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TRADE REFORM ACT OF 1973

THURSDAY, MARCH 21, 1974

U.S. SENATE,
Commi~rE1 oN FINANCE,

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

Dirksen Senate Office building, Hon. Herman E. Talmadge presiding.
Present: Senators Talmadge (presiding), Hartke, Ribicoff, Byrd,

Jr., of Virginia, Bennett, Fannin,Hansen, and Packwood.
Senator TALADOoE. The hearing will come to order.
This morning we will begin taking testimony from the private sec-

tor on H.R. 1OT10, the Trade Reform Act of 1073. The administration
witnesses testified on this bill during the week of March 4.

All witnesses have been instructed to confine their remarks to a 10,
minute summary of their written briefs. More time will be offerea
throughout these hearings. In consolidation to the witnesses, the 10-
minute rule will also apply to the Senators' interrogation of the wit.
nesses.

Senators who wish to interrogate a witness for a longer period will
have a stenographer available and may use the executive room after
all the witnesses have been heard.

In order to expedite the hearing, the staff has organized panels with
like demands into groups wherever possible. The first panel will con-
sist of Mr. E. Douglas Kenna, president, National Association of
Manufacturers; Daniel L. Goldy, chairman, International Committee,
Chamber of Commerce of the United States; and Ian MacGregor,
chairman and chief executive officer, American Metal Climax, Inc., on
behalf of the U.S. Council of the International Chamber of Commerce

Gentleman, we are delighted to have you with us. We welcome you
to the committee. We loot forward to your testimony, and after you
have completed your summaries, the Senators will make any inquiries,
if they wish to do so.

I take the pleasure to welcome a constituent of mine, Mr. Kenna,
who is president of the National Association of Manufacturers.

You may proceed, sir.
(718)



714

STATEMENTS OF E. DOUGLAS KENNA, PRESIDENT, NATIONAL
ASSOCIATION O MANUFACTURERS; DANIEL L. GOLD, CHAIR.
MAN, INTERNATIONAL COMMITTEE, CHAMBER OF COMMERCE
OF THE UNITED STATES; AND IAN MaoGREOOR, CHAIRMAN AND
CHIEF EXECUTIVE OFFICER, AMERICAN METAL CLIMAX, INC.,
ON BEHALF OF THE U.S. COUNCIL OF THE INTERNATIONAL
CHAMBER OF COMMERCE

STATEMENT OF E. DOUGLAS KENNA

1Ir. KENXXA. Mr. Chairman, I am E. Douglas Kenna. We are happyto axpear before you.
Tle companies represented in NAM1 membership represent about

three-fourths, 75 percent, of the industrial production in the coun-
try and employ approximately 15 million people, so that as concerned
taxpayers and employees we have a very direct and substantial inter.
est in the deliberations of the committee.

A large number of our members are engaged in international trade
on a major basis. We also have thousands of members primarily rep-
resented in the domestic market and who at times are troubled by un-
fair import competition. We think, therefore, we can present a bal-
anced view of all sides of the issues involved in the international trade
negotiations.

Wo are faced now with an array of political and economic problems,
particularly in the international arena, which threatens to undermine
tIraditional world trade and monetary systems.

Some of the recent problems include the Arab oil embargo, a
tighter world supply of food and other basic commodities, strained
r 1at, ions between tlie United States and the European community and
the awesome escalation of global inflation. These diverse forces dem-
onstrate the dangers to continued world economic growth which are
posed'by disorderly, unmanagred change.

The development of stabilized trading relationship has been a tra-
ditional U.S. policy objective aimed at assuring fair competition in a
growing international market. With greater interdependence among
national economics, the achievement of a stable and equitable trading
system is even more imperative.

It is in this context we think it is necessary to press forward with
multilateral trade negotiations which can serve as, first, a counter-
balance to the increased level of economic and political conflict among
nations, providing a forum for participating nations to redefine a
flexible, cooperative framework of rules governing international
trade and payments mechanisms.

Second, a necessary lead-in for multilateral talks and action on
world resource management.

Third, a mechanism to develop more coordination on governmental
policies toward industrial sectors facing trade-related transitions.

Fourth, a needed forum to develop more effective dialog between
the industrialized nations and the developing nations.

Failure to push forward promptly toward the objective of multi-
lateral trade negotiations with renewed U.S. leadership will leave the
United States squarely facing a second, clearly less desirable alterna.
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tive; that is, spiraling economic confrontations, characterized by in-
creased government interventionism and "beggar-thy-neighborpolicies."

This path can lead only toward a less efficient allocation of global
resources, decreased world trade, and ultimately, the prospect of
severe worldwide recessions.

At this critical juncture, the United States can afford nothing less
than a bold, outward-looking initiative aimed at expanding interna-
tional commerce and improving domestic adjustment programs.

Specifically, we would recommend the following objectives for the
committee's consideration as it acts upon this legislation:

First, continued restoration of U.S. international competitiveness
through improved productivity and effective inflation control at ]ionic
and multilateral fair trade practice in world markets.

Secondly, reducing and/or harmonizing the distortions to trade
caused by nontariff barriers and export incentives through negotiation
togain greater access for U.S. exports in worll markets.

Thirdly, strengthening the ability of domestic industries to meet
import competition through government-industry self-hlp l)rograms,
financial assistance, i. & D. support, "early-warning" information
analysis and selective use of temporary import safeguards.

Fourthly, developing foreign trade policy to more effectively comple-
ment overall U.S. foreign policy, particularly in strengthening detente
with nonmarket economies and encouraging better relations with
developing countries.

The only policy appropriate to America's traditional leadership role
in competitive free enterprise must embrace a step toward a more
responsible world economic order, where fair trade begets freer trade.

It is in this context I would like to comment very briefly on the five
titles that appear in this bill to give you generally our position on
them.

First, we would support the provisions of title I as being consistent
with the negotiating authority and flexibility necessary to support U.S.
negotiators. I

There are two particular sections of this title we would like to com-
ment on. First, in the area of nontariff barriers. Those barriers have
become increasingly important as tariff levels have declined. Upcom-
ing trade negotiations will be the first to seriously attempt a reduction
Sand/or harmonization of these diverse and little-known restraints to
trade.

We have just completed a major study, or are in the process which
will be made available on an updated basis to our negotiators. burin g
the negotiations we are working with them closely and this study
embraces an indiustry-by-industry and country-by-country approach.
We are working in coordination with some 30 major trade associations
in this area.

To clarify the scope and importance of the NTB notiation efforts,
this committee might consider a couple of points. irs , speciflcal ly
including export subsidies within the definition on nontari barriers.
These ditortions to trade have traditionally been placed in several
different categories, but clearly merit active consideration in upcoming
trade talks.
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Secondly, to establish a joint congressional body to insure adequate
supportive services for Congress during periodic legislative branch
consideration of submitted NTB agreements.

The second area where we want to comment is on the advice of the
private sector. Mr. Goldy will cover this in detail in his testimony.

In title II, relief from import injury, we think that expanding inter-
national trade will inevitably create some dislocations and disruptions
for individual manufacturing sectors, firms, and their employees. We
don't think that currently these problems are adequately handled by
the programs that are in effect. We support this particular amendmentapproach.

We think it should be carefully looked at toward the view of cost,
toward the view of making it more effective as an early-warning fact
rather than an after-the-fact unemployment compensation. NAM ap-
plauds the House rejection of a plan to impose Federal standards on
individual State unemployment compensation systems,

We recommend that this committee place full reliance on the State
systems, eliminating a separate benefit level for import-injured work-
ers and concentrating Federal efforts at developing an effective early-
warning system backed by an industrial self-help program and worker
re-employment aids.

We have completed a major study on this particular thing, Mr.
Chairman, and I would ask that the results and detailed recommenda-
tions of this NAM 8-month study be included in'the record.

Senator TAI MADOR. Without objection it is so ordered.'
Mr. KENNA. On title III, relief from unfair trade practices, we

strongly support the need for a tough, fair trade policy within the
guideposts of international treaty obligations. We think the provisions
of F.R. 10710 will add new "legislative teeth" to U.S. trade policy.

We, therefore, endorse the improvements offered within this title to
upgrade both the procedures and range of Government responses to
unfair foreign trade practices.

This would include the removal of distinctions between agricultural
and nonagricultural products which had restricted authorized re-
sponses to unfair practices involving industrial goods.

Second, the extension of retaliatory authority to cover foreign
export subsidies in third country markets.

Third, improved procedural timetables which provide greater assur-
ance of timely determinations.

Fourth, the right of domestic producers to seek judicial review of
negative countervailing duty determinations.

Fifth the intended definition of "commerce" in section 810(a) to
include k.S. service industries, many of which are important to effec-
tive industrial production.

A second area that we think is deserving of the committee's atten-
tion ib the more difficult problem posed by weighing possible effects of
domtntie retaliatory action on trade negotiation progress.

The currently proposed regulation says the Secretary of the Treas-
ury has 4 years to make decisions, if negotiations are pending, except
in cases with Government subsidies or Government corporations
Involved.

1 fep. 760.
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We think this should be tightened to the point that domestic in-
dustries not go through prolonged periods prior to some adjustments
being made. We have seen industries badly-hurt in this respect in the
past.

Senator TALMADGE. I am sorry. Your time has expired. All of your
remarks will appear in the record.

Mr. KENNA. Fine, sir.
I would like to say in summary we are generally supportive of

this legislation. We think it is needed. We think it is timely at this
time.

Senator TALMADGE. Thank you, sir.
You may proceed, Mr. Goldy.

STATEMENT OF DANIEL L, GOLDY

Mr. GoOLDY. Mr. Chairman, I am Daniel L. Goldy, president, Inter-
national Systems and Controls Corp., Houston, Tex.; chairman of
the international committee and a member of the board of directors of
the Chamber of Commerce of the United States, on whose behalf I am
appearing today.

The national chamber, representing over 46,000 firms, 2,600 local
and State chambers of commerce 1,100 trade associations, and 35
American chambers of commerce abroad, is testifying in general sup-
port of the Trade Reform Act, H.R. 10710, with 2.e exception of title
IV, with which we are in disagreement in its p resent form.

The Association of American Chambers of Commerce--Europe and
the Mediterraneans representing American business abroad in 11
countries-has requested to be associated with our statement.

Now to confine myself to the 10-minute rule, Mr. Chairman, I re-
quest that our full statement be incorporated in the record.

Senator TALMADGE. Without objection, it is so ordered.
Mr. GoLDY. The National Chamber has long supported the freest

movement of goods services, and capital across boundaries, national
and international. during much of the postwar era, it has been the
United States that has consistently led and encouraged a sometimes
reluctant developed world to move in the direction of the basically
open international trading system responsible for the unprecedented
prosperity of the past quarter century. Such a system has been, is, and
will continue to be in our national interest.

There are problems today, very serious problems, which require
immediate attention. But they are problems that result in some meas-
ure from the successess of our postwar policies and they can be resolved
effectively only within the traditional framework of international
negotiations and cooperation. Too much is at stake to being experi-
mentation with international anarchy in 1974.

At the conclusion of the Kennedy round of trade negotiations in
1967, U.S. exports totaled $31 billion and imports roughly $27 billion.
Today, as we consider the Trade Reform Act which would authorizeour participation in a new round of trade negotitins, our 1973
exports were nearly, $71 billion-an increase of 1810 percenL-and our
imports reach $69 billion-an increase of 155 percent.

Over the same period world trade has increased nearly threefold.
Clearly, this growth in U.S. trade and world trade is a reflection of
the growing interdependence of the economies of the world.
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Interdependence means that all nations are exporting more, import-
ing more, and thus prospering more. But prosperity in any one country
depends in large measure on what policies are followed in other
countries.

It is essential therefore that fair rules of the game be further negoti-
ated and maintained so that all nations can continue to sell abroad to
pay for what they must purchase in foreign markets.

While the policies followed in the movement toward an open global
trading system have been successful, that system, designed and nego-
tiated at the conclusion of World War it, requires further review
and modification to take into account the economic realities of 1974.

As the predominant economic and political power of the developed
world, the U.S. faces a very real choice. We can allow the western
economies to continue down the current path of nondecision; we can
lead the world back to the depression of the 1930's by retreat to
Fortress America and initiation of economic warfare; or we can take
an enlightened and expansive view of our national self-interest and
-lead the world to the negotiating table in a cooperative and multi-
lateral fashion.

Certainly, if negotiation can hold the promise of a modus vivendi
with our traditional enemies, it must hold even greater promise with
our allies and trading partners with whom, despite current problems,
we share a tremendous commonality of interest.

I would like now to turn to comment on specific sections. The
chamber supports basic authority for the President to enter into multi-
lateral trade agreements aimed at lowering existing tariff levels and
removing nontariff distortions to foreign trade. These are sections
101 and 102.

As tariff levels have fallen under the trade agreements program
initiated in 1934, nontariff barriers in many forms have come to play
an increasingly larger role in preventing American products from
entering foreign markets.

Diminishing NTB's in all segments of foreign commerce1 agricul-
tural and service as well as industrial, is a prime prerequisite to the
conclusion of a successful negotiation.

In regard to section 135, advice from the private sector, the chamber
notes with gratification on a consistent move toward development of a
meaningful Government-industry consultative system through pro-
posals reflected in H.R. 10710 and the statement of the special rep-
resentative for trade negotiations submitted for the record.

In addition, we have the following specific comments on this sub-
ject of great importance to the business community.

First, it is essential to an effective trade negotiation that there be a
two-way flow of information and advice between Government and in-
dustry on a timely and continuing basis. Moreover, this exchange must
be directly between the responsible negotiators and industry spokesmen.

We are concerned, based on our experience with previous trade
negotiations, that industry information and advice would not be sought
or heeded; in fact, it might even be cut off at lower levels of a depart-
ment or agency and never transmitted to the U.S. negotiators. We are
also concerned that the flow of information would be unilateral, indus-
try to Government, instead of bilateral.
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Second, we endorse the administration's recommended amendment
of section 135 (e) to exempt meetings of industry advisory committees
from section 11 of the Federal Advisory Committee Act.

Third, we endorse the administration s recommended amendment of
section 135 (c) to provide for a general policy advisory committee for
each of industry, labor, and agriculture.

Fourth, we urge an additional amendment to provide the special
representative and participating agencies with more staff assistance.

Fifth, we believe that specific provision must be made to assure that
small- and medium-sized businesses are able to make appropriate in-
puts into the liaison structure. We are concerned that as has been the
case in past negotiations, liaison efforts will be unduly tilted toward
the very largest of American business enterprises.

This would be a mistake. If the negotiating position of the United
States is to reflect fully the nature and strengths of our economy, the
negotiators must be cognizant of the role and receptive to the opinions
of small and medium as well as large firms.

Access to supplies of raw materials has arisen as a policy issue in
the past 6 months. The chamber supports revision of the bill to
mandate U.S. negotiators to deal with this problem in multilateral
negotiations and to grant the President certain powers for use against
unfair foreigni export restrictions.

We support the recommendations submitted by the administration
to deal with this problem, and the thrust of the amendments sub-
mitted by SenatorsMondale and Ribicoff.

Title II, sections 201-204, import relief. We support the proposals
embodied in H.R. 10710 to liberalize the "escape clause" criteria.

Under current law, petitioners for relief are required to prove to
the Tariff Commission that increased imports were the major cause
of injury and that such increased imports result, in major part, from
past tariff concessions.

The criteria proposed in H.R. 10710-that is, that imports need
be a substantial cause of injury-and severing the link to past tariff
concessions are changes which should insure fair and adequate con-
sideration of all petitions.

We oppose section 203(f) which would allow the President, as a
form of import relief, to suspend application of items 806.30 and 807.00
of the tariff schedules of the United States. That this should even be
included as a form of relief, much less treated as a duty increase and
therefore first in preference, indicates a profound misunderstanding
of the role and importance of these tariff schedule items. This is dealt
with-much more fully in the full text of our statement.

Trade adjustment assistance. One of the key issues underlying the
debates on the trade bill is the unemployment in the United States.
Review of the basic figures indicates employment and unemploymIent
-do not rise or fall based on trade surpluses or deficits. That is, during a
period of trade deficits there is frequently an employment increase
and unemployment decrease. During a trade surplus we have some-
times had a reduction in employment and an increase in
unemployment.

That is because the basic levels of employment and unemploy-
ment are essentially related to domestic economic policies pursued by

30-229-74-pt. 3-2



720

the administration and not the issue of trade. This doesn't mean have
aren't trade-related impacts. There are and that is why we believe
the trade adjustment assistance provisions should be strengthened
materially to deal with such impacts.

We want to comment specifically on the adjustment in terms of
firms. We urge the committee to continue as under present law tax
assistance in the form of extended loss carrybacks, a form of assistance
that is not included in H.R. 10710. Our experience with firms having
gone through adjustment assistance shows that these tax privileges
were of great benefit in promoting viable adjustment.

We also feel there should be adjustment assistance for communities
not now provided in the bill.

.-inally, I have not had a chance to review here the issue of title IV
trade relations with countries not enjoying nondiscriminatory tariff
treatment.

In essence, our position is we support the recommendation for com-
romise in this program recommended by Secretary Kissinger when

he was before this committee. That is essentially our position.
I think I had better conclude and hope I get an opportunity in ques-

tions to answer questions in connection with the generalized system
of preferences, which we support.

Senator TALMADOE. Thank you, Mr. Goldy.

STATF MENT OF IAN K. MacGREGOR

Mr. 1MkAcGnrFOIt. Thank you for the opportunity to appear here to-
day, Mr. Chairman.

I am Ian K. MacGregor, and I am chairman and chief executive
officer of American Metal Climax, Inc. Today I am pleased to be here
in my capacity as chairman of the U.S. Council of the International
Chamber of Commerce.

The U.S. council is the American branch of the International
Chamber of Commerce, an organization which for more than 50 years
has advocated the expansion of international trade and investment.

I have here copies of prepared testimony and a summary which I
respectfully request be included in the record of today's hearings.

Senator TALMADGE. Without objection, the full text will be inserted
in the record.

Mr. MACGREGOR. In the council's view, the need for a trade bill is
just as pressing now as when it was under discussion in the House last
year. Much has happened on the international economic scene since
then. The trend to national go-it-alone policies seems to be
increasing.

Cohesion among the industrialized countries which has existed since
World War II is weakening in an alarming way. I testify today to ex-
press the U.S. council's urgent and strong support for passage of the
Trade Reform Act.

The sharp increase in the price of oil and other imported materials
tempts countries to seek to protect their balances of payments by im-
posing import controls and/or by artificially stimulating exports,
leading toretaliation by other countries, and a general worsening of

trade relationships.
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The implications of bilateral deals between certain consuming and
producing countries are alarming. We see preferential bilateral trad-
ing arrangements which limit the access of third countries to impor-
tant markets for their exports and sources of essential raw materials.

The President must be armed with negotiating authority in the
trade field, which he now lacks, if he is to be in a position to exert the
full influence of the United States against these dangerous trends.

The emerging situation has dangers, but it brings challenging
opportunities. We have the chance to turn the present crisis into con-
structive channels; to stimulate multilateral cooperation; to achieve
economies in the use of limited supplies; to learn how to achieve their
better distribution in a manner that meets the needs of consumer and
producer; to insure that market forces basically determine the most
economic use of available resources.

The most positive step which the Government of the United States,
and you gentlemen in the Senate, can take to help realize these con-
structive alternatives is early passage of the Trade Reform Act in
substantially the form in which it came to you from the House of
Representatives late last year.

Passage of the Trade Reform Act underscores the continued com-
mitment of the United States to the objectives agreed upon in Tokyo
last September.

It will clear the way for General Agreements on Tariff and Trade
negotiations which are now stalled awaiting congressional passage of
this bill.

When the Trade Reform Act was first under discussion in the Com-
mittee on Ways and Means of the House 1 year ago, the United
States was deemed to be in a relatively weak international financial
position.

We were then running a serious trade deficit. Our balance of pay-
ments was at record levels. The dollar was under attack. There was
much talk of an unacceptable dollar overhang. In this context, the
Trade Reform Act was regarded largely as a means of regaining
some of our earlier international trading strength.

Today the position is markedly different. The trade balance has
improved and the dollar has strengthened.

This presents a unique opportunity to assume all over again our
leadership in working toward greater international economic order.
To seize this opportunity, the President must be armed with the
authorities in the Trade Reform Act.

The United States cannot expect to gain tariff concessions from
other countries without granting some in return. Since the Trade
Expansion Act expired, there is no mechanism for the United States
to negotiate with its trading partners to assure that the effort toward
trade liberalization is continued.

The President similarly needs authority to negotiate in the area
of nontariff barriers to trade. This has been an intractable problem
for a number of years.

Some headway is now being made within the General Agreements
on Tariff and Trade to sort out those nontariff barriers which are
most troublesome and to define possible approaches to minimizing
their effect on international trade.
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While the sector-by-sector approach to reciprocity, embodied in the
present version of the Trade Reform Act, may appear to some to be
equitable, experience indicates that wider flexibility is necessary for
a broadly successful outcome.

Since the inauguration of the trade agreements program, the United
States has conducted trade negotiations on the basis of overall reci-
procity, allowing concessions in one product sector to be compensated
y concessions in another provided that an overall balance of advan-

tage is secured in the total trade package. This flexibility is especially
necessary in dealing with nontariff barriers.

The Council believes that the President needs the new authorities
vith respect to safeguard mechanisms, balance of payments, and escape

clause provisions that are embodied in the Trade Reform Act.
Such measures are essential to give the President the authority to

take remedial actions if U.S. business is discriminated against in other
countries.

The inclusion of export controls is a new element in a trade bill.
Historically, trade negotiations have concerned themselves with

import restrictions as a major limitation to the international move-
good in short supply, have vecome of increasing concern.
goods in short supply, have become of increasing concern.

The Council believes that restraint on export controls is as important
as restraint on import controls in an interdependent world, and that
the United States should seek agreement with its trading partners
on a framework of cooperation in cases of worldwide shortages.

When appearing before the Ways and Means Committee last May,
the U.S. Council urged that most-favored-nation treatment be granted
on a bilateral basis to those nonmarket economies not now eligible for
it, a position we have held for many years.

We continue to feel that on economic grounds it is in the interest
of the United States to bring the Communist countries into the trade
and monetary. system of the Western industrialized countries.

This is an issue fundamentally economic in nature rather than a
political one.

Title IV of the House version of the Trade Reform Act reflects the
introduction of political issues into trade legislation. We believe that
the trade provisions of a bill, so important to so many U.S. objectives,
should not be jeopardized by this political issue.

The U.S. Council also believes that the Trade Reform Act should
not be burdened with provisions relating to taxes on foreign source
income which should be treated independently of trade legislation.

Most major foreign competitors of American companies already
operate under more liberal tax regulations than we do with respect to
foreign-source income. The national interest is not served when the
United States unilaterally imposes further tax handicaps on American
business in the competitive world economy.

Nor is American policy consistent if it seeks fairness and equity in
international trade and monetary matters but fails to provide its own
nationals with such fairness in matters of taxation.

The Council respectfully submits that it is a matter of highest pri-
ority that the President be iven the authority to enable the General
Agreements on Tariff and Trade negotiations begun in Tokyo to pro-
ceed.
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To accomplislthis the Trade Reform Act should be enacted without
delay. In the rapidly changing economic conditions of today, thePresident must have the authority and the flexibility to meet the chal-
lenge of negotiating a sounder trade basis for the United States and
its trading partners.

Thank you.
Senator TALMADGE. Thank you Mr. MacGregor.
I have only one qustion that i would like to submit to all three of

you gentlemen. If you will respond, please, in the order that you testi-
fied and limit your response to about 3 minutes so that each will
have an opportunity to respond in the time allotted, I would appreciate
it.

In your statements, all of you strongly support providing the Presi-
dent with the authority to negotiate trade agreements aimed at re-
ducing tariff and nontariff barriers, both here and abroad. -

Now, no country will enter into negotiations unless it feels it would
improve its position. Page 7 of this document that the staff has pre-
pared, "U.S. Trade and Balance of Payments," indicates that the
"United States has underestimated the real deficit in trade and manu-
factured items.

In 1973, West Germany had a surplus of $26,400 million and Japan
had a surplus of $22 billion, in spite of the shifting values of the dol-
lar and the Deutsche mark. How do you explain the U.S deficit and
the German and Japan surpluses, and how will trade negotiations re-
verse this trend?

Mr. KENNA. I think, Senator, that we have seen a reversal in trade
balances since we had the two devaluations. It has swung over really
to the U.S. plus column.

Senator TALMADGE. I am talking about manufactured items now,
Mr. Kenna. That is where the jobs are as you know.

Last year we had a deficit of $800 million'in that area.
Mr. KENNA. Yes. I think those figures are correct. I think we are

looking for mechanisms in negotiations addressing these imbalances.
I find, as we had discussions particularly with the European com-

munity, that they are willing to negotiate, albeit they certainly are
making things favorable to their own country.

I would like to emphasize, I think the entire international economic
picture has changed radically with the new pricing of energy. We
are going to see a (ramatic shift of deficit balances. The European
countries will be affected. I think the countries, particularly Japan
and Germany, will. be going into major deficit balances because of
this new energy price.

For that 'reason, and for a number of other reasons, we find they are
receptive to negotiations, that they ure receptive to discussions about
elimination of certain nentariff barriers. We feel the NTB's problem
is really one of the major problems facing the negotiations. And
particularly on the part of the manufacturing community, we feel
that the NTB problem is the kind of thing that must be corrected
if we are to change this imbalance we havelhad.

So we are giving a great deal of attention to it. As I said earlier, we
have some 30 national trade organizations making studies of the prob-
lem. We are working closely with Mr. Eberle to give them this infor-
mation on a country-by-country and industry-by-industry basis.
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We are encouraged by what we see, even though we recognize that
each country, of course, has its own self-interest in mind. We do think
it is possible at this juncture in time to make substantial progress in
addressing these trade imbalances.

Mr. GoLDY. Mr. Chairman, I would like to address myself as spe-
cifically as possible to the question you raise, which is a very interesting
one.

It relates only to the manufacturing segment, and it does not relate
to services, agricultural items, and other areas where we have done
better.

Now you mention two countries, West Germany and Japan, specifi-
cally. Japan, as I think all the members of this committee know, 'has
been a special case. They have had a special system, unlike anybody
else's, which has conferred on them a major advantage in obtaining
market positions abroad in exports.

That system, incidentally, can be coped 'with better with the author-
ity that is given to the President by the bill that is before the committee
in terms of" dealing with the indirect export subsidies that the Japanese
have used. That is one of the reasons why this bill is very important.

It is also important to improve the rules of the game, to strengthen
the GATT rules and the GATT mechanisms so that export subsidies
can be dealt with. That acts in part with what Japan has done.

Japan went from a $4.2 'billion surplus to a $1.8 or $1.9 billion trade
surplus in 1973. That is in large measure the result of the pressures
that were on, Japan to curtail their trade surplus with the United
States, but also in part due to the devaluations that went into effect.

But I can see that in effect there are systems operating abroad that
need to be dealt with, and that is what, in effect, the thrust of the bill
is designed to do.

Now, West Germany is a somewhat different situation. I think if you
talk to any of the businessmen or manufacturers ir: West Germany,
you will find they are not very optimistic about maintaining their
situation.

, As a matter of fact, their labor costs are escalating very rapidly
under what they call codetermination or the business of putting the
union representatives on the board of directors.

Many of them are seeking opportunities to go abroad, or even op-
portunties in the United States. The basic point is we need better
international rules to cope with the kind of problem you are talking
about, the kind of problems the United States has faced.

We need those rules because the United States is going to have to
obtain and maintain more market positions abroad to earn what it
needs to pay for the imports it needs. We have to do it, in a word, with
some better rules. That is the basic thrust of this negotiation; to set
up the rules so, in effect, the United States could pursue its interest in
thalt context.

Mr. MAoGroon. Mr. Chairman, I believe there are three important
points that you should observe in connection with these figures.

First of all, there is lag. By lag I mean it was only for part of 1973
that the full impact of our last and important devaluation took place.
Therefore, international markets do not turn around just at the drop
of a hat. These are huge, dynamic motions with long leadtime from,
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the basic concept all the way through to where it reaches its end
market.

We have a great deal of momentum in the manufactured products
input into this country from abroad, which stems from the long years
when the United States represented a market with overpriced U&ollars
buying products from all ovev the world at bargain prices.

As you know, every kid in the country has about 14 tape recorders
and all sorts of other things which were totally underpriced.

The second point is products. The United States has enjoyed the
luxury for many, many years of not being concerned about exports.
Our manufactured products are directed at our own huge internal
market. We haven't geared our products to the external w6rld.

This is a process which is now taking place. As a matter of fact,
we have left, if you will, shelf goods. Those that want to take our
Mustangs, our DC-10's, or 747's can get them.

We don't design them for these markets. We design them for our
own internal use. Now that we have an advantage of a currency which
makes us a reasonably equal trading partner in the world, we will
start, I am sure, in the manufacturing community to design for the
world market.

The third thing, of course, is demand. Where in the name of good-
ness could you get anything to export. We don't even get manufac-
tured goods to take care of the internal demand. That's one of the
reasons for the immense inflation.

We have been stimulating the economy with vast inputs of money.
There are no credit controls and, as a result, who is there in the manu-
facturing segment who was concerned about exports. We couldn't take
care of our internal demand.

Thank you.
Senator TALmADGO. Mr. MacGregor, our first devaluation was in

August 1971. How long do you think that lag would take?
Mr. MAcGrmmoR. I think the first devaluation, obviously wasn't

effective otherwise something would have happened earlier.
This led to the second devaluation. Clearly the balance had not

been achieved. A second and very substantial devaluation became
necessary.

Senator TALMADOE. My time has expired.
Mr. RibicoffI
Senator RimcOFF. Thank you, Mr. Chairman.
I would like to follow up on Senator Talmadge's question because

I think he has placed his fingr on a key point.
Senator TALMADOE. Would you yield T
Senator Rmico . Yes, sir.
Senator TALxAD0a. I was about to point out Japan's trade balance

increased by 10 percent from 1972 to 1973 while Germany's increased
by 40 percent, even with the approaches at the end and the deutsche
mark and the devaluation of the dollar.

Senator RinicoF. I think what bothers Senator Talmadge is what
basically bothers me, too.

We are talking about our concern over labor-intensive industries and
consequent unemployment. When you look at the actions of the Euro-
pean community and Japan during this oil crisis, and you see the
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changes in trade patterns that will come into being because of a huge
amount of money that the European community and Japan will need
to pay for oil, won't the European community and Japan, have to
start flooding the American market with their exports in order to get
the currency to pay for oil ?

Mr. GoLDY. I would like to respond to the Senator by saying that
that is certainly the danger, not only from Germany and Japan, but
the forecast is that with the increased price of oil, all of the developed
countries in the world will go simultaneously into trade deficits this
year, with the exception of Canada. That is the forecast.

This underscores the absolute urgency and why the trade bill is more
relevant now than when it was proposed.

I think what these countries will try to do is overcome their trade
deficits with more exports. We need better rules to strengthen the
GATT. We need to have some concept of what a decent system of
multilateral safeguards is about so that in effect we can avoid that
kind of economic warfare waged in order to overcome the problems
of trade deficits.

Senator Rmnicop. What gives you confidence that the European
countries and Japan will play more by the rules of the game?

When the oil crisis first developed, the greatest shock to me was
the division in the European community, such as the willingness of
France, to throw the Netherlands overboard. There was a failure to
get together on a common policy.

So when the going got tough which the oil crisis proved, you found
every European country and Japan looking out for themselves.

What makes you think the European community and Japan will go
by the rules of the game?

Mr. GOLDY. I would like to make three points in answer to that. No. 1,
it is far better, it seems to me, to get on with the negotiations in which
this issue is focused on so that we try to get better rules of the game
than in effect, leave it to anarchy and let everybody go in their own
direction.

No. 2, the business community itself has been engaged in discussions.
We have had some tripartite meetings, the most recent being 4 or 5
weeks ago in Puerto Rico, with representatives of Japan, Germany
and the United States communities.

In those discussions, it is clear that the businessmen of those coun-
tries clearly recognize the dangers if rules of the game are not adopted
and followed by their governments. So we have had real indications
that the businessmen understand the necessity for this, even if the
governments haven't always followed it.

The third point is that there clearly is recognition in the govern-
ments of the disaster that would befall everybody if they pursue wild,
extreme policies to overcome the deficits that are a result of the higher
oil policies.

In the end, it would be self-destructive, and my feeling is there is
no alternative but to make the most constructive approach policy.
That is what the negotiation is about. The negotiation can't go forward
until the United States is authorized to carry that out.

Senator Rmicor. During the course of your testimony you talked
about the history of trade. if you look at the recent pattern of trade,
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exports and imports, there is a shift to service-oriented employment.
But basically, the exports of this country still depend on manufacturedgoods.
bThe figures Senator Talmadge showed you indicate a fantastic gap
between ourselves, Germany and Japan in the export of labor-inten-
sive goods. This is what causes reverberations in our own communities.

I am concerned with what happens in Waterbury, Conn., just as
Senator Talmadge is concerned with what happens in Atlanta.

When it comes to textiles, typewriters, and ball bearings, this is
where the problems come in. What do we do for example when Litton
Industries takes Royal Typewriter out of Hartford and sends it to
Hull, England, and 1,600 people lose their jobs?

Fifty-five percent of the cost of manufacturing a typewriter is
direct labor so you can see the problem.

But other multinationals or conglomerates failed to move other lines
of production to Hartford that could maintain employment at the
$3.60 an hour wage. Where was the responsibility of the American
manufacturers?

Against that situation you have IBM. If they ever find the neces-
sity to move a plant they make a job available for everyone from the
man who sweeps a foor to the highest position in their organization.

So you have these difficult problems we have to face in our own
States and communities. We are just not going to abdicate our re-
sponsibility to our own home States. a

Mr. GounY. Senator, I would like to again answer in several ways.
One, the devaluation that occurred has led a considerable shift in pro-
duction of certain capital goods, manufactured items, for the world
from sources abroad to sources in the United States.

I know this from my own company. I know it from other companies.
It has made U.S. goods more competitive. As a mat-ter of fact, it has
been a factor in increasing exports. I think this is what Mr. MacGre-
gor is referring to when he says a lag.

But the point you are making about items going out and items com-
ing in, there has been such an increase recent in foreign investment
in the United States in the location of supply by foreign multina-
tional corporations that it has actually led to hearings and bills in the
Congress as to whether or not restrictions ought to be placed on for-
eign investors to come here.

This is also a reflection of the shift that has occurred. It has been
going both ways. It is true that individual communities, individual
plants, specific numbers of workers, can be adversely affected by trade-
impacted flows.

My point, the basic point I wanted to make was that those impacts
are exacerbated during periods of generally high unemployment in
the United States when adjustments can't be made and those high
levels of unemployment, or low levels, if you look at history, appear
to be essentially related to the economic policies in the Unted States
rather than the trade situation.

In other words, the context in which these impacts occur seem to
be related to the basic economic policy of the United States that the
executive branch controls. But it is exacerbated by trade-generated
dislocations when they occur.
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Senator RIBiCOFF. That is going to continue now. The financial pagestoday indicate the dollar has taken a precipitous drop. I think you will
find that France, Germany, and Japan will start devaulating their cur-
rency to become more competitive. This is the reality we are going to
have to deal with.

Do you want to comment on that? It isn't going to stay this way.
You can rest assured that West Germany, Japan, and France are going
to be looking out for themselves.

They are going to adopt trade policies that are going to protect their
own industries. Now how do we take care of America in times such as
these?

Mr. MACGREOOR. Mr. Chairman, I would like to respond briefly to
the Senator's remarks.

I think where you have cited instant cases where you have very dis-
turbing happenings which, obviously, will affect the labor situation
and be disruptive to the economy of the community, I think that my
colleague here put his finger on the question.

The question is whether we are going to work on a system of world
trade anarchy or whether we are going to establish some attempt at
rules. The fact there will be a push on nations to increase their ex-
ports to pay for the inputs of energy does put the United States in a
rather interesting situation.

This has in the past and will in the future represent a very interest-
ing and intriguing market. These figures show it. This puts us surely
in the situation, and I think the trade bill gives the President the power
to do some trading as to what access there will be to our markets and
that we should seek a larger part in the world that we can divide rather
than everyone trying to steal a piece of the other man's cake. I think
this is the philosophy we believe we should go after.

If we do proceed on something other than the anarchy, and working
from the relatively strong position the United States now holds as a
perspective market for people. I believe we are in a position to produce
a lot better rules than we have in the past.

We were supine in the past with the totally over-valued currency
and today, with floating rates, there will be not too many countries
where countries can long sustain artificially depressed currency value
nor artificially high currency value.

This is one of the blessings of the new systems we have thrust upon
ourselves. It does tend to equalize the impact of the internal fiscal
policies upon the world competitiveness of the country.

What we are seeking to do is toprevent the direction of barriers to
circumvent the true market forces by governments other than our own.
I think the United States is in a, stronger position to do this today than
at any time in the recent 10 years.

I think with the powers in this proposed act our negotiators should
be able to produce some order out of t%is chaos you feel is upon us.

Senator TALMArDE. Senator Bennett I
Senator BENrNE. Thank you, Mr. Chairman.
I think we have discussed this phase of it enough for the time being.

I would like to move on to another.
Mr. Kenna, you said you were in favor of a joint congre sional body.

Can you give us some more details because we in the Finance Com-
mittee are interested in any change that might affect our relationship
with the problem.
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Mr. KENNA. I think, Senator Bennett, our suggestion there has to
do with the nontariff barrier area. We see this as an area that is going
to require a great deal of attention. There will be different sorts of
agreements reached.

We seek the best kind of quick supporting service that can be given
to the Congress as different agreements are reached, that this cou d be
very helpful The area of nontariff barriers is enormously complex.
It covers a very broad range of business and economic considerations.

We have felt that rapid joint consideration of these sorts of things
could be useful. That was the context in which we made that sugges-
tion.

Senator BENNETT. Were you thinking of setting up a new set of
committees in the Congress? If not, which committees would you join?

Mr. KENNA. I don't think we are really proposing to the Congress
how you should organize committees. But we do think joint considera-
tion of the NTB problem could be useful and particularly in the time
constraint written in the bill on NTB agreements.

Senator BFNNTT. We would have to put specific in here as to which
committees of the Congress would be involved. You are probably
aware that on the House side Congressman Bolling is proposing to take
everything away from the Ways and Means Committee except the im-
position of the tariffs, which would badly alter the control of our
operation.

Mr. KENNA. We doaov~ r the proposition Mr. Bolling has made.
I think as we look at specifics we would be happy to study this and
make a suggestion to you as far as committee structure. But we are
not preparedto do that at this time. .

Senator BENNET. We would appreciate it because this is a new pro-
posal. It isn't in the bill. If you are in favor of it, maybe you shouldsuggest the form.Are you talking about joint staff ? Are you talking about a new com-

mittee structure ? What kind of relationship are you actually suggest-
in ?tr. KENNA. I think we would be suggesting new joint committee

structure with proper staff support to consider this broad range of
problems that do occur in the NTB area.

Senator BENN.TT. You have to decide which committees would be
joined or else suggest new committees.

Mr. KENNA. Right.
Senator BeNNeT. The other thing that intrigued me was the use of

the phrase "early warning system" with respect to a proposal to help
mitigate the effects of the system on particular companies and com-
munities.

I went back and hurriedly reread the actual text of your testimony.
I can't quite understand that. As I read that, do you mean that the
Government should get at the damage sooner than it is getting at it?

Early warning system gives the idea you are going to foresee the
problem and ask us to do something before the damage actually
occurs. Can you clarify that I

Mr. KENNA. Yes, sir. I think the thing we are advocating is an
early warning system. We believe there are statistics available through
the Commerce department and other agencies. We think it is pos.
sible to see things that would impact an industry at a reasonably
early point. That is the time for action to be taken and funds to be
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applied for retraining, for other ordinary remedial measures, rather
than having trade adjustment assistance just becoming another un-
employment compensation package that occurs a couple year after
the fact.

Our interest is job retraining and re-establishing of industries and
applying money early to make that industry more productive. We do
think it is possible, 'with present computerized techniques, to predict
at an earlier stage and move in than rather after the fact.

Senator BEN.Nzr. That is good generality. Now down to the
specifics.

I am the head of a company whose product is being affected by
the program. Are you going to say, 2 years from now you are going
to be broke so we are going to move in and retrain your help and we
are going to give you financial assistance, when I may decide that,
in view of the situation, I can make a deeper penetration of the
market and I can protect my people by internal management policies ,

How can you forecast the reaction of management to thr.t situation
with sufficient ability to make sure that you do not, in effect, in some
cases hasten something that might be avoided?

Mr. KENA. I think the last thing we would want to do is attempt
to second-guess or forecast management in what it might do in re-
sponse to a problem.

Rather, I think we are saying, if there is an industry and if it is
provable--and we think it is-that this particular industry is being
drastically affected and that particular company is being drastically
affected, that is the time to apply funds for training, that is the
time to apply funds for any sort of remedial work, rather than wait-
ing until the industry is out of business and making another form of
unemployment compensation.

Rather, we think unemployment compensation should be the same,
whether it comes from import impact or some other reason.

Senator BENNjTr. Let me try it again.
There is a company and its volume is being reduced and the manage-

ment says we are losing our volume because of impact competition.
Therefore, here are 20 employees we would like you to retrain, or here
are 50 employees. Is that the way you are going to do it?

Mr. KENNA. I think a determination would have to be made basically
on an industry basis first, that an industry is being materially and
drastically affected. After making that determination, we would then
make a company-by-company determination in the event a particular
company were having problems. We just don't believe that the current
system, which has become an after-the-fact compensation, is the way
to handle trade adjustment systems.

Senator BElNETr. I am still puzzled as to how you can develop a
specific program to apply specific benefits to individual companies in
an industry on the basis of an overall projection of the effect on that
industry of foreign competition when, in fact, management may have
its own solution, may be able to take care of itself, and suddenly finds
itself qualified, authorized, to receive benefits that either it doesn't
want or which, if it accepts them, gives it competitive advantage over
other parts of the industry.



731

I can't see how you can move before the fact to set up a system of
Government, support a Government intervention, when in fact, in some
companies, there will be no justification.

ir. KENNA. I think what we are advocating is not a move before the
fact but to take a specific instance-if we have an industry like the
footwear industry that has been damaged considerably with imports,
I think back at a much earlier time that could have been determined.,
We did not take remedial measures; our Government did not.

I think there are many companies that have gone out of business
where it would have been possible to take action earlier to provide
remedial assistance.

The last thing we would want is to discourage businessmen from
reaching solutions on their own. We certainly recognize the temptation
that you have put forth that could exist in that case.

But I think our position is that we would rather see funds applied
that would attempt to do things of a remedial measure, to retrain
people back into the trade market rather than into the unemployment
situation.

Senator BE.NNin-r. I guess what you and I can't agree on is the point
in time at which it is possible to say, from here on out, this industry
is doomed, and we have to start doing this.

Mr. KwNXA. That is a difficult thing to do. But I think even with
that difficulty, it represents a better approach than waiting until after
the fact and then coming in with more competition.

Senator TALMADGE. Senator Byrd?
Senator BYRD. Thank you, Mr. Chairman.
May I ask the witnesses this: Which one or two aspects of this bill

do you regard as the most important and, second, which aspect do
you regard as being the most undesirable, if there is an undesirable
portion?

Mr. GoDY. Senator Byrd, I think that the bill has to be taken
together, by and large. That is, all of the negotiating authorities, all
of the import relief authorities are designed in essence to authorize
the United States to proceed in a multilateral context to negotiate
with the other countries toward a new set of rules.

The line of questioning Senator Ribicoff was pursuing indicates
what some of the major perils are now. Those perils are increasing.
The extraordinary events of 1973 in the trade area which are con-
tinuing in 1974 underscore the urgency of establishing better rules
of the game, so that countries can export with greater security with
respect to access to markets and import with greater security with
respect to access to supplies. You have to take a. look at the bill as a
whole. There are certain provisions of the bill that can be looked at
somewhat separately. Title IV deals with extending most-favored-
nation treatment, which should be more properly labekd non-discrim-
inatory tariff treatment.

That might be treated separately because it deals with a group of
countries which do not have nondiscriminatory treatment today.

The rest of the bill, however, has to be looked at as an integrated
approach to essentially setting and providing authorization to go in
and negotiate for a better system in a more interdependent, complex
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world, and also to protect the United States better in that new inter-
dependent system.

I think you have to look at it as a whole and you have to support
or not support itas a whole.

Mr. MACGREGOR. Mr. Chairman, I would like to make these com-
ments in response to Senator Byrd's question. Titles I and II pro-
vide the President with something I referred to earlier really a great
deal of negotiating power at a very opportune time because of the
world's need for reallocation of markets.

For the first time, I think we have set up, or proposed to set up,
the President with a combination of power to make concessions and,
on the countervailing side, the idea of retaliatory actions. In other
words, this puts teeth in our ability to tackle such things as nontariff
barriers, which has been a very intractable problem. We haven't had
the chance to really get our hands on it until now.

I think these two titles give the President the unique opportunity
to force as much equality in the trading arrangements as possible.
Looking at it from the other side, to detract from the effectiveness of
the bill is the introduction of tax concepts which weaken our, total
industry activities. Today, you cannot slice away all of the things
that happen outside of the United States from those that happen
inside the United States.

If we are to participate in global markets we have to be able to do
things both inside and outside the United States. They complement
each other in a most remarkable way today.

Lastly, I think the bill's forceful effect in quite seriously impaired
by dragging in the political aspects. I think it is going to6be difficult
enough to keep everyone's eye on the ball of the sheer economic rela-
tionshi without dabbling in politics on the side. I think this weakens
the U.S. position.

Mr. GoLDY. Senator Byrd, I want to be sure that my remarks could
not be construed as suggesting that we think that title IV is less im-
portant than other parts of the bill. We feel very strongly that it is
important to build bridges of trade if we can with nonmarket econ-
omies of the world.

We hope that that can be done in a context which encourages those
countries to, in effect, provide more humane treatment for their peo-
ple, and that we do it in such a way there is continued incentive in
front of them.

We hope that legislative language can be developed so that we can
go forward with constructive, normalized, mutually beneficial trade
and at the same time encourage the recent movements in'the direction
of more humane treatment of teir people.

We feel that that is a very important objective.
Senator ByPm. In that connection, may I ask this: One important

witness 2 weeks ago testified that he would be inclined to recommend
that the Preident veto this legislation if title IV remains in the bill as
it is now. Could I ask the three of you what your view is in regard to
thatI

Mr.KENNA. I think that we would prefer to see separate considera-
tion given to this title prior to that. But I think it would be our rec-
ommendation that such a veto be made in light of the negotiations that
took place, in light of the commitment that the President had made
previously.
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Mr. GOLDY. Our view is a little different. We would hope and trust
that there will be legislative compromise, that that issue will not have
to arise.

We think it would be unfortunate indeed if the issue as posed by the
House bill is also posed by the final bill as it passes the Senate and goes
through-the-conference committee.

However, if the bill, as it emerges, contains the provisions that are
now in title IV-and the bill is otherwise satisfactory-authorizing
the United States to go forward in trade negotiations, then it would
be the view of the chamber of commerce that the bill not be vetoed
but that the trade negotiations go ahead and the issue involved in title
IV be taken up in separate legislation in the Congress, with the hope
that the present provisions of title IV could be modified so that
trade on a normalized basis could go forward with the nonmarket
economies.

Mr. MACGREGOn. Senator Byrd, I think I would like to expand on
that with some history. As far back as 1934, this was one of the func-
tions of the- Ex-Im Bank, to help stimulate ti'ade with these countries.

Our position, of course, changed with the Korean War, I believe. I
don't know how long it takes to get over wars in this country.

Senator BYRD. The Vietnamese War was also involved. that was
only.settled 14 months ago.

Mr. MACGREGOR. I was thinking about the Civil War which took 100
years, or whatever.

I do believe we are maybe reaching the point to cause us to change
our direction back to something that we apparently thought highly
of 40 years ago.

On the other hand, the Council's specific position is that rather than
see this bill fail, to provide us with at least some outward-looking at-
tempt' to work-7ith thirest of the world, we prefer to see title IV elim-
inated fI-m-the bill.

Senator BYRD. But if it is not eliminated, what would be your view
on the bill?

Mr. MkCG FuoR; think we would like to see the bill go forward.
Senator BYRD. So you have the same view as the chamber of

commerce?
Mr. MACGREGOR. Yes. Generally, we do need the bill more than any-

thing else.
Senator BYRD. NAM would prefer a veto if it is left as it is?
Mr. KPNNA. With proviso, we would like to see new legislation

which would in turn address this problem and attempt to have the
trade bill along with title IV.

We certainly feel that the trade legislation is very badly needed.
Mr. GOLDY. One last comment. There is a whole group of nonmarket

economies in Eastern Euiope.
I would hope that the Senate committee in its wisdom, if there is any

tendency to go along with the provision that is in the bill now that the
House has provided you with, would give very careful consideration
to making-erceptions for countries like Romania and others where
those poblems don't arise.

We believe in view of all the events that have occurred on the eco-
nomic and political front it is most important to proceed to normalize
economic and trade relations as soon as possible.

Senator BmRD. Thank you very much.
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Senator TALMADGE. Senator Fannin?
Senator FANNIN. I will just continue for a short time on what the

results might be as far as title IV is concerned.
I understand that our trade balance with major nonmarket coun-

tries for 1973 was strongly in our favor. I don't know exactly how
much was involved.

Do you have any projection for trade with Eastern Europe and
Russia assuming no restrictions in our trade laws? In other words,
what are we actually talking about? What is the potential ? Do you
have any ideas in that regard ?

Mr. GoLDY. We know, Senator Fannin, that the trade in our favor
with the nonmarket economies in 1973 was $2 billion. In terms of
projection, I guess you can get quite a variety of projections.

It may be fruitless to suggest this, but I will offer it in answer, that
trade increased faster with the extension of credit, even without MFN,
than anybody reasonably anticipated it would.

There is no reason to believe that trade -won't continue to increase at
a very rapid rate. In this context I want to say that on behalf of the
U.S. Chamber of Commerce I traveled last year to the U.S.S.R., to
Poland, Romania, and Bulgaria.

With respect to Poland, Romania, and Bulgaria, we have been set-
ting up councils between the U.S. Chamber of Commerce and the
chambers of commerce of those countries to increase the interface with
the business organizations of those countries.

The work of those councils, I think, would do much to assure a rapid
increase in trade, and I think trade in our favor, if in effect we nor-
malize those trade relationships with those countries.

Senator FANNIN. The reason I am pushing this question is naturally,
we should know what we are talking about; -what are the consequences
of this particular decision that will be made.

We know that in many countries of the world there is limited popu-
lation. We might talk about Saudi Arabia. There are 6 million people.
With all the people they have, we actually have limited extension of
trade.

With the countries we are talking about, Eastern Europe and Russia
we have a vast population. At the present time there is what we would
call a limited per capita consumption as compared to the United
States.

What I was hoping you might have is a projection as to just what
is the potential and what could we expect naturally from a competitive
standpoint to achieve if we have no restrictions in our trade bill in this
respect.

Mr. KE1NNA. I would like to make a comment on that. If we look
strictly at trade with the Soviet Union, in the past 8 years we have
come from roughly $160 million to $500 million to $1.2 billion.

In 1973 our imports were around $200 million. We have had a
$1 billion trade surplus.

We would see, if those restrictions are removed, probably a doubling
in the trade again probably in the next year to 18 months.

We would not see a proportionate increase from imports from the
Soviet Union. In other words we think we would continue to see ex-
ports outstripping imports. *e would continue, certainly, over the
near term with a favorable trade balance.



735

I think long term there is, of course, strong interest on the part of
the Soviet Union of achieving a balance of trade and attempting,
finally, to sell things into these markets other than natural resource
type products.

We think, for many years, we would have a very, very substantial
trade balance.

Senator FANNIN. I am concerned about labor-oriented products and
their potential. lWe know from the agricultural problem that at cer-
tain times we will have certain markets. I am talking about potential
on manufactured goods.

Mr. MACGREGOR. I do believe that with the rather large GNP devel-
oped by Russia and its extraordinary unbalanced economy in which
the consumer has little or nothing in terms of what we regard as
normalcy in our world, Russia represents a unique opportunity for
the marketing of manufactured products particularly.

In the first instance I am sure Russia would move in the direction
of machinery, which is, of course, our most labor-intensive manufac-
turing industry. One can perceive rates of expansion of trade, pro-
vided that the mechanism exists of something like 20f percent per
annum.

I think the figures show a higher rate, assuming that in the takeoff
from zero to $2 billion we have had an enormous increase per annum.
I hazard a guess that trade with Russia in manufactured goods could
increase at something like 20 percent per annum minimum, provided
there is a mechanism for doing it on the basis of credits and reasonable
trade arrangements.

On the other side of thecoin, there are great opportunities to help
supply the United States with essential raw materials, which we are
increasingly finding difficult to get around the world.

Senator FANNIN. I was over there less than a year ago. My observa-
tions would verify what you said.

This Nation will be looking for means with which to pay for our
energy imports. If we are successful in responsible trade, what con-
tribution could be made by this corporation to our balance of
payments?

Mr. GoDY. If I may, I made quite a speech about this when I
appeared before the House Ways and Means Committee. I did it on
the basis of the studies that have recently been made in the Office of
Business Economics of the Commerce Department.

What it shows is that the multinational corporations have produced
the largest increases in exports as compared with business as a whole
in the United States. They have had the largest increases in domestic
employment as compared with other companies in the United States.
And they have consistently provided the largest balance-of-payments
surpluses company by company of any companies in the United'StAtes.

Essentially, the reason for this is obvious. Multinational corpora-
tions are a device for going over and obtaining and once obtained,
maintaining, market positions abroad or procuring supplies that are
needed from abroad. It is a way of obtaining market and business
positions. They are designed for that purpose.

Now the fact that they are designed for it means they are the most
effective instrument we have for improving our foreig, trade posi-
tion. The figures reflect it.

30-229 0 - 74 3- 3
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Other countries have learned the same thing we have, and increas-
ingly our multinational corporations are facing severe competition
from the multinational corporations of other countries

The notion that Japan has achieved the position of super economic
power, is primarily related to the success of-their trading communities
which have been, in effect, their method of going out and obtaining
the position in those export markets.

Our companies are confronted with Japanese trading companies
and with foreign-based multinational companies. Basicaly what we
should be doing is everything possible to support the activities of our
multinational corporations maintaining their market positions abroad
instead of in effect devising tax or other notions that would put them
at a competitive disadvantage.

In the future those who will be successful in the thrust to get the
markets to pay for what their countries need to import is going to
be based on the success or failure of the multinational corporations of
those countries

Senator FANNIN. I arm, and that is why, of course, the Japanese
have been so successful because it has been a cooperative program be-
tween government and industry. As they say, Japan is going forward
with these programs.

Thank you very much.
Senator TALMADGE. Senator HartkeI
Senator HARnTK I am delighted to see Mr. Dan Goldy here. He is

one of the most friendly persuaders I have ever met in my life.
You su sported the relief under title II of the bill. Does the chamber

concur with that policy ?
Mr. GowY. It is the chamber policy. We have an international com-

mittee which studied this.
Senator HARTKE. Did they concur ? I will be glad to tell them they

are no longer under the voluntary agreement. [ just want to know if
they are playing both sides of the lence.

Mr. Gowr. If I may explain we have an international committee.
The policies are argued out in the international committee The posi-
tions are taken. It then goes to the board of directors.

With respect to orderly marketing agreements, we support the in-
elusion of them. But we are saying it is the least preferred method. If
the problems can be solved by in effect adjusting the tariff schedules,
we think that is the preferred way of solving the problem rather than
quotas.

We think that an orderly marketing agreement is the most complex,
most difficult, and most restrictive and ought to be a last resort, The
members of the national committee, the members of the chamber hove
not intervened and said to us you are wrong about that point of
view.

Senator HAvrrK. Is this international committee a separate orga-
nization?

Mr. Gooy. No. It is a part of the chamber.
Senator HAm-w . How many members in the Chamber of Commerce I
Mr. GOLDY. The chamber has 46,000 firms, 2,600 local and State

chambers, 1,100 trade associations, and 35 American chambers of com-
merce abroad.
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Senator H~wm . How much did they collect in dues last year?
Mr. Gowy. I don't have those figures at hand. I could get them.
Senator HARTnE. Around $9 billion is my estimate. How much was

contributed from the large multinational corporations ? Was there an
average for a corporation ?

Mr. GoLDY. I couldn't tell you that, but I would be happy to supply
it for the record.

Senator HArmz. I would be glad to receive it. Would you also tell
us how much those big multinationals contributed, and if it was as
much as $50,000 to that program ?

[Information furnished follows:]
CHAMBER Or COMMEORE Of THE UNITED STATS,

Waehingt^o D.O., April 11 ,1974.Hon. RUssELL B. LONe,
0hanmnan, Pinwmoe oommttee, U.S. Senate,
Waelivton, D.C.

DrAs ML CHAIRMAN: On March 21, 1974, Daniel L. (oldy appeared before
your committee to present the National Chamber's testimony on HR. 10710, the
Trade Reform Act.

During his appearance, Senator Hartke asked several questions which Mr.
Goldy was not then in position to answer.

I confess I don't understand the relevance of the questions to the substance
of the issue; however, here are the answers:

The Chamber's annual dues income is around $10 million. Our membership,
as of March 18, 1974, numbered 49,674-with 76% of that number paying dues
of less than $200 a year, and 95% paying dues of less than $500 a year.
The bulk of our membership consists of small and medium.sized companies.

The Chamber made no assessment of members for its work against the
Burke-Hartke bill, and we know of no letter.writing campaign required ofemployees.woo Chamber has no knowledge of tfie American Conference For Inter-

national Market Development, Inc.-and the number listed in the telephone
directory i not a working number.

This information is submitted for incorporation in the transcript of hearings,
in the event you consider it pertinent.

Cordially, HILTON DAVIs,
General Manager, Legielattve Ado.

Senator HARTKE. I would also like to add, that public opinion is de.
cidedly against the trading policies of the gigantic multinational cor
porations. I should like to add to the record at this point, a public
opinion poll, carried out for businessmen.

[The material referred to above by Senator Hartke follows:]
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Overall, the Public Favors Curtailment of U.S. Companies'
Expansion Abroad by Almost a Two-to-One Margin.
"In your oixin d ym think the federal goverment should encurage the expansion of U.S.

compAmarwA4 or disouage thei expansio."
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Total PublIk 22%
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"Take no action," "No opinion" omitted.

4 L9%

Discourap FoMeip Expansion

142%

1. 137%

16% m5% -Ji4

47%145%

43%

40I



739

Senator HARTKE. Multinationals have a big interest in the chamber,
do they not? They are the biggest contributors?

Mr. GOLDY. No. Without having it firsthand, I would say that
that is not so.

Senator HARTHE. All right. What is so, then ?
Mr. GoWY. I think more than any other business organization the

U.S. Chamber of Commerce represents the large mass of American
business, 46,000 firms. It is the broadest base of-any business organi-
zation.

Senator HARTKE. I understand that. I just don't think your testi-
mony represents 46,000 firms. I don't think you any longer represent
the aggregate business community in this statement.

Have you heard of the emergency committee for trade?
Mr. GOLDY. Yes.
Senator HARTKE. Have you been working with them? Have you

talked with them recently and do you do so frequently ?
Mr. GOLDY. There are discussions, but the emergency committee for

trade has nothing to do with establishing the policies of the U.S.
Chamber.

Senator HAWTKE. What about the National Association of Manu-
facturers?

Mr. GOLDY. Yes. We are happy to have the NAM with us today.
Again they have nothing to do with establishing the policies of the
U.5, chamber.

The U.S. Chamber has what some people have described as the very
ponderous method of establishing policies for itself. Now it may be
ponderous, but the result is that the policies established are clearly
the policies of the voting members of the organization.

Senator HAWrKE. I don't want the self-declaration of how great
you are.

How about the American Conference for International Market
Developments, Inc.?

Mr. Gowy. No.
Senator HARTKE. Would you make an effort to find out who they

are ? Are you familiar with their activities?
Mr. GOLDY. No.
Senator HAwrK& The chamber has engaged in a rather extensive

campaign publicly and in their local communities to have people write
editorials against the Burke-Hartke bill, isn't that true?

Mr. GOLDY. I am sorry. Would you ask that again ?
Senator HARTKE. The chamber has been very active in an aggressive,

well.financed campaign against the Burke-Hartke bill, passing resolu-
tions setting up opposition funds and indirect efforts, isn't that true?

Mr. GoLw. I don't need time to think about that. I can tell you
the chamber and the international committee, all of our members, as
far as I know, have been opposed thoroughly to the thrust of the
Burke-Hartke bill.

I don't know how well-financed this has been. I don't know there
has been an active campaign to get the local chambers to pass resolu-
tions. I don't think there has to Be because I think the reaction of the
members of the chamber is pretty well against it.
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Senator HARTKE. Was it their purpose to delaY, prevent, or emascu-
late this bill or any other unacceptable change of tax structure on
the international operation of companies

Mr. Gowy. Again, we have a tax committee that very carefully
looks at those tax proposals and in the international committee they
very carefully considered the tax proposals and we oppose them.

The chamber opposes them for the reasons I just stated a minute
ago in answer to Senator Fannin's question which is, in effect, it would
impose on internationals a tax burden, but not the multinational cor-
porations, with whom we compete. We think it would destroy our
competitive position.

Senator HIARTKE. Did the chamber solicit directly in order to beat
the legislation?

Mr. GoLDY. No.
Senator HARTK. Not directly ?
Mr. GOLDY. I can say categorically it did not.
Senator HARTKH. got directly through certain conferences which

were held where there would be selection of clients similar to yours?
Were they asked to compensate the conference with $10,000, and with
an additional $10,000 when it is completed ?

Mr. GOLDY. I have never heard of any such thing, Senator.
I can tell you this categorically from personal experience, and that

is that the objection to those provisions of the Burke-Hartke bill were
spontaneous and universal and it took no stirring up for the members
of the chambers to go out and oppose those.

Senator HARTKE. Were any efforts made to get employees to write
to Members of Congress, which they were forced to write, and mailed
in plain envelopes and with company stamps?

Mr. GOLDY. You are talking a-out employees of the chamber ?
Senator HARTwRi. I am talking about any of your groups participat-

ing in such type of activities.
Mr. GOLD. Not to my knowledge, no.
Senator HARTKE. You are saying that did not happen ?
Mr. GOLDY. I am saying I know of no efforts.
Senator HARTKE. Would you be kind enough to go back and check

with your sponsors and find out whether such activities were engaged
in and report them to the committee I

Mr. GOLDY. Let me just say I can go back and find out what, if
anything, the chamber did in this regard. My understanding is they
did not do that. I do not know what individual companies have done.

Senator HAwrrm. Did the members of the chamber meet with admin-
istration officials prior to the time, the administration bill was intro-
duced on April10 to help draft the bill ?

Mr. GoLDy. I don't know that the chamber helped draft the bill.
Senator HAKE=E. Did You give them instructions?
Mr. GOLMy. I personally had, for example, some meetings with the

administration to discuss their views about certain things the were
considering because we were considering our own views on tle bill.

I do not believe, however, that the administration sought the cham-
bet's views on what ought to go into the bill, and I am not aware of
any specific meeting in which the chamber had an opportunity to
recommend to the administration what went into the bill.
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Senator HARTKK. Isn't it fair to say, Mr. Goldy, that this bill came
out of the House really as an answer to your fondest desires? You
would like to see it passed like it is?

Mr., GoLwY. No. I am sorry you weren't here earlier when we were
outlining our position.

Senator HARTREE. But generally speaking the general thrust of it
is what you want? You could accept it, couldn't ou?

Mr. GOLDY. The general thrust of the bill, with the exception of
title IV, is what we want.

Senator HARTKE. Let me ask this of any member of the panel. Would
you extend trade benefits to a country which either uses raw materials
as a political weapon or encourages others to do so I

Mr. GoLDY. We specifically recommend amendments to empower the
President to deal with that problem. The answer is when countries
use their raw materials as weapons of economic welfare, we believe
there ought to be power in the President to deal with the problem,

Senator HARTKE. I have a UPI story from March 18 reporting that
today some Arab leaders are requiring the lift on the ban on oil
before demands are fulfilled. They are taking a chance by challenging
the whole Arab world.

What is your comment on this tactic?
Mr. GOLDY. I think the tactic is very bad. I think it came at a very

unfortunate time with the Senate considering the bill here.
I think, however, if one deals not the verbal manifestations but

the basic policy issues, as Secretary Kissinger describes them, I would
like to see the President empowered to, in effect, counter that type of
issue as it arises.

The fact is that they weren't effective, that the bulk of the Arab
countries that were imposing the embargo have lifted it.

Senator HAwrKx. Do you favor the provision of the bill that provides
most-favored-nation treatment to Japan but not to underdeveloped
countries?

Mr. GOLDY. I am not aware that this bill would provide this.
Senator HARTRE. I don't think there are any favors of this bill that

would qualify as getting trade preference. N4ot alone would they be
given eiual treatment.

This'is really Senator Talmadge's question: Should the Chinese
make all the linens and all the transistors and all the automobiles that
we should resort to becoming the-laundry people ?

Mr. GOLDY. NO: I don't think that iq what we would be advocating.
I understand Mr, MacGregor was saying they don't qualify under

Treasury rules.
Senator TALMADGE. Is there any objection at this point to excusing

Mr. Kenna who must catch a plane ?
Thank you very much for appearing before us, Mr. Kenna.
Senator Hansen ?
Senator HANsEN. Mr. Chairman, I would like to yield, if I may, to

the Senator from Oregon.
Senator PAowooD. Thank you..
Gentlemen, I would appreciate it if you could help me with a couple

provisions here I am not sure I understand.
On negotiated tariff increases, or decreases, as the case may be, thereis no congressional veto; is that right?
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Mr. Gowy. That is correct.
Senator PACKWOOD. These are tariff or nontariffI
Mr. Gowy. On tariffs th6re is no veto. On nontariff there is.
Senator PACKWOOD. On negotiated nontariff exchanges there is a

congressional veto?
Mr. GoW~Y. Right.
Senator PACKWOOD. Getting away from the negotiations, let's go tothe balance-of-payments provsions.
There, there are four types of actions that can be taken: duty in-

creases, tariff rate quotas, quotas, and orderly marketing arrange-
ments. Do I understand that only marketing arrangements and quotas
are subject to the veto?

Mr. Gowy. That is correct.
Senator PAOKWOOD. So the President will be in a position, if we

pass this bill, to increase tariffs 50 percent ad valorem above existing
rates and Congress cannot veto that ?

Mr. GoWY. That is correct.
Senator PACKWOOD. Does that delegation of power bother you ?
Mr. Gowy. Basically, the thrust ofthe bill is to authorize the Presi-

'dent, the executive branch, to negotiate in a multilateral context and
to do that means that discretion has to be given to, in effect, adjust
tariffs down; some authority here to adjust them up.

I guess you are talking now about import relief situations within
certain parameters. We have recommended and there is, I believe, in
the bill now procedures with respect to public hearings, reviews, of
the actions taken.

The reason that certain actions were singled out for congressional
veto I believe is that they are much more drastic in their scope and
also they are much more difficult to deal with as against adjusting
tariffs themselves. I guess that is why the distinction has been made.
But the distinctions are reflected in thie bill and we have no particular
objection to it.

Senator PAOKWOOD. One thing that bothers we on this, in regard
to the veto provision in this 'bill, is that it is almost illusory. It is
unlikely the Congress is going to veto much of anything that is
negotiated. Further, it is unlikely that they would veto quotas or
orderly marketing agreements entered into by the President.

But if a President were to do a complete flip of position to defer to
the Senate or Congress and decides to ban typewriter imports and
uses tariffs to keep them out, we don't have a chance to veto it. It
seems to me a dangerous delegation of authority. Are you at all con-
cerned we might have a President with that philosophy IMr. GoLw. I hope we don't have a President with that philosophy.
I think that is a reasonable question to raise. I think it may be correct,
as you say, that in a practical fact the veto would not be used.

f think the existence of a veto power in the Congress serves the
purpose of providing some discipline on the person who will exercise
Judgments of this sort to make them more prudent. I think that is
probably the thrust of your comments.

Senator 'PACKWOOD. The specific thing that bothers me is that he
can raise these tariffs 50 percent and they are not even subject to veto.
We are going to have to change the law.
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Mr. MACGREGOR. Senator Packwood, I think that the mechanism for
tariff raising is essentially aimed at retaliatory tactics to try to force
some equitable treatment in these things.

The long history of trade legislation has accepted pretty well this
concept of delegating powers. Congress never, to my knowledge, has
been prepared to abrogate its sovereign rights anyway.

Al you have to do is amend the bill, if you ar so pressed. It would
seem to me in order to make clear to our trading partners that the
executive branch-they have to work out the nuts and bolts on this
thing-has something that is real and has teeth in it, this delegation
looks like the correct way to do it and is consistent with past practices.

Senator PACKWOOD. I posed this question before. I regard thia as a
substantial delegation of powers. But how do you write a bill granting
sufficient powers to the President to negotiate with heads of govern.
mnent who have the power to deliver? How do you write into Ihe bill
provisions for Congress to hold some review authority afterward
that is meaningful without hobbling the negotiations? That is my first
question.

The next thing that bothers me is not the negotiating change , it is
the power to increase the tariffs 50 percent ana you say "Wel it is
basically meant as a retaliatory mechanism," and I agree it is for
that purpose. I

But we have seen in the last decade in this country a substantial
shift of opinion about America's role in the world. We have seen a
substantial change in the view of organized labor, about freer trade.

I can foresee a President knuckling under to individual pressure,
not overall, but individual pressure from different Members of Con-
rss, different industries, for increases in tariffs that would be a po-

litical decision to gain certain benefits in certain States that would not
be in the interest of the United States, and the Congress would be
almost helpless to change it.

Mr. GoLDy. Senator Packwood, these specific provisions, as I under-
stand it, were written in the House itself. The thrust of our testimony
when we appeared before the House Ways and Means Committee was
that generally we supported the President's trade bill.

But we were concerned with the exercise of executive power and,
therefore, we had a whole series of recommendations with respect to
procedural safeguards. We were concerned with the basic question
you are raising.

Many of those procedural safeguards have been inserted in the bill
which is before you now. They were inserted by the House. These
relate to hearings, judicial review, and so forth.

As far as I can see if you feel that this is a danger, we would hope
and expect that any President, no matter what his views were before
he became President, would exercise these authorities in the overall
interest of the United States, the public, the economy, and so forth,
and would act with prudence.

I can see no particular objection, however, if the Senate decided it
would prefer to see the kind of a veto you mention.

Our basic view is that the President should be empowered to go out
and negotiate multilaterally to get the job done, to get the new rules
of the game. We recognize that in view of the realities of the world
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being as they are and the fact that in response to Senator Talmadge's
question earlier on, I indicated yes, the Japanese have a different sys-
tem; yes, other countries do operate in ways that provide subsidies
to their exports.

The President needs to be armed with authority to retaliate to do
things that in effect provide a good balance. If you feel that there
ma e an excess of authority or it may be exercised in a way that is
extreme, any procedural safeguard such as that type where Congress
can review and veto it, I thin, would be perfectly in line. I don't see
any particular objection to it.

Senator PACKWOOD. I have mixed feelings about this as I listen to
different members of this committee, and others. Every question is
phrased towards "my district" or "my State" or "my products"; not
particularly a national interest but what is it going to do to "my

If that is goingto be the attitude of Congress, I am almost reluctant
to have us have the veto. There are disproportionately influential com-
mittees in the Congress.

But, if I had a President who was headed the wrong way and wanted
to raise tariffs, again, I would like to -have Congress have the power
to veto. I don't know how to resolve that dilemma.

Senator TALMADGoz. Any further questions desired of these gentle-
men f

If not, thank you, gentlemen, for your valuable contribution.
Mr. GOLDY. Thank you Mr. Chairman.
Mr. MAcGerooR. Than you, Mr. Chairman.
[The prepared statements of Messrs. Kenna, Goldy, and MacGregor

and the study referred to by Mr. Kenna at page 716 follow, Hearing
continues on p. 838.]
PREPARED STATEMENT or E. DOUGLAS KENNA, PRESIDENT, NATIONAL ASSOCIATION

or MANUFACTURERS
SUMMARY

Title I.-Recognizing the pressing need for a new round of multilateral -trade
talks, NAM spports the extension of negotiating authority within the con-
straints outlined in this title. However, further clarification should be made on
several points to insure meaningful Industry-government consultation prior to
and during the negotiation period.

Title I.-An effective governmental program of self-help assistance could
substantially benefit industries and worker groups adversely Impacted by sud-
den Import flows. NAM supports the relaxation of escape clause criteria, but
urges a restructurilhg of the trade adjustment assistance program. NAM rec-
ommends earlier industry-oriented procedures with related worker improve-
ment programs--as contained in a published study which will be submitted for
the record.

T tle III.-NAM supports the procedures within this title which improve the
fiexiility and timeliness of antidumping and countervailing duty action. How-
ever, the Association recommends further clarification and adjustments be made
in these provisions to assure that valid cases receive prompt and Justified at.
tention by governmental authorities.

Title IV.-The extension of non-discriminatory tariff treatment tc nonmarket
ecornomies is favored by the NAM subject to adequate national security and
market disruption safeguards. However, the Association opposes the provisions
of this title as overly restriotive on both MEN and credit arrangements and
urges immediate compromise adjustments or later consideration in separate
legislation.
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Title V.-NAM supports the provisions of this title which seek to promote the
economic development of less developed countries. This program should be pur-
sued only in conjunction with similar developed country actions and the proper
elimination of reverse preferences by beneficiary countries. Presidential deter-
minations under the program should avoid adverse impact on U.S. producers
and should not favorably treat any countries which have expropriated U.S. prop-
erty without providing prompt, adequate and effective compensation.

Related proposals.-Recent resource shortages have highlighted the need
for multilateral discussions of means to guarantee international access to scarce
raw materials. NAM would 8spport the use of Presidential negotiating authority
to promote this objective through multilateral negotiations, without prejudging
whether the subject should be directly included in presently conceived trade
negotiations or pursued in a related concurrent forum. While recognizing the
necessity of maintaining adequate U.S. domestic export control authority, NAM
urges the proper consideration of this subject in the context of upcoming deli-
berations on the Export Administration Act of 1969 and related legislation. NAM
also endorses the exclusion of tax revision proposals from this trade reform
legislation.

STATEMENT

Mr. Chairman and members of the Committee: I am B. Douglas Kenna, Presi-
dent of the National Association of Manufacturers. NAM appreciates the oppor-
tunity to appear before this committee to comment on the proposed Trade Re-
form Let of 1973 (H.R. 10710) which we consider an exceedingly important piece
of legislation. This bill directly addresses several major problem areas existing
in the current world economic structure and also plays a central role in the con.
tinued development of sound United States policy on foreign trade and interre-
lated domestic economic issues. We recognize the essential role of the Congress
in formulating U.S. policy and commend this Committee for its present consid-
eration of timely international economic legislation.

NAM, member companies--large, medium and small in size-account for almost
three-fourths of the nation's production of manufactured goods, as well as the
employment of approximately 15 million persons. As concerned taxpayers and
employers, NAM member companies have a direct and substantial interest in the
deliberations of this Committee. A large number of NAM member companies are
engaged in international trade and many have investments around the world.
Their active involvement in world commerce has proven essential to maintain-
ing U.S. international industrial competitiveness and has produced increased
income and jobs for this country. The NAM also includes in its membership many
companies which operate almost exclusively in the domestic market and at times
are troubled by unfair import competition. We thus can present a balanced view
of all sides of the issues involved in new international trade negotiations. It is
our belief that the promotion of a stable economic system, conducive to expand-
ing international commerce, yet responsive to domestic adjustment needs, is a
task of great importance for insuring a prosperous and growing U.S. economy.

INTRODUOTION TO THE ISSUES

Today, the United States is confronted with an array of political and economic
problems-particularly in the international arena-which threaten to undermine
traditional world trade and monetary systems. Recent problems include the Arab
oil embargo, a tighter world supply of food and other basic commodities, strained
relations between the United States and the European community, and the awe-
some escalation of global inflation. These diverse forces demonstrate the dangers
to continued world economic growth which are posed by disorderly, unmanaged
change. To be sure, there have been bright spots--nost notably reflected in the
competitive resurgence of American products in world markets, prinarily stimu.
lated by currency realignments which led to a turnabout In the U.s. trade balance
last year of $8.1 billion.' In addition, the industrialized' world can probably
expect some short-term benefits from the relaxation of the Arab oil restrictions.
However, there is no assurance, with continuing high energy prices, that even
these positive developments will not be quickly offset.

The United States' trade balance showed a $1.7 billion surplus in 1978 a share ' upswing
from the previous year's record $6.4 billion deficit. This turnaround Vonstituted the
largest one-year trade balance change In U.S. history (see appendix chart No. 1).
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Despite the increasing competitiveness of U.S. exports, it is evident that we
have a long and difficult course ahead of us in maintaining this renewed strength#
as well as improving the international economic climate.' The United States, with
Its powerful industrial capacity, highly developed capital market, and skilled,
mobile labor force--coupled with a domestic abundance of most natural resources
and basic raw materials--never fully recognized its vital stake in the interrelated
network of global economics Recent events have painfully demonstrated the
broad reality of international economic interdependence (and In some cases
over-dependence on unstable foreign supplies). But these events have also illu-
minated the alternate courses of action this nation faces in foreign trade policy.

OHoo OF ALTMNATIVVS

The development of stabilized trading relationships has been a traditional
U.S. policy objective aimed at assuring fair competition in a growing inter-
national market. With greater interdependence among national economics, the
achievement of a stable and equitable trading system is even more imperative.
In this context, we believe it necessary to press toward multilateral trade nego-
tiations which can serve as:

(1) A counterbalance to the increased level of economic and political conflict
among nations, providing a forum for participating nations to redefine a flexi-
ble, cooperative framework of rules governing international trade and payments
mechanisms.

(2) A necessary lead-in for multilateral talks and action on world resource
management.

(8) A mechanism to develop more coordination on governmental policies to-
ward industrial sectors facing trade-related transitions, so as to avoid an in-
crease in destabilizing pressures on world commerce.

(4) A needed forum to develop more effective dialogue between the industrial-
ized nations and the developing nations.

Failure to push promptly toward the objective of multilateral trade negotia-
tions with renewed U.S. leadership, will leave the United States squarely facing
a second, clearly less desirable alternative: spiraling economic confrontations-
characterized by increased government interventionism and "begger-thy-neighbor
policies." This path can lead only toward a less efficient allocation of global
resources, decreased world trade, and ultimately, the prospect of severe world-
wide recessions.

Since 1967 the United States and other major trading partners have undergone
a slippage away from the principals of non-discriminatory, Most-Favored-Na-
tion (MFN) treatment toward new economic blocs. Most recently, monopolistic
arrangements among raw materials producers have further aggravated this tend-
ency. Multilateral negotiations are being replaced by the temptation of short-
term bilateral deals. It is worthwhile to note that during this period the United
States has lacked the Congressionally mandated authority to provide leadership
and enter into negotiations on a wide multilateral basis.

This changing world economic climate fosters renewed pressures for broad
trade restrictions, which have been felt within the United States as well. We
recognize many of the concerns motivating this approach. There are serious prob-
lems--particularly since the United States has not yet received, in some of its
key trading relationships, the same equitable market access abroad that it had
granted foreign products here. In addition, the problem is exacerbated by the ab-
sence or ineffectiveness of U.S. domestic programs to assist economic sectors
threatened with sudden import injury. Those firms and workers facing rapid
market changes which can accompany trade expansion should have access to
adequate safeguard mechanisms.

At this critical juncture, the United States can afford nothing less than a bold,
outward-looking initiative aimed at expanding international commerce and im-
proving domestic adjustment programs, while developing additional natural re-
sources at home for greater relative self-sufficiency in energy. Specifically, the
NAM recommends the following objectives for Committee consideration as it
acts upon this legislation:

s Some of the export recovery gains brought on by currency realignments have already
eroded. The wide adoption of a floating exchange rate system has led to a depreciation of
many currencies relative to the dollar. Negotiation progress on the trade front now
appears essential to the maintenance of competitively priced American products.
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- 1. Continued restoration of U.S. international competitiveness through im-
proved productivity and effective inflation control at home and multilateral fair
trade practice in world markets.

2. Reducing and/or harmonizing the distortions to trade caused by non-tariff
barriers and export incentives through negotiation to gain greater access for U.S.
exports in world markets.

3. Strengthening the ability of domestic industries to meet import competition
through government-industry self-help programs, financial assistance, R&D sup-
port, "early-warning" information analysis and selective use of temporary im-
port safeguards.

4. Developing foreign trade policy to more effectively complement overall U.S.
foreign policy-particularly in strengthening detente with nonmarket economies
and encouraging better relations with developing economies.

The only policy appropriate to America's traditional leadership role in com-
petitive free enterprise must embrace a step toward a more responsible world
economic order-where fair trade begets freer trade. Mr. Chairman, it is upon
this basis that NAM, representing American manufacturers, supports the gen-
eral thrust- of-this legislation while seeking clarification and improvement
with respect to certain provisions.

TITLE I: NEGOTIATION AUTHORITY

NAM generally supports Title I as being consistent with the negotiating
authority and flexibility necessary to support U.S. negotiators in the new
trade talks which opened last September 14 in Tokyo. We believe that the various
tariff adjustment formulas provide a sufficiently broad basis upon which bene.
ficial agreements can be reached. However, there are two particular sections
of this title which we would urge this Committee to clarify.
Section 10: Nontarff barriers

Nontariff barriers (NTB's) to trade have become increasingly important
as tariff levels have declined. Upcoming trade negotiations will be the first
to seriously attempt a reduction and/or harmonization of these diverse and
little-known restraints to trade. The NTB segment of negotiations may be crucial
to overall success since beneficial tariff adjustment could easily be negated by
new NTB restrictions.

The NAM is coordinating a comprehensive study of NTB's as the project
secretariat for nearly thirty major trade associations. Data and case studies
and how NTB's operate to discriminate against U.S. goods in foreign trade is
being developed by product line and country Into industry sector chapters. A
preliminary report on the material will be made available to government
negotiators within the next several months and continual up-dating activity
will be undertaken to parallel negotiation sessions.

To clarify the scope and importance of NTB negotiation efforts, this Com-
mittee might consider:

1. Specifically including export subsidies within the definition on non-tariff
barriers. These distortions to trade have traditionally been placed in several
different categories, but clearly merit active consideration in upcoming trade
talks.

2. The establishment of a joint Congressional body to insure adequate sup-
portive services for Congress during periodic legislative branch consideration
of submitted NTB agreements. This office could also provide additional support
for Congressional delegates to the negotiations, whose active presence Is es-
sential to maintaining an overview of negotiation progress.
Section 135: Ad~voe front private sector

Serious, meaningful consultation between government negotiators and private
sector representatives Is necessary to assure attainment of a beneficial and
equitable final trade agreement. An effective consultation channel can provide
negotiators with valuable Industrial data and facilitate easier identification
of technical resource personnel for advice on specific industry-related problems.
Some type of government-industry advisory system has been a standard feature
of past multilateral talks. However, these mechanisms have not always func-
tioned well from industry's standpoint. Problem areas Included (1) the absence
of real two-way dialogue beyond Industry's provision of requested data (2)
lack of coordination between government agencies and between different public
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advisory groups and (8) emphasis on high-level advisory panels while supportivetechnical committees were randomly chosen and then largely neglected,We believe U.S. business will come well prepared to fulfill its role In thenew round of trade talks. Many industries began months, even years ago togather information and organize coordinating committees to prepare their nego-tiation inputs. The project mentioned earlier on non-tariff barrier IdentificationIs one-example. Additionally, those trade associations have now been joined byothers in a cooperative framework to discuss ways of improving sup ortiveservices available to industry representatives who will serve on public aivisorypanels.The government has also taken several steps to improve its side of the con-sultation mechanism. We commend the organizational meetings already heldof technical and advisory panels and hope that passage of this trade legislationwill bring prompt subsequent meetings to begin the substantive tasks ahead.We also support the legislative requirement that the advisory committees mustbe Informed of failures to accept their recommendations. However, we wouldurge this Committee to further clarify this provision to specify that the advisorygroups must also be directly Informed of the reasons for such negative deter-minations as well as including these reasons in the President's annual report toCongress as presently provided. This legislative change is necessary to clearlyestablish the advisory groups as Important bodies whose advice must be care-fully considered in the negotiators' final decisions.We would also recommend the following clarliications and adjustments:1. Clear language should be added exempting all meetings of the advisorycommittees from Section 11 of the Federal Advisory Committee Act, as well as-Section 10(a) and 10(b) as presently provided. Meaningful exchanges cannottake place within these bodies unless negotiating strategy and confidentialbusiness information can be freely discussed.2. The specific authorization of an Industry Policy Advisory Committee wouldfurther clarify and support government consultation actions taken to date. Thisbody, to serve as a link between the technical sectorcommittees and the overallpublic advisory committee, can help collate policy input from a broad-rangingU.S. industrial community into a more integrated and manageable form.8. Vague antitrust regulations have threatened potential complications relat-ing to industry groups involved In negotiation preparation. We urge promptCongressional and Executive branch cooperation to clarify this area so thatIndustry can get on with the preparatory support work which is essential toan effective government-industry consultation mechanism.

