2 billion; a 125 percent increase.

Our former chairman of the Chamber Board appeared before you,
Mr. Chairman, about 2 years ago—Jim Baker, the Chairman of
Arvin Industries, a very large auto parts manufacturer—and noted
that, in 1981, they had no foreign plants and had 5,400 U.S.-based
employees. By the end of the decade, they had 26 foreign plants
and 9,300 U.S.-based employees.

The point that Mr. Baker made before here was that they opened
three plants in Mexico, doing about $26-$30 million a year in busi-
niass, but they were exporting $18 million a year to those three
plants.

And the other point that he mentions, which I think is one that
we do not want to deal with but I think we are going to have to
confront, is that is, in some instances now, if you are not producing
in the foreign market, you are not going to get the market share
from a U.S.-based export base. And, so, in some instances, there is
nﬁ) other choice but to do that. So, we are very much in favor of
that.

The Uruguay Round—we still remain strongly in favor of it. We
do not agree with a number of the things in the Dunkel text, with
pa}ll'ticular reference to some of the dumping provisions, and several
others.

In terms of overall market access, the chamber was the first na-
tional general-puipose association back in 1988 who came out in
favor of Super 301. And, in fact, we were the only general-purpose
association that recommended specific countries to be on the list of
countries to be subject to investigation.

"We are also in favor of the Trade Agreements Compliance Act,
and we think that it makes sense. But we also think that it makes
common sense that a deal is a deal, and nations entering into trade
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agreements should be held accountable, and to adhere to the deal
that was made.

There is an issue on Customs modernization. We do not know all
the details, but, as a former Deputy Commissioner and Acting
Commissioner of Customs, anything that modernizes Customs is
probakly good for the public.

And, finally, I would note on some of the antidumping and coun-
tervailing duty issues, we have some real concerns about cir-
cumvention and diversion. We endorsed those provisions in the
House bill, with one caveat that it could be interpreted that some
innocent parties may be subject to dumping actions just because
they were supplier to a company that is under a dumping order.

On export enhancement, I would just briefly note that we are
strongly in favor of coordination and integration of resources within
the executive branch on both export finance and promotion, and ap-
plaud you, Mr. Chairman, and other members of this committee,
who have exhibited an awful lot of leadership in that area, particu-
larly in terms of the relationships of the AID program and enhanc-
ing U.S. exports to capital projects.

My final point I would make to you is that we think very, very
strongly that the need for a more focused or refined trade policy
still exists. My only other caveat I would make is that is just part
of an overall approach to looking at American competitiveness.
Thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Archey appears in the appendix.]

The CHAIRMAN. Mr. Gadbaw.

STATEMENT OF R. MICHAEL GADBAW, VICE PLESIDENT AND
SENIOR COUNSEL FOR INTERNATIONAL ILLAW AND POLICY,
GENERAL ELECTRIC CO., ON BEHALF OF THE NATIONAL AS-
SCCIATION OF MANUFACTURERS, WASHINGTON, DC

Mr. GADpBAW. Thank you, Mr. Chairman, members of the commit-
tee. Let me say at the outset that both NAM and the General Elec-
tric Co. believe these are important hearings. We commend you for
holding them, and are grateful for the opportunity to explain our
views.

It would be hard to overstate the importance of international
trade and trading relationships to American manufacturers. In
1991, manufactured goods accounted for 82 percent of U.S. exports,
and 81 percent of U.S. imports. We have a long way to go to elimi-
nate the chronic U.S. trade deficit of the 1980’s, but we believe we
are on the rigt.t path.

An even more important consideration is that trade is no longer
a drag on the economy, but a source of growth. More than 40 per-
cent of all U.S. real growth since 1987, and all of the real growth
over the past 2 years can be attributed to U.S. exports. This, of
course, means substantial U.S. jobs, as many as 10 million.

General Electric, itself, has an increasingly important stake in
the growth cof international markets and the openness of our inter-
national trade and investment relationships. In 1991, GE’s reve-
nues from international activities grew by 12 percent, to $16 bil-
lion, or 35 percent of our total revenues.
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Our most important global markets are in Europe and Japan,
while our fastest growing markets are in Mexico and South Asia.
In 1990, GE sold more to Japan than it purchased, with a net fa-
vorable trade balance of $1.4 billion.

Whatever this committee decides to do on trade in the remaining
days of this session, it is appropriate to look at what has been done
in the House. Therefore, I will concentrate my comments on the
provisions of the Trade Expansion Act of 1992, H.R. 5100.

In doing so, we said in our comments on H.R. 5100 that there
is no bad time for good ideas, and that there are, indeed, some good
ideas in H.R. 5100. Let me look at some of those provisions; both
the good, and what we think are the bad.

The Trade Agreements Compliance Act. The NAM strongly sup-
ports this provision and we commend the sponsors for their insight
fmd tenacity on behalf of the proposed amendments to U.S. trade
aw.

As we have explained in testimony on this legislation, if U.S.
manufacturers are to bear the burden of proof with respect to for-
eign barriers to American competitiveness, they are entitled to
some assurance that agreements to reduce those barriers will be
respected.

On Customs modernization, the NAM supports the Customs
Modernization and Informed Compliance Act. For some time, NAM
has advocated legislation to modernize U.S. Customs laws and
have urged that this job be completed in the current Congress.

Review of foreign trade zone operations in the automotive sector.
The NAM supports the proposal for a new report on these oper-
ations.

Now, let me turn to the Super 301 extension, which, in some re-
spects, is the most important provision of this bill. Our guess is
that this provision, while controversial, nevertheless enjoys strong
support in the Congress. Yet, its inclusion in the 1992 trade legisla-
tion would, we believe, be a mistake.

The issue for us is not policy where there are market access
problems that can and should be addressed under existing provi-
sions of Section 301 and U.S. law. The issues for us are attitude
and timing. We are aware of the sentiment, particularly in the
House, that deadline after deadline have passed for the Uruguay
Round, and, yet, there appears to be no end in sight.

We, however, have a more optimistic view. We strongly expect
that the NAFTA negotiations could be effectively concluded soon.
If that happens, Mr. Chairman, and, if, as we hope, it is a good
agreement, a great deal of credit will belong to you. Without your
support for the fast-track process and for the idea of a North Amer-
ican Free Trads Agreement, it would not have been possible.

We also believe that the Uruguay Road can be concluded and
that, indeed, the critical deadline is the one included in the Trade
Act of 1988. Our concern is that, rather than spur our trading part-
ners to finish these important negotiations, extension of Super 301
at this time would have the (:ipposite effect. It could goad them into
scuttling the negotiations and placing the blame for the failure not
gn European intransigence, but on the Congress of the United

tates. )

62-724 0 - 93 - 2
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I would also note that, with respect to mandated administration
actions under 301, the NAM does not support these provisions and
does not believe that Congress should get into the game of specifi-
cally designating investigations under 301.

Finally, Mr. Chairman, we believe there is no bad time for good
ideas. However, we have pending critical negotiations for the
NAFTA, for the Uruguay Round, and legislation in the Freedom
Support Act which would make an important contribution to the
ability of U.S. companies to compete internationally.

Each of these efforts is keyed to congressional actions, both com-
peted and pending, and success in each is essential to the long-
term international competitiveness of American firms.

Our plea today is not so much that the Congress act forcefully,
but that it act deftly. There are ideas that should become law as
soon as possible, yet, if their enactment is possible only in conjunc-
tion with poorly-timed, high-risk provisions, it should be postponed.
Thank you.

The CHAIRMAN. Thank you.
d_['Iihe prepared staternent of Mr. Gadbaw appears in the appen-

ix.
1’he CHAIRMAN. Mr. McNeill.

STATEMENT OF ROBERT L. McNEILL, EXECUTIVE VICE CHAIR-
MAN, EMERGENCY COMMITTEE FOR AMERICAN TRADE,
WASHINGTON, DC

Mr. McNEILL. Mr. Chairman, it is good to be here, and thank
you for having me. We, in ECAT, as with our sister organizations
on the panel here, the Chamber and the NAM, pin our major hopes
for improved market access on successful conclusion of the Uru-
guay Round and the NAFTA negotiations.

We particularly welcomed your opening comments as to whether
or not passage of some provisions of H.R. 5100 might get in the
way of successful conclusion of those two major negotiations.

Looking at H.R. 5100, we believe that most of the provisions in
that bill will be considered next year by this committee and your
sister committee in the House, in connection with implementing
legislation for the hoped-for agreements resulting from the Uru-
guay Round and the NAFTA negotiations.

Accordingly, we think that a trade bill of the kind incorporating
many of the provisions in H.R. 5100 is clearly unnecessary at this
time.

Among the provisions in H.R. 5100 that we think could get in the
way, or unsettle the possible successful conclusion of the Uruguay
Round, are the mandated Section 301 provisions. As with the
NAM, and I believe also the Chamber, we are very concerned with
gi)(l)lgress mandating the use of Section 301 as proposed in H.R.

In the case of that bill, the two industries selected for mandated
301 actions are auto parts and rice. It is our judgment that the
Uruguay Round, if it is to move, will move because of a break in
the impasse on agriculture, and that Japan, together with the Eu-
ropean community, will make significant moves to liberalize access
to their markets for U.S. agricultural products, including rice.



29

Therefore, I find it hard to see how a mandated Section 301 would
facilitate rice access into the Japanese market.

Similarly auto parts are under very active negotiation with
Japan. President Bush, indeed, came back from his trip to Japan
with a commitment from Japanese companies to increase their pur-
chases of U.S. auto parts from the current $9 billion level to a $19
billion level by 1993 or 1994.

We really, therefore, question the wisdom of the mandated use
of Section 301, particularly in respect to these two areas, as pro-
posed in H.R. 5100.

I am not speaking, here, in a comment I am about to make, on
behalf of the auto companies who are members of ECAT, but for
the rest of my membership. We are terribly concerned about the
automobile provisions of H.R. 5100.

First, the bill would legislate an import quota of 1.65 million Jap-
anese passenger cars into the U.S. market for an indefinite period
into the future. This is the level of imports presently allowed into
the United States by reason of Japan’s voluntary export restraints.

We do not see what benefit a legislated important quota would
provide in the U.S. market. On the other hand, we do see a terrific
drag on the U.S. position in international negotiations by having
the Congress impose a legislated import quota at a time when we
are trying to improve market access through the Uruguay Round
and the NAFTA negotiations.

I would like to comment on the auto parts provision of H.R. 5100,
because it is terribly important. The provision, in effect, would re-
quire the U.S. subsidiaries of Japanese auto manufacturers to
achieve a 70 percent U.S. content in their automobiles produced in
this country for an indefinite period in the future.

One of the very great difficulties here—and it goes back to Mr.
Valenti’s comment—is that this would be clearly violative of the
U.S. obligation to provide national treatment to foreign investors in
the United States because that 70 percent content requirement
\gould not be required of any other automobile plant in the United

tates.

We are thus terribly concerned that, were the United States to
legislate such an action at this time violating our National treat-
ment provisions, that that would bode very ill for conclusion of
parts of the Uruguay Round where national treatment is an impor-
tant objective of the United States, such as in services and intellec-
tual property agreements.

We also have problems with the antidumping provisions in H.R.
5100, particularly the anti-circumvention provision.

Before I conclude, Mr. Chairman, I would like to say that a very
significant issue in terms of market access for the U.S. business
community generally is access to what is going to be a mega-eco-
nomic power in the very near future, and that is China.

We would not like to see the Congress legislate legislation that
could result in the withdrawal of MFN to China, because if that
were accomplished, that substantially would remove the U.S. pres-
ence in China for a long period in the future and give to our com-
petitors in Asia, Europe and elsewhere a very, very substantial eco-
nomic advantage in developing the Chinese market. I thank you.
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di:[('lihe prepared statement of Mr. McNeill appears in the appen-
The CHAIRMAN. Mr. Archey, your view insofar as moving on the
trade bill seems somewhat different from your two other witnesses
therg. Will you expand on why you think we ought to do one this
year?

Mr. ARCHEY. Well, I do agree with Mike that timing is every-
thing. But I think that our view on it is that there is a need to
punctuate the fact that the United States is going to defend its le-
gitimate interest in the world marketplace, particularly regarding
market access.

And I guess there would be some difference of view of our board
versus maybe the other organizations, and this was, in fact, vetted
within the board, this question of, if you do something this year,
does it harm the Uruguay Round negotiations. And I think the
judgment of our board, after a spirited discussion, was that it
would not. And that, in fact, there was a need to do something
now.

And, to be clear about our position, we agree with ECAT, and I
believe NAM about the fact that we do not want any more manda-
tory anythings regarding 301. We do not favor more mandatory in-
vestigations; we do not favor the expansion of the current require-
ments or the current procedures under that law.

So, 1 guess the view of some is that we ought to postpone certain
aspects, and I think I can understand their point of view. All I am
saying is that we did discuss that, and our judgment was that we
should not.

The CHAIRMAN. Mr. Gadbaw, I was listening to the gentleman
speaking for forest products, and one of the points he made is that,
as our companies become more international or global, it is more
important for the government itself to take action, rather than the
companies, because they will be punished in that other country in-
sofar as the market share and access to that market; that they see
us needing to resort more and more to government action in that
regard rather than just rely on industry. How would you comment
on that?

Mr. GapBAW. Well, I think there is definitely some legitimacy to
that point of view. I do not think that I would take it so far as to
say that it supports extension of Super 301 at this point. The em-
phasis that we placed is really on the timing. We recognize that
Super 301 has been a useful tool in the past.

We think, though, that the situation right now, both with respect
to our trade position with various countries, such as the European
community where we enjoy a substantial surplus, and the critical
negotiations, do not warrant extension of Super 301.

I agree that a company—and certainly this is true of General
Electric—when contemplating a trade action, it is with a tremen-
dous ameunt of concern about the impact that it would have on our
relationships abroad. Frankly, that has not prevented General
Electric, even though we have a very complex set of relationships
from proceeding and recommending trade action when that action
is appropriate.’
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I think that, in fact, in the scheme of things, that that is an im-
portant burden to put on U.S. companies, and, in most cir-
cumstances, that is where the initiative should come.

The CHAIRMAN. Mr. McNeill, I certainly agree with you that the
Uruguay Round and NAFTA provide us tge greatest opportunity in
trying to expand our exports and expand our trade. But could not
the argument be made that if we move on a trade bill, that would
geatevleverage to try to get the Uruguay Round out of the deep

eeze?

Europeans might say, well, here is the United States going on its
own since we have not been able to resolve our differences in the
Uruguay Round. They are initiating their own actions. They are
moving to trading blocks, they are working on NAFTA., And, really,
multilateral trade is the better answer and we had better try to
make some headway here. How would you respond to that?

Mr. McNEILL. Mr. Chairman, I would agree. I would agree that,
were the U.S. Government lax in its pursuit of U.S. interests in the
Uruguay Round that a boost from the Congress of the kind that we
are discussing here might, indeed, be useful.

But there is every reason to believe that the administration and
Ambassador Hills and her deputies are working diligently and are
presenting the United States’ view in a very forcible fashion. Our
trading partners read the papers and they very well know what is
going on at home and in the U.S. Congress.

So, I rather doubt that the passage of a trade bill of the kind
that we are talking about here would, in any way, facilitate the
conclusion of the Uruguay Round. I rather think the opposite.

If I might, sir, just comment on the question that you addressed
to Mr. Gadbaw. It does not take an awful lot of imagination on the
part of a company, through its trade association or through others
working with the Special Trade Representative; to seek the initi-
ation of a Section 301 action without divulging itself, perhaps, to
its overseas customers.

I know in the case of ECAT, when Ed Pratt was our Chairman,
he did not hesitate to ask the USTR to invoke Section 301 or to
undertake bilateral negotiations for the protection of intellectual
property rights in Korea and elsewhere.

My current Chairman who just retired as the chairman of 3-M,
that conducts major business in Japan, has in no way been reluc-
tant to express himself publicly against the conduct of Japanese
trade policy.

So, I think that, while that is certainly a valid point, I think that
there are ways around it.

The CHAIRMAN. Thank you. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. Two ques-
tions. The first, Mr. McNeill, to you, and to Mr. Gadbaw, and the
second, to you, Mr. McNeill.

You both make the assumption that somehow, if Super 301 is
pressed, pushed forward in the Congress, that it somehow has a
destabilizing effect on the Uruguay Round, and, therefore, a nega-
tive effect.

Why could one not make the argument that, since it is on the
books and since the general expectation is that it is going to be con-
tinued, if, in fact, we were not to continue it, that that would raise
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a much larger question on the part of our negotiating partners.
They would say, well, why are they stopping this, what is this?
And, hence, it would be a net loss as opposed to going ahead and
doing it. I am interested that the NAM and the cﬁam er disagree
on this, and I am interested in your thoughts on this.

Mr. McCNEILL. Let me take the first crack and help my friend,
Mike, by so doing. I believe that the context of the dispute settle-
ment negotiations in the Uruguay Round would, in a manner, be
adversely impacted because there is a feeling that is widely shared
among our trading partners that Super 301 represented a degree
of unilateralism, if you would, on the part of the United States.

Please understand that I am not speaking on their behalf. I am
simply answering your question. I would think, therefore, that
were Super 301 to be legislated now, that that could be destabiliz-
ing.

More importantly, I think it might be better in terms of legisla-
tive action to await the outcome of the dispute settlement negotia-
tion in the Uruguay Round.

When you are looking at the implementing bill for the Uruguay
Round, you will not be able to review the dispute settlement provi-
sions and see whether or not Super 301 in that context makes the
kind of sense that it might make to you at the moment.

I therefore, see reason to wait and see what happens. Qur Am-
bassador in Geneva continually hears complaints about what the
Europeans call the unilateralism involved in the use of Super 301.

Senator ROCKEFELLER. All right. I understand. And I am sorry
I am not going to have to time to exercise my question to Mr.
Gadbaw. Let me ask one more of you, Mr. McNeill. ECAT rep-
resents, for the most part, multi-nationals.

I would be interested in your response to the point that the
Chairman raised in his opening comments and has ra..2d since on
the implications of joint ventures, in this case, specifically with the
Japanese, in terms of capital availability and all of the rest of it.
How do you react to his concern; the national obligation as opposed
to the shareholder obligation?

Mr. McNEILL. I can answer that anecdotally, in part, Senator
Rockefeller. I do not have intimate or lengthy conversations with
the CEO’s who are the members of ECAT, but I have from time
to time over the years talked with them in private and at public
ECAT meetings.

And I have never detected, anything other than the most fervent
patriotism and nationalism on their parts. These are people who
would like to do business in the United States exclusively and ex-
port, were the world of a sort that would allow them to do that.

As managers of companies, they have to look at the welfare of
the company, its employees, and its shareholders, often leading to
the conclusion that that collective interest requires joint ventures
of various sorts. Such ventures are often increasing to gain access
to foreign markets. U.S. aircraft manufacturers, for example, have
found that in order to sell to Al Italia, or other national airlines,
they have to agree to joint ventures where the foreign partner will
produce the wing, or foils, or various other parts of the airplanes.

So, joint ventures are a thing of the past, the present and the
future, and are being accelerated as the economy becomes more
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and more global and international. But given the choice, as I say,
just from anecdotal evidence, I would imagine that every CEO of
every company that I represent would firmly plant his feet in the
soil of this country and do whatever he could to enhance the well-
being, both social and economic, of the United States.

Senator ROCKEFELLER. But, ultimately, if corporations had con-
stitutions, so to speak, constitutionally they would have to respond
to the shareholder interest, if they had to pick one or the other as
opposed to the national interest. Wouldn’t they?

Mr. McNEILL. I am not sure, Senator, that the issue would ever
be defined that clearly. So, in the abstract, I could not answer that.

Senator ROCKEFELLER. All right. That is fair enough. Thank you,
Mr. Chairman.

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Mr. Chairman, I have no questions, save to
thank our witnesses and welcome, once again, our very old dear
friend, Bob McNeill.

Mr. McNEILL. Thank you, Senator.

The CHAIRMAN. Let me say, Mr. McNeill, that that has always
been my experience with chief executives until this year, when I
was on a couple of panels when I heard a couple of chief executives
of major companies really sound off the idea that they were inter-
national, not national, companies, and that they could be based
anyplace. And the innuendoes concerned me.

I hope that you are right. That has certainly been the case in the
past, but for the first time I heard this sort of thing, and that wor-
ried me. And it is a problem, as Senator Rockefeller said. You have
an obligation to your shareholders to maximize return for them.
And certainly companies are becoming more global, and are going
to become more so. And we understand that.

Mr. MCNEILL. Yes.

The CHAIRMAN. But where they draw the line—

Mr. McNEILL. Yes. I, too, share that concern, Senator. But I
think that my member companies and their CEO’s view themselves
as U.S. companies with international operations, and it is the U.S.
company that, I am sure, in their minds, is the dominant factor.
And, as Americans, I would imagine—not imagine, I know, that
the{ view their obligations to this country and take them very seri-
ously.

The CHAIRMAN. Thank you.

Senator MOYNIHAN. Mr. Chairman, can I make just one remark
to your point?

The CHAIRMAN. Yes, Senator Moynihan.

Senator MOYNIHAN. More and more, our CEO’s of multi-national
companies have multi-national ownership.

The CHAIRMAN. Oh, yes.

Senator MOYNIHAN. And, just for the record, yesterday the last
typewriter manufacture in the United States was closed down. And
Syracuse, New York was the world producer of typewriters. That
is where they all came from a century ago. And it was reduced to
a Smith-Corona plant in Cortland, south of Syracuse; the only type-
writer manufacturer, the Japanese banging away at them, banging
away at them, not very nicely. And yesterday, without any notice
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at all, now a British-owned firm, Smith-Corona, announced that all
manufacturing would be moved to Mexico.

It was the last typewriter to be made in America. And who do
you complain to in those circumstances? I think my point is only
to say that as ownership becomes more diffuse you get that kind
of response that the Chairman was speaking of.

Mr. McNEILL. Yes.

The CHAIRMAN. That is a fair statement. I attended a meeting
in Europe last month, and I understand that the EC is talking
about moving away from domestic content on automobiles, which
they have supported in the past. I can remember talking to Mrs.
Thatcher about that Nissan plant up in the lake country. I asked,
are you going to require domestic content? She said, absolutely; 60
percent.

I talked to Prime Minister Rocard down in Paris. I asked, are
you going to accept those cars in the Nissan plant? He said, cer-
tainly not. I askecr, why? He said, because we want 80 percent do-
mestic content. They finally compromised around 70.

But now instead they have agreed to limit Japanese cars into the
European market at 16 percent. And, at the meeting I attended,
they said that is a great step toward a free market. And I said,
that is interesting.

I said, I do not quite understand it that way. But that is what
they are doing. And that is happening to us around the world. The

uestion is how we respond to that sort of thing. Well, gentlemen,
thank you very much.

[The prepared statement of Senator Rockefeller appears in the
appendix.]

[Whereupon, at 12:00 p.m., the hearing was concluded.]
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COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:05 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan presiding.

Also present: Senators Baucus, Bradley, Daschle, Packwood,
Chafee, and Grassley.

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

Senator MOYNIHAN. May I just tell our guests that we have been
meeting in the back room with Ambassador Hills with respect to
the North American Free Trade A%%ement. It will take a moment
gor Senator Packwood to get here. en he does, we will begin our

earing.

[Pause.]

Senator MOYNIHAN. A very good morning. And could we now
close the back door.

As I said, we were just having an informal meeting with Ambas-
sador Hills about the North American Free Trade Agreement.

And this leads directly to the subject of this morning’s hearing
which is on Trade Policy and Legislation: Auto Trade and Customs
Modernization.

These are matters that are raised by the legislation sent to us
from the House and which is now in this committee and with
which we will be dealing with presently.

Senator Packwood, I told the audience that we would hold off
this hearing until you had arrived. And here you are.

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

Senator PACKWoOD. Well, this is kind of a beauty and the beast
hearing. I like the Customs modernization part. I regard the auto
part as the beast part of this from the Nation’s standpoint and Or-
egon’s standpoint.

Oregon is the second biggest port of entry for Toyotas, the big-

est port of entry for Hyundais, and the biggest port of export for
ondas.

It is an immense business for our port, but apart from that, these
limitations on car imports are going to hurt the American

(35)
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consumer, they are going to raise the price of cars, they are going
to do no good for the industry, and it is a step backward.

I had hoped that we would reject nll that the House did in this
area.

Senator MOYNIHAN. You have not made up your mind yet.

Senator PACKWOOD. I have no strong feelirgs on the subject.
[Laughter.]

Senator MOYNIHAN. I see.

Senator Daschle, good morning, sir.

Senator DASCHLE. Good morning. [ have no comments.

Senator MOYNIHAN. Then let us get those beasiies up here.
[Laughter.]

Mr. Peter Pestillo who is vice president of Corporate Relations
and Diversified Businesses of Ford Motor Co., he will be speaking
on behalf of the Ford Motor and Chrysler corporations.

Mr. Walter Huizenga. Did I pronounce that correctly?

Mr. HUIZENGA. Yes.

Senator MOYNIHAN. He is the president of the American Inter-
national Automobile Dealers Association. Mr. Lee Kadrich of the
Automotive Parts and Accessories Association. Mr. Steve Beckman,
an economist with the international department of the UAW.

\?’ell, we will go forward with you first, sir. Good morning and
welcome.

STATEMENT OF PETER J. PESTILLO, VICE PRESIDENT, COR-
PORATE RELATIONS AND DIVERSIFIED BUSINESSES, FORD
MOTOR CO., ON BEHALF OF FORD MOTOR CO. AND THE
CHRYSLER CORP., GROSSE POINTE, Ml

Mr. PESTILLO. Good morning, Senator. Thank you. I have had
better introductions, but these are difficult times. I appreciate the
opportunity to be here with you.

Senator, we are pleased that the committee is examining the
state of U.S. trade policy and considering what role Congress
should take in pressing U.S. trade policy objectives.

A case could be made that existing trade laws are sufficient to
:_esolve present trade imbalances and prevent unfair trading prac-
ices. '

However, we are convinced that the chronic trade imbalance with
Japan represents a serious threat to the United States, to our econ-
omy. And we are frustrated with the lack of progress in prying
open the Japanese market.

While the total 1991 U.S. trade deficit improved by 35 percent
over the previous year, the deficit with Japan actually worsened.

Moreover, based on the latest trade data, Japan’s worldwide
trade surplus for the first 6 months of the year is more than 50
percent higher. It’s higher than the same period last year.

Japan’s surplus with the United States is up 17 percent, despite
continuing Japanese promises to take actions to reduce the imbal-
ance.

Automotive trade now accounts for about 75 percent of the total
United States-Japan trade deficit and has not budged for 6 years
for two primary reasons.

First, although vehicle imports from Japan have decreased
slightly in recent years, Japanese transplants continue to use sig-
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nificant levels of high value-added Japanese components, such as
engines and transmissions.

Second, no auto company has made much progress in penetrating
the Japanese market. Foreign producers account for 34 percent of
the U.S. market and 15 percent of the European market, but all
of the other auto manufacturers in the world together have not
been able to capture even 3 percent of the Japanese market.

This home market sanctuary has enabled Japanese auto produc-
ers to earn an average of more than $S billion annually over the
last 4-year period available.

These profits allow them to subsidize their U.S. operations and
increase their U.S. market share, injuring the U.S. auto industry
and displacing tens of thousands of workers.

The prospects for meaningful improvement in the United States-
Japan trade picture are not encouraging. Europe has successfully
negotiated an agreement with Japan that limits Japanese market
share in Europe through 1999. And they recently have reduced
even further the level of allowable shipments because of Europe’s
recession.

The European agreement could lead to the United States becom-
ing the dumping ground for Japanese auto makers. They already
have the capacity to produce twice as many vehicles as they sell
in Japan.

They are expected to add enough capacity to produce an addi-
tional million vehicles through transplants in the United States.
There is no question that the U.S. auto industry is very much
threatened today.

Sengxtor MOYNIHAN. By they, sir, are you referring to the Euro-
peans?

Mr. PESTILLO. To the Japanese transplants here.

Senator MOYNIHAN. To the Japanese transplants, but they as
Japanese.

Mr. PESTILLO. Over this next decade, they will add a million
units of capacity in the United States.

There is no question that the auto industry in the United States
is very much threatened today and such a threat to U.S. manufac-
turing should be a major concern to all of us.

Manufacturing provides higher-quality; better paying jobs, is &
critical customer of U.S. basic and high-tech industries, and ac-
counts for virtually all privat  sector R&D expenditures.

The auto industry alone }..s more impact on the U.S. economy
than any other industry, with cars and truck sales accounting for
about 4.5 percent of total gross domestic product.

Ford, GM, and Chrysler directly provide 800,000 U.S. manufac-
turing jobs and an additional 1 million dealership jobs. Including
suppliers, 1in 7 U.S. jobs is related to the auto industry.

We recognize that we have the major responsibility to ensure our
competitive survival. And we believe we have made excellent
progress to date.

Eight of the 10 most productive auto plants in North America,
including transplants, are Ford plants. One has even been rated
the second most productive plant in the world. That is our plant
in Atlanta.

e
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The Japanese did get a jump on us in quality in the 1970’s, but
the quality gap is no longer significant. Recent studies show a less
than one-problem-per-car difference among the top 75 models sold
in the United States, about half of which were domestic products.

Despite the fears of car price increases, we have kept car price
increases to 12 percentage points below inflation and 32 points
below the average Japanese increase since 1981. The 1992 Ford Es-
cort, for example, is priced $1,100 below the high-volume Japanese
products against which it competes.

Ford spends 2.5 percent of wages on worker retraining. That was
more than $300 million last year.

We make vehicles here in America that are judged good enough
by two Japanese manufacturers to be badged and sold by them
through their dealers here.

And we are making major efforts to compete in Japan. Ford es-
tablished its own distribution network which sells U.S.-built cars
and Ford-badged vehicles built in Japan. Ford is the best selling,
foreign name plate in Japan.

We relocated the headquarters of our Asia-Pacific Operations to
Tokyo and hired a Japanese national as President of Ford of Japan.

Next year, the Probe will become the first American-built, right-
hand-drive Ford vehicle in recent history to be exported te Japan.
?51)1510 a right-hand-drive Taurus will be introduced in the mid-

’s.

We are confident of our ability to compete against anybody in the
United States or anywhere else in the world, provided we get fair
and equitable treatment. But there are some fundamental
externalities working against us.

Unlike the transplants, we cannot hire all new, younger workers
without casting out our present mix of older, racially-balanced em-
Floyees-personne] to whom we have had, for example, pension ob-
igations since 1949.

Unlike the transplants, we cannot build all new factories in rural
areas that are sugsidjzed heavily by the local communities and
States without closing older, less-efficient plants in urban areas.

Senator MOYNIHAN. Would you just continue? You have a 4-page
statement. It is very concise. And we will hear everybody.

Mr. PrsTit ' » Thank you, Senator.

If we were to close the older, less-efficient plants in urban areas,
it would dislocate lots of peuple---particularly minorities—and put
them on the unemployment roles in areas where jobs already are
scarce.

Not only would these actions violate the moral and civic obliga-
tions that we have accepted over the years, but they would have
serious impacts on the U.S. social fabric.

We support open, fair, and mutually beneficial world trade. Our
position on Japan and the discussions we have had with their auto
companies are not about protectionism, but about greater trade lib-
eralization.

But given the lack of progress, we support legislation along the
lines of the House-passed trade bill to put pressure on the Japa-
nese to do what they need to do to correct trade inequities.

For example, it is clear that the 1988 Super 301 provision got Ja-
pan’s attention and resulted in progress in several sectors.



4
1

39

We support its extension. We support a 301 investigation of Jap-
anese policies and practices which have a harmful effect’ on the
ability of U.S. auto and parts makers to enter the Japanese mar-
ket, such as the Japanese distribution system, the keiretsu system,
and tw;arious Japanese government regulations and testing require-
ments.

We support subsequent 301 negotiations that address the need
to offset any detrimental impact from the EC-Japan auto agree-
ment and to formalize the Japanese commitments made in Tokyo
in January.

And we believe there is room for improvement in the anti-dump-
ing laws. We find it inconceivable that after the U.S. Department
of Commerce found clear evidence of Japanese dumping of
minivans at an average of more than $1,500 per vehicle yet the
International Trade Commission was able to find no injury to the
U.S. industry.

Legislation also is needed to correct a particularly anti-competi-
tive regulatory inconsistency. Presently, multipurpose vehicles,
MPV’s, are classified as trucks for emissions, for fuel economy, for
VRA, for gas guzzler, and luxury tax purposes, but as cars for tariff
purposes.

This inconsistency gives importers the opportunity to manipulate
U.S. regulations to get the most favorable treatment in all cases
and, not incidentally, to dodge the payment of about $300 million
a year in tariff duties.

We hope the House will soon pass a provision correcting this in-
consistency as part of a tariff bill. And we hope the Senate will act
promptly on this as well.

In summary, it is clear that the U.S. Government cannot afford
a hands-off competitive and trade policy. While we prefer negotia-
tion to legislation, it is clear that Japan needs to be put on notice
that the U.S. Government will not tolerate the slow pace of
progress.

We recommend that the committee promptly approve legislation
that would help ensure progress in reducing the United States-
Japan trade imbalance, correct inequities in U.S. tariff classifica-
tions, and help to open foreign markets for more U.S.-made goods
and services.

We prefer to see Japan accept willingly the responsibilities of
international economic leadership. However, the chronic, unaccept-
ably large deficit Japan has run with the United States suggests
that such responsibility may have to be imposed by legislation.

While we might all wish otherwise, we hope that the Congress
will grow as impatient as we are.

Thank you, Senator.
di}[:'lihe prepared statement of Mr. Pestillo appears in the appen-

Senator MOYNIHAN. We thank you, sir.
Now, shall we hear from the other side. [Laughter.]

STATEMENT OF WALTER E. HUIZENGA, PRESIDENT, AMER-
ICAN INTERNATIONAL AUTOMOBILE DEALERS ASSOCIA-

TION, ALEXANDRIA, VA
Mr. HUIZENGA. Thank you, Senator. Good morning.



40 !

My name is Walter Huizenga. And I am the president of the
American International Automobile Dealers Association.

Thank you, Mr. Chairman, for the opportunity to be here today
and to testify on trade legislation pending before the Senate Fi-
nance Committee.

I am here today on behalf of 10,500 American businesses and
their 320,000 American employees selling international nameplate
cars and trucks in the United States.

Mr. Chairman, I would like to take a couple of minutes this
morning and place the pending legislation into an economic and
historical coatext, if I may.

Today, the domestic auto industry is in its best, overall competi-
tive position in 20 years. Despite the fact that our economy appar-
ently continues to stagnate, the Big Three are earning significant
profits. Yesterday, for example, Chrysler announced second quarter
profits rose and totaled $178 million.

A recent Business Week cover story reported that the Big Three
are in a unique and positive competitive position.

During the first 6 months of this year, their market share has
increased, their costs are down, their quality is up, and, as the pre-
vious witness just indicated, they have some of the most efficient
plants operating in the world today.

Demand for their models is growing in virtually every market
segment. Analysts, and even the Big Three themselves, can now
predict that they will gain even more market shace over the next
3 years. In short, they do not need governmental help.

Secondly, let us look at the historical context of automobile trade
legislation. In 1979 when the U.S. Congress considered significant
trade restrictions against Japan, the VRA’s were imposed.

And the Japanese at that time were gaining significant market
share. Virtually all of their automobiles were imported into the
United States and contained 100 percent Japanese parts.

Today, almost half of those automobiles are manufactured in the
United States. And a growing percentage of those cars contain U.S.
parts. For example, Toyota and Honda today manufacture their en-
gines in the United States.

And while I am sure that all of us would like to see an increase
in U.S. parts use, the purchase of U.S. parts has grown from vir-
tually nothing 12 years ago to $9 billion now.

And over the next 3 years, the Japanese manufacturers have
committed to take those purchases up to $19 billion. That rep-
resents a significant change. I think it is important that we recog-
nize the progress that has been made.