TITLE n: RELIEF FROM IMPORT INJty
Expanding International trade will Inevitably create some dislocations anddisruptions for Individual manufacturing sectors, firms, and their employees.Present U.S. statutes do not provide effective recourse to these affected sectors.Unrealistic and overly stringent "escape clause" criteria and a compensation.oriented trade adjustment assistance program offer inadequate relief measures.NAM supports an easing of qualification criteria, particularly elimination ofthe "casual link" to previous trade concessions. The lifting of this outdatedrequirement removes the basis upon which most past petitions have been denied.

However, coupled with eligibility criteria changes which would allow justifiedperiods of import relief should also come an improved self-help assistance programto spur the adjustment of affected sectors.
Trade Adjustment Assistance

The current trade adjustment assistance program could more appropriatelybe labelled trade adjustment compensation. Certain Improvements have beenmade h1 benefits for workers. Notable here is the addition of a Job search allow,ance, a new proposal which was also recommended In a recent NAM report.UnifOrtunately, the bill's emphasis still remains on after-the-fact financial com-Veosat~on-the "burial expense" approach which has proven so ineffective inthe current program. A restructuring is sorely needed to emphasize earlyindustrial adjustment which will focus on job creatiop/job retention alongwith better efforts to quickly reemploy those workers who do become unemployed.This goal will not be accomplished by maintaining-and certainly not byraising-- separate level of weekly compensation payments ,to these workers.
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NAM applauds the House rejection of a plan to impose Federal standards on
individual state unemployment compensation systems. We recommend that
this Committee place full reliance on the state systems, eliminating a separate
benefit level for import-injured workers and concentrating federal efforts at
developing an effective early warning system backed by an industrial self-help
program and worker reemployment aids.

The NAM would also caution- against the high expenditure levels which could
be expected unless this program is redirected. Present provisions specifying that
the program be financed by a trust fund drawn from customs receipts does not
disguise the fact that millions of dollars will be taken from general revenues
to operate this program. Estimates of annual costs over $0 million may prove
too moderate in light of liberalized eligibility criteria and higher benefit levels.
Usually the longer a problem is allowed to develop, the higher the cost of its
resolution. Surely smaller amounts of money focused on industrial adjustment
is better spent to retain workers' jobs than millions of dollars spent on compen-
sation payments after a Job loss.

The NAM supports the decision of the House of Representatives to retain a
system of adjustment assistance for small and medium-sized firms. If coupled
with the early industrial adjustment measures proposed in the NAM. report, these
provisions would assist smaller manufacturers who may need more time or assist-
ance to adjust their operations to the demands of increased import competition.
This type of self-help assistance serves the two-fold purpose of contributing to the
adjustment of workers employed by the firm as well as the firm itself;

It is essential that a new perspective be adopted on the old concept of adjust-
ment assistance. We must underline the adjustment portion of the program. mov-
Ing early and effectively enough to avert the burial expense compensation which
has characterized efforts to date. Mr. Chairman, at this time I would ask that the
results and detailed recommendations of NAM's eight-month study of this problem
be included in the record.$

TITLE m: RELIEF FROM UNFAIR TRAD PRATOCES

NAM strongly supports the need for a tough, fair trade policy within the guide-
posts of international treaty obligations. We believe provisions of H.R. 10710 will
add new "legislative teeth' to U.S. trade policy, as well as dust the cobwebs off
existing governmental machinery designed to safeguard U.S. industry, and the
economy in general, from subsidized imports. Therefore, we endorse the Improve-
ments offered within this title to upgrade both the procedures and range of govern.
ment responses to unfair foreign trade practices, including:

1. The removal of distinctions between agricultural and nonagricultural prod-
ucts which had -restrlcted authorized responses to unfair practices involving in-
dustrial goods.

2. The extensioznof retaliatory authority to cover foreign export subsidies in
third country markets.

8. Improved procedural timetables which provide greater assurance of timely
determinations.

4. The right of domestic producers to seek Judicial review of negative counter.
vailing duty determinations.6. The intended definition of "commerce" in Section 801(a) to include U.S.

OC service industries, many of which are important to effective industrial production.
During this Committee's deliberations, we would also urge that proper atten.

tion be given to remaining potential inequities in these statutes. While other
witnesses may provide greater detail, we would point out two particular areas
which merit your consideration. First, Section 321 guarantees the right of foreign
producers or domestic importers to appear at antidumping hearings concerning
their products. Other manufacturers, even those who may be suffering injury due
to unfairly priced foreign goods, do not have guaranteed access to the hearing.
Instead, they must make application and they may be allowed to attend. This
wording is inconsistent with thp Report of the House Committee on Ways and
Means which states (pages 1386-187) that any firm who shows good cause has the

$This study, entitled Trado Adjustment As.itance: United ottes laterationt'm bon.
teiftiveMs and imptiatoa# for Domeetfo Adjustment P0 1 tVo based u n a mbi a-

lon of research techiniques, questionnaire surveys and feld trips to a.ected regions. Its
coclusions point toward an improved cost-effective program of self-help assistance, as

odlined in a two-tier adustmentapproach (see appendIx chart N-o. 2).
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right to appear by counsel or in person at such hearings. This section should be
reworded by this committee to guarantee an injured U.S. manufacturer the same
right to appear at a hearing as is accorded the foreign producer or importer.

A second area deserving this Committee's attention is the more difficult
problem posed by weighing possible effects of domestic retaliatory action on trade
negotiation progress. NAM fully supports the vigorous pursuit of a multilateral
trade agreement which may alleviate distortions such as export subsidies. How-
ever, we also recognize the legitimate right of domestic manufacturers to seek
interim relief from unfair foreign export practices.

Under present proposals, the Secretary of the Treasury is granted special dis-
cretionary authority for a period of four years (one year in cases involving prod-
ucts from facilities owned and subsidized by developed ,"ountries) during which
he can choose not to impose legitimate countervailing duties if he feels imposition
would jeopardize the successful completion of a trade agreement. We recognize tho
need for certain negotiating flexibility to prevent a beneficial trade agreement
from falling victim to untimely and after politically sensitive regulatory action.
However, we believe that the discretionary latitude provided by present bill
language is too wide and urge the Committee to tighten the authorized conditions
for its use. Methods should be devised to provide greater assurance that American
manufacturers will not be required to sustain serious injury from clearly unfair
foreign practices simply to allow tactical negotiating gains. Revisions in Section
881 should stipulate that a countervailing duty action must present a clear and
immediate danger of negotiation breakdown before a suspension of required action
is authorized. The government should also then be required to seek an end to the
unfair foreign practice on a priority basis through all available forums.

The United States cannot afford to unnecessarily weaken its legal retaliatory
system at a time when many foreign nations are poised to launch export
campaigns.

Soaring oil prices have placed serious strains on most nations' balance-of,
payments ledgers. Full government support will -be available to producers in many
foreign regions to help them increase export receipts in order to pay high oil
bills. At this crucial time it would be unwise to expose U.S. manufacturers to
unfair export practices which could threaten serious damage to segments of our
national economy. We urge very careful reconsideration of these issues by this
Committee and a revision of legislative language to more tightly control the dis-
cretionary latitude granted for the negotiation period.

TITLE IV: TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISCRIMINATORY
TREATMENT

NAM supports the extension of non-discriminatory tariff treatment to non-
market economies, We urge the Committee to revise provisions which tie this
authority to determinations concerning a nation's emigration policies. While sym-
pathetic to such objectives, we believe that the past several years have demon-
strated that a mutual opening of commercial relations between the United States
and nonmarket economies has been accompanied by encouraging progress in other
areas, including freer emigration flows. However, we believe that to couple trade
expansion and freer emigration into a legislative formula is a dangerous tactic
which could prove counterproductive to recent improvements in both areas.'

We likewise endorse a similar position in regard to adequate financing arrange-
ments for trade with nonmarket economies. The requirements of this title as pres-
ently phrased seem to offer little chance of long-term success in improving either
trade relations or emigration flows, and they set a potentially harmful precedent
for use on other issues. Additionally, the purely economic consequences would
prevent some American companies from effectively competing with foreign firms
for new business opportunities.

Let me here emphasize the realism which NAM believes is necessary in evalu-
ating this relatively new area of Flast-West trade. Perceptions of large, immediate
transactions with these opening markets are exaggerated and probably distorting.
Mutually beneficial trade is possible but it mustbe built up over time and accom-

' The 1970's brought a 2,500 average monthly emigration rate of Soviet Jews leaving
the U.S.S.R., tJls being the most publicly prominent are4 of emigration concern. This rela.
tively steady flow i. a large improvement over the small nupiber previously granted

ermlsuion to leave te country and has resulted in over 81,000 soviet JeWS emnfgrating to
Iaea during the Vyrv-vToc period. For a picture of coteurrent trade rolat Oni improve-
ments, see the appendix, chart No. S.
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paneA by adequate precautionary measures and tough quid pro quo negotiation,
In titis regard, the NAM particularly applauds the proposed safeguards in this
legislation relating to national security considerations and market disruption
measures. The potential problems which cain arise during commercial exchanges
between a free enterprise and a nonmarket economy should not be underestimated
and satisfactory arrangements for their resolution are essential. However, while
we believe fully in the American system and free enterprise structure, we cannot
support efforts to force our standards and principles upon the internal affairs of
other nations. We strongly urge the Committee to reconsider this title and seek'a
compromise providing the authority to gradually and realistically improve our
commercial relations with nonmarket economies while encouraging progress in
other areas through more appropriate channels.

TITLE V: GENERALIZED SYSTEM OF PREFERENCES

NAM recognizes the importance of stimulating economic development in other
nations-particularly those of the "developing world"-and the important role
they will play in the upcoming international negotiations. The greater involve-
ment of these nations in world trade will bring increased economic benefits to all
people and lead to a more stable and prosperous international system of com-
nercial exchange. We support the development objectives of this title and believe

its careful administration will provide mutually beneficial results for both
developing and developed countries.

However, it is important that the limitations set forth in these provisions be
followed closely. United States actions should proceed as part of a burden-sharing
effort by all major developed nations to assist developing countries. Beneficiaries
of U.S. preference grants must themselves responsibly eliminate reverse prefer-
ence arrangements which discriminate against American exports. No preference
should be granted in products subject to import relief measures and careful pre-
grant investigation should safeguard other U.S. domestic producers from sus-
taining serious injury from preferential treatment grants. Additionally, no
favorable treatment should be given to countries which have nationalized or
expropriated U.S. property without prompt, adequate and effective compensation.

RELATED PROPOSALS
Access to RC8ource8

Recent international events have highlighted a relatively new feature in the
world trading system. A cartel of oil-producing nations took restrictive actions
which seriously distorted world commerce and reached far into the domestic
economic life of many nations. Other raw material producers are reportedly
considering their options to curb output or hinder competitive resource
exportation.

Multilateral discussion of methods to guarantee international access to scarce
resources is a subject warranting the prompt consideration of both legislative and
executive branches of government. NAM would support constructive initiatives
to spur international negotiations on this important topic and urges this Com-
mittee to insure that adequate negotiating authority is available to the President
to begin exploratory talks on these issues. We believe it is too early to definitively
outline such authority and would suggest negotiating flexibility on deciding
the appropriate international forum in which to pursue these objectives.

NAM further recognizes the necessity of maintaining adequate U.S. export
control authority, but recommends careful consideration of proposals to expand
these powers. The imposition of wage and price controls on the American
economy has fostered large distortions in the competitive purchase of U.S. raw
materials. Many domestic manufacturers, prohibited from raising their product
prices to cover soaring resource costs, were unable to effectively compete with
foreign buyers in the resource market, resulting in inordinate amounts of U.S.
supplies being shipped abroad. With the ending of these domestic controls-an
immediate across-the-board action which NAM has.urged in the strongest possible
terms-these unusual pressures should become somewhat abated.

The adequacy of present export control legislation should be reviewed. How-
ever, we would suggest that such consideration take place in the context of
separate legislative hearings. Broad Presidential powers already exist under
various statutes and a proper review of these may best be conducted during up-
coming deliberations on the Export Administration Act of 1969 and related
legislation.

30-229 0- - 4 - p0.3 - 4
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TaG Retson
NAM supports the House decision to exclude tax revision proposals from this

trade bill. As we discussed in testimony before the House Ways and Means
Committee last May, the suggested changes were ill conceived and their end
results would have been counterproductive to U.S. industrial competitiveness.
Similarly, we urge this Committee to also avoid adding hasty and inappropriate
tax legislation onto this trade reform bill. If such proposals are to receive serious
consideration during this Committee's deliberations, we would ask for the op-
portunity to comment specifically on them. The Association would have serious
reservations concerning the addition of tax revision proposals to this legislation.

CONCLUSION

In summary, it is the opinion of the NAM that this legislation (I-I.I, 10710)
constitutes a needed and beneficial step toward reforming the world trade struc-
ture. We have suggested changes which would insure that legitimate domestic
concerns are balanced with the pursuit of expanded trade relations. NAM sup-
ports the thrust and objectives of this bill and urges Its adoption by this
Committee.
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APPENDIX
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PREPARED STATEMENT OF DANIEL L. GoLDY, PRESIDENT, INTERNATIONAL SYSTEMS
AND CONTROLS CORP., ON BEHALF OF THE CHAMBER OF COMMERCE OF THE UNITED
STATES OF AMERICA

SUM MARY

The National Chamber, representing over 46,000 firms, 2600 local and state
chambers of commerce, 1100 trade associations, and 35 American Chambers-of
Commerce Abroad is in general support of the Trade Reform Act, H.R, 10710,
with the exception of Title IV, with which we are in disagreement in its present
form.

BASIC NEGOTIATING AUTHORITIES

(1) Support basic authority for the President to enter Into multilateral trade
negotiations aimed at lowering existing tariff levels and removing non-tariff dis-
tortions to foreign trade.

(2) Support diminishing NTB's in all segments of foreign commerce, agricul-
tural and service, as well as industrial.

ADVICE FROM THE PRIVATE SECTOR

(8) Support Administration amendment to Section 185(e) to exempt meetings
of the lndust xy advisory committees from Section 11 of the Federal Advisory
Committee Act.

(4) Support Administration amendment of Section 135(c) to provide for a gen-
eral policy committee for each of industry, labor and agriculture.

(5) Urge amendment to provide the Special Representative and participating
agencies with more staff assistance.

(M) Urge amendment so that specific provision be made to assure that small
and medium-sized businesses are able to make appropriate Inputs Into the liaison
structure.

ACCESS TO SUPPLIES

(7) Support Administration amendments to Section 2 and Section 121 which
would recognize access to supplies of raw materials In the Act's statement of pur-
poses and in the steps to be taken toward revision of the General Agreement on
Tariffs and Trade (GATT).

(8) Support broadening retaliatory authority proposed in respect to unfair
foreign Import restrictions to include such authorities against unfair foreign
export restrictions.

IMPORT BELIF

(9) Support liberalization of the escape clause criteria.
(10) Support Section 200(a) which lists In order of preference the methods

of import relief.
(11) Oppose Section 203(f) which would allow the President, as a form, of

import relief, to suspend Items 806.80 and 807.00, Tariff Schedules of the United
States.

TRADE ADJUSTMENT ASSISTANCE

(12) Urge amendment to provide, as in present law, tax assistance to firms in
the form of extended loss carrybacks.

(18) Urge amendment to provide a program of Community Adjustment Assist-
ance.

TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISCRIMINATORY TARIFF
TREATMENT (MFN)

(14) Oppose Title IV In current form as it would allow the President to grant
MWN and export credits only to those countries whose emigration policies meet
certain Standards.

(15) Support Presidential authority to extend MF to the USSR and certain
nations of Eastern Europ--conditioned on obtaining and maintaining satisfac-
tory reciprocal trade concessions from these nations; and adequate safeguards
against domestic market disruption.

ONERAZED SYSTEM OF PREFEEN SES

(16) Support establishment of a system of generalized preferences to the ex-
ports of manufactured, semi-manufactured, and other selected products of devel-
oping nations. .......
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(17) Support Section 504 which would prohibit the President from granting
preferential treatment to LD(Ys which accord special treatment to the exports of
an industrial nation.

STATEMENT

I am Daniel L. Goldy, President, International Systems and Controls Corpora-
tion, Houston, Texas; Chairman of the Internationol Committee and a member
of the Board of Directors of the Chamber of Commerce of the United States on
whose behalf I am appearing today.

The National Chamber, representing over 46,000 firms, 2600 local and state
chambers of commerce, 1100 trade associations, and 85 American Chambers
of Commerce Abroad, is testifying in general support of the Trade Reform
Act, H.R. 10710, with the exception of Title IV, with which we are in disagree-
ment in its present form.

The Association of American Chambers of Commerce-Europe and the Mediter-
ranean (AACOEM) representing American business abroad in eleven countries
has requested to be associated with our statement.

Need for Immediate Action
The National Chamber has long supported the freest movement of goods, serv-

ices, and capital across boundaries, national and International. During much of
the postwar era, it has been the United States that has consistently led and
encouraged a sometimes reluctant developed world to move in the direction of
the basically open International trading system responsible for thb unprecedented
prosperity of the past quarter century. Such a system has been, is, and will
continue to be in our national Interest.

There are problems today, very serious problems which require Immediate
attention. But they are problems that result In some measure from the successes
of our postwar policies and they can be resolved effectively only within the
traditional framework of international negotiation and cooperation. Too much Is
at stake to begin experimentation with international anarchy in 1974.

The Trade Reform Act was was submitted to the House In April 1978, to pro-
vide American participation in multilateral trade negotiations aimed at;

(1) Continuing the postwar impetus toward a freer international marketplace.
(2) Reforming the international system to make It more adequately responsive

to the requirements of economic interdependence.
While 1978 may, have been a unique year-underscored for the U.S. by the

dramatic impact of the oil embargo-the following events serve to demonstrate
the interdependence of economies throughout the world:

(1) Disastrous grain harvests outside the United States, along with drought
in Africa, have created an unprecedented demand for supplies of American
wheat,

(2) Substantially reduced harvests In International fishing have caused greatly
intensified demands for American soybeans, as a protein substitute.

(8) The establishment of an international oil cartel and its reduction In petro-
leum output accompanied by a steep price increase has awakened the raw mate-
rial importing and exporting countries to the vital importance of access to scarce
natural resources.

(4) A second dollar devaluation was followed by a considerable dollar apprecia-
tion and associated weakening of foreign currencies.

(5) Accumulation abroad of large dollar reserves has" created fears here
about greatly increased foreign investment In the United States.

(6) Unprecedented simultaneous booms In the economies of the developed
world have been accompanied by soaring rates of inflation and some shortages of
basic materials.

.Convergence of these International economic issues In 1978 has led to the
question.,of whether the Trad4p Reform Act still serves a useful and relevant
purpose.

At the conclusion of the Kennedy Round of trade negotiations tin 1967, U.S.
exports totalled $81 billion and imports ro o ghly $27 billion. Today ' as we
consider the .Rre eorm Act. which would authorize our pailipat n W a
new round of trde negotiations, our 1978 exports were nearly $71 billion (an
increase of 130% and our imports reached $69 billion (an increase of 156%)i
Over the same period world trade has Increased nearly three-fold. Clearly,
this growth it% U.S. trade and world trade is a reflection of the growing'liter-
dependence ot the economies of the world.
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Interdependence means that all nations are exporting more, importing more,
and thus prospering more. But prosperity in any one country depends in large
measure on what policies are followed in other countries. It is essential there-
fore that fair rules of the game be further negotiated and maintained so
that all nations can continue to sell abroad to pay for what they must purchase
in foreign markets. While the policies followed in the movement toward an
open global trading system have been successful, that system, designed and
negotiated at the conclusion of World War II, requires further review and
modification to take into account the economic realities of 1974.

As the predominant economic and political power of the developed world,
the U.S. faces a very real choice: we can allow the western economies to con-
tinue down the current path of non-decision; we can lead the world back to
the depression of the 1930's by retreat to Fortress America and initiation of
economic warfare; or, we can take an enlightened and expansive view of our
national self-interest and lead the world to the negotiating table in a coopera-
tive and multilateral fashion. Certainly, if negotiation can hold the promise
of a modus vivendi with our traditional enemies, it must hold even greater
promise with our allies and. trading partners with whom, despite current prob.
lems, we share a tremendous commonality of interest.

It is because the Trade Reform Act remains a relevant, vital, and enlightened
piece of legislation, because it requires speedy action, and because its primary
purpose-U.S. participation in multilateral trade negotiations-is so necessary
and will be of benefit to our economy that the National Chamber generally sup-
ports H.R. 10710 and submits for the Committee's consideration, the following
specific comments and recommendations.

TITLE 1: NEGOTIATIONS AND OTHER AUTHORITY

Sections 101 and 102: Basic Negotiating Authorities
The Chamber supports basic authority for tie President to enter into mul-

tilateral trade agreements aimed at lowering existing tariff levels and re-
moving non-tariff distorations to foreign trade. The successive lowering of tariffs
through negotiation has been primarily responsible for the unprecedented
growth in world trade--and attendant prosperity.

As tariff levels have fallen under the trade agreements program initiated in
1934, non-tariff barriers (NTB's in many forms, have come to play an in-
creasingly larger role in preventing American products from entering foreign
markets. Diminishing NTB's in all segments of foreign commerce, agricultural
and service as well as industrial, is a prime prerequisite to the conclusion of a
successful negotiation. This, ,Qf course, implies a negotiating strategy, conceived
on a wide-ranging basis, and carried out with the totality of the American
,economy in mind. We believe that the authorities proposed in H.R. 10710, with
the appropriate and necessary Congressional safeguards, will be fully adequate
to meet these needs.
Section 135:. Advice from the Private Sector

The Chamber notes with gratification a consistent move toward development
of a meaningful government-industry consultative system through proposals
reflected in H.R. 10710 and the statement of the Special Representative for
Trade Negotiations (STR) submitted for the record, In addition, we have the
following specific comments on this subject of great importance, to the business
community.

First, it is essential to an effective trade negotiation that there be a two-way
flow of information and' advice between government and industry on a timely
and continuing basis. Moreover, this exchange must be directly between the
responsible negotiators and industry spokesmen. We are concerned, based on
our experience with previous trade negotiations, that industry information and
advice would not be sought or heeded ; in fact, it might even be cut off at lower
levels of a department or agency and never transmitted to the U.S. negotiators,
We are also concerned that the flow of information would be unilateral, industry
to government, instead of bilateral.

The Congressional intent in Section 185 is clear; full and effective exchange
between the Special Representative and industry advisory committees on policy
and technical matters is mandatory. The Special Representative recognizes such
legislative intent, and we commend his explicit assurances in this regard: "The
Special Representative must adopt procedures to consult with the advisory corn-
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mittees to obtain their information and advice, and to provide them with timely
information on significant issues and developments during the negotiations." We
also note that the Special Representative's statement says the reports of the in-
dustry advisory committees "will be submitted directly to the United States
negotiators."

The consultative obligations and responsibilities of the Special Representative
are spelled out in unambiguous form, and we agree with his statement that
"Section 185 requires by far the most extensive consultations with the private
sector ever undertaken in preparation for trade negotiations." On the subject
of timely and continuing exchange of both policy and technical advice, we note
that STR and Commerce have recently established a series of industry tech-
nical advisory committees for multilateral trade negotiations to "advise the
Secretary and the Special Representative on matter which are of mutual con-
cern to (the particular) industrial sector and the United States." Each com-
mittee is to meet "at least semiannually". We recognize that such advisory com-
mittees can serve a useful function prior to passage of the Trade Reform Act, but
it should also be recognized that they are no substitute for the consultative
mechanism spelled out in Section 135 of the bill because (a) they appear to be
technical committees only, without the policy responsibilities contemplated by
Section 135, (b) semiannual meetings would not meet the requirement of
Section 135 of consultation on a "continuing and timely" basis, and (c) they
are not exempt from certain requirements of the Federal Advisory Committee
Act. We believe that these committees should have clearly defined responsi-
bilities for developing both policy recommendations and the necessary
information.

Second, we endorse the Administration's recommended amendment of Section
135(e) to exempt meetings of industry advisory committees from Section 1i of

the Federal Advisory Committee Act.
Third, we endorse the Administration's recommended amendment of Section

185(c) to provide for a general policy advisory committee for each of industry,
labor and agriculture.

Fourth, we urge an additional amendment to provide the Special Represent-
ative and participating agencies with more staff assistance. Since all interested
U.S. industries should have the right to participate in the advisory process, It

follows that the negotiating team must be staffed wih a sufficient number of ex-

perienced persons to conduct effective liaison. An inadequate staff will simply

be unable to assimilate and utilize effectively the huge volume of Informatiop

involved. Unless STR staff and staff of other agencies are adequate, we can ex-

pect to repeat the errors of past negotiations. While the Committee on Finance

may feel that staffing is a matter outside its normal considerations, we believe

this aspect is so critical to the proper use of the negotiating authorities in H.R.

10710 that it requires review. Such review, we believe. will convince the Commit-

tee of the staffing inadequacies with which the United States proposes to enter

international negotiations which will set the world's trading rules and practices

for the next decade.
We therefore urge the Committee, at a minimum, to include authorizations

for adequate appropriations, and for an adequate number of supergrade posi-

tions for the duration of the negotiations. Such positions could be authorized

outside normal civil service requirements as they would be established only to

carry out the purposes of H.R. 10710 and for the limited duration of the trade

negotiations.
We further believe that the senior personnel should. by statute, be under

the full, direct control of the Special Representative and that the past practice

of staffing the negotiations largely with persons detailed from other agencies

cannot be expected to provide an independent, fully competent staff,
Fifth, we believe that specific provision must be made to assure that small

and medium-sized businesses are able to make appropriate inputs into the liaison

structure. We are concerned that, as has been the case in past negotiations.

liaison efforts will be unduly tilted toward the very largest of American business

enterprises. This would be a mistake. If the negotiating position of the United

States is to reflect fully the nature and strengths of our economy, the negotiators

must be cognizant of the role and receptive to the opinions of small and medium

as well as large firms.
Access to Supplies

Access to supplies of raw materials has arisen as a policy issue in the past

ex months. The Chamber supports revision of the bill to mandate U.S. negotiators
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to deal with thio problem In multilateral negotiations and to grant the President
certain powers for use against unfair foreign export restrictions.

The bill should be amended so that this issue is recognized in the Act's state.
ment of purposes and in the steps to be taken toward revision of the General
Agreement on Tariff and Trade (GATT). The Administration amendments to
Section 2 and Section 121, submitted for the record in the statement of the
Special Representative, appear to meet these needs.

The retaliatory authority proposed in respect to unfair foreign import restric-
tions should be broadened to include retaliatory authority against unfair foreign
export restrictions. We believe that such authorities would be useful and appro-
priate. However, procedural safeguards, including public hearings, should be
provided all interested parties. Further, American importers, exporters, manu-
facturers, and producers should have the same judicial review rights as they do
for actions taken in retaliation against unfair foreign import restrictions.

With respect to the imposition of export controls resulting from scarce domes-
tic supply situations, we do not believe that H.R. 10710 is the proper vehicle
for an examination of, or comprehensive policy position on, these issues. They
have been and should continue to be considered under the Export Administration
Act, which is under review this year.

TITLE II: RELIEF FROM INJURY CAUSED BY IMPORT COMPETITION

Seotons 2O1-O 4: Import relief
We support the proposals embodied in H.R. 10710 to liberalize the "escape

clause" criteria. Under current law, petitioners for relief are required to prove
to the Tariff Commission that increased imports were the major cause of injury
and that such increased imports result, in major part, from past tariff cones.
sions. The criteria proposed in H.R. 10710-i.e., that imports need be a sub-
stantial cause of injury-and severing the link to past tariff concessions are
changes which should Insure fair and adequate consideration of all petitions.

We are encouraged by Section 203(a) which lists in order of preference the
methods of Import relief available subsequent to an affirmative finding:

(1) Increases In, or imposition of, duties.
(2) Tariff-rate Quotas.
(8) Quantitative Restrictions.
(4) Orderly Marketing Agreements.

It is useful for the Congress to express Uts intent clearly on the import relief
issue and we concur with the order established. An increase in duties as a
form of relief is preferable, since it, unlike either quantitative restrictions or
orderly marketing agreements, allows the market mechanism to continue to work.
The procedure outlined in Section 204 whereby the Congress can disapprove of
quantitative restrictions or orderly marketing agreements as forms or relief
will be particularly helpful in safeguarding against their indiscriminate or
unwise use.

We oppose Section 203(f) which would allow the President, as a form of
Import relief, to suspend application of items 806.30 and 807.00 of the Tariff
Schedules of the United States. That this should even be included as a form
of relief, much less treated as a duty increase and therefore first in preference,
indicates a profound misunderstanding of the role and Importance of these
tariff schedule Items.

By facilitating the sequential process, whereby parts manufactured in the
United States and sent abroad for assembly or further processing, items 806.30
and 807.00 allow American industry to reduce production costs and therefore
the final price of its products sold. The Tariff Commission has concluded that
suspension of these items "would not markedly reduce the volume of imports
of the articles that now enter the United States under these provisions." Rather,
they would continue to be "supplied from abroad by the same concerns but in
many capes with fewer or no U.S. components."

It hsj been charged that these tariff items provide an incentive for U.S. indus-
try to export labor Intensive jobs. However, without the ability to reduce
costs through duty-free importation of components, the U.S. industries involved
would be even less competitive, both domestically and internationally. The Tariff
Commission study found that, in 1969, foreign assembly operations utilizing
these operations employed approximately 121,000 workers. In the United States,
87,000 jobs were directly dependent on these operations. The Commission study
concluded that In the event of these items' suspension,' "there is little basis to
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presume that there would be a significant increase in U.S. production," and
thus "only a small portion of the foreign employment would 'be returned to
the United States." The employment .effect, therefore, would be negative since
the larger loss in American jobs dtietly dependent on these operations would
more than offset any gain of returned employment.

ections 281- 84: Trade Adjustment Assistance
The unprecedented prosperity of the past decade has exerted enormous pres-

sures on most developed nations to follow policies aimed at full employment.
When dislocations, resulting from imports, require adjustment on the part of
workers, firms, or industries, nations should avoid attempting to promote such
adjustment through the use of trade distorting mechanisms such as tariffs and
quotas that can be Internationally disruptive. Rather, we should employ eco-
nomic adjustment programs which ate. more responsive to the needs of the dis-
placed and can deal more effectively with his problems. A viable program of
and progressive U.S. foreign trade policy.

One of the major difficulties in the current program has been the highly un-
realistic eligibility criteria. While it has been relatively simple to show that
imports have cuased injury to firms and workers, it has been particularly dif-
ficult to prove that these imports are the major cause of such nijury and that
the increased imports have resulted from past trade agreement concessions. H.R.
10710 proposes far more realistic criteria and, as with the escape clause, should
result in fairer assessment and judgments on assistance petitions.

Adjustment by Firms

The Chamber generally believes that management itself should be respon-
sible for the response of firms to dislocation from imports. Indeed, firms which
fail to adjust to competition from imports, either by improving their ability in
their present product line or by shifting to a new product line, may have to go
out of business entirely.

Nonetheless, in legislation designed to provide flexibility in our approach
to foreign trade policy, there is a logical place for adjustment assistance to
Individual firms on a limited basis. Depending on the particular case, the ob-
jective of assistance should be to help the firm restore its competitiveness in
its industry or to undertake a new line of endeavor. Despite the limited nature
of the experience gained under the existing program, It appears that both ob-
Jectives can be achieved.

The most necessary improvement in aid to firms is increasing its timeliness.
Firms must adjust rapidly to avoid major losses which may undermine their
position for years, or even lead to total collapse. Most of the failures to pro-
mote firm adjustment under the present program can be attributed to slow-
ness in identifying a problem and then providing the available assistance. Early
help is more effective and cheaper as well. The needed speed up should be achieved
through the proposed liberalization of the eligibility criteria and improvements
in the delivery system.

The provisions in Sections 253 and 254 of H.R. 10710 for finanical and tech-
nical assistance are appropriate and adequate, and represent a realistic ap-
proach to a limited but difficult problem. However, we urge the Committee to
continue, as under present law, tax assistance in the form of extended loss
carrybacks-a form of assistance that is not included in H.R. 10710. Our experi-
ence with firms having gone through adjustment assistance shows that these
tax privileges were of great benefit in promoting viable adjustment.

Adjusted by Workers

A successful adjustment program for trade-disclosed workers requires four
key components. The first is early attention to the problem. Part of the success
of the Office of Economic Adjustment in the Department of Defense (DOD),. in
helping whole communities adjust to cutbacks in defense expenditures, can be
traced to its early knowledge of, developing problems. It would be difficult to re-
plicate as much early warning in 4he private sector, of course, since DOD ob-
viously knows where defense cuts are coming. Nevertheless, the liberalized
criteria should insure much earlier triggering of adjustment efforts.

The seond requirement is that job training be geared to jobs which will in
fact be available when the training is completed. We. believe that Sections 285
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and 86 of H.R. 10710 provide part of what is required. However, to utilize ef-
fectively both the on-the-job and institutional programs, sharp improvements
are needed in the Federal-State Employment Service and computerized job-
worker matching, including better statistics on "Jobs available" and continuous
updating of Job definitions.

A third requirement is adequate training programs. There Is criticism today of
the effectiveness of current manpower training programs. Few of the present
government programs which bear that name, however, have aimed at the kind of
adjustmn t discussed here. Most of them have been adjuncts of the poverty pro-
gram, aimed at the most disadvantaged and least skilled of all Americans. Even
so, a number have been successful--even in extremely difficult circumstances,
such as existed in Appalachia, Specific programs for specific cirumstances have
worker. The Studebaker and Armour reconversions and DOD programs to
smooth the adjustment to reductions in defense spending in Wichita and dozens
of other locales are examples. Manpower programs have worked effectively In
other countries where they have received a higher priority from national gov-
ernntents and have had longer periods of experience from which to learn. How-
ever, it must be noted that these programs have operated within a context of
low unemployment. Similar training programs have also been effective in in-
dividual states in our country.

The fourth requirement is adequate relocation reimbursement. Efforts should
be made to avoid the disruption to people's lives caused by relocation. However,
such moves are needed in some cases and we thus support Section 238 of H.R.
10710 which would provide alowances for relocation.

Adjustment by Communities

Communities are not eligible for adjustment assistance under present law nor
Is puh-a-program proposed in H.R.10710. Yet wany of the most severe disloca-
tions caused by trade flows fall on those affected indirectly-the suppliers of the
firms and workers that compete internationally.

The Chamber therefore recommends that local governmental units be eligible
for assistance when-a -significant percentage of working people residing In the
community has been declared eligible for the program and could qualify by dem-
onstrating that their problems were substantially due to Import competition.
Eligible communities could then receive attention of the type provided by DOD
for over 160 large and small communities (including entire counties) impacted
by changes in defense spending since 1961. The primary thrust of this effort Is
to help affected areas mobilize their own resources effectively, and by doing so at-
tract private resources from outside the area to assist in the adjustment. (In
Wichita, for example, $40 million of federal funds played a key role in attracting
$700'mllion of private capital.) DOD sends teams of experts Into impacted areas
to analyze their problems and devise rehabilitation efforts. Local leade--from
business labor, and-other groups--are brought together to agree on a plan of ac-
tionV assign resohslibility for its implementation, and monitor the follow-
through. This is a useful precedent. We urge its use in the case of trade adjust.
meant assistance.

TITLE IV: TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISCRIMINATORY
TARIFF TREATMENT

The National Chamber opposes Title IV in its currently drafted form.
We support Presidential authority to extend nondiscriminatory tariff treatment

(MFM) to the Soviet Union and certain nations of Eastern Europe---conditioned
on obtaining and maintaining satisfactory reciprocal trade concessions from these
nationsI and adequate safeguards against domestic market disruption. We dis-
agree with Title IV, in Its present form, because it would allow the President to
grant MFN and export credits only to those countries whose emigration policies
meet certain standards. The Natiojual Chamber deplores any Infringement on
basic human rights by any government. We believe, however, that nondiscimina-
tory t*tiff treatment, subject to carefully prscribed review procedures, an 'do
more tO'Dromote respect for human rights than can the curtailment of normal
commercial relatlon4 which would result in this title, as presently drafted, were
adopted.- -

It Is our belief that two-way beneficial trade, on a long-term and regular basis,
will be of prime importance In bridging the differences between our systems, We
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will mutually benefit from this positive type of commercial interface. The Cham-
ber, for example, has recently sent representatives to the USSR and three coun-
tries of Eastern Europe where we are in the process of forging regular ties with
counterpart organizations. We have been impressed by the enormous possibilities
for developing positive relationships between American businessman and their
counterparts in these countries. With this latter objective in mind, the National
Chamber has already established a bilateral economic council with Romania, and
will do so shortly with Bulgaria and Poland. We are convinced that such relation.
ships will go far to promote widespread understanding of the United States, in-
eluding its fundamental commitment to human rights.

We thus urge a legislative compromise and support Secretary Kissinger's recent
testimony before you and his efforts to reach a workable solution.

TITLE V: GENERALIZED SYSTEM OF PR]FEEN01W

The National Chamber has, since 1967, supported the establishment of a system
of generalized preferences for the exports of manufactured, semi-manufactured,
and other selected products of developing nations. Prompt enactment of a prefer.
ence system, as proposed in H.R. 10710, is long overdue.

This objective has become urgent in recent months as a result of the oil price
increases which has placed a serious strain on the balance of payments of many
less developed countries (LDC's). In 1974 the cost of oil imports by the developing
countries of Africa and Asia is expected to total $5 billion, up from approximately
$1 billion in 1972. With the need for oil in their economic development programs,
LDC's will place top priority on finding ways to pay for it. We can therefore expect
LIC's to seek expanded markets for their export products, The cooperation of the
industrial countries is essential for these three reasons:

(1) The majority of the third world, still strikingly "have-not", has a com-
pelling moral case for special consideration. Certainly United States foreign aid
programs have been ineffectual. This experience, however, has demonstrated that
more lasting results can be obtained by channeling development funds through
such multilateral agents as the World Bank. In this connection,'the recent action
of the House of Representatives in rejecting U.S. participation in the IDA, is most
regrettable. We are confident that the Senate, through examination of U.S. inter-
ests as well as those of the global economy, will reject the House action and restore
the United States to a position of leadership in the difficult~but Important task of
providing assistance to the critically poor'nations of the world.

(2) Many of the Wsic raw materials vital to our economy are found in great
abundance in Africa, Asia, and South America. This fact underscores the im-
portance of starting now to establish a fresh and positive understanding between
the industrial nations and these developing countries. Such an understanding
could serve as a deterrent to actions on their part similar to that taken recently
by the petroleum exporting countries.

(8) Several years ago the Industrial nations of the world, within the frame-
work of the Organization of Economic Cooperation and Development (OECD),
agreed to put a system of generalized preferences Into effect. Our major
Industrial allies and competitors, including Japan and the European Community,
have fulfilled their part of this agreement. Because we have not, the European
Community has felt free to justify its own special arrangements as proper.
We thus-support Section 504 which would prohibit the President from granting
preferential treatment to any developing country which itself accords special
treatment to the exports of an industrial nation. The Chamber stated in Feb-
ruary 1971 that any program of preferences should assume the abolition of
reverse preferences. Initiation of a generalized system on, this basis will, we
hope, spur both the developing and the developed world to reconsider the
inequity of reverse preferences.

TAXATION OF FOREIGN SOURCE INCOMX

In testimony on the Trade Reform Act before the House Ways and Means
Committee, we urged that tax reform as it relates to foreln investment bo
considered in the context of overall taX policy and not In conjunction with, or
as part of, H. R. 10710. We commend the House's action In separating the two
issues and urge the Senate's concurrence in this decision.
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PREPARED STATEMENT OF IAN MACOGRaO, CHAIRMAN o THE U.S. COUNCIL OF
THE INTERNATIONAL CHAMBER OF COMMERoE

SUMMARY

1. The U.S. Council strongly supports prompt passage of the Trade Reform
Act. Rapidly changing circumstances make it essential that the President have
the authority and negotiating flexibility as soon as possible to meet the coming
challenges to the world economy.

2. Specifically, the U.S. Council urges that the authority which the bill would
give the President to negotiate with our trading partners on tariffs and non-
tariff barriers is essential if the momentum towards international cooperation
is to be maintained,

8. The U,S. Council also believes the President should have the safeguard
mechanisms, balance of payments, and escape clause provisions embodied in
the Trade Reform Act.

4. The U.S. Council believes that restraint on export controls is as important
as restraint on import controls in an interdependent world, and that the United
States should seek agreement with its trading partners on a framework of
cooperation in cases of worldwide shortages.

6. The U.S. Council believes that the important trade provisions of the bill
should not be jeopardized by the essentially political issues raised in Title IV.

6. The Council also believes that the Trade Reform Act should not be burdened
with provisions relating to taxes on foreign source income.

STATEMENT

I am Ian K. MacGregor, and I am Chairman and Chief Executive Officer of
American Metal Climax, Inc. Today I am pleased to be here in my capacity as
Chairman of the United States Council of the International Chamber of Com-
merce. The U.S. Council is the American branch of the International Chamber of
Commerce, an organization which for more than 50 years has advocated the ex-
pansion of International trade and investment.

On May 15th, 1973 I had the privilege of testifying on behalf of the U.S.
Council before the House Committee on Ways and Means in support of the Trade
Reform Act. Much has happened on the international economic scene since then.

However, in the Council's view the need for a trade bill is just as pressing now
as when it was under discussion in the House last year. The dangers of countries
adopting "go-it-alone" policies seems to be increasing. Cohesion among the in-
dustrialized countries which has existed since World War II has clearly weak-
ened. Therefore, my objective in testifying before you today is to express the U.S.
Council's strong support for passage of the Trade Reform Act.

The sharp increase in the price of oil and other imported materials may lead
countries to seek to protect their balances of payments by imposing Import
controls and/or by artificially stimulating exports, leading to retaliation by
other countries, and a generally worsening of trade relationships. I am also
much concerned about the potential implications of bilateral deals between cer-
tain consuming and producing countries. I fear that we may see here the possi-
bility of preferential bilateral trading arrangements which would limit the access
of third countries to important markets for their exports to resource-rich coun-
tries. It is very clear that the President must be armed with negotiating au-
thority in the trade field, which he now lacks, if he is to be in a position to exert
the full influence of the United States against these dangerous trends. We are
convinced that trade liberalization promotes a more efficient use of the world's
resources-an efficiency Jeopardized today by the unstable situation as to the
availability and pricing of energy and materials. Thus it is doubly important
that the United States be in a position to participate effectively in further inter-
national trade negotiations.

The situation we are in not only has dangers but also brings challenging op-
portunities: to turn the present crisis into constructive channels, to find new
modes of multilateral cooperation, to achieve fundamental economies in the use of
limited supplies, and to learn better how to achieve their distribution in a manner
that meets the needs of consumer and producer, of the developed and the develop-
ing, while ensuring that market forces basically determine the most economic
use of available resources.
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One of the most positive steps which the government of the United States, and
you gentlemen in the Senate, can take to help realize these brighter alternatives
is early passage of the Trade Reform Act in substantially the form in which
it came to you from the House of Representatives late last year. Passage of the
Trade Reform Act will underscore the continued commitment of the United
States to the objectives agreed upon in Tokyo last September. It will provide the
essential underpinning for the GATT trade negotiations which are now stalled
awaiting Congressional passage of this bill.

- The Contracting Parties to GATT in the Tokyo Declaration agreed that a firm
link must exist between the proposed trade negotiations and the related dis-
cussions on monetary reform. Particularly in tho face of the uncertainties of
international payments in 1974, it is crucially important that monetary order
be maintained. Also it is essential that the major countries of the world con-
tinue to cooperate in this 'highly complex area. It is the U.S. council's firm
conviction that negotiations concerning international trade and monetary coop-
eration are two sides of the same coin.

When the Trade Reform Act was first under discussion in the Committee on
Ways and Means of the House one year ago the United States was deemed to
be in a relatively weak international financial position. We were running a
serious trade deficit. Also our balance of payments deficit was at record levels.
The dollar was under attack. There was much talk of an indigestible dollar
overhang. In this context, we looked on the Trade Reform Act largely as a means
of regaining some of our earlier international trading strength.

Today the position is markedly different. The trade balance has improved
and the dollar has strengthened. This presents us with the enhanced opportunity
to assume leadership in working toward greater international economic order.
In order to seize this opportunity, the President must be armed with the au-
thorities in the Trade Reform Act.

As to tariffs, the United States cannot expect to gain concessions from other
countries without granting some in return. No adequate basis exists since the
Trade Expansion Act expired on which the United States can work effectively
with its trading partners to assure that the momentum toward trade liberaliza-
tion Is continued.

Equally the President needs authority to negotiate with other countries in
the area of non-tariff barriers to trade. This has been a recalcitrant problem for
a number of years. At last some headway is being made within the GATT in
sorting out those non-tariff barriers which are most troublesome and defining
possible approaches to minimizing their effect on international trade. WhIl8 the
sector by sector approach to reciprocity, embodied in the present version of the
Trade Reform Act may appear to some to be equitable, experience Indicates
wider flexibility is necessary for a broadly successful outcome. Since the in-
auguration of the trade agreements program, the United States has conducted
trade negotiations on the basis of overall reciprocity, allowing concessions in
one product sector to be compensated by concessions in another, provided that
an overall balance of advantage is secured In the total trade package. This
flexibility is especially necessary in dealing with non-tariff barriers. o

The Council believes that the President still needs the new authorities with
respect to safeguard mechanisms, balance of payments, and escape clause pro-
visions that are embodied in the Trade Reform Act. Such measures are Im.
portant to give the President the authority to take remedial actions if United
States business is discriminated against in other countries.

The inclusion of export controls is a new element in a trade bill. Historically,
trade- negotiations have concerned themselves with impott restrictions as a
major limitation to the International movement of goods. However, recently ex-
port restrictions, particularly on goods In short supply, have become of Increas-
ing concern. The Council believes that restraint on export controls Is as Im-
portant as restraint on import controls in an interdependent world, and that
the United States should seek agreement with its trading partners on a, frame-
work of cooperation In cases of worldwide shortages.
- When appearing before the Ways anI Means Committee last May, the U.S.
Council urged that mbst-favored-hation treatment he granted on a bilateral
basis to those non-ma-ket economies not now eligible for it, a position we have
held for many years. We continue to feel that on economic grounds It is If the
Interest of the United States to bring the Communist countries into the trade
and monetary system of the Western industrialized countries. -This iS an issue
fundamentally economic in nature rather than a political one,
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Title IV of the House version of the Trade Reform Act reflects the intrbduc-
tion of political issues Into trade legislation. We believe that the trade proving
sons of a bill, so Importpnt to so many U.S. objectives, should not be Jeopardized
by this political issue. As Secretary of State Kissinger said Iefore this Com-
mittee March 7, "We cannot accept the principle that our entire foreign policy-
or even an essential component of that policy such as normalilsation of our trade
relations-should be made dependent on the transformation of the Soviet domes-
tic structure."

The U.S. Council also believes that the Trade Reform Act should not be bur-
dened with provisions relating to taxes on foreign source income which should
be treated independently of trade legislation. Many major foreign competitors
of American companies already operate under more liberal tax regulations than
we do with respect to foreign source income. It is notin the national Interest
of the United States unilaterally to impose further tax handicaps on American
competitiveness In the world economy. Nor is American policy consistent in
seeking fairness and equity in international trade and monetary matters but
failing to provide them itself in matters of taxation.

The Council considers It a matter of highest priority that the President be
given the authority to enable the GATT negotiations begun In Tokyo to proceed.
For this, It is essential that the Trade Reform Act be enacted without delay.
Economic conditions change rapidly, and the President must have the authority
and the negotiating flexibility to meet the coming challenges to the world
economy.
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Foreword

We live in an era of accelerating technological
change. This fact, coupled with an ever increasing
economic interdependence among nations, has
opened new challenges for governments seeking bal.
anced internal growth, price stability and full employ-
ment. For the United States, as the world's largest
market, this recent expansion of international trade
has led to serious repercussions on the domestic
economy. However, it has also yielded outstanding
benefits and increased national wealth. The problem
which no one has yet effectively faced is this: How
can the United States implement a tough. fair trade
posture consistent with trade expansion and through
timely adjustment and increased productivity, simul-
taneously develop a more dynamic industrial base
capable of meeting import competition? What type
of programs are needed to assist workers, firms and
even complete industries which are suffering
economic hardship due to increasing imports?

This comprehensive study was prepared by NAM
in response to these questions and the growing prob-
lem of import dislocation. It represents one impor-
tant component in the Association's "system's
approach

4 to international economic affairs.
The report concentrates on trade adjustment

assistance and offers a no-nonsense approach de-
signed to restructure and revitalize the program and
help U.S. industry-both firms and workers-to suc-
cessfully meet challenges of import competition. The
report reviews the history of trade adjustment
assistance and analyzes the program's deficiencies
and potential within a cost-benefit framework.

Study on trade adjustment assistance was initiated
by the NAM International Economic Affairs Commit-
tee as a necessary element of the committees' ap-
proach to positive business problem-solving on inter-
national economic issues. Specific consideration was
given to trade adjustment assistance in relation to the
proposed Administration trade bill. Burke-Harke
type legislation and the general issues of future trade
negotiations.

During the course of the study which was con-
ducted by an NAM interdepartmental working

roup. it became apparent that the issue of import
islocation and international adjustment to trade

competition had direct ties to general unemployment
compensation and pension rights on the local level.
These subjects are therefore discussed in the text and
their relevance is specifically defined.

In this context, care should be taken to avoid the
most serious mistakes of past adjustment policies
-particularly the substitution of after-the-fact com-
pensation programs for an active adjustment policy.
The real interests of the American worker in job
retention/job creation point directly at the private
firm as the vehicle of employment and economic
rowth rather than to the expansion of government
and-outs for job loss. More encouragement must be

given to early industrial adjustment where workers
and management alike benefit from a healthy indus-
trial climate within the framework of a fair trade pol-
icy.

Admittedly, trade adjustment assistance is no
panacea for the complications of our present
economic difficulties. However, if properly directed.
it could be important as a model mechanism for
spurring productivity, increasing employment for the
American worker and reducing inflationary pres-
sures. Trade adjustment assistance could also play a
significant role in the present struggle over interna-
tional trade and investment policies, by helping to
defuse the negative platform of Burke-Hartke type
legislation spawned in the myopia of the "adversary
relationship"

This report is submitted with the hope that labor.
management and government can unite behind its
recommendations, resolving to strengthen trade
adjustment assistance as a model program-and show
that United States industry and labor can compete
in international competition. This is a goal worthy
of our best efforts and the National Association of
Manufacturers is pleased to offer these recommenda-
tions as a step in this direction.

E. Douglas Kenna
President

National Association of
Manufacturers

30-1139 0 - 74 - pt. 3 - 5
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Introduction
Amid the emerging confrontation on international
trade and investment, and its legislative implications,
is a recognized need among all elements of national
leadership for greater U.S. productivity and relative
competitiveness in world markets. This central and
irrefutable fact stands above the raft of widely.
divergent arguments and analyses on how the nation
got into its competitive predicament, and proposals
on how it shotild get itself out. At the heart of this
dilemma remains the question: How do we improve
the national productivity, and what measures will
work to effect this objective within the traditional
framework of our free enterprise system? Clearly, in
an era of rapid technological change characterized
by "future shock", and coupled with increasing trade
and the growing interdependence of national
economies, any "solution" will place considerable pre-
mium on flexible adjustment processes.

As the current debate intensifies, there is a danger
that this recognition, as it relates to America's com-
petitive position and productivity itself, may be lost
within a confluence of relatively less important issues.
Politico-economic pressures on decision-makers will
be enormous, underscored by the erosion of the
United States' trade position, high unemployment
(and a related sensitivity in certain sectors due to
severe import dislocation), persistant inflation and a
chronically weak international payments position.
Proponents of the Burke-Hartke bill and similar
types of legislation have benefitted from this current
economic uncertainty. However, these are negative,
superficial responses to deep-rooted problems; they
should not be permitted to divert attention away from
the core issues which the United States must face if
it Is to continue as a responsible member of the inter-
national commercial community.

Clearly, more can and must be done to strengthen
the international economic standing of the United
States. American workers, unions and industry (both
multinational corporations and the small, family
owned enterprise) have much to lose with a continued
deterioration of our competitive position.

This Administration has expressed concern with
respect to the unfavorable balance of trade, and has
taken strong and needed steps in recent months (par-
ticularly evidenced with the actions of August 15,
1971, the subsequent Smithsonian Agreement in
December 1971, and the second devaluation of Feb-
ruary 1972) to correct certain inequities on the inter-
national front in an overall effort to restore a mod-
icum of global economic equilibrium. On the domes-

*Productivity can perhaps best be concisely defined as real output
per hour of work or. more loosely, as the efliciency with which
output is produced by the resources utilized See The Meartng and
Metamresnte of Prodwviiy, Bulletin 1714. prepared for the
National Commission on Productivity by the Bureau or lzbor
S(atistcs, 1971.

tic side, necessary efforts to dampen the inflationary
spiral characterizing the last halt of the sixties have
been a qualified success, through a combination of
monetary and fiscal policies and the wage-price con.
trols. Yet, these actions, strong as they were, have
not had the anticipated remedial effect on the United
States' international competitive position because
they have not tackled some of the core issues. In the
year after devaluation of the dollar, and eighteen
months after the imposition of wage-price guidelines,
the trade balance skidded from -$2.1 billion in 1971
to approximately -$6.4 billion in 1972 forcing a sec-
ond devaluation of the dollar on February 12, 1972.
And, although some improvement may !ee"pected,
the prognosis for 1973 does not seem mtlch brighter.

One missing component in the program has been
improved productivity* and the lack of a national
commitment and orchestrated policy toward it. The
National Association of Manufacturers is vitally
interested in improved U.S productivity in the inter-
est of a healthy, competitive U.S, economy and a
strengthened balance of payments. As one of the
Association's major objectives, a series of studies on
different aspects of national productivity improve-
ment have been undertaken-with the aim of recom-
mending ways to improve the overall United States
economc climate,

Consistent with this objective and the search for
positive solutions to the United States' international
economic dilemma the following study has been
developed on the issue of trade adjustment
assistance-as a small, but important link between
international and domestic economic policy. As such,
this report constitutes an effort to analyze the major
questions behind the trade adjustment assistance
issue, both from an historical and a cost-benefit per-
spective. It also seeks to recommend workable indus.
try and labor oriented recommendations consistent
wth the goals of strengthening the national employ-
ment base, and improving productivity and interna-
tional competitiveness on a cost-effective basis.

The report is divided into five major sections: (1)
a summary of the reporifindings and recommendations, (2)
a description of the Trade Adjutment Assistance program
including history, present program structure and
evaluation, and recently proposed changes, (3) an
issue referene section comprising descriptions and
recommendations on Important sub-issue questions,
such as: program scope, rationale, administration,
benefits (worker, firm and industry), plus several
additional issues raised by proposed alternate
approaches, (4) a cost-benefit analysis of present pro-
gram and other options, including this report's recom-
mendations, and (5) appendices, including a -brief
description of foreign adjustment programs, the pro-
ject questionnaires and research method.

vii
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SECTION I

Summary of Findings

General Overview
This report's findings and recommendations extend
beyond an evaluation of the present trade adjustment
assistance program and offer a positive, alternate
course of action, aimed at a restructured and
redirected response to trade.related adjustment
problems. This approach is characterized by an effec-
tive early warning mechanism, programs geared
toward facilitating adjustment (as opposed to retroac-
tive compensation) and industrial self-adjustment
with a minimum of government participation. In this
approach, effective early adjwtm.nf efforts will
replace the current system of compensatory "burial
expenses" with a program formula aimed at job
retention/job creation for workers within a healthy
industrial climate.

Recognizing the necessity of improving overall
national productivity, as well as this nation's ability
to compete in world markets, this report proposes
a series of changes which, if implemented, would
revitalize the ad justment mechanism on a cost-
effective, economical basis-an important considera-
tion reflecting the need for fiscal responsibility and
controlled federal spending. The report's recommen-
dations are founded on cost-benefit analysis and are
designed to encourage more leadership and self-
adjustment by the private sector, utilizing the
strengths of freer market forces.

Guidelines are offered in this report to help chan-
nel government participation toward the most bene-
ficial programs, (tightened through cost-cutting and
reduced processing time) with the least damaging
potential for market interference. This procedure
anticipates the time when the government role can
be reduced, perhaps through transitional stages, as
industrial productivity is stimulated and international
competitiveness is placed upon free market principles
in a fair trade equation.

Need for Structural Change
A major report emphasis and recommendation

embodies structural change for trade adjustment
assistance - a shift of emphasis from present injury
compensation to pre-injury adjustment. Streamlining
the present program can have only limited remedial
effects and -will prove generally ineffective by itself
unless coupled with a reordering and restructuring
of program priorities. Toward this objective the
report recommends a two-tier system for adjustment
supported by as effective early warning system. (See

page 19 for a graphic outline of the two-tier
approach.) The two-tier system would provide for
different benefits on a selective basis at each separate
stage. First would be broad industrial programs to
improve the competitive climate for an entire qualify.
ing industry. The "assistance" at this stage would
encourage industry self-adjustment to increase pro.
ductivity and competitiveness, allowing job retention
for workers in that industry and spurring the
dynamics of industrial job creation. The second stage
would constitute a reordered version of the present
program where individual firms and worker groups
suffering severe import injury could petition for
specific assistance designed to help them complete
the adjustment process they presumably began in the
t'st stage. This approach could achieve the desired
objectives of worker reemployment, competitive
adjustment, cost-effectiveness and minimal govern-
ment impact upon the market place. While developed
and administered as a separate and distinct program,
trade adjustment assistance, if more responsive. could
become the cutting edge for related national efforts
needed in productivity/investment policy and man-
power development. Consequently, the report's
recommendations were made to facilitate a consolida.
tion of federal programs in which trade adjustment
assistance could be subsumed.

A listing of the major findings and specific recom-
mendations begins below with the early warning sys-
tem and the proposed benefit structure under the
two-tier approach. Following these areas are various
issue reference recommendations paralleling the
body of the report. Additional findings related to
these recommendations are found in report chapters
on program history, cost-benefit analysis, and foreign
programs (in the appendix). In addition, minor
recommendations and ideas for consideration are
locat d throughout the text.

Early-WarnIng System
A central improvement, necessary for a successful.

restructured trade adjustment assistance program. is
the development of an effective early warning system.
This mechanism, designed to forecast potential
import dislocation, could also provide an excellent
foundation for the proposed industrial approach to
trade adjustment assistance. This report calls for the
implementation of an early warning system using the
presently available public statistic base with' careful
recognition given to the necessity of business confi.
dentiality. Specifically, the report recommends that:
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I. Presently available data pertaining to international
connercial competition, both foreign source and domestic,
be integrated more effectively andpublished in industry
sector analyses.

2. Increased responsibilities be given to U.S. commercial
attaches overseas in the collection of data and monitoring
relevant commercial 'Intelligence. Greater government
agency coordination on competitive assessment.

3. Active dissemination of forecast analyses to target
industries, sttbject to confidentiality precautions, in order
ip facilitate early operation of an Industrial adjustment
response to increasing competition.

Benefits and Provisions
Findings: Although the issue of program benefits has
received much attention, few benefits have actually
been provided under trade adjustment assistance.
The benefits that have been granted to workers and
firms have proven ineffectual for the most part.
Instead of facilitating timely adjustment, benefits
have' become retroactive compensation. Assistance to
workers has concentrated on compensation rather
than active reemployment programs and there has
been ro concern with job retention/job creation
through effective early industrial adjustment.

Recommendations:
I. Worker benefits could be improvedby:

(a) The redefinition of trade read ustment allowances for
workers to parallel state unemployment compensation
benefit levels, thus reducing duplication and facilitating
processing.

(b) Increased program emphasis on job placement
techniques, closely coordinated with the computerized
notionaljob bank system (which could serve general unem-
ployment problems along with trade adjustment cases),
thus adding to worker mobility - horizontal and vertical.

(c) Improved relocation assistance for those seeking new
jobs in other locales.

(d) Emphasis directed at on-he.j*b reltsiningprograms con-
tracted with willing private firms.

(e) Acceptable standardization of minimum vesting
requirements under private pension plans for workers.
2. Industry benefits and overall program effective-
ness could be improved with:

(a) The establishment of a modified industrial approach
state of trade adju!sMent assistance where industry certifi-
cation woul permit t- A'Viiowing benefit considerations:

(I) Rjsearrh and Develpment 4ssissane-Federal con-
sultation, technical assistance, and possibly a system of addi-
tional measures--(i.e. partial matching of private R&D
funding and tax credits as a part of a broader national
campaign to expand R&D investment and encourage pro-
ductivity and innovation).

(2) Antitrust-A special Justice Department section
would be established to provide advice, issue guidelines and
4T'; recomnendatioss do not apply to escape clause action,
but only to a trade adjustment assitance program.
"*in instances where application h changed to parallel subsequent
report ecommendanlcs (i.e. trade readjstment allowance) the
cposgresaionsl criteria would be smodified accordingly.

review industrial adjustment plans involving mergers
and/or joint ventures (i.e. joint R&D efforts) by industries
seeking to meet international competition.

(3). Orderly Marketing ArrangeMenzs-Th formation of an
inter-agency standing group (Departments of Treasury.
Commerce, Labor and State, Tariff Commission. Office of
the Special Trade Representative. Council on International
Economic Policy) to snake recommendations to the Presi-
dent for negotiating bilateral and multilateral orderly mar-
keting arrangements on a conditional and temporary basis
for particular industries experiencing severe Import dislo-
cations. These arrangements would be installed for a
specified time period in conjunction with a definite indus-
trial adjustment plans to provide temporary import relief
for an industry in which successful adjustment could not
otherwise occur, The orderly marketing arrangement
would contain specifications for a graduated, "phase-out"
timetable.

Eligibility Criteria for
Trade Adjustment Assistance
The report rejects a number of proposals which
would lead to a massive and unwarranted program
expansion and instead recommends measured relax.
ation of present program eligibility criteria as follows:

I. Elimination of the causative link requirement between
increasing imports and a past trade concession.

2. Industry petition criteria relaxed to require only that
an increase in imports was the primary cause (more than'
any other single factor) of injury ratherthan the major cause
(more than all others factors combined) as presently
required in order to receive induitial trade adjustment
assistance benefits.*
In order to regulate government participation in
specific assistance to workers and firms, and to insure
adequate proof of injury for any program applicant,
we recommend:

3. Retention ofall other congresSionally established eligi
bility criteria wherever appticable,*

Submission of Petitions
Findings: Due to the complexity of the petitioning

process and a lack of knowledge regarding the pro-
gram - its existence, standards to measure eligibility
and the basic application procedures - the chances
for early adjustment to import competition have been
negated by the present structure.
Recommendations:

In order to disseminate information, coordinate
rocedures and simplify the submission process itself,
is recommended that:
I. Industry and firm petitions be submitted directly to

the Commerce Department and worker group petitions to
the Department of Labor.

2. Commerce and Labor Departments begin petition
review immediately upon receipt to insure its proper com-
pletion.

3. Further improvements in communication between the
Departments of Commerce and Labor to effect immediate
inter-agency notification when petitions are received.

2
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4. The Commerce and Labor Departments undertake
to immediately notify all worker groups and finns in
Industries relevant to any petition submitted, informing
them of the trade adjustment assistance program, their
application potential and the petitioning procedure.

5. Labor unions anti trade associations be urged to
inform themselves and their memberships on the trade
adjustment assistance program and their potential relation-
ship to it, encouraging early petitions wherever applicable.

Petition Investigation and
Eligibility Determination

Findings: Investigation procedure for trade adjust-
ment petitions is characterized by arduous delays,
agency overlap and general operational inefficiency
which negates the chances for early benefit delivery
and adjustment to import competition. Similarly,
the determination of eligibility needs streamlining to
be effective.
Recommendations:

In order to expedite the investigatory and eligibility
determination processes, it is recommended that a
legislated timetable be enacted to require:

I. Completed petitions received either in Commerce or
Labor Department be transmitted to the Tariff Commis-
sion within one week of submission date.

2, Tariff Commission initiate an investigation
immediately upon receipt of the petition and submit a com.
pleted report to the relevant department not more than
ninety days after receipt of an industry petition or thirty
days for a worker group or firm petition.

3. Commerce and Labor Departments' rulings on eligi-
bility determination will be final and required within seven
days of receipt of Tariff Commission Investigation Report
- (a fifteen day grace extension period could be authorized
by either department's secretary, if necessary, it order to
seek further information from the Tariff Commission).

Admnistratlon of Benefits
Findings: Even after firms and worker groups have

been certified eligible to receive adjustment

assistance, inordinate delays occur in the administra-
tion of benefits. Although timetables are impossible
in this stage of the process, certain needed improve.
ments are possible.
Recommendationsa:

It is recommended that:
i. Technkal assistance in drafting firm adjustment

proposals be given to certified firms by the Department
of Commerce. This proposal must be submitted within
ninety days after the firm's eligibility certification.

2. Labor Department training teams be temporarily
utilized to reinforce local employment security offices in
handling additional individual worker petitions.

3. The eligibility criteria of individual workers be sim-
ified so that the only additional investigation necessary
vond that required by state unemployment procedure

is to determine that the worker's job was adversely affected
by his firm suffering import injury.

Community Adjustment Assistance
This report rejects the concept of adding supplemen-
tal community assistance programs to the present
trade adjustment assistance structure. Such an amal-
gamation would lead to confusions, administrative
delays and results harmful to the interests of workers
and firms. Recognizing the importance of encourag-
ing community and regional response to economic
dislocations caused by imports and other economic
factors, the report recommends:

I. Better utilization and coordination of existing federal
programsdesigned to alleviate economically impacted areas
on a regional basis.

2. Additional efforts to coordinate local industrial
development groups and recruit voluntary leadership from
successful neighborhood industries.

3. Better dissemination of information ofi the trade
adjustment assistance program to voluntary business and
civic groups in communities and areas where import dislo-
cation is threatened or actual.
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SECTION 2

Trade Adjustment Assistance. Program

History
The Trade Adjustment Assistance program is a rela-
tively recent development in the history of United
States trade policy. Evolving from legislative propos-
als in the 1950's, the concept of trade adjustment
assistance achieved policy significance in the United
States with its-inclusion as Title III of the Trade
Expi nsion Act of 1962. Since then, despite the con-
troversy and organizationaltoperational problems
whkh have characterized its short history, trade
adjustment assistance occupies an increasingly impor-
tant role in United States trade policy. The early
origins of this program have already been
documented extensively elsewhere; consequently,
this chapter will only highlight a few key ideas and
program "milestones" characterizing its inception-
-with emphasis on the implications for current prog-
ram/policy evaluation.'

Even as a comparatively small part of the larger
legislative package aiming at trade negotiations, the
adjustment assistance provisions received consider.
able attention. This is not surprising; all sides recog-
nized adjustment assistance provided- supportive
philosophic underpinnings which recognized that a

o nat ia-conomy'benefiting from expanding com-
rterce also had the obligation to help buffer those
in particular sectors who were injured by the prospect
of that policy. Thus, if an economic dislocation in
terms of plant shutdowns and unemployment, for
example, resulted from the reduction or removal of
a tariff, the government was obligated to provide
some form of assistance to those firms and workers
unable to make satisfactory adjustments on their own
to the new conditions.

On the other side, those fearing greater import
competition (particularly certain labor groups and
small businesses) saw adjustment assistance as an
additional trade policy tool in the arsenal to protect
jobs and investments. Escape clause provisions which

'Trade Adjustment Assistance originated in the European Coal
and Steel Community programs designed to alleviate workers' dis-
locations in the coat industry. It was first proposed in the United
Staes by David McDonald. then President of the United Steel
Workers, to the Randall Commission on Foreign Economic Policy
In 1954. For additional historical perspectives see the papers sub-
mitted to the Commisskln on International Trade and Investment
Polk) (Williams Commission) and the Trade Adjustment
Assistance Hearings before the Subcommittee on Foreign
Economic Polity ofthe House Committee on Foreign Affairs, April
and May. 1972.

had been heavily relied upon earlier to buffer com-
petition. no longer afforded an adequate safeguard.

The compromise element between these two
groups, while important to the beginnings of trade
adjustment assistance, diverted attention from the
program's substance and such questions as: Can this
program stand on its own merits? How will such a
program "fit" into U.S. trade policy considerations?
Will the program be cost-effective?

The "founding fathers" of adjustment assistance
were not entirely unmindful of these questions. They
expressed particular concern regarding the determi-
nation of eligibility for trade adjustment assistance
in recognition of the many factors causing industrial
dislocation and the difficulty of separating them.
They also worried about the costs of an evolving,
untried program. Their response to these concerns
was the adoption of program qualification criteria
which had the unintended effect of locking the pro-
gram into an eligibilityt straight'acket."

Under the criteria firms 'and businesses found it
impossible to qualify for the program. The Act
authorized assistance for those elements of the
economy either experiencing, or threatened with,
serious injuryeatotd in majorpart by increased imports
-providng that such Increase was also in major part
the rest of a trade concession.

The combination of the causative link to prior
trade concessions and the definition of "major part"
(more than all other factors combined) to describe
the impact of increased imports, resulted in frustra-
tion for petitioning workers and firms. However, the
general prospects of the mid.60's economic boom
with rising employment somewhat muted the cries
of the import affected. Meanwhile, disquieting sig-
nals, reflected in a shaky erosion of the nation's inter-
national payments position and declining trade sur-
plus, also went largely unnoticed.

Despite steadily building pressures on the trade
policy front, the program remained dormant
throughout the sixties without a single affirmative
ruling to test the operational aspects. Even before the
end of the Kennedy Round, these pressures were
manifesting themselves in a strong surge for
toughened, restrictive trade policies. Led by several
U.S. industries which had become alarmed at the pre-
cipitous increase in competitive imports and the lack
of foreign market access for their products. this senti-
ment now won the backing of organized labor. By
1969, coupled with accelerated unemployment and

4
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business recession, this formidable drive for trade
restriction had pervaded Congress.

The ensuing conflict was highlighted by a pitched
legislative battle on the Mills Bill and overshadowed
important interpretational .changes made by the
Tariff Commission in the adjustment assistance
criteria. Actually, these changes were probably
stimulated as a direct result of this conflict, and the
recognition that the adjustment program had not
functioned as a needed "safety pressure valve."'

In this context it might be interesting to speculate
on the role an operating adjustment program might
have had in defusing the growing trade tensions of
the sixties. However, any working program would
probably have gone unnoticed next to the enormous
and complex forces which triggered the nation
toward trade expansion.

The interpretative innovation formulated by
several Tariff Commission members and unveiled in
November, 1969. resulted in a relaxation of the
"causal link" between increased imports of competi-
tive products and a specific United States trade con-
cession. Rather than require that the trade concession
be the major causative factor for the increase in
imports, the new ruling advanced a "but for" princi-
pk. Essentially, this translated, "but for the trade con-
cession, the increase in imports probably would not
have occurred."

Following these new criteria interpretations the
Tariff Commission made a flurry of affirmative find-
ilgs. The first involved a worker group producing
steel pipes and and was followed in December, 1969,
by an affirmative industry ruling on pianos. The first
certified firm petition came from an affirmative
Presidential decision on a tie vote of the Tariff Com-
mission in early 1970, while the first affirmative
Tariff Commission ruling on a firm petition did not
occur until November, 1970. The overall perform.
ance record of the Tariff Commission, reflecting
in a large part action resulting from the interpreta-
tive change, is shown below up to November 30,
1972.

With Tariff Commission affirmative findings based
largely on interpretive rather than substantive

Table 1
TARIFF COMMISSION RUUNGS*

Oentail Affirmative Tie Vote in Process Toat

Worker Cases 98 25 30 3 158
Firm Cases 18 9 8 0 35

Industry Cases 17 2 5 1 25

Total 133 36 43 4 216
'AS of November VQ, 1972

'See hearings in joint Economic Committee (Fall of 1969) and
House Ways and Means Committee (May 1970) for congressional
views on adjustment programs.

Table 2
PRESIDENTIAL ACTION ON INDUSTRY CASES

Trade ".AA.
- and

daele Esape Cteiauee

Affirmative Votes 0 2
Tie Votes* 2 1
No action was taken by the President on two of the tie vote

changes in the law, application of the "but for" princ-
pie has been sporadic. Vacillating as Commission
members change or are absent from particular votes,
the liberalizing interpretation has a cloudy future.
Some of these unnecessary ambiguities and uncer.
tainties could probably be alleviated with the adop-
tion of more definitive legislative criterii so that the
criteria's legal basis is established by Congress rather
than by an administrative body.

Certain difficulties in the criteria area trace back
to adjustment assistance's close relationship to the
escape clause. As noted earlier, adjustment assistance
won support as an additional advantage coupled with
possible escape clause action. However, the two con-
cepts had very different emphases and theoretical
foundations.

Nonetheless, under the 1962 statute legislators
established procedures and criteria -for adjustment
assistance petitions identical to those already opera-
tive for escape clause relief. For example, an affi-tsa-
tive ruling on a tie vote in the Tariff Commission
sends the petition to the President, who may then
take one of the following actions: (I) deny. the
petition; (2) grant escape clause relief to the industry
by temporarily increasing the tariff or applying quan-
titative restrictions on competitive imports;(3)certify
the industry's firms and worker groups eligible to
apply for trade adjustment assistance benefits; or (4)
a combination of numbers two and three. Table Two
shows the actions which have been taken on affirma-
tive or tie vote rulings up to November 30, 1972,

This report does not purport to analyze the escape
clause componetit of present legislation. While con-
ceding this as a subject worthy of careful study, NAM
does not take a position on tariff matters. Differing
perspectives on tariffs of NAM's many members and
their employees make it impractical for the associa-
tion to generalize in matters of this nature. On the
other hand, we believe trade adjustment assistance,
as a separate issue, must be addressed. Present
analysis and findings relate only to the trade adjust.
ment assistance program within the context of inter-
national economic policy. Thus, no existing positions
or policies of the association on international
economic matters shall be construed to be a position
on tariffs. The recommendations contained in this
report relate only to the trade adjustment assistance

S
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component of present legislation and should not be
construed as a position on the escape clause
mechanism.

Present Program
The discussion and controversy surrounding trade
adjusuent assistance since its inception have
obscured basic facts of the program as it currently
exists. A number of important interrelationships
underlying the issue and their historical antecedents
'have also been shrouded. Clearly some misinterpreta-
tions could be expected, given the interaction of dif-
ferent historical perspectives, goal perceptions and
ideologies about a program whose complex operating
procedure was itself often misunderstood, In fact, it
is difficult to tell whether the program's operational
complexity merely reflects the blurred interrelation-
ships within the larger issue, or whether the opera.
tonal process is in some way partly responsible for
the present confusion about the adjustment concept.
The truth probably lies somewhere in between these
alternatives, However, a clearer understanding of
both the program structure and the underlying con-
ceptual problems related to it are necessary before
engaging in any systematic problem-solving analysis.

Similarly, the construction of an accurate historical
evaluation - important on an) problem-solving
exercise - will be enhanced by an appreciation of
program structure and operation, Thus, the purpose
of this subsection is to clarify the provisions and
procedure of the present trade adjustment assistance
program. This summary will provide the reader with
a reference source on the present program to be used
for later comparisons made in this report concerning
program evaluation, proposed changes, and overall
cost-benefit analysis of alternative options.

Trade adjustment assistance, as created in 1962,
aimed at two specific objectives: (i) to alleviate injury
stemming from increased import competition, and
(2) to expedite the process of domestic adjustment
by effecting a better utilization of national manpower
and capital resources.

Workers were to be assisted in their transition to
new jobs through allowances extending over a limited
period of time for retraining and relocation. Import-
Injured firms were to be aided in modernizing their
plants and production methods and in shifting lines
of production with the help of technical, financial and
tax assistance.

W&-M T;y provislohs of the Manpower Development and Training
Act of 1962.

4A number of these programs were previously operated out of
the Economic Dvelopment Administration and the Small Business
Admlnistratiof. BegInning in taal )esr-917 I the Office of Trade
Adjustment Assistance in the Commerce Department ha handled
them directly,

Provisions for Workers
Once fully certified as eligible for trade adjustment

assistance an individual worker may receive:
a. Trade readjustment allowance
b. Training, testing and counseling services
c. Relocation allowances

Trade Readjustment Allowances (TRA)
The TRA is a weekly cash allowance amounting

to either 65 percent of the worker's average weekly
wage or 65 percent of the average national manufac.
tuing wage - whichever is less. While it is being
received, TRA replaces general unemployment com-
pensation for which the worker may have been eligi-
ble. TRA allowances are normally payable for a max-
imum of fifty-two weeks from the determined impact
date of dislocation. Older workers, sixty years and
up at the time of separation, may receive payments
for thirteen additional weeks while a worker par-
ticipating in approved training may receive up to
twenty-six additional weeks of allowance to complete
such training.

Training, Testing and Counellng Services
Programs of this nature provided under any

federal law are available to certified workers.3 Trans-
portation and subsistence payments are authorized
when the training is not within normal commuting
distance of the worker's residence.

Relocation Allowances
These benefits are made available to workers who

cannot find suitable employment in their normal
p lace of residence. Eligibility for this allowance is
limited to the head of a household who has a bonafide
job offer in another location which affords reasonable
expectation for long-term employment. A relocation
allowance includes payment of a lump sum equivalent
to two and one-half times the average weekly man-
ufacturing wage, plus reasonable expenses incurred
in transporting the worker, his family and household
belongings to the new location.

Provisions for Firms
While the main emphasis of trade adjustment

assistance is on alleviating worker dislocations, three
forms of assistance are available to certified firms:

a. Technical assistance
b. Financial assistance
c. Tax assistance

Technal AssIstance
i This type of assistance may be given to firms both
in preparing an adjustment proposal and as a part
of an approved adjustment proposal. It may Include
managerial consulting, research and development
assistance, market research, and other assistance
necessary to reestablish the profitable operation of
the firm.'
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Financial Assistance
Financial assistance comprises loans and loan

guarantees, either direct or in cooperation with
private lending institutions through agreements for
government participation on an immediate or defer-
red basis. Firms may use loans granted for purchase
of land, buildings, equipment, or in exceptional cases
as determined by the Secretary of Commerce, for
working capital. The Commerce Department deter-
mines the terms of any loan or loan guarantee with
the Treasury Department setting the applicable inter-
est rate.

Tax AssItlance
Certified firms may carry back net operating losses

five years, two years beyond the normal allowance
permitted firms by the Internal Revenue Service.

The Petitioning Process (Procedure)
The Trade Expansion Act of 1962 (Title 111) estab-

lished four principal eligibility criteria which must be
met in order to qualify for trade adjustment
assistance:

I. Imports of like or directly competitive products must
be increasing.

2. The increased imports must have resulted in major
part from concessions granted under trade agreements.

3. The industry, firm or worker group must be suffering
or threatened with seriou% injury measured in terms of
idling of facilities, inability to operate at a level of reason-
able profit and unemployment or underemployment.

4. Increased imports.must be the major factor causing
Injury to an industry, firm or group of workers.

The Act also spelled out two procedures by which
workers and firms could qualify for assistance:

I. Workers and firms may apply to the Labor and Coin-
merce Departments, respectively, for trade adjustment
assistance following an affirmative Tariff Commission find-
In$ of injury and a Presidential approval usth respeti to an
indutq pfition.'

2. A group of workers or a firm can petition the Tariff
Commission directly for an injury determination of their

$Industry petitions can be forwarded by a trade association, firm,
certified or recognized union, or other representative of the indus-
try with the objective of gaining industry-wide status recognition
of import injury and governmental acceptance of that condition.
The escape clause presently remains the most important industrial
avenue for obtaining relief from imports. No industry adjustment
benefits as such are presently available on an industrial level to
a qtuaifying industry. The president may grant the industry escape
clause relief or allow its individual firms to apply for adjustment
assistance. or a combination of these actions.

6on tie votes of the Tariff Commission, there is no time limit on
the Preket's decision. If the time limit for affirmative rulings
is not met, the President must make a report to Congress which
can then take certain actions as oudined in the Trade Expansion
Act of 1962.

individual case and upon an affirmative ruling apply to
the Secretaries of Labor or Commerce, respectively, for cer.
tification.
Tie vote deadlocks in the Tariff Commission are sub-
mitted to the President for final determination.

These procedures can involve considerable time
periods in going through the various steps. The result
has been a postponing of aid to workers and firms
until long after the date on which actual layoffs have
occurred and on which the process of relocation or
retraining should have begun.

After industry petitions are submitted to the Tariff
Commission, the normal investigation period extends
for six months. Upon an affirmative finding of
injury, the President, in addition to other possible
actions, may authorize the workers and firms of a
particular industry to apply to the Secretaries of
Labor and Commerce, respectively, for certification
under the program. The President usually acts on
industry cases within a sixty-day limit after receiving
the Tariff Commission report. However, he may
request further information from the Tariff Commis-
sion which would then involve a more extended
period of time.6

Following the President's authorization, the
Departments of Labor and Commerce will accept peti-
dons for certification of eligibility to apply for adjust-
ment assistance. There is no established time limit
in the original Act for this phase of the process, but
Commerce and Labor reportedly require around
sixty days to investigate the petition and an additional
thirty days to issue their determinations.

Worker petitions and firm petitions can be submit-
ted directly to the Tariff Commission without a pre-
vious determination of Industry injury. The Tariff
Commission is permitted sixty days to complete an
investigation and issue its findings. Once an affirma-
tive decision is handed down, the petitioner may
apply to the President for adjustment assistance.
Under existing Executive orders designed to alleviate
burdens on the White House, the workers and firms
actually apply directly to the Secretaries of Labor and
Commerce, respectively.

A further departmental investigation is then con-
ducted. Agency regulations allow twenty days for this
exercise, but there is no statutory time limit concern-
ing either this investigation period or the final deci-
sion on the petitioner's eligibility to receive assistance
and delays do occur.

Indhddual W ~tce CertificatIons

The Individual worker seeking adjustment assist-
ance benefits must overcome an additional hurdle
following the Labor Department certification of eligi-
bility for his worker group petition. This stage
involves his individual application for benefits which
is submitted to his state employment agency. In addi.
tion to the eligibility criteria previously outlined for

.7
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worker groups, the individual worker must further
meet the following requirements:

L He must be a member of the certified group.
2. He must have become unemployed or underem-

ploved due to lack of work in the affected establishment.
3. He must have been gainfully employed for at least

half of the three years prior to the unemployment or
underempk))ment.

4. He must have been employed in an adversely affected
firs for at least half of the fifty-two weeks prior to his
layoff.

5. He must have become unemployed or underem-
ployed during the relevant timeframe determined in the
Labor Department's investigation to correspond to eligible
import dislocation.

Firm Adjustment Proposals
At the end of the bureaucratic labyrinth for the

import injured firm seeking assistance lies the formu-
latton of an adjustment proposal. Each firm certified
as eligible must describe in detail its plan for regain-
ing a competitive position, including the type of
adjustment assistance needed to carry out the pro-
posal. The proposal must be submitted to the Com-
merce Department within two years after the firm
has been issued a certification of eligibility to apply
for adjustment assistance. With the exception of
minor technical assistance designed to guide the firm
in preparing its proposal submission, no other
assistance Is granted until the Secretary of Commerce
has certified that the proposal:

I. is reasouably structured to contribute materially to the
economy adjustment of the firm.

2. pays adequate conservation to the interests of the
workers of the firu.

3. detnostrates that the firm will make all reasonable
efforts to use its own resources for its adjustment. (Any
request for financial assistance also requires assurance that
such assistance is not otherwise available on reasonable
terms from private sources and that there is reasonable
amsurasce of the firm's ability to repay the loan.)

Present Program Evaluation
Objective evaluation of the trade adjustment
assistance program is hampered by: (1) the program's
historical relationship to US. trade policy and (2) the
short duration of its functional existence (since 1969).
Unfortunately this unique program experience has
fostered many rather inaccurate methods of evaluat-
ing and recommending changes in the program.
Analyses usually divide deficiencies in the program
into three general categories (i) program administra.
live procedures, (2) operational provisions, and (3)
structural formulation. Clearly, each problem area
has a certain' validity and has influenced the pro-

'Except that firms finally certified for assistance mus submit an
adjustment proposal within two years of their ertification in order
tO receive assistance.

gram's effectiveness. However, the priority ranking
order used in effectively evaluating the program
should be precisely the opposite from the contempo-
rary order cited above. In effect, we need to revisit
the fundamentals.

The purpose of this subsection is to develop an
evaluative "line-up" for the trade adjustment
assistance program based-on these three problem
areas. Analyzed in the context of the earlier historical
background and using this problem ranking method,
the program's real deficiencies become clearer in
both their scope and their relative importace to one
another.

Trade Adjustment Assistance (as noted earlier) was
legislated as a peripheral inclusion in the Trade
Expansion Act of 1962 whose primary purpose aimed
at gaining broad tariff-cutting authonty - or multila-
teral negotiations in the General Agreement on
Tariffs and Trade (GATT). The attention directed
at the trade adjustment assistance program during
the legislative campaign was mainly generated by the"compromise" nature of its provisions. This attitude
diverted study from the program's structural founda-
tion. Subsequently, the program's foundation has
become largely legitimized by the passage of time.

The general inactivity of the trade adjustment
assistance program probably aided the legitimation
process by failing to test the program's underlying
concepts. Only after 1969 were implementation prob-
lems first recognized, and by this time, the pillars of
the program's structure were in cement, having
inheritedan assumed acceptance. Most analyses and
recommendations commissioned to improve the pres-
ent program have ignored the structural approach
and concentrated on the obvious administrative and
sometimes less evident operational problems. Since
many of these deficiencies are generally recognized,
if not completely documented, we will examine them
first - while recognizing that they are super posed
upon and therefore strongly influenced by the more
important structural direction of the program.

AdmInIstraIon
Administrative problems in the trade adjustment

assistance program translate largely into two words:
"excessive delay'. A glance at the procedural chart
on the next page which traces the petitioning pro-
.cedure, reveals an arduous process " with many
potential bottlenecks - that almost assures frustrat-
tng delays. For example, after the applicant group
has developed its petition and submitted it to the
Tariff Commission, an investigation is undertaken
which may include a formal hearing. This process
can, by law, take up to six months on industry peti-
tions and sixty days on firm or worker petitions. After
a ruling by the Tariff Commission there are no more
time limits imposed by the original law on the
administrative procedure.' Under even the best of
conditions, it will likely take at least three m6ihs for

8
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Chart 1
CURRENT TRADE ADJUSTMENT ASSISTANCE PROGRAM

OPERATIONAL FLOW CHART

FEDERAL AGENCIES
Small Business Administration

Intral Revenue Service
Economic Deveopment Adm.

Department of Commerce

financial- tax-assistance

final determinations to be made on direct firm or
worker petitions and eight to eleven months if an
industry petition is involved. Requests from the
departmental agencies for additional information
anywhere along the line often delay the process even
longer.

As shown previously the determination of eligibility
only opens further processing steps to those in pur-
suit of trade adjustment benefits. After a protracted
process individual workers are eventually certified
eligible by state unemployment agencies and firms
file detailed adjustment proposals for approval by the
Commerce D)epartment. Certainly most of thcoe steps
arenecessary and attempts to short-cut them should

6See p. 18 for details of recommendations.

be carefully studied lest a critical safeguard phase be.-
sacrificed for expediency. On the other hand, new
efforts are clearly needed to help speed up the pro.
cedural systems.' For example, a more definitive time
schedule could help break down some of the obsta-
cles. Other changes should eventually come through
new legislation. but recommendations and evalua-
(ions in this area ofprocedure could also take recog-
nition of some administrative improvements which
have been made by appropriate agencies since the
program's inception.

The Tariff Commission issued new rules in
December 1972. designed to simplify the petitioning
process for worker groups by requiring only types
of information that should be readily available to the
workers. The Labor Department is furnishing more

9
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help now to local employment security offices to proc-
ess applications and to counsel dislocated workers.
The Commerce Department has decreased to more
realistic levels the amount of time for which an adjust-
ment proposal must attempt to forecast a firm's suc.
cessful readjustment. However, while recognizing
some administrative improvements such as- these,
present deficiencies cannot be ignored.
I The NAM questionnaires on adjustment assistance
circulated in September 1972, led to investigation
which revealed several striking examples of adminis-
trative delay:

I. A southeastern textile firm petition was investigated
by the Tariff Commission beginning on September 15.
1970. Over eighteen months later, on April 4, 1972. the
firm finally received its initial assistance. lv companion
this firm is well off compared with -

2. A piano company which applied for certification in
March 1971, after the industry had been found import.
injured. This firm has still received no determination on
its eligibility and present faces several capital shortage
problents, Even with certification, the piano company
wold face additional procedural stages including proposal
preparation and approval before it could actually receive
any benefits. Ironically, the company, with numerous back-
logged orders, cannot even secure loans in its present con-
dition which could be used to purchase supplies needed
in piano construction.

3, Investigation on a worker group petition initiated by
the Tariff Commission in December 1970, was not cul-
minated with an, eligibility certification by the Labor
Department until June 14, 1971. Following that finding
individual workers were still faced with the necessary appli-
cation procedure at their respective state employment
agencies. In this specific case it was determined that the
workers had begun suffering injury due to import competi-
tion on October 2, 1969, thus waiting over twenty-one
months before even their group certification was issued.
Still later, a revised certification issued for this group in
January 1972, determined that the Impact on employment
had actually begun on September 28. 1969.

Much of the administrativelprocedural time prob-
lem reflects a deep-seated difficulty: what agency or
department possesses the decision-making power?
Clearly, any procedure engaging separate decisions
by three or four distinct bureaucratic entities
increases the chances for protracted delays. This is
particularly true if duplication and artificial pro-
cedural distinctions are involved (as they are in the
Application process). Unfortunately this problem
does not lend itself to an easy solution since it

-implicidy requires governmental reorganization and
congreston al approval. Furthermore, any change in
organizational lines should strive to keep thoseagencies most knowledgeable on the problem closely

S involved with the process.'

$For additional discussion and recommendations on this point tee
p. 2.

Opu-atlon
Operational problems of trade adjustment assist-

ance - involving program implementation and
benefit delivery as opposed to administrative process-
ing and procedure - emanate from the objectives
which the program benefits were designed to meet.
Undeniably, the operational side of the program is
affected by any delay in administering the benefits.
However, it is a separate question altogether to ask
whether or not the benefits themselves will
accomplish their mission - even assuming that they
reach the recipient in time to be useful.

Marginal improvements have been made in the
delivery of benefits since the program's early days,
including some corrections of early mistakes resulting
from lack of program experience. One incident,
involving a small Midwestern piano firm, can serve
as an example of early problems. After an initial cer-
tification of injury and eligiblity for assistance, the
company. submitted its adjustment proposal, which
was approved by the Commerce Department. At that
juncture the company's creditors received assurances
from the Office of Trade Adjustment Assistance in
the Commerce Department that government loans
and guarantees would-be available to hel the firm
meet its financial obligations. A change in Commerce
personnel, accompanied by a shift in the program's
use of loans for adjustment purposes, interceded.
Action on two loans for the company was deferred
and despite earlier certifications and assurances,the
firm was forced to shut down its plant and layoff
its 100 workers.

Unfortunately, the cumt,ative practical experience
needed in operating a program such as trade adjust-
ment assistance has ben slow in coming. As of
November 29, 1972, the Office of Trade Adjustment
Assistance had recorded only ten firms which had
reached the final proposal approval stage where
benefit delivery becomes relevant. One case, involv.
ing a small barber chair company in Chicago, pro-
vided a costly lesson - not likely to be forgotten soon.

This firn was certified for the program and
applied for assistance loans. The Small Business
Administration, operating in conjunction with the
Office of Trade Adjustment Assistance, provided
almost $3.8 million in financial assistance. After an
initial series, of favorable progress reports, the com-
pany went out of business, forcing the government
to try to auction off the firm's remaining assets in
order to partially recover its commitment.

While lack of experience remains a major obstacle
in solving the program's operational problems, great-
er utilization of technical assistance (particularly man-
agement consultants) in the preparation of adjust-
ment proposals and long-range strategies for coin-
petitiveness, is revealing encouraging potential. This
Is doubly important since technical assistance allows
firms to adjust themselves. In effect, this type ofguid.
ance helps firms use their own diversities and

10
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uniqueness to the fullest advantage, rather than
attempting to force their adherence to some inflexi.
ble standard.

The relative success or failure of adjustment efforts
thus far varies with each case and within the matura-
tion time frame of the overall program. Few general
conclusions can be advanced since not enough time
has passed to adequately test any hypotheses. In the
above cases regarding piahos and barber chairs, the
program was an undeniable failure. At least two firms
which have been certified, a northeastern shoe firm
and a southeastern textile company, are carefully
applying their adjustment benefits and seem to be
making progressive steps toward achieving competi-
tiveness.

Recognizing that only ten firms have been
authorized any assistance beyond that provided for
pre-proposal drafting, it is difficult to generalize.
However, adjustment efforts seem to hold out more
promise if they are carefully and periodically
reviewed on an individual basis with the emphasis
on uniqueness and improved management tech-
niques. We believe that this type of effort can succeed
only within the context of a revised approach involv-
ing early., industry-wide adjustment - a subject
which will be discussed in detail later.' 0

Operational problems on the worker's side of
adjustment assistance have drawn great criticism
fin nearly all quarters. Since the program's incep-
tion until November 30, 1972, some 30,361 workers
were estimated to have been certified by the Labor
Department. Only about 75 percent of these workers
are estimated to be eligible on the basis of local,
individual worker requirements and only about 66
percent ever apply to the local employment security
office to receive the benefits. Approximately $45 mil-
lion had been paid out as of the above date to these
workers. On the average these payments constitute
compensation reaching the worker over a year or
more after the date of his unemployment. As such
this assistance has been aptly described as "burial
expenses". By the time the worker actually receives
the benefits, his fifty-two week eligibility for retrain-
ing and other assistance has usually expired. The
result is a lump sum allowance paid to the worker
without any other benefits designed to facilitate
reemployment or job relocation.

Unfortunately, as the program is now structured
it is virtually impossible for the worker to receive
adequate 'retraining and relocation assistance pro-
vided for in the law. Even if he retained some eligibil-
ity, few local employment agencies, through which
such programs must be channeled, presendy seem

"See p. 32 for discussion of relevant industrial approach.

"See p. 22 for details and recommendation.

'See p. 32 for discussion on relevant industrial approach.

equipped to handle the extra problems implicit In
administering current programs. As of November
1972, the Labor Department was unable to determine
exactly how much of the expended benefit money
was actually being spent for retraining or relocation.
The only figures available come from the states where
local unemployment offices seldom break down the
expenditures into categories.

However, the dominant expenditure is undoubt-
edly the simple payment of the trade readjustment
allowance. The best unofficial estimates available sug-
gest that less than 10 percent of worker benefit dis-
bursements go for retraining or relocation. In effect.
the benefits actually received by workers are limited
at present to a compensatory payment for a job loss
suffered many months in the past. Priority should
be iven to reordering this current system to
emphasize active job placement, retraining and
relocation programs which seem to offer the best
prospects for the worker."

Structure
The greatest deficiency of the current trade adjust.

ment assistance program is structural. Clearly,
improvements in the program's administrative proce-
dure, its benefits and the delivery system, will be
important. However, unless structural approach
changes are effected, particularly regarding the
objectives of adjustment assistance, these other
improvements will be ineffectual,

New approaches to adjustment assistance will
require an emphasis on adjustment and enlightened
self-help, rather than compensation. The current
program's slant toward compensation is historically
understandable recognizing the political focus at
work during the 1962 trade bill struggle. However,
the nation's present stake in international economic
competitiveness, improved employment and overall
tional productivity requires a response that works,
Admittedly this provides a difficult course of

action, recognizing that a relief check is more visible
and politically saleable than a worker training pro-
gram or an early warning assistance plan to firms
designed to facilitate production shifts. However,
when placed in the context of short term versus
longer term, it is easier to see which approach has
the best chance to save jobs, produce higher skilled
workers and more yield on investment. Early fore-
casting of problem areas - utilizing better assembled,
computerized government data - coupled with ans
industry-wide action approach discussed later,"
could permit a more-effective adjustment process,
minimizing the need for individual adjustment cases
(and indeed, dislocations themselves) at later stages.
Similarly, greater government efforts to encourage
industrial research and developmenton a broad basis
could facilitate smoother adjustments and strengthen
the international competitiveness of U.S. industry. By
focusing action on early industrial adjustment

I I
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through productivity stimulation, the pressure for
compensation programs will be decreased. Given an
opportunity for early adjustment in the international
economic marketplace, U.S. industry can become
more competitive. This will result in greater job
retention for workers (rather than compensation for
job loss) and the dismantling of government pro-
grams which mix in a private industry's competitive
structure.

Previously Suggested Changes
A general overview/evaluation of the trade adjust-
ment assistance program, its historical evaluation and
present problems, would be incomplete without some
indication of the proposed changes various groups
have recommended over the last several years. The
trade adjustment assistance issue has moved steadily
toward the center stage on U.S. trade policy ques-
tions. As mentioned in the historical section of this
chapter, the program has become more noticeable
since 1969 as a sort of barometer reviewing the
increased sensitivity to import penetration. Paradoxi.
cally, this has occurred while the original coalition
of business and labor, which made adjustment
assistance possible in 1962, has disintegrated. Big
labor,now rejects the freer trade position in favor
of new trade restrictions and bitterly derides adjust-
ment assistance. On the other side, U.S. industry has
become greadTy internationalized in the last decade.
This is particularly illustrated with the establishment
of manufacturing facilities overseas. While these
investments have yielded considerable employment
and financial benefits, both to the United States and
to the host countries receiving the investment, this
trend toward "corporate multinationalism" has
shifted some-corporate interests. Companies' princi-
ples remain the same, but they are relatively less con-
cerned about traditional international trade balances,
exports and imports than they used to be.

In this context, the present interest in improving
adjustment assistance may seem surprising. However,
both labor and management recognize the formi-
dable challenges inherent in the growing economic
interrelationships and interdependence among
nations which characterize our global marketplace.
Although responses to these challenges may be radi-
cally divergent and distressing, the opportunity for
compromise still remains. Based on a common recog-
nition that international competition will place a pre-
mium on those who can adjust rapidly, it is likely

"%ee p. 14 for summary of general recommendations of Roth
Report.

'
4
This Commission was appointed in May 1970, and submitted

its report in August 1971. See p. 14 (or a general summary of
th recommendations.

that the "middle ground" - if indeed a middle
ground exists in the present U.S. cot~roviersy on
international economic policy - will bq 6Jtly based
on a more responsive adjustment assisjapi concept.

Concern over the trade adjustment assislanceques-
tion has led-to a number of proposals in recent years.
Unfortunately, niost of these reconip indatlons,
either in legislative or report analysis. form, have
leaned toward simplistic expansion 44 program
benefits and relaxed eligibility criteria. Tl approach
probably began with the Roth Report, tre United
Sta es Foreign Trade Policy (1969), submitted to Presi-
dent Johnson by Ambassador William M. Roth
(Special Representative for Trade Negotiations).13

This report went beyond criteria fil Triwtion and
added recommendations such as "co '4nity as-
sistance" (import-impacted communiti;,cou'fd peti-
tion as groups for assistance in a mannet resembling
firm and worker group procedures). A year later
adjustment assistance changes appeared as a Ort of
the Trade Act of 1970 (H.R. 18970) proposed by
House Ways and Me,,hs Chairman Wilbur D. Mills.
The main feature of this legislative package was a
provision for broad quota relief for import-impacted
industries, However, the Act also contained five pro-
visions pertaining to adjustment assistance that:

I. Abolished the causal link between trade concessions
and increased imports.

2. Modified the second causal link between Increased
imports and import injury from majorr cause" (more than
all other factors conbined) to "contribute substantially"
(one of several factors).

3. Increased worker benefits.
4. Speeded up petition processing. The Tariff Commis-

sion limited to an Investigatory role, submitting a report
to the President within sixty days. ,

5. A restriction would be placed upon Presidential dis-
cretion to use adjustment assistance as an alternative to
tariff adjustment action.

Interest in adjustment assistance intensified after
the Mills Bill died in the closing flurry of the Ninety-
first Congress. The Commission on International
Trade and Investment, appointed by President
Nixon and chaired by Albert L. Williams of IBM,
emphasized the subject in its lengthy study." Recom-
mendations contained in the Williams' Commission
Report stressed expansion of the program with
specific emphasis on workers' benefits (i.e., preserva-
tion of pension and welfare rights during job trans-
fers, subsidized early retirement, and a system to
guarantee family health care for eligible workers).
Unquestionably, the Williams Commission Study, the
Mills Bill hearings, and the Roth Report stimulated
renewed attention on adjustment assistance.
However, all three contributed to an implicit
acceptance and legitimation of the basic program as
structured in 1962, For example, the concept of com-
munity adjustment assistance developed as an
offshoot from the original program structure and

12
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became commonly accepted as a given objective."
Similarly, the usual question now asked about the
trade reAdjstment allowance (TRA) is "How much
should It be Increased?" (as a percentage of the work.
ers previous average wage) - not "Should there be
such a separate payment?" Whether or not the
authors 6f 'the reports and the legislators assumed
from the starrthat there should be a trade adjustment
assistance togram, their recommendations have
greatly' ififienced most proposals made on the issue
since. In effect, the program has too often been cast
in cement - its existence an unalterable and justified
fact. "

A basic premise of this NAM study is that the
adjustmehtiasststance program requires a complete
reexamination. We believe that practical directions to
achieve jtolr goals cannot be effectively charted
until the pi-cgram's basic presuppositions have been
reexamined'and either accepted or rejected. This
type of analysis becomes particularly important con-
sidering the increasing legislative interest in "im-
proving" the original program.

Recent L glulati. Invest
In Adjustment Assistance

One of the most useful congressional inquiries on
trade adjustment assistance in this context of U.S.
foreign economic.policy took place before the House
Foreign Affairs Committee - Subcommitt" on
Foreign Economic Policy, chaired by Representative
John C. Culver (D.-lowa) in April and May 1972.
Seeking to assess the program's potential for achiev-
inq its objectives, the subcommittee sought represen-
tative testimony from a broad spectrum of the busi-
ness, labor and academic communities as well as gov-
ernment. The subcommittee had no legislative pre-
rogative in the area (retained by Ways-and Means
Committee) but the hearings were exploratory in
nature and proved useful in an educational as nse.

"it is important here to differentiate between the laudable goal
of bringing greater community and regional efforts together to
overcome economic dislocation and effect a successful adjustment,
and the imprecise methods prescribed in various approaches
toward community adjustment assistance tied to a trade adjustment
assistance program. See the relevant issue reference section for
a full dLscuision of the issue.
"See issue reference section "Position of Organised tabor," for
more detail on unions' opposition to trade adju'sment assistance
1rrhe Adtministration's Council on international Economic Policy
tackled the problem In 1911 in a special Jltir-agency task force
chaired by Undersecretary of labor Laurence H. Silberman.
However, this group's internal report became sidetracked by more

apresing prionties. On the private side a study by the Nadonal
anning Aisociation in 1971 also placed some emphasis on adjust

mnent assistance. However. the repoh. U.S. Foreign Eroaoair Posey
fer t 1970. did not have widespread impact.

For the first time in hearings, adjustment assistance
was the primary focus and the issue's linkage features
to other international economic and domestic prob-
lems gained some recognition.

The Culver hearings have scored some congres.
sional impact, probably traceable to the looming
threat of Harike-Burke legislation and the search by
concerned legislators for a viable alternative. Several
bills featuring adjustment assistance were sub.
sequently introduced in both houses. Unfortunately,
the heanng's positive exposure value may have been
offset by new confusions which it unintentionally fos-
tered. Testifying before the subcommittee, represen-
tatives of organized labor skirted the issue of adjust.
ment assistance, concentrating their attack on the
foreign trade and investment operations of major
U.S. multinational corporations and supporting
Hartke-Burke proposals. The reaction was almost
predictable; adjustment assistance proposals became
entwined with international investment as well as
trade dislocations and were acclaimed as "an alterna-
tive to Hartke-Burke type solutions."

In the broadest sense adjustment assistance repre-
sents positive problem-soMng - if administered on
a cost-effective"basis. In this regard the program
sharply contrasts to the "solutions" supported by
organized labor. Similarly, trade adjustment assist.
ance is the lynchpin of a number of related interna-
tional economic issues with distinct overlap in areas
addressed by the Hartke-Burke proposals, However,
adjustment assistance cannot be regarded as a true
alternative to Hartke-Butke proposals" in the sense
that if fully and successfully implemented, the former
would face all the issues raised by the latter. Harke.
Burke povisiofis on foreign direct investment,'taxa-
tion of foreign source income, technology transfer,
border assembly operations and others go well
beyond the immediate scope of adjustment assistance.
Furthermore, underlying Hartke-Burke measures
remains a strpng political objective aiming at greater
labor leverage on international corporations which
effective adjustment assistance would hardly en-
hance."4

Thus, while adjustment assistance clearly sets a dif-
ferent direction 'compared to Hartke-Burke. it is
imprecise to project adjustment improvements as an
"alternative." In fact, it is likely that she injection of
international investment questions ln(6'the issue of
adjustment assistance will jeopardize the program's
chances for improvement itn the area of its primary
focus - relieving international trade dislocations, '

As forces mobilize for the next major legislative
confrontation on international economic issues, there
is a pressing need for clarification on trade adjust.
ment assistance. Unfortunately, this has not been
accomplished,'" Having outlined the program's his.
torical evolution, procedure problems and proposed
changes, the remainder of this report will attempt
to offer a positive approach.
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- ROTH REPORT
Future United Store Foreign Trade Policy
Summary of General Recommsndatlona*

I. Eliminate the link between increased imports and
tariff concessions on worker and firm petitions.

2. Require increased imports to be a substantial rather
than a major cause of injury to workers and firms.

3. Create an interagency board to replace the Tariff
Commission as the determining body for worker petitions.

4. Allow indi dual establishments to apply separately
for adjustment assistance.

5. Implement early-warning provisions of the Man-
power Development Act of 1962 with emphasis on potential

-- insport-impact.
6. Reexamine manpower policies with both short-ruts

adjustment and long-run flexibility goals.
7. Examine and coordinate the need ftr assistance to

injured communities.
8. Review the impact of exports and imports on labor

with the goal sf making U.S. exports monre competitive and
shifting resources into more efficient industries.

WILUAMS COMMISSION REPORT
Commission on Intemational Trade and

Investment Policy
Summary of Genral Re ommendatlon*

I. Construction of an industrial and manptower policy
to anticipate and assist adjustments to economic change
caused by international trade and investment.

*Includes only recorpmendations directly pertaining to the trade
adjustment assistance program.

2. Eliminate the link between increased imports and
trade concessions: reduce the link between increased
imports and injury to require a showing of only substantial
cause (as opposed to major cause).

3. Creation of an Executive Agency to replace the Tariff
Commission as the determining body for eligibility deci.
sions on worker and firm petitions; attention given to estab-
lishing time limits for the determination procedure.

4. Increase workers' benefits: speed delivery, provide
incentives to train or relocate, extend the TRA to cover
training periods, allow all types of educational training,
relax eligibility requirements, provide family health cover-
age. subsidize earl), retirement, protect pension-
health-welfare rights of workers changing jobs.

5. Firm benefits normally restricted to small businesses;
centralized operations should provide more attractive
financial and tax benefits plus interim financing.

6. Antitrust legislation altered or administered so as to
permit mergers of firms experiencing serious problems due
to import competition.

7. Creation of a new government agency - The Office
of Trade Adjustment Assistance - to administer the pro-
grain, with additional duties Involving an early-warning sys-
tem, community assistance, and joint proposal submissions,

8. Negotiation of orderly marketing agreements under
specified conditions and restrictkns.

14
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SECTION 3

Issue Reference Section

Introduction
Many of the composite issues woven into the overall
concept of trade adjustment merit special attention,
either (I) due to their importance to the central con-
cept or (2) due to their interlocking relationship with
other current programs, in some ways the presence
of this section testifies to the important linkage fea-
tures of trade adjustment assistance between domes-
tic and international economic issues.

The purpose of this section is to (I) explain and
analyze these key issues from an evaluative, cost-
effective standpoint, (2) develop the specific sum-
mary findings and recommendations of this study,
and (3) provide a handy reference guide to key issues
likely to surface in proposed legislation on trade
adjustment assistance.

Conceptual Rationale for
Trade Adjustment Assistance
The logical rationale and basic presuppositions
behind the trade adjustment assistance program con-
stitute an important aspect of this study. Much of
this program foundation is often taken for granted
or lost amid the turmoil of interest surrounding the
program and international economic policy in
general. Yet, important questions remain to be recon-
sidered - in the context of new realities - by any
serious analysis of the subject. Such questions as the
following were considered by the NAM internal
working group and a task force of outside experts
in the preparation of this report: Is there a need for
the trade adjustment assistance program? What is the
role of adjustment assistance in the context of overall
foreign economic policy? How can government assist
workers and firms which suffer economic dislocations
due to alleged import competition while denying
similar assistance for injuries brought on by other
economic vagaries? Does adjustment assistance imply
that there is something wrong with the operation of
the free market? Can dislocations caused by import
competition be distinguished amid other contributing
economic factors? The conclusions, which constitute
the rationale for NAM's qualified acceptance of the
trade adjustment assistance concept, are set out in,
this section.

*Set press NAM studies on the potential costs of this legislation
to the American economy. See also the section on "cost-benefit

nalyss," in this report.

Recognizing that most adjustment within the
American economy is made without need for direct
government involvement or assistance, this report ini-
tially challenged the idea of trade adjustment
assistance on the grounds that:

I. the program was not needed and could not be justified
on an economic basis.

2. the program wou ld encourage unwarranted govern-
ment intervention and could lot be applied equitably.

However, this unfavorable reaction was countered
by the following realities:

I. The precipitous decline in America's trade position
(1972 trade deficit was approximately $6.4 billion) and
surging imports required action on a number of policy
fronts. including rigorous application of a balanced, failr
trade policy, and more effective efforts to stimulate U.S.
productivity and competitiveness, where a premium would
be placed on adjustment.

2. Recognition that a continuing competitive stance in
international trade, even with equitable negotiations to
achieve trade expansion, may entail additional market dis.
locations.

3. Dangers inherent in the "no polky" alternative of
noncoipetition and its potential costs embodied in trade
restrictions and reduced standard of living (as proposed
in the Hartke-B.-ke legislation).*

The study group noted that the incidence of a
unique type of governmental influence or participa.

tion in the conditions governing international trade
might provide an exception to strict-reliance on mar-
ket forces. justifying special governmental measures
to facilitate the domestic adjustment process induced
by international competition. Clearly, the competitive
relationships between foreign and domestic goods are
heavily affected, and sometimes severely distorted, by
differences or shifts in U.S. or foreign government
domestic policies and regulations (e.g., regional
development policies, production process standards,
fiscal and monetary measures). Similarly, the large
degree of government involvement in international
trade through export subsidies, tax rebates, exchange
rate actions, tariff and non-tariff barriers, creates
numerous additional distortions. For an economy
such as the United States, characterized by its com-
mitment to balancing the forces of free market
adjustment, competition in the international market-
place presents pronoutsced difficulties. These dif-
ficulties have been magnified by the increasing
degree of global, economic interdei*ndence. In
response to these pressures, special adjustment

IS
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measures may sometimes be justified to facilitate
economic change insofar as government policies alter
the international competitive equation. Thus, adjust.
ment assistance does not imply that there is anything
wrong with the concept of the free market per $0.
Rather it accepts the reality of international competi-
tion which dictates that free market directives, which
we support, probably will not operate everywhere.

In this context, a basic tenet of U.S. policy should
encourage the development of private enterprise and
free market systems around the world. However,
components of the market mechanism vary from
country to country, and while we believe that free
private competition is the best economic system, the
United States must respect the right of other peoples
to develop standards and principles upon which to
base their own system.

The United States Government should negotiate
trade agreements which are based on free competi-
tive market determinations to the greatest extent pos-
sible. At the same time we must recognize that the
differences in national systems may preclude total
achievement of this objective and that the resulting
agreements could adversely affect sectors in the mar-
ket systems in the involved nations. When such dislo-
cations occur in the United States due to conscious
public policy, the government incurs the responsibil-
ity to minimize any resulting market distortions and
facilitate the early return of free market operations.
Thus, when governments move to enhance: economic
efficiency by negotiating the lowering of trade bar-
riers, new competitive pressures are unleashed with
attendant distortions. In some cases the appropriate
response to this new competition involves investing
to improve efficiency in the areas where the increased
pressures are felt. At other times, a shift of resources
to more rewarding employment is &quired. But
Government action would be best applied in assisting
the private sector to respond to the necessary
changes. This assistance should be directed toward
increasing the productivity and competitiveness of
U.S. industry.

In conclusion, the logic for trade adjustment
assistance rests in the realities of international com-
petition and the obligation of government to ease
economic dislocation and facilitate adjustment
brought on by public policy in response to these inter-
national pressures. Admittedly, this process will have
imperfections due to the nature of interrelated
economic problems. For example, there may be some
distortions caused by the inability to determine pre.
cisely the relationship between import penetration
and other factors causing economic dislocation.
However, it is equally clear that some assessments and
correlations can be made with available statistics
regarding effects of import competition. Recognizing
the severity of import competition in certain sectors,
the problem of precise measurement becomes absurd
if permitted to stymie needed adjustment programs.

Clearly, safeguards are needed to prevent the pro-
gram from unwarranted expansion. However, this
might be accomplished best through a re-ordering
of program priorities away from present compensa-
tion to adjustment through early remedial action which
would itself minimize or offset the pressure for com-
pensatory action.

The key to any workable program in this area is
a cost-effective approach emphasizing early industrial
adjustment with a minimum of government involve-
ment,

Scop of an Adjustment Program
Many of the proposals being advanced for improved
adjustment assistance programs recommend expan-
sion into much larger, more general adjustment
approaches. For example: (1) a government progm
of export-loss assistance to aid firms suffering disloca-
tions in the form of reduced export sales, (2)
assistance to workers, firms and communities
experiencing economic dislocation resulting from any
shift in government policy, (3) governmental review
and geographical direction of business investment
decisions, both foreign and domestic, (4) develop-
ment of a broad national manpower and industrial
policy on the federal level. Consideration of these and
other ideas aimed at program expansion raises an
issue of primary importance to this study - what
should be the scope of a trade adjustment assistance
program? ., j....

This report finds no justification fori major pro-
gram expansion on trade adjustment, assistance.
ndeed, rather than an expansion of the present sys-

tem, it would seem that a reordered consolidation
of the present effort is warranted. Thetheoretical
and political attractiveness of the broad, "macro"
approach should not be allowed to Mlur the (1)
impracticalities such a program coud, bring on in
view of national budgetary considerations, and (2)
new distortions it would likely create within numer-
ous "micro" economic relationships on the local level,

Recognizing the relatively small role foreign trade
plays in total United States' GNP (under 4%), it is
important to remember that import dislocations pre-
sently account for only a fraction of the overall
economic adjustment problems on the national scale.
Of course, the severity of import dislocations may
vary widely on a loca level and rapidly increasing
imports may be a relatively greater factor in economic
dislocations than in previous years.

However, we believe that wholesale expansion of
the current trade adjustment assistance program
would amount to a reckless expenditure of funds.
Present administrative and operational problems
would certainly become more aggravated. Expanded
program responsibilities and scope could also olen
the door to greater federal market intervention with-
out any real economic gains.

16
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We believe that a program targetted to meet the
specific objectives of the current trade adjustment
assistance program is workable and could provide val-
uable experience applicable to programs in other
areas. In this context trade adjustment assistance
might be structured as a supplemental program or
a catalyst designed to bolster other federal adjust-
ment programs which themselves might be better
tuned to recognize international trade competition.
Clearly a longer range objective would be the closer
coordination of these related adjustment programs.
However, if trade adjustment assistance is prema.
turely lumped into -a broad approach to all adjust-
ment problems - irregardless of their cause -
chances for program success in meeting the
legitimate needs of those facing import injuries will
be substantially reduced. Linking other objectives to
the trade adjustment issue can only result in new and
unnecessary complications. further delays and an
expanded government role where objectives become
confused and responsibilities cannot be pinpointed.

Present Program Administration
Much criticism surrounding the present trade adjust-
ment assistance program centers on its administrative
and operational aspects. While much of the criticism
may be warranted, the solutions being suggested are
often grossly disproportionate to the problem and
unjustified in a cost-effective approach. Preoccupa-
tion with past errors can distort the actual require-
ment of an effective adjustmec system and trigger
an overreaction characterized by excessive and even
harmful alterations.

This section is designed to clarify the issues sur-
rounding the present program's determination
criteria, investigation procedures and the implemen-
tation process, as well as the agency structure estab-
lished to carry it out. Emphasis centers on recommen-
dations needed to formulate an effective operational
adjustment mechanism,

eWeniinaon Crtfa
Determination criteria, as noted earlier in the pro-

gram evaluation section, will require revision and
redirection if trade adjustment assistance is to operate
effectively. The present rigidity characterizing the
criteria is often blamed for the relatively few certified
cases, particularly during the program's dormant
period from 1962 to 1969. It has also contributed
to time-consuming investigation delays - which post-
pone assistance and positive steps toward adjustment
- often forcing the dislocated applicant to absorb
irreparable damage. However, careful consideration
of the criteria issue and recommended revisions must
include the recognition that certain changes would
open "Pandora's Box" on the side of unwarranted
relaxation.

The absence of affirmative Tariff Commission
rulings on adjustment assistance until 1969 is often
cited as proof of the program criteria's excessive
restrictiveness and a prima fade case for expanding
the permissable coverage. However, the Intent of the
original law and its application during the sixties is
subject to varying interpretations. The most preva-
lent view regards the adjustment assistance provisions
of Title Ill as a mechanism designed to mitigate any
import injury arising from the tariff-cutting authority
granted to the President in the overall Trade Expan-
sion Act. This authority was exercised in the Kennedy
Round of trade negotiations which concluded with
signed agreements in 1967. In many cases the agree-
ments called for gradual tariff cuts staged over a five
year period. This stagingpostponed the full impact
of tariff concessions on the domestic economy, Con.
sequently, most adjustment assistance applicants dur-
ing the period prior to the Kennedy Round's conclu-
sion were forced to cite much earlier tariff conces-
sions - in some cases going back all the way to the
nineteen thirties - as the cause of their present
injury. Setting aside judgments on the validity of
these petitions, it is clear that a heavy burden of proof
rested on the applicants. Later, after the conclusion
of the Kennedy Round, this burden of proof was
made considerably lighter as more recent tariff con-
cessions could be cited. As drafted, the law seemed
to look toward future negotiations rather than back-
ward to authorize compensation for past injuries.

With this program background, the N M study
focused heavily on the trade adjustment assistance
program since the end of the Kennedy Round, and
came to the following conclusions,

i. The determination criteria art in need of revipion--but
not in a drastic manner.

2. Revisions of criteria where necessary should be linked
to early warning, stressing self-adjustment through private
market forces.

S. No basic change is required in the eligibility criteria
requiring increasing imports of like or directly comPetitive
products. lindeed, without the "similar produces" deflni-
tion, no criteria would provide workable evidence of import
increases which is a fundamental requirement for demon-
strating a changed market picture.) We would recommend tha
both the actual number of imported units and the ratio of imports
to domestic consumption be considered in order to achieve a more
complete picture of any reported import penetration.

4. We recommend tha t & requirement that increased imports
be linked to a spie trade' agreement (i.e. in major paid the remit
of such concessions) be aW/o.sed. Suggestions have been made
that the presence of increasing imports could serve as a
presumption that thecause was a trade concession - the
type of system used in the adjustment program established
in the Automotive Products Trade Act of 1965 (designed
to help implement the United States-Canada Automobile
Agreement). However, this type of program'justification
could not be applied to a larger area of produce. Contem.
porary government policies are far too diverse and complex
to lend themselves to easy categorization in written'agree-
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ments. The acknowledged existence of numerous non-
tariff distortions, Including export subsidies and industrial
promotion programs, prohibits easy identification and
measurement of the extent of government involvement in
a changing trade picture, Therefore, the simple elimination
of the required linkage would be both justified and much
easier than rephrasing a legislated presumption of cause.

5. While present measurements of import injury are
adequate, the amount of proof required to substantiate

w injury Is excessive. Consistant with our emphasis on early
adjustment, we rreomwaessd MWsal iseteedsM reeognibon be given

Jo tireoa of injury raOdr Mon requiring edewnt of the actom-
"p/shedfat, (See isue reference section on Early Warning
System.)

6. With respect to the link between increased imports
and the applicant's injury we recommend the development
of a.two-tier-ysigm designed to increase the overall pro-
gr'm effectiveness while avoiding the vagaries of exploding
costs and counter-productive government tampering In the
marketplace. The first tier would provide a relaxed
requirement from the current criteria: that increased
imports are the major factor (i.e. more than all other factors
combined) in causing injL ry to the applicant, toprimasyfa-
tor (more than any tther single factor). This relaxation
would apply only to industry petitions. The second tier
comprised of individual firm applicants and worker group
petitions, which deal with the efficiency and competitive
position of the individual enterprise, should maintain the
presently defined level of criteria restrictiveness.

asics of a Two-Tier Adjustment
Assistance Approach

The fundamental concept behind the two-tier sys-
tem is that (I) government should do more earlier
on an ii-dustrial basis to help industries facing pro.

-jected Import competition help O memlves to become
,more'productive and competstive and (2) in specific
cases where government actions result in definite
import-injury, government should more selectively
help workers and firms shift their skills and resources
into more efficient production. As discussed in a later
section on foreign programs, this idea has certain
similarities td the industrial approach used In nearly
every other industrialized nation - with the major
difference that they usually do not have a "second
tier" to assist specific enterprises separate from the
industrial restructuring effort. Drawing upon this
type of approach, the United States'"two-tier" system
to adjustment would actually embody three mao r
stages as outlined on the following page. The first
action would involve an early warning system
(perhaps coordinated through the new Bureau of
Competitive Assessment in the Department of Com-
merce), Through this system government would pro-
W'ide pertinent data to private industry with emphasis
on pinpointing emerging import challenges. Business
would assume responsibility for acting upon' this
information, utilizing its own resources to improve
productivity and competitive standing - and thus
effectively meet the foreign challenge. Should the
warning system fail or should business lack sufficient

/
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time or resources to complete its own adjustment
efforts prior to the beginning Impact of the import
penetration, the second stage unfolds. Here the
affected induis could petition for governmental
assistance to help them complete the adjustment
process they presumably began in the inital stage.
Such a petition would be considered under the
relaxed determination criteria - imports shown as
a primary factor in causing injury would qualify the
petitioning industry for certain types of limited
assistance. As explained in later sections, this
industry-wide approach might lend itself well to
assistance in research and development, antitrust,
accelerated depreciation, longer tax loss carrybacks,
and other areas.

The. third stage, involving selective government
assistance to particular firms, becomes the adjustment
assistance of "last resort". Under the recommended"two-tier" approach, this program assistance would
be available only when present tight criteria were met.
Firms would have to prove that increased, Imports
were the major cause of injury (more than all other
factors combined). In this manner the program
would avoid creating new distortions. The potential
adverse impact of such individual assistance - pos-
sibly aiding or "subsidizing" inefficiency to the disad-
vantage of efficient domestic competition - is often
overlooked in the rush to aid those injured by import
penetration. Thus, an analysis focusing only on the
needs of applicant firms, with suggested means to
assist them, Ignores the larger issue: government
assistance to any firm in an industry necessarily con-
cerns all firms actively or potentially in competition
with the assisted enterprise. Therefore, government
assistance to individual enterprises should take place
only under limited, carefully controlled conditions
where imports have been the major cause of injury.
Invstlgstlon Procedure

Closely related to the determination criteria issue
is, the actual method of investigation. The. com-
plicated, often overlapping maze which characterizes
the, present program method lacks clear directives
and definite timetables with the resultant delays and
their effects on worker and firm applicants as out-
lined earlier in the report.The purpose of this section
is to recommend sleCific structural and operational.
improvements for investigation procedures, includ-
inga realistic time schedule.

Perhaps the clearest method of illustrating the
suggested operational pattern is with the flow chart
shown below which traces a pedtion's course with
specific time limits for each stage. Comparisonshould

-be made between this suggested procedure and the
current maze which Is oudined on p. 9.

In the past considerable dissatisfaction has been
voiced regarding the unpredictable, nature of the
Tariff Commission's role and method of making
eligibility determinations bn petitions. Rulings have
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Chart 2
TWO-TIER ADJUSTMENT APPROACH

I EARLY WARNING
Purpose: Encourage timely self-adjustment

Tir - - - - - - - -
Thi

i

l

Second - -
T1t

INDIVIDUAL PRODUCTIVE UNITS

Purpose: Early reemployment of worker and re-entry
of firm Into productive competition
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Chart 3
EUGIBIUTY FLOW CHART

REVISED PROGRAM

Worker

I Processing

II Investlgntion

I0 DetermInation"

'Art addItional i5 days can be authorlizd If additional information Is necessary.

Firm Indusby
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sometimes depended upon the composition of tt
Commission or the attendees at meetings - rathi
than on an established procedural review of the cai
facts. This report's findings support those person
urging that the Commission function only as an inve
tigative body, providing the information needed ft
a determination by the proper executive agencies.

As more practical experience is gained on Inve
tigating adjustment assistance petitions, a short
timetable for investigation seems attainable, Sore
Informed estimates hold that petition processing
Investigation and determination issuance could all k
compressed into a thirty-day time fram if handle
by an executive agency, Our findings indicate th;
a thirty-day time period for the Investigation pha!
would be a sufficient improvement. with a nInet
-day period allotted for an industry petition lnvestig
tion. These recommendations are made with full rei
ognition of the need to balance processing speed
day period allotted for an industry petition itnvestig
ion time to determine the facts in each applicant
case.

Dermlnatl n Process
Stage Ill in the flow chart comprises the determ

nation step which is limited to seven days for revie
and decision, with an allowance for a fifteen-da
extension to obtain supplementary information
necessary. There is currently no statutory limitatio
on the determination period for an applicant's elig
bility certification for trade adjustment assistano
Determination decisions should be made by th
executive agencies most knowledgeable about th
petitioner's problems - namely, the Labor Depar
meant for worker group applicants and the Commerc
Department for firm and industry petitions. A
determinations should be made in strict iccordanc
with statutory criteria. The results and reasons fc
each decision should be published Immediately fo
lowing the action, subeet only to the need to nlaintai
business confidentiality where information may affe
a firm's competitive position. Such a public recor
of the decisions and the rationale behind them wi
provide a better index for allowing potential appl
cants to measure their own eligibility.

These suggested procedures for the operation c
a trade adjustment assistance program would offer
a fairer, more effective system of processing petition
The changes could easily build up6n improvement
already made in the relevant agencies and as suc
would add little to present costs, The propose
improvements would require legislated timetable!

$See Wilams Commission Report, Compendium of Paper
Volume t. 0. 353,
Oft has been estimated that over forty government agencde
bureaus and independent commissions actively engage in aspect
of internatlona economic policy.

te however, this should result at the very least, in a more
.r directed, speedier program.

Agency Structur
)r In the context of government reorganization and

numerous reports calling for a consolidation of
s- decision-making particularly on the international
r economic policy front, it has become almost fashion-

le able to recommend centralization for trade adjust-
'ment assistance. For example, the Williams Commis.

oe sion proposed the creation of a new government
*d department, perhaps run by an inter-agency board,
at which would .carry a case from.the first petitioning
e stage through the final administration of benefits.
V- Presumably this new office would clarify the lines of
A- operation, speed processing and increase the techni-
c- cal competency of the administrators,
d The issue involved: whether a complex, mul-
a- tifaceted set of overlapping programs, requiring
,. many different kinds of expertise and partially

administered by several agencies, could be more
effectively run by a centralized agency. There is little
argument on the need to effect a closer coordination

i- of overall U.S. foreign economic policy,' and some
w argue that adjustment assistance, as a part of overall
ky foreign economic policy, should follow the trend
if toward closer coordination which now characterizes
n the high-level decision-making in the field. However,
I. the specific questions which should be asked in the

case of trade adjustment assistance are: (1) how much
coordination is reasonably necessary, (2) how much
centralization is needed to achieve it, and (3) are the

- real proram problems going to be effectively
,e address through reorganization or only delayed?
11 Admittedly, the idea of one administrative chief
e directing adjustment assistance programs has con-
or siderable appeal in the abstractHowever, we believe
1. that such a complete bureaucratic overhaul may: (1)
n not necessarily improve the program's practical appli-
ct cation, (2) not justify with requisite operating
d improvements the considerable costs Involved in
i1 creating a new government agency, (3) breed new
i. and potentially destructive confusion between the

agencies which would necessarily continue to play a
of role in the adjustment process.
r Most of the defects ot the present system originate

not in bureaucratic mismanagement or administra-
tive procedure, but rather from an improperly for.

h mulated program which Is concentrated on compen-
d sation rather than adjustment. There are t'o specific-
s; exceptions to this general conclusion: (I) The diffi-

culty in using the Tariff Commission as a determin-
ing body when its role should be limited to investiga-

., tion - as discussed it the previous section. (2) Start.
uraproblems which occur during the initial phases

, a new program due to inexpkrience. The first of
these exceptions can be corrected by a minor change
in responsibilities (as previously outlined) and the sec-

21
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ond is largely correcting itself through accumulated
practical experience. in this context, it appears
doubtful that creating a new, separate agency to han-
dle this program would noticeably improve its effi-
ciency.

Worker Benefits
One of the most sensitive issues in the trade adjust.
ment assistance area relates to worker benefits. This
is E asily understandable. Under all the programs,
statistics, and bureaucracy is the individual worker
who is facing the trauma of job-loss and the un-
knowns of unemployment. Program performance on
this level at the end of the pipe-line is essential in
achieving a primary policy objective: the alleviation
of individual and family economic discomfort due to
actual or threatened job-loss and speedy reemploy-
ment into an equal or higher-skilled vocation.

Clearly this issue area has drawn considerable
attention. Many of the Trade Expansion Act's Title
Ill provisions - some designed as compromise fea-
tures to attract labor support - lined up behind
worker benefits. Today, with interest waxing anew
in trade adjustment assistance, a similar tendency has
surfaced - evidenced by the large number of recent
proposals to alter the current program and expand
various compensatory benefits for workers.

This issue reference section will concentrate on
the worker benefit aspects of trade adjustment
assistance; including the Trade Readjustment Allow-
ance (TRA), relocation assistance, and retraining
efforts. Other related areas such as job placement,
health insurance, seniority rights and pension porta-
biity will also be considered, although in less depth.
The purpose of the section aims at evaluating the
major worker benefits presently available within the
proper scope of federal involvement.

Trade Radjuatmnit Allowince
The Trade Readjustment Allowance (TRA), rep-

resenting over 90% of present trade adjustment
assistance expenditures for workers, is the most visi-
ble part of the workers' benefits. Since the program's
inception, the TRA payment has consistently drawn
the greatest attention, whether in terns of original
formulation, subsequent administration or recom-
mended improvements. This heavy'emphasison the
relative level of TRA payments has led to the neglect
of other aspects of adjustment assistance which, if
improved upon, might enhance the workers' chances

'to quickly regain satisfactory employment with good
job' retention.

Originally conceived as a temporary crutch to sos-
tain an unemployed worker and his family while
other programs placed him in a new job the TRA

'Includes dependent allowances where applicable.

has become a welfare payment unsupported by effec-
tive job placement programs. A rearrangement of
program priorities is required with emphasis on
retraining, relocation, and other job placement
techniques.

NAM report findings indicate that the most effec-
tive way to accomplish these objectives, as well as
speeding the processing of maintenance payments,
would be to eliminate a separate level of trade read-
justment allowance payments and rely upon present
mechanisms for state unemployment compensation.
Such an approach would have numerous advantages,
including substantial savings on time, administrative
costs and avoidance of duplicated efforts. The aver-
age worker would experience less financial uncer-
tainty and burdensome paper work. He would be
eligible for the same maintenance allowance available
to any temporarily unemployed person. Retaining
the underlying philosophy of trade adjustment
assistance - that the nation as a whole should share
the burden of pursuing an international trade policy
- the federal government would reimburse the state
agencies for funds expended In providing the
maintenance payments as is done under the present
structure. However, there seems to be no valid reason

Y why those persons displaced by imports need higher
compensation payments than those dispensed to
other unemployed persons suffeiingdislocations for
different economic reasons.

When the trade adjustment assistance program was
adopted in 1962, unemployment compensation
benefits were-felt to be too low and a higher benefit
level for the federal program was more politically
attractive to potential labor support. However, state
unemployment compensation benefits have greatly
increased since 1962, to the pint where tbday they
offer adequate support level afor any temporarily
unemployed person. This trend is illustrated in the
chart below showing the relative rise In average
weekly benefit amounts under state unemployment
compensation programs as compared to the con-
sumer price index. "

This trend can also be illustrated by comparing the
maximum weekly benefit levels available in 1962 with
p resent benefit levels. The average maximum weekly
benefit3 in all fifty states plus the District of Columbia
was $42.70 In 1962. A decade later this figure stands
at $72.78 - an increase of over 70%. However, the
objection is still being raised that the benefit levels
are too low (given increases in the cost of living index
and general inflation) and that higher TRA allow--
ances are needed,

Over the last decade the TRA has Increased since
it is computed as a percentage (65% of the worker's
previous weekly wage or of the average national man--
ufacturing wage, whichever Is less). The maximum
possible benefit under the TRA is presently $03.00
a week. Obviously, there is a difference between the
current maximum TRA figure and the $72.78
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Chart 4
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national average for state unemployment compensa-
tion. However, this cursory comparison conceals
more than it reveals.

One of the basic advantages of state unemployment
compensation is that the Levels are set by the state
rather than the federal government and thus can bet-
ter reflect the conditions prevalent in that particular
area. Local costs of living, unemployment conditions
and employment opportunities, the availability of
other benefit programs, and other factors can be bet-
ter recognized and weighed by state authorities in
setting benefit levels than by an overall national
figure. State levels in some states may also take into
consideration the number of family dependents.

Taking account of these differences in state laws
which reflect local conditions, a careful examination
reveals little actual difference between TRA and state
unemployment compensation levels in areas where
eligible dislocation occurs. As of JuZy 7, 1972, some
24,165 workers were included in groups certified
eligible for TRA benefits covering twenty-four states.
'Under these state programs the average maximum
available benefit was $76.96. In ten states which had
more than a single worker group certified 'eligible

for TRA. the figure jumps to $86.70 and then to
$89.71 in the seven states which have more than two,
certified worker groups - only a shade below the
$93.00 available under TRA. In fact, in three of the
states with two or more worker groups and a fourth
state where only one worker group has been certified,
dislocated workers can actually draw more under the
state programs than under the TRA. Thus, almost
half of impacted worker groups are located in states
whose laws already provide as high or higher benefit
levels than under the TRA.

As the chart on the next page illustrates, there is
little measurable difference between support levels
available through state unemployment compensation
programs and that offered through trade adjustment
assistance in the states where increased imports have
contributed to unemployment. In effect, the states'
programs already reflect the need. Rather than
attempt a federal approach to this problem - which
can hardly respond to many local and regional differ-
ences - this report recommends greater emphasis
on those state programs which are already intact.

There are powerful common sense advantages
which this approach can provide. The needs of
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individual workers and the prevailing economic con-
ditions in that particular region would be properly
recognized. Reduced administrative costs, simplified
paper work and speeded-up application processing
would result in faster assistance delivery. Relaxed
eliibility criteria for the individual worker could alsobe helpfu!.

Tabl, $

CURRENT RELEVANT COVERAGE OF
UNEMPLOYMENT INSURANCE BENEFITS

wom" of
0Cqsledae -re'

Alabama 1
California 2
Connecticut 2
Florida 1
Georgia 2
Illinois 7
indiana 4
Iowa I
Louisiana 1
Maine 1
Maryland I
Massachusetts 14
Michigan 3
New Hampshire 4
New Jersey 1
New York 4
North Carolina 1
Ohio 1
Oklahoma I
Pennsylvania 5
Rhode Island 1
Tennessee I
Vermont 1
West Virginia I

.As l July 7. 1972
'As of July 2, 1072

Source: U.S. Deoartmni of Labor

Maximum Weekly
knll Average

(MBAY'

$60
$75
$129
$64
$55
$97
$65
$68
$60
$63
$78
$111
$92
$75
$76
$75
$56
$87
$60
$93
$99
$57
$77
$76

Maximum
ourstion"
(Weels)

26
26
26
26
26
26
26
26
28
26
26
30
26
26
26
26
26
26
26
30
20
26
26
26

'Necessary co qualify for federal job placement programs.

"An additional IS weeks is added for older workers and 26 extra
weeks art allowed for completion of training programs.

$$ee aesion on Cost-Beneral Analysis, program expansion propos-
als, for a corollary explanation of (his point.

At present there is a more restrictive eligibility
criteria for TkA applican s due to the original higher
benefit levels, than for persons applying for regular
unemployment compensation. This separate criteria
necessitates' additional investiation by local unem.
ployment office personnel to determine if the stricter
eligibility criteria are satisfied. Such a deviation from
established procedures involves a training process for
office investigators to acquaint them with the new
program, extra research Into the applicant's back-
ground, and the juggling of figures to handle the.
TRA payments different from the regular assistance.

It was estimated by the head of one state unemploy-
ment office who handles several hundred such appli-
cations that it takes 1 extra man-hours/er dividua/
applicant to handle the separate programs, There Is
really little need for such additional burdens on local
personnel, or the extra administrative expenditures
involved in the process. If the TRA were abolished
and state criteria and procedures adopted, only one
additional question would have to be asked (to estab.
lish that the worker was laid oft due to imports4) and
one separate account kept in the local office (to secure
later reimbursement from federal funds). Different
payment level computations, determination criteria,
and extended investigation would be eliminated.

The duration of eligibility under TRA and state
programs also deserves consideration. The base time
period under the present trade adjustment assistance
program is fifty-two weeks' while state programs
range from twenty-six to thirty-six weeks. C-larly the
federal program offers a longer period of potential
eligibility. However, the average TRA recipient is
presently only drawing benefits for twenty-four
weeks, less than the eligibility period in every state.6
Furthermore, in areas with acute economic disloca-
tion the federal-state extended benefits program has
operated to provide up to an additional thirteen
weeks of benefits under the regular unemployment
compensation system.

With simplified application and administrative
procedures shifting the priority to Job placement
programs, a shorter eligibility period should be suf-
ficient. The suggested timetables in this report for
the group petitioning process Involve no more than
thirteen weeks to reach the stage where an individual
worker has been certified eligible and can enter a
supplemented job placement program. Of course, he
would be eligible to draw regular unemployment
compensation maintenance payments from the time
of his unemployment, with certification requiring
only that his record be switched to a different section
in the state office for purposes of later federal relm-
bursement. For its part the federal government could
require copies of completed records to assure deliv.
ery and double check on the program's longer run
efficiency. Such material could also be utilized for
special studies on import-related unemployment.
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The operation of the suggested program would
emphasize closer coordination with federal job place-
ment programs. Anyone certified eligible could draw
benefits while seeking to rejoin the work force until
the maximum peio allowed by each state. Federal
job placement programs would bolster regular efforts
to regain employment for at least the last three
months of the benefit period. Since state law usually
best reflects the local conditions for reemployment
and the added assistanceof federal programs is avail-
able during much of this period, any unemployment
extending beyond the allowable state time frame
would not be eligible for temporary income mainte-
nance. At this point the trade adjustment assistance
approach might defer to some other mechanism bet.
ter designed to handle problems of long-term unem-
ployment.

Most recent proposals regarding trade adjustment
assistance call for substantial increases in the TRA
allowance, from 65% up to even 100% of the worker's
previous wage. While such an alternative has obvious
appeal to the short-sighted, it should be staunchly
resisted by management and labor alike. Unem-
ployed workers need jobs and new skills, not hand.
outs. Larger TRA payments would only exacerbate
the current program's problem of emphasizing com-
pensation rather than adjustment; the laudable objec.
tive of timely readjustment for displaced workers into
other jobs would still continue to be sacrificed for
the short-term visibility of a relief check.

R~atralnlng

The issue of worker retraining provisions in trade
adjustment assistance has been characterized by
unfulfilled promises and frustrated expectations. A
certified worker is to receive full access to all federal
training, testing and counselling programs, including
travel expenses, if necessary, However, few benefits
have ever been realized from these legislated provi-
sions.

This important facet of trade adjustment assistance
had two strikes against it practically from the outset:
First, it was untested and costly with no proven track
record; and second, it was overshadowed by the com.
prehensive Manpower Development and Training
Act which also became law in 1962. This Act created
a number of federal programs designed to eradicate
unemployment, which were also to be available to cer-
tified import-injured workers. Unfortunately while
the goals of this massive program were laudable, it
was not carefully or realistically planned and concen-
trated primarily upon various forms of initial train-
ing. Despite millions of dollars spent, the program
has yielded few results.

It is not possible to analyze the multitude of prob-
lems surrounding the Manpower Development and
Training Act, or even its retraining provisions, in the

space of this report. However, we believe that a cost.
effective, prototype retraining program-drawing
strength and lessons from proven programs in the
private sector-might be established in connection
with adjustment assistance. Even if successful on a
modest scale, this program could produce significant
guidelines for improvement in broader program
areas while facilitating a stronger United States trade
policy through the shift of human resources Into
areas of greater productivity and competitive advan-
tage.

A balanced evaluation of the retraining failure as
it relates to trade adjustment assistance does not
fault the original program conception, but rather its
implementation. Again, this operational failure traces
back to the delays which still characterize the pro-
gram. The time lapse between the impact date ofthe
workers' unemployment and the date of final certifi-
cation under the program often extends beyond the
benefit eligibility timetable (measured from the initial
impact date of job loss). The resultant retroactive
benefits allowance provides the certified worker with
a large, lump-sum TRA payment, but allows him no
current eligibility to receive retraining benefits.

An example of this ironic and all-too-common
experience is the group of certified workers in
Indiana. Nearly one thousand workers were declared
eligible to receive trade adjustment assistance and
over $3 million was paid out in TRA benefits.
However, the impact date of their unemployment was
in 1968, while certification was not finalized until
1970. Result: Many workers received the lump-sum
TRA payment, but no one was ever offered a retrain-
ing opportunity emanating from the program.

Is such a failure to be blamed on the retrainhig
concept? Probably not, for the'concept has shown
itself to be workable.-iven favorable circumstances
and some retained eligibility by the affected workers.
A classic example is a Rhode Island shoe factory
which laid off several hundred workers, 287 of which
entered into training programs made available by
their certification. Latest available figures showed
that two hundred and seven workers had completed
their training course, with one hundred and seventy.
two now reemployed as a direct result of the training
(83% of the workers completing the course). Thirty-
five workers from the original 287 were still enrolled.

Even in this case the delay factor probably denied
some workers their full potential benefit. Indications
as early as 1967 showed that th6 plant was ailing
economically and the workers might be threatened
with unemployment. An announcement was made by
the management on August 18, 1960, that the plant
was to be closed the flowing year, but it was not
until February 19, 1970, that tie workers' group filed
a petition for trade adjustment assistance relief.
Action on the petition was not completed until May
13, 1970. Prompt filing of petitions and more rapid
investigation and determination procedures would
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enable the dislocated workers to more fully realize
the potential retraining benefits which should be
available to them.

However, certain aspects of present retraining
benefits do Warrant a closer examination from the
standpoint of cost-effectiveness. If retraining pro-
grams can offer potential benefits to displaced work-
ers, when should they be undertaken and what types
of programs will offer the maximum potential gain
it the least governmental cost? The present emphasis
in most governmental retraining efforts is directed
toward initial training of the disadvantaged or the
hard-core unemployed. Most programs center
around financing Institutional education or establish-
ing job corp4 centers with some on-the-job training
opportunities for former "unemployables". Some
seventy-six job corps centers are either planned or
in operation and will be able to hafidle around 25,000,
enrollees in their programs. Vocational education
efforts account for nearly $2.3 billion of federal,
state, and local expenditures, but only about 20% of
the participants are adults. The simple extension'of
these types of efforts as the primary solution for the
import-impacted worker would be ineffectual, since
It would fail to get at the root of their problems or
utilize their full potential.

Most workers unemployed due to import disloca-
tion have already gained valuable work experience
and possess good work habits, Armed with a skill and
a good work record, a wider range of opportunities
cn be opened for these workers. Primary emphasis
should fill upon job placement efforts aided by (1)
labor union and trade association exchanges of infor-
mation regardingjob openings in 'skilled positions
within the worker'S industry, (t) improved govern-
mental services s0ch as an effective Jbb Bank system,
and (3)iprovision of relocation benefits, if necessary.

it has been common to dismiss the skills of dis-
placed workers as "non-negotiable" since import.
affected firms are viewed as part of a "dying" indus-
try whose skills will'die with it. Fortunately there is
considerable slack in this cynical platitude. Even in
a"declining" industry there are prospering sectrs-
lines where competitive advantage holds on, Often
this is illustrated in certain specialty areas of an indus-
try (ie. decorative Christmas candles and incense can-
2000dies), An NAM exploratory trip' to import/im.
pasted regions of Massachusetts' shoe Industry
revealed much activity in certain specialty shoe firms.
Going against the general trend, these firms were
advertising and pleading with the local unemploy-
ment office to direct skilled shoe workers, who had
become unemployed due to nearby plant closings, to
them. While employment in the industry was on the
general decline, these firms were hiring. Another

,see Depanment of Labor Task Force Report on Blue Collar
Workers. December, 1972.

example was provided in Pennsylvania where work-
ers laid off at a glass plant were assisted by their union
and active recruitment efforts by local and out-
of-state employers-aimed at job placement within the
same influstry. Both these examples underscore the
importance of utilizing presently-possessed skills as
a top priority in the reemployment process, wherever
possible.

Should immediate reemployment prove unavail-
able through expanded job placement efforts, on-
the-job retraining programs in private industry
should be the next opuon chosen. The experience
and work habits of the import-dislocated worker are
valuable assets and should increase the success ratio
of present training efforts. Goyernment-ass4ted
programs along"the lines established for the more
hard-core unemployed could be set up with willing
businesses under which government off-sets the
training costs and the worker is paid at the regular
waqe scale by the -business. The average federal
obligation per enrollment opportunity in present on-
the-job'training during the 1963-1968 period was
$651.00; the total expense per employed.person was
$1,450.00 A somewhat smaller training expense
could probably be expected in programs with import-
dislocated workers due to the individual's previous
work background.

A third'option, utilizing the institutional approach,
would involve considerably greater expense with little
potential real gain in benefits. Here the worker wouldbe starting over again, training for a job that may
not even exist after he finishes the courses. As
pointed out by former Representative Thomas B.
Curtis before a Congressional hearing on trade
adjustment assistance even the present Job Diction-
ary used by the U.S. GovernmentcontainSnumerous

,obsolete job descriptions. Obviously, there is no
benefit for a worker undergoing institutional training
for a job which no longer exists or is over-supplied
in the mqrketplace.. On-the-job training offers the
experienced worker a better prospect of success
measured in terms of reeimployment and the posses-
sion of a negotiable skill.:.

The cost factor also greatly favors an o.-the-job
approach to retraining. One study showed that
$i0,000 spent by on-the-job training programs help
reemploy almost six times more workers as when
spent for institutional training. The costs of educa-
tional hardware and software for training purposes
and salaries of trained personnel able to use the
equipment are two major prohibitive expenseS, In
most cases both these elements are already available
within industry and could be utilized more inexpen-
sivelw through on-the-job training. Added benefits
would accrue to the individual learning in an actual
job environment with the psychological satisfaction
of producing while learning. Higher skills could alo
strengthen the will to work by increasing persona
self-esteem and the chances'for job satisfactl6n. The
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economy as a whole would benefit from this addi.
tonal output of production.

Under a redirected trade adjustment assistance
program, retraining opportunities could offer tangi-
be benefits to displaced workers and prospective
employers. These."worker renewal" programs could
also play a functional role in national manpower pol-
icy. However, retraining should act as a program sup-
plement where immediate reemployment through
modern job placement techniques is impractical
and/or presently possessed skills cannot be used.
Where retraining is appropriate, on-the-job programs
with business-government cooperation provide the
best approach to getting import-dislocated workers
back on their feet.

Relocation
Under the Trade Adjustment Assistance Program

one of the least recognized benefits to eligible work.
ers is government relocation aid. This issue section
will explore the potentials of this relatively unused
program in the context of a revamped adjustment
effort. It will also focus on the reasons behind the
apparent lack of interest in current relocation
benefits.

Early proponents of Trade Adjustment Assistance
realized the importance of labor mobility to their
program's success. They knew that even a dynamic
economy - where job creation offsets job displace-
ment - did notguarantee continuous employment
in the same geographic environment. Recognizing
the realities of human inertia and resistance to mov.
ing, particularly evidenced among older workers, a
relocation program was developed to facilitate the
readjustment process. This program allowed
assistance in specific instances for eligible workers

'unable to find an appropriate job in the local area,
but who had secure a na Jde employment offer
elsewhere with the prospect of long term job reten.
tion. Available only to "heads of households", the
relocation allowance would pay the moving costs for
the worker, his family and their household stems, plus
a lump sum payment of two and one-half times the
national average weekly manufacturing wage as a
type of "starting up" help.

Although thli adjustment assistance option seemed
potentially costly, it did offer prospects for substan-
tive help to workers seeking quick reemployment,
particularly in areas of high unemployment. As such,
it 'stands in sharp contrast to the TRA/retraining
option with its long time frame.

Unfortunately almost no use has been made of this
type of assistance. Out of nearly 30,000 workers cer-
tifled eligible for trade adjustment assistance benefits

*See "Worke Relocation: A Review of U.S. Department of Labor
Mobility Projects." by Charles K. Fairchild. rot the U.S. Depart.
ownt of tabor. Contract Number 87434-69.01.

as of November 30, 1972, it is estimated that less than
a dozen have received relocation assistance. Thus, on
the surface doubts regarding thIs benefit's value seem
warranted. However, further examination yields two
conclusions: (i) current non-use of relocation
assistance is mainly due to operational delays in the
present program, and (2) the relocation idea has func-
tioned quite successfully in other feasibility tests.

Various delays characterizing the present trade
adjustment assistance program were described earlier
in this report. In the case of workers these delays
have resulted in lump-sum, retroactive TRA pay-
ments. Since eligibility for all benefits is measured
from the impact date of the worker's unemployment,
lengthy delays in the processing stages can consume
eligibility. Relocation assistance cannot be provided
unless some eligibility is retained under the program.
Consequently, there is usually no chance for the
worker to opt for this type of assistance even if he
wants to. For this reason, the present program has
not really provided an adequate opportunity tojudge
the applicability or value of the relocation program.

A second parallel finding on relocation, stemming
from investigations of similar program, suggests the
concept can be workable if properly formulated and
implemented. Relocation has some singular successes
in foreign countries. For example, in Sweden alone
in 197 1, over 23,500 individuals received government
relocation assistance as part of an overall plan to shift
a greater percentage of the work force to provide
greater occupational and geographical mobility. The
Swedis program has been successfully operating
since the 19b-0's. In the United States a number of
experimental labor mobility projects have been con-
ducted by the Department of 4abor and indicate that

S. money spent on relocation projects, especially
if it is combined with a good interarea Information
network, could have very high returns."'

The Manpower Development and Training Act of
1962 authorized a series of labor, mobility demonstra.
tion projects which operated In twenty.eight states
from March, 1965 to June, 1969, relocating over
14,000 workers. Measured against the yardstick of
cost-benefit analysis, the experience of these pro-
grams affords valuable insights into the general issue
of relocation.

Program benefits can be evaluated in 'three' basic
categories: (1)'gains In individual workers' earnings,
(2) reduction of unemployment compensation, costs,
and (3) productivity gains, The first benefit was dis-
cussed in a summary of the Labor Department's study
covering sixty-one projects which found that "Unem-
ployed workers relocated by the projects were placed
in jobs, and the majority appear to have experienced
gains in employment, earnings and incomes." This
gain involves the interaction of two factors--increases
in the amount of time on the job (particularly for
formerly underemployed workers) andor increases
in the actual wage rate paid on the newjob. -
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This increase in earnings Is felt not only by the
worker relative to the amount he was earning before,
but also by the economy as a whole which benefits
from the income added by a reemployed person. This
situation is illustrated In a California relocation pro-

ject which dealt with the effects of mass lay-offs. The
estimated annual wase of its relocatees was over $2.8
million (compared with a "paid out" cost in relocation
allowances of less than half this amount). Additional
and perhaps equal benefits would, of course, also
accrue to the employers.

The second benefit derived from relocation is the
reduction in governmental expenditures on unem.
plo ment compensation payments. The reemployed
person will leave the relief rolls. In addition, this
revitalized wage-earner will contribute to government
revenue through taxes paid on his earnings. Again
using the California study, an estimated $177,19.00
was saved on unemployment insurance benefits,
while taxes were payable on the $2.8 million earned
as income.

The third benefit is reflected in rising productivity
brought about through the effective utilization of
unemployed or underemployed persons. The fact
that such productivity gains actually do occur in the
relocation process can be measured by the earnings
gains relocated workers experience. Reemployment
allows the potential input of unemployed workers to
be realized and the earnings gains reflect their better
utilization.

Measured against these three primary benefits of
relocation are the basic costs of relocation payments
plus program administration. The average relocation
assistance payment made during these projects was
$294.00 while administrative costs averaged $573.00
per relocated worker. Since not all cases can be
termed successful relocations, the total cost of the
program per successful relocatee was $1,150. includ-
ing both assistance payments and administrative
costs. (Approximately 75% of the cases were success-
ful as measured by the worker remaining in the new
area during the standard two-month follow-up.)
Since these cases were administratively designed as
study projects, experimenting with different tech-
niques of operation, it could be expected that the
relatively high administrative costs would decrease as
more established and proven procedures are
adopted,.

,Two other "costs" must be factored in. The first
is the psychological cost of moving. Unquestionably,
the severance of community ties and leaving close
friends and relationships exacts a "psychic fee." Yet
this type of cost is not readily quantifiable. Often
the dormancy of relocation benefits under trade
adjustment assistance is explained away with the
argument that "people do not like to move."
However, as noted few are even afforded the option

'Se "Work(r Relootion." previously cited. page 125.

of relocation. Partially offsetting the psychological
expense of moving stands another "non.
quantiflable"-a renewed sense of self-confidence
and Identity stemming from the new job, a steady
income and being off the relief rolls.

A key psychological handicap In successful read-
justment through relocation is lack of familarity with
the new surroundings. Tests have shown this
paramount problem could be somewhat mitigated
through pre-employment visits and interviews. Con.
sderation might be given to broadening available benefits
to include a stipesd for such interviews which would allow

1 the worker a tiip to his now job location in order to meet.
his employer, t a first-haid look at the town and-. all
looked god- o initiate measures to smooth the physical move
itseyf. The cost of this type of aid-utilized with con-
siderable success In a number of federal relocation
studies--averaged between $30 and $80 per
relocated worker. The additional expense seems
minor measured against the improved chances of
"relocation compatibility."
. Although some proposals have recommended

much greater financial assistance in the relocation
process, including fringe benefits such as "federal
guarantees on housing equity and the availability of
low interest rate loans, this report suggests different
emphases. Our findings, supported by summaries
from Departnent of Labor projects, point to the
importance of non-financial assistance In facilitating
relocation. Accordingly, we recommend that new efforts
be made in areas of job placement services, pre.employment
interview trips. orientation meetings and other supportivt
services. In the hield of job placement particularly,
great break-throughs may now be possible with com-
puterization. The development of a viable "job bank"
(discussed in a later section) could probably offer con-
siderably more relocation effectiveness dollar-
for-dollar than simple increases in financial assist-
ance.

In conclusion, relocation rates highly in com-
parison with other methods of worker assistance.
While these systems should be considered as com-
plementa-ry-working as alternate aids to the dis.
placed worker--greater emphasis could be produc-
tively placed on relocation. In many cases relocation
will be more efficient than retraining and may have
a better cost-effectiveness ratio, where employment
is the measure of effectiveness. For example, some
estimates on the average cost per employed person
completing assisted programs are:

1. $3,300 (Institutional training, vocational educa-
tion, etc.)

2. $1,450 (In-plant, on-the-job training)
3. $1 .50 (Relocation)'
Whereas trainingprograms prepare workers for

jobs that are assumed will exist, relocation by defini-
tion places the worker in an immediate job opening.
thereby increasing the chances for successful reem-

$0-20 0 74 - pt.3 -7
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moment, Relocation also minimizes time lost
tWeen jobs and reduces the burden of unemploy-

ment on the general public. For these reasons,
improved relocation assistance must be an Important
part of a redirected trade adjustment assistance pro-
gram

Pesion htMs
The issue of pension rights is often forwarded by

critics of the trade adjustment assistance program as
an example of inadequate coverage for displaced
workers.These criticisms usually lead to recommen-
dations for establishing new federal programs
designed to protect pension coverage. Clearly, lost
jobs mean much more than reduced current income.
However, the construction of a new program or set
of government guarantees in the area of pensions
requires careful consideration-particularly when
measured against the potential complications such
changes sil~ht require in the administrative structure
of trade adjustment assistance. This section explores
the pension rights issue-and seeks to offer some
workable recommendations.

Unfortunately the pension issue has often been
clouded by differing notions of "pension portability."
This concept, while central to the debate on pension
rights, has evoked some confusion by conveying the
image of a worker carrying his "pension luggage"
with him from job to job. This picture is erroneou'
and the misunderstandings it perpetuates could be
harmful to the worker's interests.

The transfer of an individual's pension funds and
benefits from company to company would obviously
be an administrative nightmare. Since a portion of
those funds must necessarily remain in liquid assets,
this requirement would effectively prevent pension
fund assets from being most profitably invested. All
workers contributing to the fund would 'be deprived
of the full earning potential of the fund's invest-
ments.

The concept of"pension portability" is more accu-
rately characterized by the idea of a w rker retaining
his earned share of pension coverage, even if he
changes jobs. but without the damAging effects of
having to change the place and method of his pension
fund Investment. Commonly referred to as "vesting,"
this idea has considerable potential--If properly fot-
mulated-to offer sufficient pension coverage for the
unemployed person regardless of the economic cause
involved. Rather than adt.pting some structure which
would require considerable administrative burdens
and costs (possibly also detrimental to the investment
interests of all pension-holders), we believe that an

"Fos example, the "Retirement Income Security for Employees
Act" (S.3598) could be adopted with a few qualified changes as
recommended in NAM testimony on July 27.1 972 given by C.
Lumb before the Subcommittee on Labor, Coesiluee o Labo
and Public Welfare, United States Senate.,

aWoah could be fashioned on vesting, sinTilar to e l
reets llalive proposals, which- would constit a
highly preferable al4ritatiw.

Under this "vesting" approach workers could be
offered several different approaches where pension
rights would be assured in accordance with their time
on the jab. Relative ages of the workers would also
be taken into account. For example, one plan might
permit an individual to be 100% vested (fully covered
by its pension plan's coverage) after ten years of
covered service at any age. Another example. the
"Rule of Fifty" approach aimed at older employees,
would guarantee 50% vested rights In retirement
benefits at any point when the worker's age plus yeats
In covered employment totalled fifty.

These standardization schemes for pension rights
would provide a type of "portability," but without
heavy administrative and investment costs and with.
out involving the federal government deeply in the
area of private pension plans. The worker's basic
retirement security could be guaranteed after a set
time under such a plan, whether he Is working at
the same job, decides to switch jobs, or becomes
unemployed-regardless of the cause. This type of
reliance upon the use of private pension plans, built
upon acce table vesting rights, would not involve
increased federal spending and would prevent the
,creation of yet another federal program superim-
posed over present programs in the private sector.

FrngO Beneft
A variety of miscellaneous worker benefits other

than the major issues already discussed are sometimes
associated with recommendations to change the trade
adjustment assistance program. The common as-
sumption seems to be that an elaborate offering of
fringe benefits is necessary to attract labor support
for the concept. However, labor's 'deep disenchant-
ment with the present program will probably not be
mollified by expanding the number of hand-outs
available to an unemployed worker-nor will the
country benefit from such action, The average work-
ing man wants to keep his job dr, when that is not
possible, to move quickly into another-and bet.
ter-position. This core objective should constitute
the central focus forgovernmental efforts in this Area
with marginal distractions brushed aside.

The primary motivation behind numerous fringe
benefit proposals on adjustment assistance seems
aimed at erasing all traces of worker dislocation
caused by imports. Even if this were possible-which
it is not-the created situation would be an unhealthy
one, characterized by extensive new government
involvement in the private sector. Proponents of
federally backed early retirement subsidies, health
insurance coverage, seniority right extensions and
even guaranteed housing equity for displaced work-
ers (example proposed additions) could jeopardize
the chances of achieving a workable adjustment

29
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assistance program Iy adding complications on at
least two fronts: (I) creaigt additional legislative con.
Fusion regarding which committees i n nlre
should handle the requisite "omnibus" bill. and (2)
rxploding tealistik budgetar) constraints that inut
accompanT any new program.

We do not believe that %uch aidditional fringe pro.
grams are within the proper scope of governmental
action; federal effors should instead be concentrated
elsewhere. Except where broad measures (such as
4wccptabie pension vesting rights) can he piofitably
and justifiably applied on a national scale to comple.
ment private programs, the government should avoid
Involvement in the private sector. ( overnmental
efforts must be direct d toward facilitating an early
adjustment away from dislocation instead of the crest.
tion of special compensation programs after the
Injury has occurred, Through th aion of early pre.
ventative steps, most Injurious dislocation could be
voided. Private plans, coupled with present federal
proL ems such as the Social Security system, are the
beSiand most effective method of handling any cas
where disklation might still occur.

Job Sank
'ne development of a national Job lank system.

while outside the scope of trade adjustment as.
sistance, has large potential benefits for the program,
Designed for computerised employment plcement,
the Job bank approach seeks to match up skilled
unemployed workers with Job openings. An example
of innovative computer technology utillsation, the
Job bank may solve the frusaibtl problem of un.
led job vacandes in areas ofhl employment. This

is a problem which Is recelviis, ,creased attention
as labor expe s struggle to improve the natwn's
crude and IneffIcient system of Inrorming the unem-
ployed of suitable Job openin..

From Its local bginnings in Baltimore In May.
19., the job bank expert ment yielded rewarding
results (Increasing Jobs for disadvantaged wurkers)
and has since grown to over one hundred banks
operating In more than half of the states. Plans call
for continued expenslon with overall sights aimed at
a national Jobank network later this decade,

The basIc idea behind a computerized Job bank Is
to turn out daily liings ofWJb op1enings In metropoll
tan or larger aras for wide distrlon, thereby
bringing up-to-dae Information to Job.wekers. The
system would provide the information quickly
enough to enable the applicant to folgow.up on the
openlrl . The prospect employee Is sisted
slecdt.Ise Ai h best fits his background,
aptitude, anl interests, while the prospt
emplor minimizes tme loss b filng n
quickly with appropriately qualified personnl, in
boo, te system promises a mechnism for
tinly exchanp of complete and accurate Job Inor.
ma1o0,

Present plans call for the linking of regional job
banks into a rudimentary natknwlde system by early
in 1973. Further staged consolidation i.d develop!
ment within this network %iII follow .s' improved
applicant and job assessment aids are rm.structed and
different computer electionn -.id snatching
techniques are implen ed. january, 1970. Is the
present goal for a completed rational network of the
various state matching systems. The Department of
Labor has recently been devoting a reat deal uf
effort and resources to the effort or the j, banks
"as an institutional device to expedite the matching
of the supply and the demand 4ide of the labor mar.
ket..,. Coupled Wth a computer hook-up to lite
depanment's Employment Servke Ofikes lit thf,
field, this effort could produce significant rv.ssht,"

Currently, developmental costs of the job bal9k sys.
tem art running at approximately l$§ ,million
annually-a figure whkh will decline as Ih network
is completed and operational efficiency imceases.
While It is impossible to measure the program's
potential effect tveness on a brnd national basis,
studies have shown a marked employment increase
In areas %here the job bank system has been most
fully developed. For exampk, data from the job bank
effon it Maine, complied two years a.ler the
introduction of the Job matching system shows in
Increase of oiver 3% In new job placements over the
period before the scan of te program.

While the national computerized job bank system
should have a benelkial effect on she broad man.
power picture, It also has spla meaning from the
stAndpoint or a reirected trade adjtttment
assistance progr. Increased emphasis on early
waing and adjustment will put a premium on Job
plcement technlq ue. The addition ofan operational

bank system will Increase the effetiveness of the
oher placement methods available to the dislocated
worked, For example, Information on similar job
opening within the local area will be vaidy improved
CAmplemented by relocation assistance when neces.
sary and more detailed updated ob descriptions, the
job bank could measuraly hep imporstdlsiOted
workers with marketable skIs return owork. ff.
live matching would, in turn, complement the success
ratio of relocation asisance, ImprWnl the efficiency
and usefulness of this aid. Similarly, the nee for
costly and perhaps unnecessary retraining will be
decreased as the worker Is allowed to nuke maximum
use of his presently posed skills. A national job
bank system could bol increase the ef ctivenes ind
decasethe coat of a program of trade adjusaltent
aslaitanc--while at the ame time fullling its
broader manpower olictalvs.

irm slo"ali

Trade adjustment benefits so firns under the present
program and under proposed changes merit careful

so
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consideration. Recognizing the implications
surrounding this subject and the central importance
of the individual firm as the engine of successful
adjustment, this section viii concentrate on
approaches and issues involved in firm benefits-es
well as offering several recommendations,

When compared to the worker side of trade adjust.
ment assistance, firm benefit provisions reflect a few
similarities overshadowed by major underlying dif.
fences. Both firm and worker benefit presumably
Intend to facilitate resource shirts toward areaa of
greater relative competitiveness or higher skills. And
both seek so buffer to varying degres the im
of import dislocation on the Inured: However, these
similarities are colored somewhat with the recognil
tion of different emphasis.: individual workers may
be protected, but not so with particular jobs. On the
other hand, firms may be accorded Assistance to help
selfadjustment to new competition but specific
long.term protection-masklng Ineficlency at the
taxpayer's expense-cannot bv tolerated.

hese are healthy differences. Few enterprising
busesmen or firms would alter this situation, argue,
In$ that the "right or a buineu so fall" Is one of
the Inalienable slghu. Consistent with this view, the
national bankruptcy rate is sometimes regarded as
a barometer of economic stability and prosperity.

In the context of a solid private enterpise-free
market framework, trade adjustment benefits to
firms can only be supposed as a necessary e%Pe
diency, tied closely In with neded improvement in
she strenh of the United States manufacturing base
and the nation's international economic
rsitlon-and ultimately, a positive foreign trade pol1
y. Even then firm benefits should (I) emphasise

cost-cutting and non.flnancal Assistance, (2) be
designed to reduce market disruption due to other
government Incursions in the marketplace, and (S)
aim to engender constructive sehf.ajusmen for
firms In tne pro rim

The effica. the parent firm benefits, like much
of the rest of the program, is difficult to gauge given
the limited number of eligible firms, However, a a
first step, the delays Involved in ipplylng for and
receiving assistance must be reduced before any type
of aid can be truly efecive. Suggestlons made in this
report could help effect such a €'iant, In conjuncton
with efforts already underway within the Commerce
Department

United experience has shown that present firm
benefis providing for technical, financial, and tax
assistance shouldtbe retained, However two alters-
lions In the system could promote their opimal use.
First, htprit fi q "s a tou4 ob akd le as
e ,Ie , where deemed op propriate, to cover the
time between certification o eligbility and the recelpt

troTAi StMn ANbrAn HeadrNS, lao Usta tt
see o toreig Zesm* ft", April sad 1ay, 1975

of benefits under an approved adjustment proposal.
No one is benefitted If a cenified firm i forced to
close while formulating or waiting for the Implemen.
station of its austment proposal. An example of this
situation occurred recently In Massachusetts where
a certified firm producing hi.fi equipment had to
shut down, laying off over three hundred workers
because the details of a trade adjustment assistance
loan were not yet worked out. As the President of
the company put it in an Interview, "We're lke the
car that was in a bad accident, gets repaired and is
all set to roll again ... and then runs out of gas,

The most Important improvements to prevent
these types ofcollapso are sp.eded.up processing and
Program delivery, However, the oPton of interim

natcing could add additional flibility for use in
unforeseen circumstances. Some ssurance of a time
limitation would be placed on the interim financing
to assure its temporary nature, Arrordpngt, e rUcVWon
Ni. nd Aq a 90 doh, XV hailbe Vsd upon est aJ union
of a j 04waenl Pr.ouJ (i oemsretd to h Dresws 1U'
year po ) during sh 1a Ae Cotamere Dorwtsi
roopp r/rjrr pks for firm adJiws and/or
devlowp ajddfknl inviukii and gtddepa, Drawing
upon its igrowin experience, Commerce would seem
in excellent portion to make the required adjust.
ments to speed up this process. As stated by James
T. Lynn, former Undersecretary of Commerce, in
May, 1972, "We are now at the point where each case
no longer Involves entirely new policy consideration,
and I expect the time lapse between receipt of an
application for certification of eligibility to apply arld
the granting of assistance to be even further reduced,
as we pin more experience.""