Please, do not make any mistake. The situation today is that we
are in the middle of a process. And in that process, first we have
seen Japanese manufacturing activity shift to the United States.

And now, seccnd, the parts procurement and parts manufactur-
ing activity is shifting to the United States. That cannot happen
overnight.

And even if we accept the President’s trip to Japan as a bench-
mark for establishing when and how we are going to develop this
process, we are only 5 months into that process
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Clearly it is the responsibility of Congress to monitor that
progress and examine that progress. But 5 months into that proc-
ess seems to be prefty early to say we now need legislation.

I would like to focus, if I may, on three parts of the legislation
that we believe are particularly onerous, not only to our industry,
but to American workers and ultimately to the American consumer.

First, the provisions of H.R. 5100 would cut exports to the United
States of Japanese nameplate automobiles and trucks by at least
425,000 cars and trucks a year. That is a significant cut.

And because of that cut, prices will go up. American dealers and
their businesses will be forced to close. And thousands of American
jobs will be lost in those dealerships.

The quotas will also hurt the American consumer. The Brookings
Institution has stated that the voluntary restraints of the 1980’s
cost American consumers billions of dollars. The quotas mandated
by H.R. 5100 would, in effect, be an enormous tax increase on
American consumers.

Second, and make no mistake, the 70 percent domestic parts con-
tent requirement will cost American jobs. Why? Because only those
parts manufactured in a so-called United States manufacturing fa-
cility count toward the 70 percent content requirement.

Parts built by the transplants, joint ventures, or any other Japa-
nese owned or controlled companies, such as Firestone, cannot be
counted, no matter who makes thera or where they are made.

Finally, I would like to focus on the 25 percent tariff. Proposals
to impose a 25 percent tariff on minivans and multipurpose pas-
senger vehicles is, in effect, a 1,000 percent increase which would
fall directly on the backs of the middle class American consumers.

Senator MOYNIHAN. I will give you three additional minutes,
equal time with your colleague.

Mr. HUIZENGA. Fair enough.

The American consumers are purchasing today what is the fam-
ily wagon of the 1990’s. If this proposal is enacted, the Big Three
will raise prices. And the American consumer will pay billions of
dollars more.

Moreover, the investments of our dealer members and thousands
of jobs will be jeopardized. These American jobs and the American
colx)lsumers will be sacrificed to protect in many instances Canadian
jobs.

Half of the minivans sold by Chrysler in the United States are
actually manufactured in Canada. So this proposal would impose
a significant price increase on American consumers to protect in
some measure Canadian jobs.

Finally, we believe that the House provision is a flagrant viola-
tion of GATT and undermines the U.S. efforts to reach a successful
conclusion of the Uruguay Round of talks.

The House bill specifically targets Japan and attempts to exempt
products from all other countries. Therefore, I am not real sure we
are concerned about our meeting regulatory uniformity as much as
we are targeting a competitor from a particular country.

In conclusion, Mr. Chairman, we believe the process is working.
Perhaps, we are not all the way where we would like to be in that
process, but it is working.
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And we do not believe that now is the time to impose legislation
which will cost the American consumer billions of dollars and put
the businesses of our members and the jobs of their employees in
je(:f:rdy.

d therefore, we would urge the Senate Finance Committee to
reject this unneeded legislation.

Thank you.
di:[('l;lhe prepared statement of Mr. Huizenga appears in the appen-

Senator MOYNIHAN. We thank you, sir. I do not know whether
the process is working, but this hearing is working. You were ex-
actly in 3 minutes of your time.

Now, next we will hear from Mr. Beckman on behalf of the UAW.
Good morning, sir.

STATEMENT OF STEVE BECKMAN, INTERNATIONAL ECONO-
MIST, INTERNATIONAL UNION, UNITED AUTOMOBILE, AERO-
SPACE AND AGRICULTURAL. IMPLEMENT WORKERS OF
AMERICA, WASHINGTON, DC

Mr. BECKMAN. Thank you, Senator.

U‘i ‘%m pleased to be here this morning to present the views of the

Senator MOYNIHAN. I think we will want to get you a little closer
there. Let me see. Everyone has a microphone. I think if you all
moved a little forward.

Mr. HUIZENGA. They gave me two, Senator.

Senator MOYNIHAN. They gave you two. Well, that is just prob-
ably the Japanese were behind that. [Laughter.]

Mr. BECKMAN. This is indeed fair. Thank you very much, Sen-
ator, for the opportunity to present the views of the UAW this
morning on trade policy and specifically on automotive trade policy.

For many years, the trade debate in this country has focused on
our trading relationship with Japan. Since the early 1980’s when
the U.S. worldwide trade deficit began to soar, the U.S. trade im-
balance with Japan has been paramount.

A constant in United States-Japan trade has been the massive
contribution of trade in automotive products.

This single category which includes vehicles, parts, components,
and materials accounted for U.S. trade deficits with Japan of more
fhan $250 billion during the past decade and more than $30 billion
ast year. )

Mr. Chairman, the UAW is convinced that the United States-
Japan trade imbalance will not be significantly reduced without
substantial reduction of the U.S. deficit in automotive trade.

We are equally convinced that the overall U.S. deficit with Japan
will not disappear without concerted efforts by both governments
and by private business interests.

Hundreds of thousands of workers have lost their jobs in the do-
mestic auto and auto parts industries because the Japanese auvo
companies have gained a steadily rising share of the U.S. market
and imported parts, materials, and components replaced domestic
products. This has had a devastating impact on countless commu-
nities across the United States.
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The UAW believes it is time for Congress to take the steps nec-
essary to reduce our huge trade imbalance with Japan and to help
preserve domestic auto and aute parts industries. We cannot be
content, with vague promises.

The UAW strongly supports the proposed Trade Enhancement
Act of 1992, S. 2145, introduced by Senator Riegle. This legislation
would require that the United States-Japan merchandise trade im-
balance decline by at least 20 percent each year for 5 years.

Since Japan accounted for two-thirds of the total U.S. deficit in
1991 and an even larger share so far this year, this requirement
should have a substantial, positive impact on total U.S. trade.

If the trade imbalance is not reduced by 20 percent in any year,
imports of motor vehicles from Japan into the United States would
be subjected to restrictions.

The UAW believes that the use of automotive trade sanctions to
meet the trade deficit reduction requirements of S. 2145 is appro-
priate. There is no apparent way to eliminate the overall trade im-
balance without substantially eliminating the auto trade deficit.

Senator Baucus has introduced legislation, the proposed Auto-
motive Competitiveness Act of 1992, S. 2395, which would help to
preserve a strong domestic automotive industry and reduce our
huge trade imbalance with Japan.

This bill would require the Administration to negotiate a trade
agreement with Japan limiting imports of Japanese motor vehicles
to 3.6 million per year.

The bill would include within the definition of Japanese imports,
sales of vehicles by Japanese transplant operations in this country
which have less than 70 percent domestic content.

Thus, in addition to restraining the growth of Japanese imports,
S. 2395 would encourage the Japanese transplants to increase their
domestic content above 70 percent, just as they promised to do in
Tokyo in January.

In exchange for providing relief from Japanese imports, the bill
would require that domestic auto companies improve the quality of
their products and limit executive compensation.

We agree that the Big Three auto makers should improve their
competitiveness which would ultimately benefit consumers as the
quid pro quo for any trade relief.

In addition, we believe this committee should give favorable con-
sideration to the auto trade amendments sponsored by Representa-
tives Gephardt and Levin, which was adopted by the House of Rep-
resentatives during consideration of the Trade Expansion Act of
1992, H.R. 5100.

This amendment contains two basic elements. One, it would re-
quire the U.S. trade representative to negotiate with Japan for a
continuation of the existing voluntary restraint agreement on im-
ports of motor vehicles into this country.

And two, it would require the Administration to monitor whether
the Japanese auto companies are complying with the commitments
announced by President Bush and Prime Minister Miyazawa last
January in Tokyo concerning increased purchases of United States-
built auto parts and would make these commitments enforceable
under Section 301 of U.S. trade laws.
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To dispel any notion that it would somehow hurt Japanese trans-
plant operations in this country, the Gephardt-Levin amendment
contains a specific section stating that it may not be construed as
terminating or eliminating to any extent the production of motor
vehicles by transplant vehicle manufacturers or limiting or reduc-
ing jobs of the United States workers at the facilities of such manu-
facturers.

In addition to supporting the Gephardt-Levin amendment, the
UAW supports several other provisions included in H.R. 5100
which passed the House earlier this month. The changes in anti-
dumping and countervailing duty laws would tighten enforcement
of these protections against unfair trade.

We also endorse reinstatement of the Super 301 provision that
was included in the 1988 Trade Act, but has since expired. It can
be a useful element in U.S. trade policy that stands up for U.S.
production and employmeit.

The initiation of a Section 301 case on vehicles and auto parts
would demonstrate the continuing existence of a variety of barriers
to exports of competitive U.S. products to Japan.

In conclusion, the UAW is convinced that the jobs of hundreds
of thousands of UAW members, hundreds of thousands of other
American workers, and the health of many communities across the
Nation are at stake in the battle to preserve our domestic auto-
motive industry.

Only Congress can provide the industry and its workers with the
opportunity to make their appropriate contribution to the economic
strength of the country.

Accordingly, the UAW strongly urges this committee to give fa-
vorable consideration to the auto trade bills sponsored by Senatc-
Riegle and Senator Baucus, as well as the Gephardt-Levin amend-
ment which was adopted by the House as part of H.R. 5100.

The UAW appreciates having this opportunity. And we look for-
ward to working with the Chairman and all the members of this
committee as you consider important trade legislation.

Thank you.

.['Iihe prepared statement of Mr. Beckman appears in the appen-

X.

Senator MOYNIHAN. Thank you, Mr. Beckman. You are showing
an increase in productivity over management. You got your job
done in 5 minutes flat. [Laughter.]

Mr. Kadrich?

Mr. Beckman. We have always said we can lead in that area.

Senator MOYNIHAN. Well, you demonstrated impressively so.

Mr. Kadrich, we welcome you, sir.

STATEMENT OF LEE KADRICH, DIRECTOR, GOVERNMENT AF-
FAIRS AND TRADE, AUTOMOTIVE PARTS AND ACCESSORIES
ASSOCIATION, BETHESDA, MD

Mr. KADRICH. Thank you, Mr. Chairman and members.

APAA is pleased to discuss how we might shape trade legislation
that provides the policy tools needed to build trade opportunities
for world-class parts makers and their workers.

The dismantling of Japan’s anti-competitive auto maker-supplier
families, or keiretsus, that generally exclude outside competition, is
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gritical to the continued strength of the American-owned parts in-
ustry.

These families form the core of huge industrial and financial
combines with cross-shareholding and interlocking directors that
resemble 19th century American trusts.

Robert Kearns’ book, “Zaibatsu America,” includes this observa-
tion, “ . . you have to remember an American firm is not competing
against a Japanese company as an individual but against a com-
pany as a member of a group.”

Despite these odds, our industry has a proven 18 percent cost ad-
vantage over their Japanese competitors. Yet, USTR reported in
1989 that as “non-family” suppliers, “U.S. parts makers are pre-
cluded from both the original equipment and replacement auto
parts markets for Japanese vehicles.”

The keiretsu system’s exports to the United States is costing our
Nation a net loss of two jobs and $2 for every transplant-added job
and dollar. Japan’s unfair trade practices could destroy 50 percent
of our industry’s 600,000 jobs by the year 2000.

Our industry is competitive today and, if given free markets, can
be competitive well into the 21st century. But they cannot compete
against predatory, 19th century trust-style capitalism. Nor must
U.S. consumers be victimized by noncompetitive Japanese prac-
tices.

Japan’s car maker dominated aftermarket and its victimization
of consumers have become the focus of U.S. negotiators who use it
to prove Japanese markets are not competitive and to explain how
monopoly profits extracted at home subsidize aggressive pricing in
the United States.

In 1991, a DOC/MITI survey of parts pricing revealed prices
shockingly higher in Japan than in the United States, Japan’s car
makers control 75 percent of Japanese aftermarket parts and serv-
ice, a reverse of the S. competitive U.S. market where thousands
of independent outlets offer a wide array of choice to consumers.

Twelve years of high-level market opening initiatives by three
Administrations, Congress, and our industry have failed to end un-
fair Japanese practices.

U.S. firms still have less than 1 percent of Japan’s parts market,
hold a meager 20 percent share of Japan’s U.S.-based assembly op-
erations, and face a projected $22 billion parts trade deficit with
Japan by the year 1994.

The 1988 Trade Act’s expansion of Section 301 empowered our
negotiators to challenge foreign government toleration of anti-com-
petitive systems.

We think it helped to win keiretsu’s major billing on the SII
agenda. Unfortunately, as was the case with the MOSS process,
keiretsu’s systematic exclusion of outsiders stands out as the huge,
unfinished agenda item.

That is why APAA cannot gamble that the big ticket parts pur-
chase goals—and I would stress that these are goals or targets, but
certainly not commitments—that were presented to President Bush
in Tokyo will be realized unless this system changes.

Pro-competition legislation including four key elements can help
make this presidential initiative different from others.



46

First, we need a results-oriented mandated Section 301 negotia-
tion and Japanese agreement to eliminate anti-competitive prac-
tices. The United States should set goals and timetables and meas-
ure progress in terms of sales by long-excluded, non-Japanese
owned U.S. firms.

Second, once the first concrete Japanese parts agreement is se-
cured, new trade agreement compliance act provisions and a re-
stored Super 301 are needed as long-term enforcement tools. APAA
favors provision for a congressional-initiated Super 301.

Third, we seek extension and enhancement of the Fair Trade in
Auto Parts Act, now set to expire in 1993. The Act’s market open-
ing mandate is defined to cover both United States and Jzpan OE
and service parts markets. Extension would complement Section
301 market opening in Japan.

We support the Act’s extension through 1998 with two important
enhancements. First, the Act should name the intended bene-
ficiaries and measure sales progress in terms of long excluded, non-
Japanese owned U.S. parts firms.

Second, the Act should require that the Department of Commerce
lead an interagency role in coordinating U.S. policies on trust,
trade, and taxes with USTR, Treasury, and Justice.

Such concerted, consistent policymaking is needed to underscore
U.S. intolerance for unfair practices here or abroad.

And finally, negotiations should be directed to stamp out govern-
ment-tolerated anti-competitive practices globally.

Thank you, Mr. Chairman.

Senator MOYNIHAN. Sir, you have outperformed even the UAW.

Mr. KADRICH. Some of the estimates, sir, go as high as a 25 per-
cent to 30 percent U.S. supplier cost advantage over the Japanese.
So we are a pretty productive industry.
di['Iihe prepared statement of Mr. Kadrich appears in the appen-

X.

Senator MOYNIHAN. Thank you.

Gentlemen, I am just going to take a moment here. I have been
16 years in this comrnittee and I have never said a word about this
subject, but it is perhaps time that I did because I have been much
involved in the automobile industry when I was young.

And I have a feeling about your situation which is no more than
anlecdotal,\ but I think it might help you all to understand it your-
selves.

First of all, there is one large reason why we have a problem. In
1945, if you wanted to make an automobile anywhere in the world,
you had to make it in Detroit.

There was a little bit of a British industry in the Midlands, but
nothing that mattered. And that is bad. In any situation like that,
it is always bad for you. You pay for it eventually.

Mancur Olsen has laid out those propositions very eloquently in
his books.

But it produced a corporate mentality in Detroit which you just
cannot really reproduce. It was arrogant. It comes under the head-
ing of-—I do not want to seem disrespectful, but what we call stupid
stubborn. You could not get through to them.

Mr. Pestillo, you would not believe who you were talking with.
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They w:ll not remember this, but in 1959, a young person, in this
case myself and a young medical doctor, we had worked out in the
New York administration of Averell Harriman the first rudi-
mentary, but pretty good epidemiological analysis of automobile
crashes, injuries, and death. And we went to Detroit.

We said, “We have good news for you. We think we know how
we can get at this problem.” And it is & real problem, a very large
problem at the time. And, “Would you like to hear this good news?”
And the answer was, “Beat it.”

And I said, “If you do not do this, you will end up being regulated
by the Federal Government.” “Beat it.”

President Johnson signed the bill 7 years to the day when I ar-
rived in Detroit.

I remember going back to Detroit in 1966 as chairman of a Com-
mittee on Traffic Safety, Johnson Gardner had established it.

And again, the legislation had already passed, but they did not
know what had happened to them and could not comprehend it or

us.

They had to do something a little nicer this time so they took us
through a tour of the assembly line.

And I had been an Assistant Secretary of Labor under Presidents
Kennedy and Johnson. And this man knew it, the plant manager.
And so I am walking along, trying to be nice. I saw these fellows
down there on the line. That was Mr. Beckman’s unit.

And I said, “Boy, they are really working dewn there, aren’t
they?” meaning a happy plant, doing their work. And the manager
assured me, “Oh, no,” he said, “if you knew, that fellow’s mind is
20 miles from here, not paying any attention whatever.”

He thought I might be thinking they might be overworked.

But the industry could be malevolent. I had left the administra-
tion and had gone to a university. And General Motors let it be
known that if I was given a permanent position at that university,
it would be costly to the university. They would get no more sup-
port from General Motors ever.

I had a president who was just serenely indifferent to anything
like that, but I had to go down and have lunch with the head of
GM and say, “No. You cannot do that to the university. Do not do
that to the university. It is not right. They are universities. They
are not supposed to be dealt with like that.”

He let me pay for lunch. I remember it was in Central Park west.
[Laughter.]

Senator MOYNIHAN. And then about 2 years ago, 1 was visiting - .
a plant in New York State. I will not give any details, but it is a
working plant, a good plant. The union is working very closely with
management. And they really are turning out high grade parts.

And I remember talking to the manager of the plant. He did not
have a New York accent. It could have been a middle western ac-
cent. And I asked where he is from. I found out. I said, “You are
doing well here.” And he said, “Yes.”

I asked him a little about his career. He said, “Well, I will tell
you.” Here he was with the union stewards all around him. He
said, “You know, I got my start with this firm.” It is a big firm,
one of the three.
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He said, “My first Ffromotion, the plant manager called me in. He
said, ‘I like your stuff. You have more grievances filed against you
than any other division manager in this plant. And that means you
will not take any stuff from those people. So I am promoting you.’”

Well, that corporate culture brings you to this table. It is clearly
behind you, but the legacy is still there. And it is going to take—
it took two generations to get into it, getting out is harder, but I
think you are going to make it.

1 ]have waited 16 years to tell you about that. There it is. [Laugh-
ter.

Senator MOYNIHAN. Senator Packwood?

Senator PACKWOOD. Mr. Chairman, I will follow up just a bit.

I was here in the Congress when we passed the first mileage
standards. The industry came and testified against it for two rea-
sons. One, the public did not want a car like that. They knew that.
Two, they could not possibly make them sooner than 5 to 10. years.

Senator MOYNIHAN. Never.

Senator PACKWOOD. The fact that somehow in 1942, we managed
to go from cars to tanks, almost overnight, and at the end of it,
back to cars very quickly. They could not bring themselves to do
it engineering-wise.

Senator MOYNIHAN. I have to tell you. I was up in Corning years
ago. And I was shown a model of—and it was on display—the first
catalytic converter which they had done a beautiful job, from a
standing start, in about 18 months.

And they had described to me about a chief executive of one of
the Big Three who came through Corning, was shown what they
had done, and said “Wow, great,” and came down to one of these
hearings and said, “It could not be done.”

All right. That is enough of beating on them.

Let me ask a question. When we were in the mid-1970’s, remem-
ber the battle we had about the objection to American businesses
going overseas. Why do we allow them to go overseas and defer a
foreign source of income?

And by and large, they were not going overseas for the purpose
i){f exporting back here. They were going overseas to be in the mar-

et.

But one of the arguments that was made by American business
for doing it was it is good for business here and it let them inside
a market they were having trouble penetrating otherwise and it led
to increased business here because the American businesses over-
seas bought a lot of their parts from here and their engineering
from here, and it built up the base here.

John Young of Hewlett Packard, who is just retiring, said one of
the reasons they do not do much manufacturing overseas, other
than to be in the market, is that their floor costs—and they meant
their floor labor—is only about 6 percent of their cost. So it does
not make much difference if they manufacture in Singapore or
manufacture here.

Their research, they keep here. Their overhead, they keep here.
They have no need to go overseas.

If that is the experience with American businesses when they go
overseas, why are we so surprised that it is the experience of Japa-
nese businesses when they come here, that their natural tendency
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initially is to keep in touch with the suppliers they had or use their
home factories as they are acclimating themselves here?

Is it okay for American businesses to go overseas and do that,
but not for Japanese businesses to come here and do it?

Mr. PESTILLO. Well, Senator, if I might comment to Senator Moy-
nihan first. We admit to being prisoners of our history, but I think
we are finally mindful of the admonition. We will learn from it. I
assure you. And we have gotten better.

Senator MOYNIHAN. Oh, I think you have.

Mr. PESTILLO. We did learn a lot of humility in the 1980’s at the
very least. And that probably was constructive. At the time, we
were not competitive—I think the Girl Scouts were more effective
at business than we were. So we have gotten better.

But, Senator, your point, that is not the way we operate. We
were in Europe after the first World War. We have always had a
position that we would manufacture where we sell.

One of the things that distinguishes us from Hewlett Packard, of
course, is that they are able to put high units ot value in small
units of space. So shipping costs are insignificant to them.

Cars historically had not shipped easily or well. And there were
factors in the market that caused us to serve them as well.

So we were in Europe right after World War 1. We are the domi-
nant company in Britain even to this day and have a major pres-
ence in Europe.

It is significant, however, that no one has a major presence in
Japan. It is worthy to look at that. Right after World War 1I, we
had a large piece of land in Yokohama where we intended to build
a manufacturing facility. We were absolutely foreclosed from doing
S0.

Senator PACKWOOD. I want to separz.te two arguments here. One,
I understand the problems of getting into Japan. I think your com-
plaints are justified, but I want to separate that issue from the
market here and the penetration here.

Are you surprised that Japan comes here and initially purchases
some fair portion of their parts from their original suppliers in
Japan or from their own factories in Japan?

Mr. PisTILLO. I guess I am surprised to the extent that that is
not the way the Americans operated. We established a presence
where we sold and built where we sold.

For example, our European products are 90 plus percent Euro-
pean. So the Japanese behavior in automobiles is quite distinct
from other manufacturers’ activities. And surely, the Germans
have come here with very, very limited volumes.

And despite our prices and the like, we are a capital-intensive
business that is very, very volume sensitive. So you want to be able
to build great numbers of units in a single place.

But the Japanese behavior has been quite different. It is largely
because this is a uniquely free market. We have difficulty convinc-
ing our Administration that we are the only open market in the
world. And that encourages the Japanese behavior to build and
ship from Japan.

Senator PACKWOOD. Let me ask you a further question.

Mr. PESTILLO. Sure.
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Senator PACKWOOD. Last night, I was at a fund raiser with your
principal lobbyist. He implied that Taurus will exceed Accord this
year. He is reasonably confident they will.

He also said, or maybe Mr. Huizenga said that, the domestic is
now starting to recapture a larger market share in the United
States. Is that correct?

Mr. PESTILLO. Yes, sir, it is. The first point, we are about 10,000
units short of the Accord.

Senator PACKWOOD. But that is mid-year?

Mr. PESTILLO. Yes.

Senator PACKWOOD. And last year, you were 50,000 units short
at this time?

Mr. PESTILLO. And finished at 100,000.

Senator PACKWOOD. Yes.

Mr. PESTILLO. So there is a race out there. And we expect to be
successful.

Senator PACKWOOD. But if indeed—and [ will take my hat off,
Pat, to what they have done in the last 5, 10 years.

Senator MOYNIHAN. I had been using your time.

Senator PACKwWOOD. They indeed have learned. You have become
very competitive. Your manufacturing costs are now equivalent or
lower, as I understand it, for some of the cars.

What is the reason you would need protection any longer? It
looks like you are finally doing well.

Mr. PESTILLO. Well, see, we are not seeking protection—rather
reciprocity. To me it is not natural that the Japan market has only
3 percent foreign participation. There are irregularities there at the
very least.

The Japanese are marvelous managers of trade. We are not. And
there are only three other markets in the world, Europe, Asia, and
here. And the Japanese have affected domination of that.

Senator PACKWOOD. I agree with you on that. I also agree with
you on the argument about reciprocity. But domestically, you have
turned the corner, it would appear.

You are also going to pick up a greater portion of market share.
I suppose that will go up and down from year to year depending
upon quality and design, but you have turned the corner.

There is no longer any reason why in this country you cannot be
very competitive. That is a different argument from Japan and a
f{losed market. So you should not need any protection in this mar-

et.

Mr. PesTILLO. Well, I would rather have Japan’s attention than
protection. What we are seeking is the opening of both markets.
And the frailty of it all is the extent to which they do not open
theirs and our market remains open is to diminish our ability to
compete over time,

The Japanese have not found the U.S. market profitable, but
they have tremendous resources available from a protected Japa-
nese market. That is a great competitive advantage.

Senator PACKWOOD. This is the last comment I have. I would ex-
gect that within the next—I will take a guess—7 to 10 years that

argan will ask for a free trade agreement with the United States.
hey will look at their manufacturing capacity and say: It is not
worth the battle. We will give up on price and we will give up on
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some of our protection in excharnige for access, not to the U.S. mar-
ket, but I think it will be a Western Hemisphere market by that
time.

At that stage, I assume the auto companies will say: Fine. You
give us that and we will not argue anymore about their reciprocal
tariffs and quotas and problems.

Mr. PESTILLO. Well, we have not sought tariffs. We have just
sought reciprocity.

Senator PACKWOOD. No, I understand this.

Mr. PESTILLO. What you are saying, in effect, is what the Euro-
peans have done. And the Japanese have accommodated that with-
out protest.

Senator PACKwoOD. Thank you, Mr. Chairman.

Senator MOYNIHAN. Do you want to say what the Europeans
have done to which the Japanese have accommodated?

Mr. PESTILLO. What I would characterize the European-Japanese
auto accord is an effective orderly marketing agreement where
there are share limitations and recognition by the Japanese that
should the European market decline, they will take less participa-
tion, if you will, and maintain a balance. In fact that agreement
has been adjusted already because of the recession in Europe.

Senator MOYNIHAN. Which you testified to?

Mr. PESTILLO. Yes, sir.

Senator MOYNIHAN. Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

Mr. Pestillo, I think your statement was a very good summary
of the problems. And what I am trying to get at is the degree to
which some of the U.S. auto industry and auto parts problems can
be solved by market opening provisions on the one hand and VRA-
type or other types of efforts on the other.

When I visited Detroit, in your view, Ford and the other three
companies, I learned a lot. One is the degree to which Japan, as
you pointed out in your statement, sells their units at high prices
n a domestic market, reaps gigantic profits, and then uses those
profits back here and in Europe to market their cars and to absorb
some of their costs in this country.

Second is the Japanese homologation rules which make it more
difficult for the United States to sell in Japan, as well as the dis-
tribution problems in Japan, but on top of that, the higher, U.S.
auto industry pension costs compared with the Japanese, at least
with the Japanese transplants here.

And second, the demographics, as you pointed out, that is the
American work force wit tge seniority system is one where it is
just easier for a Japanese company that is building a transplant
here to hire younger, non-union employees.

Those are different problems, but they are all real problems that
face the industry. And I might say that it is my belief that the in-
dustry has learned its lesson in the last 10, 20 years, not enough

yet.

I tell the Chairman that when I visited Detroit, I took that book,
“The Machine That Changed the World,” the 5-year MIT study of
the auto industry.

And I took all the points in that book and I asked everybody
there questions so I could determine for myself the best I could the
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degree to which the industry is finally getting its act together and
following the lean techniques.

And I think the industry is making a good stab at it. They have
a way to go yet, but I think they have made a lot of progress.

Nevertheless, can all those problems basically be solved with
very aggressive market opening provisions alone, that is without a
quota, without a restraint agreement or not?

It just seems to me that because I guess GM and Ford both have
shown profits in the last two quarters, Chrysler, I think, is an-
nouncing a profit for the last quarter, and I think, as you say, your
domestic sales are increasing and again I think probably because
your cars are getting a lot better.

Ifbought one of your Atlanta cars. by the way. Everything is fine
so far.

Why can’t these problems be solved with Super 301 and with a
mandated auto and auto parts 301? Why can’t these problems be
solved just with aggressive market opening measures? Why do we
also need a restraint agreement at this time?

Mr. PESTILLO. Well, Senator, they can at least be ameliorated by
301 action or aggressive government behavior. I think it requires
it.

The Japanese auto industry is effectively an instrument of inter-
national economic policy, if you will. It is only derivative to me of
the old behavior of having a steel industry to prove that you are
a developed Nation.

They have great support from the government and pay great at-
tention to the government. So I think to the extent to which our
government is indifferent to trade policy—and I would argue to
some extent it has been, at least in auto—we will suffer a dis-
advantage.

I think there can be significant gains through market openings,
but again we need to understand the competitive value of a rel-
atively protected Japanese domestic market vis-a-vis a relatively
open United States one.

The capital requirements of the last 6 or 7 years have been tre-
mendous. They have been for design. They have been as well for
safety and emissions and the like. They have well exceeded the
profits of the three domestic auto companies.

So we are suffering from badly weakened balance sheets. And I
think to the extent to which the Japanese continue to have 10
times the share of the U.S. market that other countries’ products
have of the Japanese market, we will not easily get there.

Senator BAUCUS. But if the Japanese market is truly open, as
open as, say, the United States, why will that not be sufficient?

Mr. PESTILLO. Well, time will be a burden. And I think, as well,
the Japanese are to some extent doubtful that they will be effec-
tive. The best of all products will gather 7 or 8 or 10 percent of
the Japanese market quickly.

We are the dominant foreign producer in Japan—accounting for
abou}f 1 percent as a practical matter. That is not going to change
much.

The transplants have been coming here and by virtue of having
come here have a tremendous advantage.
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They have about a $10 labor cost advantage over the U.S. compa-
nies with comparable labor rates. The reasons are, they are in
rural areas where they do not have quite the medical costs we do;
they have a younger work force which typically is not so much
more productive as less vulnerable to illness and injury; and most
significantly, they do not have pensioners.

Chrysler, for example, has more pensioners than active employ-
ees. We have barely more active than pensioners. That effectively
doubles all the health care and medical costs we have.

Those disadvantages we accept, but they will not change.

Senator BAaucus. If I could, Mr. Chairman, just briefly ask Mr.
Kadrich, why don’t you just initiate a petition for a Section 301?

Mr. KADRICH. Well, sir, we did support the Super 301 action back
in 1989 and 1990. We fought very hard to get USTR to designate
Japan and its anti-competitive practices.

Senator BAucus. That was Super 301?

Mr. KaDRICH. That was a Super 301. And we met with rejection
in that regard.

Senator Baucus. Industry was divided at that time as I recall.

Mr. KADRICH. Yes, it was, sir.

Senator Baucus. Is industry divided today? What if Super 301
were alive today, would industry be divided or not in urging the
United States to self initiate, say, or to identify auto parts as a
major trade barrier?

Mr. KADRICH. Well, I think the significant point to note here is
that the industry has spoken in a unified voice through the Auto
Parts Advisory Committee (APAC) in terms of recommending that
the Administration begin the preparation of self-initiated Section
301, specifically to address the Japanese government toleration of
these continued anti-competitive practices. This has been a key rec-
ommendation of the APAC since 1991.

Senator BAucus. I would like for you to tell me if it is accurate
or not that the industry is reluctant to support Super 301 for fear
of retaliation. Is that correct or not?

Mr. Kadrich, our industry’s individual corporate members indeed
do fear Japanese retaliation.

Senator BAucus. Go ahead.

Mr. KADRICH. Back in the last round of Super 301 determina-
tions, we were being asked by the USTR for specific companies to
come forward and speak out on behalf of Super 301 action on un-
fair Japanese parts trade practices.

I think that was asking far too much of individual companies be-
cause of the risks in terms of their futurc commercial involvement
with the Japanese.

Senator BAucus. If we had Super 301, the tilt is for the Adminis-
tration, the government itself to initiate rather than putting onus
on the industry itself to ask for the government to initiate.

My point basically is I am trying to find a mechanism where the
onus 1s not so much on the industry where there is legitimate
worry of retaliation, rather the onus would be on the government
to self initiate actions where there is a major trade problem.

Mr. KADRICH. Well, we think the onus was definitely on the gov-
ernment. And if the Super 301 is restored, as I testified, Senator,
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we support the provision of your bill which would allow for Con-
gressionally-initiated Super 301.

We see that really as our safety net because we think we might
have at least a second approach should we be forestalled by the ad-
ministration in getting Super 301.

In terms of the importance of the issue, it was significant that
in the 1990 round of Super 301 identification, we not only had our
association, but the United Auto Workers, the Chamber of Com-
merce, NAM, and Chrysler Corp., urging designation of Japan,

There were significant groups speaking out on behalf of the des-
ignation of these particular anti-competitive Japanese practices for
Super 301 action.

Senator BaAucus. Thank you, Mr. Chairman.

Senator MOYNIHAN. Senator Packwood,

Senator Grassley very generously gave you the floor.

Senator PACKWOOD. I just have one last question. Then I have
to go on the floor to speak on this amendment.

Mr. Pestillo, Mr. Huizenga says that 92 percent of the minivans
sold in this country are domestic. Is that right?

Mr. PESTILLO. It is at least 85 percent.

Senator PACKWOOD. Eighty-three on sport utility and 92 percent
on minivans.

In your statement you said, “We believe there is room for im-
provement in the anti-dumping laws. We find it inconceivable that
after the U.S. Department of Commerce found clear evidence of
Japanese dumping, an average of $1,500 per vehicle, the Inter-
national Trade Commission found no injury to the U.S. industry.”

Isn’t the reason they found no injury is that you got 92 percent
of the market which is a fair portion of the market?

And even at the $1,500 subsidy, I am familiar with how these
two work. With Max, I just went through it with the lumber indus-
try. You have to find subsidy and injury. The ITC could not find
any injury when you had 92 percent of the market.

Mr. PESTILLO. Senator, the product, of course, is uniquely an
American product. So to have 100 percent of it, would not be novel.
So to come toward 10 percent of the market in a relatively short
time is dramatic. _

But the significance in our view of the ruling was that it lay in
ahbellief that people knew more about the automobile business than
the law.

And some of the opinions dealt with the frailty of styling or prod-
uct quality, things of that kind, which in our view are not germane
to the decision. That is why we argued that was an unusual deci-
sion at the very least. We intend to appeal it.

Senator PACKWoOD. Thank you, Mr.Chairman. I apologize for
having to leave.

: Senator MOYNIHAN. Thank you, sir. We are sorry you have to
eave.

Senator Grassley?

Senator GRASSLEY. Thank you, Mr. Chairman.

I think I will start with you, Mr. Beckman, if I could. I would
like to do so in regard to the summation that you made in your
comments about every trade agreement we have had with Japan
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sintce 1983. It was supposed to solve a trade imbalance. And it did
not.

And you went on to admonish us that if we are going to get the
job done, we have to be more concrete and forceful. I think you
probably share the same frustration I have.

It seems like the United States gets about 10 percent of its origi-
nal negotiation position in an agreement. And that agreement is
supposed to be phased in over a 3 or 4-year period of time.

And then I don’t think we ever look back at the end of 3 or 4
years, although we recently have on a semiconductor agreement
and concluded that we have not gotten 20 percent of market share.

But we do not look back and say: Well, we failed. We failed, not
only to what the agreement said, but we failed drastically from
where our original position was.

My question to you is, as an adviser to us in your capacity as
a witness today is, what do you think are one or two things that
we really have to do differently in our agreement process to make
sure they are carried out?

Let me say parenthetically here before you answer, I do not
think you are saying nor am I saying we have to necessarily have
a trade balance with any specific country, including Japan, but we
cannot have a tremendous imbalance with one country, like Japan.
And it is such a big share of our total trade balance.