Additional assistance might also be developed
around new government dance programs
desilgne to aid firms in preparn their aumen

ropossi Many smaller firms particular y could
nefit from Improvements on this end of the pro.

gram, which would Involve only minimal government
expenditures, Guidance would emphasihr methods
of achieving new market speclallistions, exploking
service advantages, and Improving market tech.
niquets, M.jor afterations, shifting firms In and out
of industris, would probably be bet left to en indus.
trial level approach (discussed in the next section)
Encouraging efficiencies is she proper olijeCilve of
efforts to help individual Importliju.red firms.

Goverrimentat efforts aimed as aiterig she spe cic
proUsems of non-competitive firms withIn a given
industry are danprous. When government Iij ecis
itself into the marketplace-even if to neutralise
another distortion- risks upsetdng the competitive
equation within an industry by listing paricular
firms to the disadvantage of others. It i for this
reason that this report stresses Initial reliance on
Industrial selfAjusnent, followed by Industry.wle
adjustent aid, and finally specific firm ass nce in
moderate forms as "a last resort." Only If an

31
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individual firm can meet the present strict eligibility
criteria should it qualify for special assistance.-and
then the aid should be limited to present program
benefits with emphasis on Improving the specIaliz..
son and service aspects ofthe i rm's Wsiness, By par.
tiipadn in A functional first tier of early Industry.
wide adjustment, most businesses should be able to
avoid ie severe dislocation and job loss problemswhich would necessitate a second tier of individual

S adjustment benefits, A detailed explanation of this
emphasis on early first tier adjustment is given In the
following section on Industry beneflt.

Incdlly kOMIwf
The broad Industry approach to economic adjust.
ment comprises a unique feature of this report, par.
ticusrly in relation to the Issue of assistance to
Industries with an emphasis on productivity increase,
job retention and job creation. Loosely defined, the
concept of an "industry-wide approach" can include
nearly any governmental program designed withobjectives (or an entire industry or group of
industries In mind. Programs following from such an
approach mus necesssilly be flexible enough to span
Ireat divergencies within industries, Ricognizing
industry's lick of homogeneity, these programs
would also'have to be falrly conceived and adminis.
tered to provide equal opportunity for sll to achieve
benefits,

Implicit In the industry approach concept and its
relationship to trade adJustment assistance Is thegrowing recognition of International competitive
challenges. In the past these challenges usually
touched only a relatively few companies within the
total economy. Today entire Industries find them.
selves under pressure and are seeking loordlnoted,
effective responses. This situation has opened. new
uirlt do eorp in certain industries and fashioned an
Increased awareness of mutually compatible Interests
even among firms with marked differences regarding
s.edfc -a,, 1 ,,,,rons, ,,ol trade and preferredpoiy tesoo}

The odEIel Indstry approach idea relating to
economy ajustment sprnIs front the experience ofWestern Europe. It Is also deeply rooted In the tradi.
tions of the American free enterprise system. Clearly,
the degree of government.Industry involvement
which occurs abroad Is largely incompatible with the
United Sates economic system. On the other hand,
extenaive government Involvement with individual
flrms-a potential danger In the present U.S, trade
adjustment ausince program-i equally unaccept.
able. Between these two options, a middle qround
must be established, maximIzinl private self-adjustment andfhe lessons of successful experience

ik# om ' Tody, December II, 1911 snkle deacrbing
fuwaleOs of tarues of Competkik Awsmn, p. 44.

contained In business responses to similar problems
on a corporate Kale, In this framework, government
action would be limited, moving to offset non-market
distortions for which It was principally responsible,
wherever private industry both wants and needs such
assistance.

In the context of trade adjustment assistance
(TAA), a broad.based industry approach, almost by
definition, would focus on improving the particular
Industry's competitive position in International trade.
Since there are presently no provisions for
generalized Industry benefits under the TAA pro.
gram, this Issue reference section will target FIN on
four mall approaches which have considerable
potentIl-particularly if implemented and coor.donated toether-for achieving the overall ot mlvesof improved American competiveness. Th fourapproaches are: (1) an effective governmental early
warning system, (2) Industry research and develop.
ment assistance, (5) fairly administered anti-trust
legislation, and (4) temporary and conditional orderly
marketing arrangements, These various responses to
Import penetration and dislocation form the core ofan Industry approach to trade adjustment assistance
and comprise the sections of this chapter, They also
constitute the first stages of action in the two.flir
approach, outlined graphically on page 19,
lady Warlng lyatum

The development of an effective early warning sys-
tem for Import complhIon will be a vital component
of any reordered trade adjustment distance pro.
gram. This Issue reference section evaluates the early
warning concept and recommends economical steps
toward achieving such a program In the context of
an induilry approach to increased international trade
pressures.

The Idea of an early warning system is a straight.
forward one: that government has the obligation to
utllize it data colletion and analysis capability to
forecast several yousrs In advance Intense, perhaps
Injurious, import competition as pertains to par.
tkular Industrial sectors. Such forecasting, if accu.
rate, could facilitate remedial aclon before the poten.
trial Injury occurs and accentuate private sel.
adjustment. Clearly, the government has a response
biflty to inform its public more effectively of changes
likely to occur due to Its own action. This warning
procedure should be improved and expanded to
encompass an Information system regarding othernational economies.

Recognizngl the pressing need to reverse America's
weak pioductivity and lagging Industrial Investment,
the government has already undertaken work on
improved methods of competitive assessment.I
The. efforts could provide an excellent foundation
for an eirly warninon syram,

On of the appdlng features of an early wanimechnism Is consitency with the Idea or private
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enterprise selfadjustment and the minimization of
government participation in this process. Admittedly,
with the Increaed government activity in regulation
and Intervention in the marketplace-which Is
extremely visible In Internationa trade policies
through tax rebates, subsidized export financing,
guarantees, tariffs, quotas and other nontariff bar.
het-some government paricipation In adjustment
P rocess may be unavoidable and necessary.
N owever early waming could offer opportunities to
reduce the instances and extent of government
involvement by providing businessmen with inform.
don and analysii on forecasted competitive challenges
which are beyond the individual businessman's
resources or ability to Investigate,

The NAM questionnaire to import.Impacted firms
(both Involved In the adjustment assistance program
and those which had decided not to apply) revealed
some Interesting results on the Issue of advance warn.
ing of and preparation for International trade com-
petition, T question was stated as follows:

I. Have you been able to forecast the severity of
Import penetration?

(a) If yes, what procedure was used to make this
forecast possible? How many montholyears In
advance can the problem be foreseen before it
becomes acute? What actions are being taken to meet
this perceived problem?

(b) If "no," what data do you feel might make
a more accurate forecast possible?

In some affected Industries, notably textiles and
pianos, business respondees indicated that they had
ben able to accurately forecast the Increased compe.

tition themselves, A lesser number had been able to
undertake measures to meet the completion while
other firms, facing overwhelming competition and
lacking the internal resources to make i rapid shift
into alornate lines of production, were forced to
close down their operations, Returns from firms
reporting an Inability to foresee the approaching
economy dislocation Indicated a strong correlation
brween company' sis and forecasting ability. The
same finding was underscored In the 1-oute Subcom.
mittee on Foreign 9conomlc Policy hearings (May,
1071) by Deputy Special Representatve for Trade
Negotiations, William Lt. Pearce who stited regarding
trade adJustment assistance: "We .ae usually deallng
with industries with a lot or small ,firms which lac
the resources that government and bil industy pos.
sets for anticipating economic developments likely to
Influence their success."

Clearly, government should not attempt to
guarantee smaller firms the advantages ofsatle which
aCcrue to lrger companies, However, all business.
.men, parsiculirly the smaller entrepreneurs, have a
legitimate need to obtain clarified data and analysls
on International competitive assessments pertaining
to their Industry. Paced with rapidly changing world

market conditions, which ant characterized by
increasing government involvement in trade prac.
tkes, the small businessman can bi wiped out qukkly.
Otherwise competitive entrepreneur, who are pow.
erless to influence these government Interventions
and have no resources to Investiate shifting market
conditions, have few chokes. This group is beginning
to perceive the early warnilng potentlM as a key to
their future economic survived.

As stated by Undersecretary Lynn: "My feeling is
that It Industry and Government cooperate to look
down the pike further, and see what is happenkri
by way of competitive advantage and who is going
to be producing what three, five, ten years from now,
then g* management, at the very leat, will
respond a lot more effectively than perhaps they have
responded In the pass. They can then adjust their
own production and their own businesses to the
realities that they are going to face three to five years
down the pike."

Most proposals on early warning start with the
assumption that a greatly expanded base or statistical
data Is necessary before any effective system can be
developed. Admittedly certain types of additional
data may be useful however, any Incremental
benefits gained from It should be measured carefully
against two costis (I) financial, (9) business confiden,
slalily, In testimony before the House Subcommittee
on oreign Economic Policy during its hearingi on
trade adjustment assistance, Undersecretary of Com.
merce James T. Lynn already drew parallels between
some aoppreciable increases" in the Department's
budget request and the effort to obtain better com
mercial information, However, even more Important
than cost benefit analysis on this point is the potential
danger of greater government encroachment Into the
private sector under the name o data collection sup'
posedly necessary for early warning p roses, This
report makes the following recommendations in this
connection:

I. We romw And aporier to uYkini sew Io/fr.a.,
preunee alkhlrdat ed pub& sladslke Mssd bofiuU
tested ~ d& taw bd~s T o more $MOr~t

Some Initial limited approaches have been made
the Department of Commerce toward this goal.
ese offons have found that certain statistical

indicators may be useful In determining the relative
competitive strengths or weakness of a particular
Industry. These results, If further developed and
analysed, could be interfaced witW' statistical
indicators of possible foreign comp tilion In that
Industry, yielding a more Integrated and accurate
forecast o the emrling competitive forces.

(1) This recognition leads to a second recommend.
daton regardlnz the development of an early warn.
ing sysWm: Tr Unfed Ssat amewn da h ronssu
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o ifresk 16 wor r serve eVkodd rlM
so rdi coafim ai practire s&A ",
ad / m ica a ,an iust hi is future(14. export subsldization schemes, major rationalisa.
ion a-folsen Industries, or government sponsored
R&D aimed mt capturing specific markets). More
effective utilization of the foreign commercial service
In United States mbamies around the world should
be an Important feature of thia undertaking. What
seems needed Is a coordinated system which wouldcentralize and analyze estimates on potential foreign
export Increases matched with U.S. domestic figures
for Industries exhibiting "competitive lag," The
resuldnp analyses could be utillied on an industry
"macro" scale or In a sectoral approach to early
adjustment. In essence, this could constitute in Initial
phase of Industry adjustment since the data would
be available to all elements within the Industry
equally. With added responsibllties given to the com.
mercial attaches, and greater cordination between
the Department of State and the Department orCom.
merce, and other government agncies, thi Improve.
meant could probably be achieved without much addi.
donal expnse.

Since t Is virtually Impossible to delineate the Infiu.
ence of foreign governmental policy on these national
economies - especially under conditions of close
businesa'government cooperation. International
monopolis and carter1* - rojearth if/ar are seed
6eomd dm govwNnt partk ap oagrasms, Forefee
. enomlets shed k examned regarimng W pOon!l
implt of in4roclfar -sutch as rWinl sindards of iitdi
adri thnonI consuwr twn . on the United States
This might be Initiated on an experimental basis,
using a rew "target countries" (I. Japan, Germany,
Italy, etc.) since thi Is where she United Stae faces
the ma or competitive challenge. Trd# associations
an oter business groups millht also channel In
actiIe supprt by estaisins a network of Industry
and regional advisory groups which would have the'
responsibility of monitoring and reportin on com.
peslsive changes as perceived by the business com.
unity. The trade associations could play an Impor.
tant role ifi disseminating relevant Information on
foreign comptdvechalienes to the domestic menu.
facturers. Such action would serve to encourage the
Industry, particularly the small businessman to whom
such data might not otherwise be available, to take

"Fr1171 ampth 1he Nasinnt tukiuarion of Mnutanur , uid
nfult thins Maor)ta Ide slas itnos alt 81tVY wnrki with
piiorVf.at on a project retesrthlng indiren or ,on4ariff diur.
lions IalenstionAl ori., Ittdng edspon msdies Thap
jun is aimed Ms prouill" ng lutrs daaim tru trade

tFit e14pe, It fAr5 warning had no support proraies behind
I, announmant fowetmi of Wlsnd t O ssmid heroine
stak martet shokerleadia| torpid colpe nisof flmis should
I themielet vmase t. rall c itaL

arly seat'adjustment steps to meet the changing mar.kt forces.

In conclusion, the development of an effective
early warning system could be an important"Industry
benefit" Inilgral to any redirected trade adjustment
assistance program, As such, It would also benefit the
entire United Stases economy by strengthening our
competitive position and improving industrlarpro.
ductivity. Consistent with the recognized responsible.
isy of government to make known any actions which
could injure specific sectors of the national economy,
the early warning system could help pinpoint useful
Information reflctng changing competitive detri.
ments.

Early warning could also be economical. Emphasis
on using presently available data, with certain aspects
of the program on an experimental basis, could effect
consIderable savings - not to mention the potential
savings for the UnItcd States economy Implicit In
accurate forecasting and- successful "preventative"
adJusument,

Recognizing the financial and psychological Impfl.
cautions of an effective early warning system, a key
to Its success would be the present of backup sup.
Ponprosins del ed to assist the Industries des.
hae im sompefiye problems.sI In fact, the early
warning s stem is only feasible within the context of
an overall program designed to meet competition.
Flanked by other broadgauged approaches to indus.
trial adjustment described rn the following sections
on research and development, dntl.trust and orderly
marketing, the early warning system coms alive as
the harbinger of needed Industrial approaches to
adjustment.

imeeoh and Deve ~metl
The' rapid technological change which chae.

terises our times places a premium on Innovative
adjustment, productivity and growth. Simultane-
ously, these elenents of "future shock" have acceler.
ated the International exchange of technology among
nations ald reduced dramailly the advantages a
product enooys as first on the market. Keeping the
"lead" with besset made, more advanced products or
effiiet processes has become a crucial aspect of
international coinpttion-and it has become
increasingly dffi uI, This section focuses on on*
important aspect nf this technological foot race -
research and development as pert of an Industrialapproach to adJusumint.

Clearly, research and development (ROD) expendil.
tures through greaser capital Investineis, can be a
key component to improved industrial productivity,
Cross.sectiosal studies have demonstnited that there
is a signiikant relationship between industrial
expenditures on R&D, high rates of productivity
growth and international competitiveness. This relay.
slonship has led economics Prfessor John Kendrick

34
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of the George Washington University to describe
R&D as "the fountainheid of technological growth."
Significandy, R&D expenditures in the Uned States
have recendy declined as a percentage raidk of gross
national product (GNP) as shown [n the following
chart.

Arowa s o

ke m Gpem o#

This phenomenon parallels the lower productivity
growth rate experienced by the U, S. economy and
a doclinhi trade surplus in high (chnology-intensive
manufactured goods (exports over Imports), which
went from a registered 59.1 billion In 1965 down
to a +$5,9 billion (ast.) lat year.

While R&D relationships are obviously Important
to the domestic economy as a whole, their relalion
to major Industrial sectors facing severe Import com.
petition Is particularly slinilkant.'" Often thes
industries are already st'uggling with the problems
of low proluc(ivity growth. Growing import penetra.
tlion compounds their problems by contirkitlnig tw
resources available to uniertake measures sdmulat.
it productivity.Coilstent with the proposed4 Industrial approach

to early adjustmeni, one or lhe most valuable ienenlts
could be the encouragement of additional R&D.
Accompanied by some form of readily available,
broad.bSaed government suppo, R&D encourage.

the mid Ownrt riwannwnt' share of pankspatbk in
Induuela R&l tss measured by sure of funding? has% lined
seadl front 5Si i Ilt than 40i, Failure to nmlde additial
lta.enl5J to pl vte indusr twhkh muse pois4e an Incra sns
pte"taa of It funds) hae resulted In a pnstl decline in

o~uIDias aoied above,

"R&D eaflot In the teI"/iappAel and shim Industres - with
lawr beam and she mding priests. respwilwlp - offer sgnt.
Ckant ensampis a rew InnoaseUw ehnques ponsroill Imponsnl
In the conm leloln with knlpoetL

ment for import.Impacted industries could become
an Important policy tool, It could both bolster the
desire of an affected industry to compete (ofTsetting
the nodon that trade negotation concessions "had
sold it down the river") and/or facilitate private
resource hits into more competidve lines of produc.
don for successful adjustment.

This confusion was arg l suppoted by the NAM
questionnaire of firms cerled (or the current trade
adjustment assistance program. Most respondees
Indited a desire to participate in an industry.wIde;
government aided R&D program. Many irms cltt
Increased R&D as a factor which could sgnifcanty
help them met the import challenge. Thy also
pointed out that problems of under.capiallsoadon,
relatively high deDt/equly ratios and profit down.
turns (In part resultant from Import penetration) had
effectively prevented such efforts, This opinion was
also echoed by a number of firms In certified
industries which for various reasons had not applied
for the present program,

Programs to mul& Rosl)should bthl cd on a joint,
s tdushyso4d aproath u4th ti s ponsorid roJts od t
all Prms s 'l Ov .srI#fd iuporl.Injur 4 indutr,
Bfrsflts arldi f(roem * program uoidd l equnlly ivdl.
abli to allpars otwtgtol, meer. Csowntiin and Indus.y
topiation should dWrit I Mi iffo i toward A/t goats o/l
inwreuing PPOrrxluilsjad tomsiiiwriu withisi Mi
indwtry, an/ (3) diJe hi ,prodwtlw risourrej Into a/hfr.
natw prodwt Ins, lhe reladiw pooro of ski goats
should he tajHidwd on a tooalitv bob, pihaps through
At formation olin lfslo!rodui oundlt (to

Lno s0 Natf 4Comitki n Prod wtIM0, This
group would need to exercise proper care, avolding
unfair movement Ini product-lines which millet
adversely affect an alrldy existing Industry. Spwial
coniidmbott rodd abo hi dirsvt1# af esourci shVU lowdr
product lien ush untf/l/fd export ptintl,

A primary tenet of the joint R&D effort would be
maximum use of private sector resoures, The
proper form of government palrtipadon In such a
program could be determined on a caseby-cas basis
with emphasis on nonflnancial federal asistance.
Government should provide technical advie and
cooperation In both initial Industry studies desoind
to determine what Is needed and In the following
implementational stages. Where appropriate and
necessary, a tax rebate in addition to existing write.
offs or R& D expenses mghtbe considered aiong with
possible low-interest R&D project loans, joint
industry.government financing efforts along the-lines
of the Interior DepartmentSI mineral exploration
program could round out the lower end orthe pro.
gram priority scale,

In addition, consideration should be given to new
federal incentives for capital Investment In modern
high technioro plant and equipment through some
type of "product vly" Incentive plan (ie, Increased

is
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output would yield relatively greater depreciation
providing prices remained steady for some pre,
defined period)."

Most foreign programs, backed by a heritage of
close business.government cooperation, offer broad.
scoped, Industry wide adjusunent schemes which usu.
ally Include R&D project assistance. However, we
belive such an Approach could be appropriately for.
mulated to fit within the U.S. economic framework,
There would actually be fewer problems raised by
the aspect of government assistance than by the
cooperation among firms in a joint R&D project
Such an approach could raise antitrust conflicts
under some circumstances, but would be very
unlikely to do so In the type of proposal suggested
above. This consideration I. analyzed in more detail
In the following section on antitrust policies as they
relate to trade iaQuitment assistance,

In conclusion, the proposal for industry wide R&D
assistance becomes an Important part of the early
Industrial approach. Benefits from such a model pol.
cy could be made Avglibl equitably on a broad basis

with a good potential for encouraging "preventive"
adjustment to Import competition, As noted by
Professor Kendrick: "Differences among nations, In
levels and rates or change In productivity, Are fund.
mental measures of comparative economic perform
ance, and play a crucial role in the competition
among nations and groups of nations" ' Compeiln
In the high technology, sophisticated Interniona
markets of the 1970's (against the expnding EEC
- Its Industrial rationalization policy with concen,
treated pooling of R&D efforts, and Ji.en - with its
strong .icntves for generating capital investment
efforts and is plethora of expon promoton pro.
grams), the United States would do well to target more
attention on RkD. An Initial R&D effort with
emphasis on trade adjustment assistance could be a
needed step In this direction,

Ar*Tnaet Loglultion
A confusing and often Inhibiting factor to private

domestic adJustment efforts Is the potential conflict
with United Stales inUfrust legislation, An analysis
of foreign approaches to the concept of adjustment
assistance reveals systems usually bsied upon a much
different conception of governmens.businels rel
lions, Many of the foreign Industrial rationalization
processes (discussed fuiy In Appendix "A") would

liee CaTsiat la'sumwno. Geowit, Prodonitity - basi tsnws
t0e, 1 I n a March

il~l. 111'$he John W; Ke~ndrik., ISolving FAolhems or lFroducilvity In a
Free Society" JMadlsoo, The Center for Froductimy Motivation,
INS,,

conflict with present Antl.trust laws If applied In this
country. In many nations, mergers can produce a
dominant market position which is legal as long as
such market power Is not abused. Such a structural
Advantage can easily be translated into a competitive
advantage on the international scene, especially if the
definition of what constitutes abuse varies depending
upon whether the product is being exported or
whether I i is sold domestically.

However, since we recognize the right of every
nation to determine the standards and principles of
Is own economy structure, the question which must
concern us most Is whether It ft necessary for the
U.S. to alter Its structure In order to remain comped.
live. Specilcally, the Williams Commission on Inter.
national Trade and Investment Policy has recoin.
mended that changes be considered In U.S. antitrust
laws (or their ad-minlitration) in order to permit
mergers where Import competition results in "serious
difficulty."

Present antitrust laws constitute one orthe most
complex snd pervasive bodies of American commer-
cial statutes. While there may be some inequities in
these regulations, any attempt to alter them should
be approached with the utmost caution and based
upon solid reasoning. Two categories in the anti-trust
area need to be considered (I)-mergers and acqulsi.
ions, and (1) joint or cooperative efforts. The first

is the most relevant to the foreign programs and is
not entirely precluded under U., law. The test
under the Clayton Act is whether a merger or acqulal'
tion would cause a substantial reduction of compete
tion to occur within she given market, Under the d r.
cunstancs of Increasing Imp st, such a reduction
could occur If the merger did so take place, since
without Is the firms may simply be forced out of bual.
ness, thus cutting down the competition In she most
permanent manner. The competitive effect of
impons Is, therefore, a proper matter for considers-
tion in any anti.trust determination under Section 7
of the Clayton Act since if the imporis were large
enough to seriously Injure a domestic Industry, they
should be considered is claiming an Important share
of the market.

The second category of joint or cooperative effort
involves the recommendation of this report dealing
with the concept of in industry.wide program of
research and development. Such an effort should not
violate present statutes, As noted by Donald Baker,
Director of Policy Planning, And.rust Divisions
Department ofJustice, on April 18, 1971, ",,,private
Activities such as oIns research, cooperative research
efforts, and scientific Information ... exchanges have
never been held to constitute per u violations of the
andtrust laws." He ges on to my that the action
must have "resulted [n an unrremeo restraint of
trade. In large part, whether joint activities will con,
tiltute unreasonable restraints to trade will turn upon

the purpose for and the manner in which the padres
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engage in such activities."* 'theJoint research efforts
covered in this report's findings will only take place
aesr an industry has been cerilflied as beinl injured
or threatened with serious injury From increased
imports. Thus, joint or cooperative research efforts
shOuld actually serve to Increase competition by
encouraging the domestic industry to compete with
the Imports. Without such aid many or the firms
would likely be forced to shut down operations,
thereby reducing the ability of domestic producers
to compete withImports as well as eliminating Jobs,

One ofthe major problems remains the uncertainty
businessmen f'ace when seeking to establish joint or
cooperative ventures. The Iwlhjs Rievies, Proctlure o
thu Dp0 ment of Juke dould bt expanded by the eitat
fiisenl of a 5peclal sei.on to Ws.e dininstraitsw
pldelises for Joint or cooperativ research efforts uider
trade dJwltent assiste programs, and to rlets' .ah
tnditdMa po$a wth the tonctrned indwry aisd the

Comoerc l)er rsnt it it is Mn formulated This
administrmive change Is she only one In the antl.trust
area which seems warranted In the context or trade
adJustment assistance, If successfully Implemented
thiee steps could lead to a greater flexibility in U.S.
anti-trust is applies to International competition -
particularly those beleaguered firms unter extreme
import pressures at home,

Ordrly MMad ng Arracnememts
Tie relationship between trade adjustment

assistance and orderly marketing arrangements
Involves an Important part of tise proposed Industrial
approach, Based on early adussmenit, this Industrial
approach would aim either at sirengtheisini
Industries to meet foreign competition or facilitating
their shift Into other productive lines with a minimum
of government Intervention, Despite these early
remedial efforts, there will undoubtedly be cases
where injurious Import penetration occurs on in
Industry scale and threatens to fatally Injure the
Industry before the adjustment process can success.
fully function. In such instances additional time will
be required for adjustment, Meanwhile, excessive
import pressures should not be prmitted to unduly
disrupt the adjustment process, otherwise, the pro.
mist of assistance, early warln| pramems
and additional measures could wp out In

-effect, orderly marketing arrangements would com.element ongoing adjustment constituting a benefit
of "last reson"In the Industry approach (beyond
which specific assistance would require Individual
firm petitions roughly as presently organized).

lie she statement by DonaM Sikti before the tlowe Comnml4te
on Slnce and Aromnamiks. lubcommitee on'Sience. Reward
and Dewlopmenth Apill I, 1I.
"ee, SubcomIttee on Fo,,5n kons Vk Poky, toue foreign
Affairs Coimitel hearings (Ma, 1915) p. 39,

Clearly. additional import iesrictions should not
be undertaken lightly, recognizing the inherent dan.
gers of government participation in the marketplace
antl possible retaliation by foreign governments, Wil.
lis C. Armstrong, Assistant Secretary of State for
Fconomic Affairs, underscored this point In iea.
lnony on the adjustment assistance.trade restriction

relationship before i llouse subcommittee (May.
1972) nosing:

"in general, restrictions on competitor, foreign or
doImesoc, are alit so hase a weakeniln effect on ihe r. i,
coni cimomny. If is Is eckled to limit the Imporailon of
an iem during an adjusiment process, the tnost Important
feature of ouch restrain should be Its role ito faislliinlln
oiljusttent. Is should isi serve to delay iajussineo, Suet
trashe resitktlois should he 11itedi To instanuvi where
tie), are absolutely eienflal to a successful progrira or
adjustment so ,he mitimuot restrains necessary to allow
ihe adjusimment pruces to proseedi to a shon a time perld
iu I iblel gol to cas s where there Is a delinie plan for

The most appropriate way to Insure that these
safeguard criserfa are met Is to ile the orderly market.
Ing tiechanism and Its operational ilneframe directly
sti the adjustment procedures available to si
IIpacted IIdustry. Following the approval of a cer-

slfied Industry petition for trade adjustment
assistance, the Commerce Department could
authorize a stud) by as Interagency standing group
In order so: (I) invelsite she Industry's adjutmefl
plans and (2) determine whether Imports require
temporary restraints to facilitate smooth operation of
the adjustment process, RecognIsing she Importanice
of such restrictions and the complications wh h can
arise from curbs Imposed on International trade, she
Interagency group should Include participation by
the Departments of 'Tiresury, Commerce, Nate and
Labor, as well as CIEP (Council on International
Economic Policy) stand ithe Office or Special Trade
Repreenwailve (STR), .ghis roup could recomttend orderly marketing

action to the President and arranp a temporary
relief plan for the Industry. The Presidents decision
would be final. Presidential concurrence In ans affirm,
aiv recommendation would Initiate efforts to
negotiate temporary orderly marketing arrane.
ment for the relevant product with the exporting
country/lea,

This type of an Industrial arproach to adjustment
and orderly marketing was also outlined before the
Culver hearings by Laurence H. Silberman, then
Under-Secretary of Labor.

"There are problems which develop with respect so cer-
tain Industries (regarding Iniport competlion) sod In our
Judgment (these problems) isay requite a type of responsse
whh a beyond adjustnett assistance nd Includes the
development of an orderly snarkilnl Inechatismt, The
nrketing mechanim and the auljusUnei asliasoce plrtse
em have to be Ineilrated In one fshon. , . With te
coordinating ntechanism designed to that, for a cettaln
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limited time, both the orderly marketing arrangement and
the adjustment Assismnce are operating concurrendvt. Both
systems are linked together and wuldend once thilrJoint
contrlUtion has eliminated the problem,"'
Similar qualified-endorsement of voluntaryimport
limitations during a temporary adjUstment peo are
also evidenced in recent publication from the
National Plannino Assoation and the Committee for
Economic Development-'$

The two major objections frequendy voked on
temporary Import restrictive devices are thats (1) they
could tend to beconse permanent. and (2) they may
provoke retaliation, Both fsoections could be larsly
met by tyInj the device's use to a denni adusuent
process with an agred.upon time limit, after which
the restriction would expire, 'rhe best estimates pros.
entlyavillabl suggest that a five year adjustment
perid should be suffclient Thus, a schedule could
be written into each arrangement with exact expira.
tion dates determined on a case.by.case basi, The
use or such neptated orlerly marketinl arrange.
menu might even Improve cooperation rom oiher
countries as compared with their potential reaction
to unilaterally Imposed quanitative restrktiorsts
The approach would also seem in step with greater
multilateral recognition of the adjustment probiom
and an understanding tlat restrictions will te
removed following the adjustrnt period, This dis,
mantling of such retrKtiolns might be effected best
through a graduated phaseoutu" with specific
scheduled guideposts.

In conclusion, the modified Indmstrlal approach to
trade adjustment assistance proposed In is report
hinges on the existence ofan adequate safeguard sys.
tem, An industry should be given an adequate chance
to respond to an Import challenge, either by restoring
Its competitive positon or shillIng economic
resources Ini alternate lines or production, This
opportunity should be protected, et not permitted
tobecomea subsidize economicinetfidency, Available
as a moderate cushion to restrain Import penetration
for the a4ustinl Industry, orderly marketing could
provide ap Integral component to the Industrial
approachwithout favoring particular firms within the
Industry. In the longer run perspctive, the interest
of the nation's consumers and other competitive
Industries must also be balanced In this equation (ie,
deviadoi from an agreed-upon adjustment schedule

"Seeo sutwomatltfee on Foreign Vkunmak Stowlc . ous esn
Affairs Commie elifns, NOtr, 10t) p. M.
ook# V's ? e#a~~on , Itr n fe A# 1010s: A4 No'.4A
bNow liAjsy, (Nowmnr, 19 I). Ntionl Plannin Auotin
and VS, Pompe 8makl Poh.1 4xd W, floa,, Rim".~ oly,173) Comtsee for rconoolk t0ewlolmnt.
"ee 8ur amen ofIet oO ecIal Reprenutilw (of trrde
Neotilons, WiMAM I arr , before the 5%iuominltwoe on
foftln ronsmi Policy, House rorenl Affairs Commitel (May,

would end the government's obligation to continue
the program) wih the gtimate needs of adverselyimpaced Industries,

Community Anlstanw
One recommendation which has emerged in recent
literature and proposals surrounding trade adjust.
ment Assistance Is ote community approach concept,'he Idea basically entails extending acustment

.assktance coverage beyond Injured workers and
firms to communities. Communities would be
authorized to file petitions for aisltance on their
own, in conjunction with a firm or worker petition
or s an all-inclusive community.firm.worker applies.
tion pkage. Proponenus for the approach argue that
It would ailitate planning and Implementation of
assistance, enabling the program to deal more effec.
tlvely with overriding core problems of adjustment.
Clearly this Is an Itnportant concept, It Is appealing,
both politically and theoretically--on the duringg
boards, Consequently this report section will aim at
evaluating tie community apprach In the context
or a restructured trade adjustment assistance pro.
gram

The community approach theme isas its origins In
file mill town tradition of the northeastern United
States, and probably traces Its conceptual roots back
to the village council Iea of Frontler democracy.
Underlyingthis was a firm belief In group decision-
making And cloperadon embodied In the village
councIl which had u ltnate responsiblity for run.
nling the community's affairs, The comntunky's
economic development and livelihood often revolved
around tone central Industry-in the earliest tlays the
mill, whkh later became the %pInnlng looms followed
by a textile factory or some other single Industry pro.
auction. This was true to i certain extent before the
centrallsatlon brought on by the factory. Later, with
the emergence o- local hctorks, tih community
reliance on single Industriesprobably increased, With
the communIty s economic bam-measured In num.
bars or jobs, tax revenues, Industrial and secondary
purchases or most other standards-.tied Into one
dominant Industry, a failure of that industry could
spell disaster for the small town, Thus, any threats
to the economic viability of the industry usually pre.
clpitated strong countertmeasures by the concerned
village councils. It is the strength of this tradition and
the united community response to problem-solving
whkh, provides the ratioale for the community
approach In the context of trade adjustment asist.
alice.

As a first iep In examining the community
approach idea this report analyses several basi
assumptions behind the conceptsI, fIIell-n, ,adsona - Ikoe the milltowt, sitea
Industry community exist in the present day? And is thi
Inauie release to trade adjustment assistance?

38
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2. SiAIa of iwpWuAl.rlid 1Jukn • Are te types of
Import.ijuLuffered by workers, firm and communities
and the proms aring from this i ury similar enou
to ensbe effective joint idmin Iraulon
S. Cooassnly trd, djw~mi prwgn - tsia susD~viw is

iatsins rvgWe.i oveneaik ddjausuvni Prera. Would the
communy approach on trade problems faciliate action
to meet overall economic problem of communities and
region - or merely add new and confusing programm
layering" with te project beneflli

Th 111im.own, i Slngl dey T diM
The traditional and Intellectual attractiveness of

this concept In the context of trade adjustment
asutance, (I) blurs the present day reality of the
American econom and (2) obscures problems which
would undoubtedly hamper the runctioning of a
community adjustment assistance program,.

Although little mil towns characteristic of the
eighteenth ind nineteenth centuries continue to
exist, their numbers are exaggerated, Instead of the
single Industryc community we now find, evetn In small
towns, marked economic diversification and commut.
er mobility which Is Increasing. However, In order
to more carefully analyse the small town single indus.

try concept in relation to trade adjustment asista ce
application, a study waa made of All the communities
%lh known Involvement in thecurrent program
through worker or firms pedon-since presumably
these communkies would be logical targets for thei
proposed community assistance approach. The chan
beow litsa all of the towns In whicf there were worker
groups certified eligible for trade adustment
assistance benefits from the beginning of the pro.
gram until July 7, 1972. This listidn offers about the
moat representative group of certified Import.
impacted areas readily available

For an accurate measurement of the "mill.town"
Ima1g and adjustment assistance, cities like Los
Angeles, Miami, Brooklyn and others would obvi.
ousy be excluded, These metropolitan areas would
distort the average community sle figure and thus
should not be used In evaluating the overall group.
The median town sit@ of 42,0Ois a more accurate
figure,

One method of relating the "mll'" problem and
Its Importance to the median town was achieved
through a comparison of workers injured by Impr
dislocation to the total population or the community

Table 4
POTINhTAL COMMUNITY APPUICATS

Blrmlngham
Los AnleaPlaoll Polar
Meriden
Wallingford
MIami
Atlanta
Maoon
DeKaIb
Joliel
Mattoon
Oregon
Rookford
Rook Island
Vandall
Bluffton
Columbus
Illshanf
Mishawalka
Washington
Shreveport
Brunswilk
Hagerstown

Alabama
California
California
Conneotlout
Conneotlout
Florida
Georgia
Georgia
Illnolai
Illinois
Illinois
Illinol
Illinois
Illinois
Illinois
Indiana
Indiana
Indiana
Indiana
low&
Louisiana
Maine
MAyland

$1o
170
610

1.00

300
540

120
go

So
0

oo
430
270
70

440

so50o
ON
440
410
20
100

CNePeilen umbw

TIAW.110TSA.W.1O
TIA'W.1I
TIIA.W.
TIA.W40
TIA.W42TIA.W.105
TILA.W.131
TIA.I.14,?
TIA.W.132TUA.W,40
TIAl..140
TIA.W.2TEA'W.Ne

TEA4l.14,2TIA.W41
TIA.W.133
TEA.W40(4
TIA.I.10,8

TAKW48TEA'W0

IO
116,040

30,716
330,002
4911,073
111,423
31,095

10,440

147,1"1

01
27,320
43,004

1011
11957
360601

39
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POlN" N~l
TIA.W.18
TIW.1

TIA.W10

TIA.W.41

TIA.W.7t
TKA.W.70
TIA.W.46

TIA.W-44
TIAW.17
TIA.W.1
TSA.W.71T

TEAWeI

TIAW.1

TIA'W.44

TIA.W373
TIA.W26

TIA.W4TIA'l.14,
TIAW277

TIA-W.14,
TIA.W43

TEAW.11
TIA.Wt47

TIM4..7

TIAI.1
TEAeW4

71.1.
TIRA-W-l
TIA.I.146
TIA.W-141'11
TEA-i16.011

TIA'W1.0

aurs w~0

Brookton
Chicopee
evvll

Haverhill
Haverhi
Haverhlli
Haverhill
Haverhill
Haverhill,n

odford
North BrookfieldSalam
Watertown
Grand Haven
South Haven
Wyoming
DerryManchele~r
Manchester
Raymond
Jersey Oily
Brooklyn
Buffalo
lat Rochester
Utioa
Wlnston-Salem
Cincinnati
Henrylla
Armbridge
Arnold
Jeanette
Pittsburgh
Shamokln
Woonsocket
Memphis
Proctor
Clarksburg

Massachusetts
Massachusetts
Massachusetts
Massachusetts
MassachusettsMMaOhuNat
Massachusetts
Massachusetts
Massachusetts
Masachusaetts
Massachusetts
Massachusetts
Massachusetts
Massachusetts
Michigan
Michigan
Michigan
New Hampshire
New Hampshire
New Hampshire
New Hampshire
New Jersey
New York
Now York
New York
Now York
North Carolina
Ohio
Oklahoma
Pennaylvania
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Rhode Island
Tennesee
Vermont
West Virginia

20so600

230
200

240
240
76

220
70

460
450

2,060
310
400
160
220
406
380

60

100
30
500

410
2%)
90

400
640

2,700
300
36

or to its total work force, Taking all cses, the aver"l
displaced worker group number Is 416 while tS
median group site Is 00, Using either nlure she
injured group would comprise only 1.5 percent of
the median communlkys work force And, of courn,
even less of the total community population, These
findIngs tend to relete the Importance of the mill
town#$ existence InI c context of trade adJustment
assistance to a romantic vesdige of Americ's
economic pat,

DesoIte theft cumulative IIgures there are
individual cases on the chart whikh rellhct situations
t0re sioe"Now

or serious community Injury (I,. large Injured worker
groups In compar son to town population such as
Nonh Br1o Iild, Massachusetts or Proctor, Ver.
month , Thus, while the assumed high proportion of
serious community In.jury may be exaggerated, tere
are cans which might support the need for a work.
able community approachto Import dislocaton,

Simlll f sie asd lturle,
This conclusion channels Into the second assump.

lion which b often accepted at face value by propo.
nenla of community asistancet that the types of
Injury suffered by firms, workers, and communities,

40

lowOfiflt

16,040

42,600
48,144
40,144
40,144
40,144,
48,144

40,14

40,643
30,11111
11,011
0,471

50660
11,712
67,754
67,764

260,640
7,014,710

402,761

61,111

462,376

6,074
111,209

411,716

f~low

4,60

026,853

2,095

24,70
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and the problems emerging from these injuries are
similar enough to be adminisered effectively to.
gather in a common solution. This It a central tenet
in the community approach to trade adjustment
assistance.

The bask question embodied in this assumption
is: Will an overall Joint pediIon and adjustment pro.
posal from communities, firms and workers result In
more effective program planning and implements.
tion? Clearly, an Integrated petition will almost neces.sarly require more time to assemble and Invesdpte
tIlan single firm, worker, or Industry pelitlonts. Alt
the potetial (or delays would probably be Increased,
This development would be in sharp conflict with
gnerally accepted goals of reducing the invellgation
and determination time absorb by she present
prolrm, Admittedly, from the viewpoint of teinvestlgaslng body the total time Involved in a coin-
posi Investigation might be shorter thian that
required for separate petitions, However, for the
firm or Individual worker who must wait for compile.
tion of a community Investigation before certification
of eligibility, the separate petitioning process would
certainly teem preferable.

There Is some IogIc to joint petition between firm
and worker group. The worker's certification
depends upon the reasons for his separation fromthe firm and the firm can show InJuryby tie under.
deployment or unemploymetst of its workers.however, she type of Investigation Into community
economic dislocations needed to determine eligibility
ror a communll mighl Igo well beyond Ihe data
required is' worker or firm determinations.

Delay considerations Involving the petlioning
process are vastly compounded when the procedure
then moves on to the Forinulation of an adjustment
pposad Complcatons raised by local community
poits, added to the usual labor.management differ.ences In the drafting of a joint adjustment proposal,
could further confuse the situation, The formu laton
and Implemention of an assistance proposal agree.
able to all sides, Including the federal government's
administering body, would Inevitably complicate and
delay the revelpt of distance by any Individual
group.

The delay potential is compolsnded by a further
problem Inherent In the community adjustment
approach-recognition that the needs of the various
groups involved may not readily coincide. For exam.
ple, the kinds or assistance aimed at development and
diversification of a community IndustriaF bae may
do little to help a particular firm increase Its ability
to meet foreign completion, If both are legitimate
needs they should be handled separately y appro.
private agencies and propams geared to mee* that
problem, not lumped inlo a common proposal which
Wlll likely Involve additional delays and confulion
emanatinl from different odectilvs,

OommuVnty1redS AdWjutn l A COW tu dy
In preparing thi report several exploratory trips

were made to olxln an accurate picture of Import.
impacted communities, One of the visited areas was
northeastern Massachusells-a region where seg.
menu of the shoe Industry have historically been con.
centrated. The well known sensitivity of this industry
to Import competition Is dramatically Illustrated In
Table 4 by the town of Haverhill. During the
period 199.1071, nine Haverhill shoe factories
employing 1,559 persons closed their doors. Tle total
number of the iown's workers certified eligible for
trade adjusuent assistance benefits as of November
1072 was 1,10-well above the 300 worker mean
f(I re or the 410 average figure for worker groups.
Iaverhill's populaion n the 1970 census places It
near tie center or the reference group and, with she
higher number of displaced workers, It can be used
as an example where combined closings could sei.
susly damage the communilys economy base. While
laverhill cannot be classified as a mill town In the
traditional sense (other industries such as electronics
are important employers) the shoe Industry has pro.
viied the town's main economic support. Con.
sequendy Haverhill's shoe Industry problems and
related inpon competition can provide an example
of how a community approach might operate.

An aditional aspect of tie Haverhill case uakes
Is ans especially Interesting area to examine. Due to
ionte defense cutbacks In nearby plants, the Haverhill
area is currently Included in the program or the
Iter.Agency Economic Adijustment Committee
(IIEAC) ' Ths l)up was created in March, 1070,
and works closely sis tIle Office or Economk
Aunstment (ORA) In the Department of Defense to
he p alleviate regional economic difficulties caused by
cutbacks or shifts in defense contracts or Installations,
The efforts of the Defense Department are often
cited ass model for the community approach o ;lrade
adjustment assistance. in fact. In its adjustment
assessment the ORA focuses on the overall economic
adjusUent needs of the community and thus con.
ak era problems beyond defens.related causes

Several significant findings came from discussions
wish ORA personnel and from the NAM exploratory
trip to the Haverhill area, A sries of meetings were
held with community and business leaders concerned
with both the overall economic djusunent of the
community and, snore especially, the djustment
needs of he local shoe industry. (See Appendix "B"
for list of meetings).

Among the first findings oftshe Haverhill study was
that a community approach to adjustment would
likely i mu nlu ch I1" the surrounding ara since
.ioa.empoym nt conditions are heavily Influence4
by the availlbilily or iak of Jobs in the cities and
towns in Ihe immediate vidnity within easy cqmmut.
Ing disanc. The golraphial boundarin qr this
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Haverhill region, as defined by the OZA, also
Includes the towns of Lawrence, Andover, Geor.
e own, Groveland, Merrimac, Methuen, North
ndover and West Newbury."
Clearly, one of the central problems of the com.

munity approach Is the definition or community) ,
if the communky's adjustment solution Is based on
a regional economic unit as described above, this
would add new complications to the program man-
Ifested by extra Investigation, delays in proposal for.
mulation and conflicting local politics. Indeed, the
ORA report cites several larger economic areas, even
crmng state boundaries, upon which general ad jut.
ment measures could profntably be based. Unfor.
sunately, within the smaller groups of communities
there h often nore conflict than harmony of Interests
due to differences In the individual communities'
economic pictures and simple. old frshloned Inter-refnl rvlry"

n addition, there seems little correlation between
the adjustment meaiures needed by the community
and those needed by the Injured firms. Haverhill a
prindpli Industrial development needs Involve sup.
plying th ree promising Industrial sIes with adequate
water and w usiws ties. Provision of assistance to
slli this need would do nothing to solve the shoe
firms Import problems. Vacant shoe plants now
stand Idle with shutdowns so new facilites at an
Industrial site are meaningless to the shoe people.
Had a joint communky proposal been submitted In
a trade adjustment program, the shoe firms would
probably have had to wait for iie community Inves.
ligation and the drafting of a common aIjustment
stitegy before receiving any aid,

Aniyis of the Haver lI cae proviles a concrete
example of how a concept of community trade adjust.
ment assistance could coverup undelolm opera.
ional difficulties Although a communky.frm pel.
ton might make sense in some selective case-he
combination with a firms' adjustment problems
would seem unwarranted lind often harmflI to the
firms interests, Rven a communityworker approach
Py .guestionable, Fosexample, many workers In
HaverhI shoe plans come from the suroundlng
economic areas, a fact supporting the ORA reports

18O" repor on liwrhWliewnce ares reukinl fiwm
IALAC Task F ac adrflndlng Iutps

11'ht1 rivatry can reach dcebilillatln sruponlom Imwen lowns,
be sinvutired by umplnlisn hldusu atl dwloptwnl groups and
chamber of tomierce whh fall to coordinate ef ns and -
lmiied rtources so promo tssdu~rual growth o" a regional.
mutally wiwllcial bails,

IoWouker.€rcmuer mobtlity has i en reily Increased wih new
nnobsolee. Mod~m wi. erar e. din dost.

P s ter ,mmidiaeow ns Thus r peenpl~rmi, requle,
rektloti arid Inw attnatm wesen ce or communiy tes-
mrssh less often.

assessment that the adjustment process should be
based upon a regional approach. While the end
results may benefit the individual worker, It is doubt.
ful that all assistance benefits to him should be held
up until an overall community or regional approach
can be drafted,

sdang loonomlo AdJusumo Proame
It is important to differential in this study between

the generally laudable goal of encouraging commu.
Plty and regional economic adjustment efforts and
the specific proposals to tie this type of effort Into
a trade adjustment assistance program. Beyond the
recognition that she effect of import dislocation on
a community's tota economic picture Is usually exag
geraled lies the fact that the vast maJority of Import.
affected communities are already Involved In various
economic adjustment program. There are nearly
l,S00 domestic action programs and thousands of
additional services on the rkderal level alone which
can be mobilized to assist community development
under varyinK conditions., The snap below takes she
same potential community applicants listed In Table
0 4 and distinguishes those a ready covered In some
manner by an economic atJustment program of only
three of the federal agencies: Ecotnomic Development
Administration (EDA), )eliartmest of Housing and
Urban Developtent (iiUI)) and she lnter.Apency
Economic Adjustment Committee (IAIAC),
, heree are cerialnly ample federal programs now
to handle most commun)jy economic adjustnent
needs and do so on a wider regional bals If necessary.
Community adjustment should be handled ilt in
Integrated fashlon, not concentrating on only ons
specIl segment such as Import dislocation needs,
Clearly another duplicative and overlapping federal
p rogram Is not needed In this area. The likly result
of a community applcatlonrpro(lur would be an
unnecessary burdenling o a trade adustment
assistance program with resultant complications and
delays harmfll to the Interests or the program's
Individual worker and firm particIpants .

In conclusion, the need for community assistance
Lased upon Import dislocation Is exagerated,
Beyond this consideration the lack of coincidence
between the ad.usunent needs of workers, firms and
communities does not augur well for proposed joint
approaches, If regions and communities experience
serious economic di ocation, programs already avail.
able should be emphasized (and even now are often
operative In the afiected areas) rather than adding
on supplemental programs for trade adjustment
assistance at the risk oT confusion and great delays.
Important community adustments to general
economic dislocaton should continue to be handled
through agencies such as the Department of Defense
(ORA). RDA, and/or the Department or Housing and
Urban Development. Then channels afford the beat
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avenues for voluntary business leadership and input
on local levels of problem-solving.

For its part the National Asociation of Manufac.
turers will increase its efforts to encourage (I) more
involvement and leadership in community problem.
solving by healthy industries and (2) greater coordi.
nation at local, state and regional levels to meet the
problems of generalized economic dislocation
through its affiliated National Industrial Council.

Multinatlonal Corporailons
A number of recently proposed changes in the trade
adjustment assistance program attempt to construct
a special category for United States' based multina.
tonal corporations (MNC's). Much discussion and
some proposed legislation has aimed at tying MNC's
and the Impact of direct foreign investment directly
into the trade adjustment assistance issue. This
reasoning attempts to "mix Apples and oranges",
ignoring the basic concept of adjustment assistance
which responds to governmental action (i.e. tariff
concessions or other prevalent forms of governmen.
tal action in the international marketplace) which is
beyond the control of both workers and management
A ie.

The impetus for these moves arises not from hard.
headed economic reasoning, but can be traced back
to political motivations behind the Burke.Harke
legilation introduced onto the international trade
scene in late 1071. The MNC's are unjustly castigated
for causing the import problems, supposedly through
alleged importation of products produced by theirsubidiaries overseas. This theoretical "Job loss" argn
ment assumes that every stage of a product's man-
ufacture can be conducted competitively within the
United States. However, for some lines of produc.
(ion, partial assembly outside the U.S. may be the
only way a company can continue to produce com.
petitively. Denied this alternative, corporations would
probably be forced to shutdown operations of not only
te urtompwlfie lirw, but also related lines which may

depend on the overseas component to complete an
efficient production process. This action would mean
cumulative rea)Job loss at home for not only the origi-
nally affected workers, but many otheri who would
discover too late their dependence on the firm's over.
seas operations.

The questionable nature of the Burke-Hartke
reasoning might be illustrated with a proposal for
rewarding companies, which through efficient man.
agement and growth, have created jobs domestically
03Se previous NAM studies on MNCs and foreign invesment.

10he mos widely recognized Intance of such action %at ohe
retrailnng of local telephone operators for other pwa"i. Many
other eumpin occur thmrghout industry.

"See hearings of the Subconinttee on foreign Economic Poky.
How Foreign Affairs CA sfnsttee, (May 1971) p. 29.

by means of foreign investment. If the present debate
over MNC's were based upon a factual. economic
concern withJob creation, such a proposal would pro.
vide a "balanced" approach to the issue. However,
the underlying motivation for investment and trade
restrictions seems directed more at establishing a type
of political and economic control over management
decision-making through the use of government
intervention. For instance, some of the "adjustncnt.
related" proposals would penalize MNC's financially
for investing overseas by forcing them to absorb gov.
ernment retraining costs for any workers displaced
by management lecisions to shift production. Such
logk ignores the fact that the overwhelming majority
of overseas Investments by MNCs actually crea, Jobs
within the U.S., and an attempt to inhibit such moves
will mean a job loss at home plus a reduced Interna
tional competitive position." This type of proposal
also illustrates the kind of government controls which
could be Increasingly utilized to influence manage.
ment decisions to shift various aspects of production.
Such a system of controls would be entirely inimicable
to the free enterprise system.

There Is a danger that opponents of the Burke.
Hartke legislation will be tempted to overcompensate
and offer counterproductive compromises which are
unwarranted and potentially harmful, Some con.
promises, already reflected in legislative proposals
involving MNC's and trade adjustment assistance,
would make displaced workers eligible for present
program benefits. "equiring only that firms advise
potentially-Impacted workers through early notilik.
tion procedures of business investment decisions.
This type of provision does not constitute a justified
inclusion in a trad- adjustment assistance program.
Besides exlcpnding the coverage far beyond the pro.
gram's legitimate purpose, It ignores the fact that
management has recognized the responsibility to
forewarn workers as soon as possible of decisions
resulting In Job cutbacks. In fact, many companies
even offer on-the-job retraining to such employees
In order to assure them of higher-skilled jobs within
the company after the old Job; are phased out."

The proper measure of eligibility for a trade
adjustment assistance program should not be based
upon the type of firm involved. During recent Con.
greuional hearings, t'.e question of an MNC's
responsibility and role in assisting adjustment was put
to Professor Stanley D. Metzger ofthe Georgetown
University Law Center and former member of the
Tariff Commission. His reply summarizes the objec.
tive facts: "if plant A of corporation B is shut down
because of alleged Import competition, It does not
make any difference whether corporation B Is a so.
called multinational corporation or owned by a family
going back 10 years In a particular locale. The fat
thatis is a plant, and that it gives employment is the
common denominator, all other factors belng
irrelevant."" In eosdtsuion, this rporlfind no Iroun
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Organid Labor
This report calls for a new commitment from all ele-
menu of national leadership to work for a revitalized
and redirected trade adjustment assistance program
based on resource adjustmentjob retention/creation
and productivity growth, rather than on late compen.
satlon. Obviously, organized labor has a major role
to play in this effort.

over the last decade organized labor has moved
steadily away from its earlier tradition of freer trade
and Investment, toward a more inward looking pos.
ture favoring the adoption of massive trade restrict.
tons and restriction of United States companies with
overseas investments. The reasons behind this shift
are deep-seated and complex. Union arguments
often appear simple and uncontestable individually;
however, In thO interrelationships that make up Inter.
national economics, they become blurred and in cases
somewhat inconsistent. This turnabout is well illus.
trated by the position of organized labor on tradeadjustment assistance.Clearly, there Is some justification for organized

labor's disenchantment with the present program of
trade adjustment assistance. Indeed, neither the gov.
ernment administrators nor the program's recipients
are salutory in their evaluation of its performance
and results. However, this dissatisfaction should not
cause the complete rejection of the concept's poten.
tiai, If properly formulated. The program as origi-
nally established emphasized compensation rather
than adjustment and tied the whole process Into a
maze of delays. A redirected effort concentrating on
the needs of the average working man--early adjust.
ment measures to enable him to retain his present
job or early job placement enabling either lateral or
upward mobility into more productive lines of work
-could go a long way toward correcting the concept's
original deficiendes.

It is sometimes suggested that organized labor must
necessarily oppose the adjustment concept because
It might involve job changes. Indeed the change
might Involve either (I) a worker moving into a
hoier.level, better'peing job which might be -less
unionized, or (2) friction between the different
unions involved if workers shift from one union to
another, or one location to another. There may be
some truth In these cynical argumenut,.recognizing
the source or local and national union strength rests
In organization and member dues. However, this
notion, if carded to its extreme, would place
organized labor In a position opposing the develop.

ment of a more mobile, higher.skilled labor force
with an attendant higher reil income and standard
of living,

An effective early warning and industrial adjust.
ment mechanism, as proposed in this report, would
render the union's organizational problems illusory
by strengthening job retention ratios in Import.
sensitive Industries. However, even If some member.
ship loss occurs In the ranks of organized labor
through vocational shifts, this would be more than
offset by the real gain to the average working man,
who would be provided with eary job placement
adjustment should his employer be forced out of bus.
iness by factors beyond his control.

There is considerable strength in the argument
that American workers and management should
unite behind a tough, fair trade policy, which would
demand more equitable access to foreign markets
commensurate with the access their goods are
granted here. At the same time, management and

ur should look beyond the problem symptoms to
the root causes of our declining national competitive.
ness. Recognition of these causes will give greater
emphasis and support to proposals aimed at (1)
improving productivity, through new Investment in
human resources and capital equipment (2)
strengthening the manufacturing base ofthe nation
and encouraging export expansion (5) facilitating
economic ad ustment (4) promoting research and
development.

Organized labor, management and government
are beginning to recognize the imperative of closer
cooperation-particularly regarding national prob.
lems in productivity and International competitive.
nets. Efforts aimed at "productivity bargaining" and
strengthening the domestic manufacturing base are.
badly needed. Similarly. new joint Initiatives are
necessary in the areas of economic adjustment, man.
power development through continuing education
and the exercise of full employment policies. In this
broad sweep of issues where major differences
abound, trade adjustment assistance may be the "dark
horse" of compromise potential. Alarmed by the chal.
lenge of foreign competition, unions are recognizing
the need for job creation and ob retention at
opposed to higher compensation for lost Jobs. This
report's proposal for a restructured trade adjustment

istnce program Is certainly preferable to the
by prize" compensation emphasis written Into

the present program back In 1962 In order to woo
labor support. Such a new program emphasizing
early adjustment could yield a much more positive
approach to the problems of Import competition
w ich, In the longer run, will be of greater benefit
to both the Individual worker-consumer and to the
country as a whole, than the costly and restrictive
trade measures presently being offered in Its place.
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SECTION 4

integrated Cost.Benefit Analysis

The cost and the effectiveness of any program of
trade adjustment assistance will be greatly influenced
by the health of the general national economy, A
redirected and effective program could have benefi-
cial effects upon the economy In terms of increasing
productivity and facilitating the quick reemployment
of both workers and capital. However, the flow also
goes in the other direction; in a strong, healthy
economy the adjustment process will be easier and
will cost less - in conditions of rising unemployment,
program cost may mushroom with little noticeable
Improvement, This relationship of trade adjustment
assistance to overall economic conditions was
described by Mrs. Norman Hinerfeld of the League
of Women Voters of the United States in Congres.
sional testimony in April, 1972. "This is the dilemma
of trade adjustment assistance. We know that it both
contributes to and benefits from the strength of our
national economy, But we know, too, that by itself
It cannot transform a stagnant economy Into a vigor.
ous one. Any trade adjustment assistance program,
no matter how ingeniously devised or generously
endowed, ultimately will depend for its success on
prevailing economic conditions."'

An adjustment mechanism can cushion the severity
of economic Import dislocation and mitigate its
attendant effects. However, it cannot substitute for
measures to promote the general health and growth
of the U.S. economy. lhe government must main.
tain sound monetary and fiscal policy and promote
the operation of the American free enterprise system.
While programs should produce gains commensurate
with expenditures, such specific effectiveness should
be measured In light of the prevailing economic envi.
ronment In which that program operates. A trade
adIjustment assistance program involves both the
national and international economic policy. As such,
It will influence and be influenced by elements in each
sector, making an accurate evaluation on its own
merits more difficult.

Recognizing there are no precise measuring stand-
ards for adjustment assistance cost.efi'ectiveneas, we
turn to the program's general objective: offsetting
non-market Influences introduced by government
into the private economy (through governments' pur.
suit of international economic policy) and facilitating
the speedy adjustment of resources. (While the costs

1See hearings before the Subcommittee on Foreign Economic Pol-
Icy. House Committee on Foreign Aflain. tMay. 1972). p, 4.

of achieving this goal should diminish as the United
States economy increases its strength, the basic objec-
tive remains the same.)

Recognizing these broader overriding considera-
tions, this report section spells out an Integrated cost.
benefit construct for trade adjustment assistance. Ele-
ments of past operation, present alterations and sug.
gested changes are drawn together in an effort to
outline the most cost-effective approach to adjust.
ment assistance and import dislocation. Wherever
possible, specific cost estimates are Indicated; where
a cost comparison is speculative or rests on a theoreti.
cal application base, the underlying Justifiaons for
its adoption are examined. Both general approaches
and specific program elements are discussed and
evaluated with conclusions drawn whenever possible.
Many considerations and program variables are not
subject to statistical measurement. However, this
effort seeks to integrate the major relevant features
into an overall concept evaluation.

The purpose of this section is to present an inte.
grated cost benefit analysis of the trade adjustment
assistance issue. Stress is placed on achieving optimal
cost-effective procedures for dealing with the import.
dislocation problem, comparing where possible the
specific cost estimates of general approaches and
program opLons and their anticipated benefits (or
lack thereol).

This analysis will cover four option areas relating
to trade adjustment assistance: (1) the current pro.
gram, (2) no program, (3) an expanded program, and
(4) the recommended alternative of thi study. It is
most logical to begin with the first of these areas-the
current program-which has its basis In present real.
ity and can therefore provide some statistical ground.
work from which comparative estimates can be
drawn,

Currnt Program
Although the current program was authorized in
1962, cost-estimates ate only applicable for tht rela-
tively short operative period from the first approved
petition In late 1969 to the present. Contrary to many
Initial expectations, the rash of increased program
usage after the first petition approval already seems
to be leveling off, as shown In the chart below.
The following cost estimates will therefore be based
upon anticipated program use at approximately pres-
ent levels.
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Up until November 30, 1972, around $45 million
had been paid out in benefits to certified workers.
It is estimated that one.third of the potentially eligible
workers (estimated by the Labor Department at
30,361 through November, 1972) will never apply for
benefits. Using a rounded figure of 30,000 workers,
this cakulation decreases te number -of actual
benefit recipients to 20,000. With total worker benefit
expenditures of $45 million, the average payment per
worker would then be approximately 2,250.

In order to estimate the number of potential
benefit recipients each year, the high number of cases
thus far (30) is taken and multiplied with the 450
average number of workers per case (30,361 total
workers divided by the 67 total cases). The result is
an estimated 13,500 potentially eligible workers
annually. Making the adjustment listed above for
those who do not apply, an estimated 9,000 workers
will sstually draw benefits each year. At an estimated
$2,250 per workers, the average annual benefit
expenditure would be $20,250,000.

Two further considerations should be noted which
are likely to act as built.in escalators of wor'Vers costs
under the current program. First, the trade readjust.
ment allowance (TA is figured as a wage percent.
age and will therefore probably increase the weekly
payment amount over time as wttes Increase.
Second, present benefit expenditures have consisted
almost entirely (around 90%) of TRA payments and
present plans call for trying to increase the expend.
tures for retraining and perhaps relocation. These
two probable additions to the cost of worker benefits
are at present Incalculable, but should be taken into
consideration in a program evaluation.

The firm side of the current trade adjustment
asissance program has yielded the following approx.
mate amount of assistance given to ten firms (some
receiving more than one form of aid) up through
November, 1972:

$14,269,394. (7 firms) financial assistance
3,754,856. (4 firms) tax assistance

547,250, (6 firms) technical assistance
This assistance averages out to $1,857,150 per firm.
In addition to this aid given as pan of a final adjust.
ment plan, a form of pre.pro I technical
assistance, usually amounting to$ ,35 s often pro.
vided to assist firms in drafting their adjustment
plans. Adding in this extra expense, a normal firm

case might be expected to involve roughly $1.86 mil-
lion in expenditures.

This cost figure is somewhat deceptive, since not
all forms of firm assistance constitute an actual out.
flow of government expenditures. Loans and loan
guarantees (contained In the largest category of
financial assistance) could not ordinarily be classified
as a complete loss of government money - unless,
of course, the firm collapsed and not all the money
could be recovered. Loan guarantees, for example,
would mean no net outflow of funds under ordinary
circumstances. However, It Is not possible from avail.
able statistics to accurately judge this consideration
and the $1.86 million figure will be relied upon,

It should also be noted In regard to the relative
number of firm cases that a figure of ten new cases
per year seems sufficient to esdnqate cost. This case
load would mean a total annual expenditure of $18.6
million for firm benefits under the current trade
adjustment assistance program.

The administrative costs of the present program
are nearly Impossible to determine accurately. With
the present maze of overlapping action and respon.
sibilties, a myriad of separate agencies play a role
In administering the program. For example, the
Tariff Commission conducts lengthy and Involvcd
investigations of moit petitions, in Iart for purposes
of adjustment assistance and also In relation to escape
clause action. Local employment security offices
must make a separate Investigaton of each Individual
worker application and Invest many man.hours of
labor in administering the benefits - all of which
Is difficult to accurately separate.out from the office's
other operations. Solely for purposes of an Initial
attempt at a manageable coit estimation, a figure or
$1.5 million for total program administrative costs
has been arrived at through a cumulative process of
unofficial cost estimations.

These three areas of worker and firm benefits and
administrative costs constitute the major measureable
expenditures for the current trade adjustment
assistance program. These figures yield the following
annual program ost estimate:

$20,250,000 worker benefits
$18,600,000 firm benefits

1,500,000 administrative costs
$40,350,000 total annual cost (estimated)

One further Intangible cost must be mentioned,
although It cannot be charged off wholly to the trade
adjustment assistance program. This additional fa.
tor is the non-quantible frustration and dsdsfac.
don which the present program has caused, adding
to the recent pressure for the adoption of trade
restrictive legislation. Originally conceived to help
facilitate adjusunents to import dislocation, the pro.
gram has largely failed In this objective. Channelled
into a confluence of other factors, this has led to the
bitterness and resentment now directed at the total
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U.S. trade policy. The reflection of this sentiment is
clearly portrayed by organized labor's switch from
supporting liberal trade policies to advancing
extreme trade restrictive measures - such as the
Burke-Hanke proposals. Thus, the declining consti-
tuency for freer trade policies, added to the increased
support for measures as Burke.Hartke, must be
measured as a large cost.failure of the present prog.
ram.

The benefit side of the current program reflects
the causes for the widespread dissatisfaction with the
present effort. Only about 20,000 dislocated workers
have received any direct assistance from the program
and these benefits have come almost exclusively in
the form of a late retroactive compensation payment
of the trade readjustment allowance. Little retraining
benefits have been experienced, few additional job
placement services are offered and virtually no
relocation assistance has been given. The displaced
worker is In largely the same position as he would
be without the program.

Firm applicants have not fared much hester Otm
of ten assiswice recipients, one has gone bankrupt
and two others were forced to shut down operations
due to aid delays. Two aid recipients appear to be
on the road to recovery; the other five are still In
the early stages of adjustment actions, most of their
adjust nt pro s having been approved only
recently, during 1972. Clearly, te success of present
firm benefits Is doubtful, although a conclusive judg.
ment on the issue cannot yet be given.

Recognizing the general failure of these two areas
of direct benefits, few instances of favorable side-
effects can be cited. For example, little measurable
productivity gain has accrued from firm" assistance,
nor are workers being taken quickly off the relief
rolls and placed In productive jobs. No active encour.
agement Is given to early Industrial self.adjustment
which might help workers retain their present jobs.
The economy as a whole does not seem to receive
any particular benefits from the current prog m
whkh has not yet acted to facilitate succesful adust
ment of productive resources into more competitive
lines..

Overall, current program costs -. although not
excessive In themselves - are clearly disproportion.
ately high relative to the void of benefits produced.
The program has not made a positive contribution
to atve adjustment, but rather passively compen.
sates productive factors for injury which has been suf.
fere. Whether or not the program provides proper
funeral expenses, it has filled to meet Its positive
objective of facilitating the proper adjustment of
resources in the national economy.

No Program Option
The most obvious and usually least considered alter-
native to the present program of trade adjustment

assistance is the simple elimination of the program.
Once established, most government programs tend
to automatically acquire a legitimacy which often
inhibits evaluative efforts from addressing the Idea
or elimination. However, a balanced cost.benefit
analysis must also consider this a very real, If some-
times overlooked, option for action.

The costs of abandoning trade adjustment
assistance are largely intangible estimations based
upon projected future action, In order to analyze this
subject, it is necessary to first separate two different
options which could be subsumed under the general
idea: (I) elimination of the present program (2) aban.
donment of the entire trade adjustment assistance
approach. The first of these options would probably
not Involve large costs recognizing the widespread
dissatisfaction with the program's achievements, As
was evident In the preceding analysis section, the
actual benefits realized from the current program
have been largely non.exihtent. Therefore, the pro.
grams elimination would not constitute a major"cost"
int erms of lost results.

However, the complete abandonment of the trade
adjustment assistance concept, eliminating the cur.
rent program and not replacing It with any alterna.
live variations or modifications, Is another issue. It
is under this option that a number of cost factors
must be taken into consideration. Were such actions
taken, two possible occurrences might develop, either
alternatively or In some combination: (I) a forward.
looking International economic policy could be
pursued, letting the chips fall where they may and
leaving the injured to care for themselves (2) Import.
injured sectors could force the abandonment of a
progressive International trade policy and substitute
costly protective measures In Its place-as epitomized
In the Burke.Hartke proposals.

The first potential occurrence Involves the aban.
donment of a previously accepted prindple: that par.
ticular economic sectors, firms and individual work.
era should not be made to bear the full burden ofguruing the country's International economic policy.nce such t policy i pursued In the Interests and

for the benefit of the nation as a whole, the principle
has held that any resultant injury should also be
shared across the board by the national economy.

Foresaking this burden.spreading principle
Involves two primary costs: (I) Under or improper
utilization of economic resources. For example, iran
Industry Is Inured due to the Impact of government
Intervention In the marketplace - where It might
have remained competitive had not the Intervention
taken place - the real loss of domestic production
(capital output, profits, paychecks and tax revenues)
wil result In a misallcation of resources compared
to a freely competitive marketplace. (2) Some
individual businesses and workers (and through them
related businesses and other workers) may expert.
ence loss of revenue, jobs, security and overall
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prosperity--all 'sacrificed for the national well-being
of which they will not be a part.

While Inefficiency cannot be subsidized, neither
should the nation turn its back on those injured due
to a broad consciously.adopted publk policy of which
the Injured are only a small part, Workers and firms,
harmed by the non.market distortions characterizing
the international arena, should be given the oppor-
tunity to regain their economic feet and rejoin the
national prosperity. To do any less would be to aban.
don basic tenets of both a freely competitive market
system and traditional American concern for the
individual.

The second possible occurrence under a no.
program option involves numerous potential costs
-all of which must be Judged in relation to the
potential for steadily increasing pressure for trade
restrictive legislation. The most obvious and current
example of how economic sectors may act when they
feel inJured and abandoned by national policy is the
Burke-Hartke solution. Without even considering the
dangerous and costly tax and Investment issues in
these measures, the trade proposals alone would
exact an enormous cost from the American worker.
consumer.taxpayer, Some estimates singling out the
trade costa of Surke-Hartke head upwards of $20.30
billion annually.' An NAM study on the taxation pro.
visions projected a loss to the U.S. economy of over
$10 blllion If Burke-Hlarike provisions on taxing
foreign source inome were implemented.

Sweeping proposals for quantitative restrictions
could trigger political and economic effects which
would likely be catastrophic, particularly In the con.
text of upcoming multilateral trade and monetary
negotiations. The pursuit of a profitable International
allocation of resources and' division of labor would
be discarded, as Indeed would proper domestic
resource allocation. inefficient U.S. Industries would
be lumped In with those seeking legitimate import
moderation due to unfair foreign practices--and
efficient export sectors would languish against
retaliatory foreign trade walls.

The American consumer would undoubtedly pay
a high cost for the Burke-Hartke trade package.
Fnrthermore, the American worker would suffer on
the whole since job retention in the protected sector
would probably be more than offset by job-loss in
the export sector with Its recognized multipliers. The
U. taxpayer would also have to pay the' large
administrative bill for operating such an all-inclusive
and bureaucratically burdensome system of trade
restrictions-without any offsetting tariff revenues.

A workable system to trade adjustment assistance
will not by Itself be a full counterto the current build.
up of trade restriction sentiment. However, a 'hew

'&@ C Fred lrertt,, Brookinlp I tudon, Tesimony before
k nu .* on Forel Economc PolkyT, Hoe Forelgn Affairs

Commitse. May 171.

operative system could relieve some of the immediate
pressure for restrictive trade legislation and, with
proper development, take a progressively larger role
in meeting legitimate needs of the import-fnjured.
A choke of the no-program'option would clearly for,
felt these sectors to the trade restriction side. in the
coming debate and will neglect the real injury which
they have suffered. The apocalyptic result of such
a policy can only be estimated-in the billions of dol- -
lars, the thousands of jobs lost, and the cancerous
growth of International discord and retaliation,

The benefit side of the no-program option is short
and succinct-a savings of government expenditures
now running at around $40 million a year. While this
benefit might outweigh the cost of eliminating the
present unsuccessful program, it would not ofT-set
the dangers inherent In abandoning the entire trade
adjustment concept, There Is one argument which
sees an additional benefit to program elimination -
that of government reorganization wherein an over.
lapping program Is set aside. However, If the need
of the mport-Injured were In fact being taken care
of by other programs - or indeed by the current

!AA program - this group would not now be
clamoring for harmful quota restrictions. Clearly
some form of workable program Is needed - which
moves us to the next section on program modifica.
tons,

Program Expansion
The program modification usually offered is an
expanded version of the present approach. This
tendency Is unfortunately all-too-common In govern-
ment programs-if It doesn't work, pour in more
money until it does, Several of the common expan.
sion Ideas were discussed In the previous report sec.
tion on proposed changes. This analysis wilI attempt
to put a price tag on a number of those additions
anddetail just what benefits they may offer.

The most common proposed change Is to Increase
the percentage payment of the trade readjustment
allowance (TRA), The current rate is 65% of the
workers previous weekly wage or of the national aver-
age manufacturing weekly wage, whichever li less
- presently constituting a maximum payment of $93
a week, Although some legislation introduced in 1972
proposed a 100% rate under certain circumstances,
the most common suggestion is for an Increase in
TRA to 80%, This change would Increase the weekly
payment to approxmaoely $114 a week per worker.
Using the estimated 9,000 workers who would draw
such payments each year, this Increase would mean
an additional expenditure of $189,000 per week if
all workers drew benefits at the same time. The aver-
age worker presently receives $2,260 per year In jotal
beneflu, about 90% of which Is In the form of TRA
payments-meaning that he draws his $93 TRA pay-
ment for anout twenty-four weeks, Using this same

so



821

average length of twenty-four weeks of payments, the
total cost othe TRA Increase per year would be
$4,536,000.

Measured against this cost increase, what benefits
might be achieved? The Import.injured worker
would receive more money-but it might still come
a year or more after his unemployment, unless a
further substantial overhaul were effected In the
program's petitioning, determination and delivery
process. This payment is for maintenance alone and
as such perpetuates the compensation emphasis of
the present program, rather than facilitating speedier
adjustment back Into the active labor force.

The Import.injured worker would be receiving a
larger amount of financial compensation than work.
era unemployed for other causes However, this
obectlye is not necessarily desirable or justified. The
issue Is discussed at length In the Issue reference sec.
tion on TRA benefits which comes to the conclusion
that a separate payment system is burdensome and
should not have been superimposed upon existing
state unemployment compensation programs. In
short, an Increase In TRA payments constitutes a
blind attempt to buy labor support which neither con.
tributes to Individual worker adjustment nor provides
a fair Income maintenance system for unemployed
workers,

Re€ognizing the growing emphasis workers are
placing on job retention and upward mobility
opportunities-it seems doubtful that they will be
persuaded to accept the old compensatory adjust.
ment assistance program--even if It is sugarcoated
with higher TRA payments and benefits, Workers do
not want to lose their jobs-due to imports or any
other reason, Trade adjustment assistance stressing
compensation Implies an acceptance of job.loss and
does not really address itself to ways of preventing
this from happening.

A second proposed change in the present system
Is the loosening of eligibility criteria so that more
workers may receive benefits. Beyond the evident
need to eliminate the link between Increasing Imports
and ,prior trade concessions, further modifications
are suggested. Many proposals suggest liberalizing
the present requirement of showing Imports to be
a mjor cause of Injury (more than all other (actors
combined) to the criteria of demonstrating a primary
(more than any other single factor) of substantial (one
among many) cause of Injury. While there would be
no way of estimating in advance the number of extra
cases these modifications would allow, tey would
likely be substantial, especially where the Injury
requirement Is decreased. Such a modification could
double or triple the number of eligible workers (and
firms), sending benefit expenditures and administra.
tive burdens spiraling. Nor would these liberalia.
tions necessarily result In legitimate benefits, for
while the firs modification mfght be warranted, the
second has not been proven necessary and could

result in windfall benefits to workers and firms
injured for reasons other than import dislocation.

Another example of a costly expansive Idea was
advanced in legislative form during 1972 and would
vastly broaden program coverage. Under its provi.
sons all Injury Incurred due to any shift in govern.
ment procurement or support policy (for example,
defense and space contracting) or to the relocation
of U.S. firms outside the country, would be eligible
to receive adjustment assistance, Such a concept
clearly moves the program out of the trade realm
and Introduces government assistance throughout
the economic spectrum.

The financial cost of this type of program expan.
slon is not subject to any remotely accurate es ma.
tion, However, other intangible cost factors would
probably prove equally detrimental. In addition to
the obvious governmental expansion Into private bus.
iness areas, the approach would hopelessly com.
plicate and burden a program which has not yet
proven that it can effectively administer a small
benefit area. The expansion would likely lead to f(sa.
tration when the situation proved unworkable,
thereby eliciting pressure for even greater govern.
meant control over private investment decisions In the
domestic as well as the international area,

The major benefit of such an approach would be
the Integration of most adjustment schemes Into one
gigntc program. The corollary in this benefit is, of
course, that past experience has not yet shown what
proper and workable master scheme could be
adopted, Conversely, the benefit of smaller programs
Is that they can, If properly oriented, still complement
each other at this stage, serving as pilot projects
whose lessons can be adapted elsewhere. Further.
more, smaller "mkrvo" efforts can zero.in on the
problem, directing their resources at specific, rather
than trying to cover a broad area with a cure.allapproach,

Numerous smaller changes have also been pro.
posed which are somewhat more susceptible to quan.
tification, but only on a very loose estimate basis. Most
of these other proposals point toward expanding the
fringe area of workers' binefit-still emphasfisig its
compensatory features.

For example, some system of pre.retrement
benefits for older workers has been proposed which
would provide maintenance payments until the Social
Security retirement age was reached. Assuming one.
half pay as a benefit, which today would average
around a maximum of $71 a week, this cost would
run at $5,692 per worker per year, Figuring about
10% of eligible workers might draw such a -benefit
each year, perhaps for an average of 5 years before
regular retirement age Is reached; this addition would
Cost over $3.3 million per year for one group ($3,092
x 900 (10% of workers)), Since successive gmous
would be added each year, five groups would C
drawing benefit. simultaneously after five years, thus

$I
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yielding an annual cost five times this amount, ormillionin per year.1T-o this financial expenditure must be added

several other cost factors: (I) the cost to the economy
of the loss of the workers' potential output-by no
means Inconsequential simply because he is older, (2)
the cost to a worker if he must live on V/2 salary rather
than a full working Income, (3) the extra administra.
tive cost of a mini-Social Security payment with con.
sequent Investigations to determine employment
status, outside Income, etc.

The benefits of such an early retirement program
are based upon dubious assmm options: (I) that the
older worker I no longer capable of working in a
productive capacity, (2) that he cannot find ajob, or
(3) that he does not want to work. The first of these
assumptions denies the benefits of age and experi-
ence, seeking to discard a person who is not yet even
sixty. This view should be regarded as costing the
nation a productive and expqrienced worker and also
as a cost of the self-esteem and worthiness of the
Individual.

The second assumption Is often passed along as
a self-truth, but has been qualified In an NAM field
trip to Massachusetts, and plant shut-down cases In
Rhode Island and Pennsylvania. While the older
worker may experience longer periods of unemploy-
ment after a Job loss In most cases reemployment
remains a viable option: As reported In the Rhode
Islandexperlence, 'Many of the myths about the dif.
ficulty of placing older workers proved unfounded
,,, Employers reported they could count on the relia.
bility and responsibility of older workers who had a
long history on the job when hiring them for new
obs, even in another new field."'I

The third assumption again presumes to speak for
the older worker In terms whkh the workers them.
selves do not seem to echo. Few workers with a good
job history are willing to put themselves out to pas.
ture before at least the minimum Social Security
age-due largely to self-esteem and pride in their
ailtides. It would be to their disadvantage and to the
nation's loss to try and lure them into early retirement
as an easy way out of a potential unemployment prob.
lem,

Clearly, It Is not the worker nor the society who
would benefit from a rather costly early retirement
addition to trade adjustment assistance, And yet this
expansion proposal Is typical of most suggested
changes which concentrate on expanding compensa.
don offers rather than tackling the root problem of
early adjustment. It is an emphasis upon the early
adjustment aspect to import-dislocation which char.
acterizes the recommendations for changes contained
in this study. However, these changes too should be
subject to some form of an overall cost-benefit
analysis.

'Ih ldsutIW romp,. Spring, 1972, p, 40.

Reort Recommendations
The various component parts of this report's recom.
mendations are outlined in the summary of findings
and detailed in the relevant Issue reference sections,
This present discussion will seek only to draw these
separate parts together into an overall analysis of
such a redirected program's costs and benefits.

Dealing first with the issue of worker benefits, the
separate level for TRA payments would be eliminated
and the various state unemployment compensation
levels would be used. As expliined on page 23 of
this report, the average compensation allowance in
the states where the largest number of import disloca.
tions do occur is nearly $90 a week, about $3 less
than present maximum TRA levels. The benefit
duration period under all state programs is at least
twenty-six weeks, slightly more than the twenty.four
week average that Is presently used by TRA
beneficiaries, Therefore, approximately she same
maintenance benefits would be expended as at pres-
ent, but with a savings In eliminating the duplication
and added burdens of operating two overlapping sys.
teams.

Some Increases in other worker benefit categories
could be expected, particularly in relocation (at about
$1,150 per successful relocate) and on-the-job train.
ing (at about $1,450 per successful case). However,
even figuring that all of the 9,000 workers estimated
to draw maintenance benefits annually were to use
these opportunities (one.half on each), the cost would
be around $11 million. Part of this increase could
be off-set by the administrative savings listed above
and by the productivity gain Involved in worker.
Improvement programs. Clearly, not a great amount
of expenditure Increase would be needed to provide
relocation and retraining opportunities to all who
would seek them. Furthermore, these options would
be made realistic alternatives by the petition speed-up
procedures recommended by this report, leaving the
worker with eligibility time to use such positive a4just.
ment benefits.

Further active adjustment would take place
through the change in program emphasis to allow
optimal use of the new national job bank system
which will speed and enhance job placement
techniques. This program is already nearing its Initial
completion stage and no direct cost would be placed
upon the trade adjustment assistance program. The
only step which needs to be taken is a directional
realignment of objectives to allow the program to
draw upon thejob banks potential for fostering early
worker reemployment.

The benefits for both the worker and the country
of a real adjustment program are enormous. The
worker moves quickly back into the work force, often
at a better position, and regains his stable Income and
self-esteem. The country can remove the unem.
played worker from the relief rolls and add him to
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the producing side of the ledger, thus gaining in both
decreased compensatory payments and in increased
production and tax revenues.

One further consideration should be mentioned
which applies to both the worker and firm analysis
In this section, The assumption is being made that
the number of cerdfied worker and firm applicants
will remain quite constant with present levels-
approximately 9,000 workers and ro fi ms actually
drawing benefits each year. This report does not
recommend a loosening of the eligibility criteria for
workers and firms; however, the one criterion requir.
ing a demonstrated link between Increased Imports
and a trade concession would be removed. While this
action could Increase the number of certified ped.
dons, an offsetting decrease should also occur due
to the added early adjustment action at the Industrial
level, This feature of the report's recommendation
should decrease the number of workers and firms
needing individual assistance at later stages by foster.
Ing early adjustment throughout the Industry to the
changing economic picture.

The firm benefits side of the redirected program
should yield costs essentially equivalent to present
expenditures, but with Increased results-due In part
to the natural gain in administrative experience and
in par to the redirected emphasis on promotng the
advantages of individual enterprises It should be
noted that the addition of interim financing would
have prevented the closing of two or the three
"failures" experienced thus far-giving the firms a
chance to Implement their adjustment proposals,

The area of additional benefits under this study's
recommendation Is the Industry approach to adjust.
ment. However, the extra cost involved in these
benefits would not be great. The largest expenditures
would probably go for the early-warning sys.
tem-which will likely be developed anyway on a sale
going beyond Import forecats. If the system Is con.
structed In Its relation to Imports along the lines sug-
gested in this report, then costs should be minimal,
as explained In the issue reference section.' The use
of preently available statistics seems to hold the pro.
mise of sufficient data, especially If Interfaced with
foreign data gathered by the commercial attaches
overseas. Expenditures would be essentially the per.
sonnel to Interpret the data, probably totaling far
more In the early, formative stages than In ensuing
years.

The benefits to be gained from successful early.
warning would be enormous, especially for the small
firms who cannot afford their own forecasts, but who
are usually the hardest hit by import dislocations
when they come. Knowledge is gold to the business-
man, and advance knowleige ol future competitive

11C challenges can provide the time necessary to either
meet the competition or shift Into alternate lines of

lor a l1 espsnton, see "EArly Warning Syserm." p. St.

production. Under either option, the businessman,
his employees and the country as a whole, would
experience more stable and eflient production as
a result of early adjustment measures.

The research and development part of the Industry
approach would not Involve any government ex-
penditures unless the participating firms were unable
to completely finance the venture on their own.
These types of cases should be extremely limited,
with a yearly average of perhaps $3.10 million ofgov.
ernment participaton. .

One of the major reasons that there are not more
such joint R&D ventures now Is the uncertainty or
and-trust conflicts. However, with the special Justice
Department section reviewing and guiding industry
adJustment plans, this uncertainty can b dispelled
and an Increased effort could be expected.

The benefit ofJoint R&D ventures, instituted early
with the aid of proper forecasts, could prove Invalu.
able. The NAM survey questionnaire established that
firms in many of the Industries presently affected by
imports could have been substantially aided In their
competitive struggle by more R&D measures.

The last Industry benefit is that of temporary
Import relief, under an orderly marketing arrange.
ment, during a set adjustment period. This industry
benefit would have some costs for the country in
terms of trade restriction, but these costs would be
temporary and for the purpose of increasing, not
decreasing competition, Therefore, the long-run
advantages of a revitalized, adjusted Industry should
off-set the temporary Increased cost to the American
consumer during the adjustment period. Workers in
the adjusted industry would naturally be benefitted
by the retendon of their jobs and the tempdrary
nature of the restrictions should not provoke retalia.
tion abroad which would harm American workers in
other product sectors.

Overall, the Industry approach would not Involve
great cost increases and could provide the ground.
work for an early, effective adjustment mechanism.
Given the proper Information, time and encourage-
ment, industry can largely adjust Itself without direct
government aid. This form ol adjustment is the least
costly-and the most benefilal-for everyone
Involved.

The further element of administrative costs should
also be considered, These costs should remain quite
constant with present expenditures, minor shifts
occurring among various items For Instance,
increased costs will result from the formation of a
newJustice Department advisory section and perhaps
a Commerce R&D team. However, savings will be
realized from eliminating the additional Investigation
and administration requirements ofa separate level
TRA payment and from the Tariff Commission
handling all petition Investigation, eliminating some
prtially duplicative efforts in the Commerce and
iabor Departmentu

3~
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Overall, expenditures under this redirected trade
adjustment assistance program should increase
perhaps $20 million a year over present levels
( h y more than the establishment of an early-
re rement system). Benefit levels will increase from
near zero levels, to show productive gains In many
categories. Fewer workers will be displaced, and those
who are will move much more quickly and easily from
the relief rolls to productive, well.paying jobs.
Businesses will be given a fair opportunity for self.
adjustment, both early at an industrial level and
later-if warranted-at an individual firm level.
Productivity gains will be experienced through the

better employmentof workers and the more efficient,
competitive allocation of industrial resources.

In the larger sense, the nation will finally meet the
needs of those sectors whose effectiveness Is reduced
by America's generally beneficial international eco.
nomic policy. And In doing so, the nation will help
itself to avoid the damaging reversion to an inward.
looking, trade restrictive policy which would uld.
mately bring harm to all segments of the national
economy. A trade adjustment assistance policy can
work-at minimal additional expense-and yield
many disproportionate gains in productivity and ema.
clency for the general national welfare.

54
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SUCITION 6

Appendix

APPENDIX A
Foreign Programs of
Adjustment Asslstance

Adjustment assistance programs in other indus.
trialized countries reflect marked differences from
the approach used In the United &ates, Most foreign
countries do not have specific programs aimed at
cushioning economic dislocations caused by Import
penetration. With International trade comprising a
much larger proportion of their domestic economy
than Is true in the United States (sometimes ranging
up to forty percent of the GNP), these countries focus
upon broad national industrial and manpower polky
approaches without any attempt to differentiate
between causes of economic disruption. The disioca.
tion problem Is considered a structural one, best han.
died in a overall approach to the industrylp general
difficulties rather than to the problems of a single
firm.

In contrast to adjustment assistance programs in
the United States, those abroad are also characterized
by a much higher degree of government.industry co.
operation. Japan in particular has, developed this
relationship to an extremely sophisticated level. An
industry.drafted adjustment plan can be closely coor.
donated with government In order to implement it'
quickly and effectively, The group administering the
program is usually a specially.created, ad hoe group
of Industrial experts, interested parties and govern.
ment officials, who posess the technological and
administrative competence needed for the difficult
task.

Most foreign programs are alto distinguished by
objectives such as rasing production effic ency or re-
eMploying workers into higher skilled Industries.
Industrial re4tructuring (or ratjonalization, as It is
called in Europe), is the method usually chosen to
Implement these goals. Lagging Industries are
regrouped into moreaficient and productive entdes
anti substantial government aid it sometimes ex.
tended when the Industry reorgnlsq itself for grea.
ter economies of scale. This trend in industrialized
countries--to combine uneconmiically small firms
Into viable, larger.sized units-has been visibly
accelerating in recent, years. In Switzerland, for

IC examplebitween 1955 and 1965, the numberof pro.
1 fmoiinfornilon In ihese synops rs drnm from past studies
on trad adjustment ausuwe conducted by OATF and UNCTAD
and from nsr~ws with stled e brasle, As a ret lt soa
of ths progstnu uy now have evohd Into diffmn form.

ductive units employing between 100 and 499 per.
sons Increased by filly percent and enterprises
employing 500 or more persons Increased by forty.
seven percent, while the number of small Industries
employing less than 100 persons declined.

Another prominent feature of foreign adjustment
policies Is the concentration on expanding rather.
than declining industries. Government assistance Is
provided to healthy firms In areas of high unemploy.
ment ot Incentives are offered to Induce growth
industries to locate plants in such areas. In the Federal
Republic of Germany, for example, prior to the 1967
recession, dislocation assistance was typically aimed
at the declining Industries. Now, however, policy Is
shifting toward Industries which promise rapid
future growth, but cannot achieve their potential
without government assistance (for example in aero.
space, nuclear energy and electronic computers).

A wide range of means are used to implement these
various programs, both on national and on the Euro.
pean Community level. Most programs are struck.
tured around some form of governmental financial
assistance, which spreads the cost of adjustment pro.
grams across a broad segment of the economy, The
id can be broken downinto three different groups:
financial, fiscal, and technical.

Financial aid measures range from direct govern.
mental grants and low cost credit, to guarantees on
loans and rebates on Interest payments. Fiscal
measures Include many types of tax schemes: incen.
ties and rebates, special allowances for newly.
merged companies regarding capital gains and land
taxes; tax holidays lor new Industrial flreai and
accelerated depreciation allowances. Technkal as-
sistance ranges widely from management and mar.
keting consultants to governmentfunded research
and development program.

The general economic background of most foreign
countries places different imperatives upon their
approach to adjustment, recognizing the large
foreign trade component of their economy. Fur her
more, the internal conditions and value system
adopted in one nation may either limit, permit or
encourage relative degrees of government-labor-.
business cooperadonwich mayor may not be cons.
ered desirable In another country. The combination,
of these two factors largely accounts fbr the different
approaches used by *her nations when compared
to the United States' system of trade adjumtment
assistance. As wUil be evident In the following short
synopses of certain major (brelgi programs, many

t
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nations lean toward a broad, cooperative approach
to adjustment rather than particular trade programs
designed to alleviate import dislocation. Despite these
differences-and the recognized danger In trying to
tailor such program's after another nation's model-
some particular lessons may be gained from review.
ing the experiences of other countries,

OANADA
Canada operates a range of general programs

designed to speed Industrial development and a
series of specific, trade.related measures which come
the closest of any foreign programs to approximating
the United States' approach on the general side. The
Canadian Industrial Development Bank (IDB) pro.
videos medium and long-term financing to encourage
modernization of smaller firms. Under a program for
the Advancement of Industry Technology, grants are
made to cover up to fifty percent of approved
research and development costs. Regional develop.
meant programs also offer tax and financial incentives
to attract Industry into less.developed areas. In addi.
tion, Canada has three programs related to trade
adjustment assistance: The Automotive Manufactur.
ing Assistance Regulations (in response to the
Canadian.Unlted States Automotive Production
Trade Agreement of 1965); the General Adjustment
Assistance Program (geared to the Kennedy Round
tariff concessions); and the Textile and ClothingBoard Act of 107 1.

In order to receive assistance under the Automo.
tive Manufacturing Assistance Regulations (AMAR),
r firm must demonstrate that additional Investment
i necessary, either to achieve a viable kvel of'output
or to prevent a substantial reduction In oveill pro.
duction. Company adjustment proposals showing a
reasonable potential for profitable operations are
then approved by the administering Board. Govern.
mental regulations exclude larger companies and
foreign.owned subsidlares from participation In the
program. Assistance consists mainly of long-term
loans with a maturity period of up to twenty years
The program seems to have had some measure of
success, particularly for smaller companies, ens kng
them to alter operations and compete more efK,.
tively In rapidly changing markets,

Initdated in 1968, the General Adjustment As.sistance Program (GAAP) bears the greatest resem.
blanc to thle United States' approach. The GAAP
Is designed to assist firms and workers adversely -
affected by Increased Imports resulting from Ken.
nedy Round trade concessions, One of two criteria
must be met by firms applying for assistance under
this program: Firms must either demonstrate that (I
they have suffered serious injury due to increased
Import$ or (2) have pined ghifiant export oppor.
tunitles due to other nations' tariff concessions
granted during the Kennedy Round. Available
assistance includes governmental guarantees of up to

ninety percent of loans from private sources, direct
governmental loans, and government financial sup.
port for technical assistance. As a condition for
receiving guarantees or government loans, manufac.
turers are required to post three months notice of
prospective layoffs to both the affected workers and
the administering board. This period is to be used
to Implement retraining and relocation benefits for
the affected workers. Like its U.S. counterpart, the
GAAP has thus far not been used as extensively as
originally anticipated, Reportedly this Is due to strict
eligibility requirements. However, modifications of
the GAAP In 1971 had the effect of eliminating the
requirement for establishing a connection between
import injury and a Canadian tariff concession for
the textile and clothing Industry. This modification
thus simplified the eligibility requirements for these
groups, Overall, moreuse has been made to date of
the export opportunity than of the import-injury type
of assistance.

The Textile and Clothing Act provides for an
administrative board to evaluate petitions from man-
ufacturers for temporary protection and from
worker groups for adjustment benefits. If imlooi
injury Is tertlfled, all companies In the affected sector
can submit plans to upgrade production and shift
into more competitive lines. Provisional Import
restrictions are recommended rarely and ont when
the Board feels that protection is needed to allow time
for the Implementation of firms' adjustment plans,
This special protection terminates If the industry falls
to follow a specifled adjustment time schedule, or
whenever the adjustment plan has been fully carried
out.

Swedish adjustment assistance occurs principally
within the context of the country's general labor pol.
icy, However, there are additional measures relating
specifically to structural ad ustment In the manufac.
turing sector and regional development otecdveL. At
present time there are no adjustment asiance pro.grams linked directly to dislocation caused by Importcompetiton.The Swedish government places a high premium

on achieving full employment. Consequently, the
principal olt*cve of adjustment Is to ensure the re-
employment of workers adversely affected by struc.
turil change. Comprehensive programs are designed
to reduce unemployment and Include an advanced
warning system of company lay.offs. Employers are
required to notify the state employment service of
planned job cutbacks or plant closings. Local
employment offices In areas suffering severe disioca.
tions are often temporarily rein forced with additional
personnel to dispense the various worker benefit
programs more effectively. Twelve.month projer.
dons of manpower needs are also published regularly

$6
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from information collected by the local offices of the
national employment service.

Other methods designed to reach the full employ.
ment target include: vocational training, public works
programs, temporary government procurement
orders to affected firms, nadon.wIde placement
offices, workshops for aged workers, job interview
travel allowances, relocation allowances, family
maintenance allowances and programs for purchas.
in g the houses of relocated workers. The implemen.
nation of this Swedish manpower renewal and adjust.
ment policy involves an expenditure of about $400
million (to cover a nation of approximately 8 million
people. *

Swedish adjusment assistance Is available only
marginaly for firms, although at times the govern.
ment has provided limited measures of relief to
general Industrial sectors. The Swedish Investment
Bank directs loans through the commercial banking
system to stimulate industry modernization and
merger actions, The textile industry, In particular has
benefited from such financing. Ithas also been sub.
jected to strong foreign competition. While Sweden's
textile Import policy is generally considered quite
liberal, the government has from time to time been
forced to Impose temporary restrictions on Imports,
primarily to off-set the acute employment probems
which developed.

During periods of recession, firm are allowed to
set Aside a certain portion of their profits', tax.free,
for investment purposes. In addition, government.

sponsored credit institutions have been developed to
foster the structural adaptation of enterprises and to
promote development in small and medium.szfd
firms.

Regional development objectives, pursued by
Sweden's industrial Location Policy, are furthered
through capital grants covering up to thirty.five per.
cent oT construction costs for firms locating In degl.
nated areas.

The Japanese economy, characterized by massive
capital Investment in new plant and equipment since
the end of World War 1I, has experienced liltde need
for a trade adJustment program. However, the Japa.
nee government has traditionally played a major role
in Industrial policy matters and hs used several ape.
eial forms of trade a4dustment assistance.

TheJapnese Small Busines Finance Corporation
and the Small Business Promoting Public Corpora.
tion both offer loans to small enterprises to promote
modernization measures and encourage joint under.
takings. A network of public research Institutes assist
this rocessponsrn various expermental pmj
cts i research and development and provide technl-

cal guidance In their implementation.
Tz'rFhgi Mm were contempbted In the Unked Sus the

eqalem N itlde qu $IOANO mwn for tt million leopl.

The Japanese government regularly announces
target goals to serve as guideposts for small enter.
prises with the long range objective of promoting sc.
tor by sector modernization. Loans and tax defer.
ments are often provided to firms in designated sec.
tors under the Small Enterprise Modernization
Promoting Law of Japan.

The Japanese government also facilitates small
enterprise self-conversion by furnishing various
forms of non.flnancial technical information, serve
and guidance. The government also provides
facilities and special training through the Public
Employment Agency to encourage the retraining and
re.employment of workers.

Currently, a "Structural Improvement Policy" Is
being implemented In the spinning, weaving and
knitting Industries to encourage plant anti equipment
modernization and the scrapping of redundant
equipment. The Textile Industry Reorganiatdon
Agency (TIRA) was established to purchase and then
scrap obsolete equipment and to Assist In financng
new equipment. Mergers are also actively promoted
In pan through financial Incentives.

For example, one interesting arrangement in the
spinning sector Is the so.called "Rationalization
Group". Member firms retain corporate independ.
ence while pooling marketing efforts atd coordinat.
Ing production In order to achieve economies of scale.
Firms joining such a group have their taxes waived
or reduced for a specified time period and are also
afforded priority Access to low.Interest, long.term
credits from the Japan Development Bank, Thus far,
toe Rationalization Group has demonstrated Impres.
sive improvements in efilciency-which has been one
factor in the Industry's continued resiliency.

Unitd Inom"
British adjustment assistance policy centers on the

iong.term "structural" approach with strong reliance
on market forces and regional economic develop'
meant. For example, the "Industrial Expansion Act of
198" authorizes the government to provide project
assistance designed to increase efficiency, profitabl/.
ity, productive capacity or technological advance In
industry.

Capital grants or loans are given solely to "growth"
Industries and then only when adequate funds are
unavailable from other sources, For example, these
grnt have been used In manufacturing, ship repair.
Ung and construction and mining industries. Such
grants usually amount to twenty percent ofthe invest.
ment in new plant and equipment (40% In
"development area" projects). Total budgetary cost
of these grants In 1970 approximated £500 million,

In addition to this type of industry'oriented
development Assistance, the United Kingdom also
provides manpower strining programs. The indus.
trial Training Act of 1964 established twenty-seven
regional "tr nipg boards" to administer programs
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covering fifteen million workers. Retraining Is under.
taken both at government training centers and by
private Industry through partially subsidized pro.
grams. Additionally, firms providing new Jobs In the
development areas" may receive extra financial

assistance to help cover the costs of retraining.
Government loans and capital grants are also ava
able to enterprises which loate in these designated
areas.

Major British industries which have recendy
received special adjustment attention include textiles
and shipbuilding. The British textile Industry has
experienced long-term decline since the early 1900's
and throughout this period the government has
sought ways to assist the industry in adjusting to Its
changing environment. In 1966 an indepnent
Industrial Reorganizadon Corporation (IRC) was
established by the government to foster a rationalize.
tion and modernization of the country's Industries,
During Its existence in the 1900's. it made nearly $60
million in loans available to smaller and medium.
sized cotton textile firms for modernization, new
equipment and mergers orjoint activities.

In 1967, a Shipbuilding Industrial Board was estab.
lished in order to encourage the rationalization of
shipbuilding firms Into groups and to provide ninen.
cial auistance for new equipment. The program
resulted in substantial reorganizaton of the Industry;
six large shipbuilding companies and the combined
operations of eight others were absorbed into four
firms. (This Board recendy ceased operations at the
end of 1971.)

Prn
Little or nothing readily Identifiable as trade

adjustment assistance has been provided thus far in
France. Instead, the government emphasizes struck.
tural assistance and ad ministers several programs to
assist firms and workers injured by structural
economic change.

The "Economic and Social Development Fund"
administered through government, plays the central
role In these effons, extending some $400.450 mil.
lion a year to Industry for adjustment projects and
serving as the coordinator for adjustment programs.
Fifteen to twenty year maturity loans with subsidized
Interest rates are available to firms through govern.
ment owned financial Institutions, These loans are
designed to further goab of "conversion, decentrali.
nation, adjustment, specialization and concentration".
The Fund also administers an "industrial adjusunent
premium", which is used to induce job creation in
regIons facing general decline in their traditional
Industries. In 1967, thV Fund disbursed $56.6 million
toforty.three companies for this purpose.

The Rel nal Development Corporation was
created b, he French Governmpnt in 1065 to assist
smaller firms through managerial advice, substantial

tax assistance, and loans at commercial Interest rates.
Companies which build, expand or convert plants in
development areas are allowed extraordinary
depreciation allowances of around twenty-five per.
cent on the new construction. They can also receive
a reduction in real estate transfer taxes and may be
exempted from licence fees for a five year period.

A special four and one.half year plan for restruc.
turning the French Steel Industry was devised In the
mid.1960's. Efforts were made to coordinate produce.
ton plans and schedules within the production
groups as inefficient units closed and some new
facilities were established on a joint.venture basis.
The cost of this program was estmated at $3 billion.
Largely as a result of this assistance, the industry's
output rose fifteen percentduring 1956.1969, unem.
payment fell fifteen percent anI output per man.
hour rose thirty.five percent.

Beginning In 1960 a seven year effort was also
made to assist the French shipbuilding Industry.
Long.term loans were provided for the purpose of
reducing'the number of shipyards (from fourteen to
four), completely modernizing facilities and decrees.
ing the number of workers from forty to twenty.
seven thousand. Although numerous difficulties were
experienced throughout the implementation period.
France was able to rime from sixth to fourth position
among shipbuilding countries.

The French textile Industry also faced economic
difficulties and some financial aid has been provided
to allow scrapping old machinery, buying new equip.
ment and asstidng workers to find new employment.
However, these eforts remain quite modest In com.
parison to those of similar programs In other
countries.

Prevailing conditions of vigorous economic growth
and nearly full employment in Germany have
reduced the need for special adjustment assistance
programs. Particular reliance is placed on the action
of Free market forces. But in cases where excessive
economic and social costs may result, the government
provides temporary assistance to ease suffering and
Kailitate the transfer of resources. Since a recession
In 19 .1967, emphasis has been placed on industries
promising rapid future growth and requiring only
Intal government help to achieve their "take-off".
Small and medium.sized firms with less access to
Information, managerial skills, and capital resources
are also assisted by the government in order to spur
research and development and to encourage indus.
trial rationalization.

The German Income tax law offers special write.
offs of up to fifty percent on plant and equipment
which Is used for research and development pur.
poses: an additional subsidy supplement of ten per.
cent Is available for sew investment for R&D pur.
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poses. Direct subsidization is also provided for
research groups formed by smaller companies which
cannot afford their own research laboratories or
staffs. Some forms of technical assistance are available
to firms from the government Rationalization Com.
mision. Information and advice about plant
rationalization, modernization, merger, joint
research, technical and managerial aspects pertinent
to restructuring are Included In this area.

The only German measures which resemble a trade
adjustment program p. st provide subsidized loans
to firms and Industries undergoing substantial
changes which are the direct result of foreign com.
petition. Loans are granted solely for the purpose
of.replacing essential parts of a company's existing
plant and equipment. These companies must demon.
strate that they have an economically.feasible plan
which involves substandal change in the products
produced, A limitation of $270 thousand Is placed
on these loans and the interest rate Is around five
percent, Again textiles and shipbuilding are the two
major industries which have thus far made use of
this assistance.

lo~w cost loans. grants and tax subsidies are also
available through some regional promotion programs
which are Intended to spur economic growth in
underdeveloped sections. About 10,000 new jobs
annually are estimated to have been created in Ger.
many through these programs. A number of Indi.
vidual Under or states also have development pro-
grams to assist relocation. The most common method
chosen seems to be loans available at reduced Interest
rates to small and medlum.sixed firms.

hoaly
Italy has few efforts which focus upon trade adjust.

meant assistance, Instead, the government has oper.
ated general development programs covering nearly
all Industries. Particular atten lon has been focused
on developing Italy's southern areas (below Naples)
known as theMezzoglorno.

The principal overall adjustment assistance tools
used thus far are subsidized credits and tax incen.
tives. A significant Industry adjustment assistance
program is planned for the textle industry, which
will include rationalization through mergers. A
proper evaluation of this undertaking and its
techniques, however, must wait until a later date.

One interesting factor in the Italian economy
deserving special attention is the Institutio per la
Ricostruzione Industriala, which is formed by state
and private enterprises, The IRI consists of more
than 140joint stock companies, controlled by the gov.
ernment but run as private enterprises. Formed In
1933 to end the continual banking crises and to be
a "hospital for sick companies", It seeks to Increase
eficiency and productiAty; all companies have to
compete with each other and if costs and prices are

too high, the companies may be eliminated, IR .is
best described as a pyramid with the institute at the
top, controlling holding companies which cover a
large number of sectors,

The European Community
During the formation of both the European Coal

and Steel Community (ECSC) and the European
Economic Community (EEC), adjustment assistance
programs were established to ease problems of struck.
tural adjustment in the member countries caused by
the changing patterns of trade which accompanies
economic integration.

The ECSC made loans directly to coal and steel
companies for modernization and rationalization
projects which could be considered a forerunner of
today's community-wide scheme of industry policy,
known as the Colonna Plan. Displaced workers were
given maintenance allowances, occupational retrain.
ing courses and reimbursed for expenses incurred
while moving to a new job. The main beneficiaries
of these programs were in the coal mining Industry
in Belgium, France, and the Federal Republic of Ger.
many. During the period 1954.1970, more than
370,000 workers received assistance. -

The EEC adjustment assistance programs focus
action upon three factors. The first and most impor.
tant involves forecasting probable dislocation in order
to enable affected industries to anticipate problems
and adjust to them. The second element is providing
assistance to Industries confronted with change to
help them reconvert and restructure themselves,
Accepted goals are to keep the industries viable, to
keep the workers employed and to keep individual
regions economically healthy. The final program
component involves offering direct fdrms ol as.
distance to industries experiencing development and
modernization burdens which they are unable to bear
alone.

A European Social Fund was established to ensure
employment and guarantee the Income of wage.
earners agaipst the risks of integration. General
measures are also directed at promoting the types
of employment which tend to prevent structural
unemployment. Public institutions may be reim.
buried from this Community Fund for up to fifty
percent of worker setralning and resettlement
expenses. Principal recipients of thi assistance, thus
far, have been workers In Italy, France and the
Federal Republic of Germany.

The European Investment Bank, established In
1958, Is primarily concerned with industrial develop.
ment in high unemployment regions within the Com.
munky. Community loans andgarantees are pro.
vided or infrastructure projects and company invest.
meant schemes which are considered likely to increase
employment. As of'1070 the Bank had sponsored
some 312 loans and contract guarantees in coordina.
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lion with numerous regional and national develop. space, computer and business equlpment fields, It Isment pro the no rike that more central leaders ip In the establish.Recognng the new emphasis on Industrial har. Tent supra.Europan austment policies may bemonization and rationalization in European aero. exerted by Brussels In the future.
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APPENDIX a

Research Method
NAM

Beginning in the Summer of 1972, the NAM
developed a coordinated research plan for a project
on the concept of trade adjustment assistance. (See
the research method flow chart on the last page).
Opviatin.upon the basis of this research plan,
numerous interviews, questionnaire surveys and field
trips were combined with the area competence of an
internal working group to formulate an Initial draft
document-A reading group of corporate and
academic experts added valuable insights Into a revi.
sion effort. The final document was released to the
pubic by NAM President E. Douglas Kenna at a press
conference on February 20, 1973.One spec1 of the reports preparaIon involved an
NA queidonnalre survey during the Fall of 1972
of firms who had direct experience with import.
generated problems, This survey covered four
categories of enterprises: (I) firms already certified
to apply for assistance; (2) firms which had
petitioned, but were denied certification; (3) firms
which had not petitioned, but were In the Tariff
Commission's industrial classification of certified
Import.injured Industries; and (4) firms which had
not applied, but whose former workers had been cer.
gited for assistance. Samples of the questionnaires
sent to these firms are Included in this section, num.
bred as above, with questionnaire #3 being sent to
both categories S and 4.

No effort was made to arrive at a scientific or states.
tically accurate sample base for many reasons. Dupl.

cations are evident in several of the above categories;
for instance, with a firm In a certified industry whose
laid-off workers had been certified for assistance, but
the firm had not itself petitioned for the program.
A number of firms, particularly those whose petitions
were denied, have since closed down their operations,
and therefore could not be contacted. In addition,
the small number of firms in some sampJe groups
(for example, seven marble and twelve earthenware
producers were potentially eligible) precluded any
finding of conclusive "evidence through this survey
method.

The questionnaire survey was designed to comple.
men( other research methods and often served as an
Indicator in conjunction with later telephone and per.
sonal Interview follow.ups to interesting responses,
(An example of an exploratory viai Is also included
In this section, describing the meetings and objectives
of a trip to Haverhill, Massachusetts.) Twenty.seven
firms were successfully contacted of a total fifty-eght
enterprises selected as having Ukely experienced
import.disiocation related to the present program,

This survey was conducted on a confidential basis;
therefore, no individual responses are cited within
the report. Cumulative conclusions are listed
whenever applicable, where response indicated
general agreement on a major question (for example,
on page 13 relating to an early.warning system),.

We would like to here express appreciation to all
the firms participating in thi survey, either through
a questionnaire response or a telephone or personal
interview. Without such cooperative assistance the
problem would remain entirely theoretical and
unsusceptibe to "on.the.spot" evaluation.

TR$f9A=9TMINT ASSISTANCE

PROGRAM QUESTIONNAIRES

Quetlonnalre I

I, In your opinion, where are there unnecessary delays In the application process or the Implementation
of government assistance?

f. Woul-d i different type of assistance have been more useful in your firm's readjustment profess. If
so, what type and why?

81

0.Ii 0 a 14 - pt, a - a



832

3. What cooperative programs and activities were undertaken with labor unions and/or the community
to case unemployment difficulties and retrain or relocate displaced workers? How effective were these
arrangements and how could they be Improved?

4. Was it possible to forecast the import dislocation suffered by your firm? If so, how far in advance
and by what procedure? If not, what data do you feel might have made this possible?

5. How have increased imports affected your position via a via other domestic firms within the industry?
How will the receipt of government assistance affect your position?

8. Could an expanded program of research and development have significantly improved your firm's com.
pedtive position via a via Imports or were factors other than technology more Important? (Such as under.
capitalization, labor relations, marketing techniques, etc.) What would you estimate to be sufficient lead.
time for an effective R&D program?

7. Would your firm have been willing to participate In an industry.wide, government.akled prolum of
research and development, if it were Initiated sufficiently In advance of the Import penetration and
assuming proper antitrust clearance had been obtained.

Qutonnalre 2

I. Does your firm show economic dislocation In terms of:

O idling of facilities
O inability to operate at a level of reasonable profit
O unemployment or underemployment of workers
O change in competitive position In relation to firms in the Industry
O Other (explain)

If such dislocation Is only prevalent In a particular subdivision or product.Une, please specify the extent
of Injury In relation to total firm outlook

2. To what extent could import penetration be demonstrated ro be the cause of your economic dislocation?
O more than all other factors combined (maJor cause)
0 more than any other single factor (primary cause)
O one of several Important factors (substantial cause)
0 lesser importance among several factors
O marginal cause
O Other (explain)

What factorscould prove most helpfulinyourefroto meet the problem of import completion? (Rank in
order of importance from 1.9.)

O more research and development
O Increased availability of financial loan
O Increased operating capital
O longer period for tax carry.beck (or cary.forward) of net operating loss
O lower labor costs
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O better marketing techniques
0 technical assistance (consulting services, feasibility studies, employee training, etc.)
0 tariftfquots safeguard relief
O Other (explain)

4. After your petition to the TariffCommission was denied, what actions were you able to takeon yourown
and what have been the results?

5. What was the approximate cost to your firm of the petitioning process?

6. Wasit possible to forecast the severityof Import penetration and resultlngeconomic dilocation suffered
by your frm? 0 Yes 0 No

(a) If yes, what procedure, was used which made this forecast possible? How many monthi/years
In advance was the problem foreseen before it became acute? What actions were taken to meet this
perceived problem?

(b) if no, what data do you reel might have made a more accurate forecast possible?

7, What specific changes would you suggest in the present trade adjustment assistance program, (Investd.
nation procedures, criteria, types ofassistance, etc.)

Quetionnalre 3

1. Are you familiar with basik provisions of the trade adjustment assistance program? 0 Yes C No
If yes, how was the Information obtained?-

2. What considerations were Involved In your decision not to petition for trade adjustment assistance under
the present program?

O lack of familiarity and specific information about the program
o Insufficient Injury under present statute
o cost of application process
E3 program's assistance Judged Inapplicable to needs
O programs a itanceJudged Inadequate
O adjustment possible without government assistance
O Other (explain)

;3
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S. (a) Does your firm show economic dislocation in terms of:
0 idling of facilities
0 inability to operate at a level of reasonable profit
0 unemployment or underemployment of workers
O change in competitive position ir relation to firms in the industry
0 Other (explain)

If such dislocation Is only prevalent in a particular subdivision or product.line, please specify the extent
of injury in relation to total firm outlook

b) To what extent could Imrn penetration be demonstrated to be the cause of your economic dlsloca.
lion?
O more than all other factors combined (major cause)
O more than any other single factor (primary cause)
O one of several important factors (substantial cause)
O lesser importance among several factors
o marginal cause

4. Could an increase Ih imports directly competitive with your product be demonstrably linked to a tariff
cdncesson made by the U.S. government which resulted in a lowering of the tariff rate?

O Yes O No
If ves, when was this concession made?

5. What factors could prove most helpful in your efforts to meet any problem with Import competition?
(Rank In order of Importance from 1.9.)

O more research and development
O Increased availability of financial loan
O increased operating capital
0 longer period for tax carry.back (or carry.forward) of net operating loss
0 lower labor costs
O better marketing techniques
0 technical assistance (consulting services, feasibility studies, employee training, etc.)
O tariff/quota safeguard relief
0 Other (explain)

6. Have you been able to forecast the severity of Import penetration? 0 Yes 0 No

(a) If yes, what procedure Is used to make this forecast possible? How many months/years In advance
can the problem be foreseen before Is becomes acute? What Actions are being taken to meet this
perceived problem?
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(b) If no, what data do you feel might make a more accurate forecast possible?

7. Are you aware of any firms within your industry which have received trade adustment assistance benefits:

If yes. has this had any effect upon your business? (Sales, worker availability, etc.) Explain.

Plaid Trip Report
Trade Adjustment Asletanoe ProJot

An exploratory field trip was undertaken by Mesrs.
Hollis and Kline of NAM's International Economic
Affairs Department September 54 to the economic.
cally depressed region of Heverhill.Lawrence,Mass.
chusetth
The purpose of the today trip, as the first of

several planned visits, was to obtain first hand Infor.
mation and case studies on import.related economic
dislocation in the context or the NAM trade adjust.
ment asuitance project. HaverhIl-Lawrence has been
the historic center of the American shoe Industry
which has been suffering Increasing Import competi.
tion. Coupled with other economic fictors, import
dislocations in the shoe industry have led to high
unemployment and plant shutdowns In the region,
Designated as a target area for study by the
Presidents Inter.Agency Economic Adjustment
Committee (IAEAC), Haverhill also offered a chance
to evaluate regional factors In economic dislocation
from the total community perspective (as opposed to
simply fIrm or worker approaches to ajustment).

Numerous Interviews and several meedngs were
conducted during the visit, Considerable assistance
was rendered in this connection by Mayor George
Ketsoros, Mrs. Adele Ash (of Congesman Michael
Harrington's office) and Mr, Paul Strailt of the
Lawrence Industrial and Development Commission.
Results of this first trip were gradfying and are
enumerated below along with a brief description of
the two-day schedule. It is anticipated that case
studies and other Information pined from the visit
will be invaluable In developing the final report.

Rw11UN
I. First hand case studies and Information rpined

on community and business perspective of mport
dislocation and adjustment assistance. Interesting
comparlions of viewpoints drawn from businessmen
who had been unsuccessful In obtaining adJustment
assistance, (but were still trying), businessmep who
had received adjustment aulstance-views on the
current program, businessmen who had gone out of
business, and also businessmen who hod not apple

and did not want to apply for assistance although
they were under import competition-all within the
shoe Industry, We also obtained angles from business.
men outside the shoe industry, dic leaders, educe.
tional leaders and state government workers- unem.
ployment compensation office.

2, Initial distribution of NAM questionnaires on
Trade Adjustment Assistance. Staff members Hollis
and Kline distributed two model surveys, one for
firms already in the adjustment program and the
other for firms not yet in, or refused, Comments and
insights from businessmen will be helpful in rework-
Ing questionnaires and also In obtaining more
detailed responses then might otherwise have been
expected,

S. Greater momentum and direction for NAM's
Internal task force effort on adjustment assistance,

4, Greater local recognition of NAM Interest in the
Problems of smaller member firms and economic dis.
location,

5: Considerable local press coverage and Interest,
(see attached)

fhldle of Maetnga and

Tueda Macning aepisimer I
9:50 a.m. Mrs. Adele Ash (Congressman Michael Herring.
ton staff office in Haverhill)
10:45 am. Mayor George Katioras, City Hill..Meeting
attended by Mr. Paul Strall, Executive Director, Lawrence
Development and Industrial Commislon, Mr. Thomas P.
Lynn, Jr. Director or Haverhill Chamber of Commerce,
Mr. Rkhard Young, Merrimac Valley Plannin Commis.
sion, Mr. George F, Flupatlck, President of a loal bank
and Mrs. Adele Ash,
12:30 p.m. Meeting continued Into lunch at a nearby
restaurant where the group was joined by Mr. Frederick
Malcolm, President, Haverhill Chamber of Commerce, Mr.
George MacGrelpr, President of the Greater Haverhill
Foundation, Mr. Las Berndke, Owner Bernie Shoe Com.
pasty and Mr. George Bendice, treasurer and owner of the
company's afllaed il nnin8 works.
2:45 p.m. Mr. George Flynn, Deputy Director, State
Employment Office (who discussed adminbtradon of
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worker adjustment assistance benefit retraining efforts and
coordination with local vocational education programs).
4:00 p,m. Mr. IJoyd Karelis, President, Allen Shoe Com.
pany (discussion ranged on Allen shoe's economic position
within the Industry, import pressure and possible future
adjustment assistance application).

:00 pm. Mrs Betsy A Contet, fomer office manager
for Seymour Shoe Company which went oul of business
after Tariff Commisikin refused petition for adjustment
assistance In July 197 1.

Wedn"day 1eptember I
9:30 am. Hollis meeting with Mr. Donald Maci)otald,
Superintendent.DIrector of the Whitter regional vocational
technical hligh schtml district, and Mrs, Cole In Haverhill
to discuss sholie dislocated workers and retraining faciltliles,

possible approaches to dealing with retraining and area
employment prospects for dislocated, unskilled workers.
9:30 a.m. Kline meeting with Mr. Paul Stralit: In law.
rence, Mas. with Mr. Alvin Wolff. Sales Manager of Blue
Star Shoes, Inc., Mr, Oswald Jolle, Plant Manager, Hiatt
Shoe C(ompany (divisions of Strideright) and Mr. Martin
Weler, owner of L.uddington Footwear.
9:30 p.m. Meeting with Mr. Philip Kaplan. owner of Ben.
son Shoe Company. This was one of site first firtos certified
as eligible to receive assilance and thus has a long perksil
of experience to draw on regarding the program and Its
benefits effectiveness,

September 11, 1972

Nicholas E. Hollis
Dlrecidr, International Economic Affairs
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Senator TALMADGE. The next witnesses are a panel consisting of
Mr. Robert L. McNeill, executive vice chairman, Emergency Commit-
tee for American Trade and Mr. Robert M. Norris, president, National
Foreign Trade Council, Inc., accompanied by Melville H. Walker,
executive vice president.

Gentlemen, we are delighted to have you with us. You may place
your entire statements in the record and summarize as you see fit.

STATEMENTS OF ROBERT L. MoNEILL, EXECUTIVE VICE CHAIR-
MAN, EMERGENCY COMMITTEE FOR AMERICAN TRADE, AND
ROBERT M. NORRIS, PRESIDENT, NATIONAL FOREIGN TRADE
COUNCIL, INC,, ACCOMPANIED BY MELVILLE H. WALKER, EX.
ECUTIVE VICE PRESIDENT

STATEMENT OF ROBERT L, MoNEILL

Mr. MC iLJ. Thank you, Mr. Chairman.
My name is Robert t. McNeill. I am here today. on behalf of the

Emergency Committee for American Trade. ECAT is an organization
comprised of the leaders of (8 large American companies, and was
formed to -articulate support for liberal trade and investment policies.

Because of the lateness of the time, Mr. Chairman, I shall make
my oral summary brief.

'ECAT a with former witnesses, supports the Trade Reform Act,
as passed by the House. Its early adoption by the Senate has been
ur#e by earlier witnesses, who were quite concerned that the energy
crRis itself is an urgent reason to pass this particular legislation.

Senator Ribicoff was concerned, for example, that in order to pay
for imports, some countries might resort to export subsidy devices.
We are concerned equally in our organization that countries might
equally utilize import protection measures and violate the rules of
the GATT and the international trading system.

We see harmful international economic changes on the horizon.
We think these can be avoided to the extent that international cooper-
ation in the economic and political spheres is restored.

For that reason we think the Trade Reform Act should be passed
as soon as possible, so that trade negotiations can begin. While we are
discussing economic relations in the international area with our trad-
ing partners, we perhaps could avoid some of these other problems now
pressing on ue.

Our particular views on the bill can be summarized very quickly,
They are not unlike those expressed by the chamber of commerce and
the other representatives this morning,

We support the tariff-cutting authority, in title I that would be
granted he President, We think this gives him necessary flexibility
to enter into trade negotiations

We do, however, have a rather major problem with the negotiating
part of title I. That has to do with section 102(c), which appears to
establish a congressional policy that the negotiations hall le based

th principle of sectoral equivalence, That is, the negotiatingoAJtivshall be for each sector to have equivalent access conditions
internationally.

If this were the policy of the U.S. Government in negotiations, we
believe it would ie a prescription for a minor negotiation because
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if you cannot negotiate across sectors-if you cannot negotiate, say,
between agriculture and industry-then the authority of U.S. negoti-
ators would be very severely narrowed and would make a successfulnegotiation less like y.

We would hope that this committee and the full Senate could amend
section 102(c) to establish a policy that maximum tariff negotiating
flexibility is what is intended.

Title I of the Trde Reform Act is something we -also support. It
provides for import relief and for adjustment assistance for seriously
injured firms or workers. We believe this desirable.

We think, however that the House of Representatives 'vent some-
what too far in liberalizing the escape clause. The administration had
Initially proposed that imports be deemed to be the primary cause
of serious injury, primary meaning the single -most Important cause.

The House of Representatives modified that to provide that imports
be shown to be a substantial cause, that is, a cause no less than any
other single cause. We would prefer to see the Senate reinsert the use
of the word "primary." That would still represent an enormous lib.
eralization of the escape clause.

We would also suggest in title II that there be a similar test for
the threat of serious jury as for actual serious Injury. The House
version provides an easier statutory test for threat. We think the test
should be tle same for threat as for actual injury.

Title III is the trade reform title of the legislation, and we support
it. Howeve', we do have some problems with section 881. Quite briefly,
the Secretary of the Treasury in the House version of section 881
would be granted for a period of 4 years the authority not to Impose
countervailing duties when subsidies have been found on products
imported Into the United States if in his judgment such a counter-
vail ing duty would seriously jeopardize the international negotiations
provided f6r by the Trade Reform Act.

However, the Secretary would be given a waiver authority of only
1 year if the subsidized product were imported from a State-owned
or controlled facility. We think this should be deleted in favor of the
waiver period.

In respect of title IV, we support authority for the President to
negotiate most-favored-nation tariff rates with the countries of East-
em Eurpe.

We also support the Export-Import Bank having authority to ex-
tend credit to the Soviet Union. We are opposed to the Jackson
amendment to that title and would fhope that a compromise could be
worked out whereby the desired objective concerning emigration from
the Soviet Union could be attained and whereby the President would
be authorized to extend most-favored-nation tariff rates. This should
certainly be within the realm'of statesmanship.

Title V has to do with tariff preferences, and we support them. It
is something that President Kennedy supported in the early 1980 .
Presidents Nixon and Johnson also have committed the United States
to extend' tariff preferences to products from the less developed
countries,

Title VI has a troublesome provision. Section 606 gives the Presi-
dent an unlimited authority to do whatever he chooses Fn respect of our
foreign trade and our foreign investment to r~taliate against countries
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whom he deems not to be cooperating sufficiently with the United
States in the control of drug traffic.

The House of Representatives, in each of the titles preceding title VI
very carefully circumscribed the President's authority to act in the
international trade field.

However, section 606 provides a wide-open avenue to the President
to put on quotas to whatever degree he wants; to raise tariffs to what
ever level; to embargo trade with whomever he would like* or to do
whatever the President might want to do in the trade field on the
simple basis of his determination that- countries abroad are not co.
operating with us in the control of international drug traffic.

We strongly urge deletion of this particular section from the act
itself.

As to the Mondale.Ribicoff amendment dealing with commodities
in shortness we have no basic problem with it.

-We do think, however, that in the real world it may not achieve all
that the amendment itself purports to do.

Mr. Chairman, that is an oral summary of what is in our 'basic
statement.

Senator FANNiu [presiding]. Thank you.
You may proceed, Mr. Norris.

STATEMENT OF ROBERT X. NORRIS

Mr, Nomne. My name is Robert M. Norris, I am president of the
National Foreign Trade Council, Inc., and I am accompanied by Mr.
Melville H. Walker, executive vice president

The membership of the council comprises a broad cross section of
U.S, companies engaged in all major fields of international trade and
investment.

We certainly appreciate the opportunity to appear before the com-
mittee today at these very important hearings. I might say my oral
comments stem principally from my prepared statement, which I
would like to submit for the record.

Senator FANNIN. It will be fully incorporated in the record.
Mr. Nonnis. We strongly endorse the early enactment of the proposed

Trade Reform Act of 1978, H.R. 10710, with modification or amend-
ment in two significant respects. One has to do with the need to Incorpo-'
rate provisions for strengthening international agreements to assure
nondiscriminatory access to supplies of primary raw materials.

The second has to do with modification of section 402 of title IV
dealing with the according of nondiscriminatory tariff treatment, the
extension of U.S. Government credits or guarantees and the conclusion
of bilateral commercial agreements with "nonmarket economy" coun-
t r i e s . . ... .

If we areto continue to exercise a leadership in the field of negotia-
tions with other nations to achieve a more open and notidiscriminatory-
and fair world trading system, we -believe enactment of this legisla-
tion is immediately essential.

Basically, the bill provides for many things which we have long
advocated in the council. Specifically it provides necessary safeuar a
against import Injury to industries. It provides more adequate and
timely adjustment assistance to groups of workers andfirms adversely
aff'etd by imports.
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It strengthens U.S. measures against unfair trade practices and as.
sures more equitable trading rules or conditions for U.S. producers and
traders.

It supports U.S. efforts in international monetary negotiations by
providing specific authority to Invoke trade measures 7o deal with
serious ba-lance-of-payments deficits or surpluses.

And it would also provide authority, with necessary safeguards to
implement a system of traiff preferences for less developed countries.

With respect to access to supplies, I think it is very clear that the
recent oil embargo points out the distortions that can happen in inter.
national trading patterns and it also pinpoints the longer.range prob-
lems associated with supphes of energy and materials.

Thus we think there is an urgent need to reserve and strengthen mul-
tinational institutions to meet these problems. I think these reasons
make it very clear that all nations are tied together by the com lexity
of trading, a financial and monetary relationship, that cannotte dis-
rupted without detriment to all.

We fully endorse the incorporation In the legislation of the insurance
of nondiscriminatory access supplies of prmary raw materials. We

ink that this authorization should be included under section 102,
particularly to negotiate agreements with other nations to achieve thisob ective.I think this should be a clear directive for strengthening the provi-

sions of international agreements to provide such rules to assure access
of these primary raw materials and, also to provide sanctions under
international agreements against countries who violate such agree-
ments.

We do not, however, endorse empowering the President to retalikae
against countries that impose discriminatory export controls injurious
to the United States by unilateral action to restrict or embargo U.S.
exports to those countries, to deny economic assistance and partici-
pation in U.S. credit and investment guarantee programs or to
restrain investment by U.S. companies in the offending countries.

The basis for our not endorsing this provision is twofold. One, we
think it would be impractical and prove ineffective. Second, it would
be contrary to what we stand on ns a foreign policy which calls for
expansion, continued expansion, of an international trade basis on a
basis fair and not discriminatory.

If you had a shift of the goods from the United States, it could
only result from goods being obtained elsewhere by countries who have
imposed controls aI ist us. Similarly, if we had a unilateral action
which would provide investment by the other countries, we are con-
vinced others would be lining up to make such investments.

With respect to section 402 of title IV, we certainly support steps
which have been taken in recent years to normalize trade relations.
We think they should be carried forward on the basis of recognizing
the interdependence of political, economic, and national security as-
pects of our overall foreign policy.

They should provide for appropriate safeguards for our national
interest. We believe that progress in normalfition of such trade re-
lations )jL.upport attainment of the purposs of the present trade
legislation, whlcih has stimulated the economic growth of the United
States and to maintain and enlarge foreign markets for the products
of U.S. agriculture, industry, mining, and commerce.
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Second, to strengthen economic relations with foreign countries
through the development of fair and equitable market opportunities
and through open and nondiscriminatory world trade.

In our view, the present language of section 402 of title IV would
be inimical to attainment of these objectives since this section would
effectively preclude the extension of nondiscriminatory tariff treat-
ment or .U.S. Government credits or guarantees to the Soviet Union.

Thus, in our view, both the October 1972 U.S.-U.S.S.R, Trade
Agreement and the full settlement of lend-lease obligations would
thereby be prevented from taking effect.

In turn, I think it would effectively prevent our reaching trade
agreements with certain other Communist countries because of their
practices i'elating to emigration,

Without conning the internal policies of Communist or other
countries, it is our view that such policies have no place In trade legis-
lation per so. We strongly feel that the desires of the American people
on the subjet of emigration would and should be more readily received
and more influentially brought to boar if communicated through other
channels.

We would certainly hope that in consultation between the executive
branch and Members of the Congress we could find a mod4flcation
which would effectively express the continued dedication of the United
States to fundamental human rights and, at the same time, not pre-
vent continued progress toward more normal economic relations with,
the nonmarket economy countries, W

In the hearings before this committee matters for further amend-
ment are proposed, particularly as they would relate to taxation of
foreign sources of income, orderly marketing quotas, or controls on
transfer of capital and technology. Wd would respectfully ask thp
committee for the right to submit the documentation and our comments
with respect to any such added amendments to the bill. % ,

We certainly applaud the liaison provision in H.R. 10710. 1 e think
it will materially improve liaison between the Government, labor, and
consumers,

In conclusion, I would say we are very mindful of the very inten-
sive and effective work which has taken place over many months and
commend both the executive branch and the committees of Congress
in developing trade legislation which is responsive to the changing
situation in world trade and the needs of the 1.S. economy.

Thus, we think H.R. 10710 is responsive in these respects, and we
€: would urge its early enactment with amendments in the two major

areas we have indicated.
Thank you very much.
Senator FANurz;. Thank you, Mr. Norris. It is a pleasure having

both of you entlemen here.
Senator Hansen has not had a chance to have any questions this

morning. Senator Hansen ?
Senator HAwsp;. Mr. Norris, do you believe that as a quid pro quo

for receiving tariff preferences in our market, raw material suppliers
should be required to enter into long-term contracts to supply us" with
raw materials, and if they break those contracts should they lose
tariff preference?
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Mr. NowRs. I believe there should be a clear international agreement
that assures access to such primary raw materials. I think it should be
done on a multinational or multilateral agreement.

I believe such agreements should provide that if one of the signa-
tories does violate the agreement, the right to impose sanctions would
be provided.

The thing we do object to, as I did indicate earlier, is we think it
would be wrong, for practical reasons and as a matter of policy, to
empower the President to act unilaterally with respect to a country
that might injuriously impose export controls against the United
States.

I think actually there is room within title III of the bill to do things
which I think would tend to mitigate against the imposition of such
export controls.

Senator HA sEN. Could you give us precisely what your recommen-
dations are with respect to assuring access to supplies of primary raw
materials?

Mr. NORRIS. I think this has got to do, as I indicated, with the sub-
ject, of international agreements. Now certainly one avenue in which
to do this might be through the GATT. There are some who would
believe, however, if these negotiations were undertaken within the
GATT, that this might have a tendency to slow down the negotiations,
which foreseeably would continue under the GATT for removal or
reduction of nontariff barriers.

In other words, it might be interpreted to take a higher precedence
over the basic fundamental removal of nontariff barriers.

I think, however, that is one avenue of approach and certainly I
think that this matter can be the subject of international agreement
arrived to on a basis which I indicated, on a nondiscriminatory basis$
and would authorize the imposition of sanctions.

Mr. MCNEILL. If I could talk to that also, I fully agree that in the
GATT one could negotiate an amendment laying down general prin-
ciples respecting access to primary products.

The countries, however, that probably have the kind of primary
products that your question is addressed to are likely to be the less
developed countries; that is, the countries of the Southern Hemis here.

The rules of the GATT basically are applicable or enforceable in
respect of trade among industrial countries. The less developed coun-
tries, for good historical reasons, haven't had much to do with the
GATT or its rules. The formulation of GATT rules concerning aew
to materials in short supply, therefore, while highly desirable might
not really solve the problem addressed in your qut ion.

I think that if you want to get access to these kinds of supplies, it
would be necessary to talk about commodity agreements. We have had
some experience with such agreement concerning coffee and other
products.

The less developed countries for many decades have been at the
doorstep of the industrial world pleading-usually unsuccessfuly--
for commodity agreements for the purpose of stblizing the export
prices of their materials, so that they, in terms of national planning,
would have some surety of what their foreign exchange income might
be.
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Now they have the ball in their court, if you would. They have the
materials we want. I think they will be terribly hard bargainers.

I believe, in short, that the kind of thing contemplated in your ques-
tion is something that will probbaly come about on a commodity-by-
commodity or agreement-by-agreement basis. I am not sure that it
will have an awful lot of meaning.

I would like to repeat that thue kind of access rules that might be
negotiated in the GATT would be applicable, primarily, to industrial
countries. Amongr the industrial countries, Canada and the United
States are basically the ones rich in the kind of resources contemplated
in your question and in the Mondale-Ribicoff amendment.

If we were to negotiate supply access rules in the GATT or else-
where, and if those rules were to be adhered to by the industrial world,
I think we should bear in mind that we would probably be negotiating
something that might give others a call on our resources rather than
vice versa.

I am not saying we shouldn't do this, but I think you should be very
aware of this in legislating.

Senator HAtNsEN. Isn't it a fact that under this bill these countries
would be given a preference to come in?

Mr. MCNEILL. Not necessarily. This bill provides that the President
can determine which products would be eligible for tariff preference.

Senator HANSEN. Is that what you are referring to, tariff prefer-
ences?

Mr. MCNxiax. Yes, partly. I think that perhaps there should be
some rules established having to do with the viability or continuity
of those preferences in relation to the problem of supply access.

Senator HANSEPN. Mr. MeNeill, do you think the United States ought
toprovide tariff preference, to which I have just referred?

Mr. MONFLL,. I think the Mondale-Ribicoff amendment contem-
plates the President having authority to remove economic assistance,
including tariff preferences, from such countries.

I am sure we would support in many instances just what you are
implying. But I think that section 301 ;f the bill gives the President
such retaliatory authority independent of the Mondale-Ribicoff amend.
ment.

Senator HAnsEN. Thank you, gentlemen.
Senator PACKWOOD. Mr. Norris, I think the bulk of the Congress

feels genuinely concerned about the emigration of Soviet Jews. I am
trying to find some legislation that has a bite to it in order to help en-
courage that, not just a congressional resolution of disapproval.

In your statement, and I am quoting, you say:
Without condoning the Internal policies of Communist or other countries re-

garding the emigration of their citizens, It is our view that such policies have no
place in trade legislation per se.

In what kind of legislation would it have a place?
Mr. NORRis. I tried to indicate by that, Senator that I am afraid

in a situation where there is such tremendous emotionalism and frus-
tration with a very serious problem, there is a tendency sometimes to
politicize trade legislation. I think matters should be dailt with sepa-
rately. This is why I suggest in my following sentence that I believe
our concerns about this would be better received and would have a
greater impact if we did not attempt to communicate our concerns in
the trade bill.
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. I think there are other mechanianis for doino this. I think it essen-
tially lies in the area of political negotiation.

Senator PACKWOOD. What is the quid pro quo in the political
ne rotiat-ions?

Mr. Noanis. I think the quid pro quo could take place perhaps as
this: I note that the executive branch and the Congress could iden-
tify modification which would do two things. which would preserve

g fundamental human rights and, at the same time, would not, prevent
continued progress in expanding our economic relations.

Now the difficulty, as I see it. with title IV, first of all, is under
402 the President would have to make a determination in three re-
spects, as I recall.

One is he would have to make a determination that (a) there was
no freedom, really, of emigration, (b) that the imposition of high
fees was unconscionable and could not be met, and, really, that a
person would not have freedom of choice to emigrate to a country of
his choice.

To make such a determination would require, I think, almost that
we live in a perfect world. I don't think we do live in a perfect world.
This is one of the problems. It does involve political consideration.

I think that perhaps the executive branch and the Congress might
be well advised to take a look at what has happened for the purpose
of developing language within title IV which would encourage the
Soviet Union or other countries which impose restrictions on emigra-
tion to move forward from the position they have been in. I think
they have already made progress in this respecL

I believe Secretaty Kissinger in his testimony before your committee
indicated that in 1973 alone there were some 33,500 Soviet Jews who
had emigrated to Israel. ,This is progress. It is progress over what
the situation was.

I should think that we might consider modifying language which
would really have the effect of encouraging further movement in

- dealing with the emigration problem.
Senator PAOKWOOD. What language I How do we do it?
Mr. NoRRis. I might sugkest the following: Instead of providing

that there has to be a determination that we will say the Soviet Union
has complied fully with the three provisions in 40&, and if the Presi-
dent would then issue a proclamation making the Soviet Union
eligible for most-favored-nation treatment.

Why not consider granting that treatment on a basis it will continue
in effect as long as there is. further movement and progress made in
relief to emigration of its citizen's to other countries?

The reverse is needing to define a determination of eligibility, which
would really require a set of circumstances which would add up to a
perfect world situation. Reverse it, perhaps. Say:

We think you have made progress. You are trying to deal with this. We
want to normalize our commercial relations with you. We find this a difficult
thing to do In the light of your policies, internal policies, regarding emigration.
Nevertheless, we think you are making progress. We will grant you moet-favored-
nation treatment and we hope the rules will encourage you to move further In
this direction.

I would Put a time limit, on it, subject to review.
Senator PNCowoo. I have a question for Mr. McNeill, also.
On page 9 of your statement, Mr. McNeill, you refer to one of

the things about which you are concerned-"major objective of trade
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negotiations be the negotiation of an international code on subsidies
affecting international trade."

Most of the European countries have a value-added tax. Do you re-
gard that as an export subsidyI

Mr. MCNEILL. Senator, I don't have an expert answer to that. My
lay opinion, however, is that the value-added tax systems in Europe do
not constitute an export subsidy since on exports from Europe the
value-added tax is simply waived.

Senator PACKWOOD. What do you mean by a subsidy ?
Mr. McNzLL. I have in mind such direct price subsidies as on cer-

tain wheat exports.
Senator PACKWOOD. We are saying under the GATT agreements the

corporate taxes could not be rebated. That would be a subsidy, when
you return to rebate.

Mr. M NEILL. I would suggest that if there is a question on the
GATT rules concerning the right to rebate only on certain kinds of
taxes, but not on corporate taxes, a sensible solution would be to revise
that part of the GATT so as to put both direct and indirect taxes on
the same footing. They would both then be rebatable, depending on
the policies of government.

Senator PACKWOOD. Both being rebate or not ?
Mr. OfcNEILL. Yes. To rebate taxes equally. The GATT rule is based

on the theory that one kind of tax is passed on to the consumer and the
other isn't. I think that income taxes have a price effect. What the de-
gree of that effect is is a question of judgment. I don't see, therefore,
why the GATT rule couldn't provide equal treatment for both direct
and indirect taxes.

Mr. NoRnis. I should add, Senator, with the most-favored-nation
treatment, if I may, that I think one of the most serious matters of
concern is the question of extension of credits, credit guarantees, be-
cause I think it is clearly recognized that our opportunity for further
normalizing our trade relationships with nonmarket economies de-
pends vitally on the extension of credit and whether or not nondis-
criminatory tariff treatment were extended.

I certainly think we ought to reserve the right to extend credits.
Senator FANNIN. We have a problem I think, in GATT. That we

agreed to discriminatory actions or stipulations in GATT to get under-
way. Do you agree with that ?

Years ago GATT was started and the United States was willing to
make concessions that now we look at as being discriminatory.

Mr. NORRIs. I think the tax rebate situation is a case in point.
Senator FANNIN. Yes, that is right.
I notice, Mr. Norris, in your statement it says:
The bill Is providing needed authority for undertaking trade negotiations, and

for accomplishing necesary reforms In the General Agreement on TArfs and
Trade (GATI), has been developed with Improved and necessary procedures
for Congressional review and participation, which the Council has long .Advocated.

I agree with that but what do we do about the voting of GATT.
How do we get a fair and equitable treatment on voting of GATT?

Mr. NORRIS. I think your control lies in your opportunity to veto
an action which has been developed in negotiations within a 90-day
period.
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Senator FANNIN. Let's look at the 3 percent tariff for car imports
today or electronics, or whatever might be involved, and then look
at the way that other countries are treated under GATT and what we
are up against. Do you consider that this is fair treatment ?

Mr. Noimis. I am not quite sure I follow you.
Senator FANNiN. Here are the Japanese and other countries, and

especially the Japanese ship all of the cars out of the country with
31/g percent tariff. We ship into those countries, we have a nontariff
barrier. We have the 71 -percent tariff.

Nonbarriers have increased up to 60 or 70 percent. Now they say
we have dropped them down to 10. But we still have these nontariff
barriers.

Under this legislation do we in any way correct that problem?
Mr. MoNumru. I think that the President certainly has increased

authority in this bill to handle that kind of situation as compared to
the present. I think the bill recommends that type of program.

Senator FANNIN. Mr. MeNeill, I can remember a group sitting
around the table with Japanese representatives and we were asking
them if they would be willing to assist us in writing more fair and
equitable treatment, The answer was they liked it the way it was.
Naturally, because it is all in their favor.

I hope we can do this in this trade bill, and if you have suggestions
how we might effectuAte that to a greater extent, we would appreciate
your thoughts.

Mr. NoPms. I certainly share your concern. If we can develop fur-
ther suggstions, we will be glad to supply them.

Basically, so much thought and careful consideration has been given
to this H.R. 10710 that I think there has been developed a very base
overall principal involvement in the past of going ahead with those
negotiations. I think this has been very careflly thought out.

I really commend the Executive Branch and the Congressional
committees for doing this. I think it has a lot of flexibility. I think
you have the right degree of authority the right degree of controls
over it, and a proper basis for setting the framework for the negoti-
ations that I think is a highly desirable and long-needed bit oflegislation..
Senator FANNIN. The European Economic Community has had

many privileges. For example, in my State of Arizona, we have spe-
cial problems exporting citrus to the EEC.

They give special privileges to some of their former commonwealths
or counties they were associated with and they have a right to do so
under GATT. 'here is no connection anymore, whatsoever with that
former association, but still the agreements persist. That is why I say
this.

Mr. Nonmis. I agree with that. As a matter of fact, in connection
with t rin to reach international agreements on general preferences
which as en undertaken over the past few years both in the Nixon
and tJohnson administration, we have very strongly talked about doing
away with the preference.

I think this should be a very essential part of any multinational
negotiation on general rate preference. I think GATT has to be the
mechanism whereby they are phased out.

$0-2200 . 14 - Pt. I - 10
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Senator FAN nI. Mr. MeNeill, I have long been opposed to the man-
ner in which the Treasury Department handles the countervailing duty
law. In fact, the Senate passed an amendment which would provide for
judicial review.

Chairman Mills did not go to conference on this particular bill. It
was not enacted. Shortly thereafter I received a copy of a letter that
your organization sent to the chairman opposing the measure. Could
you explain your position ? Why should importers have a right toap-
peal while industries attempting to show injur have no opporunty?

Mr. MONPILT,. Senator, I am not familiar with the detail of that let-
ter you referred to.

In the Trade Reform Act there is inserted.judieial review of negative
determination by the Secretary of the Treasury.

In other words, if the Secretary of the Treasury makes a negative
determination, according to this bill before your committee, if he turns
it down, then the aggrieved persons-who would be the domestic pro-
ducers-would have the right to go into court and have it reviewed.

This is something we are supporting. We think that both importers
and manufacturers should have an equal right.

Senator FANNIN. Here we have a foreign importer involved. He has
a right that we do not give to our own corporations, our own companies,
that are operating under the same competitive position.

Your organization did oppose this. I was just wondering why they
would take that position.

Mr. MoNnIIx. Again, Senator, I cannot recall that particular letter.
I don't know why we would do that. It may have been a particular
circumstance.

Senator FANNIN. I recall the State Department saying:
Well, we are negotiating-withothers so this Isn't a time for us to get Involved

i something they might consider Is a change In our policy.
If we take that attitude we will never make any changes. I was just

wondering why you would do that. But since you are not familiar with
it, I will notgo into it.

Mr. McNEILL. We do support the judicial review aspect of the Trade
Reform Act.

Senator FANNIN. There have been discussions relating to the opinion
of the business community to future trade negotiation. Are you satis-
fied with the proposals currently being discussed, in other words, as to
the rights that the industries have to future trade negotiation?

Mr. NonRis. I commend them highly. It is something again we have
long been calling for.

I was privileged to sit on a group with Secretary Dent and Mr.
Eberle when we started to talk about this last year, and I think this
is real progress.

Senator FANNIN. We do have a vote. We thank you gentlemen for
being with us this morning. If there is anything further you would like
to add, we would appreciate hearing from you.

We will recess until 10 tomorrow morning.
[The prepared-statements of Messrs Norris and MeNeill follow :]
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PREPARED STATEMENT OF ROBERT M. NORRIS, PRESIDENT, NATIONAL FOREIGN
TRADE COUNCIL, INC., ON BEHALF OF THE NATIONAL FOREIoN TRADE
COUNCIL

SUMMARY

The Trade Reform Act of 1973 (II.R. 10710)
The National Foreign Trade Council strongly endorses the early enactment of

the proposed Trade Reform Act of 1978 (HR 10710) as essential to provide the
necessary authorization and the legislative mandate for the United States to
exercise the leadership which is now required in negotiations with other nations
to achieve and maintain a more open nondiscriminatory and fair world trading
system.

The Council, however, urges modification or amendment of HR 10710 in two
significant respects: namely, (1) to incorporate provisions for strengthening
international agreements to assure non.discriminatory access to supplies of pri.
mary raw materials; and (2) to provide for the according of nondiscriminatory

tariff treatment, the extension of U.S. Government credits or guarantees and
the conclusion of bilateral commercial agreements with non.market economy
countries in such a way as to effectively express the "continued dedication of
the United States to fundamental human rights" and yet not prevent continued
progress toward more normal economic relations .with those countries.

STATE MENT

My name is Robert M. Norris. I am president of the National Foreign Trade
Council, Inc., and am accompanied by Mr. M. H. Walker, Executive Vice President
of the Council. The membership of the National Foreign Trade Council, which
was founded in 1914, comprises a broad cross section of United States companies
engaged In all major fields of International trade and investment, including
manufacturers, exporters, importers, bankers, insurance underwriters, and compa-
tiles engaged it sea and air transportation.

We appreciate the opportunity to present views on behalf of the National
Foreign Trade Council at these very Important Hearings. The Council has long
supported policies and efforts for the continued expansion of U.S, tra4e and
investment abroad. Such expansion of American participation in international
commerce strengthens our domestic economy, positively contributes to our balance
of payments, and Increases U.S. employment.

We thus strongly endorse the early enactment of the proposed Trade Reform
Act of 1978 (HR 10710), with modification or amendment in two significant
respects: namely, (1) the incorporation of provisions for strengthening inter.
national agreements to assure nondiscriminatory access to suplies of primary
raw materials; and (2) the modification of Section 402 of Title IV "Freedom
of Emigration in East.West Trade" dealing with the according of non.discrim.
inatory tariff treatment, the extension of U.S. Government credits or guarantees
and the concluldon of bilateral commercial agreements with "non.market econ.
omy" countries.

Enactment of this legislation is essential to provide the necessary authority
and the legislative mandate for the United States to exercise the leadership
which Is now required in negotiations with other nations to achieve and main.
tain a more open, non-discriminatory and fair world trading system.

The 1ill in providing needed authority for undertaking trader negotiations,
and for accomplishing necessary reforms in the General Agreement on Tariffs
and Trade (GATT), has been developed with improved and necessary procedures
for Congressional review and participation, Which the Council has loans advocated.

The 1ill also accords with other major recommendations that the Council
has made, Specifically it would: Provide necessary safeguards against Import
injury to industries; provide more adequate and timely adjustment assistance
to groups of workers and firms adversely affected by imports, strengthen U.S.
measures against unfair trade practices and assure more equitable trading rules
or conditions for U.S. producers and traders; support U.S. efforts in internal.
tional monetary negotiations by providing specific authority to invoke trade
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measures to deal with serious balance of payments deficits or surpluses; and
would provide authority, with necessary safeguards to implement a system of
tariff preferences for less developed countries.
Aooess to Huppes

The distortions in international trading patterns which have resulted from
the oil embargo, and the longer run problems associated with supplies of energy
and materials, make clearly urgent the need for preserving and strengthening
multinational institutions and agreements for meeting these problems. Recent
events demonstrate unmistakably that nations are tied together by a complexity
of trading, financial and monetary relationships that cannot be disrupted without
detriment to all. They further demonstrate the need, which the Council fully
endorses, to incorporate as an objective of this legislation the assurance of non.
discriminatory access to supplies of primary raw materials. Authorization should
be included under. Section 102 of the Bill to negotiate agreements with other
nations to achieve this objective. We agree that HR 10710 should provide a
clear directive for strengthening the provisions of international agreements to
provide rules governing such access to these supplies and to provide for sanctions
against countries which violate such multinational agreements.

The Council does not. however, endorse empowering the President to retali-
ate against countries that impose discriminatory export controls injurious to
the United States by unilateral action to restrict or embargo U.S. exports to
those countries, to deny economic assistance and participation in U.S. credit
and investment guarantee programs or to restrain investment by U.S. com-
panies in the offending countries. Unilateral action in such cases would prove
effective and would be contrary to our established foreign economic policy
which calls for continued expansion of international trade and investment on
a basis that is fair and non-discriminatory. Specifically, a unilateral embargo
on shipment of goods from the U.S. would only result in the goods being
obtained elsewhere. Similarly, a unilateral U.S. prohibition against investment
by U.S. firms in these countries would find others willing to make such
investments.
Title IV Scotion 405 "Freedom of Emigration in FRaot.West Trade"

The Council supports the steps which the U.S, has taken in recent years
toward normalization of trade relations with Communist countries. Carried for-
ward with continued recognition of the interdependence of the political, eco-
nomic and national security aspects of our overall foreign policy, and with appro-
priate safeguards for our national Interest, progress In normalization of such
trade relations, in our view, will support attainment of the purposes of tile
present trde legislation, which are stated in Section 2 as follows: (1) to stim.
ulate the economic growth of the United States and to maintain and enlarge
foreign markets for the products of United States agriculture, Industry, min.
Ing and commerce; and (2) to strengthen economic relations with foreign count.
tries through the development of fair and equitable market opportunities and
through open and nondiscriminatory world trade.

In our view the present language of Section 402 of Title IV would be inimical
to attainment of these objectives since this Section would effectively preclude
the extension of non-discriminatory tariff treatment or U.S. government credits
or guarantees to the Soviet Union. Both the October 1972 U.S..U.,S.r. Trade
Agreement and the full settlement of lend-lease obligations would thereby be
prevented from taking effect. In turn it would effectively prevent our reaching
trade agreements with certain other Communist countries because of their
practices relating to emigration.

Without condoning thd Internal policies of Communist or other countries
regarding the emigration of their citizens, It is our view that such policies have
no place in trade legislation per se. Rather the feelings and desires of the
American people on this subject would be more readily received and more
Influentially brought to bear if communicated through other channels. The
Council would hope that consultation between representative of the Rxecutive
Branch and the members of the Congress would result in the modification of
Section 402 in such a way as to effectively express the "continued dedication
of the Us, to fundamental human rights" and yet not prevent continued
progress toward more normal economic relations with the non-market economy
countries.
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Request for Permission to Submit Further Written Statement
If during the course of these Hearings further amendments to HR 10710

are proposed, particularly if they would relate to the taxation of foreign busi.
ness income, "orderly marketing" quotas, or controls on transfer of capital
and technology, we respectfully request permission to submit further written
documents of our views thereon for incorporation in the record.
Liaison Provision

We have long advocated and regard as most constructive the provisions in
HR 10710 which would materially improve liaison between the U.S. Govern.
ment and all affected sectors of industry, labor, agriculture, and consumers both
in preparing for and during the conduct of international trade negotiations.

We are also mindful of the intensive and effective work which has taken
place over many months and commend both the Executive Branch and the
Committees of Congress in developing trade legislation which is responsive to
the changing situation in world trade and the needs of the U.S, economy. In
our view HR 10710 is responsive in these respects, and we urge its early enact-
ment with amendments in the two major areas we have indicated,

0

PREPARED STATEMENT OF ROBERT L, MCNEIL, E XEorriV VICE CHAIRMAN$

EMERGENCY COMMITTEE roR AMERICAN TRADE

SUMMARY

GENERAL
With the important exception of provisions in Title IV, BCAT strongly sup.

ports the Trade Reform Act of 1978, and urges its early passage by the Senate
so that international trade negotiations can succeed. it is believed that these
negotiations will help restore needed international economic and political co.
operation to deal with the energy and other international crises facing the U.S.
and its trading partners.

TITLE I
BlOAT supports proposed tariff and nontariff negotiating autlh~rities, and

recommends requirement that balance of payments authority be used in accord
with U.S. international obligations. Also recommends that product sector equiv-
alence provisions of Section 102 be improved to provide necessary flexibility
to trade negotiators,

TITLE II
BlOAT supports "escape-clause" and trade adjustment assistance revisions

of H.R. 10710 with but two exceptions. It is recommended that imports be re-
quired to be the "primary" rather than "substantial" cause of serious injury
as the condition for import relief. It is also recommended that i common defini-
tion be used for threats of serious injury as for actual serious injury.

TITLE nI

BOAT generally agrees with proposals to react against unfair foreign trade
practices, and recommends a policy statement in the bill that the U.S. seek
negotiation of an international code on subsidies affecting international trade.
Further recommends deletion of the one-year waiver authority in the counter-
vailing duty provisions.

TITLE IV

BlCAT strongly supports authority to extend MFN tariff rates to "non-market"
economies and to continue authority to extend credits. Urges compromise be.
tween Administration and Congress to rescue the worthy objectives of all parties
to the disagreement on Title IV.

TITLE V

BOAT supports tariff preferences provided for, and suggests procedural amend-
ment whereby public hearings would be required if any tariff preference is to
be withdrawn.
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TITL3 VI

BOAT recommends deletion of Section 606 dealing with international drug
traffic.

OTHER

ECAT agrees with purposes of short supply amendment to bill introduced by
Senators Mondale and Ribicoff but notes some of the difficulties that may be
involved.

STATEMENT ON BEHALF OF THE EMERGENOY COMMITTEE FOR AMERICAN TRADE

Chairman Long and members of the Committee on Finance, I am Robert L.
McNeill, Executive Vice Chairman of the Emergency Committee for American
Trade. MOAT is made up of the heads of some of the nation's largest compalies
who have joined together in support of national policies that would expand
America's international trade and investment.

Our members met last month for a review of ECAT's policy positions on the
Trade Reform Act of 1978. They strongly support this Act and hope that your
Committee and the full Senate will favorably and expeditiously act on it.

The bill before your Committee Is quite different than the version submitted
to the Congress by the President over a year ago. A major difference has to with
Presidential authorities. The draft bill submitted by the Administration, for
example, requested limitless authority for the President to raise or lower tariffs
through tariff negotiations. The House of Representatives wisely placed very
careful limits on these authorities and, additionally, wrote into the bill many
other limitations on the President in his conduct of United States trade policy.

Also added by the House are Improved pre.negotiation procedural safeguards
for the benefit of domestic producers and workers. One such example is a require.
ment that the President consider the views of the public concerning the economic
impact of nontariff barrier negotiations as a condition to entering into such
negotiations,

We believe it important to recognize this very careful work of the House of
Representatives since much of the rhetoric surrounding the Trade Reform Act
of 1978 appears to be based on the Administration's draft proposals and not on
the bill as it presently is before you. With the important exception of provisions
In Title IV, we generally applaud the many improvements made by the House.

Before commenting on individual provisions of the bill, I would like to note
that we, along with other American citizens, are distressed with what appears
to be very considerable disarray in United States relations with many of our tra-
ditional trading partners and allies. Present economic and political uncertain.
ties threaten to undo much of the vast progress achieved during the past three
decades in fashioning a successful system of international trade and monetary
cooperation, primarily through the rules of the GATT and the IMF. While there
is Justifiable restiveness concerning some of these rules they, nevertheless, have
fostered ever-increasing levels of International trade. The wise course would
seem to be to accommodate these rules to present realities through such revisions
as may be necessary rather than to reject them or seek their wholesale revision.

Such a course, however, requires International cooperation, and that seems
to be in short supply. Economic and politihil divisiveness among countries of
the Free World is increasingly evident. The energy crisis Is considerably worsen'
Ing this situation. A most disturbing aspect of the energy crunch is the possibility
that countries more and more will turn to protectionist measures as defense
against the higher costs of imported energy, i.e., countries will use higher tariffs
or Import quotas to cut back on general Imports in order to gain foreign exchange
to pay for energy imports. They may also resort to unfair export promotion
devices for the same purpose. Nations independently following such courses of
action could destroy the internal trading system that has so benefitted the United
States and the rest of the Wree World. The consequent lower levels of trade
would harm all.

We believe that this must be avoided, and that the negotiations the Trade
Reform Act would authorize will be vital to the preservation and improvement
of the International trading order. When countries are engaged in active Inter-
national trade negotiations they are far less likely to impose restrictive barriers
against each other than when they are under no such Inhibitions. If this judg-
ment is correct, then the energy crisis and the present deterioration in relations
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with our allies gives added urgency to favorable congressional action on the
Trade Reform Act.

Our specific comments on the Act follow:

TITLE I

Title I of the bill would grant the President flexible authority to negotiate
reductions in tariffs and non-tariff impediments to trade, although not nearly
as flexible as that requested by the Administration. We find the negotiating
authority necessary and properly circumscribed. Its wise'use could significantly
improve the competitive position of United States exports in foreign markets.
This could be particularly true in several non-tariff barrier areas, One is in
the field of government procurement where negotiation of common international
rules governing rights to bid for government procurement contracts would be
most valuable. Another is in the field of subsidies, which we cover more fully
later in this statement.

There are two innovative authorities granted the President in Title I that
we welcome. These are authorities to suspend import barriers'-to restrain
inflation and to raise or reduce import barriers for balance of payments purposes.

We recommend that the Senate include a requirement that import restrictive
measures taken under the balance of payments authority be in accord with
international obligations of the United States. This is to avoid the danger of
the United States being in violation of international law at a time when ad.
herence to international rules of the game is so important. It is also to avoid
giving a pretext to our trading partners to retaliate against what could be
illegal U.S. actions.

We feel it important 'that there be close and continuing involvement of Con.
gress in the formulation and conduct of United States trade policy. Therefore,
we particularly support those pr(tvisions of Title I that require reports to Con-
gress on certain Presidential actions and also that five members of the Com.
mittee on Ways and Means and five members of the Committee on Finance be
accredited as official advisers to the U.S. delegation to trade negotiations. Close
liaison with the Congress and Congressional advisers on international trade
delegations should be enormously beneficial to the Executive Branch.

One cautionary note concerns Section 102(c) (1) and (2) of Title 1, which
seems to establish a policy that trade negotiations be based on achievement of
product sector equivalence. Although there is a, caveat that product sector
equivalence be negotiated "to the extent feasible," the sectoral objective could
be mischievous. While not entirely clear from the language, it could be inter-
preted to rule out United States concessions in the industrial area in return
for benefits in the agricultural area, or vice versa. This could work to the overall
disadvantage of the United States in trade negotiations through reducing what
could be very necessary flexibility for U.S. negotiators. To illustrate, the United
States is a very substantial net exporter )n the machinery sector. It is possible
that in a negotiation we could improve our overseas competitive abilities within
that sector through negotiating foreign tariff reductions on U.S. exports of
such products only in return for granting other countries reductions in U.S.
tariffs of interest to them in areas totally outside of the machinery sector, It
would seem unwise to prevent our negotiators from so negotiating commercial
advantage. We, therefore, suggest that the Committee on Finance modify sub-
section 102(c) so that it will not unnecessarily tie the hands of our negotiators.,
Dropping of sub-paragraph (2), for example, would help considerably toward
this end.

TITLES Ur

Title , m of the Trade Reform Act contains the traditional "escape-clause
allowing the President to raise tariffs or toimpoe Import quotas In order to
provide domestic, producers and workers relief from competitive imports that
have been found to be Injurious. The tests f01i Import relief In present 14w-the

TaE expansion Act of 1062-have proven too tough. Arccodn ,dmsi
workers and, producers who have felt themselves Injured by competitive Im-
ports have sought relief from the Congress through legislated tariff increased
or import quotas. In recent years the pressures on Congress for import'relief
have been, as members of the Committee on Finance know, widespread and
intonse.
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These pressures would be considerably diminished through passage of the
Trade Reform Act since its revisions of the "escale-clause" will make import
relief attainable on a more realistic basis than is the case at present. The test
in the Trade Expansion Act of 1962 that a ast tariff concession must be
demonstrated "in major part" to be the cause of an Increase in Imports is
done away with completely, leaving only the test that imports be shown to be
a "substantial" cause of serlo,,s injury in order to obtain Import relief.

This represents a very considerable liberalization of the test for Import relief.
We understand that in many of the cases where import relief was denied in
the years since 1962 it was because the first test requiring a demonstration of
causality between tariff concessions and increases in Imports could not be met.
As just mentioned, this test has now been dropped. To have left the remaining
test of 'the Trade Expansion Act that imports in "major part" must be shown
to be the cause of serious injury would In itself have represented a substantial
liberalization. But, as Just noted, even the "major part" test of present law
Is dropped in favor of a new test that imports need only be a "substantial" cause
of serious injury.

In its trade proposals to the Congress, the Administration had proposed dropping
of the tariff concession test but had recommended that Imports should be the
primaryy" cause of serious Injury in order for import relief to be granted. While
to the layman the distinctions between "priinary", "substantial", or even
"major" may seem dubious and not worthy of great argument, in trade law the
words have very distinct meanings, particularly to the Tariff Commission which
conducts the "escape-clause" investigations.

We favor the "primary" test. It provides a somewhat tougher test than
"substantial", although a lesser test than the present one of "major". Raising
tariffs is not without serious implications for the domestic economy and, for
our International economic and political relations. Thus, tariff increases should
not be taken lightly, and the use of the "primary" test would be recognition of this.

We also recommend that the Senate amend the House version to require the
same definition for threats of serious injury as for actual serious injury. As
passed by the House, it would be easier to get import relief where injury is
thrcatmed than where Injury is actually being experienced, This does not appear
to be good public policy. If there were to be a dual standard, it should be the
reverse of the one here.

We believe strongly in the concept of adjustment assistance and support the
adjustment assistance provisions of Title 11, Benefit levels for unemployed
workers are improved over those in present law and firms also would continue to
e eligible for assistance.
As to eligibility for adjustment assistance, the test in the bill Is very simple.

A group of workers or a firm need only show that imports "contributed im.
portantly" to unemployment or the threat of unemployment in the case of
workers, or to economic distress in the case of the firm. This is a very Important
liberalization. We strongly approve of an easier test for eligibility for adjust-
mient assistance than for tariff or quota relief. This appears to establish a policy
that adjustment assistance Is the preferred measure of relief-a policy with
which we agree. It is a significant improvement over the current law which
provides the same unrealistic eligibility tests for both import relief and adjust-
ment assistance.

TIM I1

Title III provides important authority for dealing with unfair trade practices,
an issue that greatly concerns the members of BCAT in their efforts to Increase
the already large contributions they make to the American trade balance.

Section 801 is a vital part of the Trade Reform Act. It arms the President
with authorities to defend U.S. commercial interests against unfair foreign fin-
port restrictions. Hopefully, the existence of this authority and Its judicious use
can gain a better break for United States exprters.

Title III touches on a very sensitive an troublesome matter in both Section
301 and Section 331, (Countervailing Duties). That matter is subsidies in inter-
national trade. We are concerned that as tariffs and other non-tariff barriers to
trade are relaxed, governments increasingly might turn to subsidies to gain
competitive advantages for their producers. Section 801 authorizes the President
to retaliate against such subsidies on products exported to the United States or
to other foreign markets in competition with American exports. Section 881.
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amends the countervailing duty statute, which authorizes the Secretary of the
Treasury to neutralize foreign government subsidies on exports to the United
States through applying a special duty on such products to the extent of the.sub-
sidy concerned.

We have no quarrel whatsoever with those purposes of Title II. We believe,
however, that there is a propensity for subsidies to lead to countersubsidles and
for retaliation by one country against another's subsidies to lead to counter-re-
taliation in return, Such conflicts should be avoided.

We strongly recommend, therefore, that the Trade Reform Act should either
through explicit language or through legislative history express the desire that
a major objective of trade negotiations be the negotiation of an international
code on subsidies affecting international trade. Such a code should have among
its purposes the definitions of the kinds of subsidies that are Acceptable, as well
a agreed. limits on their amount and applicability. To make the code meaningf!l
there would have to be provisions for sanctions In cases where the code might
be violated as well as procedures for operation of the code itself.

One amendment to the countervailing duty statute in Title III does trouble
vs. While the bill provides that the Secretary can waive application of counter-
valling duties during a four-year period following passage of the Trade Reform
Act in cases where he finds such application would seriously jeopardize com-
pletion of the trade negotiations authorized by the bill, it provides such waiver
authority for only one year in instances where the products concerned are pro-
duced in government-owned or controlled facilities. We recommend that the one-
year provision be dropped in favor of the longer period of four years based on
our sharing the judgment In the bill tMat discretion be allowed in order to avoid
jeopardizing the larger objective of a successful trade negotiation,

TITLE IV

Title IV could prove to be the Achilles heel of this legislation, which ECAT
considers vital to the interests and the welfare of our nation. Should this prove
the ease, it would be a compound tragedy. All of the work of the Adminisltration,
the Congress, private groups like ours, the negotiators who formulated the
Tokyo Declaration last autumn and who have engaged in many meetings since--
all this would be wasted. Doubts about the capacity of the American government
to act decisively would seize the imagination of the mass media and would
sweep through the capitals ot e-World.