Mr. Beckman. I would be happy to answer regarding what we
need to do to have successful agreements. And I certainly do share
your view that we do not have to have absolutely balanced trade
with any individual country, but we certainly do have to have a lot
closer balance with Japan, given the history of that imbalance.

But the first thing that is essential for successful negotiations is
knowledgeable negotiators, people who have—if not directly them-
selves—a staff of knowledgeable people who understand the auto
industry, who have a continuing relationship with people who are
directly involved in the various aspects of the industry’s operation
and the international trade within that industry.

We have had continual turnover in those types of positions in the
U.S. Government. And other countries do not. They have consistent
bureaucratic support for an understanding of the industry concerns
and constant interaction with the industry regarding their con-
cerns. That is the first thing.

Second, we need to have——

Senator MOYNIHAN. That is called illegal here.

Mr. Beckman. What is illegal here?

Senator MOYNIHAN. Those close relations with the industry.

Mr. Beckman. Well, I do not believe it is illegal to talk to the
people in che industry or to the union, but maybe that is illegal.
I do not know. I certainly hope not.

Senator MOYNIHAN. I have negotiated trade agreements with the
union in one hand and business in the other. You have to be care-
ful. It is the legacy of 19th century economics.

Mr. Beckman. I certainly believe that.

Senator GRASSLEY. What did you say?

Senator MOYNIHAN. Mike Blumenthal and I negotiated the long-
term Cotton Textile Agreement for President Kennedy in 1962. We
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had the ILG and Amalgamated on one hand and almost Bourbons
from North Carolina and South Carolina on the other.

Mr. Beckman. I think there is an appropriate role for the govern-
ment in understanding, being knowledgeable in the conditions of
the industry and being able to understand its role in the U.S. econ-
omy and in world trade. And I do not think that necessarily steps
over any legal line.

Senator MOYNIHAN. Of course.

Mr. Beckman. Second, we do have to acknowledge at some point
in this government that the auto industry is important and that it
is important for this government to have a policy, a consistent pol-
icy regarding the auto industry and that it has to be followed up.

And if 1 year to the next a negotiated agreement does not meet
the criteria of success in that agreement, we actually have people
who understand what the impact of that is on the industry itself
and how it will affect further development of our domestic industry
and employment and production related to it and productivity and
all the support industries affected.

So we have to have consistency in valuing the auto industry as
well as a variety of other inductries in this country in order to en-
sure that we will be able to successfully negotiate agreements and
follow them through. ——

As others have said, the Eurcpean community has just nego-
tiated a rather substantial automotive agreement with Japan. They
did not do it through legislation. They did it through administra-
tive action. They have the tools necessary for those kinds of activi-
ties. And we do not have them.

Senator GRASSLEY. Could I ask Mr. Kadrich a question?

Senator MOYNIHAN. Of course. Please.

Senator GRASSLEY. Thank you.

Mr. Kadrich, you spoke about the foreign trade zones as having
unilaterally reduced all of our OMB tariffs on parts from 4 to the
11 percent range down to a 2.5 percent rate applied to finished
cars.

Are we, in effect, adding further to our trade deficit as a result
of these foreign trade zones? Are the domestic suppliers disadvan-
taged to a further degree? And are you suggesting that we need to
look at the way our foreign trade zones are structured?

Mr. KADRICH. Yes, sir, to all three of those questions. First of all,
we feel that FTZ subzones definitely help in increasing our parts
trade deficit. We already know that the Japanese through their
keiretsu relationships are going to favor the home-based suppliers.

And, indeed, what often is the case is the home-based supplier
in Japan is used until such time as that Japanese business relo-
cates in the United States and continues the relationship here.

So, in effect, what we are doing through the foreign trade zone
program as it affects Japanese transplant operations is subsidizing
these close-knit relationships. Thus, the current program is
counter-productive in terms of our trade deficit and counter-produc-
tive in terms of our so-called market opening imi‘atives to open
Japanese parts markets and stop anti-competitive practices.

And, yes, indeed, our association has sought the reform of this
program. And I think the rules which were issued last fall go a
long way towards giving our industry the tools to challenge those
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zones where we feel there are unfair advantages being conferred
and to the detriment of our industry.

I very much apﬁreciated the fact that H.R. 5100 includes a man-
datory review of this program, specifically looking at the net impact
of these zones on the United States economy.

We must look at the net impact on the entire economy because
clearly, if you put an auto assembly plant in any town, it is a tre-
mendous benefit to that town.

But in terms of national employment impact, if the vast majority
of the parts for those assembled vehicles are being shipped in from
abroad, the net benefit of that plant is being enjoyed by foreign
workers and foreign communities.

Senator GRASSLEY. Mr. Huizenga, my last question, on page 6,
you refer to some testimony for estimating by the Citizens for a
Sound Economy that the average price increase as a result of the
tariff on multi-purpose vehicles would be 37 percent for imports
and $1,300 for domestic models.

I do not understand why the $1,300 increase in the domestic
MPV’s when the tariff would be placed on the imported vehicles.

Mr. HUIZENGA. Okay. What happens in that circumstance is that
once a company—and in this case, it would be the Big Three would
gain virtually monopoly market share in that market segment, that
1s to say, the loss of competition.

With the loss of competition, the Brookings Institution found that
the prices would go up even for the domestically-groduced products.

Senator GRASSLEY. Because of less competition?

Mr. HUIZENGA. Right.

Senator GRASSLEY. Thank you, Mr. Chairman.

Senator MOYNIHAN. We thank you, sir. And that is your last
question?

Senator GRASSLEY. Yes. Thank you.

Senator MOYNIHAN. Well, this has been a very productive meet-
ing.

This committee is going to want to help the industry and should.
And in a lot of situations it seems the fixed and subtle cir-
cumstances and relations of the world could change very quickly.

The Japanese, as Senator Packwood said, may be very well look-
ing for a free trade arrangement with us. They have an aging work
force. They are facing the same problems of every industrial coun-
try which has a surplus of semi-skilled workers. That is true in
Germany. It is true in Japan.

The global mobility of capital has changed all those calculations.
And we saw some work done by a professor at the Business School
of the University of Chicago.

For income distribution in the 1980’s in every OECD country
that he looked at, he found the income share in the higher levels
of education and occupation grew and they shrunk in the lower lev-
els. I mean, it did not matter who was prime minister or president,
that happened.

Did you say Pestillo?

Mr. PESTILLO. Yes.

Senator MOYNIHAN. Not Pestillo, you are not a Spaniard. All
right. Not to get personal, but you have been so open and so
thoughtful in your remarks.
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Let me just take a second to say that it was for me really a for-
midable experience trying to persuade the automobile industries
that there was a problem with the morbidity and mortality associ-
ated with automobile crashes.

In the 1950’s, this was a very large issue on the public agenda.
And the epidemiologists, public health people, were working largely
just from a transfer of concept and technology from aviation safety.

The Bureau of Aviation and the Federal Aviation Administration
had since the 1920’s been working on this. And they knew a lot
about it. They learned things: elemental seat belts and the idea of
a second collision.

When a car hits a tree, nobody gets hurt. It is not until the pas-
senger hits the car that someone gets hurt. And you learned to
think that way. And epidemiologists do not swat mosquitos. They
drain swamps. They think that way.

And we went out there in 1959, having published some papers.
And the reaction was hostility. And then we came in early 1961 to
a conference at West Point. I remember laying out a paper called
“The Legal Regulation of Automobile Design.”

Most of the industries in this country have ended up with gov-
ernment regulations because of safety. It started with the steam
boat inspection in the 1840’s.

The ICC came about as much as anything else because the rail-
roads would not adopt the Westinghouse air brake. And they said
as long as brakemen are cheaper than air brakes, they would con-
tinue to use brakemen instead.

And there was an incapacity to believe that it could happen. And
there was very little sense of what Washington was like, a very lit-
tle sense of what other professions were like.

I knew the publisher of the Detroit Press. When the automobile
safety legislation of 1966 was going through, they just could not be-
lieve that it could happen. And then bang!

And you always find yourself saying: You do not want govern-
ment regulations. You want to try to avoid it. It is not good for you.
Look what happened to the railroads.

And you go into that ICC building on Constitution Avenue. You
go in one morning and you come out at the end of the day, you are
a year older. [Laughter.]

And then came the things like mileage. “No. You could not do it.”
Clean air, like I said, engineers and scientists at Corning in New
York had developed a catalytic converter, a nice piece of engineer-
ing. I mean, from stand to start, they did it in about 18 months.

And a CEO, an executive of one of the Big Three, came through
Corning, looked at it, and went right on his way to Washingtor,
and testified before a committee like this, “This could not be done.”

All 1 want to say is that is behind you; the relationship of the
work force. And not that anybody does not have a lot to account
for, but I wonder if you all would go off for a weekend somewhere
and go back over that earlier experience which we ended up with
us sort of in the dark, and ask whether there isn’t still some linger-
ing disposition of that kind.

I am just saying it is an experience. I doubt if you have ever fully
said—they call them action reports in the Navy—what happened?
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Mr. PESTILLO. Senator, it is a more than interesting idea. Sen-
ator Baucus and I had this conversation when he was in Detroit.
And I think it is fairly clear that earlier. We were at least indiffer-
ent to the prospect of regulation and hostile to having someone else
intrude upon our business.

Senator MOYNIHAN. Yes.

Mr. PESTILLO. I think we are a couple of eras beyond that. The
only thing that I would offer you of some substance is that we have
the obligation to succeed at 30-mile-an-hour crashes.

At Ford, we test all our vehicles at 35 mph. And we have a cor-
perate determination to qualify at 35 mph that which is required
to qualify at 30 mph. Now, the difference is virtually exponential.
I mean, that extra 5 miles is materially greater.

Senator MOYNIHAN. Oh, sure.

Mr. PESTILLO. But that is our intention—to exceed whatever
legal requirements we have because to us, it makes sense. So I
think we have come a great way. We have more to do. And I hope
we have the time to do it.

Senator MOYNIHAN. I just mean a general attitude of how you re-
spond to signals from government. I mean, once you get it, great.

I want to leave it there. I do not want to say anything other than
how much we admire what you have done and what you are doing.

Mr. Kadrich, Mr. Beckman, Mr. Huizenga, is there anything you
wou]Id like to say before this court pronounces sentence? [Laugh-
ter.

Mr. Beckman?

Mr. BECKMAN. Mr. Chairman, just in regard to the comment you
made earlier about the relationship between trade negotiators and
the industry, I would remind you that the larger problem facing
the United States is the frequency with which our negotiators leave
their government employment and go to work for the foreign com-
panies or the foreign governments with which they were negotiat-
ing.

The closeness of their relationship to the U.S. industry or the
workers in this country is not in any danger of being too close, but
there is some concern that we have expressed often and others
have expressed that our negotiators are too close with the people
they have been negotiating with.

And that is one of the explanations I think of why our trade ne-
gotiations have ended up with so few successes over the longer
term rather than announcements of accord which fulfill none of the
expectations of the participants.

Senator MOYNIHAN. Well, now, sir, that is in the oldest tradition
of Americans judging their government. Will Rogers used to say,
“America never lost a war or wun a conference.” [Laughter.]

I am not going to be anecdotal on that point. I mentioned earlier,
the long-term cotton textile agreements. This was the precondition
for getting what became the Kennedy round. President Kennedy’s
Trade Expansion Act of 1962, the only bill he really got through
Congress. And that was in the first Congress of his presidency.

And the lines have shifted. The southerners who used to be de-
pendably for free trade are now making textiles and want import
quotas and so forth.

62-724 0 - 93 - 3
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We were sent over to get this. The negotiation took about 8
months. We would fly over every weekend, take the red eye and ar-
rive in Geneva a wreck at 4:30 in the morning. And there would
be the French waiting for us. They had been skiing all weekend.
[Laughter.]

And nothing would happen all morning. They would take us out
to a business lunch. And then around 4:30 in the afternoon, when
we were just beginning to crash, they would start negotiating. And
they were all career elite of the Federal Government.

And Mr. DeGaulle was in power. And he was not doing anything
for the United States. The Japanese could not have been more
agreeable. And after 8 months, the French offered their final offer.
“Here it is. Take it or leave it.” Absent that, no offer.

That was Mr. Blumenthal’s diplomatic career. It did not make
much difference to me that there was not going to be any success.
I was with the Labor Department. And Hickman Price was in the
Commerce Department.

We went out to a desultory dinner. And nobody was interested
in the food. And I said, “Well, what do you say we go back to the
office.” We had little offices over there. And I said, “Why don’t we
just take a look at it. Maybe there is something.”

And, well, not having any other pleasures in mind, we went back
and we looked at and found, “Good God Almighty, the French had
offered us more than we had been sent to get.” [Laughter.]

They had made a mistake. And Mr. Blumenthal tells this story.

And the next morning, we went in at 9:30. Mr. Blumenthal got
the floor and said, “The United States accepts the French offer.”
And the Japanese went, “Good.” And the British said, “Yes. Good
show.”

And the French said, “What?” “It is too late. We accept your
offer.” “No, no.” “We accept your offer.” And that is how
Blumenthal became Secretary of the Treasury. {Laughter.]

Thank you very much, gentlemen. We appreciate it.

Mr. PEsTILLO. Thank you, Senator.

Mr. HUIZENGA. Thank you, Senator.

Mr. BECKMAN. Thank you, Senator.

Mr. KADRICH. Thank you, Senator.

[Pause.]

Senator MOYNIHAN. I will ask our guests in the back of the room
to—we are going to get some light on the subject. We are going to
open our drapes. We want to hear from our Commissioner. So if
you will be patient.

It takes a lot of shifting of chairs in the back there. And the Jap-
anese journalists are leaving rapidly. I really must ask out of cour-
tesy to Commissioner Banks that persons take their seats.

And now, we go to the second subject of our hearing which is the
new Customs proposals which are incorporated in the House bill,
a subject of great interest to our government in the first instance
and to persons in foreign trade, as well as the rest of us.

We have the great pleasure to have Samuel Banks who is the As-
sistant Commissioner for Commercial Operations of the Customs
Service here to testify on behal. of the Federal executives.

We welcome you, sir. We will put your statement in the record.
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And before I do that, I would like to introduce into the record a
statement by Senator Hatch who has two quesiions for you which
we would appreciate your answering at your earliest convenience.
di}[{'I]‘he prepared statement of Senator Hatch appears in the appen-
Senator MOYNIHAN. Good morning, sir. Proceed exactly as you
would like.

May I first ask, let us have some sunlight. As I said, it is the
best disinfectant.

STATEMENT OF SAMUEL H. BANKS, ASSISTANT COMMIS-
SIONER, COMMERCIAL OPERATIONS, U.S. CUSTOMS SERV-
ICE

Mr. BANKS. I hope we do not need all the disinfectants.

Good morning, Mr. Chairman.

My name is Sam Banks. I am the Assistant Commissioner of
Commercial Operations of the U.S. Customs Service. And I sin-
cerely appreciate the opportunity to be here with you today to dis-
cuss the Customs modernization and informed compliance legisla-
tion. ’

I do appreciate having my full statement entered into the record.
And perhaps I can even abbreviate my abbreviated statement.

Senator MOYNIHAN., If you wish, but that is your choice.

M. BANKS. This is probably one of the most critical pieces of leg-
islation in Customs’ history. The enactment of the Customs mod-
ernization legislation really positions us, to propel us into the 21st
century, to be able to take advantage of modern technology.

After 3 long years of discussion and negotiation, the trade com-
munity and Customs have finally developed this consensus legisla-
tion concerning how we should modernize our procedures and oper-
ations.

I am pleased to report that today we really have a very broad
spectrum of support with industry, with a whole variety of the
international trade community, with domestic industry, including
the auto sector, the textile sector, and even the steel sector.

We have the ocean and air and land carriers involved. We have
sureties involved. Our employee union has been involved in these
discussions.

And we have really finally reached after all this time perioed a
very delicate balance of compromise on almost all the contentious
issues surrounding this legislation.

Senator MOYNIHAN. That is good news.

Mr. BANKS. I would caution at the same time that I do not think
that everything pleases everybody in this legislation.

Senator MOYNIHAN. That is not news.

Mr. BANKS. No. But it is an amazing accomplishment. It is an
amazing coalition at this particular point.

In particular, I would like to thank the Joint Industry Group and
its Chairman, Mr. Cross, because they brought an awful lot of lead-
ership to this process as well. And we have also appreciated the
sua?f?ort, the effort, and the guidance of this committee and its
staff.
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The enactment of this legislation is really crucial to all of us, as
I said, to really take advantage of modern technology. For the in-
dustry, the issue is really competitiveness.

The issue for Customs is a productivity issue. We are trying to
deliver better service, faster service, more efficient service, and
more effective service. The guiding principle behind our discussions
to date have been shared responsibility.

For Customs, the responsibility is to do a better job of informing
the trade community of the trade rules and thereby trying to pro-
vide the trade community with the certainty it needs in order to
be able to conduct its business. This concept is called informed
compliance.

On the other hand, the trade community shares responsibility to
help us share compliance with the U.S. trade rules. The benefits
of this proposed legislation are really exceptional.

It provides tremendous flexibility to importers and to brokers for
filing their import declarations. It enables Customs and the trade
community to adopt modern business practices, such as consolidat-
ing all their import data and their duty payments rather than
doing business on a transaction by transaction or a shipment by
shipment basis.

It also provides the authority to only require paper when it is ab-
solutely necessary. We really hope we can topple some of this paper
dinosaur out there that we are currently living with and are bound
to live with.

Senator MOYNIHAN. Yes.

Mr. BANKS. We are also looking at trying to simplify a lot of the
operations. And you can go through this. And you will find a lot
of arcane requirements on carriers, such as reporting the number
of cannon on board their vessels when they arrive that we think
it is time to pass by.

Senator MOYNIHAN. Well, I do not agree with that.

Mr. BANKS. I knew that would be a touchy one with you, sir.

This legislation would also provide us the necessary enforcement
authority to ensure that we can enforce the trade laws in this new
electronic environment.

The facilitation of merchandise in the United States is a top pri-
ority for Customs. However, Customs must also manage to ensure
that the trade laws are complied with.

That is why there are a few new provisions, new penalty provi-
sions for recordkeeping and some drawback provisions and a re-
quirement in a shared responsibility that the trade community use
reasonable care in submitting their information to us.

All in all, this, from our perspective, is good government. This is
really the way in which we can work in a partnership together in
order to achieve something that will be good for the United States
and the entire business community.

I do not think it is any secret that a number of the pieces of
trade legislation that are before the Senate are somewhat con-
troversial and some of them are opposed by the administration.
However, we would note that the administration clearly supports
the Customs modernization legislation.
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Customs and the trade community are enthusiastically looking
forward to enactment of Customs modernization legislation, and
hopefully this year because we really need to get on with business.

Mr. Chairman, I would also be pleased if you could submit this.
It is prepared testimony from the Treasury Department from As-
sistant Secretary Nunez, if that could be entered into the record.

And with that, I conclude my opening remarks and would be
pleased to answer any questions.

Senator MOYNIHAN. Well, thank you, sir. And, of course, we will
enter the Secretary’s statement.

[The prepared statement of Assistant Secretary Nunez appears
in the appendix.]

Senator MOYNIHAN. Well, first of all, let us go right back. What
is this business about cannon? I got to find out.

Mr. BANKS. That is actually a legislative requirement that goes
back to 1789 with the establishment of the Customs Service, that
the master of a vessel actually has to report the number of cannon
they have on board their vessels when they arrive at a U.S. port.

Senator MOYNIHAN. A ship shows up in New York harbor and
the master fills out a form. You are going to get that for this com-
mittee, are you not? [Laughter.]

Mr. BANKS. Well, we have not been overly diligent in requiring
the form be completed.

Senator MOYNIHAN. You are going to get us the form, aren’t you?

Mr. BANKS. If you wish, sir, we will.

Senator MOYNIHAN. It may have been a good idea to get rid of
it 2 centuries ago, but perhaps we might reconsider it. In any
event, it is wonderful. {Laughter.]

Do something else for this New Yorker. In 1904, the Customs
House was opened in New York. It was the grandest building ever
built outside of Washington. I think at that time, about half the
revenue of the Federal Government came from Customs’ duties col-
lected in the gort of New York. Could you give us a little historical
table about it”

Mr. BANKS. There is no question. Throughout the history of the
United States, the Customs Service was and the revenues were the
primary support for the entire government, funding a number of
the buildings that we have in this lovely city, funding a number of
the buildings that are also in New York and other Customs Houses
around the Nation.

Today, we collect about $19 billion in revenue, which is a sizable
amount of money, but fairly small in comparison to the total re-
ceipts for the U.S. Government.

enator MOYNIHAN. Because we do not look upon you as a reve-
nue source. When internal taxation began in the 1830’s and made
its way up to the income tax, we more and more dropped off Cus-
toms as a source of revenue.

What proportion of Customs services are there just for revenue
purposes?

r. BANKs. It is probably difficult to split the entire service
apart, but I would say that still probably about 75 percent of the
Customs Service is dedicated to some sort of commercial activities.

Senator MOYNIHAN. I mean, of the monies we collect, of that $19
billion, what would be the tariffs that just re.resent a source of
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revenue to the Federal Government that have nothing to do with
trade implications one way or the other?

Mr. BANKS. Customs’ revenues in comparison to the collections?

Senator MOYNIHAN. Yes. As it were. I mean, tariffs for example.

Mr. BANKS. Less than 3 percent.

Senator MOYNIHAN. Very little.

Mr. BANKS. Yes, sir.

Senator MOYNIHAN. Very little. So it is no longer a revenue
source for the trade regulating process?

Mr. BANKS. For the most part, that is the direction we are mov-
ing. We still return about $1¢& for every dollar that is spent on us.
But it is true, we are much mcre an agency responsible for the ad-
ministration of trade laws than we are as a principle revenue
source.

Senator MOYNIHAN. Therefore, it is a major interest to you that
you get your work done quickly and efficiently for their purposes,
since you are primarily serving that. Well, you are serving both the
community that is importing and you are looking to see that the
trade laws are abided by by that importer.

Mr. BANKS. Our number one customer is the American public
and legitimate business. And we do assert ourselves in order to en-
sure that we do an adequate job of protecting the health, safety,
and welfare of the American people and legitimate business.

We do not try to assert ourselves any more than necessary to
prevent the free flow of trade. That is the balancing act that we
are into every day.

Senator MOYNIHAN. You are also keeping an eye out for delete-
rious products?

Mr. BANKS. About 400 different laws for 40 other agencies, as
well as the Customs Service, yes, sir, everything from endangered
species to counterfeit currency, the APA requirements and DOT re-
quirements for safety of automobiles. The list goes on and on and
on,

Senator MOYNIHAN. Is it getting out of control for you?

Mr. BANKS. It is a difficult process. And I think that is one of
the reasons why we are trying to push towards technology. It is
easier in certain ways to at least have the basic information resi-
dent in a computerized system and have the import information
come in computerized so it can be screened automatically for all of
these various requirements.

And this way, we can even assist our officers by pointing up,
“Look out for this particular Product Safety Commission require-
ment.” It is just that automation serves as a pointer system to help
us remember all of the various laws.

Senator MOYNIHAN. That is nicely said. Of course, you have rela-
tions with trading partners. Do you get along with each other?

Mr. BANKS. For the most, we get along with one another, yes.

Senator MOYNIHAN. Where do you not? Is this something we
should know?

Mr. BaNKS. Well, I mean, there are always difficult issues at
times in which we might reach disagreements. I am involved in
some of the NAFTA negotiations. Those get tricky at times.

We have done audits of various companies to determine whether
or not they are eligible for a tariff preference treatment.
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There is a variety of times when we run into difficulties, but for
the most part, our relationships are excellent. Our relationship
with other Customs services around the world are magnificent, ab-
solutely.

Senator MOYNIHAN. You know that you can come to this commit-
kte; at any time and tell us the things that you think we ought to

ow.

What is informed compliance?

Mr. Banks. Informed compliance is really an effort. And it was
almost a demand from the industry. We do a better job of telling
them what the trade rules are. There are so many different trade
agreements out there today, it is very confusing for certain people
to comply.

Senator MOYNIHAN. Yes.

Mr. BANKS. I mean, if they want to completely, honestly comply,
it is still very difficult. And so they have asked us can we provide
better information for those companies on what are the trade
rules? What are the appropriate tariff classifications and duty reg-
ulations and admissability requirements for their goods?

And so we are trying to work with them on that. They want more
access to information. They want more access to rulings and legal
interpretations. And we are trying to provide that to them.

So this really is a shared responsibility. It is a requirement that
they live by the rules, but it is a requirement that we better ex-
plain the rules to them so that they can operate efficiently.

Senator MOYNIHAN. We could not ask more of a public service.
{)t sounds to me that you are onto something that has to be done

ere.

And I will not tell you that it is going to be done in the next 30
days. We have about 40 days of this Congress left, but we are onto
this thing. And it will happen very consicerably sooner when I get
thag entry from you about the number of cannon on board. [Laugh-
ter.

Commissioner, we thank you very much. It was very gracious of
you to come. And we are here to help you and want you to know
that you are always formally or informally welcome before this
committee.

Mr. BANKS. Mr. Chairman, thank you very much.

Senator MOYNIHAN. Yes, sir.

[The prepared statement of Mr. Banks appear in the appendix.]

Senator MOYNIHAN. Now, we are going to hear from the Commis-
sioner’s associates in this matter, the panel: Mr. Aaron Cross who
is the public policy director with IBM and chairman of the Joint
Industry Group; Mr. Harold Brauner of the National Customs Bro-
kers and Forwarders Association of America; Mr. Brauner is well
known to this New York Senator; and Mr. Robert Tobias who is the
president of the National Treasury Employees Union.

And Mr. Banks mentioned that the union was involved in put-
ting together this legislation.

So we are very happy to have each of you. And we will just follow
our program which is Mr. Cross, you are first. And welcome, sir.
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STATEMENT OF AARON W. CROSS, PUBLIC POLICY DIRECTOR,
INTERNATIONAL BUSINESS MACHINES CORP., AND CHAIR-
MAN, JOINT INDUSTRY GROUP, WASHINGTON, DC

Mr. Cross. Thank you, Mr. Chairman.

I am Aaron Cross, public policy director for IBM. Today, I appear
as chairman of the Joint Industry Group, or JIG. I request that my
written statement be included in the record.

Our message today is simple. We need Customs reform legisla-
?f&)thjs year. We endorse H.R. 3935, as it was modified in H.R.

Yesterday, an industry letter in support of this bill was sent to
the members of this committee. I would like to request that it, too
be included in the record.

Senator MOYNIHAN. Be included in the record, it surely will. I
will include it, sir, if you give me a copy.

Mr. Cross. I have it right here, sir.

[The prepared statement of Mr. Cross and an industry letter ap-
pear in the appendix.] .

Mr. Cross. Since the trade bill’s other provisions exceed our
charter, we address only Customs modernization. When enacted,
we believe it will effect the broadest reforms of U.S. Customs law
since 1789.

Senator MOYNIHAN. That is an astonishing statement.

Mr. Cross. I'm sorry.

Senator MOYNIHAN. That is a large statement.

Mr. CRross. Yes, sir, I believe it is, but I think it goes beyond just
cannon. I think it goes to the very basic approach that Commis-
sioner Hallett and her team—-

Senator MOYNIHAN. What are you doing different? Why are you
giving me the sense that something is going to be different here?

When I said, “That is a large statement,” you said you believe
it is. I can tell you I know it is. Not everybody comes before us here
and says this is the most important change in this area of statutes
since 1789.

Mr. Cross. I believe that it is true, sir. And I believe some of it
has already been discussed in the discussion you had with Mr.
Banks. I will just skip ahead into my presentation a little bit to go
directly to the question.

As Mr. Banks indicated and you have pressed him on it, the bill
introduces a new concept called informed compliance. And we refer
to that, along with Customs, as shared responsibility.

The key to this approach are the dissemination of Customs rules
and practices and codification of what is now to be called a reason-
able care standard.

Senator MOYNIHAN. A reasonable care standard?

Mr. CROSS. A reasonable care standard.

Senator MOYNIHAN. Now, tell this uninformed person what that
means.

Mr. Cross. What that means, Senator, is that when we make
entry of merchandise into this country, the law will require that we
exercise reasonable care to make sure that what we are reporting
is accurate and correct.

There are very many different devices by which this will be done
in the legislation. The House report language explains, however,
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that if an importer takes advantsge of any of several different ave-
nues, such as showing an organized process to refer to the tariff
schedules of the United States on classification, that we consult
with a recognized and licensed broker, or that we 'have trained peo-
ple who are doing these things, or there are a number of other
things in the report language, then that would indicate that we are
applying and complying with this reasonable care standard.

Senator MOYNIHAN, And do I take it that what we are trying to
do here is to get away from a kind of adversarial relationship?

Mr. Cross. Absolutely.

Senator MOYNIHAN. If we could catch you, we got you?

Mr. Cross. Absolutely. And I think that is one of the basic mes-
sages. And it is referred to in my statement’s conclusion. This legis-
lation implies that the historic adversarial relationship between in-
dustry and the Customs Service is not going to serve our interests,
the United States’ interests, as we go into the 21st century.

Senator MOYNIHAN. There is an organizational culture to Cus-
toms which is, if they catch you, it was the source of revenue. And
smuggling was a form of evading Customs.

And I guess Alexander Hamilton developed the revenue catckers
right off, which is to catch you and so forth because they were tax
collectors.

Mr. CRrosS. Yes, sir. There are remnants of that still within the
Customs Service today.

Senator MOYNIHAN. Yes. [Laughter.]

Mr. Cross. Commissioner Hallett has referred to some of those
people as the cowboys of the Customs Service who are still out
there with their six guns looking for us.

But I think that when this legislation is enacted that what you
will see is that obligations are brought not only to importers in
terms of compliance and informed compliance, but also that obliga-
tions are placed on the Customs Service in terms of the programs
that they administer, not just through better public information,
but also giving what I would characterize as a bill of rights to le-
gitimate importers in terms of getting their views across.

Senator MOYNIHAN. It is getting there. And your group, sir, who
are you, the Joint Industry Group?

Mr. Cross. The Joint Industry Group is a coalition of over 100
major importers and exporters plus trade and industry associa-
tions, and customs practitioners.

Senator MOYNIHAN. Exporters?

Mr. CRoOsS. Yes, sir.

Senator MOYNIHAN. And how do they come in?

Mr. Cross. Well, just take my own company as an example. IBM,
as you know, as well as being——

Senator MOYNIHAN. I have heard of you.

Mr. CRoss. We are I believe, as Mr. Banks—and I would have
to check this. I think that we are certainly within the top 10 im-
porters in the United States, but we are certainly among the top
five exporters in the United States.

We have contributed substantially to the U.S. trade balance over
the years, as have a number of the member companies of the Joint
Industry Group.
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We have never done a survey, but just having done informal sur-
veys on my own with member companies, all that I have talked to
so far have indicated that they have been on balancc a net ex-
porter, but that the imports are important to their maaufacturing
capability.

The idea behind the reforms to be introduced here, including the
modernization aspects which we really have not discussed yet, is
to improve the process so that we can meet these new industry con-
cepts, such as “just in time delivery” for manufacturing.

You want a product delivered to your plant loading dock at the
time it is needed so you are not having to spend a lot on costs in
terms of inventory control. And this will have a major impact in
terms of reducing delays, delays that we have experienced in the
past at the ports.

Senator MOYNIHAN. All right. We are in another role. I am
Chairman of the Subcommittee on Transportation and Infrastruc-
ture. When we found ourselves working on the Transportation Act
of last year, there are people who will tell you that we have ships
that leave Singapore with a sort of date certain for the truck to ar-
rive in a plant in Illinois. So it has to go through the port of Los
Angeles on time in that sequence.

But tell me more about exporters and their role in this. I asked
a question.

And maybe I see that the Commissioner has been kind enough
to stay.

This committee would like to know, 2 years ago, about 80 percent
of American manufactured exports required a license from the Fed-
eral Government. It is coming down, but there is a number. Will
you get us some of that information?

We go around here complaining, complaining, complaining about
exports not being enough, etcetera, and you have to get permission
from your government to sell most things abroad.

You are nodding, Mr. Cross?

Mr. CROSS. My other responsibility in IBM is on the export con-
trol side of things. And I can tell you that in the computer indus-
try, 100 percent of our exports require some form of license.

Now, that is different from saying that you need an individual
piece of paper for each one of those exports. Frankly, over the past
4 or 5 years with all the changes going on in eastern Europe and
the former Soviet Univn, the licensing burden has gone down.

The problem is that the complexity of getting the licenses for
those exports you still need is going up. And that is largely in re-
sponse to the Saddam Husseins of the world and trying to prevent
the proliferation of weapons of mass destruction.

So that becomes a problem that we in the United States as ex-
porters have in terms of our competition with exporters, particu-
larly in the newly industrialized countries in Asia.

Senator MOYNIHAN. Now, this is not the subject of our meeting,
but v;'e are going to have another hearing. Will you come and talk
to us?

Mr. Cross. I would be happy to, Senator.

Senator MOYNIHAN. I have been a long time in our government.
If ever a scene of the ultimate in entropy that you could imagine,
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it would be that committee where they decide that. I mean, it is
just a formula for bad government reguration.

I have never heard a Secretary of Commerce discuss it. I do not
think that most of them know that it exists. It is like that regula-
tion on cannon. These regulations on exports could go on forever.

If you were to sit down with some people who are good at gam-
ing, how would you, in fact, try to keep something, have, in effect,
what you desire in Mesopotamia come about? Would you first of all
organize an interdepartmental committee in the Department of
Commerce? I do not think so. I want to return to that. If you have
any thoughts on it, wcld you let us know?

Mr. CRross. Yes, sir.

Senator MOYNIHAN. I mean, if ever there is a self-inflicted—we
spend half our time complaining about the Japanese, right? No.
Ninety percent of our time complaining about the Japanese. And
I have never in 16 years in this committee heard anybody say: But
you have to have a license to sell anything abroad, particularly if
it is any good.

We can sell all of the shakes and shingles. But no one has ever
asked that question. No trade representative has ever brought it
up. No Secretary of the Treasury has ever brought it up.

It is the cold war institutional behavior which we have not bro-
ken out of And those patterns could continue for generations. And
nobody notices it. And it is a great pattern.

Who is that fellow at MIT who developed the first memory chip?
It is his patent. Come on, you are supposed to know that Mr.
Cross. Well, he got in systems analysis. Any volunteers?

Mr. CroSs. Somebody was saying Shockley.

Senator MOYNIHAN. No, no. Shockley is transistors and Bell Labs
for God’s sake. [Laughter.]

No, no, MIT.

Mr. Cross. Robert Neuss?

Senator MOYNIHAN. No.

Mr. Cross. Sorry. My crack team is helping me. -

Senator MOYNIHAN. Well, he later in the 1960’s got interested in
operations research and feedback mechanisms and demonstrated
the processes by which an organization can really work harder and
harder and harder at reaching objectives, but the way it works at
it makes it harder and harder and harder to get that objective.

The feedback he demonstrated was through the depth and the
despair of the academic housing profession, that if you want more
low-income housing in a city, the way to get it is to stop building
it.

And this is just completely counter-intuitive, but that happens to
you. And I am sure there is more in this than we know.

I seem to be rambling. I am not, if I may say. I mean, how can
a country, which requires a government license for all of its real
value-added product to leave the country, complain about a trade
imbalance? And ask yourself this if the subject ever comes up.

Enough. Sorry.

Cguld we get a list of the companies that belong to your coali-
tion?

Mr. CRross. Yes, sir. I would be happy to provide it.

Senator MOYNIHAN. I will put that in the record.
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[The list follows:]

JOINT INDUSTRY GROUP MEMBERSHIP LIST

AT&T

Air Courier Conference of America

Air Transport Association

American Association of Exporters &
Importers

American Electronics Association

American Iron & Stee!l Institute

Apple Computer, Inc.

Arent, Fox, Kintner, Plotkin & Kahn

Arthur Andersen & Company

Arthur Cherry Associates

Association of International Automobile
Manufacturers, Inc.