The members of ECAT have too much faith in the Congress and the Admin-
istration to believe this will happen. Our recommendations have not changed,
We support the President's original proposal for authority to grant most-favored.
nation treatment to non-market countries pursuant to trade agreements, We are
also In favor of continuing existing authority to extend export credits to such
countries.

I would not use your time to plea for this position. Rather, I would have you
know that our members look to this Committee and to the Congress as a whole
and to the Administrltion io exercise the talent for compromise and Innovation
that has served our nation so often before to rescue the worthy objectives of
all parties to the disagreement on Title IV.

TILl V

We support this title which would authorize the President to extend duty-free
treatment to eligible imports from less-developed countries. Such action would
Irmit implementation of commitments to provide tariff preferences made by
Presidents Kennedy, Johnson and Nixon to representatives of developing coun.
tries, It would also enable us to join with the other Industrial countries of the,
Free World in implementing tariff preferences for the developing countries.

We recommend that the Committee on Finance improve this title by inserting
a provision requiring the PresIdent to hold public hearings in order to ascertain
the economic effects that would follow the retraction of any tariff preferences
once they were extended, As the statute now reads there appear to be no such
procedural safeguards. We believe they are necessary. Public hearings would
afford the President economic information he otherwise might not have when
deciding whether to eliminate any particular tariff preference. It would also
safeguard the interests of domestic producers and consumers whose well-being
might depend on duty-free treatment.
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TITLE VI

This title deals mainly with definitions of terms used throughout the Act, and
with amendments to related statutes. There is, however, a very major matter
treated in Section 0 having to do with international drug control.

As mentioned at the outset of our statement, the House committee on Ways and
Means painstakingly wrote into the Trade Reform Act a series of commendable
limitations on Presidential authorities. Section 0, however, grants the President
unlimited authority to "embargo trade and investment, public and private, with
any nation .. ." whenever he determines that any country is not taking "ade-
quate steps" to control international drug traffic. This appears a wide-open avenue
or Presidential actions of almost any sort in the trade as well as investment

fields. It also appears to provide the potential to undo the earlier limitations on
Presidential power.

We certainly agree that International drug control Is of high national priority,
but suggest that it not be dealt with in a bill dealing with normal commercial
trade.

SOT SUPPLY AMfENDMRNTS
Senators Mondale and Ribicoff have introduced a most important amendment

to the trade bill that would direct the President to seek international rules
designed to guarantee access to scarce supplies. When access to such supplies
would be denied the United States, the amendment would authorize the President
to retaliate against the offending country or countries through restricting imports
from them, through cutting off economic or military aid to them, and through
prohibiting U.S. private direct investment in their economies.

This amendment is most timely as supply scarcity becomes more and more an
economic and political problem. As suggested, international rules promoting fair
accessto supplies should be improved and consultative mechanisms established
through which problems of supply shortages hopefully could be accommodated.
We support such action.

The guaranteeing of access to scarce supplies, however, is a much more difficult
matter. Other than through commodity by commodity agreements with supplying
countries it is hard to see how the scarce supply problem could be handled. The
countries witl! scarce supplies in many cases will be the less-developed countries.
For many years they have sought commodity agreements with the major con-
suming countries in order to ensure stability of prices for their primary product
exports, and often without success. Scarcity gives great strength to their current
negotiating positions. Such negotiations will be difficult.

Future short supply situations also could be like the present one whereby petro-
leum has been denied tie United States by exporting nations primarily for
polttioal reasons. In such situations, economic retaliation might not be enough
to guarantee resumption of supply, or might even prolong any embargoes. This
is not to argue against economic retaliation, but only to note its possible
limitations,

When considering the question of scarcity of. supply, It 1 important to recog.
nize that among the industrialized countries the United States is extremely rich
in resources. In negotiating international rules concerning access to scarce
resources we should be inindful that commitments obligating the United States to
share its resources could outweigh prospective economic benefits, Nonetheless,
the United States for humanitarian, political or other reasons might still want to
assure access to its trading partners to scarce U.S. resources.

In concluding our comments on the short supply amendment we would note
that several parts of the bill could be interpreted-or could easily be amended-
to deal with the issue of retaliation when the U.S. is shut off from access to sup.
plies. Section 301, for example, would seem to provide such authority. Similarly,
Section 101 tariff authorities and Section 102 non-tariff,authoritles might be
interpreted or amended .to deal with commodity agreement negotiations.

I appreciate the opportunity you have given us to presetit our views,
[Thereupon, at 12:35 p.m., the committee recessed, to reconvene at

10 a.m. on Friday, March 22,1974.]
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FRIDAY, MARCH 22, 1974

U.S. SENATE,
SENATE COMMITTEE oN FINANCE,

Washington, D.C.
The commniittee miet at 10:15 a.m., pursw1nt to recess, in room 2221,

Dirksen Office Building, lion. Vance Hartke, presiding.
Present: Senators Hartke, Talmadge, Nelson, Bentsen, Fannin,

Hansen, an( 1ackwood.
Senator HATKP.. The committee will please come to order.
This morning we resume our hearing on H.R. 10710, the Trade Re-

form Act.
All witnesses have been instructed to confine their remarks to a

10-minute summary of the principal points in their written briefs.
Our egg timer will be operative throughout these hearings.

For the consolation of the witnesses, the 10-minute rule will apply
also to the Senator's interrogation of the witnesses. Senators who wish
to interrogate a witness for a prolonged period of time will have a
stenographer available and may utilize the executive room after the
witness has been interrogated by all other members of the committee.

Our flrst witness this morning is Ieonard Woodcock president of
the United Auto Workers Union. Good morning, Mr. Woodcock. We
welcome you to these proceedings. We are delighted to have you here
with us this morning and I am very interested in your testimony.

STATEMENT OF LEONARD WOODCOCK, PRESIDENT, UNITED AUTO.
MOBILE, AEROSPACE & AGRICULTURAL IMPLEMENT WORKERS
OF AMERICA (UAW), ACCOMPANIED BY HERMAN RBHAN, DI-
RECTOR, INTERNATIONAL AFFAIRS DEPARTMENT

Mr. WooDwocK. I have Mr. Herman Rebhan with me, who is director
of United Auto Workers International Affairs Department. With your
permission. I would like to file the statement.

Senator HART=CE. Yes, the entire statement will appear in the rec-
ord an( you can do whatever you want to.

Mr. Woonxocic. I would like to address myself to two points: First,
with regard to H.R. 10710 and our opposition to the bill and its totality
because of what we consider willfully inadequate provisions for ad-
justment.

Assistance for workers and also for the communities in which those
workers are stranded. The point is made that the mor liberalized trade
system is for the national interest, and we don't quarrel with that con-

(857)
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cept, but if individual citizens then become the victims of what is done
in the national interest, they are certainly entitled to protection, full
econondli. protection until they call reestablish themselves in terms of
equivalent employment.

Of course what came out of the House was somewhat better than.
that proposed by the administration but still, in our opinion, extremely
inadequate and, of course, pays no attention whatsoever to the fringe
benefits which the American worker is so much more dependent upon
than any worker in any other industrialized societ

Of course, when yoi take a look at the fringe benefits, that adds an
additional 17 percent of total nonstatutory compensation in 1972.

The fact is, and I am sure you agree, Mr. Chairman that the inade-
quacies of our social insurance system, as compared to the average wage
while working, are such that many things that we have to bargain for
collectively, in other industrialized societies are the result of govern.
mental protection, the governmental system which continues whether
the individual is working or not working.

That is not. true in our society and the lack of that in H.R. 10710 is a
grave deficiency, indeed.

With regard to job .earch. relocation and training allowances, the
bill is even furt-her from the mark and what we are proposing, as I
proposed to the ]Iouse Ways and Means Committee some months ago
are similar provisions to those promulgated by the present adminIs-
tration, then Secretary of Labor, when the Amtrak situation was be-
fore the Congress:

That the workers should be concerned that tie full wages and fringe
benefits applicable to his former job, plus any subsequent increases In
those wage rates or improvement in those fringe benefits for the pe-
riod of time equal his previous railroad employment.

There it was up to a maximum of 6 years. We say it should be on a
time-for-time basis. If he is there 2 years, 2 years protection; 10 years,
10 yeans protection.

What I find to be a matter of curiosity, when I discussed this with
private industrialists or those involved in the multinational concept
that if indeed a worker is injured by virtue of a national policy estab.
lished in the national interest, lie should be fully protected.

They say that privately, although not publicly, the Committee on
United States Commerce did come forward with a much stronger ad-
justment provision than appears in the House passed bill.

The other matter to which I would like to address myself is a prob-
lem which we are now faced with in the domestic automobile industry
as a result of, in large part, the energy crisis.

The city of Flint, Mich., has an unemployment rate currently be-
tween 20 and 25 percent in that general community.

Senator HAnMExi. Is what you are saying in the Michigan area, in
the automobile industry or generallyI

Mr. WooicocK. It is impacted in certain areas.
Senator HAWRrKI. In other words, if you take the total area of Michi-

gan, you don't get the same results, but you have between 20 and 25
percent unemployment I

M r. WooDCocK. In the city of Flint-
Senator HAIRTKT. What about the city of Detroit?
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Mr. WooDcocK. The general unemployment where the national aver-
age is 5.2 pecrent, tile unemployment rate in the State of Michigan is
10 percent, but impacted in cities like Flint, Lansing, and Pontiac
where they were building the big cars and the intermediates that had
fallen off in sales by 45 and 50 percent, that unemployment is up as
high as 15 and 25 percent.

People say that is the fault of the domestic industry. I am not going
to quarrel with that. We have been arguing with them for years. We
are talking about more economical cars. Small is not necessarily eco-
nomical. The public notion that small equals economic is not true. Some
small cars are equally as uneconomical as cars much bigger.

Senator HARTKE. And much more unsafe. I went through that yester-
day with my auto safety hearings. That was in a different committee.
There is no question that the small car is not as safe. The small compact
with seat belts is as safe as a large car weighing 5,000 pounds without
a seat belt. We are trading off killing people for the energy crisis in
small cars.

Mr. WOODcocK. I would prefer to leave that to another day.
Senator HARTKE. All right, fine.
Mr. WooncocK. We have asked that the statement be filed that there

be temporary quotas to expire September and October 1975 which is
the beginning of the 1976 model year. That (toes give the domestic in-
dustry full chance to accommodate itself to the new car market condi-
tion. They are making efforts to (1o that, and they have got to make
greater efforts than they have made to date.

We do not want to shield them from the effect of competition, but
we do want to shield the workers in the industry, particularly those in
the impacted areas from the full brunt of what was not their mistake,
but what was the mistake of others.

Now what we are told, what we ask for is that the quota limitations
in tile market this year and the market next year equal the penetration
of the last 3 years which is about 15 percent which, of course, would
be 15 percent of a currently smaller market. There are those who allege
that that would in fact violate the General Agreements on Tariff and
Trade.

I would like to suggest an alternative not in our statement because,
currently, the problem is not that great. In fact, the imports, with a.
few exceptions in the minor numbers, have also fallen considerably in
this market as against, a year ago-the total for all of the imports in
January was down 22.5 percent and in February it wtas down 25.8 per-
cent. So they have increased their share of the smaller market to about
17 to 18 percent. The numbers are down and their penetration is up
abit.

Obviously, that does not represent any great danger point, but if we
wait until i fact the danger point is reached, when it can go as high
as 25 to 30 percent, because some claim they have supply problems
hence sales are down ; if we wait until the danger point is reached and
then try to get legislative protection, it will have been too late It isn't
just a temporary loss of sales: We have an ongoing loss of sales that
carries forward years into the future.

What we are concerned about is tile potential injury rather than the
actual injury that we are currently facing; I would like to suggest, Mr.
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Chairmsa4, the possibility of quota legislation that would give the
President the power to impose quantitative quotas at the point where,
if he were not to act, grave and serious injury at that time and stretch-
ing for an unpredictable time into the future would occur (because
wIhen one buys a car, there is a tendency to trade that car in on the same
kind of car at some future time plus, of course, the loss of the parts
market).

The other thing is again in the alternative because we have said
Canada should be exempt because of the Canadian Auto-United States
Trade Pact on which I know you have strong opinions.

Another way of accomplishing the same goal would be a temporary
increase in the tariff rates. The IT1nited States, in fact, has the lowest
automobile tariffs of any producing country: 3 percent. The original
six countries of the Common Market have a tariff rate of 11 percent.

The United Kingdom has a tariff rate of 11 percent; Japan has a
tariff rate of 6.4 percent; but .Japan also has many other restrictions
on keeping them down to a very low level. I suggest that there is no
other car-producing industrial country that wofld face this possible
severe crisis in its domestic. industry without taking some temporary,
at least, protective measure to guard against it.

So as a second alternative, we would suggest the wisdom of an
increase in the tariff of 3 percent, also to terminate with the oncom-
ingof the 1976 models in the fall of 197T.

.Senator HArrKE.. Thank you, Mr. Woodcock. I am not in charge of
the rules. If we had more time, I would give you more time.

Let me point oit somethig that concerns me about the whole trade
bill concept. All these trading principles are based upon the old theory
of free trade with comparative advantage. These are nice economic
doctrines. You are in the labor movement. When you talk about the
questions of compantive advantage so far as the price of labor, in for-
eign countries; how do they coin pare with the wage scale of the auto-
mobile workers here in America? Take for example Japan or Germany.

Mr. WOODOOCK. They change constantly as the currency relation-
ships change. For example, last August when I visited the Volvo works
in Goteborg, Sweden, their average was $4.80 an hour, whereas ours
was $5.03 an hour. The differences come. when we have to bargain for
supplemental pensions, supplemental unemployment benefit protec-
tion, for health protection, which costs us almost 50 cents an' hour,
which are all a product of governmental system in all of these other
countries. The gap in the last 5 years as between wages in Japan as
compared to ours has narrowed substantially. They have been moving
up in heavy percentages.

I understand when they are moving up on a percentage from a lower
base, it may not necessarily close the gap, the gap not only In per-
centage terms but in actual gross terms is also substantially narrow.
The same thing is true of West Germany.

Senator HArmpr. That is true there. In the penetration of these other
markets, the largest assembly plant is in Brazil, is that not true? Sfto
Paulo. They have now the largest assembly plant in the world. That
wage scale is not anyWhere close to the waie scale here, right?

Mr. WooDcocK. That is true plus there are all manner of subsidies
given by the Government.
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Senator Hrs. That is right; in addition to the subsidies, there
is the question of the local content requirement as far as that automo-
bile is cncerned. All types of arrangements are made. If we came into
this trade agreement.at this moment, would other countries retaliate
against youl We are the ones in the position to retaliate, not those
other countries. If there is any country that could live in a self-
sufficient manner, maybe at a reduced standard, the United States is
that country. Why do we have to come to our knees and beg for for-
giveness because we have been more generous I

Winston Churchill said of all the countries, the United States has
been the most generous without need of ransom from friend or foe.
That is nice, but you can't live on accolades.

In Japan you have no unemployment. The Japanese have a guaran-
teed annual wage. They know that they are not going to be thrown
out of work.

Germany has overemployiment. I would hope that the whole labor
movement would keep its eyes upon the ultimate. What you really
want is not a matter of an adjustment system but honorable employ-
ment.

Mr. WooDCoo. Of course, but if you will forgive me, we are still
not standing along with the rest of the labor movement in support
of our bill.

Senator HART I understand. As long as you come out for the
principles for which I stand, you can support anybody you want to.
You are for quotas and I am for quotas. I, too, support increased ad-
justment assistance. The Amtrak provision is one that I put through
the Congress, and there is nothing wrong with that. It is high time
some of the rest of the people in Congress understand that the work-
ing people are paying the majority of the tax bills. The UAW are
educating their children and paying the bulk of the taxes, not the Re-
publicans. I will hold off and give my colleagues a chance.

Mr. WODoOcK. May I answer the question ?
Senator HARTxE. Yes; you are on friendly ground.
Mr. Wooocoocx. We can compete with the imports at the present

rate. When you chance over engine lines and other components, trans-
missions and so on, that is a problem that takes several months. That
is why we have this crisis. We can compete now.

When I was meeting with the top management of Volvo which is
going to come here and build a plant in Virinia, the-president of that
company said to me we do not make our decisions where to locate based
upon the wages paid in the country. That is a minor factor. What is
important is availability of materials and supplies, and closeness to
the market.

Senator HARM. And the Government action?
Mr. WooomoK. Yes.
Senator HAR=. Did you ever see a Toyota built and made in the

United States?
Mr. WooCooK. I hope to.
Senior H .mx. Could you conceive of seeing the sign "Toyota:

Made in the United States for the Japanese" ?
We we a big box on the Japanese television which says: "Dart.

Made in Japan for Americans." You can't get in their market, There
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are lust too few American products in Japan. It is not because we
aren t competitive. Their restrictions keep us out. Being fair is a two-way street.Y would like to see the United States being fairer with itself for

a while.
Mr. Fannin.
Senator FANNIN. Thank you, Mr. Chairman.
Mr. Woodcock, it is good to have you here this morning. In many

ways I disagree with our chairman. On the Burke-Hartke bill I
disagree. I don't know where you stand on that legislation, but I
was very pleased to see some of your positions relating to the auto-
motive industry. I sup )ort you entirely. We have a very serious prob-
lem. What has been il lustrated about the Japanese is most indicative
of the seriousness of the problem.

Do you feel that, given a fair break as far as tariffs are concerned,
do you feel if we could have an equalization of the tariff aid have
a fair break in the world markets that we could soon be exporting
plenty of cars from the United States?

Mr. WOODCOCK. We could, but I don't think we would because long
ago the American companies made a corporate decision to export capi-
tal rather than cars, to in fact move bodily into these othei countries
and economies, so that they have no incentive to export except in a
minor way.

Senator FANNIN. Wouldn't they have an incentive to export toAp)an Iifr. WOODCOCK. They have taken the alternative route.

Senator FANNIN. I know what you are talking about and the dif-
fereint deals that were contemplated. Some of them have gone through
and some of them are projected.

Mr. WOODCOCK. The Ford deal went through and GM went through
with one of the minor producers.

Senator FA-NNI.N. It is still a market that, if open to us, might give
us an opportunity. Of course the way things are going with the weight
charge, the nontariff barriers, the horsepower and the weight and the
whole base and all those things make it just impractical, and I know I
have talked to many of the automotice companies when they were try-
ing to get cars in Japan and I have also been over there, but don't you
fel that we have a very serious problem not only in the automotive
industry, but in other industries--as long as we are buying gas and
other countries are not, we are not going to be able to correct many of
these problems, is that your feeling?

Mr. Wooixocx. If the essential elements of free trade are to be ob-
served, it has to be on the basis of fairness and equality of the rules.

Senator FANNIN. Do you think under GAT, with the composure
of the organization, that'we can get a fair break f

Air. WooncoK. I Would believe so over the long run.
Senator FANNIN. That is why I asked you that question. I am just

posing this question not intending to give any weight to it because I
know you feel as I do, but a 81.-percent tariff is very unfair when they
are charging the higher tari ff, percent on the average in the Euro-
pean countries. Why have we not been able to'get a fairer break? You
have fought for it. You are probably very familiar with the voting
structure that has made it impractical for us to get that break. Do you
feel in the future we will have any better chanceI
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Mr. WoomCOK. We have to recognize, Senator, until 1969-70 we were
a very dominant factor in the international market and certainly the
Japanese economy, as it came out of World War U, needed some pro-
te&ion to gt on -its feet, but after it got on its feet in the big Malh, I
don't think enough adjustments were made. Some were s bht 1
don't think enough.

Senator FANmR. You are talking about quotas. The Anieric p ,
pe are adverse to quotas. Don't you think we would be n .sV r
position to curtail, at least to make it more applicable if IQjit4a
higher tariff on the Japanese cars or on the cars coming into Al
try I Why should we permit them to come in at 8b percent when they
are charging us 17? Would you be in favor of a higher tarifi?

Mr. Woo6ocK. In our statement we asked for quotas, I said tin the
Alternative orally today that the power should go to the President to
impose quantitative quotas on a temporary basis at the point we reach
*ubstantial injury on an ongoing basis or, in the alternative, a tem-
porary increase in the tariff until the domestic industry can make the
adjustment because I have every confidence they can compete apart
from the technological problems we have.

Senator FAtmN. That temporary increase would be based upon
what happens as far as the other countries are concerned. You are
talkina about being able to compete with those cars coming in.

Mr. WOODoooiK. Yes.

Senator FANNIN. And not competing with exports?
Mr. Wooncoz. I am mostly concerned with the domestic markets

at the moment.
Senator FANNi. I share your concern. I wish we could do some-

thing about it. I was hoping to get something done to increase_ the
tariffs. We started in some years ago. The first time we started on
it at that time they had a 1T.percent tariff. In those tariffs we had
a better chance.

Mr. Woodcock the Canadian auto agreement legislation, in effect,
created a special liberalized program of adjustment assistance for
autoworkers. One of the trigg.rilig criteria in that law is decreased
exports. Would you favor making trade adjustment assistance avail-
sble for workers who become unemployed by reason of decreased
exports generally or because of export controls or import restraints,
,or even plants closing down and going abroad? Isn't the principle
the same in each case I
, Mr. WooDcoo. Yes; it is, in 1964, when the auto pact was under

.consideration, we so advocated and we did at the point of its renewal,
Currently, the terms of trade this past year have swung substantially
against Canada, having been on the other side for a couple ofyears.

Senator FANNr. Yes. In your statement I did want to call your
attention to a few errors and perhaps you have corrected this, I am
-orry I wasn't here to hear your complete testimony$ but this might
affect or change your attitude toward this legislation:

You state that the bill would give a worker "benefits equal to 70percent of (his) weekly wages lifted by a maximum of Tp percent
'of the average weekly manufacturing wage." Actually, the maximum
limit is not "O percent but 100 percent of the average weekly manu-
lactur", wage, throughout the 52 weeks of eligibiliy.

Mr. Woon zo. If we made an error there, we would certainly be
C happy to correct It.

$0-22-74-ptL S-11
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Senator FANNIN. I just wanted to call it to your attention.
You also stated that relocation allowances would be confined to

heads of families, thus excluding single workers. Actually, under the
bill passed by the House, relocation allowances would be available
to any adversely affected worker, married or not.

Those are just a couple of items that I did want to call to your
attention.

Mr. WooDcoCK. We will certainly check those.
Senator FANNIN. Let us assume that a corporation has facilities

in Europe and pays a tax of 50 percent to the European country, and
then the U.S. taxes that corporation approximately 50 percent. This
policy would amount to 100-percent confiscation. You are not in favor
of the tax program of that nature, are you ?

Mr. WOODCOCK. No, we have become aware that we have to take a
look at this problem. It is not quite consistent with the comparison
we made of taxation in the States.

Senator FAN NIN. If we follow your recommendation and allow a
deduction for foreign taxes paid at approximately the 50-percent rate,
this amounts to a net effective tax rate of 5 percent.

Mr. WoococK. It could in fact be to the advantage of other country
based multinationals.

Senator FANNIN. That isn't your desire?
Mr. WOODCOCK. No that is not our intent.
Senator FANNIN. Thank you, Mr. Woodcock.
Senator HARTKE. Senator Talmadge I
Senator TATMADOR. I regret I had another very important engage-

ment and didn't get here to hear your testimony. I will read it at my
earliest opportunity.

I have Ioni been concerned with imports that have affected a lot
of our vital industries and jobs. Automobiles is merely one of them.
I think this committee, and this Congress, must pay serious attention
to that because we have many countries flooding us with imports,
Japan, particularly. You see a great number of automobiles made in
Japan on the streets, but you don't see any American automobiles in
Japan. I will work with the committee on this. This is a unique situa-
tion. It is testing the patience of all of us.

Generally, do you object to American business investment overseas
or overseas investment in the United States.

Mr. WooDCOCK. No, with regard to investments from overseas in this
country, we are in favor of it. I have been in contact with Toyota and
the same thing at Volkswagen.

Senator PACKWOOD. You are going ahead with the Volvo plant in
Virginia Y

Mr. WOODCOCK, Yes.
Senator PACKwooD. Explain how the foreign tax credit is an unfair

tax credit for overseas American investors.
Mr. WOODCOCK. This was brought lo my attention only this morning,

but maybe our basic arithmetic is not quite correct, and I would like
to have that gone through and file a suplementary statement.

Senator PACKWOOD. But to the extent that it is not unfair taxation,
to the extent -they pay the same taxes overseas as they would if they
were here, you have no objection as long as there is no particular
advantage to go overseas?
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Mr. WooDcocK. As long as it doesn't operate as an incentive to go
overseas.

Senator PACKWOOD. What kind of a situation do we get ourselves
into if we have import unemployment insurance that is different from
other unemployment insurance and you have workers in different
industries receiving different benefits because they are unemployed
for different reasons?

Mr. WOODCOCK. We had that with the United States-Canadian Im-
port Act. We had some practical insurances. It didn't indicate any
problems that I am aware of. The Amtrak situation is another case in
point.

Senator PACKWOOD. I see us moving down the road of too much
unemployment compensation because of the energy crisis. The auto
agreement compensation was a special kind of insurance. Now we ha ve
Amtrak, and then we will have import unemployment compensation
and I am wondering if we won't have so many kinds of unen I)loyment;
compensation that the system will not make sense?

Mr. WooDcocKc. One solution would be to make the universal systemn
good enough that it could meet all these tests.

Senator PACKWOOD. I bave no other questions.
Senator HARTitK. Senator Nelson?
Senator NELsoN. I was over on the floor handling an amendment

and I have to go back in 3 minutes because it is coming lip again, alid
I haven't had a chance to read Mr. Woodcock's statement, so I will
pass.

Senator HAnTK. I quite agree with much of your statement. I com-
mend you on your tax analysis. I don't know who has told you. vot
made a mistake. I have read this briefly while I was here. andt I h'ope
you don't let somebody mislead you with the foreign statistics that
come in and affect the scene.

Mr. WooDcOCK. When a trusted member of the staff says I think
we are little bit off on this, I am going to take a look, at least.

Senator HARTKE. Tell him to talk to me.
Mr. WOODCOCK. It is Herman.
Senator HAWRKE. I will be glad to talk to him, there may be somo

implications where you want to see complete elimination of the foreign
tax credit. I never advocated that myself. You don't advocate that.
You just introduce it laterally.

I quite agree with your publication in which you say that the trade
bill betrays labor. Compared to what we are probably going to get.
I could probably take what you offer and be very happy with it.. I
think the American people would be a whole lot better off with it as
well. You want a decent adjustment allowance, not only for the
workers, but to help the communities which are thrown into halvoc.

As far as the tax loopholes for international corporations is con-
corned, it is here that one finds the biggest abusing parties, and thaft
is not the automobile industry. The biggest abuse is by the oil com-
panies which have contributed to the oil crisis. Their effective tax
rates are meager: Exxon, 6 percent, Texaco. less than 2 percent: all
the seven sisters are paying less than 5 percent Federal tax rate. Your
quota provision, you know as well as I do, goes farther; it is a matter
of degree, and not of substance.

I lie and appreciate your proposals, Mr. Woodcock.
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Thank you for being with us.
Mr. WOODCOCK. Thank you very much.
[The prepared statement of Mr. Woodcock and a letter to the chair-

man follows:]

PABPARED STATEMENT or LENARD WOODCOCK, PRESIDENT, UNtIzD AuTOMOBILE,
AEROSPACE, AND AORTOULTURAL IMPLEMENT WORKERS or AMERICA (UAW)

In May of 1978 I had the opportunity of making a statement to the Ways and
Means Committee of the House of Representatives on proposed legislation on
international trade sponsored by the administration. At that time I contended
that the administration's proposed legislation contained grave defects and dangers
and I therefore asked the Committee to reject the administration's bill and
draw up completely new legislation which would meet the real needs of our own
-and the world's economies. Although the House did introduce some changes
In the proposal, the changes are altogether too timid, falling particularly short
'in such areas as the regulation of foreign trade, adjustment assistance to work-
ers displaced by imports, and the taxation of U.S.-based multinational corpora.
tions.

In view of the fact that the bill before the Senate has, in our opinion, sub.
stantially the same defects as the one introduced to the House over a year ago,
my testimony will briefly restate the main reasons we find this trade package
unacceptable, and the proposal with which we would like to see it replaced.

In addition, I am proposing a specific type of import relief designed to cushion
the effects of the very serious events which have disrupted our economy and
that of most Western nations since my statement last year. For UAW mem-
bers in particular, the energy shortage has brought about a situation more dis.
astrous than anything since the Great Depression. Consumer demand has shifted
suddenly and radically from the traditional standard automobile to a smaller,
more economical car of the type produced In huge quantities in Europe and
Asia. The industry has only a limited short.run ability to change over to small
car production and will find itself unable to meet the demand for some time
to come. Meanwhile, foreign manufacturers are under great pressure to step up
exports to the U.S. due to their increasxt need for foreign exchange growing
out of the oil situation. With the tariff too low to restrict the inflow from
abroad, the rising demand for small cars will largely be met by imports, which
could well seize 80 percent of the market. It ts to mitigate this all-too-likely
economic disaster that we are requesting this Committee to institute temporary
quantitative restrictions on imports of cars until September 1976.

The UAW's concern is now, as it always has been, with the practical human
purposes and effects of international trade. I cannot stress too strongly the
relationship between our support for sound trade policies and our insistence
that they be accompanied by measures that will protect workers against hard.
ship and exploitation, contribute to improvements in their employment oppor-
tunities and living standards and maximize benefits for consumers.

I. SUMMARY OF MAJOR DEFEOTS If N. 10710

H.R. 10710 would legislate on a wide-ranging number of subjects related to
international trade. Among the major reasons we find this piece of legislation
inadequate are the following provisions on adjustment assistance to desplaced
workers:
1. Benefit Levels

We were encouraged to learn that the trade bill as passed by the House pre-
serves the principle of special consideration for workers injured by international
trade (these workers would have been covered by regular unemployment in-
surance in the bill as first Introduced by the administration) and that it is a
more generous version of the administration's meager adjustment assistance
proposals.

However, the benefit formula as passed by the House Is still woefully de.
ficient. During the first 26 weeks of adjustment assistance It would provide
benefits equal to 70 percent of the individual worker's wage limited by a maxi.
nMum of 70 percent of the average weekly manufacturing wage. During any sub.
sequent week up to a total of 26 additional weeks, the benefits would decline to
65 percent of the individual workei's wage limited by a maximum of 65 percent
of the average weekly manufacturing wage. This formula, which yields initially
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a current maximum of $116, would provide the average auto worker today with
only 47 percent of his weekly wages (including overtime) and a much lower per-
centage of his total compensation, I.e., wages plus the value of his fringe benefits.

#. ringe Benofite
No provision Is made to assure continuance of valuable fringe benefits essen-

tial to the welfare of the families of the trade-displaced workers-for example,
hospital-surgical-medical-drug insurance and hitherto accumulated pension
credits. The Importance to workers and their families of fringe benefits derived
from and dependent upon their employment cannot be overemphasized.

In the case of UAW members employed by the major automotive corporations,
negotiated "social Insurance" benefits (e.g., pensions, medical Insurance, etc.
won by the union as distinct from legally required employer contribution)
amounted to approximately 17 percent of total non-statutory compensation In
1972. They would cost vastly more if an unemployed worker, assuming he had
the funds, tried to buy the same protection individually

In a society like ours, with the worst and most inadequate social Insurancesystem in the industrial world-a system characterized mainly by gaps, ano-
malies, deficiencies and injustices--these fringe benefits are absolutely vital to
the security of the worker and his family. When he loses his job he loses the
protection its fringe benefits provide and faces, financially naked, the deadly
hazards against which they are designed to safeguard him and his family.
8. Job Searo. Reloatoi and Traing A Lowanmes

The pertinent provisions of H.R. 10710 are thoroughly In harmony with the
pattern of inadequacy that characterizes the remainder of Its adjustment as-
sistance program.

The job search allowance is largely illusory because it would be available only
if the unemployed worker were to pay 20 percent of the total expense involved.
This would mean that he would have to dip into the miserly benefits offered by
the bill or into whatever savings be might have left after the duration of those
benefits had been exhausted.

The relocation allowance proposals also would require cost-sharing by the
worker and, in addition, would confine eligibility to heads of families (thus ex-
cluding single workers) who apply before they exhaust their unemployment
benefits on the basis of a job or job offer obtained within that limited period,
After they exhaust their benefit rights and therefore become even worse off finan-
cially, no relocation assistance would be provided.

For a trade-displaced worker who is engaged In authorized training which "Is
provided in facilities which are not within commuting distance of (his) regular
place of residence" H.R. 10710 offers "subsistence expenses for separate main.
tenance" not to exceed the munificient sum of $6 per day. That figure was ludi-
crously low when It was written into the Trade Expansion Act (TEA) 12 years
ago. The Consumer Pric has risen by 54 percent since then.
4. Absenoe of Assistance to Qtommunities

Although the House added an assistance program for firms harmed by import
competition to the original administration bill, an assistance program to com-
munities is still conspicuously lacking In H.I 10710. Certain Industries are heavily
concentrated geographically. Foreign competition with the products of such In-
dustries can deal devastating blows to the economies of whole communities, facing
them with the prospect of becoming ghost towns. Experience has shown, how
ever, that the federal government, through timely and coordinated action by Its
appropriate agencies, can revitalize communities threatened by economic dis-
aster. Actions taken in certain communities when military installations were
withdrawn from them provide outstanding examples of what can be accomplished
where there is a will to do so and means are made available.

Ii. UAW POSOAL
In the United States the principle that workers should not bear a dispropo.

tionate share of the cost of actions taken in the public Interest was substantially
recognized when Amtrak was created to take over railroad passenger operations,
Under provisions promulgated by the present administration's then Secretary of
Labor, a railroad worker laid off or downgraded as a result of the creation of
Amtrak is assured of the full wages and frnge benefits applicable to his former
Jobi plus an subsequent increases in those wage rates or Improvement in those
YWo bge ne ts for a period of time equal to the length of hs pretous railroad em
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ploymcnt up to a maaslmum of eMe years. In addition, lump sum severance pay is
available to those workers who prefer it to Income maintenance payments, provi.
*don Is made for retraining and generous allowances are payable to workers who
relocate to take other jobs.

There is absolutely no reason in logic or equity why similar provision should
not be made for workers displaced as a result of the nation's international trade
policies.

Additionally, certain deficiencies in the Amtrak protection should be corrected
in providing adjustment assistance to trade-displaced workers as follows:

Maintenance of wages and fringe benefits should continue on a time-for-time
basis, that is without the six-year limitation provided by Amtrak.

The worker's Social Security and unemployment compensation rights for
the period during which he is entitled to maintenance of his wages and fringe
benefits should be protected.

Workers engaged in retraining under the adjustment assistance program
should have their wages and fringe benefits maintained until they complete
the retraining program even if the maintenance period otherwise would end
earlier.

A relocation bonus should be paid to those workers who move from one
community to another in order to obtain new employment.

lit lieu of H.R. 10710 "Job search" proposal, job and community "prospecting"
costs should be reimbursed in full.

Special provision must be made for older workers whose age makes it unlikely
that they will be able to obtain suitable new employment.

IU. TAX LOOPHOLES FOR INTERNATIONAL CORPORATIONS

The tax elements of this trade package are nothing more than a sop thrown
to the growing numbers of Americans who are deeply concerned with the
damaging effects of U.S.-based international corporations on our country's em.
ploynient, its trade and payment balances and its political relations with other
countries. Our present tax laws provide huge financial incentives which have
the effect, in many cases, of making corporate investment abroad preferable to
investment at home. There is no attempt in this bill to deal with any of these
incentives which include deferral of taxes on unrepatriated profits of foreign
subsidiaries, a credit for foreign taxes on profits and various tax preferences
for Western Hemisphere trade corporations, less developed country corporations
and investment in U.S. possessions.

To improve the present situation whereby tax legislation encourages Invest-
ment decisions which are often neither socially desirable from the point of view
of U.S. workers and consumers nor efficient from the point of view of the world
economy requires a far more fundamental realignment of the system of tax in.
centives than is provided by the trade bill under consideration. On balance, I
am inclined to recommend repeal of all of the tax preferences for foreign in-
vestment, plus the repeal of the DISC legislation, with the reservation that fur-
thor study should be given to the alternatives of complete elimination or sharp
reduction of the present 100 percent credit for foreign profits taxes. At the very
least deduction, rather than credit, treatment should be applied to that part of
foreign profits taxes which is equivalent to the tax which the corporation would
have paid had it operated-rather than overseas-in that state of the United
States in which it would have been required to pay the highest state profit taxes.
This would mean that no foreign country would have a tax advantage over any
state of the United States.

MY. NEED FOR TEMPORARY QUOTAS

Under ideal circumstances international trade contributes to expanding and
consolidating markets, rationalizing the international division of labor and re-
straining prices through competition. If government policies regarding the dis-
tribution of wealth, power and income permit, all of these ideal efforts of
world trade may, In turn, contribute to improving the well-being of working
people and their families. Thus, expanding and liberalizing world trade can,
under certain conditions, make a major contribution to basic trade union-and
human--objectives.

However, the international trade and monitoring system has recently re-
ceived shocks of a magnitude unprecedented in peacetime since the l0s. The
shock waves from these, If left to sweep uncontrolled throughout the world
economy, could do untold damage. When he sees a tidal wave approaching, no
sailor will be content to reflect philosophically on the fact that the forces of
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gravity will ultimately restore calm to the surface of the ocean. What good is
ultimate calm if by the time it arrives the ship has already been sunk?

And it is no exaggeration to say that a tidal wave reminiscent of and in some
respects even worse than the disastrous year of 1958 is breaking over the auto.
mobile industry. The 1958 slump, although especially severe, was basically one
of the industry's cyclical downturns, even If it did have some of the character-
istics of today's auto market problems. The stock of cars in use had a higher than
usual proportion of late models, as is the case now. But unlike today, the drop
In production between the 1967 and 1958 model years represented an acceleration
of a downward trend rather than a fall from a peak year, such as we face at
the moment. A look at the figures reveals that the picture is more distressing
in 1974 than it was in 1958. At the end of January dealer's inventories of unsold
cars stood at 81 days supply-a totally unprecedented level In the 1958 slump
they never exceeded 66 days. These figures are not entirely comparable because
the larger number of models now on the market necessitates larger inventories
in general (stocks peaked at 75 days supply in the 1970 recession, which, though
severe was less bad than 1958). Also, stocks have declined somewhat in February
as a result of massive cutbacks in production. Nevertheless there is no escaping
the ominous threat to the auto market revealed by current unsold stocks.

U.S. car production

1956-57 1957-58 1972-73 1973-74

September to February total:
Numbe (thousand) ............................. 2,80 2,606.5 4,976.6 4,268

Percent change ........................................... -9.5 .............. -14

Unemployment related to the auto industry has also increased much more
sharply in 1974. From September 1957 to February 1958 the unemployment rate in
Michigan-a key auto industry state-increased 8.8 percentage points. From
September 1978 to February 1974, the rate jumped 4.7 percentage points, and
now stands at 10.6 percent.

Nothing like the current situation has been experienced in the auto industry
since before the UAW was born. Giant plants have been virtually mothballed.
More than 100,000 auto workers are indefinitely unemployed with tens of thou.
sands more on intermittent layoffs. Unemployment like a tornado sweeps through
and lays waste to whole communities, reducing the hopes and destinies of
hundreds of thousands of families to ashes.

And the outlook for the immediate future is even more threatening: the indus-
trialized countries of the West are all facing a major economic crisis. The
catastrophic increase in petroleum prices and resulting balance of payments
deficits could recreate conditions in international trade similar to those of 'the
1930s--raising the spectre of cutthroat competition as nations scramble to
Increase exports in order to finance oil imports. As the country with the strongest
position In energy supply and the largest potential market the United States
would undoubtedly be a prime target of such policies. Indeed the fact that the
dollar has recently appreciated on international exchanges (it is approximately
half way back to the position It held in 1909 prior to all the devaluations, down.
word floats, etc. of the last three years) reflects these trends. Simultaneously, by
making U.S. exports more expensive and foreign imports cheaper, a rising dollar
ex icerbates the situation.

In particular the U.S. auto market is almost certain to be a major focus of
foreign export drives. Its size and vulnerability are obvious. The gasoline short.
age has created a panic among the American public which no longer wants uneco-
nomical cars. lRven when (or if) the gasoline situation stabilizes prices Will
remain high, reinforcing the basic shiftin demand. In this situation created by
International crisis and short-sighted policies of the past, there is a serious threat
of a sudden sharp upsurge in the share of foreign Imports In the domestic auto-
mobile market. In spite of rapidly rising prices for imports (due especially to
devaluation) the trend in the market share going to Imports has been slowly
upward. Imports averaged 15.6 percent of sales in 1973 (the highest percentage In
history). However, In December 1973 their share had risen above 17 percent. In
.Tanuary 1974 it was 18.7 percent. In February It fell to 16.8 percent but this was
probably due primarily to special supply problems (e.g., the difficulty In getting
oil for transport, short-term production bottlenecks. etc.). As these are worked
out we can expect to see imports' share rebounding. The strengthening of the dol.



872

lar should reinforce this by enabling importers to reduce prices if necessary to
attract buyers.

In short we are faced with a very serious situation indeed-for the world
economy, for the USA and for the auto industry. It is essential that the U.S.
take Initiatives to prevent severe international economic disruptions during
this crisis and to protect Its own workers. Agreements must be reached with the
other Industrialized countries not only with respect to the equitable sharing
of available energy supplies but also on trade and monetary policies to deal
with the enormous strains placed on the economies of every nation. In the
absence of such agreements "free trade" could become a meaningless slogan-
a token platitude behind which existing agreements would crumble into chaos
as nation after nation is forced by desperation into competitive, export.
dumping, currency devaluations, restrictions against imports, etc.

However, until such agreements can be negotiated on both a multilateral and a
bilateral basis Interim steps must be taken to protect our most vulnerable industry
from the threat of massive and unprecedented imports. The UAW, while gen-
erally in favor of liberalized trade has always recognized the possibility of
sudden, disastrous dislocations and the need for special measures to deal with
these when they occur. The 1972 UAW convention resolution on International
corporations and foreign trade took the position that: "... serious problems
can be created by international trade when it involves exploitation of workers.
where rational trade patterns are disrupted by abuses perpetrated by inter-
national corporations, where the importing country fails to maintain full em-
ployment and where sudden influxes of imports threaten disruption of markets,
large scale dislbcation of workers and damage to whole communities."

The General Agreement on Tariffs & Trade takes the same position. Article
XIX, "Emergency Action on Imports of Particular Products" states:

"1. (a) If, as a result of unforseen developments and of the obligations in-
curred by a contracting party under this Agreement, including tariff concessions,
any product is being imported into the territory of that contrating party in
suoh Inoreased quantities and under suoh oonditions as to cause or threten
serious injury to domostio producers in that territory of like or directly com-
petitive products, the contracting party shall be free, in respect of such products,
and to the extent and for such time as may be necessary to prevent or remedy
such Injury, to suspend the obligation in whole or in part or to withdraw or
modify the concession...". (emphasis added)

The conditions outined both in the UAW resolution and GA'TT Article XIX
clearly apply to the situation facing the U.S. auto industry. To mitigate the all-
too-likely economic disaster our industry is facing we are requesting Congress
to institute temporary quantitative restrictions limiting Imports to the average
percent share of the market over the last three years. We calculate that by
September 80, 1975 the American industry will have suffcient lead time to
satisfy the new demand and therefore the restrictions should be scheduled to
end on that date. (Canadian Imports would, of course, be exempted from these
restrictions.)

Let me underline that we have taken this step most reluctantly, for we have
no permanent Interest in sheltering the American automobile industry from
the competition of more efficient foreign producers. We are not GM's spear
carriers. Indeed, the severity of the crisis now facing the industry Is in large
part the direct fault of the long-term policies of the major U.S. auto produced

INTERNATIONAL UNION, UNITED AuTOIomLE, AaosPuce &
AowouvrvuL Impir vNT Woaus OF AunoA--UAW,

Washington, D.O7., April 9, 1974.
Ron. RusssL B. LONG,
Chairman, Finane Oommittee,
U.8. Senate, Washington, D.O.

DEm Ma. CHAIRMAN: I should like to make some additional comments to the
testimony of Leonard Woodcock delivered on March 22 before the Senate Finance
Committee. I trust you will'be able to make the following part of the official
record:

The written statement characterized the tax element of H.R. 10710 as "nothing
more than a sop." That was incorrect. The House version of the Trade Reform
Act makes no reference at all to tax reforms. It was the Administration version
which waj referred to.
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I wish to emphasize again the need to join overseas trade reform with over-
seas tax reform; the two are obviously linked. As I wrote in my prepared state-
ment, I am inclined to recommend repeal of all of the tax preference for foreign
investment, and that further study should be given to the alternatives of com-
plete elimination or sharp reduction of the present 100 percent credit for foreign
profit taxes. If the complete repeal is, as was suggested by Senator Packwoodo
unjust, then something less should be enacted. I suggested, as one approach,
that perhaps the cost of doing business at home should be equalized with the cost
of doing it abroad. Domestically, a corporation can only deduct its state taxes-as a
business expense. Let an overseas subsidiary deduct an equivalent amount of its
profit tux to the highest state tax in the U.S. from its overseas business expense;
then let the balance be credited a Is done at present. That would merely equalize
taxes. One could go just a little further towards discouraging the constant flow of
investments abroad by abolishing the deferral aspects of taxation of overseas
income. One should go still further and restore licensing of all foreign investments
inoluding refnveatmnts and loans madie abroad.

I wish to make another correction to our written statement:
In the section dealing with adjustment assistance, the testimony referred to

the Administration version of the Trade Reform Bill, not the House version.
Sincerely,

JACK BEIDLEB,
Legislative DLreotor.

Senator HAnTKE. We have a panel consisting of Roger D. Hanon,
senior fellow, Overseas Development Council; Guy F. Erb, senior
fellow, Overseas Development Council; and Charles R. Frank, Jr.,
senior fellow, the Brookings Institution.

STATEMENT OF ROGER D. HANSEN, SENIOR FELLOW, OVERSEAS
DEVELOPMENT COUNCIL, ACCOMPANIED BY GUY P. ERB, SENIOR
FELLOW, OVERSEAS DEVELOPMENT COUNCIL, AND CHARLES R.
PRANK, JR., SENIOR FELLOW, THE BROOKINGS INSTITUTION

STATEMENT OP GUY F. ERBD

Mr. EnIB. I am Guy F. Erb; I am a senior fellow with the Overseas
Development Council Washington, D.C.

With me today is R. D. Hansen, senior fellow, Overseas Develop-
ment Council; and Charles R. Frank, Jr., senior fellow, the Brookings
Institution.

I have submitted a written statement.
Senator HA'rKn. Yes; all the written statements will be included

in the record as they have been presented, and you may summarize
your statements.

Mr. ERn. I would like to mention a few of the main issues I posed in
that testimony, Mr. Chairman, and also place our discussion this
morning in a context which I think reflects the situation that the
UnitedStates is now facing.

Our trade policy is being determined in a time of great transition
and uncertainty. We all are aware of the energy crisis, the raw ma-
terial crisis and many factors causing us to take a look at our position
in the world to come.

In addition to these, I would like to mention the growing trading
strength of Asia, Africa, and Latin America. We must not overlook
the importance to them and to our economy of the trade that they have
succeeded in generating in manufactured goods.

Members of the committee, I am sure, are aware of the importance
to those countries of their diversifying exports and to the changes,
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and I might say challenges, that these imports have brought to the
U.S. economy. We in the rich countries -United States, Europe,
Japan, and other developed countries-hav., a choice, Mr. Chairman.
We can welcome the entries of these econonries of Africa, Asia, and
Latin America into the world of competitive economics, or we can
attempt to restrain their exports and have a serious impact on their
hopes to participate in economic and social development.

The Trade Reform Act then is an essential part in our response to
a global, economic interest which incorporates U.S. economic inter-
ests. We must reconcile our national security interests with considem-
tions of international and national equity and international and na-
tional efficiency.

The main aspects of U.S. trade policy include the negotiating au-
thority of the trade bill, the tariff preference scheme, relief toAU.S.
interests from injury due to imports, and the importance which is now
attached by the United States to negotiations on export controls
and access to resources.

The U.S. tariff preference scheme has been described in detail in
material before the committee. It is also analyzed in my written state-
ment. In my view this proposal is important as an indication that
the United States is prepared to implement a measure considered to
be of great significance by developing countries. The proposal will be
modestly useful to them, but more importantly it will enable the
United States to begin discussions on other trade matters in the know-
ledge that it has fulfilled the pledge made in 1970 to establish tariff
preferences.

One particular aspect deserves comment this morning and that is the
possible use of this measure as a bargaining counter to engage in ne-
gotiations with developing countries.

As originally conceived, preferences were to be nonreciprocal. They
were designed to offset trading disadvantages of developing countries.

I might mention one of these disadvantages in the Kennedy round,
Mr. Chairman. Tariff reductions on goods traded among developed
countries amounted to, on average, 39 percent.

Senator HARTKF. Thirty-nine point what?
Mr. ERB. Thirty-nine percent average reduction on goods which

were traded.
Senator HARTKE. On goods or rates?
Mr. Ena. On rates applied to goods traded.
Senator HARTK. It makes a big difference whether it is 39 percent

on rates or goods.
Mr. EnB. Of course.
Senator HARTKE. What is the effect on goods actually traded. The re-

duction in most cases under the Kennedy round were not on goods
themselves, but were on nontraded items.

Mr. Enn. Yes.
Senator HARTKR. In other words they reduced a tariff on wagons

for example.
Mr. EnB. I am sure that was taken into account in these. figures.

These are trade-weighted figures based on a sample of trades in de-
veloped countries. I can supply the figures.

Senator HARTKE. Do yoU have the figures on what items were in
which the 39 percent reduction on rates actually affected goods traded
in those items?
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Mr. ERB. I have the trade-weighted details in the office. I can supply
that to the committee.

Senator HAwirKz. Would you do that please?*
Mr. Eim. The average figure was in reference to trade or items of

interest to developed countries. The similar impact on trade from the
South to the North was only 21 percent. Even allowing for the point
the chairman has made, I think the difference in approach to trade
emanating fTom developing countries is illustrated. Preferences are
designed to overcome that kind of advantage. They are a limited
responsibility. Attempting to use them as a bargaining chip would
only be a viable procedure if trading conditions were significantly
improved and product coverage greatly expanded.

Mr. Woodcock this morning mentioned the problem of the auto-
mobile industry and his proposed responses to that. I would say that
the importance of having a multilateral framework for that sort of
action is of critical significance to developing countries. Their own
trade will depend on the access they would have to our markets if they
had the assurance that the objective of safeguards would be to provide
for long-term increases in capacity of the importing country to accept
foreign goods. Thus the long-term interests of the developing coun-
tries would be safeguarded.

Finally, with regard to trade reform the bill contains many stugges-
tions -to reform or revise the GATT. The work of GATT has reflected
more and more developing country concerns about the way in which
the world trading system operates. That is as it should be. Europe,
North America, and Japan can no longer settle world trade affairs by
themselves, but GATT is in a somewhat paradoxical situation. Its
membership is broad enough that violations of possible GATT export
rules are often politically expedient, yet it is not broad enough i the
sense that many countries whose positions as suppliers and traders
give them an interest in "rules of the game" are not presently members
of GATT. Thus large or newly powerful countries pursuing narrow
national interests in their trade policies in a situation of medium- or
long -term resource scarcity could create serious inequities in the world
trading system.

It is possible to envisage unilateral or bilateral action, but such steps
would probably not result in an equitable international allocation of
resources. Thus a multilateral framework for the establishment of
unilaterally made policies and guidelines for export control and other
matters is of great significance to the developing world.

Their growing trading power is a good foundation for their active
participation in the negotiations and our approach should take that
into account and we should base our trade policies on the fullest inter-
national participation possible in these matters.

STATEMENT OF CHARLES FRANK

Mr. FRANK. My name is Charles Frank, I am senior fellow at
Brookings Institution.

I start from the premise that there is a great deal of interdependence
between the Unite States and the less developed countries. They pro-

$See table 4, p. 891.
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vide a growing market for our exports of agricultural commoditiesand skill- and technology-incentive manufactured products. The less
developed countries are -the source of many of our important imports.

Furthermore the bulk of the potential for expanded sources of
supply of food, minerals and natural fibers lies in the less developed
areas. Yields per acre there are far less than they are in the advanced
nations. The application of modern technology in the form of new
seed varieties and use of fertilizers can substantially raise production.

I also argue that potential for mineral discoveries are much greaterin the less developed areas than they are in the advanced nations.
Recognizing this interdependence, it is imperative upon us to

involve ourselves in serious negotiations with less developed countries,
asking them to guarantee no disruptions in supply and encouraging
them to expand their production of basic commodities which are
important in maintaining living standards in the United States and
elsewhere in the world.

If we arc to negotiate seriously with the less developed countries,
we must offer them something of value in return. The most valuable
thing we can offer them is not increased foreign aid and not tariff
preferences as important as those things are, but guaranteed access
to our markets, continued access to markets for their manufactured
exports and for their V primary commodities.

The greatest opposition to keeping U.S. markets open to expanding
imports from less developed countries and from other countries comes
from those who fear the loss of jobs or assets in import-competing
industries. There is some validity in this claim, but to assess realisti-cally the impact of trade, we attempted to analze in some detail the
major import-competing industries in the United States at the five-
digit level of classification which is a fairly narrow level of
classification.

In these import-competing industries, it is true that there was only
modest growth in employment between 1963 and 1971. Employment
in these industries increased at a rate of less than 1 percent per year.
But the fact that employment increased rather slowly has relatively
little to do with trade.

We ascertained this by analyzing the impact of trade and otherfactors on the growth of employment. Particularly we looked at four
different components: (1) Those increases in employment potentialdue to expansion of domestic demand; (2) those increase in employ-
ment potential due to export expansion' (3) the decline in employment
potential due to increased imports; an (4) the decline in employment
potential due to increased labor productivity. We separated the
growth and employment into these four different factors.

The contributions are given in table 8 of the prepared statement.1
The numbers in this table indicate that by far the most important

factors affecting employment growth are changes in domestic demandand in labor productivity. Increases in labor productivity have had
roughly 5 times the negative impact as has had the growth of imports,
and 10 times the negative impact as the growth ofnet imports-m-
ports less exports.

I se p. 006.
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In numbers of jobs, the loss of job potential due to net foreign
trade has averaged about 40,000 jobs per year or about two-tenths of
1 percent of alr jobs in manufacturing and less than one-tenth of 1
percent of the total U.S. labor force. As far as the loss of job poten-
tial is concerned, the impact of foreign trade is really a drop 'n the
bucket. Although the impact of trade on employment is small in rel-
ative terms, the political impact of loss in jobs will be great if peo-
ple believe the loss could have been prevented by Government action.
Thus if we are to be receptive to the trade of less developed countries
we must provide for better means of adjusting our structure of pro-
duction away from their exports.

Now, when the adjustment assistance program was being considered
both in the executive branch and by the House Ways andMeans Com-
mittee, one of the crucial factors was the cost. Much of my research has
been focused on estimating the cost of a meaningful adjustment assist-
ance program. One of the factors that came out in this research was
that the cost of the program depended crucially on the eligibility cri-
teria for adjustment assistance and how they were interpreted. The
current version separates eligibility criteria for adjustment assist-
ance and for escape clause relief and makes both more liberal. Since
there has been no administrative experience with these criteria, it is
difficult to estimate just how many workers of firms would qualify for
trade adjustment assistance under the pro posed legislation. Unfortu-
nately, the bill 'before this committee is ambiguous.Depending on how
these criteria are interpreted, there could bi a very large difference
in the number of eligible workers and hence the cost of the program.

One condition for the eligibility of a group of workers to app y foradjustment assistance is that the Secretary of Labor must derne
whether a significant number or proportion of the workers in such
Worker's firm have become totally or partially separated or are threat-
ened to become totally or partially separated. There are several ambi-
guities here. A significant number or proportion is not defined in the
legislation and considerable discretion could be used by the Secretary
of Labor in defining that phrase.

The term searation has no precise meaning. I would assume that
the intent of congress is to provide assistance to those workers who
lose their jobs, w iolly or partially, on a permanent basis and there-
fore are required to search for a new job or retire from the labor
force. Seasonal layoffs, for example, would not be covered by the leg-
islation. Nor would workers be covered if they were laid off from their
jobs temporarily due to a downturn in business but were called back
quickly from their layoff even if the temporary layoff were caused by
a surge in imports. But what about the worker who is temporarily laid
off but is not called back I When is he separated from his job? When
should he be eligible to receive adjustment assistance ? These questions
may seem of minor consequence but, in fact, the administrative inter-
pertation of the meaning of separation could make an enormous diff-
erence in the number of-workers eligible for trade adjustment assist.
ance benefits and hence the cost of the program; for it is a character-
istic of our industrial relations that workers are frequently laid off
for temporary periods.
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Despite the uncertainties in the administrative interpretations of
the meaning of the legislation, we did make an attempt to estimate
the number of workers who might be eligible each year for trade ad-
justment assistance. We did this only for the year 1971 by using the
data we had compiled on five-digit import competing industries.

Specifically, we selected those import-competing industires in which
output and employment declined and imports increased. We then
estimated both the laynff rate and the recall rate is those industries
based on data from the Bureau of Labor Statistics. The difference
between the layoff rate and the recall rate we called the separation rate.
-We applied this rate to the selected industries.

The result was an estimate that some 44,300 workers would have
been se arated in trade-impacted industries and would be eligible
for trade adjustment assistance..This estimate is subject to a number
of problems. First, it is based on data for five-digit industries while
the legislative criteria are based on data for the firm. The estimate
also involves some special interpretations of the meaning of separa-
tion. A worker is separated if lie is not recalled, but waiting for a recall
may take a substantial period of time and in the meantime a worker
may be declared eligible for trade adjustment assistance benefits eventhough he is eventually recalled.

This estimate of separated workers in trade-impacted industries can
be translated into a cost estimate of the trade adjustment assistance
program as outlined in the bill before the committee. Tme average num-
ber of weeks of trade adjustment allowances under the present pro-
gram is about 80.

Under the proposed bill the first 26 weeks would be covered at 70
percent of the worker's wage and additional weeks at 65 percent of
his -wage. Thus if we assume that the average worker would have a
wage of about $170, the gross cost of the trade readjustment allowance
should average about $X,536. The worker would likely have claimed
anyway under unemployment insurance compensation. Currently the
average trade-impacted worker collects about 17 weeks of unemploy-
ment insurance--although this may be expected to rise to perhaps 20
weeks on the average--as more States allow for longer periods of eli-
gibility. If we assume that the average unemployment benefit would
be $60, the net cost per worker should-be $2,336.

We argued above that some 44,300 workers should be eligible for
trade readjustment allowances annually. To be especially conservative,
we might assume that very liberal interpretation of the criteria result
in 60,000 workers being declared eligible. The experience of the De-
partment of Labor, however, is that only about three-quarters of those
eligible to apply for benefits actually receive benefits. Thus we could
expect at most some 45,000 workers to receive benefits at a total cost
of $105 million.

Perhaps an additional $45 million could be allocated to workers
training. counseling, placement, relocation, or health benefits, and

36 million to adjustment assistance to firms. The total cost would be
$185 million a year at most with $150 million a year a more likely
estimate. This assumei, however, that actual appropriations of funds
will lie allocated to worker training, counseling and placement, aP.-
propriations, which I believe are not now anticipated.
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The costs of the adjustment assistance program are very much more
dependent on how the eligibility are interpreted rather than on the
level of benefits specified in the legislation. Thus, it is important that
some legislative guidance be given to the Departments of Labor and
Commerce.

For example, the committee might specify a rule of thumb concern-
ing the proportion of workers separated which would be regarded as
significant. You might indicate that a worker should not receive bene-
fits if there is a reasonable expectation that he will be called back to
his job in less than 13 weeks and that his loss of work cannot be re-
garded as seasonal. These kinds of caveats will help insure that the
costs of the adjustment assistance program will not run out of control.

Even with a quite liberal interpretation of the eligibility criteria
and with special appropriations for all aspects of the program, the
costs will be minor compared to the billions of dollars lost to the con-
sumer through trade restrictions or the billions more which would be
lost if more protectionist measures were to be enacted because of loss,
,of Jobs without compensation.

Now Mr. Woodcock has testified that the current bill-
Senator HARTI E. I don't know how much longer you have, but we

,do have the limit. I can't be fair to other people unless I impose the
rules of the committee on you.

Mr. FRAN. All right. Other improvements in the program which
are detailed in the statement would estimate no more than $150 mil-
lion, so that the total cost would be approximately $350 million, if
Pig iflant improvements were made.

Thank you.
Senator JAIT. All right.

OTATEMENT OF ROGER D. HANSEN
Mr. HANSEar. Mr. Chairman, my name is Roger Hanson and T am

currently working at the Overseas Development Council. Let me be
.as brief as possible.

The Trade Reform Act of 1973, developed within the administra-
tion in 1972 and considerably-rewritten by the House Ways and Means
Committee in the summer of 1973, does not in its present form re-
flect the concerns which have risen within the past 6 months regarding
the issues of natural resource scarcities and the use of export controls
as instruments of trade policy.

Despite the consequent omissions from H.R. 10710, the energy
crisis and the 400-pereent increase in the cost of crude oil has made a
iajor trade negotiation more rather than less necessary at the present
time. A major negotiation may indeed present the only opportunity
to avoid an increasing use of protectionist devices an bilaterl a
rangements throughout the world which might otherwise follow from
a $50-billion increase in developed countries' 1974 oil import bills.

The amendments to H.R. 10710 presented by Senators Mondale and
Tibicoff contain a comprehensive and well-reasoned approach to

negotiations on the question of access to markets for food and raw
materials, and I only lave one minor question regarding their
jamendmons,
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As written, they would, in the extreme, allow the President to re-
taliate against a foreign export restraint which was simply deemed
to be unreasonable, not illegal by the President. I would hope at the
very least the President would not be given this important power
until attempts had been made in GATT to develop some new rules
on export controls. If all such attempts fail, we may eventually have
to resort to such broad congressional delegations of authority to the
executive branch.

As an observer of power within the U.S. Government moving away
from the Congress and toward the Presidency during the pas, hal -
century or longer, I personally have a bias against such sweeping
delegations of authority, even when the reasoning behind them may be
admirable.

In that same regard, I find myself in disagreement with at least an
implication in the committe's report on page 80 where it is pointed
out that there is no reason for the staffs of the Ways and Means Com-
mittee or the Finance Committee to be involved in the upcoming
negotiation. This is an oversight. Knowing how busy Senators and
Congressmen are, with the best intent they will not b6 able to follow
the negotiations as closely as a few senior staff members. I think it is
vitally important tlhat some change be made so there is more congres-
sional oveisight of the entire negotiation.

My flnal point: If and when such negotiations do-be in, they will be
among the most complex ever attempted, and I think that those
negotiations that concern the question of access to raw materials and
food will be among the most difficult. They will be particularly diffi-
cult because they will tend to raise the central issue of equity in north-
south relations which is seen so completely differently from both sides
that, it is bound to entail years of misunderstanding.

If and when the bill passes and negotiations begin, these problems
will. begin to be exposed. Some will prove nonnegotiable. Some may
take years to negotiate. If the resource pessimists are right, those that
argue that we have crossed the threshold into an age of long-term
scarcities, many of these problems will prove harder to negotiate than
otherwise. If the resource optimists are right in arguing, that we are
simply in the period of short-term scarcities and we will soon find
major new sources of raw materials, and we can increase food produc-
tion rapidly, then the international conflicts presently surrounding
the access issue should prove easier to manage. The reasons I thin
this is going to be a very difficult issue to negotiate between north
and south is covered in the paper.

If we have entered into an era of long-term scarcities, then negotiat-
ing on the question of access to raw materials and the terms of access
to raw materials comes very close to negotiating on the essential ques-
tion of all political activity-that is who gets what, when, and how.
Such questions are as you gentlemen know far better than I do, hard
enough to manage domestically.

Vat makes them manwble in most nation-states is that the
ground rules of the day-to-day conflict over politics are accepted by
most of the players in the game. They are accepted because of shared
values and because of norms of belhvior whih together dilute the
element of conflict in political life und create a sense of legitimacy.
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It is because there is no international agreement on ground rules and
because the values, norms, and behavior are so different that I suspect
that when the necessarily broad range of countries sit down to nego-
tiate a comprehensive set of agreements concerning access to food
and raw materials, we will be in for a very long and-hard struggle.

I suppose the only message I have on this problem is that the United
States must enter this negotiation if we are in a long-term scarcity
situation in a different frame of mind than it has exhibited in dealin-
with the third world so far. To the extent that the access question
means access to raw materials of the third world, it also means rulesof access will only be negotiated insofar as the question of equity of
north-south relations is negotiated simultaneously. Senator Mondale
recognized that rules must be formulated in a manner which produce
a fair return to developing countries and which insures their economic
development.

He went on to say: "I believe we can devise a system which is
equitable to'producing countries and to the industrialized world."

If Senator MondaFe's optimism is going to prove justified, it will
require a high degree of statecraft in north-south relations. It is pre-
cisely in the area of U.S. relations with the less developed countries
that U.S. policy has been at its least imaginative, least persuasive, and
most shortsighted. Despite the growing role of the Third World-real
and potentiai-in international econonuc affairs, Fred Bergsten has
persuasively argued that "present U.S. -policy neglects the Third
World almost entirely, with the exception of our few remaining mili-
tary clients."

Unless this policy framework is rather radically restructured I
foresee a limited effort to discuss and negotiate seriously with Third
World countries on the question of access to raw materials, and I hope
that the Congress can play a leading role in changing present admin-
istration attitudes.

Thank you.
-Senator HARTz. All right. The committee will recess. We have a

vote on the floor of the Senate.
(Brief recess.]
Senator HAmio. The committee will come to order.
I hear talk that stresses the importance of authority of what to pro-

vide in the trade bill as to the Third World. Could you provide for the
record detailed data on developing countries, not just as a group, but
the individual group rate, national reserves, export requirements, con-
troller national resources, and detailed situations.

One group of developing countries is the oil producing countries.
They will go to $95 billion in oil exchange in 1974 alone. All the bank-
era are scrambling all over themselves and running all over the Middle
East trying toget a piece of the action.

Saud Aibia is willing to make all kinds of deals for trading in
oil, and they are really concerned about other developing countries,
are they really concerned about other developing countries or are
they just looking out for themselves?

One of the statements here says there is a loss of 40,000 jobs.
Mr. F~pixc. Loss of job potential, due to foreign trade, per year.
Senator HATz. What isthe source of this?

30-229-74-pt. 8-12
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Mr. FANK. It involved a careful analysis of import competing
industries.

Senator HARTKE. How many jobs are contained in the manufacture
.of every million tons of steel in the United States ?

Mr. lF RANK. I couldn't tell you.
Senator HAR=XE. It was 7,000. The production went up to 17 million

in 1969 and to 18 million last year. If you multiply that by 7, you
.get 119,000 jobs right there alone.

How many automobiles on the manufacturing line is this? Have
you ally idea what is involved? How about the electronic industry?
how many jobs have we lost ? The textile industry ? How did you come
up Nith the poultry figure of 40,000 jobs loss?

The shoo industry T-You talk about loss of jobs I How do you figure
a loss of a job? WVhen the president of the United States'Shoe Co.
announces that he would 'like to build factories in the United
States, but that the foreign tax credit his competitors have, would
destroy him, unless he too took advantage of it. He therefore doesn't
build in the United States?

Mr. FRANK. The 40,000 jobs that I refer to are annually, not over a
.5-year period.

Senator HAK . On what basis.
Mr. FRANK. Each year.
Senator HARTiKE. I know. What kind of basis did you use?
Mr. FRANK. I can provide more detail.
Senator HAirKs. Yes, if you have some statistics on this, I would

like to have them. I listen to people converse with me all the time
-about that, and I think I can give them more detailed information
than some of the experts.*

Mr. Hansen, *#hat was your position right before you took this job?
Mr. HANSEN. I worked for the Government.
Senator HAJTKE. Don't feel ashamed. In what position?
Mr. HANSEN. I worked in the office of the Special Trade Representa-

.tive.
Senator HAnTKP. That is Mr. Eberle's group?
Mr. HANSEN. Yes.
Senator HARTKE. He wants all the authority to negotiate without

restriction and you have left him and you have come back and said
maybe we shouldn't give him so much authority ?

Mr. HANSEN. I suppose if I tried to find both a politic and an honest
.answer to that-

Senator HAnmTE. Take your time. Don't hurry.
Mr. HANSEN. I would have-
Senator BENTSN. Is there a differenceI
Mr. HANSEN. I would like to think not, usually; I must say having

listened to the arguments around each one of the authorities requested
for about 2 years, I think there is a valid reason for almost all o3 them.

However, I would feel much more comfortable with them if I knew
that for the entire duration of the negotiation, Congress was going
to be intimately involved with the way the authorities granted are
used.

*6The material referred -to was received too late for Inclusion In the Drinted hearing at
titA point. It will be included ip ,tt* final volume of these printed hearings. Refer to on-

.*4nts of the final volume.
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I think there is, at least for 90 percent of the authorities, if not all
of them, a valid reason, but that doesn't guarantee-

Senator HAnTK.. And the history has not been very good, has it I
Mr. HANsBN. It has been spotty and I suppose will continue to be so.

I think in this instance, Congress is being asked for a number of blank
c iecks, and that there is a way to avoid endorsing that check while
giving the country's negotiator the power he needs. That is, as the
.Ways and Means Committee did to write into the bill many instances
hi which things have to be brought back for approval, or at least some
kind of veto process.

If Congress could play a more vital role via actual membership and
staff participation, the administration would see that those authorities
were used in the way Congress meant them to be used.

Senator HARTKE. All right, I hear you.
All right, we are faced with a 10-minute vote, I don't mean on this.
Senator HANsEx. You mentioned guaranteed access to our market

for developing countries. In return for such a policy, should not the
United States insist on a long term supply guarantee for the raw mate.
rials we need. If countries cut us off by embargoes, they should not be
given guaranteed access to our markets. Would you agree with that
statement?

Mr. FnAwx. I agree with both of them.
Senator HANSzN. All right on that I rest my case.
Senator HAnTxE. Senator Bentsen.
Senator BENTSEN. I have no questions.
Senator HARK E. Who is in favor of exploiting cheap labor, who

said they could use their most valuable asset-labor I How could the
United States have two policies for humankind,

You say you have to have a minimum wage in the United States so
you don't exploit the poor, but you have to have an exploitation of
this massive cheap foreign labor.

I don't hear anyone raising their voices against exploiting those
poor people--2 cents and 4 cents an hour in Indonesia, for example.
Where is that great compassion for humankind to bring their standard
of livingup?.

I don t think you are going to do it by continuing to exploit their
labor. They want us to live better with cheap imports, this is pure
exploitation. This policy would never be condoned in the United
States because the American people would vote against it. These
foreign poor can% vote against us. Exploitation in any form is kio
answer.

The committee is in recess.
[The prepared statements of Messers, Erb, Hansen, and Frank and

material requested of Mr. Erb by Senator Hartke follow. Hearing con-
tinues on p. 909.]
VEPARED STATEMENT OF GUY F. ERB SENIOR FELLOW, OVERSEAs DEVELOPMENT

COUNCIL
SUMMARY

I.- The developing countries of Africa, Asia, and Latin America are linked to
the U.S. economy by important trade and investment flows, and these countries
share with the United States a common Interest In a prosperous global economy.
Economic growth in the developing world has brought many changes affecting
relations between the rich and poor countries. Thus, manufactured exports from
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developing nations have increased rapidly in the last decade, bringing low-cost
products to American consumers, but at the same time highlighting the needfor
adequate programs of adjustment assistance for U.S. workers and firms.

2. In 1974, the non-oil exporting developing countries face an additional import
bill of about $15 billion due to rises in oil, food, and fertilizer prices. Thus their
needs are greater than ever for a liberalized world trading system which would
enable them to increase their export earnings and maintain their imports from
developed countries. In 1978, developing countries purchased 80 percent of U.S.
exports,

3. The Trade Reform Act's provisions on trade negotiations, tariff preferences,
import relief, and unfair trade practices are all of great importance to the
developing countries. Negotiations on *tariff and non-tariff barriers to trade would
offer poor countries an opportunity to obtain firm concessions on items that they
export. The establishment of tariff preferences by the United States would honor
a commitment dating from 1970, and would indicate U.S. willingness to join,
other developed nations in this attempt to offset some of the trade disadvantages
confronting many developing nations, The use of import safeguards and counter-
vailing duties could harm the long-run trading prospects of the poor countries
unless a multilateral framework takes their interests fully into account; the US.
should avoid imposition of restrictions that would pose unreasonable barriers to
emerging exporters.

4. Reform of the General Agreement on Tariffs and Trade (GATT) is require&
to improve the capacity of that organization to respond to the changes in the
world trading system. However, reform negotiations should not give rise to.
situations that would lead to confrontations between the rich and poor nations.
The satisfactory management of the world economy requires the active participa-
tion of both developed and developing countries. Trade reform cannot be under.
taken by rich countries alone, or within systems that do not adequately reflect
the new trading strength of the developing countries and their potential impact
on world trade in manufacturers and primary products.

STATEMENT
Introduction

The trade policy of the United States for the next decade is now being deter-
mined in a setting of transition and uncertainty. The world economy is beset by
high prices of energy, food, and other primary commodities, and trade patterns
are evolving rapidly, as are exchange rate relationships. These factors, an(t
countries' reactions to them, highlight the need to reconcile national security,
Interests, International equity, and efficiency. Failure to achieve a successful
balance of these considerations could harm, perhaps beyond repair, the inter-
related world trade, monetary and financial systems.

Among the factors in transition that must be taken into account in the formu-
lation of U.S. trade policies I would like to point to the rapidly growing trading -
strength of many developing countries, the present situation of scarcity for many
products in global trade; and the Impact on the U.S. economy, of changing flows.
of trade and investment. My colleagues, Dr. Frank and Dr. Hansen, and I will
concentrate in these factors in our statement today. All three of these Issues, and'
the U.S. policy responses to them, are directly relevant to the Trade'Reform Act
and to the trade and development prospects of poor countries.
Trade of Developing Oountries

Althoug the rise in many commodity prices in recent years has been a dramatic
event, the rapid growth of the exports of manufactured goods from developing
countries cannot be overlooked. Since 1958-1965 exports of manufactured goods
(excluding non-ferrous metal) have increased nearly nine-fold accounting for
over one-fifth of the total exports of the developing world in i972. Imports of-
developed countries of manufactured items from Africa, Asia and Latin America
grew at about 20 percent per year during the decade 192-1972, Developing
country manufactured exports to the United States grew at 28.5 percent annually
during the same period- comparable figures for some other developed countries
were: Netherlands, 21.Y per cent; Canada, 21.9 per cent; Federal Republic of*
Germany, 22.2 per cent; Italy, 25.1 per cent; and Japan, 29.4 per cent.IFor some developing countries, the growth and diversification of exports has
brought them to a position of considerable trading strength, Thus; Brazil's:
exports increased by 58 per cent from 1972 to 1978, reaching t.A billion. Korea'%
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exports reached $8.85 billion in 1978, an Increase of over 85% over 1972, whileMexico's expanded to $2.15 billion, a one-year growth of approximately 20%.The long-term economic development of many developing nations is linked totheir continued ability to export their traditional products-coffee, minerals, andother primary commodities-and, as we have seen, manufactured and semi-manufactured goods as well, In turn their growing economies have provided alarge market for U.S. exports of both agricultural commodities and skill-andtechnology-intensive products. Last year the developing countries of Africa, Asia,and Litin America took nearly 80 per cent of U.S. exports-a larger proportion
than taken of either European Community or Canadian exports.However, these trade figures do not take into account the impact of recent priceincreases of the essential imports of the developing world. Petroleum, food, andfertilizer price rises may add as much as $15 billion to the import bill of non-oilexporting developing countries in 1974, compared to 1972. Confronted withresource scarcities and high prices for essential goods, many poor countries needmore than ever the contribution that trade liberalization can make to export
earnings.

For the developing countries, therefore, the Tokyo Round offers a critical
opportunity to gain better access to the large markets of the developed areas.For the world as a whole, the Tokyo Round of multilatevA-trade negotiations
could be a key element in bringing the world economy back on an even keel. Bymaintaining the movement toward a more open trading system, these negotiationscan provide a necessary counterweight to the widespread tendencies to restricttrade that are detrimental to the global economy, but particularly harmful to
the development prospects of many poor countries.

The Trade Reform Act of 1978 is, of course, required to authorize definitiveparticipation in the multilateral negotiations by the United States. For the
developing countries, the main aspects of U.S. trade policy are the negotatingauthority contained in the trade bill; the tariff preference scheme; relief to U.S.Interests from Injury due to imports; and the importance not attached by theUnited States to negotiations on export controls and access to resources. Due tothe Interrelation of these factors, tariff preference, the U.S. negotiatingauthority, and domestic relief from injury due to imports must be consideredtogether. Thus greater access by developing countries to the V. market shouldbe supported by a good program of adjustment assistance to enable workers andfirms to adjust to Increased Imports.' Moreover tariff preferences and negotiatedreductions in trade barriers will be meaningless if escape clauses or other meas.
Ures, such as countervailing duties, are repeatedly invoked.We in the developed countries face a choice. Rich nations can accept, andindeed welcome, the economic growth in developing areas that has resulted Intheir increasing exports, or we can restrain the exports of poor countries 9,ndattempt to avoid the Internal changes that a dynamic world economy has madenecessary for the United States, Europe and Japan..
U.S Tariff Proferenoe#

The U.S. scheme to provide duty-free entry for some products of the developing
countries honors a commitment which originated In 1967. when President Johnsonagreed to consider preferences, and which was formally made within the U.N.Conference on Trade and Development In 1970 by the United States and otherdeveloped nations. As with other rich countries' preferences systems, the U.S.proposal Is limited by a series of provisions that would dilute its possible benefits.For example, products eligible for preferences are for the most part going to bemanufactured goods. Most primary products and semi-processed agricultural
Items, and in addition, certain Import-sensitive products In the manufacftringsector will, it seems, be denied preferential treatment. Another restriction woulddeny preferential treatment to a developing country which supplies either 50 percent (by value) of total U.S. Imports of an eligible article, or more than $25 mil.lion on an annual basis. Moreover. the President is authorized to withdraw,suspend, or limit preferences at any time.

See Hansen, Roer, "The Politics of Resource Scarcity," in Tho United State. end thoDeve oping WoRM: fgenda loroe 1974, .oames JHowe, Ed., to be pbbllhe by PraesgerPuble 1erg, ge,. in Ari' 1074, and the statement byr. Hansen to the senate FinanceCommit arch 94,,See rtettentent by Sariles It. Frank, r., to the Senate Finance Committee, 22 March1074.
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This last element of the proposal is not qualified by any Congressional or
Executive review procedure, and could therefore result in changes in Import
tariffs that could adversely affect U.S. trading Interests as well as those of
foreign suppliers.

In order to estimate the possible results of the U.S. preference scheme I have
analyzed 1971 U.S. imports from the developing countries. In 1071, total imports
from the developing countries of Africa, Asia, and Latin America were about
$11.5 billion, of which $7.1 billion were dutiable and therefore potentially eligible
for trade preferences. But total dutiable imports of the United States contain
many restricted items and "import-sensitive" goods that in fact would probably
not be eligible for preferences, nor included in U.S. tariff concessions within
multilateral negotiations. Petroleum and related products are assumed to be
into this category.

Estimates of total U.S. imports from poor countries in 171 that might have
been eligible for preferences beA e the application of the $25 million.50 per cent
limitation are about $2.8 billion, or about 40 per cent of the dutiable imports from
developing countries. After the application of that rule, however, the U.S.
preferences would have been granted to Import items valued at about $1.1 billion,
or about 10 per cent of all U.S. imports from poor nations in 1971. If, in addition,
some developing countries were to refuse to give up "reverse" preferences--that
is tariff preferences now extended to the European Community by African and
Caribbean countries-or were declared ineligible for other reason, the total
imports affected would be further reduced. In the short-run the trade effects of
preferences due to increased demand stemming from lower prices could only be
a relatively small proportion of estimated product coverage.

I would like to comment on two aspects of the preference provisions that will
influence the benefits received from the scheme by eligible countries: (1) the
regulations concerning the rules of origin, or the "value added" by beneficiary
countries and (2) the $25 million/6O per cent limitation, or "competitive need"
formula.,

The intent of tariff preferences is to encourage new production for exprt in
developing countries. But the uncertainties in the proposed U.S. and other
preference schemes make it unlikely that genuine incentives to produce can be
provided by tariff preferences. Nevertheless, to the extent that emerging ex-
porters do try to take advantage of preferences, the rule of origin requirements
may well determine their participation in new trade. A range of 85 per cent to
S0 per cent for local value added has been established by H.R. 10710 (Section
503). The choice of a figure within this range could be critical for developing
countries; the lower the percentage chosen, the more likely it is that the new
and small exporters will be able to benefit from U.S. tariff preferences.

The "competitive need" formula is designed to allow new or small exporters
to participate in whatever new trade is generated by the U.S. preferences. The
formula does, however, represent a possible restrictive device, one which
could significantly limit the short-run benefits obtained from the scheme. If
it is deemed necessary to maintain such a limitation, some of its possible ad.
verse effects could be ameliorated if the "50 per cent" limitation were only ap-
plied to Items where the total U.S. imports were at least $5 million.

A final word on tariff preferences concerns their possible us as a bargaining
counter to ensure access to resources in developing countries, in negotiations on
investment policies of developing countries, or other matters. As originally con.
ceived, tariff preferences were to be a non-reciprocal measure Introdcted. to off-
set the disadvantages of developing countries trying to enter world markets.
These disadvantages drive from their lower levels of industrial development and
from the trade practices of developed countries. To illustrate the latter problem I
should point out that the last GA'TI tariff negotiations, the Kennedy Round, re-
sulted lit reduction of average tariff rates by 21 per cent for products of Interest
to developing countries, but by 80 per cent for products of most interest to
rich nations.

Indeed, because of the nonreciprocal charter of preferences, countries which
grant preferences have states that they have no obligation to maintain prefer-
ential margins, or to compensate beneficiary countries in the event of withdrawal
or *suspension of preferences. l furthermore, the limited impact of the proposed
preferences makes them an inappropriate instrument with which to attempt to
obtain concessions from developing countries. Only if the rules governing
preferential treatment were substantially liberalized, and the product coverage
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of preferences were significantly expanded-many more manufactured products
and processed and semi-processed primary products could be covered-would
there be any prospect for seeking policy commitments or trade concessions from
beneficiary countries in return for preferences. Such an approach would still, of
course, be at odds with the original non-reciprocal character of the preference
system.
The Developing Oountries in the Tokyo Round

Participation in the negotiations is an option open to all poor countries, and
many have a considerable stake In joining the Geneva trade talks. To Illustrate, In
191, seventy-five developing countries were the principal (i.e., first, second, or
third) supplier of $2.4 billion of U.S. imports on which U.S. tariff concessions
could be made. Thus, in negotiations with the United States, concessions (in
dollar terms) could be obtained by developing countries on almost twice the
trade that would probably be eligible for preferences. Furthermore, because
preferential treatment may be withdrawn, or a country's eligibility denied due to
failure to meet certain criteria, developing countries would be well. advised to
seek concessions In the multilateral negotiations on all items, even those eligible
for preferences. Taking this approach would reduce the possibility that a develop-
ing-country extorter would face a high duty in the event that a tariff preference
were withdrawn. It would also permit an attack on a serious obstacle to develop-
ing-country trade: the escalation of tariff rates according to the degree of
processing of a product. Since the Trade Reform Act provides for 5-year to 15.
year periods over which tariff concessions can be staged, there are means of
ensuring a long and only gradually diminishing margin of preference for products
on which multilateral concessions are extended in the Tokyo Round. This possi-
bility might alleviate some of the concern now felt by developing countries over
the possible erosion of preferential margins.

Non.tarlff barriers.-Quantitative restrictions pose significant obstacles to
developing country trade, and their liberalization will be an essential element in
the gains which all nations hope to realize from the multilateral negotiations.
The Trade Reform Act would provide authority (subject to Congressional review
or veto) to lower or eliminate non-tariff barriers. In the preparatory stages of
the Tokyo Round, many developing countries have emphasized the liberalization
that Is necessary of the barriers to trade that result from regulations on stand-
ards, health controls, government procurement practices, and other measures
which adversely affect their trade. Furthermore, negotiations with other devel-
oped countries, in particular the European Community, could result in the liberal-
ization of trade in tropical products and other primary commodities.

Import 8afeguards.-In the negotiations it is likely that developed countries
will attempt to negotiate new multilateral agreements on the use of restrictions
(safeguards) to alleviate injury caused by rapidly growing imports. New multi-
lateral safeguards governing permissible growth of imports could well become
unduly restrictive of developing country exports, unless determined efforts are
made by developing countries participating in the negotiations to ensure that
their interests are incorporated in agreements on safeguards.

The Trade Reform Act now provides for easier access to escape clause action
than has been the case in the past. Allocating the scarce investment capital
of poor countries to export Industries becomes a hazardous undertaking if they
face frequent protective reactions in developed countries once the investments
result In expanded trade. Thus poor nations have two direct interests in import
safeguards: (1) recourse to escape clause action in the United States should
not be so easy that it imposes major new restrictions on the trade and develop-
ment prospects of poor countries. A middle groumd has to be found between
the security of market access that has been the objective of the GATT since
its inception, and the mitigation of the costs of adjustment that may confront
U.S. workers and firms due to rapidly rising imports. In its present form. the
Trade Reform Act poses the distinct danger to developing-country exporters
that their access to the U.S. market could be severely limited by escape clause
actions; (2) negotiations on revision of multilateral safeguard provisions (Art.
XIX of the GATT) should ensure that snfeguards become mechanisms fdr long-
run adjustment to trade in the sectors affected by imports. The objective should
not he to restrict imports indefinitely, but to provide for long-term increases in
the en paeity of the Importing country to access foreign goods.

"Unfair" trade praotices.-Developing countries interested in promoting indus-
trial development often face difficulties whose solutions require economic policies
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that may conflict with the trade practices of developed countries. Use of sub-
sidles, or regional development incentives with effects similar to subsidies, are
cases in point. Thus new U.S. legislation on unfair trade practices (Title III)
may result in obstacles to the development of new exports by poor nations.
Appropriate use of discretionary authority by the Executive Branch with regard
to countervailing duties, and the active participation of developing countries In
any international consideration of multilateral guidelines for the use of couniter-
vailing and anti-dumping duties, are both desirable steps.
Trade Reform

The Trade Reform Act now included among the negotiating objectives of
the United States the revision of the GATT to allow it "to more nearly reflect
the balance of economic interest" (Section 121). The Committee on Ways and
Means in its Report on the Act notes that between 1947 and 1973 GATT partici-
pants increased from an Initial 19 countries with comparable economic interests
to 85 countries with widely varied economic interests. The Committee has re-
quested the U.S. Government to explore the possibility of "mediation panels"
and a weighted voting system as an alternative to the present one country-one
vote procedures followed in GATT. I think it is safe to assume that the weighted
voting system which is intended would give a preponderent voice to rich countries.

In recent years the work and deliberations of the GATT have reflected de-
veloping country concerns about the way in which the world trading system
operates. This Is as It should be. Europe, North America, and Japan can no
longer settle world trading affairs by themselves. Moreover, In many cases,
the interests of some developed countries In trade negotiations will coincide
rather than conflict with those of some developing countries. For example,
barriers to trade imposed by the United States or by the European Community
are of concern to all other trading nations. Shifting alliances of countries
within the negotiations might be the best means of liberalizing such trade.
Such flexible approaches would be more fruitful than those which could lead
to further divisions and confrontations between the rich and poor nations.

A weighted voting system within the GATT would only lead to bloc action
by developing countries. Indeed, as these countries have demonstrated withi'
the International Monetary Fund, when they are faced with a system that
requires joint action for significant impact, joint action results. Examples of
coordinated action by developing countries are found in the Algiers meeting of
non-aligned nations, the continuing action of the Group of 77 developing coun-
tries within the United Nations, the joint positions of African and Caribbean
states negotiating with the European Community, and most recently, actions by
oil exporters and other resource producers. In my view, a bloc arrangement could
be formalized relatively easily by developing nations within the GATT.

The growing trading power of many poor countries is a good foundation
for their active participation in the trade negotiations. The U.S. response
to the changing patterns of world trade must Includr an adequate negotiating
posture toward both rich and poor trading competit-.rs. Moreover, the overall
U.S. approach to GATT'D and other agencies should not attempt to diminish the
weight of developing countries In the institutions of the world system since the
satisfactory management of the world economy will depend on the fullest inter-
national participation possible.

' Committee on Ways and Means, House of Representatives, Trade Reform Aot of 1975,
House Report No. 98-571, October 10, 1978, p. 26.
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TABLE .- U.S. IMPORTS OF SELECTED MINERALS FROM PRINCIPAL SUPPLIERS. 1972

Imports Total, Total,
as major major

percent develop developing
of U.S. Major developed country country Major developing country county

consume suppliers, with Imports sup. suppliers splers, with Imports iup. suppliers
Mineral lion piled by each (percent) plis by each (percent)

Aluminium I .......... 96 ............................
Bauxite ............. Australia, 2 percenL ........ 2.0 JamaiCa 53.5 r n-c ; enSurl-

nam, 7.4 ecet; Guyana,, 7.3 percent,
Alumina ................. Australis 40.9 percent; Can- 41.5 Jamal 26 pecnt* Sur. 46.4

ada, 0.6 percent. nam, 19.8 percent; duyana,
0.6 percent.Metal ...................... Canada. 63.1 percent; Nor- 70.7 .....................................

......................... went;rc . ...
Chromium' .......... 106 South Afr7 cent;

U.S.S.R., .8 percent;
Turkey, 25.6 recent.CobaltI ............. 96 selutumluembour 28.8
"poeFrft%~d 10 pe.

Copper'..........
onlstla ' (Iron ore)..

S an.nse..........

Mercury I ........
Nickel ...............
Sulfu' .........
Tin ..........

Titanium I ............
Tunssten ..........

Uranium I ............
Vanadium I ...........
Zine' ................

85.4................. *...... .......

46.1 Zsr#, 34.5 percent; Zambia,
.5 percent.

40,

18 R my# 34.1- 23.2 percent; Chile, 87.

28 Canada,!r 50.8 Venezuela, 30.6 pere ......
26 Canada, .1 perce us 50.5 Pau 22 percent; o"0xc,

tra9la, 17.4 percent 9. percent.o Africa. 14.6 percent.... 14.6 Gabon 26.3 percent; Brazil 65
18.4 percent. Zaire 1.4percent; Mexico, 181.7 par-percent;

58 Canada.52.7 percent ........ 52.7 Mexico, 18.7 percent ........ 18.7
74 Canada, 75 perceot; Niorway, 85.6 ..................................

10.6 percentMl
SCanada 5.4 percent ........ 7.4 Mexico, 24. rcant

77 ...... a....... a... apcent; .... a.- ,AI,.................... lelld, W32 i M 0M, .
........... 8.9 pMer vt; Whis t

7244

12
32
52

Australia, 99.6 percent...... . I 18.percent .r ;lCsabada 00 percent; Aul" 13Blp IpecnPr m6
t5a1l, it percent 12 percent; Thlla,v i
=frwoeprcn percent "44rat ........ ....................................f ]05Pres .... . ..... ".....'Ii~

Cand, 50.b porbot; Ai 69.4 Mexico, . rcent; Per, . 43
tr al,5.6 percent; Belgium- 5.8 percent.
Luxemboori5 5 percent;

isow 4.1 percent;

I lures are preliminary.'Chronao Imeor, t oly.
a Estimate.
Source: "The United States and the-Devloplog World: Alende for Action, 1974" (N.Y.; Preegr Publishen4;*974),

pp. 1115.
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TABLE 2.-WORLD MINERAL TRADE'
In percent

Developln;
countries

Mineral share I Principal exporters and their share of world exports of mineral

'Columblum and tantalum ........... 93.0 Brazil (58); Nigeria (30).
Nickel ........................... 92.4 Now Caledonia (92); Canade (5).
Cobat ............................ 83.9 Moroco (56); Zwro (23 Del ium.Luxemboure(7),
Tin .......................... 76.3 Malaysia (47); Bolivia (IS) United Kingdom (8).
Bauxite ....................... 75.5 Jamaica (31; Surinam 1 Guyana (tD).

'Bismuth .......................... 60.4 Prm (24); Bolvla (19); nid Kingdom (11).
Phosphate rock ................... $60.1 Morocco (30); Gilbert and Ellice Islands (11)4
Rare earth ..................... 57.3 Australia I26 India (19)' Malaysia (I8).

•Copper I ...................... 55.4 Zambia ();hile(19): faire (10).
Mangnese ....................... 54.2 South A2  (c ) uo t .S.,R. (16.,
Salt .............................. 47.5 Mexico(29)' Netmerlandsl4;Oerman (I
Iron ore * ....................... 43.2 Candada (4) U..SR, 13); weden (12).
Antimony ........................ 41.4 South Afria (43); Boll '(19).
Barium ...................... 36.0 Ireland (13); Gorman, (I2* Canada (12).
Mica ....................... 32.1 South Africa (26)' United Iates (24) Indla (23).
Lead........................... 30.2 Canada 1§); Australia (0), IrelaMnd9).
Zinc ............................ 28.7 Cnada () PeJ 29); AVaia ( .
Silver I ..................... .26.0 ted S 'nd M ico()

hmeUorS ................ ). ouh Africa (4)1 Philippines (14).
Gypsum ...................... 19.0 Canada ( 1); France (1It
'Cadmium ......................... 17.4 Belgium-Luxembourg (19); Conai (14); Japan (12).
'Meroury .......................... 14.1 Spain (38); Italy ( 6) sY aovia (12
'Vanadium ....................... 10. South Afric (41); Finlan (2).
Titanium ........................ 7.9 Canada (45); Australia I oray (13).

:Selenium ........................ 6.3 Canada (67); Sweden (13); Japan (9).
%Woid I ........................... 2.8 United Kingdon (40). outh Arica (31).
Pumice ....................... . Germany ()' Italy
Asbestos ................... .. 1. Canada46) S .$ R.(3)' South Africa (19).

'Platinum ......................... .04 United K ingfom (31); U.S.R. (29); Canada (14).

1 Data presented represents in each case the average for the 3-year period 1967-69.
I In volume of world exports of mineral,

I Developing countries' percentage share of value of world exports of phosphate rock.
4 Principal oe"el0ncountry exporters only.
I Data not avilable r Rhodesia.
Source: Overseas Development Couildl based on Great Britain's Institute of Geological Studies "Statistical Survey of lie

'world Mining Industry, 1970."

TABLE 3.-DEVELOPING COUNTRIES' EXPORTS OF MAJOR NONMINERAL PRIMARY COMMODITIES

Commodity

Developing
countries

share Principal developing country exporters (percentage of world com-
(percent)' modify exports 1967-9)

'Cocoa beans ...................
'Copra .........................
Sisal .............................
Bananas .........................

'Coffee ...........................
Jute. .................Timber......................
Tea ............................
Palm oil.........................

'Groundnuts .......................
Coconut oil ....................
'Groundnut oil ..................
Suar .........................
Rubber .......................
'Linseed oil ....................
Fishmeal .........................
Cotton, raw .......................
Rice .............................

100.0 Ghana(26); NirIa (23);Ivory Coast (12).
99.1 Philippines (45) Sri Lan a 13).
96.2 Tanzania 132) N razil (22) Mexico (12).
95.4 Ecuador (20); Honduras (16); Panama (10).
94.4 Brazil (31); Colombia (14); Ivory Coast (5).
93.8 Bange!desh (89); India (2(3).4);
88. 0 Philippinos(25);Malaa IvoryCoast(13).
83.0 India (33); Sri Lanka (31).
82.8 Malaysia (38) Zaire (19 Indonei(7).
81.9 Nigeria(39)) enesl (115; Niger (6).
79.6 PhIlippines .45); Sri Lanka (13).
76.1 Senegal (.7)' Nigeria (20); Argentina (10).
75.3 Cuba (27) Philippines (7).72. 3 Malaysian3) I ndoet, 4) Thailand (7),
65.8 A 9rentina (0; Urus a T ln(
60 0 Pru (51) Colombia (5).
57.1 ESpt(l3)'Brazil (6)' Sudan (6)
43.1 Thalan- '(16); Egypt 48); Burma (6).

I Developing countries' share of value of world exports, 1967-69.
Source: Overseas Development Council based on International Bank for Reconstruction and Development "Commodity

Trade and Price Trends" (1973 edition), August 1973, table 111(b).
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TABLE 4.-THE KENNEDY ROUND AND THE DEVELOPING COUNTRIES

IPercentage reduction of tariffs In the Kennedy round by the 4 major particpantsiI

SITC see. 5 to 8 SITC es. I and I to 8
Tariffs facing Tariffs facing Tariffs facng Tariffs facing

doloping develop doevelOpln developed
Major participants countries countries countries countries

'CEO:...........'(26) 28 (38) 3 (25) 37 (36)
•nltte s Kngdoi ) . ............................. 30 18
Ispan ......................................... . 33 3 31

Composite .................................... (28) 29 (38) 38 (20) 26 (36) 36

5 The figures In parentheses are the reductions In "applied" rates.
Source: "ThO Kennedy Round: Preliminary Evaluation of Results with Special Rfeoren to Developing Countries'; a

-study submitted by the Soretary.General of UNCTAD."1 TD/6/Sypp, 2; sept. 4, 1961; p. 2.
Note: As it is indicated in the above-mentioned document, the average tariff rates and concessions on product of interest

4o developing countries have bon weighted by the value of 1965 OECD imports Irom all deveping countries. The figures
In parentheses were calculated on the oasis of disregarding those changes made by the EEC in legal rates whIch merely

-consolidated suspensions already in effect.

TABLE 5.-DEVELOPING COUNTRY RESERVES 1963-73

[In millions of U.S. dollars

Percent
End End change

Country 1963 - 1973 1963-73

POOREST DEVELOP.
ING COUNTRIES

Afghanlstsn .......
angladesh .......

Bhutan ................
Botswana .............
Burma ...............
Burundi .........
Central Arien public.
Chad ..................
Dahomey ..............
Ethiopia ...............
Gamble ................
'Guines ................

aitl .................
India .................
Kenya ..........
Khmer Republic..,:::..
Laos ..................
Lesotho ...............
Malagasy Republic.
Malawi ...........
Maldives .............
Mail .................
Mauritania ............
'iepal ................

ier .................
Pakistan ...............
Rwanda ..............
Sikkim ...............
Somalia ..............
SI Lanka ............
udan.............
waziland ... .....
anzania .............

Toto ..............
Uganda ..........Doper volts ........
Western Somas .........
Yemen, Arab Republic...
Yemen, People's Demo-

cratic Republic.....
Zaire .................

45.5
NA
NA
NA

11.
1.8

50.2
15.5
NA
3.3

607.0
152.4

NA
NA
NA

42.8
425.2

NA
3.5
9.4

37.8
8.6

298.0
14.2
NA18.8

$75.0
101.2

NA
61.3
9.0

40.9
14.6
NA
NA

52.1
32.1

61.0
NA
NA
NA

100.3
21.8
'1.8
'3.8

211.9
176. 8
121.3

NA
17.1

'1,320.0
233.2

NA
NA
NA

'72.0
67.3

NA
£4.2

813.5
1 122.7
247.6

1420.0
15.6
NA

'33.0
87.0
44.9
NA

144.6
'38.6

56.7
60.8
NA
NA

877.8
234.6

34
NA
NA
NA

-46
96
0

-8W
22
262
2117
NA
418
117
345
NA
NA
NA
70

187
NA
20
44

225
453
41

271
NA
76
16-56
NA
138
329
39
316
NA
NA

49
631

PercentEnd En d n oCountry 1963 197l 13a
OTHER DEVELOPING

COUNTRIES

Angola ...........
Argentina .........
Bahams ..............
Bahrain ...............
Barbados ..............
Bolivia ..........
Brazil ..........
Cameroon ........
Chile ............
Colombia ............
Congo, People's

Republic .............
Costa Ric .............
luba ............
[),Nminican Republic..E.0o ..................

Er lvdor .............
Equatirial Guinea .......
Ghana .................
GuatemLla .............
Guyana ................
Honduras ........
Ivory c'iast ......
Jamale. ........
Jordan ..........
South Korea ...
Lehanon .........
Lioeria ..........Malaysia ............
Martinique .........
Mauritius ..........
Mexico ...............
Mongolia ..............
Morocco .........
Mozambique.....
Nicaragua ........
Oman ..........
Panama .........
Paraguay......:...::
Peru ..................
Philippines .............

NA
270.0

NA
NA
NA

10.4219.0
34.9
77.0
87.0
1.7

15.6

216.0
44.4
NA

15,3
587

16.9
12.4

62.7
131.5
206 .1

NA
394.0

4
110.0

NA
31.8
NA

45.61
3.2

HA
'1,202.0

NA
NA
NA

72.2
'6,505.0

'50.1
8221.2534.0

NA

6.8
NA

189.0
212.1
14.0
41.8

181.1
127.5
312.4

1094.4
825.7

NA
1,367.0

NA
66.8

11,014.0
NA

'315.0
NA

'109.6
NA

'942.4
57.1
X556.51,038.0

NA
345
NA
NA
NA

187
is

514

235
172
NA
109

23
274

-7

237

99
42

398
732
305
NA
247
NA
244
85
NA
188
NHA
NA

1,966
31
852



892

TABLE $.-DEVELOPING COUNTRY RESERVES 1M,6-73-Contlnued
tIn millions of U.S. dollars?

A9.4 Percent
bw. 191 I= country

PercentEnd VAA that"v
1963 178 193-73

Portguse Guinea ...... PA NA NA
nhe. a............ NA

rI-............. Aft ,, j,.11
Hand .. ::.. 57 1 ,a- re ................. - 587

Turkey ............ *iY.W I IS.is,.0 . ... .:::::;: I 7 307 97

OPEC MEMBERS

Abu Dha........
Alepria.......... NA NA

237.0 1,126.0
NA

375

Ecuador ............
Gabon ..............indent. ......... [:
Iran ...............

V .........
"r! ............. .....

vo= ud.............

I
580 87.0 ',2l1

0 .~ I,
NA

flt: 4 ~1 k
TOTALS

Poorest developing
countries ......... 1,817.2 3,415.

Other developing
countries .. 5, 137. 2 24779.

OPEC membes......... 2,164.1 14,233.0
3
4

I End, 1964.
0 November 1973.

Od 6Er 973.

End 1971.
* Sopism6r 197)."eEnd, 197/0.

Source: "International Financial Statistics," IMF.

TABLE 6.-ANNUAL AVERAGE GROWTH RATES OF REAL GOP AND EXPORTS

[In percent

160-60 1960-70 1967-7

GDrege 8P of dveiopo countries ............................ 41 4.9 4.reataP of develong countries ...............................

vrha 0 P o lu .dv in ..........sereaG odesocountriVl............................. 4 50.2 4r deadD volo countries o ............................ 8.. 5

countrIss, value ................................... 14.7oid@$d, me ...... .. .................. 6.5

erts pm produce, value'....... . ..:::::::: .. ... ,5
Oaktsofmnfcue by developed countries, vale .... 1.7 4.rts of maufactue b developing countries, values .............. 15 17.3 19. 5

I Excudinr etrallyf me onlomis.

r rm: o-71, 1 0Trade and Development Sts 1972; GATT, intrnatinlTrade 1972;

CT, UO/Ad . and appria l of the Implomentationof the International stateajy"; .h., Monthly
mown of Statistics, variou Issues.

CWntty
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TABLE 7.--POPULATION, INDUSTRIAL EMPLOYMENT, PRODUCTION AND PRODUCTIVITY IN DEVELOPED AND
DEVELOPING COUNTRIES IN 1955 AND 1970'

IMiHion; Indexes and annual average percentage rates of Increasej

Developed countries Developing countries
Annual Indexes of Annual

averaMi developiz country averagepercent developede €ontries pret
Millions fate Millions e ual oo pt

Increases,
1955 1970 195-70 1955 1970 1956 1970 ie-7

P option, total ......... 597.0 743.0 1.5 1,242.0 1,736.0 20 234 2.3
pulation, urban........ .335.0 504.0 2.4 253.0 453. 74 90 4.0

Total industrial nuipment 1. 64.9 82.1 1.6 41.3 . 4
uaddedin i stry$..... 250.0 536.0 6.2 23.2 9 1 7.

Value added per person In
Industry ................ 3,852.0 6,529,0 3.6 562.0 1,000.0 15 15 3.9

I Excludln& Asian and European centrally planned economies.
'Thousands of million U.S, dollars.
'U.S. dollars,
Sources: U.N. Statistical Yearbook, various Issues; U.N. Monthly Bulletin of StatIstic, April and November 1971;

U.N. 1The Growth of World Industry, 1969," vol. 1.



TABLE 8.-SELECTED SOCIAL AND ECONOMIC INDICATORS OF DEVELOPMENT, BY GROUPS OF COUNTRIES

PerInnt Per capta
mortality eneqw Total Het Total

growth Pon- imports grain exports
mid-197i Per cape t 196 Birth rate Death rate live oiteracy c1) 1A 11i "9lA

Cont(mlios GNP 1271 (percent) (yar) per 1,000 per 1.000 birthss) (ercet) (kilograms) (millions) (milio) (mllns

POOREST DEVELOPING COUNTRIES

Bhutau----Z

Central African Repu ---------

LaOS" --- - - - - _ - - - - - - -

---a ------------- -
Ind a-------- s--- ------

Ma a----..--

Rwanan---- -- --

Sri La n k a ------------ -

Sw a-------- --- ---
Tan---- ------ -L
T o g ----------- --

1&3
8.4

.9

.7
29.6
3.9
1.6
4.0
2.9

26.8
.4

4.2
5.6

600.4
11.7
.7
3.2
1.1
7.2
4.8.1
55
1.2

12.0
4.2

68.3
3.9

2
30

12.9
17.4

.4
14.3
2.0
9.3

80
160
9D
60

150
80

100
80

140
90

120
110
160
130
120
100
140
90
0

;70
170
00

100
130
60

70
100
120
190
110
150
130

L6
-. 1

.4
4.9.1
-5

L6
2.2
1.8
L2
2.1

.3
-. 8
2.4
4.3

-2.23.5.-S
2.5

2.3
.7LO

2.1
.6

-4.4
3.0
2.2
.3
.8

1.8
-. 9

.9
3.3
2.5
L 6

38
46

NA
41
48
41

140
40
39
39
41
40
44
51
48

152
50
45
38
40

NA
139
41
42
43
50
43

HA
40
62
50
4144

'40
49

51
43

147
44
46
48
46
48
51
46
42
47
44
42
48
45
42
39
46
49
46
5044
45
52
51
52
48
46
30
49
52
47
51

27
116
124
23
17
25
25
25
26
25
23
25
20
17
18

17
21
25
25
23
27
23
23
23
18
23
29
24
8

18
24
22
26IS

S184
125
NA
175
139
150
190
160
149

1162
125
216

1130
139
llS
127

1123
181
102
120
NA
190
187

1162
200
142133

1208
190

48121
168
162
163
160

8
22

NA
2060
10

5-10
5-10

20
5

10
5-10

10
34

20-25
41
15

NA
39
22

NA
5

1-5
9
5

16
10

NA5
75

10-15
36

15-20
95-10

27
NA
NA
NA
68
11
60
27
38
32
68

108
29

186171
24
91

NA
HA

49
NA
25

139
22
96
10

NA
31

163
119
NA
49
73
n2

$75 2-0
NA 2-160.0
NA NA
HA -4.S
133 -36.0

31 -L0
235 2 -1.3

61 -2.3
NA -2.3
189 -5.6
98 1 -1.6
NA '-9.8
64 -4.7

2,263 -137.0
'560 -1.3

NA 2-2.2
'83 '-7.7
NA -16.1
202 NA
130 -. 2
NA NA
70 -1.9

3NA -3.0
NA -. 3
NA +3-5
705 -_-2
35 2-.5

NA NA
73 2-10.9

333 -62.6
320 -1u.0
NA HA
406 -1.3
NA -1.3

4250 -3.4

90
NA
NA
NA111
89

334
11

NA168
74 00
NA CO
45 14-

2,401
4307

NA
'6
HA
164
18

NA
17

NA
NA
NA
73710
NA
43

313
573
NA
320
79



Upper Volta- .....................

Yewm* Arab ROPOW----------
Yemn Peop's Republ .............7nir.

OTHER DEVELOPING COUNTRIES

Barbado ------- -------
Boivia.----- --- - - -- -

Camerom -------------

Chim, Peop 's, Republi --------
Clu~mbia------------ ---

DominReul o -- ---------

ElSalvador --------------

Sudfu ---------------
Quam---------

Honduras.--.. -----------
bIya CeOSL ---------- ----

Koac i ----t-- --- -- -- --- -- --
Komw ---- -- -----------

5.5 70 L7 137 49 20 182 5-10 13 NA -3.2 NA
.2 140 .3 163 '41 '8 156 86 112 NA 2-.8 NA

6.0 90 2.4 42 50 23 1152 10 14 NA -8.9 NA
1.5 120 -7.2 42 50 21 152 10 639 170 -7.0 NA

19.3 90 3.6 '43 43 23 115 15-20 77 643 -

5.6
23.6

.2
.2
.25.1

95.4
5.8

10.0
787.2

22.3
1.1
1.8
8.6

.6
4.1

34.1
3.7
.3

8.9
.3

54
.7

2.6
5.2
1.9
2.4

14.3
31.8
2.8
L 6

370
1.230
2,400

640
670
190
460
200
760
160
370
270
590
510

1.100
430
220
320
210
250

390
420
300
330
720
260
310
290
660
210

5.4
2.6
2.2
7.1
56
2.2
5.1
3.7
2.4
2.6
2.3
1.0
4.5

-1.6
6.5
4.7
.2
.5-. 8

-2.1
4.9
2.1
3.3
1.4
4.43.5

-.3.5
4.5

10.0.8
3,;

34
68

NA
146

71
45
61
41
61
5o
59
41
66
67

171
53
53
55
41
46
69
51
65
49
4L
69
53
58
62

167
143

5

so

22
28
50
22
44
38
43
26
30
45

34
27
23
49
37
42
35
47
30
43
36
49
4$
35
48
39
31
MA

30
9
6

19
9

19
10
23
9

13
11
23
78
8

15
16
10
22
18
8

178
17
23
7

16
11
11

NA
23

192
58
37

1138
42

1108
t94
137

88
650

76
180
67
36
26
64

118
53

1 140
156
45
88
40

1 115
159
39

115
NA

160
159
137

10-15
91
91
29
98
40
67

10-15
84
25
73
20
84
94
76
65
26
49
20
25
88
38
so
45
20
82
32

NA
71
a6

157
1773
5,600
7.186
1,238

224
50
97

1,516
561
638
250
446

1,152
1.451

264
282
223
183
192
452
250
96

234
265

1338
318

2,294

8q1
w6

392 -7.0
1,905 +335.9

NA 2-2.9
NA --4.1
142 --3.9
185 a-15.5

4, 783 -132.8
299 --5.2

490 -99.4
2,775 -- 350.4

836 --2.2
NA ' -2.4
374 -1.9

'1,300 -120.8
315 -11.0
370 -12.7
877 --68.4
276 +2.7
NA NA
290 -13.2
152 : -5.9
324 2-5.8
146 +8
193 -5.2
454 -15.5621 2-33.0
274 -15.8
NA -5.7

2,522 2 -28&6
4674 -41. 5

179 -- 6.0

479
1.940

NA
NA44

4234
3,991

218
4962

'3,055
743 00

134
347
825
273
NA
389

40
'290

142
206
553
379
48
MA

1.624
4242

244
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TABLE -4LECTED SOCIAL AND ECONOMIC INDICATORS OF OWELOPMENT, BY GROUPS OF COOITRIE Cou td

IWC40itsInfant capitalIP mortality enmrg Total Net Totalgrowthoa 
con Imwports grain exportsmd-1il Pectao P 1s* 5sm71 Bi rafte Death rate five 1Q 3972 1gb(klm) (wmions) (mims) (milios)

1........... . 1L2 400 3.3 66 38 11 75 43 421 1.638 NA 1,716.3 970 4.8 69 27 8 35 85 660 173 2--&2 45
- --------- .8 280 -. 7 61 25 8 65 61 183 120 2-13. 106-zo.... 52.5--------- 700 2.9 63 43 30 69 76 1,270 z,932 --5&3 1,845

. 33 380 L 4 s8 42 11 NA 95 945 NA -1.3 NA= -----e. ...... -------- 14 260 2.5 51 so 16 149 14 205 766 -24.0 633Momsm .... 7.8 280 -2.1 41 43 23 ,1 7 178 4335 -7.9 1SO---------------- 2.1 450 L3 50 46 17 1121 58 389 218 --3.5 237.".6 450 25.I '46 50 19 1138 NA 62 NA NA NAS...... 4.5 64 37 9 41 79 121 441 --7.7 127
Ls-t ............ . 28D 4.5 59 45 1l HA 74 142 83 .- 5.S 86

.. 14. 80 . s s9 4 1 1106 61 621 791 --66.0 94

------------------- 37.9 240 2.7 , 9 4S 12 67 72 29 1,36 2-9L4 t10.6 250 3.0 34 41 30 NA 3-5 103 NA -. L6 NA
.5 950 5.1 '62 30 8 58 63 334 198 2-13&1 5 oSenega ......................... 5.5 320 2.6 51 48 14 122 25-30 618 4429 "-e3. 412

smrten. . 4.0 250 -3.2 41 46 22 1158 5-10 129 279 --362 215
Sl m__- 2.7 200 4.7 41 45 22 136 10 109 121 2-4.0 118- -... 2.1 1,200 10.6 68 23 5 21 75 851 3,883 -- 44.9 2,181

.4 760 5L2 65 41 7 39 so Z,229 4 126 -1. 9 4 52S6.5 290 31 53 48 15 '55 31 465 477 -- 29 254
. ... 14.9 430 7.3 58 2 •5 18 27 is 2.520 NA 2.9 16-37.3 210 4.7 61 43 10 '68 68 296 1.484 +327.4 NA

Tf-- ....... LO 940 2.5 67 24 7 40 89 3.962 742 -15.8 S57T5.y .5,2 320 3.6 52 38 16 120 30 255 460 -22.3 311
-e --- 36.2 340 4.0 54 40 15 119 46 516 1.558 -6.4 882

2.9 750 .7 69 23 9 43 91 958 187 -L6 19721.6 100 2.7 50 33 21 NA NA NA NA --34 NA
. --- 1&&8.8 230 -. 7 50 NA NA NA 65 NA 691 -96.7 164.3 380 L0 44 50 21 159 15-20 458 713 -19.2 753



1,

cc
0

'3

1'

cc

.2 3,150 17.b
14.4 360 4.6
6.3 310 2.6

.5 700 7.7
119.2 80 3.4
29.8 450 7.7
9.7 370 1.4

.8 3. 860 -2. 1
2.0 450 8.1

56.5 140 3.0
.1 2,370 5.8

7.5 540 7.4
10.6 1,060 1.4

5158
140

48
50
52
64
52
37

146
42
64

so
50
45
33
47
45
49
43
46
50
50
50
41

19
17
U
25
19
17
15
7

16
25
19
23
9

1138 20 802 NA NA NA
86 20 492 L760 2-75.2 1,470
91 68 315 327 3-.2 311

229 12 1,028 NA -L2 NA
125 43 123 1,458 -269.3 1,549

t 139 23 895 2,410 '- -33.9 2,937
104 14 650 713 +5.6 11101
39 53 7,888 797 -18.8 2,983

NA 27 571 1 104 2-27.2 NA
1157 25 59 1 502 -33.3 2,146
1138 10-15 2,025 NA NA NA
1152 15 988 806 1-656 43,844

49 76 2,518 2,433 -78.1 3.029

1fBased on Office of Population. U.S. Agency for International Development, Population
Prog Assstace December 1972.

leU equals total gross Imports of rain.
'61971.
SToal reserves hs of end-December 1972.

* According to State Department estimates. Imports for China and Cuba are c.Lf.; for the
Sovit Union. f.o.b.

IGSabon, is an associate member of OPEC.
NA-Not available.

SoMOrce: James W. Home Nd the Staff of the Overse Development Council. "Te United
Stes and the Developing World, 1974," pp. 144-151. based on the followia: Population,
GNPer capital. and growth rate fure ae based an "World Bank Atlas, 1974" (Wasing.
ton. D.C.: Wold Bank Graup 194); f expectancy birth rate, death rate, and infant
mortaydta ae m R en B , "Word Population Data Sheet," 1973.
with exception noted; literac rates ae from U.S. Agency for international Development,.Popl December 1972; ener P -cosumption figur from United
Nations Statca_ Yearbook, 1972," Publication Sales No. F 73 XVIII: total Import,

.andrese flgures we baud On ilntern Monetary Fund, "International Fiam.
el S s " December 1973; grain Impod f e e based on Food and Agriculture

OraiainTrade Yearbook October 1973.

OPEC COUNTRIES

Gabon ...................
11lo85 ........................

|Lr~............. ...........

Vene.........la .......... ........

I a -_ --- ------- ------- -------
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PREPARED STATEMENT OF ROGER . HANsEN, SENIOR FzLLOW, OvEsEAs
DEVELOPMENT COUNCIL

SUMMARY

1. The Trade Reform Act of 1978, developed within the Administration in 1972
and considerably rewritten by the House Ways and Means Committee in the
summer of 1978, does not in its present form reflect the concerns which have
arisen within the past six months regarding the" Issues of natural resource
scarcities and the use of export controls as instruments of trade policy.

2. Despite the consequent omissions from HR 10710, the energy crisis and
the 400% increase in the cost of crude oil has made a major trade negotiation
more rather than les necessary. A major negotiation presents an opportunity
to avoid an increasing use of protectionist devices and bilateral arrangements
which might otherwise follow from a $50 billion increase in developed countries'
1074 oil import bills.

3. The amendments to H.R. 10710 presented by Senators Mondale and Ribicoff
contain a comprehensive and well-reasoned approach to negotiations on the
question of access to markets for food and raw materials.

4. If and when such negotiations do begin they will be among the most com-
plex attempted under the provisions of H.R. 10710. They raise the central
issue of equity in North-South relations.

5. If negotiations in this area are to be successful they will require far more
comprehensive thought and planning than has generally been given by the
United States to relations with the Third Word.

STATEMENT
I. Introduction

It is a pleasure to have the opportunity to testify before the Senate Finance
Committee on the Trade Reform Act of 1973. In accordance with the desires
of the Committee I shall direct my brief statement to a single aspect of your
considerations regarding the legislation: the issue of scarcities and access to
the world's supplies of food and other raw materials.

Within the past several months it has become a commonplace that events
may have overtaken the Trade Reform Act. The Finance Committee's analysis
of the Act captured this view in the following paragraph of its February 26,
1974 report on the bill :

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

The Committee report goes on to link the "access" question to the problem
of United States relations with the world's less developed countries (LDC1's).

"Some so-called L)C's-the Arab oil producing nations--are now in effect
holding the Western economies at bay through selective boycotts and massive
price increases. One of the most serious and challenging facts facing the world
is that at present consumption levels, world'imports of petroleum will jump from
$45 billion in ,1978 to about $115 billion in 1974, or by about $70 billion. Oil export-
ing countries' revenues will increase in 1974 to nearly $100 billion or three-and-a-
half times the 1973 levels. Other LDC's sitting on other important mineral re-
sources, may be tempted to form their own producers' cartel to seek a maximum
rate of return on -their assets. This bill does not deal with the problem of raw
material shortages, export embargoes and price gouging by producer cartels.
Father, it grants LDC's "general tariff concessions" to Improve their competitive
position In manufactured goods."

It seems to me that the major questions before this Committee regarding ac-
cess to the world's natural resources-food and other raw materials--are three.
First, is the so-called "new era" so different that the Trade Reform Act is no
longer relevant to present realities? Second, if the Act still merits Committee
approval, how can It best be amended to incorporate constructive responses to
the new problems of "scarcity"? And third, how can the Committee and the Con-
gress in general influence the development of new international norms of behavior
with regard to the access question?
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II. The Quest ion ot Scarolty
During the latter half of 1973 the concerns of those -responsible for internal,

tional trade issues shifted rather rapidly from access to markets where food
and other raw materials could be sold to access to markets where food and other
raw materials could be purchased. At the same time differences of opinion began
to develop concerning the nature of the past year's scarcity problems. How
much of the problem is secular, reflecting a new era In which resource scarcities
ore a perslstenThnd-Increasing constraint on further economic growth?

How much Is cyclical, reflecting scarcities caused by rapid growth rates in
almost all industrialized countries, a bad crop year in many parts of the world In
1972, and a highly unstable international monetary situation that led to a flight
from volatile currencies into commodity hedging? And finally, how much of the
problem Is political, reflecting present and potential artificial scarcities suelt os
that caused by the Arab countries in particular and the practices of the OPEC
countries In general?

There Is as yet little general agreement on the nature and extent of the scarcity
problem. Short supply problems dominated the headlines of 1978. Many who ex-
amined these problems and. the factors contributing to them are convinced that
long term global scarcities are with us to stay. Their concern encompasses both
the rapidity with which population and economic growth consume global re-
sources each year and present institutional limitations on the speed with which
man can alter demographic trends and develop energy-saving and substitution
technologies.

Other supply specialists, however, remain unconvinced that we face global
scarcities-at the present or In the foreseeable future-that are qualitatively
different from those of previous decades. Looking ahead for as much as fifty
years, they envision a chain of events in which emerging scarcity situations raise
prices, diminish demand for scarce commodities, and lead to product sustltu-
tion and new technologies that make more efficient use of raw materials. In
their view, closing the gap between demand and supply that will arise as certain
individual products do become scarce at present price levels does not yet appear
to imply anything like a decline in present living stnndardR. One recent study
which focuses almost-exclusively on the United States comes to this collusion
even without t assuming any dramatic technological or institutional changes,
However, It Is instructive to note the cautiousness with which the study con.
cludes that the United States Is not likely to experience truly serious shortages
of raw materials (luring the next thirty to fifty years:. "The United States economy undoubtedly will become somewhat more de-
pendent on mineral, fuel, and certain other raw material imports; these 1ci11 not
be readily available utnless the world investing and trading system can be sts-
tained at least as well as it has been, during recent years. And, of ,ourse, tech-
nological progress will also have to be sustained, as will improvements in man-
agement and labor productivity. Failure at any of these points will alter the
principal findings significantly. Finally, failure to protect the environment and
Its major ecosystems against severe and perhaps irreversible damage would over
time undermine the whole economic system as well as the ecological systems" 1

Fortunately, the debate over the longer term prospects for resource scarcities-
broadly defined to include environmental issues such as pollution levels, waste-
carrying capacity, soil erosion, damage to marine life, as well as the supply of
traditional commodity natural resources--now is joined on a global basis. As
further private and official analysis of these problems Is completed In both na-
tional and international institutions, new evidence will help to define the nature
of the long term scarcity issue more reliably,

The nature of the short term scarcity probledi is less controversial. Its major
ingredients have included, among others: the increasingly inflationary bias built
Into the economic institutions and governmental policies of the developed coun-
tries of the world; a conjunction of business cycles which added greatly to rent
surges of demand-induced Inflation; and the food shortages of 1972-73 which
quickly translated themselves into skyrocketing prices and a growing network of
export controls. Predictably, the scarcity Syndrome spread rapidly from raw
materials to seml-manufactured and finished products, By late 1973, shortages-

IJoseph ,. F sber and Ronald 0. Rldker, "Population Growth, Resource Avilabilit
and Environmental Equality," Amen can Rconomo Revfew, Vol. 68, No. 2 (May 107y,
p. 82. 9mpnasis added.
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measured in terms of delays in delivery-were noticeable in U.S. markets for
such diverse products as copper, zinc, cement, paper, timber, structural steel,
man-made fibers, cotton goods, oil drilling equipment, and variety of chemical
products. In addition, oil shortages tied in good part to Arab production cut-
backs were bound.to create further production bottlenecks in such industries as
glass, cement, plastics, synthetic rubber, steel, and chemical fertilizers; short
supplies of fertilizers portended further global food shortages and continued
upward pressures on food prices.

All of the short term problems of scarcity noted above have been further com-
plicated, and in many Instances exacerbated, by the collapse of the Bretton Woods
monetary system and a tendency within the international community to disre-
gard the rules of the GA'T whenever self-interest so dictates. Monetary uncer-
tainties have led not only to flights from currency to currency, but also In some
hiistances to flights from currency to commodities, pressing prices ever upward.
The very vagueness of present GIATT rules on the use of export controls has
undoubtedly contributed to the broadening array of export restraints, whether
in the form of export licensing or of "voluntary" agreements on the part of some
countries to limit their purhcases of scarce products from foreign markets,

To summarize the evidence on the global scarcity situation we can say that
the short term problems are already widespread nad likely to increase some-
what even as global growth rates diminish; long term resource scarcity problems
are, quite naturally, far more speculative and uncertain. Nevertheless, the very
potential for a world of food and raw material scarcities can lead countries
and companies to act as though potential were reality. In this sense the ap-
pearance of future OPFC's is more likely to be a function of a world psychoingy
than of particular market conditions, and the success or failure of such cartel
arrangements may well be less conditioned by market forces and the needs
of individual cartel members than by the behavior of a host of preemptive
buyers bidding for control over essential raw materials.

This is, of course, the gloomiest possible projection, one which will eventuate
only If the world's common sense fails It once again. But it is the very pos-
sibility of such an eventuality which leads one to the conclusion that the Trade
Reform Act should be passed-with some appropriate amendments--so that a
negotiation to produce a more constructive resolution of the world's present
trade problems can begin In earnest in Geneve. The logic may be perverse, but
It is also simple. The energy crisis, the 400% increase in cost of crude oil, a
doubling or tripling in the price of some major agricultural products and other
less dramatic ipereaseei threaten most of the world's major trading nations with
huge deficits in their balance of trade In 1974 and beyond. If these nations ao
not soon begin to discuss the ramifications of this "new era" for present inter-
national trade policies in a genuinely multilateral setting, the potential for a
reversion to protectionism and bilateralism will most probably prove too great to
withstand. Thus It Is as much to begin to deal with the problem of a new era
as to continue improving the machinery of the "old era" which is still with us
that necessitates a major trade negotiation at the present moment in our history.

III. Amcndm cnt8 to Incorporate an Approach to the Scarcity Issue

If the Trade Reform Act should be passed and the Geneva negotiations begun
in earnest, what can be added to the legislation to assure that the issues involved
in the questoa of access are given priority attention? Fortunately for tile Com-

mittee and for the Congress, Senators Mondale and Rlbicoff have already intro-
duced a comprehensive approach In a set of amendments to the trade legislation.
Their amendments address the scarcity issue (1) by expanding the bill's state-
ment of purposs; (2) by calling for negotiations to strengthen and extend the
provisions of the GATT or other international agreements to include rules
governing access to supplies of food and raw materials, including rules governing
the imposition of export controls and the use of multilateral sanctions against
countries which deny equitable access; and (3) by expanding the President's
powers of retaliation in Title IlI to include explicit retaliation against export
restrictions deemed by the President to be "unjustifiable or unreasonable."

The Administration's response to the Mondale-Rlbicoff amendments seems to
suggest that there is a good deal of support for the general approach downtown.
This general conclusion can be drawn both from Ambassador William 10berle's
remarks before this Committee ("We believe that these Ideas are conceptually
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sound, and we Join in the spirit of the proposals made...") and from several of
the Administration's own proposed amiendmnents.

I have one specific reservation about the Mondale.libicoff amendment to Title
III. As written it would, in the extreme, allow the President to retaliate against
a foreign export restraint which was simply deemed to be "unreasouable,"-not
illegal-by the President. I would hope that at the very least the President
would not be given this power until attempts have been made in GATT and
elsewhere to develop some new rules of the game on the use of export controls.
If all such attempts fall we may eventually have to resort to such broad Congres-
Sional delegations of authority to the Executive Branch in tis area. But as an
observer of the U. S. government concerned with the gravitation of power away
from the Congress and toward the Presidency during the past half-centunry or
longer, I have an lnstiunctive bias agiInst. sneh sweeping delegations of authority
even when the reasoning behind then Is admirable.

Tlls apart, I support this compreliensive thrust of the Moudale.Ribicoff ap.
preach, and commend the Administration's effortss to work constructively with
these proposals to shape an approach t? the Issues of export controls amd access
to food and other raw materials il the Trade Reform Act. And, of course, I agree
with the concern of Senator Cliles that there be the proper degree of congruity
between the Trade Reform Act and the Export Administration Act on this
issue. If not, the U. S. might get caught trying to move the International trading
rules one wily in Geneva while moving in an opposite direction domestically.
IV. After the Act: Acc6sa, Rqulty and the Mole of Oongreae

If this Committee, the Senate, and the Conference Committee accept H.R.
10710, and If the President doesn't veto it, the real problems regarding tht Issues
of access to food and raw materials will finally begin to be exposed. Mome will
undoubtedly prove non-negotiable, some will take years to negotiate, soine may
be manageable within the GATT forum, and others will have to be tackled else.
where, If the "resource pessimists" are right, and we have crossed the threshold
into an age of long term scarcities, many problems will prove harder to negotiate
than otherwise ; if the "resource optlinsts" are right, the international conflicts
surrounding the access Issue should prove easier to manage.

The reason for predicting protracted conflict over the access questions is quite
simple. If we have entered all era of long term scarcities,' then negotiating on the
access question comes very close to negotiating on the essential question of all
political activity-as Harold Lasswell put it, "who gets what, whent and how."
Such questions are, as you gentlemen know far better than I, hard enough to
manage domestically. What makes them mallageable within most nation-states
is that the groundrules of the day-to-day conflict are accepted by most of the
buyers in the game. They are accepted because of shared values and norms of
behavior which together (1lute the element of conflict ili political life nid create

a sense of legitimacy which surrounds and supports the ultinmatly coercive
powers of the state.

It is, of course, precisely thence shared values and norms, this sense of legiti-
macy, which contracts intra-state plitics from international politics. Sometimes
the differences are overemphasized: there are groups of states in the world
today which do share enough by way of values, norms, etc., that onke must charac.
terize their relationships as somewhere between the polar types of ,tterna t tonal
and donwatio politics. The European Community, the Atlantic Community, the
U,8.-Canadian relationship, all fit somewhere between the extremes.

in general, however, tile international system reminsin far closer to the world
of Hobbes than the world of Locke, far closer to a "state of war" than it social
contract. Yet this is the world of states which must of necessity elter into any
comprehensive set of negotiatiolls on the question of access to food and raw
materials. This is true not simply because it makes good policy sense to enonlmpasis
as many countries as possible in such arrangements, hut also because it large and
growing percentage of the world's proven reserves of natural resources are to be
found in the so-called Third World. Therefore, a "family" arralgemneent among
OECD countries, or even within the GATT itself, would leave out of the picture
many of the states whose cooperation will be needed if the new "rules of the game"
are to work successfully.

1o the extent that "access" means access to the raw materials of the Third
World, it also means that rules of access will only be negotiated Insofar as the
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.qUeition of "equity" in North-South relations is negotiated simultaneously. This
is clearly understood by members of this Committee. It was Senator Mondale who
said on the floor of the Senate In introducing his amendments that "rules must
be formulated in a manner which insures a fair return to producing countries
for their precious resources and which insures their economic development, I
believe we can devise a system which is equitable to producing countries and
to the industrialized world."

Senator Mondale's optimism, if it is to prove justified, will call for a capacity
for statecraft In North-South relations which the United States has not yet
demonstrated. It is precisely in the area of U.S. relations with the less devel-
oled countries that U.S. policy has been at its least imaginative, least persuasive,
and most short-sighted. Despite the growing role of the Third World-real and
potential-in international economic affairs, Fred Bergsten has persuasively
argued that "present U.S. policy neglects the Third World almost entirely, with
the exception of our few remaining military clients., ."

Unless this policy framework is rather radically restructured, I can only
foresee a rather limited effort on the part of the United States to discuss and
negotiate seriously with Third World countries in the GATT, in UNCTAD, In
the United Nations and wherever else talks are needed to make progress toward
the goals set out by Senators Mondale and Ribicoff. In fact It is easier to believe
that the United States will attempt to circumvent all forums save the GATTl (or
a group of developed countries within the (A'Vl) on the assuhiption that it can
better control the outcome of any negotiation on the use of export restraints
within that body. If there were much solidity in the "Atlantic Community"
(including, as usual, Japan) such a strategy, even if it could be objected to on
moral grounds, might be successful. But with relations among industrial states
in disarray and bilateral preemptive bidding already underway, such a strategy
seems doomed to fail in the present context.

Therefore let me leave one underdeveloped thought for the Committee's con-
siideration concerning an approach to the question of access to food and raw
materials. If and when the Trade Reform Act becomes law, this Committee,
directly or through its membership named to the U.S. negotiating delegation,
shotuldi press the Administration for a comprehensive examination of the range
of methods by which the equity issues at stake internationally might be examined
and redressed. From the LDC point of view greater equity might be achieved
in scores of ways, including individual commodity arrangements (guaranteeing
a cvertaln real rate of return) access to developed country markets for LDC
manufaetur'cd goods, new "rules of behavior" for multinational corporation
subsidiaries located in LDC's new rules of the game on the transfer of tech-
nology, new international monetary rules. new sources and modes of inter-
national and bilateral aid, concessional access to world food reserves, and a host
of others.

In order to obtain new norms of behavior on access to LIDC raw materials the
United States (and other industrialized countries) should consider the 'full
range of policies which might be offered to achieve their acceptance; choose
among those policies the ones which are in the best Interests of the United States;
and negotiate with all countries in good faith, A comprehensive tipproach of this
nature does not guarantee success. It simply guarantees that failure will not be
inevitable.

Finally, there Is at least one step which the United States might take very
soon to help set the tone for the entire effort. This would involve the development
and presentation of a comprehensive international approach to one potential area
of s arcity-food-at this fall's World Food Conference.

The United States is the world's leading supplier of wheat and foedgrains. It
has also recently become the-leading exporter of rice. Together, the United States
and Canada occupy a dominant supplier position in agricultural trade which
exceeds that of the Middle East as the world's major source of energy. A[oreoveri
the world is today more dependent on North American food supplies than it ever
has been previously. If the United States chooses to use this position of strength
to play a leading role In the development of new international- groundrules of
access to agricultural commodities, the creation of world food reserves, and the
concessional financing of agricultural sales to less developed countries-particu-
larly In periods of sharp price rises--it can greatly improve the prospects for
eventually subjecting other potential scarcity items to new International rules
of behavior.,
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PHEPARKO STATEMENT -OF CHARLES R. FRANC JP., SENIOR FELLOW,
BROOKINSS INSTrTUTION

SUMMARY
The United Statesis becoming increasingly dependent on the less developed

countries as sources of supply of food, minerals, and natural fibers, The great
potential for Increasing these supplies lies with these countries also, If we are
to ensure the United States continued access to these potential supplies we must
grant these countries access to our markets for both primary and manufactured
exports from the'less developed countries, The price that we will have to pay
for disruptions In supply and nigher prices for basic commodities Is far greater
than the costs of guarantrng market access in terms of the loss of potential
jobs in import-competing industries, Foreign trade is responsible for the loss of
40,000 potential jobs per year which is only a tiny fraction of the loss of job
potetal due to increased labor productivity or fluctuations in aggregate demand.

Assurance of market access requires an adequate adjustment assistance pro-
gram so that the costs of freer trade do not fall unduly on a few while many
others benefit. The cost to government of the adjustment assistance pur.m
provided in the Trade Reform Act should be more than $185 million, assuming
that the eligibility criteria are Interpreted in a reasonable fashion and that
additional funds are appropriated for training, counseling, and placement.

There is still need for improvements to the proposed legislation. These include
aid to communities, special help for older workers, health insurance, early warn.
ing, and extension of the eligibility criteria to firms indirectly injured by trade
or workers injured by relocation of facilities outside the United States. These
improvements would add at most $15-$200 million to the program, The total
cost, in the range of $50 million, would be a small price compared to the enormous
price that would be paid by consumers if the world engages in a mad scramble
toward anarchy.

STATEMENT
Introdnotion

The economic growth and development of the Third World has always been
in the Interuutsat the United States, The less developed countries provide a grow.
Iag market for U.S. exports of both agricultural commodities and skill-and tech.
nology-Intensive manufactured products. They have been the source of many of
our important Imports-tropical agricultural products, oil, minerals, and inex-
pensive, labor-intensive manufactured goods. The United States consumer has
an important stake in maintaining this flow of goods from the less developed
world-his standards of living can suffer greatly if this flow were interrupted.

The recent crisis in- oil and the worldwide inflation in basic commodity prices
has made us even more acutely aware of this Interdependence. InI a time of surplus
and oversupply of basic raw materials, economic events in the countries of
Africa, Asia, and Latin America matter little to the United States. Now we can
no longer ignore the effects of a bad monsoon in India, a poor sugar harvest In
Brazil, or civil strife In an African country producing copper or petroleum,
Not only do the Indians, Africans, or Brazilians suffer the effects, but they are
transmitted quickly to other countries either in the form of higher prices, dis-
ruption in supplies, or combination or both,

Once the problems of interdependence have become recognized, there are two
main ways to approach a solution. The first Is to take steps to make the United
states less dependent on foreign sources of supply. The second is to attempt to
devise rules of the game through multilateral negotiations among countries, The
two a approaches are not mutually exclusive. For example, we have taken steps in
both directions in our response to the oil crisis. The negotiated rules of the game
should make for orderly processes of adjustment whenever there are dramatic
changes in either supply or demand which threaten abrupt disruption In trade
patterns or sharp increases in prices of internationally traded goods. The rules
should also help to ensure that controls on trade will not be used as a political
weapon to Inflict harm on other countries either by disrupting supplies through
explot controls or cutting off markets through import controls.

The costs of the first strategy, Increased self-sufficiency, are largely economic.
If carried to the extreme, self-sufficiency will raise the costs of basic raw ma-
terials and labor-intensive manufactured goods to very high levels. The potential
for economic growth will be reduced.
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The costs of the alternative strategy, negotiating multilateral agreements, are
largely political. The negotiations are likely to be long and difficult. They will
require surrender of the right of governments to make independent trade policy.
Agreement must be obtained on rules to govern the imposition of direct import
and export controls as well as the use of non-tariff barriers to import and export
trade. Precedents in this area are not as well established as they are with respect
to agreements on tariffs, Negotiations will require not only statesmanship in
dealing with other countries, but political skill in getting agreements approved
over the objections and political pressures applied by special interest groups
within the country that may be injured by a reduction in the government's ability
to pursue an independent trade policy.

While It may be wise to take some steps to reduce our dependency on forAign
sources of supply, it makes no sense to apply this strategy In the extreme. We
must accommodate ourselves to the realities of an interdependent world and
enter Into serious negotiations. The role of the less developed countries in these
negotiations *ll1 have to be substantial. We are just beginning to recognize our
interdependence with the less developed world-oil is the most apparent example
but there are others. The less developed countries are significant sources of sup-
ply for a wide range of minerals, including copper, tin, and bauxite. They are
either main sources of supply or significant participants In world trade for
quite a number of products, including coffee, cocoa, tea, sugar, natural rubber,
rice, meat, fish products, cotton, hemp, sisal and other natural fibers. More im-
portantly, looking to the future, the bulk of the potential for expanded sources
of supply of food, minerals, and natural fibers lies In the less developed areas.
Yields per acre are far less there than they are in advanced nations. The applica.
tion of modern technology, particularly the development of more new seed varie-
ties and the use of fertilizers, can very substantially raise productivity. The po-
tential for increased agricultural productivity In developed countries Is far less
since technology has been applied much more intensively there. Mineral explora.
tion has been conducted much more intensively in the developed nations, A
combination of reluctance on the part of the less developed countries to cede
exploration rights to foreign firms and reluctance on the part of foreign firms to
explore in countries with unfamiliar political regimes and cultures and uncertain
prospects for nationalization or for being allowed to expatriate pofits has
resulted in far less intensive exploratory activity in less developed countries,
Discoveries of mineral resources are closely correlated with exploratory activity;
thus the potential for increased reserves is very great.

If we are to enter into serious negotiations with less developed countries, in
asking them to gual-antee no disruptions in supply, we must offer them something
of value in return. The most valuable thing we can offer is not a promise to
maintain or increase foreign aid or an offer of tariff preferences, but a guarantee
of wide and continued access to United States markets for their manufactured
exports and, for food deficit countries, assurances that food supplies will be
inn Intained at tolerable levels even in periods of worldwide shortages.

There is a growing consensus among policy-makers in less developed countries
that the path to development lies not in following inward-looking policies of
import substitution but through outward-oriented policies of export promotion.
The most rapidly growing less developed countries are those whose manufactured
exports are increasing at very high rates, A strategy based on export of mnnu.
fractures allows expansion of the industrial base without running Into high costs
because of limited size of their own domestic markets. It permits these countries
to utilize efficiently their most abundant factor-labor. But to pursue this strategy
they must have reasonable access to foreign markets.
Foreign Trade and American Joba

The greatest opposition to keeping United States markets open to expnnding
imports comes from those who fear the loss of jobs or loss of assets invested in
Import-competing industries. In order to assess the validity of these claims, we
analyzed in some detail the major import.competing industries at the five-digit
level of classification (Staqdard Industrial Classification). In particular, we se.
elected all those industries for which at least one year between 19068 nnd 1969
imports were greater than 8 percent of domestic output and larger than $10
million, In addition we selected some industries with imports less than 8 percent
of output but much higher than $10 million and others with imports less than $10
million but a much higher percentage of domestic output. These Industries repre.
sented 207 out of approximately 2,000 five-digit Industries for which data existed
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and about one-half of total manufacturing employment In the United States in
1071.

The five-digit level of classification was the finest breakdown for which It was
possible to obtain output, employment, and value-added data that matched with
trade data. Although the level of aggregation is relatively small at tls level,
five-digit industries which produce products that are imported also produce
products.that are exported. It is surprising, however, to note that for all import-
competing five-digit industries in the United States taken together total exports
actually exceed imports in 108 (see Table 1). By 1971, however, total imports
became more important although for the import.competing segments of the
chemicals, machinery, and transportation equipment sectors, exports still exceeded
imports.

The increase in relative importance of imports was most pronounced for the
less developed countries (see Table 2). This increase in imports from the LDO's
was most striking in apparel, rubber and plastic products, fabricated metal
products, electrical equipment and supplies, and instruments.

In the import.competing industries, there was only modest growth in employ-
sent between 1008 and 1971, increasing at a rate of less than 1 percent a year. In
fact, between 1907 and 1971 there was a decline in total employment, averaging
about 1 percent a year. In order to analyze the Impact of trade on employment,
we broke down the change in employment into four components:

1. increases in employment potential due'to expansion of domestic (lenand;
2, increases in employment potential due to export expansion;
8. the decline in employment potential due to increased imports; and
4. the decline in employment potential due to increase labor productivity.

TABLE I.-TRADE RATIOS FOR 5.DIGIT, IMPORT-COMPETING INDUSTRIES AGGREGATED TO THE 2-DIGIT LEYEL
(PERCENT)

1963 19P7 1971

Net Net N t
Imports Exports Imports Imports Exports Imports Imports Exports Imports

to to to to to to to to to
output output output output output output output output output

Pro ssed foods 9............... ... 1 . .31 10.4 3.1
A el ...................... . . 9 0.2

Te 0 38 8 3.1 4.2 .8 3. 1:; I .2 oodproduc............ 10.7 2.5 8.2 11.0 3.1 7.9 13 3: 14
Furniture ................. .6 .6 0 1.3 .6 .7 3. 5 7

ePae products ............. 85.9 17.9 68.1 89. 18.0 70.2 98. 22.
Pr nt nigand publishing ......... 1.2 .4 . 2 .61 7.9

6Ohemloals......... ... 2.9 9.5 - . . :3 96.3 17. I -.
10 petroleum and coal products ..... 12.6 3.8 9 1 .3.9 9.3 

3 ub ber ndp lastic p roduo s .*. .... 1.9 8.5 - 6.6 .: 3 9 " 6 :4 3.8

Leather prducts ............... 5. 1.5 3. 1: . 17:1
Stone, clay and glass products .... 5.4 3 . 1 1.
Primary metal products.......... 6.4 3. 5 2.9 10 .1

Farctdmetal products ....... 2.9 4.2 -1.3 4.7 5.8 11
, e qutril.equipment and supplies 2.8 23. 3.2
Transportation equipment ........ .6 . -4 1 1 '9: 2 0 -5.9

-n truments .................. 2. 8.6 "9 4 1 -. 1
9 miscellaneous manufactures ..... 6.7 3.8 3. 9. 4.4 4.0 8.1

Total ........................ 5.3 6.0 -. 7 7.0 6.2 .8 9,7 7.5 2.2
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TABLE 2.-IMPORTS AS A PERCENT OF TOTAL U.S. OUTPUT FOR 5.DIGIT, IMPORT.COMPETING INDUSTRIES
AGGREGATED TO THE 2-DIGIT LEVEL

1964 1071
f Importsimorts

from NLD' All Imports from LIDC's All Imports

20 Processed foods................................. 3. 8 4.4 4
22 Textiles..................................... 4.1 S. 1 .6
23 Apparel ........................................
24 umber and wood products ....................... . 1.13.

5 Furnlure .................................... !

8 rllem cal .. ............................ .
rubber an plastic ..............................
either products ....... 1 2; 4 S n, cay, and glass ................. .4 3
rmary Tetal products .... 4 ................... 1.6

S Fabricated metal products. ....................... 3.
3 M clnary except electrical ..................... 0

30 lectrcial eq pment and supplies ................. . 1 1
7 rnsporta ton equipment ..................... 0 ; .

38 Instruments .............................. . I
39 Miscellaneous manufactures .................... 18 7.5 .9

1.2 5,5 3.8 9.7

The contribution of these various factors are given in Table 8. The numbers
in these tables indicate that by far the most important factors affecting employ.
ment growth in the import.competing industries are changes in domestic demand
and in labor productivity. Increases in labor productivity have had roughly five
times the negative impacton employment as has lad the growth of imports
and ten times the negative impact of net foreign imports (imports less ex.
ports) in the import-competing industries between 1908 and 1071. The loss of
job potential due to net foreign trade in these industries has averaged only
40,000 jobs per year, about two-tenths of 1 percent of all Jobs in manufacturing
and less than one-tenth of I percent of the total United States labor force. Coim.
pared to tile loss of job potential due to changes in aggregate domestic demand
or increased labor productivity, the impact of foreign trade is a drop in the
bucket.

Although the impact of trade on employment is likely to be'small in relative
terms, the political impact of any loss in jobs will be great if people believe
that the loss could have been prevented by government action. Thus if we are
to be receptive to the trade of less developed countries, we must provide for
better means of adjusting our structure of production away from their exports,
This must be done in a wny that mitigates the injury to those U.S. workers and
firms that will be required to move into new, more efficient, and technologically
advanced product lines.

TABLE 3.-COMPONENTS OF GROWTH IN EMPLOYMENT IN U.S. IMPORT-COMPETING INDUSTRIES
In percent per annuml

Contribution
Growth rate of growth Contribution Contribution Contribution Net

of total of domestic of Increases of Increased of Increased contribution
.Period employment emsnd In Imports exports productivity of trade

1 6 to 1 67 ............ 2,6 7. 3 - 0. 0.1 -4.1 -0 .1too17 .. . . . -1.8 . 11- .1981101 it ............ "6: -T. I .I

There are two ways of alleviating the adverse Impact of changes In trade and
production patterns: (1) temporary restriction of imports and (2) trade adjust-
zient assistance. The first of these approaches involves an economic cost in terms
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of higher prices for restricted goods and a political cost in terms of a denial of
market access to other countries. If we are to grant assurances of market access
to other countries as part of our international trade strategy, and if we want
to avoid high-cost imports, then the trade adjustment assistance route is the
way to approach the problem of adjustment. It is important in making this judg-
ment, however, to assess the costs of an adequate adjustment assistance program.
Costs of Adjustment Aetistanco

The costs of a program of adjustment assistance depend crucially on the eli-
gibility criteria and how they are interpreted. The eligibility criteria for trade
adjustment assistance to firms and workers under the 1962 Trade Expansion Act
require that injury to the firm or its workers be caused in major part by Increased
imports and that a prior tariff concession 'be the major OauBe of Increased imports.
Injury to a firm must be established with respect to a reduction in sales, profits

-or employment. Injury to workers means the loss of full-time job or threatened
loss of such job.

The criteria for relief from import competition in the form of increased tariffs
or quantitative restrictions (escape clause relief) were the same as the criteria
for adjustment assistance. Under the Trade Expansion Act, no adjustment
assistance was granted between 1062 and 1069 because of the strict interpreta.
tio of the eligibility requirements by the Tariff Commission. From 1970 to the
present, the criteria have been interpreted more liberally and 48,000 workers had

een declared eligible to apply for adjustment assistance as of November 80, 1978.
The current version of the Trade Reform Act of 1978 separates eligibility cri-

teria for adjustment assistance and for escape clause relief and makes both
more liberal, Since there has been no administrative experience with these cri.
teria, it is difficult to estimate just how many workers or firms would qualify
for trade adjustment assistance under the proposed legislation, The criteria in
the bill before this committee are ambiguous, Depending on how these criteria
are interpreted, they could make a very large difference in the number of eli-
gible workers and lence the cost of the program,

One condition for the eligibility of a group of workers to apply for adjustment
assistance is that the Secretary of Labor must determine whether a significant
number or proportion of the workers in such worker's firm have become totally
or partially separated or are threatened to become totally or partially separated.
There are several ambiguities here. A signifloant number or proportion is not
defined in the legislation and considerable discretion could be used by the Secre-
tary of Labor in defining that phrase.

The term separation has no praise meaning. I would assume that the intent
of Congress is to provide assistance to those workers who lose their jobs, wholly
or partially, on a permanent basis and therefore are required to search for a new
job or retire from the labor force. Seasonal layoffs, for example, would not be
covered by the legislation. Nor would workers be covered If they were laid off
from their jobs temporarily due to a downturn in business but were called back
quickly from their layoff even If the temporary layoff were caused by a surge
in imports. But what about the worker who Is "temporarily" laid off but is not
called back. When is lie separated from his job? When should he be eligible to
receive adjustment as4istance? These questions may seem of minor consequence
but, it fact, the administrative interpretation of the meaning of separation could
make an enormous difference in the number of workers eligible for trade adjust.
meant assistance benefits and hence the cost of the program; for it is a character-
istlc of our industrial relations that workers are frequently laid off for ttnporary
periods.

A third ambiguity in this condition is the meaning of threatened to become
wholly or partially separated.

Another condition of eligibility is "that increases of imports of articles like
or directly competitive . . . contributed Importantly to such total or partial
separation, or threat thereof, and to a decline in sales or production." This con-
dition likewise is open to a range of interpretations.

Despite the uncertainties in the administrative interpretations of the meaning
of the legislation, we did make an attempt to estimate the number of workers
who might be eligible each year for trade adjustment assistance. We did this only
for fthe year 1971 by using the data we had compiled on five-digit import. compet-
ing Industries. Specifically, we selected those Import-competing industries for
which output had declined, imports had increased and employment had declined.
The result was 70 five-digit industries employing about 2.4 million workers. We
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then estimated both the layoff rate and the recall rate in those industries based
on data from the Bureau of Labor Statistics. The difference between the layoff
rate and the recall rate we called the separation rate. We applied this rate
to the selected industries.

The result was an estimate that some 44,800 workers would have been sepa-
rated in trade-impacted industries and would be eligible for trade adjustment
assistance. This estimate is subject to a number of problems. First, it is based
on data for five-digit industries while the legislative criteria are based on data
for the firm. The estimate also involves some special interpretations of the mean-
Ing of separation. A worker is separated if he is not recalled, but waiting for a
recall may take a substantial period of time and in the meantime a worker
may be declared eligible for trade adjustment assistance benefits even though
lie is eventually recalled.

This estimate of separated workers in trade-impacted industries can be
translated into a cost estimate of the trade adjustment assistance program as
outlined in the bill before the committee. The average number of weeks of trade
adjustment allowances under the present program is about 80. Under the pro.
posed bill, the first 26 weeks would be covered at 70 percent of the worker's wage
and additional weeks at 65 percent of his wage. Thus if we assume that the
average worker would have a wage of about $170, the gross cost of the trade
readjustment allowance should average about $8,586, The worker likely would
have claimed anyway under unemployment insurance compensation. Currently,
the average trade-impacted worker collects about 17 weeks of unemployment
insurance-although this may be expected to rise to perhaps 20 weeks on the
average-as more states allow for longer periods of eligibility. If we assume
that the average unemployment benefit would be $00, the net cost per worker
should be $2,886.

We argued above that some 44,800 workers should be eligible for trade read-
justment allowances annually. To be especially conservative, we might assume
that very liberal interpretation of the criteria result in 60,000 workers being
declared eligible. The experience of the Department of Labor, however, in that
only about three-quarters of those eligible to apply for benefits actually receive
benefits. Thus we could expect at most some 45,000 workers to receive benefits at
a total cost of $105 million. Perhaps an additional $45 million" could be allocated
to workers training, counseling, placement, relocation, or health benefits, and
$85 million to adjustment assistance to firms. The total cost would be $185
million a year at most with $160 million a year a more likely estimate. This
assumes, however, that actual appropriations of funds will be allocated to
worker training, counseling and placement, appropriations which I believe
are not now anticipated.

The costs of the adjustment assistance program are very much more dependent
on how the eligibility are interpreted rather than on the level of benefits specified
in the legislation, Thus, it is important that some legislative guidance be glven
to the Departments of Labor and Commerce. For example, Committee might
specify a rule of thumb concerning the proportion of workers separated which
would be regarded as significant. You might indicate that a worker should not
receive benefits if there is a reasonable expectation that he will be called back
to his Job in less than 18 weeks and that his loss of work cannot be regarded
as seasonal. These kinds of caveats will help ensure that the costs of the adjust-
ment assistance program will not run out of control,

Even with a quite liberal interpretation of the eligibility criteria and with
special appropriations for all aspects of the program, the costs will be minor
compared to the billions of dollars lost to the consumer through trade restric-
tions or the billions more which would be lost if more protectionist measures
were to be enacted because of loss of jobs without compensation.
Other Aapoota of Adjustment Aseestanoo

I do not want to repeat my testimony given to the House Ways and Means Com.
mittee, but it is clear that although the proposed bill represents an improvement
over the provisions of the 1062 Trade Expansion Act, a much more imaginative
effort could be mounted at very little extra cost to the government. For example,
aid to communities should be part of the program. The principle of federal as-
sistance to communities undergoing rapid economic change is firmly established
in the South Bend assistance program in the middle sixties and the Defense De-
partment's program for communities impacted by cutbacks in defense and aero-
space.
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A system of early warning is another needed Improvement. Trade impacted in-
dustries should be identified ahead of real injury. Initial adjustment assistance
efforts could be initiated at this early stage. Firms could be required to give ad-
vance notice of termination of a worker's Job.

Benefits to workers could be improved. A significant omission is lack of health
insurance benefits. The period of assistance should be more closely related to
length of service and more substantial benefits given to older workers.

Assistance to firms should be expanded to allow tax credits for expenses of
training, job counseling and placement of terminated workers.

Finally, eligibility criteria should be expanded to help firms indirectly In.
Jured by imports-makers of heels and soles for shoes should be just as eligible
as makers of shoes. Adjustment assistance ought also to be provided when there
is a sharp reduction in exports as well as a rise in imports or when their firm's
facilities are relocated abroad,

These improvements would greatly strengthen the adjustment assistance pro-
gram and provide adequate protection for workers at a reasonable cost. The
additional costs would probably be no more than $150 to $200 million for a total
program in the range of $850 million. At the same time, however, the American
consumer would not have to pay the enormous price of runaway protectionism.

Senator HAirTxp. The committee will come to order and we will
proceed. The next witness is John M. Leddy.

STATEMENT OF 1OHN M, LEDDY, CHAIRMAN OF THE ADVISORY
TRADE PANEL OF THE ATLANTIC COUNCIL OF THE UNITED
STATES, ACCOMPANIED BY JACQUES ;. REINSTEIN

Mr. LEDDY. I am John M. Leddy. I am Chairman of the Advisory
Trade Panel of the Atlantic Council of the United States. I have with
me Mr. Jacques J. Reinstein.

Mr. Reinstein is rapporteur of our Advisory Trade Panel,
We have submitted a written statement, together with a copy of

our Interim Peport on Reform of the International Trade System.*
I would like to comment on that briefly, having in mind your 10.

minute rule.
Mr. LEDDY. I just want to say that our trade panel is a group of

former public servants with experience in international trade matters
and an interest in reforming the international trade system.

We think that H.R. 10710 is essential to achieve any significant
reform, and subject to a couple of observations I will make in a min-
ute, we think it would equip the United States to effectively participate
in this exercise.

If the United States is to make effective use of H.R. 10710, in the
event it is enacted, the United States and other major trading nations
must work out together a set of common objectives and a concrete plan
to achieve those objectives, otherwise we fear the world trade confer-
ence of some 100 governments which has been called as a result of the
last Tokyo meeting GATT meeting, may bog down.

Our purpose has been to come up with ideas that will help to con-
tribute to the thinking that we believe has to go into the business of
formulating a set of objectives and a plan to achieve them. We are
interested in stimulating public interest and public discussion on our
report.

Our main proposal is that there ohoidd be a new Code of Trade
Liberation concluded among the major trading'nations, including, at
a minimum, the European Community, the Uited States and Japan,

$see p. 915.
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but also other Western European countries, Canada, and Australia.
This would go well beyond the G TT, liberlize the GAT, go

farther in the direction of trade liberalization along more equitable
lines.

It would make for improved enforcement and administration of
trade commitments; it would provide for enforcement by the countries
which accept all of the common obligations, probably on some kind of
:a weighted voting basis.

The main features of this code are described in the statement apd
report I have given you, and I don't want to describe them in detail
because it would run me well over the rule.

There are just a couple of main points that I want to make. First,
'this code would supplement and support GATT; It isn't intended
to replace it. GATT would remain the world iorum in which the leps-
developed countries and the industrialized countries would try to get
togetherr and sort out the very complex problems they have,

The code would not require anybody to discriminate against coun-
tries that didn't join. On the contrary, those countries that belong to
GATT and stay in it, and also the Ftnd, would get the benefits of the
code through thie most-favored-nation clause.

The code would be open to any country prepared to' accept its obli-
gations. As a practical matter, we believe that only Western indus-
trialized countries-Europe, Japan and so forth-"Western" in terms
of non-Soviet-type market-economy countrie.--would be able to ac-
cept the kind of obligations ve propose.

'Finally, we don't believe that the objectives of a true trade reform
,ran be achieved by attempting to amend the GATT formally. Two-
'thirds of the members of GATT are less develoned countries. They do
'not now have to adhere to the full rules of GATT. They have special
privileges and exceptions, and so forth, to take account of their develop-
ing stage. Nevertheless, they have a majority vote in the GATT and

'this affects the whole enforcement procedure.
We think that situation has to be cured and we think that te best

chance of success of reforming the international trading system insofar
as the larger part of world trade is concerned. which is the trade con-
ducted by'the industrialized world, would be through this supplemen-
tary code among the major trading nations which, as I say, would
support GATT and not destroy it.

Now, I have said that the bill passed by the House, I.T.R. 10710 would
give the United States adequate negotiating authority to participate
fully'in this enterprise. I think it is a very good bill, personally. It is
a. broad bill. It is comprehensive, probably one of the most comprehen-
sive bills on trade ever passed by this Congress.

There is one provision in it, however, which gives us pause. That is
section 121. That section calls on the President to renegotiate GATT
and t6 achieve certain specified objectives that are laid out there in

%some detail. I
Now, some of those specifed trade objectives-apart from this whole

.Iuestion of amending GATT, which is a very formidable problem in
AlR-e'of achievingne or two of those objectives might not be prac-
tical, either in GAT or outside it.

Now if that provision is construed broadly and flexibly that is one
thing. if it is supposed to be an expression of the general inent of Con-
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ress, and a general statement of congressional policy, then I think the
trade code we are proposing would meet most, If not all, of what that

intent and policy is, . . .
If it is construed rather narrowly, as a mandatory requirement that

the President must do those specific things, including the formal
amendment of the GATT, then I think the Congress is directing the
President to do something which may not-in my judgment, my per-
sonal judgment, almost certainly could not-be accomplished and I
just want to leave it at that because it is 'a question of how section 121
is understood to be meant by the Congress. Now I must say I can't tell
from reading section 121 just what is tle intent. Whether i. is intended
to be mandatory or whether it is intended to be more of an expression
of the sense of Congress.A second par of our report calls for strengthening the International
Monetary Fund. I think we ought to realize that at present on the
question of import restrictions for balance-of-payments ur oses, you
have got authority divided between the GArT and thf .und and
neither one of them, in fact, is in a position under that combination of
arrangements to prevent unilateral action,

We think tiis authority ought to be centralized in the International
Monetary Fund because it isbasically a monetary problem, the deci-
sion as to whether these trade measures should be applied for balance-
of-payments reasons, and that this should be done only with the prior
approval of the Fund and that it ought to extend not only to import
restrictions but it ought to cover things like import surcharges which
we felt we had put on sometime ago and other major countries have in
the past.

It ought to be more broad in the coverage, but the institutional re-
sponsibility ought to be centered in the International Monetary Fund
where you have tie expertise of the finance ministers who can make a
sound judgment as to whether putting on trade measures is a sensible
thing for balance-of-payments purposes.

T he second area where we would broaden the authority of the Fund
is in the possibility that under certain circumstances, it may be wise to
put on trade measures against a country in persistent surplus which
refuses to take the proper adjustment measures.

We will be publishing a second interim report within a fev days
which outlines this International Monetary Fund-GATT problem
in great detail. I would appreciate it if wecould submit that report
to time record for your information.

Senator HRTcI. Thank you.
Mr. LEDDY. I haven't covered commodities. I could do it briefly; that

is a very important thing.
Finally, our interim report contains some preliminary observations

on the question of commodity shortages. The -ode we propose makes a
beginning: it suggests that the industrialized countries should agree
not to apply export controls to meet shortage situations without prior
international consultation and to apply such controls on the basis'of
equitable sharing. This is a new principle, not now in GATT. We also
suggest jointly-fnanced stockpiles in the case of some agricultural
products. In addition, s point out that long-term shortage situations

See P. 020.
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caused by the impact of increased demand on exhaustible natural
resources requires, fist of all, consultation among major consumers
to alter consulnption patterns and find alternative or substitute sources
of supply. We suggest the OECD as the most suitable forum for this
purpose.

But clearly these ideas are less than a complete answer to the prob-
lem. What should be done about the possibility 6f more producer
organizations among less-developed countries, like the oil-exporting
group, which could restrict output and exports in search of monopoly
profits or political ends?

In our further study of this problem we shall be addressing three
main questions:

How likely is the prospect that the oil experience can be repeated
for other basic materials?

What assurances would it be reasonable to seek from developing
countries which export basic, materials, given their psychological
attitudes and economic situationsI

And, importantly, what assurances would such exporters in the
less developed countries want in return, for example modification
of monopoly and export practices by industrialized couhtries
which affect the prices of the capital and other manufactured
products they must import for their development, assurances
against price instability in case of future surpluses, more foreign
development aid, or what?

These problems are complex and require careful thought before
the United States determines its policies fort dealing with them.

Thank you, Mr. Chairman,
Senator HAnTmE. How long vould it take to negotiate this new code

for trade liberalization within GATT?
Mr. LEDDY. It would take fully as long as it took to negotiate the

Kennedy Round. I wouldn't put a time limit on it.
Senator Hm&ITRE. Would that be done before or after the trade bill?
Mr. LEDDY. You can only do it after the President has authority.

He has no authority without the approval of Congress.
Senator HAnTKF. Most of the propaganda is in favor of giving the

President this udded authority. If you mean comprehensive, If you
mean this is the greatest delegation of authority ever attempted by
the Congress, I would say that it certainly is. Under this legislation
the President would have the authority to do too many things and A
he did that, I think you would be opposed to it.

If he imposed high tariffs and quotas and import restrictions and
did all the thing which generally you don't approve of which is
granted him in ft-is legislation, you would be upset. You anticipate
he will do the things which you really espouse?

Mr. LEDDY. Mr. Chairman, I am an old executive branch hand. I will
take my chances on that..

Senator HAnrzt. Them is no assurance or recourse in the event that
the other happens, isn't that true?

Mr. LEDDY. Mr. Chairman, I think the problem here is that in the
past the thing as been'the other way, that tlV President has not had"4-"
in some respects the authority that he needed to accomplish the pur.
poses of negotiation.
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Now, I know that there is a risk here anyway, but I would think
that on the basis of experience that the President, any President would
use this authority internationally with great discretion and care.

We would hope so. If I did not believe so, I would not say so.
Senator HAUTKE. One of the most prominent politicians on the

scene is George Wallace who, certainly cannot be discounted as a fu-
ture President. Would you anticipate that you ould,-want this au-
thority to be Wen to George Waltacet

Mr. LEDDY. I am not going to get into any partisan politics.
Senator HARTREH. I won't ask you to. These people who see roses out

there may find out that it is only fertilizer,
Mr. LEDDY. I am sorry, I can t respond to that.
Senator HARTKE. I would ask' outo look at it again, not from the

viewpoint that you will prevail in your attitude. I am the greatest fair
trader there is. I will be the advocate for an International Common
Market Agreement for any country in the world with the United
States.

I will be the proponent, protagonist, and advocate. I will go ahead
if they will guarantee they wilt-have no trade restrictions with any
country in the world. I will advocate this policy in the U.S. Con-
gress. And you know, not a country will accept it.

Mr. LEDDY. I agree with you.
Senator HARTK. This bill provides excessive authority for the

President, whomever he may be. That is what this bill does. You admit
that, don't you?

Mr. LEDDY. There is one point where perhaps I think there is a
misunderstanding. When I said that the House bill was the most
comprehensive, I did not mean merely that it granted the most power
to the President. I meant that it covered more elements of the problem
as well.

Now, it does extend power to the President in certain fields that
are greater than he has had before, but it is also more comprehensive,
an(t it covers a number of new areas. I didn't mean to open up this
point, but it is true that I do believe that a lot of problemshave arisen
in the past because he can go out and negotiate something, but when
he comes back, nothing happens.

Senator HAIITKF,. Isn't the authority to do just as much exactly in
the other direction as in the direction you want to go; isn't that
authority granted?

Mr. LEDDY. I still go back to my point, Mr. Chairman. I believe the
'r executive branch canhandle it.

Senator HATKE. You are talking about an entirely different thing.
You are talking about what will happen. I am talking about what can
happen, "will" and "can" are two diff rent words.

Mr. LEDDY. You are correct,
Senator HART10. Am I right?
Mr. LDDY. Anything is conceivable. I agree to that.
Senator HAwTKE. All right, thank you for being with us.
(The prepared statement of Mr. Leddy and the interim reports-of

the Special Advisory Panel to the Trade Committee of the Atlantio
Council follows:]

30-220-74-pt. 8---4
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PREPARED STATEMENT DY JOHN Al. LEDDY, CHAIRMAN OF THIE ADVISORY TRADE
PANEL OF THE ATLANTIC COUNCIL OF THE UNITED STATES

Mr. Chairman and distinguished members of this committee: I am pleased to
respond to the Committee's invitation to testify regarding the studies which our
group has been making and tile recommendations which it has been developing
on the subject of the reform of the world trading system.

The Atlantic Council of the United States is a non-governmental, bipartisan,
tax-exempt citizen organization which has been operating for over twelve years,
having been originally organized and headed by the late Secretary of State,
Christian A. Ierter, in cooperion with the late Secretary of State, Dean Acheson.
It is a center for information, ideas, and analysis with the objective of aldink
the government and the public in the understanding of major international
security, political, and economic problems. Its focus is particularly on relations
between North America and Europe, but its interests necessarily are also directed
to Japan and to the relations of all these countries with the developing world,

On February 14, 1073, the Trade Committee of the Council issued a statement
calling for urgent nation by (he major trading nations to reform the world
trading system parallel to the reforms being negotiated In the monetary system,
The policy statement urged that broad negotiating authority be provided by the
Cotfgress to tihe Executive to permit effective U.S. participation in negotiations
which such an initiative would require.

The Comnmittee mnade a number of polly recommendations, Including the hn.
proved use of International institutions, 'The Committee's r(eIxmrt was endorsed
by the Atlantic Council on April 30 of last year, at which tie It wElcolied the
President's proposals for a Trade Reform Act as broadly In accord with the
report.

The Advisory Panel, of which I ani Chaimnan, was established to study and
recommend pra(tical measures for time lnpleinmintation of tile Conimmlittee's recomi.
mendatilons. The Panel recently made a first Interim report on reform of the
internatlonal trading system which I will briefly describe, It will publish within.
the next few days a second interim report containing detailed recommendations
on strengthening the role of the International Monetary Fund In dealing with
trade measures taken for balance-of-payments reasons tnd revising the rein.
tionslip between the Fund and the GATT, the General Agrenement on Trade find
Tariffs. I shall b e glad to make copies of that report available to the Committee
When it is issued.

Tho Panel Is continuing its studies and will make other recommendations
during coming months on the main Issues it believes should lie dealt with in the
reform of the trading system. I should make clear that the two Interin reports
which have been completed so far have not been formally endorsed by the At.
lantic Council. They represent the views of a concerned group of citizens who hai e
considerable expertige in the field. The Council does regard the reports as worthy
of serious consideration and is publishing them In order to stimulate public
discussion of the Issues Involved.