Ater Wynne

Baker & Hostetler

Baker & McKensie

Barnes, Richardson & Colburn

British Aerospace

Broker Power, Inc.

Cassidy & Associates

Chemical Manufacturers Association

Computer & Business Equipment
Manufacturers Association

Customs Science Services, Inc.

Data General Corporation

Deere & Company

Dewey, Ballantine, Bushby, Palmer & Wood

Dorsey & Whitney

Electronic Industries Association

Federal Express

Foreign Trade Association of South California

Foster International, Inc.

General Electnic

General Motors Corporation

Hogan & Hartson

Intel Corporation

International Business Machines Corporation

International Business-Government
Counsellors, Inc.

ITT Corporation

JVC Company of America

July 30, 1992

Katten, Muchin, Zavis & Dombroff

Kilpatrick & Cody

Lis Claiborne

Matsushita Electric Corporation

Mattel, Inc.

McDermott, Will & Emery

Motor Vehicle Manufacturers Association

Motorola

Mudge, Rose, Guthne, Alexander & Ferdon

National Customs Brokers and Forwarders
Association

National Semiconductor Corporation

Neville, Peterson & Williams

Nickerson & Stiner

Northern Telecom, Inc.

Nova Corporation

Pagoda Trading Company

Patton Boggs & Blow

Pier 1 Linports

Powell, Goldstein, Fraser & Murphy

Rode & Qualey

Ross & Hardies

Samsonite Corporation

Sandler, Travis & Rosenberg, P A.

Sea-Land Service, Inc.

Serko & Simon

Sharretts, Paley, Carter & Blauvelt

Shea & Gardner

Stein, Shostak, Shostak, & O’'Hara

The 3M Company

The Procter & Gamble Dest. Company

Thompkins & Dawvidson

TNT Skypak, Inc.

Trainum, Snowdon, Hyland & Deane, PC

UNISYS

UPS Custom House Brokerage

Warnaco, Inc.

Washington International Insurance Company

Weil, Gotshal & Manges

Wilmer, Cutler & Pickenng

Xerox Corporation

Mr. Cross. If I may just take a moment to——
Senator MOYNIHAN. All the time ycu want, sir. I took part of

your time.

Mr. Cross. I would like to take a moment to compliment Mr.
Banks and Commissioner Hallett for their very constructive roles.
I think that the era of shared responsibility is already upon us.

The way that we have been able to take two separate pieces of

legislation—one first proposed by my group and the other vne pro-
posed by the administration—and work to take 75 major points of
departure between the two bills and v »rk it down to the point
where today we are in absolute agreement on all provisions of this
legislation. I think it is a remarkable exercise in good government,
as Mr. Banks said.

I would also like to compliment, as he did, a number of other in-
duss%r_yt;t and industry people as well, the two gentlemen seated to
my left.
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These have not been easy discussions as you might expect, but
I think everybody came to the table in the spirit of recognizing that
we are going to do away with that old adversarial relationship be-
cause frankly, when you are talking about the infrastructure needs
of the U.S. international trading system, the place to start is in
terms of sound Customs programs and enforcement programs.

In the balancing that we have done, for every major benefit that
comes from this bill, there is due attention being given to the en-
forcement and compliance side.

I think what you have here is a bill that will, indeed, as I say,
be the most substantive reform we have seen in the Customs Serv-
ice since 1789.

I would very much like to thank you for giving us this oppor-
tunity to appear.

Senator MOYNIHAN. Let us hear from the people at the dock side.

Mr. Brauner?

STATEMENT OF HAROLD G. BRAUNER, PRESIDENT, NATIONAL
CUSTOMS BROKERS AND FORWARDERS ASSOCIATION OF
AMERICA, NEW YORK, NY

Mr. BRAUNER. Mr. Chairman, the National Customs Brokers and
F(:irwarders Association is privileged to appear before you again
today.

I am Harold G. Brauner, president of Brauner International
Corp. of New York and President of NCBFAA.

Ours is the national trade organization for customs brokers and
freight forwarders, members who are represented by our affiliates
in areas like Houston, the Columbia River, and New York.

We are an umbrella for a wide range of i ‘:rests often deter-
mined by the geography of trade operations and the unique busi-
ness practices that evolve in a given region. It is our task on many
occasions to draw consersus from points of view that can seem im-
possibly disparate.

This is what we have attempted with respect to Customs mod-
ernization and why we are here today in support of that legislation,
as it passed the House within H.R. 5§100. The path to this position
hias not been easy for the association.

And, in fact, Mr. Chairman, your committee has heard us reflect
opposition to the bill on the last occasion when we appeared before
the committee in the spring.

Senator MOYNIHAN. Yes.

Mr. BRAUNER. We have, however, worked diligently with the
iCustoms Service, the Joint Industry Group, and the House commit-
tee to develop a compromise.

We have achieved this goal. And once having reached an agree-
ment, we intend to stick by our word. And we urge passage of the
Customs modernization bill in this form.

What were our concerns? First, in retrospect, we felt just because
a bill was named Customs modernization did not make it so.

Customs brokers strongly endorse automation. In fact, it was our
work with the Customs Service that has brought the Automated
Commercial System to a level where it is a model for interactive
information flow between the government and the private sector.
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In fact, it is a model for how government and industry can coop-
eratively take on complex challenges and succeed.

No. Mr. Chairman, we have long supported automation, but we
do not take every new idea at face value. This is, after all, our envi-
ronment, the medium in which we conduct our livelihcod. A
misstep could drive us out of business.

We have long insisted that conversion to a national, remote re-
lease system must be carefully implemented.

The process, especially remote filing, must be tested thoroughly
and measured by objective criteria by non-participating evaluators.

H.R. 5100 builds in many of the suggestions that we offered
throughout the evolution of this legislation. The chienges made by
the House committee went a long way towards responding to these
concerns.

A central concern too was whether Customs would be able to find
an aiternative to the long-standing system of requiring filing and
Customs processing of entries at the very location where the cargo
was being phvsically unloaded and moved inland.

There are iany complexities in processing entries and moving
cargo, not the least of which are the wide range of possibilities that
emerge from an intricate chain of human decisionmaking.

A key issue for us has been how to merge the as-yet-
unautomated actions of other Federal regulatory agencies at the
port with a fully automated remote filing system.

After all, if an EPA representative must verify compliance with
emissions regulations without the tools of automation through the
processinﬁ of paper work at the port of arrival, how does a broker
manage these transactions effectively 2,000 miles away?

Senator MOYNIHAN. Yes.

Mr. BRAUNER. We have come to an agreement on this thorny
issue through a rather delicate compromise. Until 1997, paper
transactions, including that involving other regulatory agencies,
must be filed in the traditional manner at the port where the goods
will be cleared by Customs.

After that, when we have had the opportunity to automate these
remaining paper transactions to the maximum extent possible, the
importer and his broker will decide where they want to file their
entry to suit the importer’s convenience.

And we have provided the legal framework for brokers to conduct
business at that remote port or alternatively, to work with a local
broker who serves as a subagent.

Senator MOYNIHAN. Yes.

Mr. BRAUNER. A concern to many customs brokers has been the
upheaval that this legislation will cause for their businesses and
for their local ports.

In fact, you will continue to hear from these members of our as-
sociation, who are free to voice their views independent of
NCBFAA.

The compromise on the handling of paper transactions, testing of
the system, the use of subagents, amf the continued emphasis on
the role of a licensed customs broker every step of the way have
addressed in some measure these concerns.

But this is a compromise which by its nature creates mixed feel-
ings and cannot resolve each element to everyone’s satisfaction.
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After a great deal of hard work in which everyone conceded some
ground, NCBFAA is now able to endorse the Customs moderniza-
tion portion of H.R. 5100.

And I will be pleased to respond to your questions.

[The prepared statement of Mr. Brauner appears in the appen-

Senator MOYNIHAN. Well, sir, ycu have answered the question
and very directly and up front. There are three proposals you men-
tioned. Do you want to give us a run down on them, the Section
484 which I do not understand at all?

Mr. BRAUNER. There has been a long standing problem for the
customs broker in that Section 484 allows the nominal consignee—
who could be a person who has no .’nancial interest in the im-
ported merchandise whatever—to choose who the customs broker
would be. That is, a carrier or a courier for an airline, could select
the broker.

Senator MOYNIHAN. I see.

Mr. BRAUNER. We believe this is detrimental to the proper ad-
ministration of Customs laws and regulations.

Senator MOYNIHAN. In that sense, you use the term brokers. And
your industry has done so for several centuries. What is it that you
manage to buy and sell in the sense of brokers?

Mr. BRAUNER. Well, normally, the customs broker does not buy
and sell any of the merchandise. The broker is licensed by the U.S.
Customs Service to act on behalf of the importer. The broker rep-
resents the importer with respect to——

Senator MOYNIHAN. U.S. Customs tariffs and other matters?

Mr. BRAUNER. That is right.

Senator MOYNIHAN. And what you do is you sell to the importer
your service in those matters?

Mr. BRAUNER. That is correct. We normally charge a fee to the
importer for these services.

Senator MOYNIHAN. Yes. And then there is a second matter
where demands for liquidated damages exceed $20,000?

Mr. BRAUNER. Yes. We have found that where a large penalty for
an importer or for a broker is in dispute, that is where that exceeds
$20,000, to have it remain in the local port where the original case
and where the original accusation was made is detrimental to the
rights of the party who is being charged.

We believe that, when such an amount of money exceeds
$20,000, *+ae controversy should go before an impartial official rath-
er than 4 Customs official.

Senator MOYNIHAN. And you are working on this?

Mr. BRAUNER. Yes. We have a proposal prepared.

Senator MOYNIHAN. Is that a legislative matter? Would you ant
legislation?

Mr. BRAUNER. Yes. I think that would require legislation.

Senator MOYNIHAN. We will hear from you.

Mr. BRAUNER. Yes, Senator.

Senator MOYNIHAN. And Mr. Tobias, you wil! wrap up this inter-
esting morning.
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STATEMENT OF ROBERT M. TOBIAS, NATIONAL PRESIDENT,
NATIONAL TREASURY EMFPLOYEES UNION, WASHINGTON, DC

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

NTEU did, in fact, participate in the development of the Customs
Modernization Act. And we support it with one exception. We be-
lieve that for the most part, the Act has achieved a balance be-
tween facilitation and enforcement. And that is the balance that
Mr. Banks was speaking of.

Senator MOYNIHAN. Yes.

Mr. ToBiAS. But we believe that it is very important to have a
Customs inspector board ships as they are entering into a port.
Currently, that is the law. And the new law would eliminate that
requirement and leave it in the hands of the Customs Service to
define when and under what circumstances by regulation.

We believe that the presence of a Customs inspector is a deter-
rent to the invasion of Customs laws and provides information corn.-
cerning future threat assessments.

We believe that it is important to have someone go on board a
ship to examine the manifest, check the markings of the cargo, and
to determine the country of origin, visually inspect the ship. check
the belongings of the crew, and check the ship’s log.

Now, it is not hard to understand why that is importart. If you
can envision a ship coming into the port of New York, if it is not
met by a Customs inspector, it goes irto the port of New York.

Under this system, its entry will be cleared in advance and it
will begin unlading its ship without the presence of any Customs
inspector unless this ship has been targeted for an examination
using a threat assessment.

c SeI}ator MoyYNIHAN. Ships that have crossed through the Panama
anal?

Mr. ToBiAs. Anywhere, from anywhere. They come into the port
of New York or the port of San Francisco or the port of Seattle, the
port of New Orleans.

Senator MOYNIHAN. What I mean, things like drug shipments?

Mr. ToBIAS. Absolutely. Mr. Chairman, this need is not some ab-
stract concern. My testimony contains several examples, but one
occurred in the New York seaport in the spring of 1991 on a vessel,
the Bright Fagle, where a customs inspector boarded the ship.

It was not in any way identified as a problem ship. There were
some discrepancies in the log. It led the inspector to ask that the
ship be searched. And there were two stowaways, ‘inmanifested
merchandise, and 385 pounds of cocaine that were discovered on
the ship. And that is only one of many seizures in the New York
seaport.

Senator MOYNIHAN. Bright Eagle.

Mr. ToBiAs. There are 8 or 10 examples in my testimony of dif-
ferent ships that were, in fact, examined during the toarding proc-
ess. Ard 1t resulted in seizures. Boarding works. Requiring board-
ing will yield the results.

Right now, GAO has testified that there is currently only a 16
percent relationship between a targeted ship and a violation.

And in contrast, Customs inspectors have at least twice as good
a record in identifying problems by merely walking on ships.

P
S
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And further, there was a test done in the port of New Orleans
to determine whether this kind of an approach would work. And
what happened was 40 percent of the ships provided inaccurate in-
formation.

So we believe, Mr. Chairman, that it is extremely important to
require boardings, to require boardings of all ships.

And we suggest that the language of the statute be amended to
require that all incoming, commercial vessels be met by a Customs
inspector, a requirement that the masters provide a U.S. Customs
inspector with a manifest and other requested documentation upon
arrival, and a requirement that Customs conduct enough inspec-
tions and examinations of arriving vessels to ensure carrier compli-
ance with the laws, rules, and regulations.

Thank you very much, Mr. Chairman.

(The prepared statement of Mr. Tobias appears in the appendix.]

Senator MOYNIHAN. Thank you, sir. I have a question. The mani-
fest is a statement of cargo on board?

Mr. ToBiAs. That is correct.

Senator MOYNIHAN. I can certainly see that case that you make.
What about aircraft?

Mr. ToBiAS. Well, it is hard to boa-d an incoming aircraft until
they land.

Senator MOYNIHAN. Yes. Do you go aboard aircraft?

Mr. ToBias. We do go aboard aircraft. But in this case, what we
are talking about with the ships, you can go out into the port,
board them before they come in, before they dock, and examine this
manifest, look at the ship, and conduct this search. It is really a
cursory search.

Senator MOYNIHAN. Do you normally go out with a pilot?

Mr. ToBIAS. Yes. And board the ship. That is correct.

Senator MOYNIHAN. We will want to hear from Mr. Banhs and
his view on this, if you can give this in writing.

And you, Mr. Brauner and Mr. Cross, we want to hear from you.
We would appreciate it.

It sounds good. It sounds like you have done a nice piece of work
here. We are pleased and obviously under an obligation to respond.
And we will do so.

And we are now on the tax bill on the floor. And I have to get
over there and find out what is going on.

But I want to thank you all for your great patience.

Now, just second, just a second. Will people sit down? The Chair-
man is ¢v2aking. The hearing is not over. I am just thanking our
witnesst - thanking Commissioner Banks, thanking our staff.

And we look forward to pursuing this matter. Thank you.

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

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF WILLIAM T. ARCHEY

I am William T. Archey, Senior Vice President, Policy and Congressional Affairs,
of the U.S. Chamber of Commerce. The Chamber Federation of local and state
Chambers of Commerce, business and associations appreciates this opportunity to
testify befors this committee on U.S. trade policy.

Several years ago, I might have come before you saying thav «a aggressive, mar-
ket-opening trade policy should be the principal ingredient of a strategy to regain
cwr preeminence in world markets. But over time, l?S. business has come to recog-
mze that a focused and assertive trade policy is but part of the picture—by itself,
it is not suiticient to achieve that objective.

In its 1992 National Business Agenda, the Chamber has advanced a furward-look-
ing plan to ensure the continued growth of the U. S. economy well into the new cen-
tury. The agenda advocates the following: (1) enactment of a four-part economic
growth agenda—involving taxation, regulation, spending and infrastructure—which
will increase the annual real growth rate of the ecciomy to four percent over the
next five years; (2) the development of a highly ruotivated, trained and productive
workforce; (3) improved business-government cocperation in the development and
commercialization of new technologies; (4) a strengthened transportation and tele-
communications infrastructure that will {acilitate improved delivery of goods, serv-
ices and information; (5) expanded pruduction and more efficient distribution of en-
ergy from both traditional and rercwable sources; () improved access to and suc-
cess in international markets; and (7) improved government responsiveness, such as
through more balanced paperwork and regulatory requirements, reduction of exces-
sive litigation, and improved discipline over Federal spending. These are the basic
minimum components of any meaningful strategy to adjust and prepare Americans
for effective competition in a post-Cold War world where America’s past economic
preeminence can no longer be taken for granted, but must be earned.

Still, the success of U.S. companies in international markets should be a top pub-
lic policy objective of the U.S. government. Toward that end, the Chamber strongly
supports U.é. and multilateral measures designed to imprcve U.S. companies’ access
to foreign markets, strengthen the international trading system, improve the U.S.
export promotion and financing system, and establish a North American Free Trade
Agreement (NAFTA) that is beneficial to the interests of U.S. businesses and their
workers. The Chamber also supports enactment of several trade policy initiatives
embodied in pending trade legislation. More detailed comments on such legislation
appear below and in a letter to House Ways and Means Committee Chairman Ros-
tenkowski, which I am submitting for the record.

U.S. TRADE POLICY AND THE CHANGING ECONOMIC ORDER

The United States learned from its experience with the Smoot-Hawley tariffs of
the 1930s that protectionism had serious downsides and was ultimately self-defeat-
ing as a policy underpinning. For these reasons and others, the United States be-
came the world's leading proponent of muitilateral trading rules as stipulated in the
General Agreement on ari&s and Trade (GATT). The GATT itself was formed in
the wake of World War 11, when the United States stood alone above the rubble and
held a commanding position in world economic and trade affairs. At that point in
time, over seventy-five percent of the world's gross annual output was generated by
the United States. Simply put, the United States could afford to be magnanimous
in its dealings with its defeated former adversaries and other nations who had suf-
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fered. Moreover, in light of the Cold War, the United States found such behavior
to be in its geo-political interest.

In the 1990s, the United States does not enjoy that same commanding position.
The United States today J)roduces a proximat;Yf\I' one-quarter of gross global output.
However, it has sustained for four decades the heavy costs of military preparedness
in the face of Communism. The combination of increased global economic competi-
tion and some other nations’ less-than-free-trade approach to commerce means we
can nto longer afford to be so magnanimous in subordinating our global economic in-
terests.

Over tt.- past several years, regional trading arrangements in various parts of the
world have emerged to complement the GATT systein. The so-called EC-1992 exer-
cise is perhagl§ht e most widely recognized of these initiatives. However, it is not
the only one. The Canada-U.S. Free Trade Agreement, the proposed North American
Free Tradz Agreement (NAFTA), the European Free Trade Association (EFTA), the
Latin American Free Trade Asscaiation ( A), the Andean Pact, the Economic
Community of West Africa, and the Southern African Development Conference are
all examples of efforts to strengthen the position of participating countries in their
respective regions so that they might become more competitive both within those
regions and worldwide.

THE POLICY RESPONSE

The Chamber believes that U.S. trade policy must assign as priorities Several spe-
plﬁlc (éb_]ectlves which recognize the changing global economic order. Those objectives
include:

e A North American Free Trade Agreement. The Chamber views the principle of
a NAFTA as an extraordinary opportunity for US. business. NA_F"IPA provides
a chance for the U.S. to join forces with Canada, its largest trading partner,
and Mexico, its fastest-growing export market, to create a $6 trillion market-
place that nivals the EC (EC-12 is $6.3 trillion). The NAFTA has the potential
to do all this while remaining complemeontary to the GATT free-trade frame-
work—GATT rules have permitted tree-trande agreements since the accord’s in-
ception in 1947. While the Chamber supports 5179 concept of a NAFTA, its ac-
tual position will depend on the agreement's content We must conclude a
N A that is consistent with the interests of U.S. businesses and their work-
ers. A NAFTA must be comprehensive and address agriculture, investment,
services, intellectual property, rules of origin, and tariff and non-tariff barriers.
It must also provide for appropriate phase-in periods and temporary safeguards
and adjustment assistance, and should be considered part of a domestic eco-
ncmic-recovery plan. It should enhance opportunities for increased trade and in-
vestment, thus creating more U.S. jogs. lower prices for consuraers, and
strengthened competitiveness for American firms at home and abroad In-
creased growth of the Mexican economy will decrease the incentive for illegal
immigration to the Umited States and will help finance environmental cleanup
and maintenance. Because 70 percent of Mexican imports come from the United
States, a stronger Mexican economy will add jobs to the US econonmy. However,
gome firms wiﬁ be negatively affected by surges in imports and additional com-
petition created by a%\"AFTA. Thus we also support a strong program cf tem-

orary safeguards and adjustment assistance for the businesses and workers af-
ected by the agreement.

e The Uruguay Round of GATT Negotiations. Overall, the GATT has served U.S.
commercial interests very well. It has imposed discipline on a major share of
world trade which, fifty years ago, had no discipline. While the Chamber has
also expressed numerous reservations about the content of the so-called “Dunkel
draft” made public on December 20 of last year, it earnestly welcomes in pnn-
ciple the draft’s inclusion of major additional areas of wor{d trade, as well as
the goal of a strengthened dispute-settlement mechanism. While the Chamber
is aware of the continuing difficulties in concluding a Uruguay Round agree-
ment, it still considers such an agreement to be of priority importance, assum-
ing that the agreement's terms are in the end beneficial on net to U.S. business.

o Market Access. Persistent foreign barriers to U.S. exports require that the U.S.

_exercise maximum effective leverage in seeking to eliminate those barmers,
These problems are particularly acute in Asia, but they are by no means limited
to Asia. On occasion, such 1everaEe must take the form of reciprocal or other
conditional actess to the U.S. market. The 1988 Trade Act souiht to strengthen
those tolls in U.S. trade law which provide leverage. History shows that the ju-
dicious application of those tools—including the so-called “Super 301" provi-
sions—can yield results. The Chamber believes that there are two significant
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market-opening measures Congress should approve in the near future: renewal
of the now-expired Suy er 301 provisions and enactment of the Trade Agreement
Compliance Act (TACA). While much more needs to be done, the record shows
that Super 301 was .nstrumental in achieving at least some progress with the
countries identified as priorities under that law, as well as with others who
agreed to reforms in order to avoid Super 301 investigation. TACA would re-
quire investigation of alleged trade agreement violations upon the request of an
interested U.S. company. If such violatinns were found, action under section 301
would be required, subject to various “waivers” provided for under the 1988
Trade Act. The Chamber Federation also supports TACA for a fairly simple rea-
son: a deal is a deal, and nations who enter into trade agreements should be
held accountable if they fail to abide by those agreements. Both Super 301 re-
newal and TACA have been incorporated into Hg 5100, the “Trade Expansion
Act of 1992,” which passed the House of Representatives two weeks ago.
Customs modernization. The Chamber supports Title II of H.R. 5100 as a nec-
essary and desirable measure to bring Customs administrative procedures and
requirements into the modern era. This title will conform Customs law to allow
for the operation of an electronic data interchange, and streamline enforcement
procedures. The efficient operation of Ci stoms is a vital component of moving
commerce efficiently, and thus is an ess ntial component of U.S. trade competi-
tiveness. These and other reforms provided for under this title should provide
for more efficient movement of cargo and passengers through America’s ports,
thereby benefiting exporters an< importers alike.
Antidumping and Countervailing Duties. The Chamber believes that there is a
need to improve access to and application of remedies against dumping and sub-
sidization. At the same time, negotiators at the Uruguay Round must under-
stand the importance of achieving such improvements in an international con-
text. Incfarticular, the Chamber believes that circumvention and divers ion tac-
tics used to evade dumping and countervailing duty orders are serious problems
requiring an effective and equitable solution. However, some of our members
are concerned that pending legislative language in H.R. 5100 concerning cir-
cumvention and diversion tactics may lead to dumping orders against non-
dumped Parts from foreign companies who are historical suppliers of the com-
any under the dumping order.

xport Enhancement. Tﬁe export finance and promotion programs of the United
States need both better coordination and more resources. Compared to our
OECD competitors, we do far less as a nation to encourage more successful
international business, especially among smaller and mid-sized firms. U.S. ex-
porters are further disadvantaged by foreign governments’ use of development-
assistance programs as vehicles for export promotion. On this front, Mr. Chair-
man, you and other members of this Committee have demonstrated energetic
leadership in proposing legislation to require that our A.LD. programs support
capital projects tied to the purchase of U.S. goods and services. In order to in-
crease U.S. exports, we must also strengthen the Export-Import Bank and ex-
pand public/private cooperation in export promotion. Enhanced export finance
and promotion programs will be particularly important as U.S. firms compete
with their increasingly aggressive comﬁetitors om EuroYe and Asia in such
emerging markets as the former Soviet Union and the developing world.
Foreign Tax Policy. We must reform the “foreign” provisions of the Internal
Revenue Code to improve the competitive position of U.S. industries in world
markets. Current tax policies have imposed higher burdens on the iniernational
operations of U.S. corporations than those imposed by our foreign trading part-
ners on their multinational corporations. This system has put U.S. multination-
als at a distinct disadvantage in competition with foreign multinationals.

CONCLUSION

The challenges posed to this nation in a global economy are enormous. Moreover,
our international priorities cannot be viewed in isolation from the rest of our prob-
lems. Business and government must do what they can together to provide a climate
in which American business can prosper, both domestically and internationally.
Given the considerable uncertainty that currently exists concerning the future direc-
tion of the GATT, the NAFTA and other trade policy milestones, it is too early to
rank-order in terms of usefulness all of the approgriate trade policy options that
may or should be available to policy makers. Nonetheless, there are certain general
principles the Chamber Federation believes should be codified in law, regardless of
these initiatives’ outcomes. And finally, no matter how long debate may go on re-
garding the merits of regional trading blocs, the new GATT round, or trade legisla-
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tion, it is the performance of individual firme which matters most in global competi-

tion. It may well be that the macro- and micro-economic policies of this country will

lay a greater role in determining these firms' competitiveness than th: most re-
ed and focused trade policy.

ATTACHMENT

CHAMBER OF (COMMERCE
OF THE

UNITED STATES OF AMERICA

161$ H Sreezr. N W
\Wittiam T. ARCHEY WaskiNgton, D C 20082-2000

Ievor \cE Presioeny, Poticy Jupe 11, 1992 202/483-547
Fax 202/483-3302

The Honorable Dan Rostenkowski, Chairman
House Committee on Ways and Means

U.S. House of Representatives

Washington, D.C. 20515

Re: H.R. F10° the Trade Expansion Act ot 1892
Dear Mr. Chairman:

You may recall that on May 19, the Chamber wrote the Chairman of the Trade
Subcommittee in support of some of the provisions of H.R. 5100 but reserving judgement
on others. As of yesterday, the Chamber's Board was able to complete its review of the
remaining major provisions of the bill, Overall, the Chamber considers H.R. 5100 to be

a positive step for U.S. trade policy and supports those specific provisions on which it is
able to comment. As to the major sector-specific provisions (Sections 104, 111, 112 and

403), the Chamber’s Board reaffirmed its long-standing policy not to take a position on
those specific issues. A more detailed statement of the Chamber’s position os H.R. 5100

is enclosed.

While the Chamber includes Section 415 (pertaining to antidumping
circumvention and diversion) among those positive provisions, some of our members are
concerned that the current language in Section 415 may lead to dumping orders against
non-dumped parts historically supplied by a downstream party that is unrelated to tbe
foreign manufacturer of the finished product.

My staff and I would be happy to discuss this bill with you or your staff at your
convenience.

Sincerely,

AN

William T. Archey A

Enclosure
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U.S. Chamber of Commerce

Washington, D. C. 20062-2000

Comments on H.R. 5100
The Trade Expansion Act of 1992
June 10, 1992

The Chamber supports the major provisions of H.R. 5100, which
include Sections 101 and 103 ("Super 301" renewal and the Trade
Agreement Compliance Act), Title II (Customs modernization) and
Sections 411-416 (AD/CVD), with certain clarifications in Section
415 (circumvention/diversion).

However, the conclusive answers to U.S. access to and
competitiveness in world markets lie in a combination of domestic
and international initiative- which, in many cases, go beyond the
scope of trade policy and .¢jislation. Put another way, while a
focused and assertive trade policy is a necessary componsant of an
effective competitiveness strateqgy, by itself it is not
sufficient to achieve our trade and competitiveness objectives.

Those provisions in H.R. 5100 of greatast consequence to our
embers fall into the following categories: (1) "generic®™ markset .

access; (2) Customs modernization; (3) antidumping and

countervailing duties; and (4) sectoral and other provisions.

. rgeneric" market access. The principal generic (ncn-sector-
specific) market access provisions are tha proposed tive-
year extension of "Super 301" authority (Section 101) and
the "Trade Agresment Compliance Act®” (Section 103). The
chamber supports Sections 101 and 103 of H.R. 5100.

. Custopms modernization. The Chamber supports Title II of
H.R. 5100 as a necessary and desirable measure to bring
Customs administrative procedures and requirements into the
modern era. Electronic and other automation actions,
streamlined enforcement procedures and other reforms should
provide for much improved efficiency in Custoas processing
for exporters and importers alike.

. Antidumping and countervailing duties (AD/CVD). The Chamber

believes that there is a need to improve access to and
application of remedies against dumping and subsidization.
At the sane time, negotiators at the Uruguay Round must
understand the importance of achieving such improvements in
an international context. In particular, the Chamber
beliavas that circumvention and diversion tactics used to
evade dumping and counts ‘vailing duty orders are serious
problems requiring an effective and equitable solution.
Consequently, the Chamber supports sections 411-416 of
H.R.5100, With certain clarifications in Section 415 as
described below:

1. ini i view j
41l). The Chamber supports the proposed change in law
mandating a tightening of the administrative review
period of antidumping/countervailing duty orders to 270
days to ensure the completion of these reviews on a
timely basis.

2. .  The Chamber supports

Material Inijury (Section 4121

the proposed changes in law expanding the number of
factors the International Trade Commission (ITC) nmust
consider to include "contracts with long lead times.”
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3. Dual Pricing of Inputs (Section 413). The Chamber
supports the provision that takes into account dual
pricing on inputs and thus directs the U.S. Commerce
Department to make no allowance for differences in
input costs that are based on whether the end product
made from the input is sold in the domestic market or
exported.

Ccountervailing and Antiduzmping Duty Collections
(Section 414). The Chamber supports the requirement
that U.S. Customs issue an aiinual report on the amount
of AD/CVD duties it collects each year, although
measures should be taken to insure adequate protection
of proprietary information.

s. Anticircumvention (Section 415). The Chamber believes
that circumvention and diversion tactics used tc evade
dumping and countervailing duty orders are serious
problems. Consequently, the Chamber supports this
Section which broadens and strengthens the
anticircumvention provisions and givss authorities
greater discretion in finding and halting circumvention
and diversion. However, some companies have expressed
concern that dumping orders will be assessed against
parts historically supplied by a downstream party which
is unrelated to the foreign manufacturer of the
finished product. Given this situation, the
administering authority must be given adequate
discretion to ensure that orders are not unceasonably
and unfairly assessed against non-dumped parts supplied
by unrelated downstream parties. In every instance,
the broader powers permitted authorities must be
judiciously implemented.

. The Chamber supports a
Commerce Department and ITC study on how to make AD/CVD
proceedings less costly and more accessible for
domestic petitioners.

i . Consistent with long-
standing Chamber policy, the Chamber does not as a rule take
positions on sectoral issues. The Chamber reiterates its
opposition as a matter of general principle to Voluntary
Restraint Agreements (VRAs), Orderly Marketing Agreements
(OMAs) and other trade restraints that are not a direct
consequence of efforts to remedy unfair trade practices, as
inimical to the longer-term interests of the U.S. economy.
However, the Chamber recogniies that there may be
exceptional situations where extenuating factors warrant
such an approach. Before considering whether to adopt such
an approach, it should first be determined that the
consequences of such an approach should be (1) national in
character, (2) timely in importance, and (3} general in
asplication and of significance to business and industry.

7 1e Chamber doas not believe that Sections 104, 111, 112 anc
403 meet these tests. We note that on June 9, the House
Wways and Means Subcommittee on Trade agreed to remove
Section 112 (pertaining to the negotiation of voluntary
restraint agreements on cars and light trucks) from H.R.
5100.

The Chamber also reaffirms its position that it does not
support legislation mandating initiation of Section 301
investigations. It believes that, as a rule, self-
initiation of unfair trade investigations should be left to
the United States Trade Representative’s (USTR) discretion.
Exceptions to that rule include allegations of likely trade
agreement violations, and trade liberalization priorities as
defined in Section 310 of the 1974 Trade Act ("Super 3017).
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PREPARED STATEMENT OF SAM BANKS

Mr. Chairman: I am Sam Banks, Assistant Commissionar of Commercial Oper-
ations, of the U.S. Customs Service. Thank you for the invitation and opportunity
to be here todaé to discuss Customs modernization initiatives, and specifically, THE
“CUSTOMS MODERNIZATION AND INFORMED COMPLIANCE ACT.”

This Act is one of the most critical pieces of legislation in Customs history; and
g}e enactment of Customs modernization legislation will propel Customs into the

8t century.

With the guidance of the Subcommittee on Trade, House Ways and Means Com-
mittee, Customs and the trade community developed consensus legislation concern-
ing Customs modernizati. .. I am pleased to report that Customs and the Joint In-
dustry Group reached a consensus on all of the controversial issues including the
three issues which had been the most contentious—the new recordkeeping penalty;
Customs seizure authority under section 1595a(c); and drawback.

I would like to thank the JIG, and its chairperson, Aaron Cross, as well as all
of the other segments of the trade community for making this possible. Other
groups involved in the process include importers, exporters, industry, carriers, bro-
kers, sureties, trade associations, and the Union. I also appreciate the efforts and
guidance of this Committee.

Enactment of the “Customs Modernization and Informed Compliance Act” is cru-
cial. Customs and the trade community must be able tc ‘ake advantage of modern
technology. For the trade, it is a competitive issue. For Customs, it is a productivity
issue.

The guiding principle in our discussions with the trade <orrs:nity is that of
“ghared responsibility.” It consists of two elements. On the one harn.i Customs must
do a better job of informing the trade community of how Customs does business
thereby providing the trade community with the certainty it needs to conduct its
business. This concept is a trade term called “Informed Compliance.” On the other
hand, the trade community must do a better job to assure compliance with U.S.
trade rules. Customs calls this concept “Trade Community Compliance."

The benefits of Customs modernization legislation are “xceptional:

—It will enable an importer or broker to enter merch dise by transmitting data
electronically from its home office to Customs regardless of where the merchan-
dise arrives in the United States. Customs anticipates that it will take approxi-
mately three to four years before this total electronic “remote location gling"
conce{)t is fully available nationwide to the trade community.

—It will enable Customs and the trade community to adopt modern business
practices, such as filing periodic entry summary data and periodic payment of
estimated duties, rather than doing business on a transaction-by-transaction
basis. Of course, there will be an interest provision to assure that there will be
no revenue shortfall.

—It will authorize full electronic processing and permit importers to file with Cus-
toms only that data determinecr to be necessary for a particular transaction. We
will win the war against paper.

—In the area of entry and clearance of vessels, the bill will eliminate obsolete pro-
vigions, some of which date to the 1790's and allow electronic transmissions of
manifests and other data. The bill also clarifies the law relating to drawback

rocedures.

—The facilitation of merchandise into the United States is a top priority of Cus-
toms. However, Customs must manage the risk associated with automation by
assuring compliance on the part of the trade community. That is why the new
recordkeeping penalty, and the new drawback civil penalty are so very impor-
tant to us as well as the statutory requirement that importers use “reasonable
care” to enter merchandise.

As you know, on May 7, 1992, H.R. 3935, the original Customs modernization bill,
was merged into a large trade bill, H.R. 5100, the “Trade Expansion Act of 1992.”
H.R. 5100 was passed by the full House on July 8, 1992.

It is no secret that H.R. 5100 is very controversial and is strongly opposed by the
Administration. At the same time, however, we must note that the Administration
clearly supports the customs modernization legislation. The need for this legislation
is great. Customs and the trade community are enthusiastically looking forward to
enactment of Customs modernization legislation this year.

Mf' staff is available to discuss with you any technical changes that are made to
our legislation. Customs appreciates the opportunity to make this presentation.

Attachment.
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DISCUSSION OF THE CUSTOMS MODERNIZATION AND INFORMED COMPLIANCE ACT

BACKGROUND

On June 7, 1991, the Administration’s proposed “Customs Modernization Act of
1991” was introduced as H.R. 2589. Also, the Joint Industry Group's bill was intro-
duced on June 4, 1991, as H.R. 2512.

Pursuant to the request of the Subcommittee on Trade, House Ways and Means
Committee, Customs and Treasury met with the Joint Industry Group (JIG) and
other segments of the trade community to resolve as many issues as possible. Much
progress was made between Customs and the trade community. I am happy to re-

rt that Customs and the JIG reached an understanding on all of the controversial
1ssues. The Subcommittee on Trade, Customs, and the JIG developed consensus leg-
islation based upon the understandings reached.

The “Customs Modernization and Informed Compliance Act,” 1s critically impor-
tant to the trade community and Customs. The total number of entries of merchan-
dise increased by 58 percent in the past five years. Collections increased from $14.7
billion in 1986 to $19.1 billicn in 1990. Neitfvmer Customs nor the trade community
can continue doing business the old way. The modern way to transact internat onal
business is by electronic processing—not by filing paper. Customs wants to elimi-
nate the paper dinosaur.

WHAT ARE CUSTOMS' GOALS

Customs knows that we can not be an impediment to the free flow of commerce.
We understand that for the trade community, this is a competitive issue. For Cus-
toms, it is a productivity problem.

During the course of the development of the Customs moderaization legislation,
Customs has sought to accomplish three (3) goals:

1. Pre-resolution of as many issues as possible before merchandise arrives in the
United States by using programs such as the binding ruling/preclassification proce-
dures, pre-approval release of merchandise, and the expandes “Pre-Importation Re-
view Program.”

2. Facilitation of merchandise upon arrival in the United States with minimal
Customs intervention at that time; and

3. Compliance on the part of the trade community assured by Customs’ post-entry
and post-audit review.

Customs has tried to develop legislation which we believe is both honest and bal-
anced. We have endeavored to review the process of drafting the bill from the Per-
spective of the national interest, Government's interest, industry's interest, and im-

orters’, brokers', carriers’; and sureties’ interests. It would be a mission impossible
if each agd every provision represented the best way of doing business for all parties
concerned.

WHAT IS CUSTOMS STRATEGY?

The entire thrust of Customs actions is dedicated to the principle of “shared re-
sponsibility.” This strategy merges the two potentially conflicting doctrines of “facili-
tation” and “enforcement’” into a coherent public policy that the %ustoms Service has
adopted. This strategy assures the free flow of commerce into, and from, the United
States AND assures the compliance on the part of the trade community of Customs
laws, regulations, and its rules and interpretations. “Shared Responsibility” consists
of two elements: 1. “Informed Compliance” and II. “Trade Community Compliance.”

I. Informed Compliance is a term that was first used by the trade community.
Under informed compliance, the trade community needs to know and be able to vb-
tain advice about Customs rules and procedures; and the trade community needs
certainty that those rules and procedures will not be changed suddenly.

Customs has established numerous outreach programs such as the ginding rulings
program and pre-importation program, developed extensive interaction between
Customs and the trade community, and adopted state of the art technology, such
as the electronic bulletin board, to inform the trade community of Customs require-
ments. Thus, the trade community will know, and be able to obtain, relevant infor-
mation so that it can comply with its obligations in its dealings with Customs. The
trade community will also have the certainty that Customs cannot unilaterally
change the playing field.

With an educated trade community, and as many issues as possible resolved be-
fore the merchandise arrives in the United States, there can be rapid facilitation
of the merchandise upon its arrival into the United States with minimal Customs
intervention at that time.
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II. Trade Community Compliance is a term that was developed by the Customs
Service. The facilitation of merchandise into the United States is a top priority of
the Customs Service. However, Customs ‘will be receiving less information at entry/
entry summary under its modernization legislation. We are examining less than 10
percent of the merchandise entering the country. Therefore, Customs must manage
the RISK. The trade community must be held responsible for doing its share. Cus-
toms must be able to rely on the integrity of the trade community to (1) to act with
“reasonable care” in providing Customs with information that the individual im-
porter or exporter believes is true and correct; and (2) retain and produce informa-
tion, both paper and electronic data, upon Customs demand so that Customs can
conduct a post entry or post audit review.

Under the concept of “shared responsibiliév." Customs must have the ability to as-
sure compliance of the trade community. Customs will rely upon various enforce-
ment measures to assure compliance. These include Customs post entry and post
audit reviews, investigations, overseas initiatives, and increased detections of viola-
tions through improved statistical methods by using automation and selectivity.

DEVELOPMENT OF H.R. 3935

On November 26, 1991, Congressmen Gibbong, Crane and Pease introduced the
Subcommittee’s legislation, the “Customs Modernization and Informed Compliance
Act” as H.R. 3935.

A hearing before the House Subcommittee on Trade was held on H.R. 3935 on
March 10, 1992. Mark-ups were held on April 8, and May 6, 1992. On May 7, 1992,
H.R. 3935 was merged as Title Il (the “Customs Modernization and Informed Com-

liance Act”) into a large trade bill, H.R. 5100, the “Trade Expansion Act of 1992.”

.R. 5100 is very controversial and is strongly opposed by the Administration. At
the same time, however, the Administration supports Title 1I. A hearing on HR.
5100 was held before the House Subcommittee on Trade on May 13 and 19, 1992.
Mark-ups on H.R. 5100 were held on June 3 and June 9, 1992. The Subcommittee
reported H.R. 5100 favorably to the House Ways and Means Committee for a mark-
up. On June 16, 1992, the House Ways and Means Committee held a mark-uo and
reﬂ)ned H.R. 5100 favaiably to the full House. On July 8, 1992, the Rouse passed
H.R. 5100 by a vote of 280 to 145. A hearing is being hield before the Senate Finance
Committee today.

WHY IS CUSTOMS MODERNIZATION OF CRITICAL IMPORTANCE TO THE ADMINISTRATION
AND THE TRADE COMMUNITY?

Facilitation
1. The Customs Modernization and Informed Compliance Act authorizes full im-
lementation of autemation without the need for follow-up legislative approval. It
18 critically important to the trade community and Customs because we are all bein%
buried in paper. Customs receives 92% of entry summaries electronically, but stil
receives too much paper because of laws mandating paper filing.

The bul would autﬁorize total electronic processing. It will allow Customs to fun-
damentally change the way we do business. Customs won’t be forced to automate
an existing manual process, but we will be able to take maximum advantage of au-
tomation to deliver the greatest benefits to American bu-~iness. Customs will have
the full statutory authonty to expand automation.

2. Although Customs has made improvements in the way we do business, we are
still far short of our goal to modernize our procedures. The current statutory frame-
work is antiquated and excessively detailed, and this hampers Customs moderniza-
tion efforts.ql"he archaic procedures that Customs must use today waste our re-
sources as well as the resources of the trade community, and undercut the competi-
tiveness of American business. A vessel master is still required to report the number
of cannons mounted on the ship. Customs is still required to examine one out of
every ten packages in a shipment. This bill provides the flexibility to assure that
Customs can change the way we do business without the need to constantly seek
chan%es from Congress.

3. The Customs Modernization and Informed Compliance Act would authorize “re-
mote location filing.” Presently, importers are required to file entry/entry summary
documents in the district where the merchandise arrives. This results in unneces-
sary expenses and duplication of efforts for importers and Customs. Remote filing
permits the electronic filing of an entry/entry summary from a single location re-
gardless of where the merchandise arrives in the U.S. or where the merchandise is
released. Importers and Customs would be free at last from artificial administrative
and geographic impediments. Automation can enhance the efficient movement of
commerce.
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4. This legislation would permit periodic grouping of entry summary filings
(known as the “Import Activity Summary Statement”) and periodic payment of esti-
mated duties with interest collected or refunded as appropriate. A special electronic
“reconciliation” procedure would be established at the importer’s option to allow sub-
sequent adjustments such as for assists. This would allow Customs and the trade
community to adopt modern business practices, rather than operate as if everyone
were in the “dark ages™—on a transaction by transaction basis.

5. This bill would provide Customs with the discretion to determine what informa-
tion would be required at entry and entry summary, thereby eliminating the man-
datory production of some documents and data (e.g., the invoice) that are not always
needed. Today, importers are required to provide many documents and much data
to Customs which Customs, in turn, is required to accept even though Customs does
not review many of those documents. Furthermore, Customs is required to store the
documents for eight years. This is nonsense.

6. This legislation would modernize the entry and clearance of vessel statutes,
thus revising laws that %? back as far as the 1790's, as well as clarify many provi-
sions relating to drawback law.

Compliance

1. Although Customs will still have the statutory responsibility to fix the final

- classification and appraisement of the merchandise, the importer would be required
to complete entry/entry summary by using “reasonable care.” The lack of acting with
“reasonable care” would satisfy the negligent standard of secticn 1392, Customs, in
turn, would be able to expand its facilitation efforts because of our greater reliance
upon accurate trade submissions.

2. Electronic transmissions would be subject to the traditiorial recordkeeping re-
quirements. Existing penalties for paper violations also would be applicable to elec-
tronic transmissions. Electronic transmissions would be admissible intc evidence 1n
all administrative and judicial proceedings Each transmissior of data must be cer-
tified by the importer of record or agent, one of whom shall be a resident of the
U.S. for purposes of receiving service of process, as being true and correct. Such cer-
tified transmission would bind the importer 1n the same manner and ts the same
extent as a signed document.

Additional parties would be subject to record-keeping requirements; and there
would be a new administrative penalty imported upon an importer for failure to
produce the records or data demanded by Customs during a post entry or post audit
review. Please understand that Customs would not be receiving many of the entry
documents or data (e.g., invoice) it now receives at entry and entry summary under
H.R. 3935. Customs must be assured that we can conduct post-entry and post-audit
reviews. However, this new penalty would be inapplicable o an importer’s books
and records other than entry documents; and 1n circumstances in which the 1m-
porter can produce other evidence to comply with Customs cemand. Importers can
voluntarily work with Customs to develop proper record-keeping procedures under
the new Record-keeping Compliance Program.

“—38-~ A new drawback civil penalty, patterned after section 1592, would be estab-
lished. It would provide for a valuptary drawbuack compliance program that would
be available to drawback claimants and other appropriate part es.

As noted above Customs supparts the JIG concept of “Informed Compliance.” Cus-
toms reached a consensus on tﬁe following “Informed Compliance” provisions of the
Customs Modernization and Informed Compliance Act.

1. Authorizes Customs to accredit pr vate laboratories and provides Customs with
the authority to always independentl. test the merchandise;

2. Formalizes procedures for Customs detention of merchandise;

3. Fermalizes procedires under 19 U.S.C. 1595.¢, specifying when merchandise
may or may not be seized,

4. Establishes changes and new procedures relating to Customs protest proce-
dures; publication of interpretive rulings; appeals of adverse interpretive rulings,
and modification and revocation of prior interpretive rulings;

5. Establishes procedures relating to Customs regulatory audits; and

6. Defines commencement of a formal investigation.

Admunistrative

The Customs Medernization and Informed Compliance Act:

1. Provides Customs with the authority to use private collection agencies to re-
cover indebtedness arising under the Customs laws and owed to the United States
Government;

2. Requires reimbursemert to Customs from the fees collected on behalf of other
agencies by Customs to cover its administrative costs;
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3. Adjusts the adrainistrative exemptions (gifts, accompanying articles, etc.);
_4. Increases the aggregate value for informal shipments to $2,500 and permits fa-
cilitation and risk assessments to be considered:
%. Provides rummary manifesting procedures for letter and documents shipments;
an
6. Permits electronic brokers to use sub-agents after implementation of remote lo-
cation filing, and clarifies the definition of “gust,oms business.”
My staff is available to discuss with you any technical changes that are made to
this legislation.

REVENUE PRODUCED
BY REGULATORY AUDITORS
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RESPONSES OF SAM BANKS TO QUESTIONS SUBMITTED BY SENATOR BENTSEN

Question No. 1. Customs has been criticized in the past for the inability off its
currant electronic systems to accurately identify high risk shipments. What assur-
ances do we have that, as the Service automates even more, your “hit rate” will im-
grove? Does it make sense to move forward with a large-scale automation program

efore all the bugs are worked out in the current system?

Answer. Customs current electronic systems are effective in targeting high risk
shipments. Qur current system was developed using criteria, history and random
samples and has incrementally improved been over time. Our current system is
NOT filled with “bugs.” We are, however, investigating the possibility of adding so-
phisticated statistical selection techniques, in order to refine the identification proc-
ess and reduce the need for random examinations. ACS is already a large scale, ef-
fective, automation effort, and Customs is ready to begin the next step to full auto-
mation which passage of this bill will allow.

Question No. 2. A number of customs brokers in Houston have told me that they
still have serious problems with the portion of the vill known as “national entry
processing.” One o? the paints they raise is that, as part of the compromises that
were struck on this bill, there wilY be in effect two systems far processing entries
during a transition periocd—the old system where documents have to be filed in the
port where the merchandise arrives and the new system that allows the information
to be filed electronically from anywhere in the United States. What is it going to
cost to maintain these two types of systems? What is the total projected cost to the
goverament of the new automated program?

Answer. The remote filing provision of the bill, formerly known as national entry
grocessing, is not a total replacement for current entry and summary processing,
ut rather an additional option for filers wishing to take advantage of its use. Bot
the traditional and the remote filing processes will always be available since use of
the remote filing option is completely at the discretion of the filer. It is true that
there is a sunset provision for full implementation of remote filing until 1997. This
was agreed to at the brokers’ request in order to allow a transition period to occur.
However, the transition period merely extends the amount of time only one choice
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for processing is allowed, when any paper document is required in the process. It
adds no cost to Customs. Customs is already highly automated and is continually
enhancing its Automated Commercial System. The cost to add automated enhance-
ments provided in this bill are estimated at approximately $4 million.

Question No. 3. As I understand it, we wiﬁ be moving more toward a system in
which Customs will be using audits and reviews after tie fact to check compliance
with our customs and trade %aws. I am looking forward for some assurance that this
type of a system is going to be effective in enforcing our laws. Does Customs have
in place now the types of personnel—the programmers and the auditors—that will
be needed in a fully automated system? And how will this system improve Customs’
ability to collect the money that is owed to the government?

Answer. Yes, Customns has the types of personnel needed to handle transactions
in a fully automated mode. Customs also is taking every opportunity to prepare it-
self for this changeover in order to continue to be effective in enforcing our laws.
Post transaction audit has been a major program area in Customs since 1974 and
will continue to be so with the passage of the Modernization Act.

Presently, the onboard strength of the Office of Regulatory Audit is 357 auditors
located in 30 offices around the United States. It is anticipated that this number
will increase to an optimum level of 550 auditors. Of the 357 auditors, 42 have been
trained to be Computer Audit Specialists (CAS) at the Professional Development In-
gtitute at the University of North Texas, Denton, Texas This training provides the
CAS with those skills needed to perform automated audits of corporate financial
records maintained on micro, mini, and main frame computers. The government au-
diting standards reguire these personnel to maintain professional proficiency
through continuing education. This requirement ensures that the auditors have the
skills to operate effectively and efficiently in a rapidly changing business enviren-
ment. Customs management is committeg to ultimately staffing the Office of Regu-
latory Audit with 60 Computer Audit Specialists to meet the needs of an automuted
environment.

Each year, approximately 600 audits are performed nationwide by Customs audi-
tors. For example, in FY 91, $161.3 millicn additional revenues were generated from
these zudits.

The major priority audit areas are the national audit program, fraud, and compli-
ance audits with a special emphasis on free trade administration, drawback and
user fees. The national audit program focuses resources on complex audits of large
multinational corporaticns many of which are foreign owned. This program has been
extremely successful. For every dollar allocated ta this initiative the auditors have
returned approximately $16.00. In FY 1990 Regulatory Audit showed a cost to per-
form these national audits at $1,200,413 with a recommended recovery of revenue
and penalties reaching $22,505,725. It should be noted that the historical collection
rate of national audit revenues and penalty recoveries is 81%. Approximately 15%
of Regulatory Audit staff hours are dedicated to this area. It is anticipated that this
will increase to 20% over the next two years. Focus on the audit of large multi-
national companies has led to audit initiatives performed at various foreign located
parent companies.

Fraud audits are performed in direct association with the Office of Enforcement's
investigative initiatives in the area of criminal and civil fraud viclations. Approxi-
mately 25% of Regulatory Audit staff hours are dedicated to these types of audits.
In FY 90, $4,088,490 was spent on conducting fraud audits. This led to rec-
ommended revenues and penalties of $92,342,988. The recommended revenue and
penalty historical collection rate for fraud audits is 53%. Please refer to attached
chart for overall revenues produced which show a marked increase in our revenue
protection since 1974,

RESPONSES OF SAM BANKS TO QUESTIONS SURMITTED BY SENATOR HATCH

Question. Section 221 of H.R. 5100 would amend 19 U.S.C. 1592 relating to pen-
alties for fraud, gross negligence, and negligence.

Does Customs feel the sections in the bill that deal with fraud and gross neg-
ligence (and negligence) are adequately clear to imparters so that they may avoid
being unfairly accused of these practices?

How much will the Customs Service rely on the definitions for fraud and gross
negligence (and negligence) that are defined in specific Customs Directives, but are
not specifically contained in the bill?

Answers. It is Customs position that the bill, when read with the legislative his-
tory, recent court cases, and the Customs regulations, clearly set forth to importers
what their obligations are to avoid being unfairly accused of fraud, gross negligence,
and negligance.
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Currently, although *"e definitions of the three levels of culpability are not de-
fined in the statute, the definitions are set forth in the Customs Regulations. The
legislative history discuases the obligation of an importer to act with “reasonable
care,” and that 1n doin% 8o, the importer can avoid the allegation of wrongdoing
under the statute. The egislative history provides illustrations of what may con-
atitute acting in “reasonable care.” For example, if an importer were to obtain a
binding ruling from Customs, or use a Customs attorney or a Customs broker, there
is a presumption that the importer acted properly.

The burden to prove that an importer acted in a fraudulent or grossly negligent
manner rests upon Customs. However, to establish negligence, Customs must estab-
lish the act or omission constituting the violation; and then the burden shifts to the
alleged violator to establish that the act or omission did not occur as a result of neg-
ligence. In a recent court case (U.S. v. Menard. Slip. Op. 92-81, CIT., 1992, the
court noted that an importer has an obligation to make a proper inquiry into the
Customs regulations, or face the charge that it failed to exercise due care.

Concerning the second issue, it is important to note that the defimiticns of the
three levels of culpability which are used by Customs in 1ts regulations also appear
in the legislative history. The House Ways and Means Committee states in the leg-
1slative history that it endorses these “current practice” definitions and “expects
their continued use by the Customs Service in the administration of penalty provi-
sions under the Act.”

PREPARED STATEMENT OF STEVE BECKMAN

Mr. Chairman, my name 18 Steve Beckman. I am the International Economist for
the International Union, United Automobile, Aerospace and Agricultural Implement
Workers of America tUAW:. [ appear here today on behalf of the 1.4 million active
and retired members of the UAW and their famlies We appreciate the oppertunity
to present our views on auto trade pohcy.

or many years the trade debate 1n this country has thcused on our trading rela-
tionship with Japan Since the early 1980Us. when the 1"S worldwide trade deficit
began to scar, the U S trade imbalance with Japan has been paramount. Some peo-
ple attributed the dramatic rise in Japan's surplus to the doliar-yen exchange rate:
others focused attention on U.S. industry lack of an “export orientation™ or of “ccm-
petitiveness.”

Many other political and economic theories have been advanced to explain the
persistent U S.-Japan trade imbalance But although much has changed in politics
and economics durng the last decade, the huge U S. trade deficit with Japan has
remained. [t has survived wide swings in exchange rates, vigorous U.S. export pro-
motion proggarns and Japanese import facilitation programs, substantial improve-
ment 1n U S. trade accounts with other countries, shifts in macroeconomic policy,
ilateral negotiations in specific product areas and on “structural impediments.” and
numerous changes in US trade laws

Another consggt in U S -Japan trade has been the massive contnibution of trade
In automotwe products. This single category of products, which includes vehicles,
parts, components and materials, accounted for US trade deficits with Japan
amounting to more than $250 billion during the past decade and more than $30 bil-
lion last year.

Mr. Chairman, the UAW 1s convinced that the U.S.-Japan trade imbalance will
not be significantly reduced withcut substantial reduction of the U S. deficit in auto-
motive trade. We are equally convinced that the overall U.S. deficit with Japan will
not disappear without concerted effort by both governments and by private business
interests.

During the period of extremely large U.S. trade deficits with Japan. the domestic
auto industry has gone through a radical transformation. The changes implemented
by companies throughoit the industry have produced remarkable improvements in
vehicle quality, a wide variety of new models, utilization of advanced technologies
in the production and operation of vehicles, comphance with increasingly stringent
safety, fuel economy and emissions requirements and numerous other benefits.

But there have been painful, harmful changes as well. Hundreds of thousands of
workers have lost their jobs in the domestic auto industry as the Japanese auto
companies have capturecg a ateadily rising share cf the U.S. market. In addition,
thousands of workers in the automotive parts and supplier industries have also seen
their jobs disappear as imported parts, materials and components replaced domestic
products. This gas had a devastating impact on countless commur.ities throughout
the United States. The announcement by General Motors in December 1991 that it
would be closing 21 plants affecting 74,000 employees, and the February announce-
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ment of many of the specific plants affected, were simply the latest in a long series
of retrenchments by the domestic auto and auto parts companies.

The U.S. merchandise trade figures for 1991 demonstrate the utter lack of
?rogresa in reducing the U.S. trade deficit with Jasan. While the total U.S. deficit

ell from $102 billion to $65 billion, the deficit with Japan increased from $41 billion

in 1990 to $43 billion last year. Further deterioration in the U.S. trade balance with
Japan has occurred this year. The deficit for the first five months of 1991 was $16.1
billion; it grew to $18.5 billion in the same months of 1992. Mr. Chairman, the U.S.
trade deficit with Japan is clearly moving in the wrong direction and it is impera-
tive that this deterioration in bilateral trade be stopped.

The worsening of the U.S. deficit with Japan in 1991 was especially troubling be-
cause of the economic circumstances in which it occurred. With Japan's economy ex-
panding, though alowlf' and the U.S. economy in serious recession last year, U.S.
exports to Japan should have been l%mwing and imports from Japan shrinking. In-
stead, the opposite took place and the U.S. deficit widened. Now that the Japanese
economy is weakening, U.S. exports have fallen and there is greater pressure in
Japan to keep production levels high by increasing exports. This pattern has been
observed during past Japanese recesaions, and it is visible today. Japan’s global
trade surplus has increased substantially this year and it is headed even higher.

Unfortunately, President Bush's trip to Japan early this year did nothing to cor-
rect our trade imbalance with Japan. Instead of getting enforceable commitments,
the President came back with more “promises” from the Japanese government and
Japanese auto companies. It is worth noting that every Jaganese government trade
package announced since 1983 has claimed to have resolved the trade imbalance be-
tween the two countries. Unless the U.S. government takes concrete steps to enforce
the latest promises, they are likely to be equally ineffective.

The UAW believes it is time for Congress to take those steps necessary to reduce
our huge trade imbalance with Japan, and to help preserve strong domestic auto
and auto parts industries. We cannot be content any longer with vague promises.

The UAW has been objecting to the huge automotive trade imbalance with Japan
since the early 1980s. The Japanese auto companies responded to this criticism by
building transplant assembly facilities in this country, and then significantly ex-
panding production at those facilities. But this has come at the expense of sales by
the domestic auto companies, not Japanese imports. As a result, the share of the
U.S. auto market captured by Japanese auto companies has steadily risen to near}iy
one-third of the U.S. retail market. At the sar'- - .e, there has been a correspond-
'm% erosion of the domestic auto industry. This 1as had a devastating impact not
on g on the workers employed in the domestic auto industry, but also on the entire
U.S. economy.

The health of the domestic U.S. automotive industry has a profound impact on
the health of the entire U.S. economy and the well-being of American workers. In
addition to creating high productivity, high wage jobs directly, the industry is a
maf'or customer for other important American industries. Many producers of mate-
rials, such as textiles, glass, ceramics, steel, aluminum and others, utilize advanced
technologies to be as efficient as their competitors around the world. They depend
on the domestic automotive industry as an important customer.

Domestic producers of the most sophisticated industrial equipment also rely on
purchases by the domestic auto companies to justify their investments in research
and development and innovative products. This is the case for American machine
tool producers, for firms specializing in robotics, for computer-assisted design and
manufacturing (CAD-CAM) equipment makeis, for semiconductor firms and a vari-
ety of other companies. The automotive industry, including the traditional producers
of materials, parts and sugplies, is essential to the further development of the high-
technology industries in this country because, whether we like it or not, purchases
of this equipment are often made on the basis of national strategies for technology
development rather than price, quality and service.

Thus, the continued erosion of the traditional domestic auto and auto parts and
st;gfljers indusiries will have a devastating impact on other industries and the
health of the entire U.S. economy. The jobs of hundreds of thousands of workers in
other industries are dependent, either directly or indirectly, on the preservation of
a strong domestic automotive industry. We will not be able to “jump start” our econ-
omy and enter a vigorous recovery from the recession so long as the domestic auto-
motive industry continues to hemorrhage.

In an effort to deflect criticism over the huge, ongoing automotive trade imbal-
ance, the Japanese automakers have embarked on a vigorous PR campaign designed
to convince the media and the public that they are just as “American” as the Big
Three domestic automakers. By making exaggerated claims about the domestic con-
tent in the vehicles assembled at their transplant facilities, the Japanese auto com-
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{Janies have tried to create the impression that there is no difference between the
evel of domestic content in their transglant vehicles and vehicles produced by the
Big Three domestic automakers. They have also argued that their investments in
this country have more than offset any decline in the domestic auto and auto parts
companies, thereby resulting in a net plus for the U.S. economy. Nothing coufd be
further from the truth.

Recent studies by the University of Michigan's Office for the Study of Automotive
Transportation (OSAT) and the Economic Strategy Institute (FSI) have indicated
the extent of the difference between traditional U.S. producers and the Japanese
transplants. For example, OSAT found that only half oFthe parts value for Honda's
Ohig-assembled Acconfmodel were domestic. As the transplant that has been in op-
eration the longest, this figure 18 likely to be among the highest for the transplant
assemblers. By way of comparison, Big Three models assembled here have far high-
er levels of domestically purchased parts. On average, models sold by the Big Three
have about 85-90 percent domestic content. Similarly, the ESI study shows that
Japanese transplants import about two-thirds of the value of machinery and equip-
ment used in vehicle assembly, while the Big Three buy more than three-quarters
of theirs in this country. The General Accounting Office (GAO! has found that, due
to this higher level of foreign sourcing, the substitution of Japanese transplant pro-
duction for traditional domestic producers has resulted in a net job loss for Amer-
ican workers in the auto and related industries. UAW studies have reached similar
conclusions but with an even larger negative impact on employment of about 80,000
jobs in 1991,

The fact that the Japanese transplant operations in the U.S. purchase a large pro-
portion of their parts and production rachinery from Japan and elsewhere dimin-
ishes the chance for other erican workers to benefit from these investments. The
keiretsu supplier firms that have followed the Japanese assemllers to the U.S also
purchase more of their inputs from Japan, so their contnbutior to the U.S. economy
18 also smaller than traditional U 3. firms.

Mr. Chairman, because of these factors and their relevance to U.S. employment
in well paid manufacturing and related service industries, the UAW draws a distinc-
tion between the traditional U.S. automotive industry and the Japanese transplants.
We believe it is imperative that the United States adopt tough trade policies to en-
sure the preservation of a strong domestic automotive industry.

The UAW strongly supports the proposed Trade Enhancement Act of 1992 (S.
2145), introduced gy Senator Don Kiegle. This legislation would require that the
U.S.-Japan merchandise-trade imbalance decline by at least 20 percent each year
for five years. This would gradually eliminate the U.S. deficit. Since Japan ac-
counted for two-thirds of the total U.S. deficit in 1991, and an even larger share
io far t}:jts year, this requirement should have a substantial positive imp&act on total

J.S. trade.

Significantly, the legislation does not specify the method for achieving trade bal-
ance. It leaves the needed combination of changes in exports and imports up to the
Eovernments and private businesses to determine. Thus, Japan would retain flexi-

ity in how to meet the trade deficit reduction targets. Since auto and auto parts
accounted for three fourths of the trade deficit in 1991, as a practical matter Japan
would have to reduce its exports of autos and auto parts to the United States, or
increase 1ts imYorts of U.S. built autos and auto parts, in order to meet the targets.
But Japan could also help to bring its trade into balance by importing other U.S.
goods and services, including agriculture commodities.

However, S. 2145 leaves no doubt as to the importance of meeting these trade def-
icit reduction targets. If the trade imbalance is not reduced by 20 percent in any
one of the years, imports of motor vehicles from Japan into the U.S. would be sub-
jected to rostrictions. The number of Japanese imports would be limited to 2,300,000
{which s the number which entered this country in 1980).

Under the proposed legislation, Japanese auto producers would be allowed to in-
crease their U.S. vehicle imports in an amount equal to any increase in exports of
U.S. built vehicles to Japan. This -eciprocity provision should encourage Japan to
opgg up its automotive market, v lich up to now has been virtually closed to U.S.
producers.

On the other hand, under S. 2145 the number of Japanese imports would have
to be reduced by an amount equal to any increase in production by the Japanese
transplant assembly facilities. qfhis rovision would ensure that additional trans-
plant production will offset imports from Japan, rather than vehicles produced by
the Big Three domestic auto companies.

The UAW believes that the use of automotive trade sanctions to meet the trade
deficit reduction requirements of S. 2145 is entirely appropriate. As we pointed out
earlier, auto trade accounts for about three-quarters of the U.S.-Japan trade imbal-
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ance. There is no apparent way to eliminate the overall trade imbalance without
substantially ehminating the auto trade deficit. The sanctions in S. 2145 provide a
specific method for achieving that result should the U.S. deficit not otherwise nar-
row.

Senator Baucus has also introduced legislation, the proposed Autornotive Competi-
tiveness Act of 1992 (S. 2395), which would help to preserve a strong domestic auto-
motive industry and to reduce our huge trade imbalance with Japan. This bill would
require the Administration to negotiate a trade agreement with Japan limiting im-
ports of Japanese motor vehicles to 3,600,000 per year. The bill would include with-
in the definition of Japanese imports sales of vehicles by the Japanese transplant
operations in this country which have less than 70 percent domestic content. Thus,
in addition to restrainming the growth of Japanese imports, 8. 2395 would encourage
the Japanese transplants to increase their percentage of domestic content above 70
percent (just as they-promised to do in Tokyo last January) Japanese transplants
with domestic content in excess of 70 percent would not be subjected to any limita-
tions.

In exchange for providing relief from Japanese imports, the Baucus bill would re-
quire the domestic auto companies to meet certain standards for improving the
quality of their products and Iimiting executive compensation. The premise anderly-
ing these requirements 1s that the Big Three automakers should be required to im-
prove their competitiveness, which would ultimately benefit consumers, as the pro
quo tor any trade relef.

The UAW believes that the Baucus bill represents a very positive contribution to
the debate on auto trade 1ssues. It recognizes the importance of preserving a stron
domestic auto industry, both for thewurkers employed directly in the industry ang
for the overall health of the entire U S. economy [t also recognizes that the continu-
ing high levels of Japanese imports, along with the growth in productiun of low-do-
mestic content Japanese transplants, are undermiming the domestic auto industry.
The insistence that the Big Three continue to improve the quality of their vehicles
and begin to limit executive compensation certainly seems reasonable from our per-
spective.

In addition to the bills which have been introduced by Senator Riegle (S. 2145)
and Senator Baucus (S. 2395), we believe this Commuttee should give favorable con-
sideration to the auto trade amendment sponsored by Representatives Gephardt and
Levin, which was adopted by the House of Representatives on July 10, 1992 by a
vote of 260 to 166 during consideration of the Trade Expansion Act of 1992 (H R.
5100). This amendment contains two basic requirements:

(1) It would require the U.S. Trade Representative to negotiate with Japan for a
continuation of the existing Voluntary Restraint Agreement on imports of Japanese
motor vehicles into this country; and

(2) It would require the Administration to monitor whether the Japanese auto
companies are complying with the commitments which were announced by Presi-
dent Bush and Prime Minister Miyazawa last January in Tokvo concerning in-
creased purchases of U.S. built auto parts, and would make these commitments en-
forceable under Section 301 of the U.S. trade laws.

To dispel any notion that the amendment would somehow hurt Japanese trans-
plant operations in this country, the Gephardt-Levin amendment contains a specific
gection stating that:

“Nothing in this Act may be construed to have the effect of— (1) terminating or
limiting to any extent the production of motor vehicles by transplant vehicle manu-
facturers; or (2) limiting or reducing jobs of United States workers at the facilities
of such manufacturers.”

Despite the inclusion of this provision, opponents of the Gephardt-Levin amend-
ment have continued to argue that it would somehow hLarm the Japanese trans-

lants. This is not accurate. In fact, the amendment would actually help to stimu-
ate employment at the transplant facilities and other parts companies in this coun-
try.

Opponents of the Gephardt-Levin Amendment have argued that it would some-
how place a cap on overall production at the Japanese transplants. This is totally
false. As indicated above, the amendment contains a section which specifically pro-
vides that there shall not be any limit on Japanese transplant production. The
amendment does require the U.S. Trade Representative to negotiate a continuation
of the existing VRA on Japanese imports. gut this applies only to imports, not to
Japanese transplant production. Although the underlying trade bill to which the
Gephardt-Levin amendment was attached, H.R. 5100, originally contained a provi-
sion that was construed by some as limiting Japanese transplant production, this
provision was deleted by the Ways and Means Committee’s Trade Subcommittee.
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.Opponents of the Gephardt-Levin amendment have also argued that it unfairly
discriminates against the Japanese transplants because it imposes a 70 percent do-
mestic content standard on their products, but does not impose a similar require- -
ment on the Big Three domestic automakers or other foreign producers (such as
BMW) who may begin assembling cars in this country.

However, the amendment simply asks the Japanese transplants to live up to the
commitments they made on auto parts during the Tokyo summit in January. This
can hardly be considered “discriminatory.” Aﬁer all, the Japanese auto companies
would not have made the commitments in the first place if they felt they were un-
reasonable or unfair.

In any event, the Big Three domestic auto makers already have, on average,
about 85-90 percent domestic parts content in the vehicles which they assemble in
this country. Thus, as a practical matter they already meet the 70 percent standard
set forth by the Japanese companies in Tokyo. Accordingly, there is no need to seek
legislation to monitor or enforce compliance by the Big "i‘hree with this standard.

Furthermore, many of the persons who are now opposing the Gephardt-Levin
amendment also were opposed to the across-the-board domestic content bill consid-
eted by Congress in the early 1980s that would have applied to all companies selling
vehicles in the U.S. market. Thus, they are being disingenuous when they criticize
the Ge%hardt-Levin bill on the grounds that it is too narrow.

The BMW issue is a total red herring. BMW has simply announced its intention
to build an assembly facility in this country. it does not, as of yet, assemble an
vehicles in the United States. Even after BMW begins assembly operations, the rel-
atively small volume of output expected is not likely to have any significant impact
on auto parts purchases. The across-the-board domestic content bill considered by
Congress in the early 80’s contained an exemption for 'sw volume producers (such
as new, start-up operations like the proposed BMW facility). No one claimed that
this was somehow “discriminatory.”

Opponents of the Gephardt-Levin amendment have also argued that it represents
an attempt by American owned auto parts companies to get more business, and that
this will prevent the Japanese transplants from expanging in-house production of
auto parts, or from expanding production at Japanese owned parts companies which
are located in this country. That fact is, however, that the Japanese auto companies
can satisfy the 70 percent domestic content standard set forth in the Tokyo commit-
ments by building more parts in-house at the Japanese transplant facilities, or by
%l}xlrchasing more parts from Japanese affiliated suppliers located in this country.

e Japanese automakers are not limited to parts produced by traditional, Amer-
ican owned parts companies.

Thus, the Gephardt-Levin amendment could actually lead to increased production
and employment at the Japanese transplants and Japanese owned parts companies
in this country, as well as traditional American parts companies. The thrust of the
amendment is to ensure that the Japanese live up to their promises to raise the
level of U.S. built auto parts in the Japanese transplant vehicles. It does not matter
which companies produce those parts, so long as they are built in this country.

Some persons have argued that the Japanese transplants will not be able to meet
the 70 percent domestic content standard. As a result, production and employment
at those plants will suffer. This ignores the fact that the 70 percent domestic con-
tent standard was proposed by the Japanese autc companies themselves. They
would not have committed to reach this figure if it was burdensome.

In any event, if a Japanese transplant fails to meet the 70 percent standard, the
Gephardt-Levin amendment simply directs the U.S. Trade Representative to deter-
mine what actions to take under gection 301 of our trade laws to enforce the auto
parts commitments. The amendment specifies that the U.S. Trade Representative
shall onl{ take action under section 301 against the “foreign goods or economic sec-
tor” involved. Thus, the USTR may not take any action against the Japanese trans-
plants. The amendment also states that the USTR may not take any action against
goods produced by parent corporations of Japanese transplants which comply with
the auto parts commitments. Thus, for example, the USTR could not take any action
against imports of Toyotas, simply because Honda has failed to comply with the
auto parts commitments.

In addition to strongly supporting the Gephardt-Levin amendment, the UAW also
supports several of the other provisions included in H.R. 5100, which passed the
House earlier this month. The changes in anti-dumping and countervailing duty
laws would tighten enforcement of these protections against unfair trade. We also
endorse reinstatement of the Super 301 provision that was included in the 1988
trade act but has since expired. It can be a useful element in a U.S. trade policy
that stands up for U.S. production and employment.
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In conclusion, Mr. Chairman, the UAW is convinced that the jobs of hundreds of
thousands of UAW members, hundreds of thousands of other American workers and
the continued survival of many communities across the nation are at stake in the
battle to preserve our domestic automotive industry. Only Congress can provide the
industry and its workers with the opportunity to make their appropriate contribu-
tion to the economic strength of the country. Accordingly, the AWPstrongly urges
this Committee to give favorable consideration to the auto trade bills sponsored by
Senator Riegle (S. 2145) and by Senator Baucus (S. 2395), as well as the Gephardt-
Levin amendment which was adopted by the House as part of the comprehensive
trade lt[afislation (H.R. 5100).

The UAW appreciates the opportunity to testify on auto trade policy. We look for-
ward to working with you, Mr, Chairman, and the other Members of this Committee
as you consider this critically important issue. Thank you.

PREPARED STATEMENT OF HAROLD G. BRAUNER

Mr. Chairman, the National Customs Brokers and Forwarders Association
(NCBFAA) is privileged to appear before you again today. I am Harold G. Brauner,
President of Brauner International Corporation of New York and President of
NCBFAA. Ours is the national trade organization for customs brokers and freight
forwarders, members who are also represented by our affiliates in areas like Hous-
ton, the Columbia River and New York. We are an umbrella for a wide range of
interests often determined by the geography of trade operations and the unique
business practices that evolve in a given region. It is our task on many occasions
to draw consensus from points of view that can seem impossibly disparate. This is
what we have attempted with respect to Customs Modernization and why we are
here today in support of that legisfation, as it passed the House within H.R. 5100.

The path to this position has not been easy for the Association and in fact you,
Mr. Chairman, have heard us reflect opposition to the bill on the last occasion when
I appeared before the Committee in the Spring. We have however worked diligently
with the Customs Service, the Joint Industry Group and the House committee to
develop a compromise. We achieved this goal and, once having reached an agree-
ment, we intend to stick by our word and we urge passage of the Customs mod-
ernization bill in this form.

What were our concerns? First, in retrospect, we felt just because a bill is named
“Customs Modernization” did not make it so. Customs brokers strongly endorse au-
tomation in fact, it was our work with the Customs Service that has brought the
Automated Commercial System (ACS) to a level where it is a model for interactive
information flow between the government and the private sector. In fact, it is a
model for how government ang industry can cooperatively take on complex chal-
lenges and succeed. No, Mr. Chairman, we have long supported automation; but we
do not take every new idea at face value. This is, after all, our environment, the
medium in which we conduct our livelihood. A misstep can drive us out of business.
We have long insisted that conversion to a national remote release system must be
carefully implemented, The process, especially remote filing, must be testcd—thor-
oughly—and measured by objective criteria by non-participating evaluators. H.R.
5100 builds in many of the suggestions that we offered throughout the evolution of
this legislation. The changes made by the House Committee went a long way to-
wards responding to these concerns.

A central concern too was whether Customs would be able to find an alternative
to the long-standing system of requiring filing and Custorns processing of entries in
the very location where the cargo was being physically unloaded and moved inland.
There are many complexities in processing entries and moving cargo, not the least
of which are the wide range of possibilities that emerge from an intricate chain of
human decision making. i key issue for us has been how to merge the as-yet-
unautomated actions of other tederal regulatory agencies at the port with a fully
automated remote filling system. After all, if an EPA representative must verify
compliance with emissions regulations without the tools of automation, through the
processing of paperwork at the port of arrival, how does a broker manage these
transactions effectively two thousand miles away? We have come to agreement on
this thorny issue through a rather delicate compromise. Until 1997, paper trans-
actions—including that involving the other regulatory agencies—must be filed in the
traditicnal manner at the port where the goods will be cleared by Customs. After
that, when we have had the opportunity to automate these remaining paper trans-
actions to the maximum extent possible, the importer and his broker will decide
where they want to file their entry to suit the importer’s convenience. And, we have

REE
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provided the legal framework for brokers to conduct business at that remote port,
or alternatively to work with a local broker who serves as a “subagent.”

A concern to many customs brokers has been the upheaval that this legislation
will cause for their businesses and for their local ﬁorts. In fact, you will continue
to hear from these members of our Association, who are free to voice their views
independent of NCBFAA. The compromise on the handling of paper transactions,
testing of the system, the use of subagents, and the continued emphasis on the role
of a licensed customs broker every step of the way have addressed in some measure
these concerns. But, this is a “compromise,” which by its nature creates mixed feel-
in%i and cannot resolve each element to everyone’s satisfaction.

r. Chairman, the fact that we sugf)ort the legislation does not mean however
that we will be silent. On areas outside of this core agreement, we think the bill
can be strengthened in several ways. I will briefly mention three proposals for the
Committee to consider at this time.

1. NCBFAA has strongly believed and strongly urges the committee to modify Sec-
tion 484 by clarifying that onlkl owners and purchasers may select a customs broker
and that “nominal consignees” not be allowed to select a broker. It is fundamental
to our notion of fairness that, when an importer has selected a broker to handle his
Customs transactions, this decision should not be allowed to be overridden by a car-
rier simply to suit his convenience, reduce his costs or increase his profits.

2. We believe that all cases involving a civil penalty, demands for liquidated dam-
ages or the seizure of goods, where the amount involved exceeds $20,000, should be
r%\_'igwied and decided upon by an impartial hearing official rather than a Customs
official. )

3. We also ask the Committee to amend the law to provide for review and adju-
dication of protests, involving less than $5000 by a Small Claims Tribunal. These
“low-value” claims are often more costly to pursue than the money at stake merits.
Changing the law in this manner would provide a speedy and inexpensive forum
for the resolution of small disputes involving the assessment of duties, charges and
exactions of less than this amount.

Senator Bentsen, this is a preliminaxg discussion of our position—our concerns
about Customs’ original proposal and the point at which we arrived in agreement.
We have been candid with the Committee—and have not attempted to sugar-coat
either this agreement or the presence of lingering opposition within our community.
We do however compliment everyone concerned with this legislation. After a great
deal of hard work, in which everyone conceded some ground, NCBFAA is now able
to endorse the Customs Modernization portion of H.R. 5100 and I will be pleased
to respond to your questions.

PREPARED STATEMENT OF AARON W. CROSS

THE _CUSTOMS MODERNIZATION AND INFORMED COMPLIANCE ACT

The Joint Industry Group (the "Group") supports the provisions

of Title II of H.R. 5100 and takes pride in having participated

“with the U.S. Customs Service and others in the formation of many

of the key provisions. We address these and others in our comments
below.

Subtitle A is aptly headed “"Improvements in Customs
Enforcement."® Each of the fourteen sections in the Subtitle
represents a step forward from where the law is today. Perhaps the
most sweeping and significant change in existing enforcement
practice will result from the amendments proposed to section 596(c)
of the Tariff Act of 1930 (the "Act"). Although H.R. 2512, a
measure incorporating the Group’s original proposals for tariff
reform and modernization, provided more severe limitations on the
Customs Service’s ability to seize merchandise which had been
introduced into the United States contrary to law, considerable
time and effort were devoted by representatives of both the Customs
Service and the Group in crafting language that would meet the
Customs Service’s legitimate needs while, at the same time,
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eliminating unwarranted practices occurring over the past years in
which seizures for mismarkings, minimal quota violations and other
commercial shortcomings were the order of the day. The revisions
to section 596(c) of the Act, as set forth in section 224 of H.R.
5100, when coupled with provisions proposed in section 213 of the
Bill dealing with detentions, which we also endorse, will give the
Custons Service ample authority to insure that potentially trade-
sensitive merchandise does not enter the United States, except
lawfully so. By amending the law to state specifically the
violations which can result in seizure of imported merchandise, and
by limiting seizure to those situations where a vital interest of
the United States is threatened, the provision strikes a proper
balance between Customs’ missions of enforcement and trade
facilitation.

The Joint Industry Group also endorses the proposed changes to
section 499 of the Act that formalize the accreditation of private
testing 1laboratories. Through broadened use of accredited
laboratories, better compliance should result. 1In recognition of
this, the Customs Service has agreed to accept the results obtained
from a duly accredited laboratory in the absence of testing results
obtained from a Customs Service laboratory. Also, the new measure
will make available to the importing public testing procedures and
methodologies used by the Customs Service and, unless of a
proprietary nature, information resulting from testing conducted by
the Customs Service. This will prove especially beneficial in
tariff classification disputes where the importer believes an
incorrect result has been achieved. Under the new procedures, the
importer will be able to determine what test was conducted and see
the results and how they were obtained. This is a definite step
forward.

Similarly, the Group endorses strongly the formalization of
the regulatory audit procecures as set forth in section 215 of H.R.
$100. We are encouraged that the Customs Service, which was
initially opposed to any statutory provisions dealing with
regulatory audit, has come to recognize that a strong regulatory
audit program can play a meaningful role in the pursuit of
"informed compliance." In our discussions with Customs Service
representatives, we have been assured that audit reports will be
more informative in the future and contain 1less conjecture,
especially in areas in which auditors are not necessarily the best
party to be making the judgment call. While the House-passed
measure and accompanying report stress that auditors are to make
their findings known to the audited party as the audit unfolds, if
there is any doubt, this can certainly be cleared up in the post-
audit exit interview. Although we were not able to obtain
agreement that notice be given that the audit was being conducted
as part of a "formal investigation," we continue to feel that the
Office of Regulatory Aucdit would obtain greater cooperation from
the importing community if there were a defined line of demarkation
between a "regulatory" audit and what has come to be referred to as
an "investigative audit.®

The amendments proposed in section 215 for establishment of a
record keeping compliance program under section 509(f) of the Act
is one manifestation of the success achieved in balancing the
enforcement goals of the Customs Service and industry’s interest in
trade facilitation. Under the new era that will be ushered in when
Title 'II of H.R. 5100 becomes law, in which paper will sooner or
later become something used to verify or backup entries originally
filed as ‘"paperless," many records that are today routinely
submitted at the time of entry will not have to be submitted in the
future. Rather, they will have to be maintained by the importer of
record and produced when demanded by the Customs Service, either as
part of a routine investigation or otherwise. Rather than merely
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establishing a series of penalties for failure to produce such
records on demand, H.R. 5100 provides for the establishment of a
record keeping compliance program tailored to the importer‘’s size
and nature of its business and the volume of imports. Through
direct dealings with the Customs Service, the importer will
understand the legal requirements for record keeping, have in place
procedures to explain record keeping requirements to its employees,
recognize the importance of being properly staffed, have a
.'ecognized record maintenance procedure and have in place a
procedure for notifying Customs when problems with the record
keeping program occur. Those so certified will not generally be
subjgct to penalties otherwise able to be imposed by the Customs
Service where records cannot be produced on demand. Repeated
violations, however, can result in the de-certification of a party
and‘the imposition of penalties. Those not certified can be
subjected to the extremely severe penalties ranging as high as
$100,000 for willful failures to produce or up to $10,000 for
negligently failing to produce the demanded information. The Joint

Industry Group anticipates that participation in the record keeping
compliance program will be quite high, certainly among high-volume
importers, with the resultant benefit that compliance with record
keeping demands will prove to be quite satisfactory.

Section 217 provides for two meaningful changes to the review
by the Customs Service of protests filed by importers against
classification or valuation decisions. At present, an importer who
files a protest may request, through an Application for Further
Review, that the matter be reviewed by the Customs Service at its
Headquarters level rather than by the District Director responsible
for the initial determination. In many instances, Applications for
Further Review are erroneously or improperly denied. Through
proposed amendments to section 515(c) of the Act, the protesting
party will be able to file a request with the Commissioner of
Customs asking that the denial of the Application for Further
Review be set aside. This will infuse further due process into the
system, insuring that matters that could be resolved if reviewed at
higher levels within the Customs Service will not clutter up the
docket of the Court of International Trade simply because local
Custons officials chose to deny the Application for Further Review,
leaving the protesting party with no other recourse.

This section will also authorize the Customs Service, either
on its own initiative or pursuant to a written request by a
protesting party, to void the denial of a protest efféected contrary
to proper instructions. There are numerous instances in which
protests are not supposed to be denied because both the Customs
Service and the importer are awaiting the results of some other
event, such as the issuance of a decision in a pending court case.
At the present time, where these protests are inadvertently acted
on, the hands of the Customs Service and the importer are tied; the
only recourse is to file a summons to the Court of International
Trade. This provision will give the Customs Service the authority
to place such protests back in pending status.

Section 221 of H.R. 5100 provides for two meaningful changes
to section 592 of the Act. Although not par ¢ of the formal changes
to the statute itself, the Group believes that agreement with the
Customs Service has also been reached on a third point and our
comments below address this issue as well.

As to the first of the changes, if Title II is enacted into
law, there will be specific acknowledgement that "the mere
nonintentional repetition by an electronic system of an initial
clerical error does not constitute a pattern of negligent conduct
for purposes of section 592." With the move to paperless entry,
computer or other electronic systems will be playing a more
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significant role than ever before in the Customs entry process. It
is well within the spectrum of possibility that numbers (e,g.,
value of a product) will be entered, erroneocusly so, into the
system and then repeated over and over again without human

intervention or monitoring. The new law will provide that sheer
repetition of this initial error will not give rise to a
determination that this constitutes a pattern of negligent conduct.
The same can be said for human error if made by entry level clerks
or typist who, in following a model or format, transpose numbers in
error and then proceed to follow the new model over and over again.
As a balance to this, however, the Customs Service and the Group
recognize that it is an importer’s responsibility to check to see
how both electronic or- manual systems are working. Clerical
errors, if repeated for more than six months, show that something
is amiss in the system. A guideline has been developed, therefore,
as reflected in the report of the House Committee on Ways and
Means, that repetitive clerical errors, after a point in time, no
longer enjoy the "safe haven" of not constituting a pattern of
negligent corduct. Again, this 1is an area of ‘"shared
responsibility"” in which the importing community will be given the
benefit of the doubt, but not the bejizfit of laxness.

This section also contains a meaningful addition to section
592 in that, for purposes of the prior disclosure benefits under
section 592(C) (4) of the Act, an investigation will be considered
to be commenced on the date as recorded in writing by the Customs
Service on which it had belief that a possible violation of section

592 (a) exists. As a function of “shared responsibility,# the
Customs Service has come to recognize that, all too often, prior
disclosure cases are treated as foot races in which a tie (and
sometimes a win) does not go to the runner. Rather than fight
every prior disclosure claim as if there were no benefit to be
gained from the voluntariness from such conduct or to permit
notations on scraps of paper tc serve as "~vidence" of the opening
of a formal investigation, the parties re.ugnize the need for the
Customs Service needs to develop a transparent and totally
objective program on which to base the commencement of a formal
investigation. A standard form has to be developed setting forth
the time and date on which such an investigation commenced. The
facts on which "the possibility" of a violation are found to exist
must be reduced to writing. Further, if the investigation results
in the issuance of a Notice of Penalty, the date of commencement
"reporting form" should be a part of the notice so as to resolve
once and for all the date that the Customs Service asserts a formal
investigation commenced. Through communication, the Sroup hopes
that a more meaningful voluntary disclosure program will evolve.
This lies at the heart of "informed" compliance.

Although definitions for fraud, gross negligence and
negligence are not now provided for in section 592 of the Act, the
Group is satisfied that the Customs Service has come to understand
the legitimate concerns of the importing public that there be clear
distinction between and among the three levels of potential
culpability. This is especially significant given the potential
for the blurring of the distinction between "fraud" and "gross
negligence." 1In the current administration of penalty cases, the
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Customs Service considers a fraudulent violation to have occurred
if a material false statement or act was committed (or omitted)
"knowingly, i.e,, was done voluntarily and intentionally, with an
intent to deceive, to mislead, or convey a false impression, as
established by clear and convincing evidence.® Key to the
interpretation is intent to do something with a consequence
contrasted with intent merely to file an entry. The Group urges
the Sanate Finance Committee to mandate the contirued use of these
definitions by the Customs Service and to request that they be made
a formal part of the Customs Regulations. This will bring
uniformity to the prosecution of civil actions under section %92 of
the Act, be it administratively or through the judicial process.

Section 222 of H.R. 5100 provides for the first time for the
imposition of penalties for persons filing false drawback claims.
Again, there is balance between needs of the importing community
and the enforcement goals of the Customs Service. It is not simply
a one-way street. Although penalties are provided, there is also
a drawback compliance program similar in content and effect to the
record Xeeping compliance program discussed earlier. Also, under
section 232 of the Bill, several amendments sought by the importing
community will make drawback a more effective means to ensure
American competitiveness in export markets. The Group strongly
endorses these chariges to the drawback laws.

Section 223 of the Bill provides for several significant
changes to the dissemination of interpretative rulings and
——--Aecisions a8 Wwell as the establishment of procedures for modifying-——
decisions already taken and on which the importing public relies.
Secticn 625 of the Act will be amended to provide for the right of
an appeal to an adverse interpretative ruling and any
interpretation of any regulation pcescribed to implement such
ruling. This wiil be at a higher level of authority within the
Customs Service and on the basis of de novo review. With equal
import, a proposed interpretative ruling or decision which would
modify or have the effect of modifying the treatment previously
accorded by the Customs Service to substantially identical
transactions must be published in the Customs Bulletin, giving
interested parties at least a 30-day window in which to submit
comments on the correctness of the proposed ruling or decision.
This is "informed compliance" in its finest manifestation. Changes
in interpretation are as likely as the appearance of the Sun each
morning in the eastern sky. As long as the importing community is
informed of the Custom Service’s intentions and has an opportunity
to furnish the Customs Service with contrasting and supportive
views, the Group believes that the "shared responsibility™ which
lies at the heart of Commissioner Hallett’s program will vield

positive results.

The Joint Industry Group supports enthusiastically ?he
provisions of Subtitle B, the "National Customs Automation
Program." The Group strongly endorses the continuing effort of the

Customs Service to automate its operations. A direct benefit of
this effort is improvement in U.S. industries’ competitiveness. To
compete in today’s international marketplace, every opportunity_to
enhance a company’s efficiency must be taken. Through automation
and the elimination of paper, by permitting periodic submissions of
information and periodic payment of duties, major U.S. companies
involved in global trade will be able to reduce the high
adpinistrative costs associated with importing.

In particular, the Group supports section 237 which contains
many key amendments to current section 484 of the Tariff and would
permit an importer to adapt to an automated Customs Service at %ts
own pace. For the least sophisticated importers, the existing
entry procedure which is heavily reliant on paper would be



100

available, but for the most sophisticated importers, a paperless
systen dependent on the electronic transmission of data would soon
be a reality. We are pleased that section 237 contains provisions
suggested by industry which would permit the submission of entry
summary information periodically and in batch form under an "Inport
Activity Summary Statement" first proposed in H.R, 2512, and permit
a '"reconciliation," a new concept involving the submission to
Customs of information and data necessary to complete
classification or appraisement of imported merchandise long after
entry.

The Group also endorses the new concept in section 242 which
permits importers who are authorized to transmit Import Activity
Summary Statements to deposit estimated duties associated with the
importations covered by sucn statements before or at the time such
statements are €°'ed. Enactment of this provision in conjunction
with section 25/ has the potential of providing significant
administrative savings to business.

Section 231 of H.R. 5100 sets forth an ambitious and necessary
implementation and evaluation grogram for incorporating new and
existing components of the National Customs Automation Progran.
The Group agrees that the Custcms Service should be required to
implement the components of automation effectively, with a minimum
of disruption to the importing process. Industry could support
nothing less.

Section 235 leaves the form and content uf manifests to the
discretion of the Secretary of the Treasury. Special recognition
has been accorded to letter and document shipments in recognition
that these forms of communications pose virtually no enforcement
threat. - .

In general, the miscellaneous amendments to the Tariff Act of
1930, as set forth under subtitle C are those advanced by the
Customs Service and do not impact on the Joint Industry Group or
its members. There is cne notable exception. Under sectinn 266,
a significant amendment will be made to section 621 of the Act. In
particular, it will make 1t absolutely clear that the Customs
Service can institute actions to collect Guties, penalties or both
in cases arising out of the negligence or gross negligence of an
importer only if instituted within five years after the date of the
alleged violation. In most instances, this will be the date.of
entry, however, in the case of draw back violations, the date will
clearly be later. Even in this latter case, the Group ex?ects that
the five year period within which to commence a collection action
will run from the date of the filing of the drawback entry or
claim. The importing community needs to understand ;he ground
rules, and the more objective they can be the better will be the
compliance efforts.

In contrast, if fraud is alleged, the Customs Service will
have five years from the date of "discovery" of the fraud to
initiate actions for the collection of duties, penalties or both
arising out of such alleged conduct. This will mean, therefore,
for the overwhelming number of importers, who act responsibly and
without intent to deceive, mislead or convey a false impression to
the Customs Service, their files may be closed five years from the
entry of merchandise. This will provide an adequate period for the
Customs Service to enforce its laws and regulations and for
importers to be able measure *he success of their @nformed
compliance program. By the same token, the law will reaffirm once
and for all the intent of the Congress in 1978 that there must ke
certainty in order to implement an effective compliance progranm.
There has to be an end to the day. Thus, it will only be the
fraudulent who must live with concern that "discovery" may be just
around the corner. For responsible importers, it is a five year
windew: no more, no less.
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D R T R R
SUPPORTERS OF CUSTOMS MODERNIZATION AND

INFORMED COMPLIANCE LEGISLATION

818 Connecticut Avenue, N.W. 202/466-5490
12th Floor Fax 202/872-8696

Washington, D.C. 20006

July 28, 1992

Dear Senator:

The undersigned companies, associations and professional
organizations, representing a broad cross section of the
international trade community, urge you to support the Customs
Modernization and Informed Compliance Act of 1992 (CMA).

The bill we are asking you to support is H.R. 3935, as
modified in Title II and Section 304 of Title III of H.R. 5100.
The focus of this letter is customs modernization. This letter
is not intended to address other provisions contained in H.R.

5100.

CMA enjoys widespread support among the business community
and is supported by the U.S. Customs Service as well. It
represents the final product of many hundreds of hours of

--neqgotiations -between the business community;, Customs, and

Congress. It is a unique balance of broad, diverse, and often
competing interests.

If enacted, the Customs Modernization Act will bring Customs
enforcement and facilitation of trade into the 21st century by
amending the Tariff Act of 1930 in several iwportant ways.

First, the legislation offers procedural changes which give the
Customs Service the flexibility to adapt to a new electronic
environment, while at the same time, authorizes the full
implementation of a National Customs Automation Program. Second,
and equally important, the legislation requires Customs to
communicate changes in the rules more effectively and promotes
conformity of Customs practices and enforcement.

The emphasis on full implementation of automation and
"informed compliance" are central to Customs modernization.
Enactment can and will have a profound and positive impact on the
competitiveness of U.S. industry in the global marketplace. We
appreciate your attention to our concerns and we urge you to
support this critical legislation.

Sincerely,



102

IRANSPORTAT

Air Courler Conference of America

Air Transport Association

American Trucking Association

Federal Express

Pacific Merchant Shipping Association

Sea-Land Service, Inc.

TNT Skypak, Inc.

United Parcel Service

U.S. Transportation Coalition fer an Effective U.S. Custons

Service

HIGH TEGHNQIQGY

American Electronics Association

Apple Computer, Inc.

Collmer Semiconductor, Inc.

Compaq Computer Corporation

Computer & Business Equipment Manufacturers Association
Data General Corporation

Electronic Industries Association

Intel Corxporation

International Business Machines Corporation
JVC Company of America

Motorola

National Semiconductor

Nova Corporation

Seagate Technology, inc.

Tektronix

The 3M Company

Xerox Corporation

RETAIL

El--& E1 Novelty

Hills Department Stores
Pier 1 Imports

Robin International, 1Inc.

MANUFACTURING

American Iron and Steel Institute
BMW of North America

British Aerospace

Chemical Manufacturers Association
Deere & Company

General Motors Corporation

Hyundai Motor America

ITT Corporation

Mattel, Inc.

Mazda Motor America

Melita Internaticnal Corporation
Motor Vehicle Manufacturers Association
Porsche Cars North America, Inc.
The Procter & Gamble Dest. Conpany
Saab Cars USA

Samsonite Corporation

Varian Associates, Inc.

Volkswagen of America
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! TELECOMMUNICATIONS
L ATE&ET
Northern Telecom, Inc.

APPBAREL

Liz Claiborne
Scopa Imports, Inc.
Warnaco, Inc.

SERVICES

Arent, Fox, Kintner, Plotkin & Xahn
Arthur Andersen & Company

Arthur Cherry Associates

Agsociation of American Railroads
Association of lnternational Automobile Manufacturers, Inc.
Ater Wynne

Baker & McKenzie

Barnes, Richardson & Colburn

Broker Power, Inc.

Cassidy & Associates

Custors Science Services, Inc.

Dorsey & Whitney

Foster International, Inc.

Freeman, Wasserman & Schneider

Graham & James

Hogan & Hartson

International Business-Government Counsellors, Inc.
Katten, Muchin, Zavis & Dombroff
McDermott, Will & Emery

Mudge, Rose, Guthrie, Alexander & Ferdon
The Myers Group, Inc.

Neville, Peterson & Williams

Nickerson & Stiner

Patton Bogys & Blow

Powell, Goldstein, Frazer & Murphy

Rode & Qualey

Ross & Hardies

Serko & Simon

Thompkins & Davidscn

Trainum, Snowdon, Hyliand & Deane, PC
UPS Custom House Brokerage

Washington International Insurance Company
Weil, Gotshal & Manges

TRADE ORGANJIZATIONS

American Association of Exporters & Importers
ForTrade International

Pagoda Trading Company

U.S. Chamber of Commerce
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PREPARED STATEMENT OF JAMESON FRENCH

Thank you very much, Mr. Chairman, for the opportunity to
testify today on the need for improved market access for U.S.
industry through the elimination of foreign trade barriers. Such
access is critical if internationally competitive U.S. industries
are to fulfill their export potential, and if the United States
i8 to continue to fulfill its role as the leading advocate of
trade liberalization.

My name is Jameson French; I am Presicent of Northland
Forest Products, Inc., and am here today representing the
National Forest Products Association. NFPA is the national trade
association representing the majority of the nation's production
and sale of solid wood building materials.

The United States commitment to trade liberalization has
been critical to post-war international prosperity. The American
public cannot be expected to support this policy indefinitely
unless we feel that other countries, notably Japan, the EC,
Korea, and others, are playing the game by the same rules and
opening their markets as much as the United States has.

Our industry has greatly benefitted from trade
liberalization and our government efforts to support market
access. My testimony details ovur industry's successful Wood
Products Super 301 Agreement (which was concluded in 1990), and
draws conclusions from that experience. The following points
need to be emphasized:

1. In the case of wood products, Sup'r 301 legislation
helped achieve the goal of free and fair trade, which means
inproved market access for U.S. products, because:

o Cases initiated under Super 301 procedures seem to get
more attention here and abroad. Mandated initiation,
and retaliation if proven trade barriers are not
removed, do seem to encourage results when carefully
applied.

o Under normal 301 procedures, businesses which wish to
take action against trade barriers are put in the
extremely difficult position of having to sue their
customers. If the U.S. government takes the lead by
self-initiating 301 cases, industries do not face the
same risk of offenCing their customers.

This was the case with the wood products Super 301.
The U.S. government took the lead in the negotiations
and the implementation process, and the industry has
been able to forge closer ties with Japanese customers
through joint promotion projects, and so forth, a
satisfactory, even gratifying, result.
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o Legislation would insure an annual process for
evaluating U.S. trade strategy based on the National
Trade Estimate of Foreign Trade Barriers. This would
give affected industries an easier, more accessible,
and hopefully cheaper vehicle to address barriers.

o Only trade actions with clearly established procedures
and deadlines tend to get completed in a timely manner.

2. On the other hand legislation which seeks to manage
levels of trade, or in other ways distorts rather than opens
markets, could have a deleterious effect on trade and even
Anvite retaliation from our trading partners. Therefore:

o Super 301 should tend to be used when other
alternatives have been exhausted, for specific unfair
barriers that cannot be otherwise readily resolved.

o The need for Super 301 should be diminished, and
atrophy through disuse, if ever a strong and reliable
GATT dispute mechanism based on concrete rules of
liberalization is implemented.

o In fact, Section 301 already requires utilization of
GATT dispute resolution procedures in circumstances
involving exclusively GATT rights. Super 301 should be
used for trade practices which cannot be resolved
through the GATT.

o Trade deficit percentage triggers, specified forms of
retaliation, and so forth should be avoided.

3. Therefore any Super 301 legislation should be a simple
extension of the legislation contained in the 1988 Trade
Act.

o In addition, extending the time period between the
National Trade Estimate Report and the Super 301
injtiation deadline would make the process more
workable, as the one month deadline is difficult for
both industry and government.

o Allowing the Senate and House Trade Committees the
opportunity to submit petitions would invigorate the
process, although mandating that USTR accept committee
petitinns could overly politicize the process.

4. This industry favors a Super 301 approach that moves
U.S. trade policy in the direction of fair and free trade,
aggressively eliminating unfair foreign trade practices.
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] The proper role of government is to level the playing
field for U.S. companies doing business overseas, not
to carve up markets, or close U.S. markets to exports
from abroad. We would want any approach to be market
cpening, and nothing that doesn't open markets.

5. In addition, this industry supports legislation --
such as the Trade Agreement Compliance Act -- or other
acticn that encourages effective implementation and
enforcexent of trade agreements. Our experience under the
U.S.-Japan Wood Products Super 301 Agresment, for example,
demonstrates the necessity of constant monitoring and
diligent enforcement by the Administration to ensure that
agreenents achieve their purposes. The Administration has
been very watchful in enforcing the Wood Products Agreement;
it has become clear from our experience that U.S. vigilance
is necessary if such important agreements are to be signed
but not forgotten.

our industry is export oriented, internationally
competitive, and has worked hard to promote our products
overseas. Export sales of wood products have doubled to $6.4
billion since 1986, with a trade surplus of $1.32 billion in
1991, after having been a net importer for much of the 1980's.

our exports would be far greater, with the potential to
increase by at least several billion dollars, if foreign trade
barriers were eliminated. Improved market access is extremely
important to our industry for it would allow our industry's
inherent competitiveness to operate to reduce the U.i. trade
deficit.

Governments usually engage in trade distorting practices
because it appears economically advantageous for their industries
to do so. Trade concessions must be won against strong
resistance resulting often from pressure on a foreign government
from its own domestic industry. After trade agreements are
signed, and the crises atmosphere has subsided, foreign
governments tend to revert to the former trade distorting
practices, or avoid implementation as they move on to other
important business, or stubbornly refuse to implement if they
think they can get away with it.

This is why an extension of the Super 301 legislation is so
important. It sends a strong signal to our trading partners that
the United States will continue an aggressive drive for free and
fair trade. It also provides a vehicle to address distorting
trade practices.

our industry has been deeply involved in developing the
Japanese market for value added wood products for over a decade.
Combined with individual company marketing programs, the U.S.



107

wood products promotion effort in Japan has been enormous.
Industry association promotion activities, in cooperation with
USDA's Foreign Agricultural Service, have included trade shows,
Japanese language publications, and demonstration projects, of
which the Summit House, which coincided with the MOSS
negotiations, is the most famous example. We now have a another
project called Super House which will set a precedent for the
provisions in the 1990 Wood Products Super 301 Agreement
permitting broader use of wood. Industry representative offices
in Japan, seminars, trade missions, and new involvement in
Japanese technical committees, round out our efforts. As a
result, U.S. lumber sales to Japan, for example, rose by over
200% since 198S.

Despite our industry's efforts and its competitiveness,
however, it was estimated in the latter half of the 1980's that
Japanese tariff and non-tariff barriers thwarted U.S. industry
promotion efforts by several billion dollars in value added
products annually. The inclusion of wood products as one of four
sectors in the Market-Oriented, Sector-Specific (MOSS) talks in
1985 was designed to help overcome this problem. Even though the
MOSS talks did make some progress, the Government of Japan did
not live up to an agreement to continue the MOSS process after
the first results were in, and in spite of two years of
government requests, Japan refused to agree to even technical
talks on building codes and Japan Agricultural Standards issues.

Thoroughly frustrated by Japanese intransigence, the wood
products industry appealed tu the U.S. Government for help, which
resulted in wood products being named as one of three sectors to
be addressed under Super 301.

The Wood Products Super 301 Agreement goes a long way
towards making up the deficiencies of the MOSS agreement. Even
though the Japanese wood products market remains protected in
many areas, U.S. Government negotiators did an excellent job in
achieving a package of measures that will eliminate many, but not
all, trade barriers. More importantly, the industry and our
negotiators insisted on a process whereby both governments would
stay involved beyond the signing of the Agreement to insure
implementation and continued negotiations for further opening of
the Japanese market.

The commitment of USTR, Commerce, and USDA to full
implementation is making the Wood Products Super 301 Agreement a
success. Specifically, writing the U.S. Government into the
Agreement, to be involved in implementation, monitoring, and
enforcement action, brings certainty to a process that is
sometimes stalled by confusion or lack of will in the interagency
process, or by foreign government intransigence, either of which
can result in a failure to successfully implement trade

agreenents.
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We would like to point out that continued U.S. Government
involvement zfter tre ‘loud roducts Super 301 Acgreement was
signed was deemed important because of the complexity of the Wood
Products Agreement, which involves standards and technical
barriers to trade. The continued involvement by USDA and the DOC
which have chaired and supported frequent technical meetings, and
tre periodic involvement of USTR to monitor progress and provide
a periodic injection of political will, has assured steady
progress on implementation towards the deadlines stated in the
Agreement. We are not implying that there are no problems, but
we do believe that we will get there as long as the political
fire is kept hot. If that heat were removed we fear that we
would all be grey and cold before the markets open.

An extension of the Super 301 legislation, coupled with the
Trade Agreement Compliance Act, will both stimulate more
aggressive trade action against unfair trade barriers as well as
allow the private sector to trigger monitoring and enforcement
action. These two provisions, acting in tandem, provide the
necessary vehicles to take action against trade barriers which
have not yielded to industry efforts and government negotiations,
but remain stalled by foreign governments, or by U.S. government
agencies which do not want to push foreign governments to remove
unfair barriers or live up to their agreements.

The Super 301 legislation allcwed our industry to gain new
markets in Japan that USTR has estimated will be worth $1 billion
annually in value added wood products sales by 1995. The
agreement also allows the industry's inherent competitivenes: to
operate to reduce the U.S. trade deficit. This is what has
worked for us, and I am sure other sectors need it too. and, in
the case of Japan, it is clear that foreign pressure works; the
Japanese government needs this leverage too.

Don Phillips of the Office of the U.S. Trade Representative,
Larry Blum of USDA's Foreign Agricultural Service, and Michael
Hicks of the Department of Commerce, have been very involved in
every step of the negoutiation and implementation process. We
mention them because they deserve to be commended for their
strong efforts to obtain confirmation from Japan during each step
of the process that deadlines will be kept.

In addition to the above, forest industry companies asked me
tn mention briefly two other international issues of vital
importance to our industry: the North American Free Trade
Agreement; and the USDA Foreign Agricultural Service Market
Promotion Program.
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The U.S. forest products industry has become extremely
concerned as the NAFTA negotiations move rapidly to conclusion
that Mexican protectionism will prevail in our sector.

The U.S. forest products industry would very much like to
support a North American Free Trade Agreement (NAFTA). The
objectives of ocur industry are consistent with the broad
objectives of a NAFTA: creating a North American market free of
access barriers. Our industry has been a strong supporter of
NAFTA goals, and was an active member of the coalition that
worked to achieve an extension of "fast track®™ so a NAFTA could
be negotiated. As evidence of the U.S. wood products industry's
strong free trade position, the industry was a leader in the
formation of the U.S, "Zero Tariff Coalition" for the Uruguay

Round.

As the negotiations currently stand, however, U.S. forest
products are being denied market access to Mexico. Mexico has
placed forest products on its C+ tariff list (tariff phase out up
to 20 years) causing serious concern in our industry. This has
been further aggravated by potentially discriminatory
macquiladora practices, and proposed exemptions from the rules of

origin.

Current practices could allow macquiladora companies to
function not only as export platforms, but as suppliers to
Mexico's domestic market at a severe disadvantage to U.S.
companies.

Further, Mexico has proposed that the majority of major
wood building products be exempt from the rules of origin. We
believe that this is an attempt to capture the Mexican domestic
wood products market for Mexican producers, and is not in the
spirit of a free trade agreement.

Although our industry had hoped to be able to support an
agreement, we fear that events may undermine our good intentions.
If current Mexican protectionism in the forest products sector is
allowed to predominate in a final aqreement, the U.S. wood
products industry will be left with no choice but to actively
oppose a NAFTA.

Long phase out for wood products tariffs combined with
discriminatory treatment for macquiladoras will virtually insure
that important segments of our industry will relocate south of
the border, hitting the U.S. industry with serious losses of
manufacturing revenues and jobs. The following solutions are
easy and will bring full U.S. industry support for a NAFTA:
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] immediate tariff elimination, or speedy phaseout (quick
parivy with U.S. tariffs, and then phase out over a

maximum of five years):;

o provisions to prevent discriminatory macquiladora
practices and strong surveillance and enforcement of

macquiladora-operations;

o and conformity with the gener.:] rules of origin without
exception.

We have discussed with Mexican trade authorities the
ramifications of losing the backing of a large and diverse
industry that has worked hard for an agreement. We have
encouraged thenm to weigh carefully the benefits of our support
against the illusory benefits of protectionism for the Mexican
wood products sector.

We have coordinated closely with USTR and other government
agencies, and they know our objectives well. USTR has worked
hard, but as negotiations are drawing to a close we are troubled
by lack of progress in our sector.

The U.S. wood products industry strongly desires to support
a NAFTA, which we believe will be in the best economic interest
of both countries. However, without resolution of these pending
market access barriers, we would seriously question the
usefulness of a NAFTA for our industry.

USDA Foreign Agricultural Service Market Promotion Proaram
My fellow forest industry companies and our trade

associations have asked me to urge you in the strongest terms to

support the continuation of full funding for USDA's Market

Promotion Program (MPP). They want you to know that MPP has
worked and continues to work for the forest products industry.

o MPP has helped create 68,000 direct and indirect jobs
in the solid wood sector alone.

o MPP has helped hundreds of small mills, especially in
the south and northeast, stay in business.

o The MPP program is broad based and promotes the full
range of U.S. value added wood products.

o MPP helped this industry make a major contribution to
increasing U.S. exports, aiding in the correction of
the U.S. trade deficit. Since 1985, wood products
exports have more than doubled from $3 to $6.4 billion.
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o MPP has established the foundation for significant
future export gains.

MPP is not a giveaway program: the industry devotes enormous.
personnel and financlal resources, energy, and time to the
program. MPP is also cost effective: during the program's first
five years, for every $1.00 of FAS funds spent, U.S. value added
exports increased by $260.

That's 260 to 1.

MPP does not benefit individual companies directly, but
rather creates demand overseas through generic promotion. This
indirectly helps companies, especially small ones, that would
otherwise not participate in export markets. Let me give two
examples of how the program has helped American businesses.

Exports of value added hardwood products increased from $462
million in 1985 to $1.2 billion in 1991. As Chairman of the
American Hardwood Export Council, and president of a small family
business with operations in New Hampshire and Virginia, I know
from personal experience, and from my friends and competitors,
that without strong and growing export markets fueled by the MPP
program, hundreds of hardwood producers across the country would
have gone out of business.

None of these companies received MPP funds, but we greatly
benefitted from the generic marketing programs that made
manufacturers and customers around the world aware of the
advantages of American hardwoods. Even the smallest producers
from Vermont to Georgia, many of whom do not export directly,
have benefitted from the price and consur,_ _ion stability that is
a direct result of strong export markets stimulated by MPP.

Mr. Chairman, large forest products companies have also been
positively affected by MPP programs. I want to make it clear
that no MPP funds have been used for branded forest products
promotion. Georgia Pacific provides a good example of a large
company that dramatically changed its marketing strategy because
of the effectiveness of the MPP program. Ten years ago wood
exports were not a high priority for GP. Recently however, the
company allocated significant resources to international markets.
GP's vice president for sales and marketing said that this
decision was based upon the proven effectiveness of FAS generic
marketing programs. He said that industry successes with FAS
programs gave GP the evidence needed to push forward on their

own.

Now let me give examples of what this program has
accomplished in foreign markets:



112

In 1987, the American Hardwood Export Council began a
program in the UK featuring seminars, trade shows, a mobile
exhibit, articles, specifiers guides and other promotions.

5 These gains
have been espucially beneficial to small companies in the south
and northeast, pulling these compar.ies through the tough times of
the recession.

Programs combating extensive trade barriers to finished wood
products have helped increase exports to Japan. Lumber exports
alone rose 219% from $200 million in 1985 to $637 million in
1990. Promotion activities have included demonstration projects,
of which the American Plywood Association's Summit House is the
most famous. APA is now cooperating technically and sponsoring
the construction of Super House, a multi-story multifamily
structure. These and a multitude of other industry promotions
have created a positive climate for change, and supported the
successful resolution of the Wood Products Super 301, which USTR
estimates will yield an additional $1 billion annually in U.S.
wood products exports.

MPP enjoys tremendous support within the wood products
industry as demonstrated by the gver two dozen associations,
representing virtually the entire industry, that have signed a
letter of support for MPP.

In summary the MPP program has changed traditional overseas
buying habits, helped overcome foreign trade ba: ciers, and laid
the foundation for future export gains in new markets for wood
frame construction. MPP has united our industry to work
together in a single export program, and made it an effective
international competitor, creating enthusiasm and a level of
commitment not seen before.

Why has all this happened? Because the program works. MPP
is ccost effective. It operates through a sophisticated
management and control system which includes strategic planning
and evaluation.

But most important, the FAS program is a model of how the
best talents of government and the private sector can work
together effectively to compete in the international
environment. This program should be supported, expanded, and
duplicated in other areas of government, and is not deserving of
the criticism and negative press that today threaten to tarnish
its image and undo its effectiveness.

Mr. Chairman, that concludes my remarks. Thank you very
much for the opportunity to testify on the need for improved
market access which has been, and will increasingly be, so
important to our industry.




113

PREPARED SYATEMENT OF R. MICHAEL GADBAW

Mr. Chairman, members of the Committee, I am Michael Gadbaw, Vice President
and Senior Counsel for International Law and Policy at General Electric. I appear
today on behalf of the National Association of Manufacturers. Let me say at the out-
set that both NAM and General Electric believe that these are important hearings.
We commend you for holding them, and we are grateful for the opportunity to ex-
plain our views on some of the issues before this Committee.

It would be hard to overstate the importance of international trade and trading
relationships to American manufacturers. The lion’s share of traded goods are man-
ufactured products. In 1991, manufactured goods accounted for 82% of U.S. exports
and 81% of U.S. imports. It was a good year for American exports. The country
shipped abroad $422 billion in American products. We still have a long way to go
to eliminate the chronic U.S. trade deficit of the 1980s, but we are on the right path.
An even more important consideration is that trade is no longer a drag on the econ-
omy but a source of growth. More than 40% of all real U.S. growth since 1987—
and all the real growth over the past two years—can be attributed to U.S. exports.
Nor can we ignore the employment consideration: if, £s the Commerce Department
has calculated, every billion dollars of exports generates roughly 24,000 American
jobs, then well over 10 million American workers owe their earnings to international
trade. The final general observation I would make is that when we talk about trade
we are talking about a vast web of relationships among firms as well as among
countries. This is true for American manufacturers as a whole, it is certainly true
for General Electric.

General Electric has an increasingly vital stake in the growth of international
markets and the openness of our international trade and investment relationships.
In 1991, GE’s revenues from international activities grew by 12% to $16 billion or
35% of total revenues. Our most important global markets are in Europe and Japan.
In 1990, GE sold more to Japan than it purchased, with a net favorable trade bal-
ance of $1.4 billion.

COMMENTS ON H.R. 5100

Whatever this Committee decides to do on trade in the remaining days of this ses-
sion, it is appropriate to look to what has been done in the House of Representa-
tives. On July 8th the House approved by a vote of 280 to 145 legislation which is
now before this Committee, “The Trade Expansion Act of 1992” (H.R. 5100). Prior
to the vote, the National Association of Manufacturers sent to the House of Rep-
resentatives a statement of its views on this legislation. In doing so, we said that
there is no bad time for good ideas and that there are some good ideas in H.R. 5100.
In one sense, H.R. 5100 is praiseworthy even for items we have not praised.

My point, Mr. Chairman, is that legislation serves many purposes. The NAM un-
derstands this. Legislative proposals are sometimes the mechanism for beginning
debate on important subjects. It has been effectively used to convey ideas to Ameri-
ca’s trading partners together with a sense of the degree of importance the Congress
attaches to them. Bills can also be a means for signaling congressional concerns to
members of the Executive Branch.

For the most part, NAM’s comments do not address these purposes of legislation.
They lrela?te solely to the question: Would we wish to see a particular provision be-
come law?

NAM-SUPPORTED PROVISIONS

There are several elements of the Trade Expansion Act that we believe should be
enacted as soon as possible. Among these are:

Trade eements Compliance. (Section 102 of H.R. 5100, previously consid-
ered as S. 388 and H.R. 1115.) NAM strongly supports this provision and we com-
mend especially Senator Baucus for his insight and tenacity on behalf of this pro-
posed amendment to U.S. trade law. As you know, it provides for a U.S. government
review of foreign compliance with all but certain exempted trade agreements.

As we explained in testimony on this legislation last July, if U.S. manufacturers
are to bear the burden of proof with respect to foreign barriers to American competi-
tiveness, they are entitletf to some assurance that agreements to reduce those bar-
riers will be respected. They deserve to have written into law a clear petition proc-
ess that guarantees that evidence of trade agreement violations will be reviewed
and acted upon. The “Trade Agreements Compliance Act” gives American business
that kind of process, and it does so in a way that is fully consistent with U.S. obliga-
tions under the General Agreement on Tariffs and Trade.
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Customs Modernization. NAM supports the “Customs Modernization and In-
formed Compliance Act” (Tide II of H.R. 5100).

For some time, NAM has advocated legislation to modernize U.S. customs laws,
and we have urged that this job be completed in the current 102nd Congress. Title
II of H.R. 5100 meets NAM’s goals for such legislation in the critical areas of auto-
mation and informed compliance and should be enacted.

Review of Foreign Trade Zone Operations in the Automotive Sector. NAM
supports the proposal for a new report on these operations. The use of foreign trade
zones by motor vehicle producers in the United States is now a significant facet of
that very large industry. The reguirement of the “Trade Expansion Act” (Section
112) that the F‘oreff'n Trade one Board undertake a new review of these operations
in light of the standards of the Foreign Trade one Act is appropriate.

SUPER 301 EXTENSION

The proposal to authorize at this time a 5-year extension of the Super 301 author-
itfy of the 1988 Trade Act is, in some respects, the single most important provision
of this bill. Our guess is that this provision, while controversial, nevertheless enjoys
strong support in the Congress. Yet its inclusion in 1992 trade legislation wou]):i,
we believe, be a mistake. The issue for us is not policy. Where there are market
accesg problems, they can and should be addressed under the existing provisions of
Section 301. The issues for us are attitude and timing. In its report on H.R. 5100,
the Committee on Ways and Means offered the following observation:

The Committee recognizes that some believe that the Congress should not
be pursuing a trade bill at this time. They would prefer to have us wait
until the Uruguay Round and a North American Free Trade Agreement are
successfully negotiated. The Comraittee believes, however, that we cannot
afford to wait for either of those negotiations to conclude. Deadline after
deadline has passed in the Uruguay Round and the end is still not in sight.

To the contrary, we strongly expect to see the NAFTA negotiations effectively con-
cluded very soon. (If that happens, Mr. Chairman, and, if as we hope, it is a good
agreement, a great deal of the credit will belong to you. Without your steadfast sup-
port for the fast-track process and for the idea of a North American Free Trade
A%eement this would not be possible.}

e algo believe that a conclusion to the Uruguay Round can be achieved by June
of 1993. That is the truly meaningful deadline for the Uruguay Round. It is the
deadline that the Congress itself established in the 1988 Trade Act.

Our concern is that rather than spur our trading partners to finish these impor-
tant negotiations. extension of Super 301 at this time would have the opposite ef-
fect. It could goad them into scutfling the negotiations and placing the blame for
the failure not on Europ:an intransigence, but on the Congress of the United States.
Since 1988, Super 301 has become a symbol of abroad “heavy-handed American
unilateralism.” However unjustified this view may be, it is not limited to those coun-
tries that have been the targets of Super 301 investigations. Rather it is the strong-
ly, often passionately, held view of all of America's trading partners.

Looking back, NAM did not offer a view on Super 301 prior to its inclusion in
the 1988 Trade Act. Subsequently, however, we did testify before members of this
Committee to the effect that Super 301 had been useful and had achieved construc-
tive results.

It was also wisely limited in duration. Now we must consider the differences be-
tween the time in which it was originally enacted and today, when the question is
on its renewal. Much of-the debate that red to the 1988 Act occurred in 1987. That
was the year in which the United States ran its highest trade deficit ever ($152 bil-
lion). We were in deficit then with virtually every major trading partner: Japan—
356 billion; European Community—$21 billion; Canada—$11 billion; and Mexico—

6 billion. The situation today is dramatically different. The overall deficit has been
cut to $66 billion, and while the large deficit with Japan is still a cause for concern,
we enjoy strong surpluses with the European Community, nearly $20 billion, and
Mexico, over $6 billion (projected 1992 surpluses). In such an environment, our trad-
ing partners will expect us to place a higher value on the markets we currently
enjoy. More specifically, they are likely to be far le:s tolerant of Congressionally
mandated 301 actions, with potentially harmful consequences for American exports.

MANDATED ADMINISTRATION ACTIONS

H.R. 5100 requires the Administration to engage in various negotiations on rice,
automobiles, and other goods. In general, it is the view of the NAM that this is an
area in which the Committee and the Congress should proceed with extreme cau-
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tion. It ie our understanding, for example, that in drafting the 1988 Trade Act con-
sideration was given to statutorily enhancing the roles of the Finance Committee
and Ways and Means Committee in 301 cases. If memory serves us correctly, there
was an effort to amend Section 301 so as to enable these committees to make s(i)e-
cific recommendations regarding cases that should be puregued. In the end, that idea
was dropped; we think correctly.

American business has been well-served by the seriousness with which the Con-
ress has pursued its responsibility to regulate international trade. We do not be-
ieve that American economic interests will be served by having Congress specifi-
cally recommend and/or prioritize trade investiiiitions or negotiations. Accordingly,
;ve would urge you to reject those elements of H.R. 5100 that make these kinds of
ecisions.

Two such requirements deserve special mention:

» The proposed 301 case (Section 111 of H.R. 5100) to open the Japanese market
for motor vehicles and motor vehicle parts, and

¢ The proposed voluntary restraint agreement with Japan to limit the number of
Japanese automobiles that may be exported to the United States (Mr. Gep-
hardt’s amendment to H.R. 5100).

NAM agrees that Japan’s large bilateral trade surplus must be reduced. We agree
that the arrangement between the EC and Jagan is disturbing and should be
watched closely. Further we support the efforts by the American Big Three auto-
mobile companies, traditional U.S. parts suppliers and the Administration to in-
crease American access to the Japanese market for automobiles and automotive
ﬁarts. We do not support the mandated 301 investigation or the required Voluntary

estraint Agreement negotiations for the reasons stated above.

National Treatment for Investors. In addition, NAM is concerned that the dis-
tinctions that the Gephardt amendment create between Big Three producers and
Japanese transplants would violate the principle of national treatment for investors.
If this kind of legislation were adopted %y others, it could seriously hinder U.S. in-
terests abroad.

CONCLUSION

Mr. Chairman, there are a number of other provisions in H.R. 5100 which affect
the interests of American manufacturers. Some of these we take nu position on. I
shall not comment on the changes to the antidumping and countervailing duty laws.
These amendments are important to virtually every manufacturer, but to date NAM
has not forged a coherent, constructive consensus on these issues. There are other
issues]that concern us, however, the issues discussed above are, for us, the most
critical.

As we said at the outset, there is no bad time for good ideas. I would note though,
that ingwortant new undertakings affecting U.S. trade and competitiveness are being
pursued at this time in three critical areas:

s the negotiations to create a new North American Free Trade Agreement and,
indeed, a new North American market;

¢ the negotiations in the Uruguay Round to refurbish and reform the world trade
rules generally; and

¢ the Freedom Support Act, now pending before the Congress, which, if groperly
iilrafted, could greatly strengthen the U.S. commercial effort in the CIS repub-
ics.

Each of these efforts is keyed to Congressional actions, both completed and pending,
and success in each is essential to the long term international competitiveness of
American firms.

Mr. Chairman, NAM and American industry generally are indebted to this Com-
mittee and Congress for the leadership you have shown over the last, very difficult
decade. Today our plea is not so much that the Congress act forcefully but that it
act deftly. There are ideas that should become law as soon as possible. Yet if their
enactment is possible only in conjunction with poorly timed, high risk provisions,
it should be postponed. Thank you.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

Mr. Chairman, I will make my remarks brief. I am pleased with the efforts that
the U.S. Customs Service has made recently in addressing the issue of modernizing
its operations and simplifying its procedures. I am particularly imgressed with the
plans Customs has tc cperate in an electronic environment. In light of the techno-
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lo%ical advances in our society today, I believe that Customs and all U.S. importers

will greatly benefit from a highly automated system. For example, the automation

conversion proposed by Customs will reduce its administrative costs as well as in-

ﬁrease the price competitiveness of American products in domestic and export mar-
ets.

However, more important I believe are the provisions relating to informed compli-
ance. I have always been concerned with the way in which Customs determines
fraud and gross negligence in its user community, and I have raised these concerns
more directly with Commissioner Hallett before this committee on a previous occa-
sion. I am confident that the informed compliance provisions in this legislation lay
the groundwork for improving the way in which Customs deals with fraud and gross
neﬁligence.

y providing protections for importers through reforming Customs’ seizure au-
thority, establishing a new statute of limitations on duty violations, providing proce-
dural safeguards for regulatory audits, allowing judicial review of detentions, and
authorizing payment for damaged goods in noncommercial shipments, the U.S. Cus-
toms Service is providing for a broader dissemination of the rules and regulations
{'or importing which 1 believe will lead to improved compliance with our customs
aws.

Mr. Chairman, I support the Customs Modernization Act and strongly encourage
this committee not to a?]ow the passage of this important leg’ lative measure to get
bogged down by maintaining its attachment to undesirable trade vehicles such as
the one that our colleagues in the House of Representatives passed recently.

PREPARED STATEMENT OF WALTER HUIZENGA

This statement, submitted on behalf of the American International Automobile
Dealers Association (AIADA) by Walter E. Huizenga, AIADA President, analyzes
and comments on trade legislation now pending before the Committee on Finance
of the United States Senate. AIADA represents the 10,500 American small busi-
nesses and their 320,000 employees that sell international automobiles.

On July 8, the House of Representatives passed the “Trade Expansion Act of
1992” (H.R. 5100), which includes several automgcbile-related provisions. The bill
would require negotiated quotas for Japanese motor vehicle exports to the U.S. and
a domestic parts content requirement for Japanese-owned U.S. automobile manufac-
turers, which would be enforceable by retaliation.

The House will soon vote on the Miscellaneous Tariff Bill (H.R. 4318) which in-
cludes a provision to raise the tariff on imported minivans and four-door sport-util-
itiy vehicles from 2.5 percent to 25 percent. The “Job Fairness and Trade Equity Act
of 1991” (S. 1646), introduced by Senator D’Amato (R-NY), includes a similar 25 per-
cent tariff increase on these multipurpose passenger vehicles (MPVs).

H.R. 5100, which proposes to expand trade, would instead produce significant ad-
verse effects on the B.S. economy and cost U.S. manufacturing, dealership and parts
supplier jobs in the international automobile industry. American consumers would
be adversely affected by this legislation in the form of higher automobile prices and
a reduction of choice and quality in the marketplace. This legislation would threaten
future and existing job-creating foreign investment in the U.S,, threaten U.S. manu-
facturers’ investments overseas and threaten U.S. exports. Finally, this legislation
would harm the intended beneficiaries of the quotas, the Big Three U.S. auto-
makers, by shielding them from competitive pressures. . )

The 25 percent tariff increase on MPVse in S. 1646 and H.R. 4318 would signifi-
cantly harm the American small businesses that sell these imported vehicles and
would force employee layoffs at those dealerships. American consumers would pay
thousands of dollars in higher prices for both imported and domestic MPVs.
Consumer choice and quality would suffer as competition in the marketplace is re-
duced. Finally, the tariff increase would violate U.S. obligations to the General
Agreement on Tariffs and Trade (GATT), resulting in forced compensation of our
trading partners or retaliation against U.5. exports.

For these reasons, as discussed below, AIADA respectfully urges the Senate Fi-
nance Committee to reject H.R. 5100 and S. 1646/H.R. 4318.

[. AUTOMOBILE QUOTAS

A. History Of U.S. Automobile Exports

Proponents of stricter limits on Japanese automobile exports to the U.S. often
com%are the level of those exports with the level of U.S. exports to Japan. However,
the Big Three automakers have never built automobiles in the U.S. for export in




117

significant numbers to overseas country. The Big Three have chosen, instead, to
build vehicles in the foreign market. In 1986, the General Motors and Ford together
exported just 46,000; Chrysler exgorted virtually none. (source: Wall Street Journal,
November 8, 1991) For 1991, that figure is expected to climb to approximately
250,000, according to the Department of Commerce.

Taking these export figures into account, Japan is a relatively open market for
U.S. automobile exports. In fact, Department of Commerce figures show that Japan
is the number two market in dollar figures for U.S. automobile exports. The top five
are Canada, Japan, Taiwan, Germany and Saudi Arabia. In terms of volume, Japan
is number four behind Canada, Taiwan and Saudi Arabia. (source: Motor Vehicle
Manufacturers Association) Moreover, exports to Japan from England and Germany
are very much in line with their exports to the United States.

B. Impact Of HR. 5100

H.R. 5100 would require a dramatic reduction in Japanese motor vehicle exports
to the U.S. Earlier this year, the Japanese Government agreed to reduce the Vol-
untary Restraint Agreement (VRA) on cars to 1.65 million units, cutting 80,000
units from 1991 recessionary levels. H.R. 5100 would require an even further reduc-
tion. The bill would require the U.S. Trade Representative to negotiate a quota on
motor vehicles, including trucks, for as long as the agreement between the European
Community (E.C.) and Japan on motor vehicles is in effect. This would be a reduc-
tion of approximately 425,000 units, or 20 percent, below 1991 recessionary levels
and would remain in effect at least until 1999.

The impact of the quotas for many dealers would be a severe restriction in the
supply of imported vehicles. Japanese manufacturers may be forced to eliminate cer-
tain models to meet the strict limitations on volume. Many dealers and their em-
ployees—already hard-pressed by the recession—may not be able to survive a dra-
matic drop in sales volume or elimination of models. This would result in a loss of
American jobs. In fact, many dealers of the Big Three automakers may not be able
to survive without the sales and profits of their captive imports.

C. The Cost Of Quotas

The U.S. experience with the 11 year old VRA is clear. During the 1980s, the quo-
tas, in combination with changes in the yen-dollar exchange rate, forced Japanese
automobile manufacturers to raise prices on their vehicles. Instead of seizing the op-
portunity to increase marketshare, the Big Three automakers raised prices and
fained record profits. In 1984, Big Three profits hit a record high of $9.8 billion.
n 1987, their profits totaled $3.5 billion. Consumers paid for these prices increases
with their pocketbooks.

A Brookings Institution study estimated the consumer cost of the VRA at more
than $12 billion for the first four years, assumin§ it added more than $1,000 to the
cost of any imported car and $750 to the cost of a domestic vehicle. A study done
for the International Monetary Fund credited the VRA with a $1,700 per unit price
increase in Japanese cars and an increase of $1,185 per unit in domestic vehicles.
Some economists argue that the 1980s VRAs did not increase U.S. vehicle produc-
tion and employment because U.S. vehicle prices were so substantially increased rel-
ative to price levels hefore the VRAs. American consumers were simply forced out
of the market by “sticker-shock.”

In reality, the automobile quotas to be negotiated under H.R. 5100 would be an
gnﬂrmous tax on American consumers, which could total in the tens of billions of

ollars.

II. DOMESTIC PARTS CONTENT REQUIREMENT

A. Discrimination Against American Workers

H.R. 5100 would discriminate against Americans working in Japanese-owned
automobile and automobile parts factories in the U.S. The bili would require each
Japanese-owned automobile manufacturer in the U.S. to meet a 70 percent parts
content level or face retaliation under Section 301 on their imports of motor vehicles
or motor vehicle parts.

However, only parts manufactured by “United States manufacturers” would count
towards meeting the domestic parts content requirement. H.R. 5100 defines “United
States manufacturer” as “other than those that are Japanese owned or controlled.”
In effect, the work of 32,000 Americans employed in Japanese-owned factories in the
U.S. and the parts they make in-house would be considered “un-American.” And the
work of many more thousands of employees at U.S. auto parts factories with Japa-
nese ecuity would be considered “un-American.” This would be discriminatory, un-
fair and divisive, pitting the job of one American worker against another.
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It is also worth noting that none of the labor of these Americans working at fac-

* tories with Japanese equity would count toward the 70 percent content requirement

of H.R. 5100, unlike the content formulas used for corporate average fuel economy
(CAFE) purposes or the U.S.-Canada Free Trade Agreement (CFTA).

Moreover, the current domestic content requirements for CAFE and the CFTA,
and almost certainly for the North American Free Trade Agreement, are lower than
the 70 percent parts content reciuirement of H.R. 5100. These formulas also include

arts made in-house, American labor and costs of production. This legislation would
have the perverse effect of moving American manufacturing jobs to Canada or Mex-
ico, where the content requirement is lower.

B. Retaliation Would Harm Dealers

In January 1992, Japanese automakers announced voluntary goals for their U.S.
subsidiaries to increase their U.S. procurement from about $9 billion in FY 1990 to
about $19 billion in 1994. H.R. 5100 transforms this voluntary undertaking by Japa-
nese automakers to increase local procurement to about 70 percent of total U.S.
parts and material purchases into a mandatory requirement for each Japanese-
owned U.S. manufacturer to meet a 70 percent U.S. parts content requirement—en-
forceable by retaliation.

The parts content requirement, as stated above, would exclude parts made in-
house and those made at U.S. parts factories with Japanese ownership or control.
By excluding these parts, the bill will establish an unattainable requirement Japa-
nese-owned automobile factories and subject them to retaliation, threatening the
32,000 jobs at those factories. The bill requires automatic retaliation against the
parent Japanese company of each U.S. automobile subsidiary that fails to meet the
content requirement, through prohibitive tariffs on imports of parts or motor vehi-
cles. In either case, the significant investments of dealers of Japanese nameplate
automobiles would be threatened if imported or U.S.-made automobiles are not
available for sale.

C. Disincentive For Foreign Investment In The U.S.

H.R. 5100 would establish the practice of discriminating against certain invest-
ment on the basis of its nationality. It focuses on the source of the investment rath-
er than on its contribution to the U.S. economy and jobs. This practice would clearly
inhibit future job-creating foreign investment in the U.S., an important element in
the health of the U.S. economy.

H.R. 5100 is blatantly unfair to the Japanese-owned U.S. manufacturers who
have invested billions of dollars in the U.S. and created 32,000 American jobs, only
to have this investment and these jobs treated in the same discriminatory manner
as Japanese exports. What is the incentive for any foreign manufacturer to invest
in the U.S. if this legislation is enacted?

D. U.S. Exports And Investment Abroad Would Be Threatened

Discrimination against automobile manufacturers on the basis of foreign owner-
ship runs directly contrary to the principle of “national treatment,” a grinciple that
the U.S. has championed for American investment all over the world. This principle
ensures that all companies, regardless of ownership, will be treated the same in a
domestic market. Hﬁ 5100 would destroy U.S. eﬂ%rts to protect U.S. exports and
investment abroad from similar discriminatory practices.

Furthermore, H.R. 5100 would establish a precedent by which the actions of a do-
mestic subsidiary automatically trigger retaﬁation against its foreign parent com-
pany. This precedent could be used by other countries to force U.S. overseas subsidi-
aries to increase local procurement under the threat of retaliation against the par-
ent U.S. company.

As the world’s largest overseas investor and exporter, the U.S. much more to lose
from this treatment than it could gain. To protect investments abroad as well as
stimulate the U.S. economy and create jobs, the U.S. must maintain an open door,
non-discriminatory policy toward foreign investment.

1. 25 PERCENT TARIFF ON MPVS

In 1963, President Johnson imposed, by executive order, a 25 percent tariff on im-
ported trucks in retaliation for West German tariffs on U.S. poultr{ products. At
the time, there was no other manufacturer other than Germany's Volkswagen with
significant sales of small trucks in the U.S. After 1963, these vehicles were effec-
tively eliminated from the U.S. market.

Under headinﬁs 8703 and 8704 of the Harmonized Tariff Schedule, the U.S.—as
well as most other countries—distinguishes between “motor cars and other motor
vehicles principally designed for the transport of persons (other than those of head-
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ing 8702), including station wagons and racing cars” [Emphasis added] (i.e., pas-
senger vehicles) and “motor vehicles for the transport of goods” (i.e., trucks).

In 1989, the Treasury Department issued the ruling that currently determines the
classification of MPVs. (The Treasury ruling followed a Customs Service press re-
lease indicating that Customs intended to classify all minivans and sport-utility ve-
hicles as trucks.) Currently, two-door sport-utility vehicles are classified as trucks,
subject to the 25 percent duty, while minivans and four-door sport-utility vehicles
are classified as ?{assenger vehicles, subject to the 2.5 percent duty.

S. 1646 and H.R. 4318 would apply the 25 percent truck duty to imported
minivans and four-door sport-utility vehicles.

A. 1,000 Percent Tax Increase On Middle Class American Consumers

There appears to be tremendous interest in Congress in improving fairness in the
federal tax system by reducing the tax burden on middle class Americans. However,
this tariff increase would be, in effect, a 1,000 percent tax increase on the middle
class consumers who purchase these vehicles—the 1990's version of the station
wagon. This enormous increase would allow domestic companies to raise prices.
Americans would then pay more for imported (if they are not eliminated from the
U.S. market) and domestic MPVs as a result. The consumer group, Citizens for a
Sound Economy estimates that the average prices of MPVs could increase by up to
$3,730 for imports and $1,300 for domestic models if the 25 percent tariff is im-
posed.

B. Harm To Thousands Of American Dealerships And Their Employees

The enormous price increases that would result from the duty increase would se-
verely restrict, if not totally eliminate, these MPVs from the U.S. market. The thou-
sands of small businesses that sell these imported vehicles would suffer greatly, due
to the fact that this is an important market segment for dealers that continues to
grow. In addition to the threat to investments of thousands of small business auto-
mobile dealers, dealers would be forced to lay off employees if these vehicles are
eliminated from the market.

C. Protection Of Big Three Marketshare Unwarranted

There is no basis for protecting either minivan or sport-utility vehicle
marketshare for the Big Three U.S. automakers. In the first six months of calendar
year 1992, the Big Three held a combined minivan marketshare of 92 percent and
a combined sport-utility vehicle marketshare of 83 percent. And during this period,
the marketshare of the Big Three has increased significantly versus their import
competition. This tariff increase will provide unwarranted protection for the Big
Three automakers, guaranteeing them a monopoly marketshare in the MPV market.

Furthermore, many of the competing Big Three MPVs are built in Canada. For
example, in the first six months of calendar year 1992, Chrysler produced 164,000
minivans in Canada versus 200,000 minivans in the U.S. The net effect of this legis-
lation would be to jeopardize American jobs and force American consumers to pay
higher prices to protect Canadian jobs.

D. Uruguay Round Will Be Undermined By This Flagrant Violation Of GATT

This unilateral tariff increase would be a flagrant violation of the GATT and un-
dermine U.S. efforts to reach a successful conclusion of the Uruguay Round.

The tariff increase would violate the GATT in two ways. First, the 2.5 percent
duty applied to passenger vehicles is a “bound” rate under the GATT. In fact, the
Eurogean Community stated in that same letter that enactment of this provision
would constitute “an outright violation of the United States’ obligations under Arti-
cle R of the GATT . . . ” Under GATT rules, the U.S. would be obliged to offer com-
pensation to the adversely affected parties or face the prospect of retaliation.

The House Ways and Means Committee Report on H.R. 4318 states that the Of-
fice of Management and Budget estimates that compensation in the range of $500
million could be owed by the U.S. Ironically, Japan, the primary target of S. 1646
and the sole target of H.R. 4318, is currently the largest importer of U.S. poultry
products in the world.

Second, and even more ironic, products of the only two European manufacturers
(including Volkswagen, the original target of the tariff) have been exempted from
the tariff increase. All current and future models from Japan and future models
from all other countries including the U.K. and Germany would be subject to the
tariff. This exemption, clearily intended to protect Big Three auto exports to the E.
C. from E. C. retaliation, would be a blatant violation of the “most-favored-nation”
principle, under which GATT signatories must treat all other signatories equally.
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The European Community has strenuously objected to this tariff increase on their
vehicle exports to the U.S. In a letter to Senator Baucus (D-MT), E.C. Ambassador
van Agt stated:

“Looking at the wider aspects of the reclassification proposal for the multi-
lateral trade negotiations in the Uruguay Round, your trading partners are
bound to ask themselves what is the purpose of spending years of effort in
trying to reach agreement on a nackage of tariff cuts if one partner reserves
the right to unilaterally raise the tariff on certain imports whenever it
deems appropriate. If other countries followed this lead the multilateral
trading system would quickly unravel.” (February 27, 1992, letter to Sen-
ator Baucus)

E. Regulatory Consistency Argument Baseless

Classification of these imported sport-utility vehicles and minivans for tariff pur-
poses is based on vehicle design and intended use, and has nothing to do with other
regulations for safety, fuel economy, emissions or tax purposes. The inconsistencies
in the definitions of car and truck for various regulations are a reflection of the fact
that these regulations have different purposes.

For example, while the propohents of this legislation claim that these import vehi-
cles should be treated as trucks for tariff purposes because they are trucks for safety
purposes, they i%r;ore the fact that these M[BVS will be required to meet basic Na-
tional Highway Traffic Safety Administration (NHTSA) passenger car safety stand-
ards beginning in 1993. This is a recognition by NHTSA that these vehicles are pri-
marily designed and used for transporting people. Even Congress recognized this
tl;ai:lt when it passed stricter vehicle safety standards as part of the 1991 highway

ill.

Furthermore, the Big Three’s argument for regulatory consistency is total under-
mined by the exemption for European manufacturers in H.R. 4318. Under that bill,
only Japanese minivans and sport-utility vehicles would be “consistent.” This ex-
emption reveals the true nature of the Big Three's legislative objective: blatant pro-
tectionism aimed at eliminatinf Japanese competition in the growing and profitable
minivan and sport-utility vehicle market.

F. U.S. Currently Violating International Customs Ruling

This legislation, if enacted, would cause friction between the U.S. and its tradin
partners in the context of U.S. membership in the Customs Cooperation Counci
(C.C.C.). At present the U.S. is under criticism for maintaining its current position
classifying two-door sport-utility vehicles as trucks. The C.C.C. has ruled that the
U.S. position is incorrect, but the U.S. has taken no action to come into conformity
with that ruling.

However, the U.S. Government strongly opposes classifying four-door sport-utility
vehicles and minivans as trucks. In testimony before the House Energy and Com-
merce Committee, Commerce Subcommittee, on April 8, Department of Commerce
Under Secretary Farren stated that reclassifying these vehicles “could piace the
U.S. tariff classification at significant variance with that employed by all other
countries . . and could signi%?:ant]y diminish our ability to influence ti.e proper
classification of products by other countries.”

G. Revenue Loss

The revenue analysis for 25 percent tariff increase on MPVs included H.R. 4318,
as prepared by the Congressional Budget Office, was overly simplistic and inac-
curate. The estimate of a $215 million annual revenue gain does not adequately ex-
amine the severe reduction in demand for these vehicles that will resuit from a
1,000 percent increase in the duty. Nor does the analysis fully take into account the
revenue impact of eliminating or severely reducing sales of these vehicles at the
%houg‘ands of dealerships that currently sell *3em or the revenue impact of employec
ayoffs.

IV. CONCLUSION

H.R. 5100 would be damaging to the U.S. economy and cost U.S. manufacturing,
Barts sugp'uer and dealership jobs. It would also threaten foreign investment in the

.S, U.S. investment abroad and U.S. exports. American consumers would pay
thousands more in higher automobile prices. In the end, the Big Three automakers
would harmed, because they would be shielded from competitive pressures.

S. 1646/H.R. 4318 would also cost American dealership jobs and force American
consumers to pafv thousands of dollars in higher MPV prices. Consumer choice and
competition would be reduced as vehicles are eliminated from the U.S. market. Fi-
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nally, this tariff increase would violate GATT, resulting in forced compensation of
our trading partners or retaliation against U.S. exports.

For these reasons, as discussed above, AIADA urges the Senate Finance Commit-
tee to reject H.R. 5100 and S. 1646/H. R.4318.

PREPARED STATEMENT OF LEE KADRICH

Mr. Chairman and Members of the Committee: APAA is pleased to discuss how
we might shape trade legislation that provides the policy tools needed to build trade
opgortumtxgs for worldclass parts makers and their workers into the next century.

'he continued strength of the American-owned parts industry hinges on the dis-
mantling of Japan's anticompetitive auto maker/su plier families, or keiretsus, that
generally exclude outside competition. These OEI\«Esupplier families forr the core
of huge industrial/financial combines, interwoven with cross-shareholding and inter-
locking directors, that resemble 19th century American trusts. With a car maker at
the top, each keiretsu includes the family suppliers and everything it needs to be
self-sufficient, from the family bank’s read);/ capital to all capital goods needs.

Robert Kearns’ book, Zaibatsu America includes this observation:

.. . you have to remember an American firm is not competing against
a Japanese company as an individual but against a company as a member
of a group.

Notwithstanding these odds, 1.S. parts firms still have a demonstrated 18 percent
cost advantage over Japanese competitors. Yet, USTR reported in 1989, as
“nonfamily” suppliers, “U S. parts makers are precluded from both the original
equipment and replacement gxﬁermarket) auto parts markets for Japanese vehi-
cles.” Failure to end Japan’s unfair trade practices could destroy 50 percent of U.S.
industry’s 600,000 jobs by the year 2000.

The replication of these exclusionary, keiretsu-like practices in the U.S. by Japa-
nese transplant car assemblers and more than 400 related Japanese suppiiers (to
date) are displacing American nameplate vehicle sales, dislocating original equip-
ment (OE) parts sales, and diminishing markets for U.S. replacement, or
aftermarket, parts makers. Both transplant car makers 1nd parts makers rely heav-
ily on Japanese value-added. The bilateral parts trade deficit exploded from $1 bil-
lion in 1980 to $10 billion in 1990. Given current Japanese sourcing practices, the
University of Michigan in 1991 forecast a doubling of the deficit to $22 billion by
1994, as transplant assembly output grows.

Mr. Chairman, our response to unfair Japanese practices tends to be passive
while our trading partners policies are aggressive. The European Community (EC)
limits on Japanese nameplate sales is a case in point. Last year, the EC negotiated
an understanding with the Government of Japan that freezes Japanese imports into
the EC at the 1990 level of 1.23 million units until 1999. In addition, it is our un-
derstanding that Japan and the EC have a “gentleman’s agreement” limiting the
sales by Japanese transplant assemblers in the EC to 1.2 million units per year.

The combined effort is to limit Japanese vehicle imports and transplant sales to
a 16% share of the EC market, compared to 11% in 1980. The EC’s decision to pro-
tect its native auto industry from the Japanese encroachment is likely to divert even
more Japanese cars and parts to the U.S., thereby accelerating the erosion of our
market where Japanese nameplate sales already exceed 30% market share.

As for the effectiveness of America's response to Ja}san’s targeted displacement of
America’s vehicle and supplier industries, some 90 House Members put it best in
their July 17, 1991 letter to the President:

All of the U.S. initiatives to open the Japanese automotive sector over the
past ten years, including the MOSS and SII talks, have been frustrated by
this bedrock reality of systematic exclusion of outsiders.

" The Members also explained that “The essence of the auto parts problem is that
the large Japanese manufacturers discriminate against U.S. parts makers and in
favor of traditional Japanese suppliers, many of which are affiliated to their own
keiretsu.”

APAA AND THE INDUSTRY WE SERVE

APAA members make and sell the entire spectrum of automotive parts, acces-
sories, tools, equipment, chemicals and supplies. APAA’s 800 U.S.-based manufac-
turing members represent a very significant share of the universe of firms cited by
USDOC as being engaged primarily or solely in automotive parts and accessories
production for both OE and aftermarket consumption.
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Thus, when I speak of APAA as industry’s representative, the term refers to this
vast number of firms. It does not im%ly that APAA speaks for every firm in the in-
dustry universe nor that APAA is the only group representing the large, diverse
U.S. parts industry.

My statement will address APAA’s policy objectives and support for a results-ori-
ented trade policy. I also will discuss our industry’s competitiveness, Japan's dismal
market opening track record, the continued threat to American suppliers’ sales, jobs
and ﬁroﬁts, and negative impact on aftermarket sellers and American consumers.
Fina ¥ I will state the case for fundamental change in our trade policy and offer

'AA’s recommendations for stronger future parts trade policy.

APAA'S POLICY PRESCRIPTION

Mr. Chairman, APAA has never desired closed U.S. markets. Rather, we have ar-
gued since 1980 that the answer to our problems rests in opening Japanese parts
procurement and distribution systems to accord American firms and workers the
same fair commercial consideration Japanese firms receive here.

A similar theme was struck by APAC’s interim report in terms of APAC’s “over-
riding goal—to attain the same free and fair access to Japanese auto parts markets
that Aa‘t{nmese suppliers enjoy in the United States market.”

APAA and other representatives of industry labor and management are working
closely with government through the Auto Parts Advisory Committee (APAC), cre-
ated by the 1988 trade act to advise the Commerce Secretary on Erograms to in-
crease sales of U.S. made auto parts and accessories to Japanese OEMs worldwide.
APAA fully supports APAC’s policy recommendations, especially those asking the
Administration to begin preparation of self-initiated actions und);r our Section 301
and antidumping trade remedy laws.

Concerning its Section 301 recommendation, APAC based its recommendation on
“the failure of the Japanese Government to enforce actions to open its markets, to
stop anticompetitive actions in auto parts trade, and to promptly comply with its
commitments under the Structural Impediments Initiative (SII) and the Market-Ori-
ented Sector Specific (MOSS) agreements which affect auto parts trade.” (Emphasis
added) In calling for the preparation of a self-initiated antidumping action, APAC
said that “Based upon inf%rmation available to APAC members and price surveys,
we believe that Japanese dumping of auto parts is rampant.” (Emphasis added) It
is essential that we topple these twin pillars of discrimination and predation that
support keiretsu. The President's Export Council and more than 90 Members of
Congress have urged the President to heed the recommendations.

INDUSTRY COMPETITIVENESS

American parts makers consistently produced global parts trade surpluses right
up until 1982, when the widening U.S)t-fa%an parts trade imbalance plunged our in-
dustry into a succession of trade deficits that continue today. In 1991, the U.S. had
a $9.2 billion parts trade deficit with Japan, and discriminatory Japanese sourcin%
practices deprived the U.S. of what otherwise would have been a $3.7 billion globa
parts trade surplus.

A new study published by the Canadian research gro%g1 of Fuss, Murphfr and
Waverman underscores our firms’ competitiveness. APAC airman J.P. Reilly tes-
tified recently before the House Trade Subcommittee that the study examined fac-
torl:\s/l affﬁctﬁlg productivity in the Japanese and U.S. automotive markets. According
to Mr. Reilly:

Their Jata shows that at 1988 capacity utilization and exchange rates
U.S. parts are 18% lower in cost than parts produced in Japan. With this
type of advantage, we would expect a surplus, not a deficit, with Japan.

The conclusion is clear: The American automotive parts industry is cost
and quality competitive with anyone on a global basis. (Emphasis added.)

According to the Economic Strategy Institute’s report, The Future of The Auto In-
dustry, “the U.S. parts and components industry is by a wide margin the low-cost
producer.” ESI estimated that the current U.S. parts and materials advantage per
small car assembled is $3,389 versus $4,124 in Japanese-brand parts needed.

Concerning keiretsu discrimination that precludes and excludes our firms from
cracking Japanese auto parts markets in the U.S. and Japan, University of Michi-
%‘s:n expert Dr. Sean McAlinden put it best in his March testimony before the House

ade Subcommittee.

In addition to citing new studies indicating a “25-30% cost advantage for U.S.
part? srgducers compared to Japanese firms operating in Japan,” Dr. McAlinden
concluded:
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Japanese vehicle producers have claimed that traditional U.S, parts firms
cannot yet provide “sufficient quality or cost” to merit sourcing contracts in
large volumes to the Japanese vehicle markets in the United States or
Japan. The statements on cost differences are now known to be certainly
false. The statements regarding comparative quality are made despite the
incontrovertible fact that not one scrap of public evidence exists to support
this gosition. In fact, the Japanese vehicle producers have barely tested the
capabilities of our domestic parts industry since they have sourced to less
than 300 traditional U.S. parts makers out of a total of 4,000. Our parts
producers are clearly victims of severe economic discrimination, in violation
of most of our country’s most basis laws regulating competition. Why does
the U.S. government not act?

JAPAN’S DISMAL MARKET OPENING RECORD

The 1989 USTR trade barriers report captured the magnitude of the problem, ex-
plaining that as “nonfamily” suppliers U.§ parts makers are “precluded from both
the original equipment and replacement (aftermarket) auto parts markets for Japa-
nese vehicies.” USTR adds that “The United States is trying to persuade Japanese
vehicle manufacturers to increase their purchases of competitive, high quality U.S.
auto parts.”

That vote of confidence in our industry was seconded by former Commerce Sec-
retary Mosbacher, who in a June 1991 statement said: “We have world class auto
garts manufacturers. They deserve the op¥onunity to compete toe to toe with the

apanese industry on a level playing field. Trade is a two way street.”

e know our industry’s strengths, as do the Japanese, but U.S. suppliers must
make immediate and sustained strides in winning sales in Japanese parts markets,
if they are to offset the staggering losses in their Big Three customer base. Thou-
sands more U.S. firms’ futures and payrolls, in turn, are tied to the fortunes of their
American supplier customers’ success.

That is why we applauded President Bush when he raised parts market opening
to the highest level of discussion in his January mission to Japan. Since the Presi-
dent’s trip, Japanese OEMs have intensified contacts with quality U.S. suppliers
concerning future model development. If given fair commercial consideration, we
think America’s traditional suppliers could surpass the $19 billion goal, especially
since transplant assemblers have set a 70% local sourcing goal for their 1994 pro-
duction of 2.27 million vehicles.

Industry survey datu relevant to this recent activity was presented by APAC
Chairman J.P. Reilly, in his May testimony before the House Trade Subcommittee.
Mr. Reilly testified that “It is our feeling that industry must know if progress is
being made before 1994 arrives. If it is, then we can keep moving in the direction
begun in January. If it isn't, then we need to evaluate options available to us.”

o satisfy industry’s need for such data, Mr. Reilly said that a survey of the Motor
and Equipment Manufacturers Association was conducted in March, with responses
from a good cross section of firms, all of which are traditional U.S. companies. Ac-
cording to Mr. Reilly:

The survey findings reveal that most companies have been seeking Japa-
nese business for at least five years. The findings also indicate that few
companies have any substantial business. 60% of the reporting companies
hggedless than $5 million in annual sales to the Japanese. (Emphasis
added.)

Importantly, the data indicates an increase in activity on the part of the
Japanese car makers.

—25% of the current suppliers report increased interest from existing
customers.

—25% report initial customer contact.

—13% say ongoing discussions accelerated.

—13% were invited to participate in “design-in.”

—But, only 4% have received new purchase orders.

—Overall, the results appear to be quite positive; however, this activity
must be converted to sales.

APAA agrees fully, and believes that meaningful sales activity commensurate
with our industry’s enormous competitive caPabi ities will only be attained when
concerted U.S. policies press to remove Japan’s anticompetitive export barriers and
reject the keiretsu system’s replication here.

Japan’s 1994 goals of course are the product of trade crisis management. History
shows similar spurts of sales activity accompanied the auto parts trade initiatives

62-724 0 - 93 - 5
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of Presidents Carter and Reagan. Unfortunately, once the crisis was defused, Ja-
pan’s structural barriers remained firmly in place.

It is helpful to provide some market opening historical context to support our calls
for a new, results-oriented trade policy, in which progress is weighecr in terms of
new sales opportunities for non-Japanese owned l?.S. parts firms. As far back as
1980, APAA already was focusin%gsovemment leaders on closed Japanese auto parts
markets and the impact on the U.S. aftermarket. In 1980 Japanese car imports al-
most took a record 30% share of the new car market. A few had leather seats made
from American hides, but that was about the extent of 1J.S. content.

Convinced that the continued competitive strength of American original equip-
ment (OE) and replacement parts suppliers hinged on gaining access to the Japa-
nese OEMs taking unprecedented new car market shares, the Carter Administra-
tion’s USTR negotiated a program to overcome any impediments to trade between
competitive U.S. suppliers and Japanese vehicle makers. The results-oriented plan
featured a Japanese government sponsored parts buying mission, purchasing goals,
timetables, and monitoring. It had all the elements needed to begin breakin
through the impediments posed by the closed Japanese auto maker/supplier “family”
or keiretsu structure. In fact, at the only follow-up meeting in February 198], MI%I
committed Japan to a $300 million parts import goal in 1981. That would have cut
;heddeﬁcit 20% the first year, and substantial subsequent improvements were prorn-
ised.

Mr. Chairman, this promising plan was abandoned for the VRA, and it tcok the
VRA’s expiration in 1985 for our industry to fight its way back from policy exile.
Administration officials at that time agreed that improved parts market access held
the key to reducing automotive products trade deficits and auto parts issues became
hot again. Vastly increased 1985 vehicle import levels added to the sharply rising
transplant output. American frustration with the poor domestic sourcing record of
transplant assemblers soon was noted by the bipartisan leaders of the Senate and
Senate Finance Committee in their July 1987 letter to Prime Minister Nakasone.
The Senators contended that transplant assemblers in 1985 and 1986 had assem-
bled 240,000 and 460,000 passenger vehicles respectively using “knock down kits
with virtually all components made in Japan.”

The Senators noted that the U.S. “assumed that as Japanese companies increased
their automobile production capacity in the U.S., exports from Japan would decline
in some corresponding way.” Rather, they contend “total automotive exports are con-
tinuing to increase at a rapid pace.” That pace has greatly quickened since then.
In the worst type of “coals to Newcastle”" trade, Japan used the falling dollar not
to buy more U.5. parts, but rather to build a new Japanese supplier base next door
to the vast underutilized base of qualified traditional American supgliers. These
transplanted parts makers, like their Japanese OEM customers, also Kpass quali-
fied second-tier American suppliers of subcomponents and materials. According to
ESI, they rely instead on Japanese suppliers for two-thirds of their content.

The mad.land rush by Japanese supi)liers in 198687 coincided with the year long
auto parts MOSS talks, the high-level market opening negotiations we so actively
sought. Japan’s supplier invasion stood as a repudiation of the so-called market
forces which both nations agreed should guide parts procurement and which, if fol-
lowed, certainly would have favored greater procurement from existing U.S. suppli-
ers. By 1991 the increased vehicle market share held by Japanese imports and
trans};lant production, as well as Japanese controlled third-country production, had
brought Japan’s auto makers/suppliers near, and perhaps past, the point of control-
ling the majority of the content of all new cars solcfin America.

MOSS failed in its primary goals of reforming Japanese sourcing practices in
large part because of the contro? the U.S. allowed Japan to exert over the agenda
itself. Sidestepping America’s primary MOSS objectives, Japan cherrypicked lesser
items such as trade promotion and sales monitoring from our negotiators’ list of ob-

jectives. Five of seven negotiating sessions were mired down by the issue of how
Japan would self-monitor post-MOSS progress. Rather than crafting a system that
measures the genuine successes of traditionally excluded U.S. firms, the agreement
our government endorsed allowed Japan credit for purchasing from their trans-
planted traditional suppliers now locating in the U.S. This means our government
effectively has been rewarding Japanese OEM’s for keeping the same tight bonds
that the negotiations were intended to loosen.

The Structural Impediments Initiative (SII) like MOSS has failed to end Japan’s
gystematic exclusion of outside competitors.

APAA wishes to underscore the House Members’ warning to President Bush that
“Time is running out for the U.S. auto parts industry,” and their call for the Presi-
dent to “initiate a concerted campaign to stop the erosion of the traditional domestic
supply base of the U.S. auto parts industry.” Upon presenting their policy rec-

’
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ommendations to Congress last June, the Auto Parts Advisory Committee (APAC)
affirmed the need for action, concluding: “The APAC Interim Report and numerous
private studies aocument the unjustifiable and unacceptable imbalances in auto
parts trade with Japan and sales to Japanese automotive companies.”

KEIRETSU’S TOLL ON AMERICAN SALES, EMPLOYMENT, PROFITS

Last year, American auto parts production declined for the fourth straight year.
In recession as well as recovery, Japan’s game plan for winning American car and
parts market share is to put U.S. industry under the duress of extreme
overcapacity.

Toleration of keiretsu's discriminatory sourcing and predatory practices in our
markets is draining the life and livelihoods from our nation’s economy. APAC’s 1991
annual report concludes:

Taking into consideration all contributions and losses on a national basis,
there have been two jobs and twc dollars lust in the U.S. economy for every
Jjob and dollar added by Japanese transplants. (Emphasis added)

Supplier industry employment data provided by the USDOC's 1992 U.S. Indus-
trial Qutlook shows total employment fglling from 638,000 in 1987 to an estimated
565,000 jobs in 1991, for a decline of 73,000 jobs. DOC'’s forecast for 1992 show the
loss of another 30,000 industry jobs. Even though some 70,000 jobs have been pro-
vided by the U.S. network of Japanese affiliated parts operations that largely have
come on line since 1986, the net industry job loss to date has been 73,000 jobs
through 1991 and will exceed 100,000 lost johs by year’s end.

Without a concerted attack on unfair trade, we stand to lose 50 percent of our
$100 billion traditional domesiic supplier base by the year 2000, and risk enormous
job losses among industry’s 600,000 workers. Some 80% of America’s 4,000 plus pri-
mary suppliers are small and mid sized businesses many of which are privately
heid. That ratio applies as well to the tens of thousands of second and third tier
suppliers who support this enormous column, with everything from forgings to fas-
teners.

That prompt resolute action is required is underscored by the 1990 APAC re-
port’s call for increased sales access:

1ssues of access to Japanese original equipment (OE) and replacement
parts markets never have been more critical than today. The continued
strength of competitive American OE producers and the future for competi-
tive U.S. replacement parts, or aftermarket, suppliers degend on sales ac-
cess to the growing Japanese nameplate share of the U.S. vehicle market
being assembled in Japan, the U.S,, and third markets.

Yet, APAC’s 1991 report cited a Michigan study done for APAC that “shows tradi-
tional domestic suppliers to be significantly underrepresented in the three major ve-
hicle systems: engine, transmission, and body structure, which represent 33 percent
of the vehicle's total value. The most significant inroads by domestic sugpliers, such
as hardware, glass, brakes/whezls/tires and interior trim—represent about 14 per-
cent of the value.”

While APAA is pleased with the success of commodity type suppliers in securing
sales with the transplants, we must note that with the exception of tires and bat-
teries, none of the commodity or stock items lends itself to replacement parts sales,
although it is the aftermarket which yields our industry’s greatest volume and prof-
its. Of course, the long track record of American firms’ sales of these nonfunctioning
auto products and low-value added commodities to transplant assemblers—and the
occasional sale of advanced U.S. products that have no direct Japanese competitor—
have not been enough to curb the explosive growth of Japan’s auto parts trade sur-
plus with the U.S,, which jumped from $1 billion in 1980 to $9.2 billion in 1991.
The parts trade deficit will more than double to $22 billion by 1994 according to
the University of Michigan projections.

Of particular concern is the fact that even those traditional U.S. suppliers cur-
rently producing commodity, bulky, energy-intensive, and other items for Japanese
transplant assembly could find themselves increasingly displaced by Japanese
owned suppliers’ new U.S. plants. According to the 1991 APAC report, Japanese
auto parts industry investments in the U.S. are concentrated in areas such as tires,
steel, plastic, glass, stampings, seating, air conditioning and audio equipment.

Indeed, the gravest threat to our industry’s future is the imgortat.ion of the
keiretsu system to the United States, described as follows by the July 17, 1991 Con-
gressional letter:
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Now more than 300 Japanese suppliers have followed Japan’s vehicle
makers to North America, reproducing the exclusionary relationships estab-
lished in their homeland. Japanese transplant manufacturers claim large
increases in their purchases of U.S.-made parts, but these turn out to con-
sist largely of increased purchases from their transplanted Japanese suppli-
ers.

On the issue of supplier displacement, APAC’s 1990 report cites auto analyst
Maryann Keller's very apt assessment that “The U.S. is not served very well by Jap-
anese parts companies displacing fully competitive American parts manufacturers
simply because of ties between Japanese aute companies and their parts manufac-
turers.”

APAA contends that this point holds true whether the exclusionary ties span an
ocean or a short hop on the interstate. American jobs without American equity is
nct enough. We urge the Committee’s consideration of the APAC conclusion that
“Unless U.S.-owned auto parts suppliers obtain increased sales to the Japanese
market, the U.S. current account balance with Japan for auto parts profits—like the
auto parte trade segment—will be overwhelmingly one way—to the benefit of Japan
and detriment of the U.S.”

The University of Michigan projections of the skyrocketing parts trade deficit and
the conclusions about traditional American suppliers’ meager access to transplant
assemblers have contributed greatly to America’s trade data base. The numbers cut
through the smoke of post-MOSS JAMA data to show that the billions of dollars in
reported American parts sales are not so much new business breakthroughs for his-
torically excluded U.S. firms, but merely a replication of keiretsu ties in the U.S.

IMPACT ON AFTERMARKET SELLERS AND CONSUMERS

The harmful effects of Japanese parts trade practices extend as well to American
parts sellers and consumers. The pathetically limited mix of products and services
offered by Japan’s independent aftermarket reveals how keiretsu threatens U.S.
independent parts retailers and installers, and tens of millions of American consum-
ers who depend on them.

Keiretsu-controlled parts makers supply original equipment (OE) parts and gen-
erally are compelled to sell their replacement parts through car dealer networks and
other controlled outlets. Independent outlets are excluded from distribution. Japan’s
OEM/supplier keiretsus dominate 75 percent of Japan's aftermarket, a reverse of
the U.S. system where thousands of independent outlets offer a wide array of choice
to consumers.

Japan’s car maker-dominated aftermarket—and its victimization of consumers—
has become the focus of U.S. negotiators who use it to prove Japanese markets are
not competitive and to explain how monopoly profits extracted at home subsidize ag-
gressive pricing in the U.S. Releasing the findings of a DOC/MITI parts price survey
last June former Commerce Secretary Mosbacher said:

The price differences borne out by this study paint a picture of a non-
competitive auto parts market in Japan, one which imposes a burden on
foreign manufacturers in their efforts to overcome irr pediments to market
access.

Surveyed prices of identical or comparable uninstalle, parts averaging 340 per-
cent more in Japan than in the U.S,, with uninstalled parts priced 198 percent high-
er in Japan. Obviocusly, if Japan was an open market some enterprising Americans
would be able to buy up that product and resell it in Japan at huge profits.

TOTALITY OF KEIRETSU

The need for a tough market opening policy is even more urgent when we consider
the totality of keiretsu. The keiretsu linkage between car maker parents and sup-
plier families is but one part of the keiretsu family circle. These car company-head-
ed financialindustrial groupings include banks, trading companies, capital goods
producers, materials suppliers, construction firms, insurers, and so on. These self-
sufficient families continve to follow Japanese investors, bypassing existing, quali-
fied American firms. Japz nese bankers will finance the new plants and Japanese
construction firms will build them; Japanese capital goods will equip them; and they
will rely on Japanese materials. Japanese investment, like trade, means keeping the
money in the family.
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FISCAL CONCERNS

. The negative economic impact of Japanese automotive investment discussed above
is exacerbated in its detrimental consequences for the U.S. Treasury. Keiretsu-relat-
ed trade and investment practices take a tremendous toll on our nation’s fiscal con-
dition: (1) shaxfly reducing corporate tax receipts from displaced U.S. vehicle and
parts makers, (2) massive loss of vehicle and supplier employees’ income tax pay-
ments, (3) increased transfer payments for unemployed workers, and (4) the dis-

lacement of a tax paying supplier base by firms unlikely to produce taxable income
or many years.

_These net negative effects are magnified throughout the communities affected by
dislocated firms and workers and in municipalities and states that also suffer re-
duced revenues.

To make matters worse, the Foreign Trade Zones Board has effectively unilater-
ally reduced all original equipment parts tariffs from a 4% to 11% range down to
the 2.5% tariff rate applied to finished cars. The Japanese transplant assemblers
are the heaviest importers and thus reap the preponderance of total tariff conces-
sions. These Treasury-financed savings help each transplant car maker sustain the
tight family links that exclude our firms' sales. In effect, by adding more black ink
to their bottom lines, the current FTZ program operation is pushing America’s budg-
et and trade deficits further into the red. .

FUNDAMENTAL CHANGE NEEDED

Mr. Mosbacher’s June 1991 statement that “Unless there is fundamental change
in the Japanese market, U.S. suppliers will not be successful selling parts directly
to Japanese auto and truck manufacturers,” should be a policy wake up call. Despite
twelve years of high level market opening initiatives by three Administrations, Con-
Eress and industry, fundamental Japanese change has eluded us. U.S. firms still

ave less than one percent of Japan’s parts market; hold a meager 20 percent share
of Japan’s U.S.-based assembly operations; and face a projected $22 billion parts
trade deficit with Japan by 1994.

Most significantly, the anticompetitive keiretsu system has been exported to the
U.S. If allowed, discriminatory Japanese sourcing practices will continue displacing
otherwise competitive American-owned parts makers; keiretsu controlled distribu-
tion practices will bypass independent aftermarket retailers; and American-owned
independent parts makers and sellers will find themselves outside the loop.

Mr. Chairman, our industry is competitive today, and if given free markets should
be successful competitors in the 21st century. But, they can not compete against
predatory 19th century trust-style capitalism. Nor must U.S. consumers be victim-
1zed by keiretsu-monopoly control over production and sale of replacement parts.

The 1988 trade act's expansion of Section 301 empowered our negotiators to go
after foreign government toleration of anticompetitive systems. We think it helped
win keiretsu major billing on the SII agenda. Unfortunately, as was the case with
the MOSS process, keiretsu’s systematic exclusion of outsiders stands out as the
huge unfinished agenda item. This is why APAA can not gamble that the big ticket
parts purchase goals presented to President Bush in Tokyo will be realized unless
the system changes.

APAA POLICY RECOMMENDATIONS

. To carry forward President Bush'’s excellent market opening initiative, APAA un-
derscores the need for a strong trade policy and results-oriented negotiations. .
" Trade legislation incorporating four elements can help make this initiative dif-

erent:

(1) We need a pro-competition mandated Section 301 negotiation and Japanese
agreement to eliminate anticompetitive practices. The U.S. should set goals and
timetables and progress should be measured in terms of new sales by historically
excluded, non-Japanese owned U.S. parts makers.

(2) Once the first concrete Japanese parts market opening agreement is secured,
we need new trade agreements compliance act provisions and a restored Super 301
as vital, long-term enforcement tools. APAA favors provision for Congressional-initi-
ated Super 301,

(3) We seek extension—and enhancement-—of the Fair Trade in Auto Parts Act,
now set to expire at the end of 1993. The Act’s significance is that its Japanese
parte market opening mandate is defined to include both the U.S. and Japan OE
and service parts markets for Japanese nameplates. The Act’s extension would com-

lement Section 301 market opening in Japan and direct crucial market opening ef-
orts in the U.S. market.
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APAA supports the Act’s extension through calendar year 1998, provided two im-
portant enhancements are included:

(i) Since this is a market opening initiative, the Act should define the in-
tended beneficiaries—and measure their sales progress-—in terms of those U.S.-
based manufacturers that are not Japanese-owned.

(ii) The Act should inciude an interagency role, whereby Commerce as the
lead agency would be required to coordinate U.S. policies on trade, trusts and
taxes with USTR, Justice and Treasury. Such concerted, consistent policy mak-
ing is needed to underscore U.S. intolerance for unfair practices here or abroad.
For starters, APAA seeks Treasury curbs on transfer price abusers and urges
Comme(:l'cfcel to begin preparing a self-initiated anti-dumping case as APAC rec-
ommended.

(4) Finally, negotiations should be directed to stamp out government-tolerated
anticompetitive practices globally.

APAA also believes that steps should be taken to stop unilateral concessions to
ft)lg'elgn parts import and the importation of procurement systems closed to U.S. sup-
pliers.

(1) Vigorous Department of Commerce enforcement of the new rules reforming the
Foreign-Trade Zone program is needed.

(2) In negotiating a NAFTA agreement, APAA believes that in addition to remov-
ing all tarff and non-tariff barriers to automotive products trade under a tight,
to%gh rule of origin, the U.S. and its partners should pursue common competition
and investment policies. In particular, it is imperative that NAFTA partners have
a common policy approach to unfair trade practices and a shared commitment not
to induce the transplanting of the closed keiretsu-like procurement system to North
America. Also, for an industry choking on excess car and parts capacity, the last
thing we need is for a NAFTA partner to sell itself to non-NAFTA auto makers and
suppliers as a duty-free launch pad to the U.S.

3) Finally, federal leadership is needed to encourage state use of funds to pro-
mote the export sales and global competitiveness of state suppliers. Legislation may
be needed to bar state use of federaf ants to assist foreign investment that dis-
locates U.S. production. A similar ban already applies to interstate dislocations.

CONCLUSION

In closing, let me reiterate that all APAA policy recommendations are pro-com-

etitive ang seek solely to gain traditional U.S. suppliers their fair shake at supply-
ing all global parts markets. If allowed to compete, we know these firms’ sales will
increase.

For years, the U.S. has sent Japan high-powered signals, and Japan has re-
sponded with symbols, but nothing fundamental has changed. For President Bush’s
excellent initiative to succeed, we must secure and maintain lasting access. Through
prompt enactment of these APAA-backed results-oriented provisions, our industry,
nation and the world will enjoy the trade expanding benefits that free market com-
petition alone can afford.

PREPARED STATEMENT OF SENATOR CARL M. LEVIN

Thank you Mr. Chairman and members of the Finance Committee for giving me
the opportunity to testify at today’s hearing. Market access is critical. We can have
the best-educated, best-trained work force in the world, and we'll still lose critical
industries and jobs if we don’t have the same access to foreign markets as other
countries have here. It's as simple as that.

American manufacturers and farmers are ready, eager, and able to compete, but
it is up to our government to ensure that they have access to foreign markets. If
foreign governments erect barriers to American products, that is their decision. But
if we tolerate them, that is our decision.

We ought to stop begging and stop pleading and place equivalent restrictions on
foreign products until tiey remove the restrictions on our products.

We've lost hundreds of thousands of well-paying jobs to unfair trade practices, and
it’s got to stop. There is no shortage of trade barriers which should be the subject
of negotiations. Japanese barriers to auto parts and agricultural products and Euro-
pean Community barriers to U.S. meat exports top a long list.

Equivalent restrictions is not a radical concept. It's what we do every day to de-
fend our diplomats from unreasonable and costly restrictions, and it's what we
should be doing to defend our jobs. There’s an office in the State Department called
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the Office of Foreign Missions. Its role is to get rid of costly restrictions on U.S. dip-
lomats abroad. It does this by placing equivalent restrictions on the foreign dip-
lomats in the U.S. It doesn't beg and it doesn’t plead—it simply sets a deadline and
then places equivalent restrictions on the other country's diplomats here.

For instance, when the Netherlands applied its value-added tax to the U.S. mis-
sion there, we responded by applying our sales tax to their mission here. As a re-
sult, the Netherlands has agreetf to reimburse us for their tax.

This Eolicy has not started a diplomatic war, it has eliminated restrictions.

For the last twenty years, we've had a voodoo trade policy. Past administrations,
for the most part, have believed the best way to open foreign markets was by setting
a good example here at home while our trade negotiators pleaded and predded
abroad. But after 20 years of this approach, we still can't sell rice in Japan and auto
imports account for less than 3% of tﬂe Japanese auto market.

Despite the failure of this approach, this administration has maintained it, except
when forced to act by Congress.

Auto parts is a case in point. Our auto parts compete internationally in both qual-
ity and price, yet we have less thar 2% of the Japanese auto parts market because
of their discriminatory practices. Last year, we had almost a $4 billion trade surplus
in auto parts trade, excluding Japan. That's because we had access to countries
other than Japan—we had freedom to compete. But with Japan, we had a $9 billion
auto parts trade deficit.

Last year, the administration’s own Auto Parts Advisory Committee called on the
administration to prepare to self-initiate Section 301 action against Japan’s barriers
to American auto parts exports. In other words, the auto parts industry asked the
administration to prepare for negotiations under strict deadlines and the threat of
retaliation. But over a 