The proposals contained in the panel's first relprt are designed to introduce
reforms ii the trading system by securing agreement on a more effective set of
trading rules than now exists In GATT (the General Agreement on Trade and
Tariffs), This would be done by an agreement among the more developed trading
nations lii a Code of Trade Liberalization In which they would undertake tighter
obligations a)l)llcable to themselves than are generally accepted by GATT mem-
bers and would establish measures for ensuring compliance with them. The
OATT'! would continue as a general system of rules for developed and less de-
veloped countries on the basis of the Most-favored-nation principle. It would
constitute a forum in which the two groups could work out ways of handling
their common trade problems and dealing with the special problems of the de-
veloping countries.

The report also proposes changes in the relations between GAT'I and the
International Monetary fund designed to strengthen the authority of the Fund
regarding trade measures taken for balance-of-payments reasons and to bring
certain types of measures such as Import surcharges under effective interna-
tional surveillance.

I The report follows this statement.
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The proposals would include measures for liberalizing trade in agriculture as
an integral part of the trade reform arrangements. They would seek to deal
realistically with agricultural trade by directing negotiations on farm products
to the effective protection they receive, whether through import controls or
domestic programs.

Recognizing the need for assurances of stability both in terms of income to
producers and supplies to consumers, the proposals envisage special trade arrange-
ments at the very outset for some agricultural commodities such as, for example,
wheat, feed grains, sone oil seeds and dairy products. International arrange-
ments to maintain adequate stocks of such commodities, perhaps internationally
financed, are envisaged.

The proposals would introduce the principle that, If products In short supply-
whether foodstuffs or other basic commodities-are subjected to controls, they
should be equitably shared with consideration for the needs of importing as
well as exporting countries. Exporting countries would be obligated to consult
internationally with regard to such controls. These measures, which would apply
among the Code members, would constitute a first step toward dealing with
export controls, which will be the subject of further study by the group. The
report stresses the need for international cooperation to deal with resource
scarcities by altering consumption patterns, increasing supplies or developing
substitutes.

The text of the Interim report and a list of the members of the Advisory Panel
who prepared it are attached.

SPECIAL ADvIsoRY PANEL TO iiE TRADE COMMITTEE OF TIE ATLANTIC COUNCIL

INTERIM REPORT

REFORM OF THE INTERNATIONAL TRADE SYSTEM-A PROPOSAL

The Trade Committee of the Atlantic Council, In a statement on international
trade policy of February 14, 1973, called for urgent efforts to reform the inter-
national trading system to accompany the negotiations already under way to
reform the monetary system. It called for a consensus, Pt least among the govern-
ments of the principal trading nations, on the general nature of the negotiations
to be conducted. This policy statement was endorsed by the Atlantic Council on
April 19, 1973. The trade bill now before the Congress is it general accord with
the principles agreed upon by the Committee and opens the way to progress if it
Is enacted Into law.

The Trade Connnlitte also established an advisory panel which has been study.
Ing practical steps to achieve the reforms advocated by the Council and to bring
them into relation hill with the monetary reforms. The purpose of this report Is
to sketch in preliminary form the outline of a proposal which the advisory lanel
-believes may prove to be the most promising method for achieving needed reform
.of the international trade system.

The essence of the Panel's conclusion Is that the principal trading nations
-should Initiate a plan to agree among themselves on new rules and measures of
trade liberalization aimed at achieving an improved and fairer trading system.

The Panel believes that this could be accomplished by an agreement in the form
of what might be called a Code of Trade Libt ralization, supplemental to and
supportive of GA'1lT, the essentials of which are set forth below. It may be re-

.called that in the early post-war period the countries of Western Europe, with
United States support, established among themselves a code of liberalization
under which substantial progress was made in liberalizing intra-European
trade, thus helping to pave the way for general currency convertibility. The
-time has come when the principal trading nations might well revive this con.
cept of a trade liberalization code on a broader and fully nondiscriminatory

,basis.
The Panel has also recommended steps for coordinating more effectively the

work of the International Monetary Fund and the GATT (General Agreement
on Trade and Tariffs) and for reinforcing the authority of the Fund in dealing
with trade measures taken for balance of payments reasons.

Shortages of foodstuffs in 1978 and restrictive measures taken by exporting
countries high-lighted what may be a recurrent problem of managing supplies
,of, and international trade in, scarce materials. An additional dimension has
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been added to this problem by recent actions of the oil-exporting countries.
Concern has been expressed that producers of other basic materials may restrict
access to them or take action sharply to increase prices. The Panel has some
preliminary recommendations regarding the commercial policy aspects of re-
strictions imposed on grounds of short supply. The subject of export controls
raises other important questions which the Panel is continuing to study.
I. General Concept

Since its establishment over a quarter-century ago the General Agreement on
Tariffs and Trade has become the central forum for world trade policy, the
trade counterpart of the International Monetary Fund in the field of monetary
affairs. Like the Fund, the GATT has contributed greatly to the expansion of
world trade. It has brought about a gradual but substantial reduction of tariffs
and disputes and has contributed to economic prosperity and the high degree of
international economic interdependence which has now been reached.

But, also like the Fund, the GAT's trade rules and machinery are no longer
adequate to meet the changed world economic scene. We have witnessed the
creation and enlargement of the European Community; the spread of free-trade
arrangements; the emergence of Japan as a world trading power; the growing
requirements of the developing countries for wider market outlets for their
export industries; persisting difficulties in agricultural trade accompanied by
concerns for food shortages; the growing importance of non-tariff trade barriers;
far-reaching changes in the international monetary system.

Morbver, governments in highly industrialized societies are intervening more
and more in domestic economic processes for social purposes-for example, im-
proving the environment, assisting low income areas, and controlling price infla-
tion-actions which have consequential effects on international trade. While
these ends are desirable in themselves, the measures taken to achieve them will
increasingly require a degree of international reconciliation if the benefits of an
open trading system are to be maintained and improved.

All these developments call for fresh action to adapt and direct GATT's trade
rules and machinery to the problems of today and the future.

The forthcoming trade negotiations will provide an opportunity to take the
action required if the new trade legislation now being considered by Congress
accords to the President authority sufficiently broad and sufficiently flexible-
broad enough to enable the United States to play its part along with other in-
dustrialized countries and flexible enough to provide the necessary leeway to
deal with the negotiating problems that will inevitably arise.

The -basic trade principles of the GATT continue to have validity, and GATT
should remain the primary forum for world trade policy. What is required is not
so much the application of poultices or even radical surgery to GATT itself, but
the undertaking of concerted action by those member countries capable of doing
so to apply its rules in improved form with greater vigor, to adopt additional
rules suited to modern needs, and to supply more effective means of international
enforcement.

For many reasons it is improbable that such concerted action can be brought
about by amendment of the GATT itself. More than 80 governments are members
of GATT, most of them in such a stage of development that they are not ex-
lected to assume the full obligations of GATT as it now exists, much less more
far-reaching obligations. Each GATT member has one vote in all GATT matters,
even in commercial policy questions arising among the industrialized members
with regard to matters on which all GATT members do not have full obligations.
Amendment of the GAT to adapt the rules among the industrialized countries
and to alter GATT's voting system and enforcement machinery to provide better
economic balance would be a formidable undertaking of doubtful success. Under
the existing GAIrT some amendments would have to have the formal approval
of all eighty or more governments. Others would require at least two-thirds.

Fortunately, amendment of the GATT is not essential to enable some of its
signatories to undertake, in concert, more far-reaching trade commitments than
those presently provided for in GATT and assure balanced institutional machinery
for their enforcement. This could be accomplished through a new Code of Trade
Liberalization, supplementary to GATT and supportive of it, open to participation
by the GATT members economically capable of assuming all the new responsi-
bilities involved. At the outset, these would be the industrialized countries who
now account for the largest part of total world trade.
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GATT would continue as the leading international trade forum on a world
scale and the central framework for handling trade policy questions arising
between the industrialized countries on the one hand and the developing coun-
tries on the other. The Code of Trade Liberalization would create the setting
for handling major policy questions arising in commercial relations among
the industrialized members. All GATT countries would, of course, benefit from
the new reductions of trade barriers undertaken by the Industrialized countries
In the Code by virtue of GATT's most-favored-nation clause. Additionally, in the
implementation of the Code, the closest consultation would be necessary with
GATT signatories which are not Code members on matters directly concerning
them and which would, of course, continue to have all their legal rights under
GATT.

There is need also for principles to govern restrictions on materials In short
supply, for which GATT now contains no international guide rules or enforce-
ment provisions. It is therefore proposed that the Code should require a signa-
tory applyJag export restrictions for short-supply reasons both to consult with
other Code members and to apply any such retsrictions on an equitable basis
in the light of their essential requirements as well as its own.
If. Outline of a ncw code of trade liberalization

There are set forth below what appear to be the essential elements which
should be incorporated in such a new Code of Trade Liberalization. These will
require considerable fleshing out, which will be done in a final report by this
panel. However, our studies to date suggest that the general concept is a practical
one.I

1. Membrship.-Participation in the Code by the European Community, Japan
and the United States as a minimum would be essential for its effectiveness.
Other countries capable of assuming the obligations of the Code by virtue of
their having achieved an economic position which would enable then-to do so
would include Austria, Australia, Canada, Norway, Sweden and Switzerland.
Countries moving from the category of less developed to industrialized countries
could Join at that time and would be encouraged to do so. All members of the Code
would be required to be members of GATT and the Fund.

2. General Application of GATT Trade Rule8.-Code members would agree to
apply GATs'p trade. rules in commercial relations among themselves only In
accordance with, and subject to, the provisions of the Code.

3. Reduction of Tariff Lcvels.-All Code members would agree to reduce their
tariffs in accordance with a common pattern and time schedule. For example,
using the pattern suggested in the tariff section of the trade bill just passed by
the House of Representatives and awaiting Senate action, all tariffs now
amounting to five percent ad v lorem or less might be eliminated, those between
five and twenty-five percent ad valorem might be reduced by sixty percent and
those over twenty-five percent ad valorenn might be reduced by seventy-five per-
cent but not below ten percent ad valorem. Reductions would be scheduled over
a period of years. Necessary exceptions to the common tariff-reduction pattern
would undoubtedly be required (in the United States probably as a result of the
Tariff Commission hearings and analysis called for by pending trade legislation).
The tariffs on these exceptional products could be established separately, in an
annex to the Code. Exceptional treatment should, of course, be avoided to the
extent practicable.

While all GATT countries would benefit from the Code tariff reductions, mem-
bers of the Code-would reserve to themselves the right to suspend tariff reduc-
tions on products principally supplied by an industrialized country which,
although able to do so, refused to accept the obligations of the Code. This is
essential to assure adequate reciprocity.

4. The Mae of Trade Ratrietions.-Import restrictions for protective purposes
would continue to be outlawed, as under GAT'. In addition, export restrictions
for short-supply reasons, now permitted by GATT unilaterally and without
qualification, would be made subject to processes of international consultation
among Code members and to the requirement that export quotas for short-supply
reasons provide for a fair sharing of the product In scarce supply in the light of
the essential requirements of importing as well as exporting countries.

5. Nondfsertntination.-The GATT rules for equality of trade treatment (the
most-favored-nation clause) would be tightened up in several ways:

Future free-trade areas and customs unions entered into by a Code member
would be made subject to prior approval by other Code members to be sure
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that the free-trade area or customs union concerned truly meets established
criteria and is not simply a preferential commercial arrangement in disguise.

Code members would be required to give up their legal claims to preferen-
tial trade treatment in less developed countries (for example those now ex-
tended by some African countries to the European Community).

Preferences by Code members to the developing countries would be per-
mitted, but should be granted on a non-discriminatory basis and in accord-
ance with standards roughly comparable among the various Code members
(see below under "Trade Assistance to Developing Countries").

6. Agriculture.-Major argicultural products for which existing GATT trade
rules have proven clearly inadequate-mainly because domestic farm programs
have made impossible adherence to conventional trade-agreement obligations-
should be given special treatment in the Code to accomplish five main purposes:

Increased market access and expanded trade;
Equitable sharing of scarce supplies;
Adequate and more stable farm income;
International consultation on structural adjustments in agriculture on

products for which domestic farm program exist or may be established; and
Where practicable, the establishment of agreed stockpiles of food to meet

shortages and provide greater price stability.
The Code would, in an Initial period of perhaps three years, establish specific

arangements for certain major commodities (for example wheat, feed grains,
certain oilseeds, dairy products). I

These arrangements could include the setting of agreed margins of protectlofi
(or montants de soutien) which would limit the total amount of effective pro-
tection extended in any form (whether through border measures such as tariffs
and quotas, price supports, income payments or other means) by importing and
exporting countries. For certain products agreed stockpile goals, perhaps jointly
financed, could be specified, and agreed levels of food aid to be provided less,
developed countries by, Code members on concessional terms. Non-Code countries
should participate in undertakings regarding specific agricultural products
whenever their participation might prove necessary or desirable.

The Code should recognize the importance of helping farm communities to
achieve an adequate level of income for their effort and invested captial,, the
need for continued structural adjustment in argiculture and for International
consultation about such adjustments, and the principle that agricultural meas.
ures taken by a Code member should not entail a transfer of costs of adjustments
to farmers and traders of other nations except on an agreed basis. Export re-
strictions on agricultural products in short supply should be subject to inter-
national consultation and the principle of equitable sharing among importing
and exporting countries,

The Code would create an agricultural Committee to administer the commit-
ments and further the principles of the agricultural section of the Code. In
order to assure effective intergovernmental consultation, the Agricultural Com-
mittee should consist of senior officials having important policy-making respon-
sibilities in the field of agriculture.

7. Balance of Payments Adjustments.-Code members would agree not to use
the right which GATT gives them to apply Import quotas unilaterally and with-
out prior consultation to safeguard the balance of payments. Rather, they would
agree not to apply any trade mea: ure for this purl)ose without the prior approval
of the International Monetary Fund, but would have the right to apply any
trade measu'-e (for example import surcharges) which the Fund has approved.
In addition, the Code members would agree that trade measures against exports
of surplus countries would be permissible when the Fund considered them ap-
propriate for international monetary reasons. Thus, the Fund would decide what
trade-measures would be suitable for monetary purposes in particular Olrcum-
stances and the present overlapping jurisdiction of the GATT and the Fund on
this subject would be ended so far as Code members are concerned. Code mem-
bers would, however, continue to observe certain commercial policy principles of
equity established in the GATT for the administration of trade measures once
the measures had been approved by the Fund.

These proposed changes would regularize and bring within the scope of inter-
national surveillance such trade measures as import surcharges. In making these
proposals, the panel does not mean to suggest that such surcilarges are desirable
In a reformed system. Indeed, in a monetary system in which par values are ad-
Justed frequently, there should be diminished need for such measures.
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Some amendments to the Articles of Agreement of the IMF may well be re-
quired to give the Fund the necessary p6wers to carry out these added respon-
sibilities; but amendments to the Fund Agreement in which both industrialized
and developing countries participate on the basis of weighted voting should not
present a serious problem.

8. Protective Safeguard Provisions-the "Escape Olause".-The GATT "escape
clause" (Article XIX of GATT) would apply to trade obligations assumed in the
Code. Further study is needed to determine whether any changes in the inter-
national aspects of this clause, or possibly additional provisions, would be
needed.

9. Non-Tariff Barriers-Provislons for dealing with certain non-tariff barriers,
for example limits on the use of governmental "buy national" requirements or
the international reconciliation of domestic environmental controls, might be
the subject of specific commitments in the Code itself. Other non-tariff trade bar-
riers would be the subject of later additions to the Code by means of supple-
mentary agreements as they are negotiated. In the case of the United States,
some of these supplementary agreements might be effective through the new
Congressional-veto technique proposed in the trade bill recently approved by
the House Ways and Means Committee.

10. Trade Assistance to Developing Countries.-Oode members would agree on
a system, comparable in scope and degree among the several Code members, of
tariff preferences to the less developed countries which would be extended to them
without reciprocity other than the promise of nondiscriminatory treatment In
return, They would also agree that these preferences would not be allowed to
stand in the way of further reduction of the general (non-preferential) tariffs
of Code members, which some developing countries might seek to prevent. They
would also agree that the trade preferences they give to developing countries
would not, in general, discriminate among the developing countries so as to
create exclusive, or preferential "blocs." Finally, Code members would agree to
give up their existing legal claims -to reciprocal or "reverse" preferences from
the less developed countries and to seek no new reverse preferences. Through
these measures the industrialized countries would help to widen the export op-
portunities of the less developed countries on an equitable basis while further-
ing equality of treatment as a governing principle in world trade.

Code members could not avail themselves of the special trade privileges al-
lowed less developed countries under GATT (GATT Article XVIII and Part IV
of GATT).

Code members would consult fully with the less developed countries in the
GATT and through UNCTAD in administering these provisions of the Code and
in exploring further means of helping the less developed countries through trade
measures.

11. Institutions, etc.-No new international secretariat or budget would be
needed to help administer the Code. Instead, staff and financing should be pro-
vided by the GATT or, alternatively, by the Organization for Economic Coopera-
tion and Development of which all prospective Code members are now members.

The Code members would form a Trade Council at the ministerial level to meet
at least once annually and an EBccutive Committee of senior trade policy-making
officials from capitals to meet as required for purposes of administering and en-
forcing the Code. The Directors General of GATT and the OECD should sit in
on the Trade Council and Executive Committee meetings without vote and one of
them should chair the Executive Committee with the right to initiate proposals.
Panels of Eaperts of independent, non-governmental personalities could be se-
lected to help settle trade disputes.

Provision should be made for the interests of labor, agriculture, industry ' ow]
consumers in member countries, to have their views considered by the Trade
Council and its subordinate bodies.

Voting by Code members should reflect a better economic balance among them
than the one-country-one-vote system prevailing in the GATT. In the context
of such a balanced arrangement, the European Community taken as a whole and
the United States should have substantial equality in the voting system, although
the substantive importance of formal voting in a Code among industrialized
countries should not be exaggerated.

Amending the Code from time to time should be made much more flexible
than the present GATT system.
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Members of the Code should be required, as in the Fund Agreement, to certify
that they have taken all legal steps necessary to enable them to fulfill their
Code obligations before signing. Any member should be free to withdraw from
the Code at any time.
III. Observations oil the problem of scarce resources: Food, fuel, and baslo

niaterials
In 'the Code of Liberalization suggested In Parts I and II of our Interim Re-

port, we have proposed the introduction of two principles relating to scarce
resources, neither of which are to be found in the present GATT arrangements.
The first would require members of the Code applying for export restrictions for
shcirt-supply reasons both to consult with other Code members and to apply ally
such restrictions in accordance with the principle of a fair sharing of the scarce
product In the light of the essential requirements of importing as well as ex-
porting countries. The second, relating to agriculture, would call for Code mem-
bers and other countries which may be important suppliers or consumers of a
specific agricultural product to create jointly-financed stockpiles where this
seems desirable both to assure against future shortages and create greater price
stability. Additional provisions relating to scarce resources may be recommended
as the Panel Continues its work on the proposed Code of Trade Liberalization.

But it should be recognized at the outset that the contribution which any set
of international rules on commercial policy can make to the problem of scarce
resources is necessarily limited. Well-designed trade agreement arrangements
can require the equitable sharing of scarce resources. They can also be drawn
to permit countervailing economic action if one or a few governments delib-
erately create artificial scarcities in pursuit of political ends or monopoly
profits. But they cannot deal with the most important problem of all, which is
the scarcity arising from the impingement of increased consumption on limited
natural resources. This problem can be alleviated only by a combination of posi-
tive measures to alter consumption patterns of major consumers, or enlarge
supplies through new discoveries, technological advances, diversification of
sources and substitution.

The OECD is the logical place to center beginning international efforts to
foresee and forestall future resource scarcities. The members of the OFWD are
at once the primary cause of rapidly rising consumption of basic materials and
the primary source of the technology and investment capital that would have to
be devoted to enlarging supply. The OECD has already launched a broad study
of long-term energy problems going well beyond its earlier work in this field. Its
organization and resources should permit it to undertake studies of other mate-
rials as may be required.

In the coming weeks the Panel will review the possibilities for suggesting
further international action regarding basic materials, whether through
strengthened trade agreement institutions or the OECD.

SPECIAL ADVISORY PANEL TO THE TRADE COMMITTEE OF TIE ATLANTIC COUNCIL

SECOND INTERIM REPORT

TRADE MEASURES AND THE INTERNATIONAL MONETARY SYSTEM-PROPOSALS FOR
INSTITUTIONAL REFORM

In our first Interim Report, dated February 4, 1974, the Advisory Panel pro-
posed the negotiation of a Code of Trade Liberalization among major trading
nations as a supplement to GA'T. We sketched in a preliminary way the form
which such a Code might take and suggested that Code members intially,
and all GIATT countries eventually, should agree to enlarge the authority of the
International Monetary Fund to deal with trade measures for monetary, or
balance-of-payments purposes, thus ending the present overlapping Jurisdiction
of the GATT and Fund in this field as well as strengthening multilateral survell.
lance of such measures,

It now appears that the Committee of Twenty of the Fund may recommend
basic changes in the structure and operations of the Fund at their Ministerial
meeting in June, 1974. The panel is therefore presenting at this time a detailed
exposition of the background of the problem of trade measures for balance-of-
payments purposes, together with recommendations for basic reforms. We also
attach illustrative texts of the proposed changes in the existing rules of the



921

Fund Agreement which would be required to implement our recommendations,
together with related draft provisions for inclusion in the proposed Code of
Trade Liberalization.

The existing multilateral system for dealing with trade measures applied to
protect the balance of payments has been outdated for a long time. Its provisions
are a weak safeguard against unilateral national action. The impact on the world
monetary system of the increase in the price of oil recently established by oil-
exporting countries underlines the importance of preventing balance-of-payments
problems from developing into a pattern of unilateral and self-defeating trade

. actions as each deficit nation seeks to protect its balance-of-payments position.
The proposals we recommend would help to strengthen the international frame-
work of finding cooperative, Instead of mutually destructive, solutions to severe
monetary disturbances.
Summary of Recommendations

1. The international rules governing the use of governmental measures to deal
with balance of payments difficulties should be changed so that trade meiisures
and foreign exchange measures designed for the same purpose are treated sub-
stantbilly on the same basis. Accordingly, the "prior approval" rule that is applied
by the International Monetary Fund to the imposition of exchange restrictions
should supersede the "consultation-after-the-fact" rule that is applied by the
GAT to the Imposition of quantitative import restrictions to protect the balance
of payments.

2. The international rules should also permit the use, under International super-
vision, of other trade measures adopted for balance-of-payments, such as general
import surcharges and export subsidies. Like import restrictions, these measures
should also be subject to the same "prior approval" test as exchange restrictions.
(The present GATT rules make import surcharges a violation of GATT's tariff
commitments, and export subsidies can constitute a violation of GATT's subsidy
provisions. Nevertheless several major trading nations, including the United
States, have imposed such surcharges in recent years, and export subsidies are
a logical counterpart of import surcharges if the purpose Is to Improve the
balance of payments.)

3. The international rules should provide for greater symmetry In the treatment
of countries with payments surpluses and countries with payments deficits. The
present Fund rules, backed by the power of the Fund to withhold financial support,
create much stronger pressures on deficit countries to take adjustment action
than on persistent surplus countries. In fact, the present "scarce currency"
provisions of the Fund Agreement, which were designed to create an incentive for
adjustment by surplus countries, have proved so narrow that they have never
been utilized. Thus, the present Fund rules should be broadened to permit, under
International supervision, the institution of national trade as well as exchange
measures with respect to a country maintaining a persistent balance-of-payments
surplus that Is Impairing the international monetary system.

4. The relations between the GATT and the International Monetary Fund should
be redefined in the light of the quarter-century of GATT-Fund experience and
the changes proposed above In the international rules on the use of exchange and
trade measures. In particular, the Fund should be given the full International
authority for evaluating the financial basis of, and approving, both trade and
exchange measures designed to deal with balance-of-payments difficulties. Thus,
the present overlapping of Fund and GATT responsibility would bR ellinfhated.
However, the GATT would remain responsible for reviewing the commerefal
policy aspects of trade measures that have been instituted with Fund approval.
Thus, we propose for Inclusion in The Code of Trade Liberalization, and
eventually In Gatt, a provision that would require a country that has Imposed
balance-of-payments trade measures with Fund approval, to consult promptly
through the Code, or GATT, regarding the administration of such measures.

These proposals of the Panel, If made effective, would help to ensure that trade
measures for monetary purposes would be used only as a last resort when, In the
judgment of the Fund, other less damaging measures of adjustment were not
available. In order to carry out these proposals the following steps would have
to be taken:

Article VIII of the articles of Agreement of the International Monetary
Fund would require amendment so that the Fund would be legally empowered
to accept full International jurisdiction, as it now ias for exchange restvic-
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tions over trade measures for balance-of-payments purpose instituted by a
deficit country.

Article VII of the Fund Agreement would~require amendment to broaden
the existing "scarce currency" authority of the Fund to include tile power
to authorize national trade measures directed at a surplus country which
persistently refuses to adopt appropriate adjustment policies and thus en-
dangers international equilibrium.

The proposed Code of Trade Liberalization initially, and the GATT
eventually, would have to recognize the right of any country to adopt a trade
measure for balance-of-payments purposes which had been authorized by
the Fund.

Finally, there would need to be an inter-organizational agreement between
the administrative body of the Code of Trade Liberalization and the Fund,
and eventually between the GATT and the Fund, in order to bring these
amendments into full operation.

Thesb.proposals are developed in detail in the attached analysis, to which are
appended illustrative texts of the various changes in present international rules
mentioned above.

TRADE MEASURES AND TIE INTERNATIONAL MONETARY SYSTEM-ANALYSIS AND
RECOMMENDATIONS FOR CHANGE

The design of the world's trade and payments system worked out during and
immediately after World War II encompassed two complementary multilateral
organizations: The International Monetary Fund (IMF) and the International
Trade Organization (ITO). The General Agreement on-Tariffs and Trade (GATT)
which contained the most essential trade provisions of the ITO Charter, was
provisionally applied while waiting for the approval of the Charter; when the
Charter was abandoned, the GATT continued in force.

Explicit provisions linking the GATT and the Fund were included In the
GATT; they were reinforced by written procedural agreements between the Fund
and the Secretariat of the Contracting Parties. These arrangements deal with
the range of financial questiojis that can arise in the context of GATT. They
give particular attention to the multilateral surveillance and control of quanti-
tative import restrictions employed by a contracting party to GATT to protect
its balance of payments and monetary reserves. The international agreements
also recognize the possible need for exchange measures or equivalent trade
measures, to be applied against transactions with a country which runs persistent
surpluses to the point that the currency of the surplus country becomes scarce in
the Fund (the "scarce currency" concept).

In the discussion that follows, the primary of the Fund and subordinate position
of the GATT in the field of balance-of-payments measures will become apparent.
This difference is a reflection of the underlying fact that a national decision to
control trade for payments reasons is a financial question of high importance
that governments must deal with in a financial context, through finance ministers
and financial experts. Nevertheless, the institutional arrangements for dealing
with these problems internationally have been awkward and unsatisfactory.
Excessive leeway has been left for purely unilateral national action to restrict
trade for monetary reasons and the Joint Fund-GATT surveillance provided for
hqs given neither the Fund nor the GATT sufficient responsibility to enable
either to act effectively.

It should be noted that the use of quantitative import restrictions to safeguard
the position of a deficit country has not -been resorted to by any major trading
country since the beginning of the general movement to restore currency conver-
tibility in the late 1050s: Instead, imrort surcharges. which are In violation of
GATTP's tariff commitments and outside the jurisdiction of the Fund, have been
instituted on a number of occasions.

In looking to the future, we assume that the nations of the world will agree
to restore an orderly international regime governing the national administration
of exchange rates with a greater degree of flexibility than existed under thP old
par value system. Under such a new system, even with exchange rate flexibility,
national governments may encounter circumstances in which they desire to
utilize trade measures for payments reasons as a temporary measure of last
resort. Also, with growing recognition of the need for more symmetrical treat-
ment of surplus and deficit countries, a new monetary arrangements may call for
a broader approach than the old "scarce currency" concept in dealing with the
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problem of countries in persistent surplus. The consideration of the reform of the
international trade and monetary systems should therefore encompass both
new multilateral rules on the employment of trade measures for monetary rea-
sons and new institutional arrangements for the clear assignment of responsi-
bilities among international organizations.

The OATT and Import Re8triction8
In Articles XI-XV (and in Article XVIII, Section B for the less developed

countries), the GATT contains an elaborate and complex structure of procedural
requirements and substantive rules on quantitative Import restrictions (QRs).
The basic rule (Article XI:1) prohibits the use of QRs but the text goes on to
specify a number of exceptions--among them, the use of QRS to protect monetary
reserves and the balance of payments.

A summary of the important features of the GATT in this area follows:
1. A country may Introduce or intensify balance-of-payments QRs to safe-

guard Its external financial position and balance of payments (Article XII:1).
It need not obtain prior approval of, or engage In prior consultations with, the
Contracting Parties; It must consult, however, as soon as possible after It acts
(Article XII :4(a) ).

2. The Contracting Parties must Invite the Fund to participate In such a con-
multation and must accept the findings of the Fund on the financial position of
the restricting country, Including the Fund's determination regarding the level of
the restricting country's monetary reserves and other financial aspects of the
consultations (Article XV :2).

3. QRs must be non-discriminatory in their treatment of exporting countries
(Article XIII). Certain deviations from this rule are permitted by Article XIV-
e.g., for balance-of-payments QRs having equivalent effect to exchange restric-
tions approved by the Fund or allowed by the transitional period provisions of
the Fmftl Articles and for QRs having equivalent effect to exchange restrictions
authorized under the scarce currency provisions of the Fund Articles.

4. QRs must meet the commercial policy standards specified In Article XII:3
(c). That Is, the restrictions must avoid unnecessary commercial or economic
damage permit the Importation of minimum commercial quantities: and allow
the importation of commercial samples and compliance with patent, trademark,
and copyright procedures.

5. The restricting country is free to determine the incidence of Its restrictions
on different products or classes of product, on the basis of essentiality (Article
XTI:3(h) ).

0. The restricting country Is obliged to relax Its restrictions progressively as
Its financial position Improves (Article XII:2 (b) ).

T. If the Contracting Parties find that a country Is maintaining QRs incon-
sistently with the GATT (Articles XII and XIII, in particular), they may,
after going through specified procedural steps, release an Injured country
from particular GATT obligations towards the restricting country (Article XII:
4 (c) and (()).

8. The foregoing outline and citations apply tb the industrialized contracting
parties. A similar regime is provided for the less developed countries (Afticle
XVIII. Section B), making allowances for their special problems.

9. The Contracting Parties must hold annual consultations with the Indus-
trialized countries, and-biennial consultations with the less developed countries,
maintaining balance-of-payments QRs (Article XII:4 (b) ; Article XVIII:12
(b)).
The G.4TT and Other Trade Measures to Deal with a lPaynments Deficit

The GATT makes no provision for imposing Import surcharges or granting
export subsidies to safeguard tihe payments position of a deficit country. The
Contracting Parties of OATT may, In such cases, grant a waiver from the pro-
visions of Article 1I, which deals with tariff commitments, and Article XVI,
which deals with subsidies. In practice, however, time iniposition of surcharges
has not been normally accompanied by a request for a waiver and export
subsidies have not been avowedly granted for balance-of-payments purposes.

The Fund and Restrictions Affeoting Trade
The Articles of Agreement of the Fund reflect the aims of its members

to facilitate the expansion of International trade, to promote exchange stability,
to maintain orderly exchange arrangements and to eliminate foreign exchange
restrictions which hamper the growth of world trade.
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In line with these aims, the Fund Articles provide (Article VIII) that a
member shall not impose restrictions on the making of payments and transfers
for current international transactions (including, of course, payments for Im-
ports) without approval of the Fund (Executive Board). "Approval" means
"prior approval" and "restrictions" includes exchange quotas, exchange licensing
requirements, and multiple currency practices, such as exchange auction systems
and exchange taxes. The Articles do not provide detailed rules on tile circum-
stances in which the Fund may approve the use of various kinds of exchange
restrictions; each case is considered by the Executive Board on its merits.

The Fund Agreement (Article XIV: 3) permits the maintenance of exchange
restrictions (without approval) during the postwar "transitional period" (with-
out a terminal date). This escape is now of limited significance for world trade;
however, once a member establishes the convertibility of its currency inI accord-
ance with the Articles, as the important trading countries have done, it loses
its access to Article XIV. Moreover, the Fund decided in its early days that
exchange restrictions that operate through the exchange rate (e.g., exchange
taxes) require prior approval even during the transitional period, thus limiting
the freedom of action of many less developed countries under Article XIV.

The Fund agreement requires a member maintaining exchange restrictions
to consult annually with the Fund (see Article XIV: 4). In addition, the Fund
Board has agreed that each member should consult annually even after it has
surrendered its transitional period privileges. A member that maintains restric-
tions inconsistent with the Fund's purposes may lose access to the Fund's re-
sources (Article XIV :4) and ultimately be expelled.

The distinction between exchange restrictions on payments for imports and
quantitative import restrictions is important to member countries if only be-
cause a country desiring to institute or reinstitute limitations on imports
through exchange restrictions must first obtain the approval of tMe Fund,
whereas a country that chooses QRs need only consult with the Contracting
Parties after it acts.

A given quantitative exchange restriction applied to imports of merchandise
can be the same in all practical respects as a quantitative trade restriction. rrhe
Fund, however, has had to develop legal criteria to distinguish between the
two in order to decide which measures come under its approval jurisdiction.
The basic criterion is whether a restriction limits the use of exchange as such.
An important test is how a quantitative restriction is administered. If it is
administered by the banking or foreign exchange system, it ordinarily will be
deemed an exchange restriction subject to the Fund's Jurisdiction; if a similar
restriction is administered by customs officials, it ordinarily will be deemed a
trade restriction subject to the GATT's Jurisdiction.
T.he Fund-GATT Relationship: An Evaluation

The rules in the Fund Articles and the GATT on restrictions affecting imports
and on Fund-OATT relationships no doubt seemed sensible-or at least accept-
able to the negotiators--when, they were written. Today, however, they appear
not only awkward and cumbersome but also ill-suited to world conditions and
governmental practice.

The division of the area of Jurisdiction between the Fund and the GATT
has turned out to be essentially arbitrary. The differences between various types
of exchange restrictions, on the one hand, and trade restrictions, on the other,
are usually formal rather than substantive; yet the rules governing their initla-
tion are significantly different, with prior approval required for tile former
and post-consultation satisfactory for the ltter. Moreover, although a system
of exchange taxes on imports or similar exchange measures may be legally mi-
posed following approval by the Fund, the trade analogue-i.e., import sur-
-charges--is contrary to the GATT when applied to products subject to GATT
tariff commitments.

Industrialized countries have generally avoided the imposition of controls
affecting imports that are subject to the Fund's approval jurisdiction. In the
early postwar years, these countries used both QRs and exchange controls, but
the exchange controls escaped the Fund's approval jurisdiction by virtue of
the transitional period provisions of the Fund agreement. In more recent years,
a number of large trading countries (France, Canada, U.K., U.S.) as well as
less developed countries have resorted to import surcharges, even though they
are in violation of GATT.

The Fund, of course, becomes involved in the GATT consideration of trade
measures imposed to protect the balance of payments, whether or not the
measures are illegal. Although the Fund is supposed to "consult" with the
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Contracting Parties when they consult with a restricting country, the institu-
tional setting puts it in the position of an uncompromising authority. The
Fund's position on a country's restrictions is established within the Executive
Board, after the restrictions are in force, without any discussion with the
Contracting Parties; it is presented as final in the consultations under the
GATT. Although the Fund representatives provide the GATT with a technical
background paper for discussion, the Fund's judgment is not open to real
challenge or significant debate by the Contracting Parties. In some instances,
the Fund has apparently been reluctant to speak its mind freely in GATT
consultations (e.g., concerning the availability of alternatives to QRs) in order
to safeguard the confidentiality of its relations with Fund members.

In a few cases in the 1950s when countries, e.g., Germany, were slow to
dismantle their balance-of-payments QRs after their financial recovery, the
Fund presented a position in a GATT consultation contrary to the view of a
restricting country. But inpituations where a country has alleged fresh finan-
cial problems nnd introduced trade restrictions for payments reasons, the Fund's
decisions have not generally provided a basis for challenging the legitimacy
of the restrictions under the GATT standards.

Since the Fund, like the GATT, has had no authority to disapprove trade
restrictions before they were applied, the Fund has been able to provide only
limited comfort for the Contracting Parties in enforcing the GATT rules on
the resort to trade restrictions for payments reasons. Considering the experi-
ence of the quarter-century since the GATT came into force, it is questionable
whether the existing GATT-Fund arrangement in the balance-of-payments area
call serve any useful purpose in the future. Even sympathetic observers believe
that Fund-GATT coordination leaves much to be desired, But more importantly,
it is illogical and unwise to permit continuation of the two arbitrarily different
sets of rules that we find in the Fund Articles and the GATT. One set of rules
administered solely by the Fund would be administratively simpler, arrow for
quicker international action, preclude evasion, and avcid the disrespect for the
GATT system that obviously now exists. The Contracting Parties would be
left with the job that they can claim to have the knowledge ahd experience to
carry out: to see that restrictions are administered with proper regard for those
agreed commercial policy principles which have been designed to protect the
trading interests of other countries in the administration of restrictions once
they have been applied.

It may be noted, finally, that GATT provides little leverage to influence the
behavior of a restricting country. The remedy available--the release of an ag-
grieved country from its obligations to the offender-could be economically
damaging rather than helpful if utilized, e.g., by the imposition of retaliatory
restrictions. The Fund's influence can be much greater, both because of the
prior approval rule and because of the possibility of withholding its financial
resources.

The Present Fund-GATT system, in short, produces results thtit are not desir-
able. A country that wants to exercise direct control over imports, and finds it
administratively and politically feasible to operate quantitative import restric-
tions, can introduce them without prior approval of the Fund or consultation
with anyone; or if it wants to join in the violation of the GATT, it can impose
import surcharges. Sometime later it must face a Fund finding in the GATT,
but in circumstances where the Fund's concern is less than direct and im-
mediate, its inclination to do battle is ordinarily restrained, and its power vir-
tually impossible to utilize. On the other hand, a country that cannot use a
trade control mechanism but must operate through the exchange system is
subjected, properly, to prior examination.
The Remedy

The foregoing analysis suggests several conclusions:
(a) All types of balance-of-payments measures affecting trade-not only

exchange restrictions--should require prior multilateral approval;
(b) The Fund should be assigned the full responsibility for approving, in

advance, the introduction or intensification of such measures leaving only the
commercial policy aspects I to the Contracting Parties to the GA'IT; and

The "commercial policy aspects" include the following questions: whether the
restricting country is (a). adhering to the principles in Article XI1 :3(c) concerning the
avoidance of unnecessary commercial or economic damage, allowing the importation of
minimum commercial quantities and commercial samples, and permittIng compliance with
patent, trademark, and copyrilht procedures; (b) complying with the rules on nondis.
crimination Article XIII) ; (c) using reasonably its freedom to determine, on the bast
of essentiality, the incidence of its restrictions on different products or classes of
product (Article XI1:3(b)).
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(c) No form of trade control should be barred if the Fund approves it in a
particular set of circumstances.

The implementation of these conclusions would require the amendment of
both the Fund Agreement and the GATT. The Fund Agreement should be
amended to provide, in Article VIII, that no member shall, without the approval
of the Fund, impose quantitative trade restrictions, import surcharges, or
other trade measures in order to safeguard its external financial position and
its balance of payments. This new rule would become operative on the effective
date of arrangements made between the Fund and the Contracting Parties pur-
suant to Fund Article X (dealing with Fund relations with other international
organizations). It should be noted that the new prohibition in Article VIII, like
the existing prohibitions, would be subject to the transitional period provisions
of Article XIV. Accordingly, the countries still availing themselves of Article
XIV-i.e., a large number of LDCs- would be able to maintain their existing
trade controls without prior Fund approval, subject to annual consultation with
the Fund.

In addition, the GATT should be amended in several respects:
1. Articles XII and XVIII :B should be amended to (a) authorize a contract-

ing party to apply trade measures, including import surcharges, approved by
the Fund to protect the balance of payments; (b) delete the present financial
criteria and other rules pertaining to the imposition and removal of balance-
of-payments QRs; (c) retain the provisions containing the commercial policy
and administrative principles applicable to import restritions, including the
obligation of a restricting country to consult with the Contracting Parties.

2. Article XIV should be amended to (a) permit deviation from the rules of)
nondiscrimination to the extent specifically authorized by the Fund in the appli-
cation of trade measures approved by the Fund; and (b) delete the existing
rules thus rendered unnecessary.

3. Article XV should be amended to provide for Ffind-GATT relations within
the frmimework of the new allocation of responsibilities. Supplementary arrange-
ments between the Fund and the GATT might provide, among other things,
for the participation of the Secretary-General of GATT in the development of
policy guidelines by the Fund in order to inform meml)r countries, in general
terms, of the kind of restrictive trade measures the Fund was (or was not)
prepared to consider for approval in various circumstances.

4. The Fund provision on "scarce currencies" (Article VII of the Fund Agree-
ment) should be broadened to permit a greater degree of symmetry as between
surplus and deficit countries. (The Committee of Twenty established by the
Fund is now considering the question of symmetry in its review of the Fund
Articles). A companion amendment to the GATT should also be adopted. At the
present time, Article XIV :5 of GATT permits a contracting party, notwithstand-
ing Articles XI-XV and Article XVIII :B, to apply quantitative restrictions
having equivalent effect to exchange restrictions authorized under Article VII:3
(b) of the Fund Agreement-which, in turn, authorizes a member, after con-
sultation with the Fund, to impose temporary restrictions on exchange opera-
tions in a currency formally declared to be "scarce."

The requirement to obtain advance Fund approval for balance-of-payments
trade measures would not delay the imposition of trade measures in a critical
situation. The Fund's ability to act quickly in circumstances of urgency has
been thoroughly demonstrated over the years, and'there is no reason to doubt
its ability to act with necessary speed on a member's request to institute trade
measures. The Fund's action would presumably be directed to the general scheme
of proposed measures, the expected monetary effects, adherence to the principle
of non-discrimination, and other broad questions rather than the time-consuming
examination of the details of administration,
The Proposed Code of Trade lberalization

In our first Interim Report we have recommended the negotiation of a new Code
of Trade Liberalization among the industrialized countries that would commit
the signatories to standards of trade policy more stringent than those provided
for in the present GATT. All the changes proposed here for the GATT would also
be incorporated in the Code. This would be a first, and major, step which could
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be taken in advance of the coming Into force of the necessary amendments to
the GATT.
Summery of Objectives and Recommendations

An important objective of the current negotiations for reform of the interna-
tional trade and monetary systems should be to revise the Old Bretton Woods
systems so as:

To centralize in the International Monetary Fund the currently divided
responsibility for determining the legitimacy of trade measures applied for
monetary purposes, whether to protect deficit countries or bring pressure
against surplus countries; and

To leave to GATT and the proposed Code of Trade Liberalization the
task of keeping under surveillance the purely commercial policy aspects of
such trade measures as may, be applied consistently with Fund decisions.

In order to achieve this objective, action along the following lines would have
to be taken:

1. Article VIII of the Articles of Agreement of the International Monetary
Fund would require amendment so that the Fund would be legally empowered
to take jurisdiction of trade measures imposed for balance-of-payments purposes
by a deficit country. An illustrative amendment of this kind is shown in Annex A.

2. Article VII of the Fund Agreement would require amendment to broaden
the authority of the Fund to include trade measures designed to penalize sur-
plus countries which persistently fail to adopt appropriate adjustment policies
and thus endanger the international monetary system. An illustrative amend-

3. The proposed Code of Trade Liberalization initially, and the GATT even-
tually, would have to recognize the right of any country to adopt a trade measure
for monetary purposes which had been authorized by the Fund; and the existing
GATT provisions standing in the way of this principle would be abandoned. An
illustrative provision of this sort, superseding existing GATT rules and proposed
for inclusion in a Code of Trade Liberalization, is attached as Annex C.

4. The foregoing would be in the nature of "enabling" amendments. To activate
them would require an agreement between the members of the Code of Trade
Liberalization and the Fund, and eventually between the GATT andth_ Fund.
These agreements could provide any necessary liaison arrangement -as well.
The present text of both the Fund Agreement (Article X).and the GATT (Article
XV, paragraph 1) already provide adequate authority for such inter-organiza-
tional agreements.

ANNEX A

INTERNATIONAL MONETARY FUND AGREEMENT TO EXTEND FUND JURISDICTION TO
ILLUSTRATIVE TEXT OF PROPOSED REVISION OF SECTION 2 (a) OF ARTICLE VIII OF TIlE
TRADE MEASURES DESIGNED TO PROTECT DEFICIT COUNTRIES

(Deleted language is shown in brackets: New language is italic)

"Section 2. Avoidance of restrictions on current payments] transactions.
(a) Subject to tile provisions of Article VII, Section 8(b), and Article XIV,

Section 2, no member shall, without the approval of the Fund, (I) impose restric-
tions on the making of payments and transfers for current international transac-
tions or, (ii) after the date speolfled in arrangement entered into by the Fund
uwith other appropriate international institutions pursuant to Article X and sub-
ject to the provisions of those arrangements, take trade actions, including the
application of import restrictions, import surcharges and export subsidies, for
balance-of-payments purposes." ANNEX B -

ILLUSTRATIVE TEXT OF PROPOSED AMENDMENT TO SECTION 8 OF ARTICLE VII OF THE
INTERNATIONAL MONETARY FUND AGREEMENT TO BROADEN THE AUTHORITY OF THE
FUND IN DEALING WITH SURPLUS COUNTRIES

NOTE: The illustrative amendment to Section 8 of Article VII of the Fund
Agreement suggested below is designed to introduce the principle that trade
measures as well as exchange measures may be used when necessary to limit
transactions with surplus (i.e., "scarce currency") countries and to suggest cer-
tain circumstances in which this may be appropriate. As the Committee of
Twenty of the Fund proceeds with its examination of the means for assuring
greater symmetry in the Fund's treatment of surplus and deficit countries it will
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no doubt review the technical monetary concept of the "scarce currency" and
related monetary aspects dealt with in Article VII. It is not the intention of the
Advisory Panel to propose solutions to this monetary problem but simply to set
forth the circumstances under which trade measures might be used along with,
or separately from, the exchange measures already within the Jurisdiction of
the Fund.

The illustrative amendment proposed to Section 3 of Article VII is as follows
(deleted language is shown in brackets; new language is italics) :

"Section 3. [Scarcity of the Fund's holdings] Determination of Scarcity.
(a) [If it becomes evident to the Fund that the demand for a member's cur-

L'ency seriously threatens Fund's ability to supply that currency] The Fund
whether or not it has Issued a report under Section 1 of this Article, shall
formally declare [such] a member's currency scarce [and shall thenceforth ap-
portion Its existing and accruing supply of the scarce currency with due regard
to the relative need of members, the general international economic situation and
any other pertinent considerations. The Fund shall also issue a report concerning
its action] if the Fund determines that:

() the demand for-the member's currency seriously threatens the Fund's"
ability to 8upply that currency; or

(i) the member, exporieninp a large and persistent surplus in its inter.
national balance of payments that is materially contributing to an impair-
ment of the in ternational monetary system, is (A) failing to apply or to
pursue with sufficient cffectiv6ess, within its capacities, measures to moder.
crate or eliminate its surplus consistent with a finding by the Fund that
adjustinent is needed and in accordance with the regulations of the Fund, or
(B) maintaining policies that are impeding the efforts of the Fund, pursuant
to Article I, to shorten the duration and lessen the degree of disequilibrium
in the international balances of payments of members.

()] If a formal declaration is made, under (a) () above, the Fund shall
thenceforth apportion its existing and accruing supply of the scarce currency
with due regard to the relative needs of members, the general international
econontic situation and any other pertinent considerations. The Fund shall also
Issue a report concerning its action.

(b) Unless otherwise determined by the Fund, a formal declaration, under (a)
(i) or (a) (it) above shall operate as an authorization to any member, after
consultation with the Fund, temporarily to Impose measures limiting the free-
dom of exchange operations in the scarce currency or applicable to its merchan.
dise trade with the member whose currency has been declared scarce. The nature
of such measures may be determined by the member, sbjeot to the provisions of
Article IV, Sections 3 and 4, [the member shall have complete Jurisdiction In
determining the nature of such limitations, but they shall be no more restrictive
than is necessary to limit the demand for the scarce currency to the supply held
by, or accruing to, the member in question; and they] and the regulations' of
the Fund. Such measures shall be relaxed and removed as rapidly as conditions
permit.

(c) The authorization under (b) above shall expire whenever the Fund
formally declares the currency In question to be no longer scarce."

ANNEX C

SUGGESTED TEXT OF SECTION OF PROPOSED CODE OF TRADE LIBERALIZATION REGARDING
TRADE MEASURES RELATING TO THE INTERNATIONAL MONEY SYSTEM

"TRADE MEASURES RELATING TO THE INTERNATIONAL MONETARY SYSTEM

"The Signatories agree that in their commercial relations with each other
they will apply the following provisions in lieu of Artiqles XII, XIV, and XV of
the GATT:

It is assumed that, as in the case of interpretations of other provisions of the Fund
Articles of Agreement, the Board of Governors would have final authority to determine
te piroceduraleand substantive scope of the phrase "regulations of the P'und." In any
case it Is the belief of the Advisory Panel that It is wiser totpermit discretion in this
matter to the Fund Institutions than to attemp to spell out In the Articles of Agreement
themselves the detailed criteria and procedures which may be moft suitable.
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"1. Nothing in this Code ,shall prevent any signatory from applying trade
measures for balance-of-payments purposes authorized by the Fund (a) pur-
suant to Article VIII, as amended, of the Articles of Agreement 'of the Inter-
national Monetary Fund,' or (b) pursuant to Article VII as amended, of the
Fund agreement'

"2. If the measures applied under paragraph 1 of this Section take the form of
import restrictions, signatories applying the restrictions shall administer them
in accordance with the principles of paragraph 8 (c) of Article XII of the GATT."
A signatory which has instituted trade measures pursuant to paragraph 1(a),
above, shall consult promptly with other signatories, in accordance with regula-
tions which the Trade Council may establish, regarding the administration of
the trade measures being applied.

". The Trade Council shall seek cooperation with the International Monetary
Fund pursuant to Article X of the Articles of Agreement of the International
Monetray Fund to the end that the Trade Council and the Fund may pursue
coordinated action with regard to monetary policy within the Jurisdiction of the
Fund and trade policy within the jurisdiction of the Trade Council."

Senator HARTK. The next witness is G. W. Fincher, senior vice
president, General Tire International, on behalf of the East-West
Trade Council.

STATEMENT OF G. W. FINCHER, SENIOR VICE PRESIDENT OF GEN-
ERAL TIRE INTERNATIONAL AND MEMBER OF THE EAST-WEST
TRADE COUNCIL, ACCOMPANIED BY MAX N. BERRY, A MEMBER
OF THE BOARD OF DIRECTORS OF EAST-WEST TRADE COUNCIL

Mr. Fi wciin. Mr. Chairman, I am pleased to have this opportunity
to appear today in my capacity as senior vice president of General
Tire International Co. and a board member of the East-West Trade
Council.

I would like to introduce at this time Mr. Max N. Berry, who is also
a member of the board of directors of the East-West Trade Council
and general counsel.

We would like to submit for the record my presentation and also
Mr. Eugene Moos' statement as president of the board of directors of
East-West Trade Council and past president of the National Wheat
Growers Association and also the statement of Prof. Jerome Cohen,
Harvard Law School, member of the EWTC board.

The council, a nonprofit U.S. corporation receiving dues from only
U.S. members, has approximately 150 members, 100 of which are busi-
ness firms, many doing business with U.S.S.R., the Eastern European
countries, and the People's Republic of China.

A list of the council's membership and board of directors is sub-
mitted herewith. I am privileged to appear on behalf of the couiicil
for the purpose of stating our support for the granting of most.
favored-nation status-M.FN--to the U.S.S.R. Romania the other
Eastern European countries, and the People's Republic ok China.

The American business community supports the normalization of
our trade relations with the U.S.S.R., the Eastern European countries,

Relating to exchange or trade measures applied by ountres in deficit (See Annex A).
'ARelating to exchange or trade measures a ecting countries in persistent surplus (See'Annex B3)
'Relating to the commercial policy aspects of import restrictions to safeguard the

balance of payments.
80-229-74-pt. 8- 1
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and the People's Republic of China. For too many years we have had
our hands tied while the Canadians, West Germans, the English, the
French, other European countries, and Japan have been selling their
products, equipment, and technology to the Socialist countries.

Recent developments have created a better atmosphere both in the
Socialist countries and in the United States and we are now beginning
to make progress in expanding our trade.

Our example is the agreement which we at General Tire Interna-
tional Co. entered into with Romania last year for the design and
construction and production supervision of a $75 million modern
manufacturing plant to make racial tires at Floresti, Romania.

This will result in the sale of U.S. machinery and technical service
valued at approximately $35 million. This project is the largest single
industrial manufacturing venture to be negotiated by Romania with
a Western company.

A fact of significance in this agreement is that this is the first
Romanian tire factory to be fully equipped with U.S. machinery since
the end of the Second World War.

They have been buying their products, equipment and technology
from Europe and elsewhere for many years. This is an example of the
potential of new business available in the Socialist nations for U.S.
companies and their workers.

An interesting feature of the arrangements which we have with
Romania is the option to enter into a joint venture and to take an
equity participation in the tire factories which are to be built. General
Tire has had considerable experience in this type of minority partici-
pation in Socialist countries and our experience has been most
favorable.

I visited the Eastern countries numerous times, having recently
returned from Russia, and we found that the government officials,
down to the factory technicians, are particularly impressed by Ameri-
can technology and American business tactics.

The quality of American technology and machinery is held in the
very highest regard. This puts us in a favorable competitive situation
versus European competitors who have dominated supply to these
countries.

The additional potential business available in Romania was obvious
not only to me, but to other people in my group during my visit. These
people have a vast demand not only for tires and tire technology, but
there are unlimited possibilities for further penetration in many other
fields, including various other fields in which General Tire is involved.

However, tob able to buy more goods and services from the United
States of America, the Romanians need to increase their exports to our
country.

U.S. companies can, if given the opportunity to compete in an
atmosphere free from the political policies of 1951 recapture much
of the market in socialist countries that has been iost over the last
20Iears.

Prior to World War II trade with the Socialist countries repre-
sented less than 8 percent of total U.S. exports and imports and in
the years following the withdrawal of MFN in 1951, the level of
trade decreased to approximately 1 percent.
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Traditionally the United States has enjoyed a favorable balance even
in years when products from all the Socialist countries received MFN
treatment.

The technology of the West and the natural resources of the East
make them obvious and compatible trading partners. One example
of compatibility is in the. petroleum field where the demand for our
technology and equipment presents obvious joint venture opportunities.

To realize the full potential of East-West trade we must develop
a policy of trade with regard to the socialist countries that has as its
cornerstone equality-of-treatment for these nations.

Several reasons can be advanced for adopting such a policy:
(1) The political climate between the East and the Westas an ed

appreciably since the passage of the Trade Agreement Extension Aotof 1951;
(2) The denial of MFN as a policy directed at the socialist coun-

tries has had an uneven impact on the exports to the United States
from soialis -countries, with the percentage of exports subject to
substantial discrimination ran in from 10 to 85 percent among the
socialist countries not receivingFN; and

(3) The granting of MFN is in our best interest, as evidenced by
the favorable impact trade with the socialist countries has had on our
balance 6f trid&-whether filured on a f.o.b. or c.i.f. basis-and the
lessening of tension between the East and West. -

Title IV of H.R. 10710 as passed by the House of Representatives
should be amended to eliminate the unduly restrictive features of the
freedom of emigration provisions.

Senator HARTKE. Mr. Fincher, you have made specific reference to
Romania in your statement. Would you favor the extension of the
most favored nation treatment to Romania by separate legislation
independent- of the provisions of the trade bill ?

Mr. FIncriER. Well, we would ask that consideration would be given
to all the countries.

Senator IAnTKE. I know that. Would you favor it separately?
Mr. FxcnmR. Yes.
Senator HARTKE. I have introduced legislation to that effect. This

was a commitment made by the President when he was in Romania. I
think it was 4 or 5 years ago, and without any discussion about the
general overall merits of the proposition, I do think that commitment
should have been kept.

Mr. FiNCiqER. We agree.
Senator HAnpm. It is only right. Those are all the questions I have.

he] prepared statements of Messrs. Fincher, Moos, and Cohen0olow:]

PREPARED TESTIMONY or G. W. FINCIR, SENIOR VICE PRESIDENT OF GENERAL
TIRE INTERNATIONAL, MEMBER OP THE BOARD OF DREoTORS, ON BEHALF OF THE
BAST-WEsT TRADE COUNoIL
Mr. Chairman and members of the Committee, I am pleased to have this op.

portunity to appear today in my capacity as Senior Vice President of General
Tire International Company and as a member of the Board of Directors of the
Fast-West Trade Council. The Council, a nonprofit U.S. corporation receiving
dues from only U.S. members, has approximately 150 members, 100 of which
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are business firms doing business with the U.S.S.R., the Eastern European coun-
tries, and the People's Republic of China. A list of the Council's membership
and Board of Directors is submitted herewith. I am privileged to appear on be-
half of the Council for the purpose of stating our support for the granting ofMost-Favored-Nation status (MFN) to the U.S.S.R., Romania, the other Eastern
European countries, and the People's Republic of China.

The American business community supports the normalization of our trade
relations with the U.S.S.R., the Eastern European countries, and the People's
Republic of China. For too many years we have had our hands tied while the
Canadians, West Germans, English, French, other European countries and
Japan have been selling their products, equipment and technology to the socialist
countries and in the U.S. and we are now beginning to make progress in expand-
ing our trade.

One example is the agreement which we at General Tire International Com-
pany entered into with Romania last year for the design and construction and
production supervision of a $75 million modern manufacturing plant to makeradial tires at Floresti, Romania. This will result in the sale of U.S. machinery
and technical service valued at approximately $85 million. This project is thelargest single industrial manufacturing venture to be negotiated by Romania
with a western company.

A fact of significance in this agreement is that this is the first Romanian tirefactory to be fully equipped with U.S. machinery since the end of the Second
World War. They have been buying their products, equipment and technologyfrom Europe and elsewhere for many years. This is an example of the potential
of new business available in the socialist nations for U.S. companies and their
workers.

An interesting feature of the arrangements which we have with Romania is
the option to enter into a joint venture and to take an equity participation in
the tire factories which are to be built. General Tire has had considerable ex.perience in this type of minority participation in socialist countries and our ex-
perience has been most favorable.

I visited Romania in connection with General Tire's agreement to build this
tire plant. In talking with Romanians, from top government officials to factory
technicians. I was particularly impressed by their sincere and obvious interest
in doing business with the United States. The quality of American technology
and machinery is held in the very highest regard. This puts us in a favorable
competition situation versus European competitors who have dominated supply
to these countries.

The additional potential business available in Romania was obvious to me
during my visit. These peoples have a vast demand, not only for tires and tire
technology, but there are unlimited possibilities for further penetration in manyother fields including various in which General Tire is involved. However, to be
able to buy more goods and services from the U.S.A., the Romanians need toincrease their exports to our country, They find it difficult to be competitive in
the absence of Most-Favored-Nation status.

Recent examples of other commercial arrangements with Eastern Bloc coun.
tries include the following:

(1) In January, Allis-Chalmers Corporation announced a contract valued at$86 million to supply equipment for an iron ore pellet plant in the U.S.S.R.
(2) Westinghouse Electric Corporation recently announced a contract to de-

sign, equip and initiate operations for a power qemi-conductor manufacturing
plant in Poland. .

(8) Singer Co. has recently signed an agreement to provide Romania with
technical and marketing information as well as products in such fields as in-
formation systems, climate control and audio-visual aids.

These are but a few of the recent sales of major significance to the socialist
countries, and 1 mention them as examples of the potential new business avail.
able in the socialist countries for U.S. companies and their workers, We can,if given the opportunity to compete in an atmosphere free from some of the
political policies of 1961, recapture much of this market that we have lost over
the last twenty years.

While we have had dramatic increases in our trade with the socialist coun.
tries in the last three or four years, we are still below our pre-World War 11
levels. The Tariff Commission's 1972 staff report titled "United States East
European Trade" indicated that prior to World War 1U, U.S. trade with the
socialist countries represented less than per cent of total U.S. exports or ir.
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ports. In the years following the withdrawal of MFN treatment in 1051, the
level of trade decreased to approximately 1 per cent. The Tariff Commission
staff report set forth that merely "to haye achieved the same degree of impor-
tance that existed prior to World War 1i, for example, U.S. trade with Eastern
Europe in 1970 would have had to amount to about $1.8 billion in exports and
$1,0 billion in Imports, or about 6 times the volume actually realized."

The low and inadequate level of trade is reflected by the following figures:

UNITED STATES TRADE WITH THE U.S.S.R. AND EASTERN EUROPEAN COUNTRIES, 196-73

[in thousands of dollars]

Year Exports Imports

1966.............................................. 19,3 171,02
167................................................1, 258 171o22

1 8 ....................................................................... 21024 196,621199......................................... 249,286 190,763
1970....................................................... 353,320 25 59: :::: ::: :: :: : 384,7 . .... .... IN 225 223,07463 319,7
1973 "........................................ ....... 176,00 6,

The fact the figures reveal an increase In the level of trade is encouraging, and
the favorable balance of trade is certainly welcomed In light of our overall
trade deficit. In this regard, I believe the U.S. will continue to have a favorable
balance of trade with the socialist countries.

We know, for example, that the U.S. balance of trade with the U.S.S.R.
has traditionally run heavily in favor of the U.S. The Department of Commece
has estimated the balance in our favor to be generally at the ratio of 8 to 1
and predicts a surplus in the coming years of at least a few hundred million
!dollars each year. Russia and the United States are two of the largest trading
nations in the world, yet ironically Russia represents less than 1% of our
external trade. The latent opportunities for vastly increased business with
Russia are untold.

The nature of this trade Is also important. Former Secretary of Commerce
Peter G. Peterson commented in October of 1972 on the trade agreement with
the U.S.S.R. and the nature of our trade with the U.S.S.R. and said:

. .. the goods we are likely to export to the Soviet Union are products
like machine tools, earth-moving equipment of various kinds, consumer
goods, grain products, which are characterized by what the economists
call 'high labor intensive products.' In plain language-Jobs.

On the import side, we plan to import substantial amounts of raw mate-
rials which we need; Clean energy, I might emphasize, But here, again, with
low labor content. So I think it is safe to predict that in addition to
having a favorable balance of trade surplus, the evidence I think is very
persuasive that we will have an even more favorable balance of Job surplus.

Mr. Peterson's observations regarding our trade with the U.S.S.& are, to a con-
siderable extent, true of our trade with the Eastern European countries.

One aspect of East-West trade is the opportunity of cooperation between the
East and West in meeting their respective energy demands in the coming years.
The technology of the West and the natural resources of the East make them
obvious and compatible partners.

Major sales of western petroleum technology are announced almost dally.
Studies of the Bureau of East-West Trade, U.S. Department of Commerce,
indicate a high potential for the sale of a wide range of petroleum related
equipment to the East, particularly to the U.S.S.R. and Hungary. Recently
TRW signed a major agreement with the U.S.S.R. amounting to at least a $20
million contract for the sale of ollfleld equipment; GO signed an accord which
is expected to lead to GE's participation In developing U.S.S.R. gas and oil
fields: and similar sales by other companies have been made in Romania and
Hungary.

Mr. John McLean, Chairman ar.1 Executive Officer, Continental Oil Com-
pany and Chairman of the National Petroleum Council Energy Study Commit
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tee, has said that "Russia will be the only major world power in the coming
decade that will be self-sufficlent in energy resources." It is estimated that the
U.S.S.R. has 12 out of the top 20 largest gas fields in the world. In developing
this industry, the U.S.S.R. has already been cooperating with Western European
countries and has, for example a long term contract to supply gas to France and
West Germany,

I believe the International Economic Report of the President was correct
In stating that: "Large joint ventures particularly in raw materials of which
,the U.S.S.R. possesses large resources, such as natural gas and petroleum, are
'potentially an important product of the new commercial relationship."

To realize the full potential of East-West trade, I believe the U.S. must develop
a policy of trade with regard to the socialist countries. The cornerstone of this
trade policy should, to the degree possible, be equality-of-treatment for these
nations. There are, of course, certain limitations which relate to our national
security, but not to the degree that the American businessman has been restricted
in the past several yea rs.

To achieve equality-of-treatment, legislation is needed which would authorize
the President, subject to Congressional veto, to enter into bilateral commercial
agreements providing MFN treatment to the products of countries heretofore
denied such treatment whenever he determines that such agreements with such
countries will promote our best interests.

The political climate between the East and West has changed appreciably since
the passage of the Trade Agreement Extension Act of 1051 which directed the
President, in Section 6 of the Act, to withdraw or suspend MFN to all countries
under the control of international communism. Yugoslavia was, as we know,
exempt on the basis of not being under the control of international communism.

Many of the same factors which led President Eisenhower to grant MFN to
Poland in 1960 are now present in our relations with Romania, the U.S.S.R. and
the other Eastern European countries. Poland was granted MFN after becoming
a party to GATT and after it had signed an agreement for the settlement of $40
million worth of claims of U.S. citizens against Poland. In recent months, our
government has signed a trade agreement with the U.S.S.R. which is contingent
on the granting of MFN. The U.S. has signed an agreement with Hungary set-
tling financial claims of the U.S. totalling approximately $18.9 million and, fur.
thermore, Hungary has now joined GATT. Romania has joined GATT, has signed
a bilateral agreement with the Overseas Private Investment Corporation (OPIC)
authorizing the U.S. Government to insure and finance projects, and has negoti-
ated agreements for Export-Import Bank credits and become a member of the
World Bank and the International Monetary Fund. The President in 199 prom-
ised MFN for Romania. Important negotiations with Czechoslovakia on a consular
treaty and certain economic matters have been in progress. A series of visits by
the highest representative of our government and the governments of the social-
lst countries have been taking place.

In this regard, I would like to add here a few words confirming the considerable
help and encouragement which General Tire received from our own government
In negotiating our agreement in Romania. Very real cooperation and support
came from: Export-Import Bank; Department of Commerce; U.S. State Depart-
ment; U.S. Embassy in Bucharest; and OPIC, Overseas Private Investment Cor-
poration,

During my visit the Romanian officials specifically mentioned to me the favor-
able impression made upon them by the support given by these government en-
titles. This cooperation clearly helped to facilitate the success of our negotiations.

This Committee is, of course, aware that Section 281 of the Trade Expansion
Act of 1962 withdrew the discretionary authority that President Eisenhower
had with regard to Poland. Therefore, without legislation, the changes that have
occurred in the world cannot be economically recognized. *

A second argument In support of a workable MFN provision is that the denial
of MFN as a policy directed at the socialist countries has had an uneven impact
on the socialist countries. This has created hard feelings beyond that which
would be expected from a consistent policy that is evenly applied. Mention has
already been made of the fact that Poland has MFN and the other socialist coun-
tries excepting Yugoslavia, do not have, even though some of the countries have
met the exact same conditions which led to Poland receiving MFN. Furthermore,
because of the nature of their imports to the U.S., the dental of MFN has fallen
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harder on some countries than others. The Tariff Commission staff report, re
ferred to earlier, discussed this question and provided the following Information:

PERCENTAGE OF U.S. IMPORTS SUBJECT TO SUBSTANTIAL DISCRIMINATION, BY SPECIFIED EAST EUROPEAN
COUNTRIES

Country 1951 1966 1970

.S.R .......................................................... 22
Estery ..................................................... 53 27Hungary .........................................................
Bulgar~a................................................... 84 29Rolanla ......................................................... 2 3742
Poland ........................................................... 37 ............................

However, perhaps the strongest argument for a workable MJ'N provision is
that the granting of such authority is in our best interest. The denial of MWN to
the socialist countries is an impediment to broadened trade. It is symbollo and
real, as the Tariff Commission staff report reveals, to the socialist countries and
as long as we maintain discriminating tariffs on their goods, Egast-West trade
will never reach the desired level. We cannot realistically expect the socialist
countries to continue to purchase U.S. products in large quantities if we do not
give them an equal opportunity to sell in the U.S.

It is also symbolic to many American businessmen. Symbolic of an abnormal
market situation that requires more resources to penetrate. This will not neces-
sarily deter companies such as General Tire International, Control Data and other
large firms, but many of our smaller and medium size companies are discouraged
by, without knowing all the details, what they consider to be an abnormal market
situation.

In developing a sensible trade policy with the socialist countries, there are a
number of other items which need attention. The relaxation of our export control
procedures which were accomplished by the 1969 and 1972 amendments were
welcomed, particularly since most of the items we were previously refusing to
license were being sold to the socialist countries by West Germany, Japan or
other competing nations. The American businessman Is now hopeful that the
Congressional sentiment favoring relaxed procedures will be reflected in the
administration of the 172 amendments.

Before closing, I would like to address myself briefly to the problems which
have arisen over the free emigration question. I recognize that certain members
of this Committee have co-sponsored the Jackson-Vanik Amendment, which is a
part of Title IV of H.R. 10710. I also understand the concern over this issue
which prompted the attention of Congress. I do hope that efforts to reach a
compromise on this problem will be successful. To the extent that we- can, we
should separate trade matters from political questions. This, of course, to not
always possible, but I think a general relaxation of tensions can be increased
by further economic cooperation among the great powers.

The passage of a workable MWN provision represents an Important and signifi-
cant first step in formulating a trade policy with the U.S.S.R. and the Eastern
European countries and the People's Republic of China. Ambassador Averell
Harriman, at a Washington D.C. symposium on National Policy Trends in East.
West Trade sponsored by the East.West Trade Council, discussed the necessity
of setting aside old ineffective policies and said:

'It Just doesn't make any sense for us to try to think that we are interfering
with the operations of the Soviet Union in Eastern Europe because we are
trying to restrict It. The idiotic people who talk about our preventing the
economic development, preventing the military development of the Soviet
Union because we are restricting business is a lot of nonsense. And we ought
to get it out of our systems. They can buy practically everything they want
from Europe and Japan In the areas except for those restricted item% and
it's nonsense that we don't Join In tlat trade. It's ridiculous. It's not only
that it creates an atmosphere which is not In our interest but alSo a mutual
atmosphere of suspicion. With the result, we are losing trade which we ought
to be getting.
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•.. but this idea that because we are trading with them, we are doing
them a favor is ridiculous. We are doing ourselves a favor. We need-that
trade.

Title IV of the Trade Bill, as passed by the House, not only has the practical
effect of denying MiN to the socialist countries,- but also represents a step
backwards in denying Export-Import Bank credits to those countries who do not
have a policy of free emigration. Without these credits, U.S. companies will find
it extremely difficult to compete with other industrialized countries. We are
not asking for special credits or special tariff treatment, but we do believe that
our trade with the socialist countries should be normalized so that U.S. companies
can compete with the other industrialized Western countries.

So that this can be accomplished, we are hopeful that the Committee can find
a suitable compromise to the free emigration provisions of Title IV.
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PREPARED STATEMENT OF EUGENE MOOS, PRESIDENT OF EAST-WEST TRADE CouNciL

BOARD OF DIECtaoRS, AND INTERNATIONAL TRADE ArFAIRS REPRESENTATIVE FOR
THE NATIONAL AssOIATION or WHEAT GRowERs
Mr. Chairman and members of the Committee, I am pleased to have the oppor-

tunity to submit this statement for your consideration. My name is Eugene
Moos and I am President of the Board of Directors of the East-West Trade
Council, the immediate past president of the National Association of Wheat
Growers and currently serve as International Trade Affairs Representative for
the Association.

The Council is a nonprofit organization whose membership includes U.S. busi-
nesses, associations, academics and interested individuals. The Council is financed
solely from its membership. Our Board of Directors represent an impressive
cross-section of U.S. interests deeply committed to expanded East-West trade.
The main activities of the Council include a bi-monthly newsletter, sponsorship
of symposiums on East-West trade and efforts to gain increased trade oppor-
tunities for the U.S. in those countries through advocacy both in the Congress
and the Administration for policies which promote East-West trade.

The East-West Trade Council strongly favors passage of a workable Most-
Favored-Nation (MFN) clause which would authorize the President to negotiate
MFN status with those countries not now receiving such status. iUkewise the
National Association of Wheat Growers at its annual meeting in Omaha,
Nebraska, on January 18 through 17, 1974, passed a resolution urging Congress to
pass a trade bill that eliminates discrimination of our trading partners and grants
them equal status in the form of MFN designation and adequate normal credit
arrangements.

Granting MFN to those countries in Eastern Europe not now receiving MFN
and to the PRC would, I believe, be a positive step toward normalization of
both economic and political relations with those countries. Our agreement
with the U.S.S.R. already concluded has promised MFN status and Romania
has been assured every year since 1969 that MFN status would be forthcoming.
The continued increase in trade with those countries depends heavily, in our
opinion, on the granting of MFN status.

It is our position that Title IV of H.R. 10710, as passed by the House of Repre-
sentatives, should be amended by this Committee. The language of Title IV,
which requires a finding by the President that a country has a policy of free
emigration before MFN can be granted, is unduly restrictive. Furthermore, the
denial of Export-Import Bank credits to a socialist country that does not have
free emigration represents a step backwards.

Secretary of Agriculture Butz criticized export controls, saying that one couldn't
keep a market by getting in and out. Yet that is precisely what the present Title
IV as passed by the House of Representatives is doing to the American farmer
and businessman, completely undermining a market that was difficult to enter.

This market would be bolstered by granting MFN to these countries. This
market will be severely jeopardized by denying government credits. Secretary
of State Kissinger testified that he did not believe detente would survive passage
of the Jackson-Vanik Amendment.

Congressman Wright Patman recently said on the floor of the House of Repre-
sentatives that Americans must not "allow our fears to overcome common sense
in dealing with a nation like the Soviet Union where great economic benefits
can be derived for America." He said, "If we are to continue to prosper as a
nation, we cannot automatically reject all trade agreements with the U.S.S.R.
as being to their-advantage and potentially harmful to this country." He praised
the Occidental Petroleum Corp. agreement to build a fertilizer complex in the
U.S.S.R. as an example of mutually beneficial trade,

The U.S.S.R. will buy $200 million of concentrated phosphates from Occi-
dental each year. Occodental will annually buy $0 million of ammonia and urea.
Both these products are made from natural gas and desperately needed by
American farmers since it is in such short supply. The farmer cannot expand
or even maintain present production without adequate quantities of fertilizer,
The U.S.S.R. will spend $750 million in the U.S. for plant equipment, for which
the Exim Bank granted the Soviets credit. This particular agreement, like many
others past and future, is important to the equipment suppliers, but eventually
as important to the American farmer and finally the consumer.



940
We know that the potential for trade with the socialist countries is significant.

The U.S.S.R. and other Eastern European countries, for example, in 1972 did
$24.2 billion worth of trade with the Western nations and Japan. That was more
than 20 times the U.S. trade with the socialist countries. The total U.S. share
of the trade with the socialist countries In 1972 was only 5 percent of those
countries' total trade with the West. The story In the PRO has been, of course,
one of total prohibition on U.S. trade until restrictions began to be lifted in
1971. Yet, in the pa~t two years there has been a tremendous increase in trade
with the socialist countries, indicating, we believe, the great scope of potential
trade with those countries. Total exports from the U.S. to the U.S.S.R. have
jumped from $162 million in 1971 to $547 million in 1972 to $1,190 million in
1973. Imports from the U.S.S.R. likewise showed an increase from $57 million
In 1971 to $96 million in 1972 to $214 million in 1973. In 1972 the U.S. enjoyed
its largest trade surplus with any single country with the Soviet Union, $451
million and in 1973 that surplus reached $976.4 million.

Exports to the other Eastern European countries have also Increased, from
$222 million in 1971 to $271 million in 1972 to $606 million In 1978, Exports to
the PRO went from "0" In 1971 to more than $60 million In 1972 to more than
$689 million In 1973. The charts which follow indicate both a dramatic increase
in trade between the U.S. and the socialist countries and also show the miniscule
portion of trade the U.S. conducts in that market as compared to other Western
countries.

COMMUNIST COUNTRY TRADEr
TABLE 32.-U.S. FOREIGN TRADE WITH EASTERN EUROPE, THE U.S.S.R., AND CHINA$

[in millions of U.S. dollars

U.S. exports . U.S. Imports
Eastern Eastern
Europe U.S.S.R. China Europe U.S.S.R. China

1950 ................... 25.9 0.8 45.7 42.2 38.3 146.5
1951 ................... 28 .1 0 3. 2.2.
1952............... 1.1 0 22.7 16.8 27.1953 ............ 1,8 o 26.6 .:

9 U67 3 38.8 17.1 .219 3.8 24.5 .2
1957 ................... 81.6 4.6 ). 16.8 •1195 ................... 109.8 3.4 (a 45.0 17.5 .21959 ................... 81.9 7.4 52.2 .2
1960 ................... 154.9 39.6 58.2 22.6
1961................... 87.9 45.7 $ 57.8 23.21962................. .105.1 20.2 62. 1 .2
1963 ................... 143.9 22.9 a 60. 21.2 .395 .................. 193.5 146.4 77 20.7 .5
167 ................. 1394.9 65.3 1354.7 41.2 .1966 .................. 155.8 41.7 129.0 41967 ................... 134.9 3: 135. 4: .2

1968 .................. 157.3 57.7 139.7, 58.51969.................. 143.7 105.5 0 143.6 1.
234.9 118.7 153.3 72.3
222.2 162.0 165.5 7.21 7.................. 271.5 546.8 60.2 224.6 32.319 73................. 606.3 1,190.3 689.6 304.7 21.9 64.0

International Economic Report of the President.
Exports are f.a.s. end Imports are f.o.b.

8 Negligible.
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COMMUNIST COUNTRY TRADE

TABLE 31.-FREE WORLD TRADE WITH THE U.S.S.R. AND EASTERN EUROPE

- Free world (billion U.S. United States (million U.S.dollars) 5 dollars)$

Exports Imports Exports Imports

195 ..0............................................. 1.1 1.3 27 80
1951......................................... 1.2 1.4 31952 ............................................... 1.2 1.3 1

19 ....................................... .152 F
1........................................... 1.1 1. 2 4

5 .... ................................. 2.6 2.7 1162
............................................... 2.6 2.I 86
........................ 3.6 3.6 148
96.. ................................ 3.8 3.9 589

............................. ... 4 1. 171983..6 ................................. 4. 4 .6 1881
1964..................................... 5.4 ' 4.3 34 98

............... ...................... 6.8. 6 19 79
96......... .................... 5.8 t.0 14 j37

967.............. ............... 76.3 7.7 2lo19
6.8 7.0 1~57

.......................... 8.3 8.4 29 19g
10.1. 354s

.......................... 13.2 11:2 111 32

Z International Economlo Report of the President.
S Exports are f.o.b. and Imports, in general, are o.l.f.

* exports and Imports are f.o.b.

The one U.S. export that consistently holds a favorable position in the balance
of trade is agricultural products. U.S. agriculture has been and continues to be
our most dependable export. In 1972 when the total U.S. trade balance showed
a $6.8 billion deficit, U.S. agriculture enjoyed a $2.9 billion favorable balance.
In 1973, a $1.7 billion surplus year using f.o.b. figures, U.S. agriculture enjoyed
a $9.8 billion favorable balance.

One reason for the Increase in U.S. agricultural exports has been the in.
creased trade with the socialist countries, Exports of U.S. farm products to
Eastern Europe and -the U.S.S.R. hit a record of $1.6 billion in 1973, which is
more than double the previous year. Exports of agricultural products to the
U.S.S.R. rose to $916 million in 1973-up from $430 million In 1972. The large
increase, in agricultural exports to the socialist countries make those countries
our fastest growing market, and is a welcome contrast to our continuing dif-
ficulties in significantly increasing exports to the EEO.

In the past, agricultural product trade has been the biggest U.S. seller in the
socialist countries. For example, 80 percent of the total exports to the socialist
countries in 1978 consisted of agricultural -products, but the U.S. has been
selling less than 5 percent of the total machinery imports of the socialist count.
tries. The U.S. can and should break into the growing market for equipment,

C machinery and technology on all levels. The goals of increased production in the
socialist countries provide an opportunity for greatly increased sales, a fact
already demonstrated by recent deals made between U.S. firms and the socialist
countries. There is also every indication that agricultural product exports will
increase substantially in the next few years. The long.term opportunity for 1V.8,
agricultural exports to the U.S.S.R., for example, is indicatedby publicly stated
intention of the Soviet government to increase the animal protein component
of their national diet by 25 percent as part of the current five.year plan.

The figures noted in the charts on the following pages show the increase in
overall agricultural exports and imports with the U.S.S.R. and the Eastern Buro.
pean countries, and the PRO.
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TABLE 11.-U.S. AGRICULTURAL TRADE WITH THE U.S.S.R., SELECTED COMMODITIES, 19689 TO 1972-731

[in thousands of dollars]

Estimated
1968-69 1969-70 1970-71 1971-72 1972-73

U.S. exports (total) .............................. ..... 9,368 17, 763 12,363 136,799 1,041,000

Animals and animal products ........................ 9,33 17,522 11,182 8,951 10,000
ides and skins (including furs) ................. 7,819 17,51 11,08 16

Grains and preparations .............................. 18 0 1 126,134
Wheat ......................................... 6 0 1 731 6
Faod rains .................................... 1 0 0 125.903

Fruits nuts and preparations ........................ 11 19 1 068 1, 29 U

tAmonds ....................................... 0 19 1,0 1:12
Vegetables and preoarations ......................... 0 0 108 0

Vegetable lecitin n ......................... 0 0 0Oilseeds and products ........................... 1 g 44, 0I

Soybeans ............................ . 0 144,Cotton, raw (exc'ldln Wilta W ............ "... 0

Othr ........................................... 3,013 3.060U.S. Imports (total) ...................................... 8 slots7 548

Animals and animal products ......... ......... 1,57 165 2,665 2,85
Hides and skins (Including furs) .................. 37 48 2,378

trains and grain preparations ....................... 0
?rults, nuts, a d preperatlons ....................... 2 42
Vegetables and preparations ......................... 22 8

Mushroom (dried, whole) ....... ................ 22 440pite$........... 0 20 0
T ne or.prepare...............................3

tab (rd le or in ................ ....... 45 ( 1 23
licorice root .......... . .......... ..... 4 12)

Cotton winters ..................................... 112 89 9

Essential oils .......................................
Other .............................................. 9 2 8 1

I USDA, Economic Research Service.
a Not available.
, Negligible.

TABLE 18.-UNITED STATES: AGRICULTURAL TRADE WITH EASTERN EUROPE, 1970-721

[In millions of dollars

U.S. 1970 exports U.S. 1971 exports U.S. 1972 exports U.S. Imports

Trans. Trans. Trans.
ship. ship. shi

Direct ments Total Direct mento Total Direct meets Total 1970 1971 1972

Czechoslovakia ......... 9.3 12.1 5 34.3 4 NA NA 2.5 1.9 1.1
EastGermany ........... 12.2 13. 1 1 NA NA 4. 2
Poland ...... ...... s. 4 . 50. 6 63.2 79.9 NA NA 5 6

Northerncountres .... 71.9 26.2 98.1 109.5 14.4 123.9 130.9. NA NA 65.0 51.7 65.9

Bulgaria ............... 5.4 0 5.4 1.1 0 1.1 1. NA NA 1.7 1.8 2.3
Hungry ............... 2 0 20.2 18. 8.9 A NA 4

22 t....... 37.7 37. 1 A NA
Yuolvia.......42.3 0 44.3 86.2 6.2 92.4 957 N 2 31.

Southernocountrie._.. 96.7 11.9 107.6 138.2 7.8 146.0 152.6 NA NA 32.7 39.1 48.5

Total......... 16. 3&1 205.7 247.7 22.2 ,269. 283.6 NA NA 87.7 90,8 111.4

i USDA, Economk Research Service.
NA--Not available.



943

TABLE 19.-UNITED STATES: AGRICULTURAL TRADE WITH EASTERN EUROPE, BY COMMODITY, 1969-72

[in millions of dollars

Commodity 1969 1970 1971 1972

Exports:
Soybean meal ---------------------------------------- 34.0 63.0 49.4 153.5
Soybeans 3 -------------------------------------------- 14.2 20.2 18.4 9.9
Soybean oil -------------------------------------------- 0 15.9 27.7 28.0

Soybean products ..................................... 48.2 99.1 95. 5 91.4

Feed trains s ........................................... 41.3 44.4 82.0 160.2
Wheas . . . . . . . . ..-------------------------------------- 0 9.8 43,1 2 31.5

Grains ---------------------------------------------- 41.3 54.2 125.1 91.7
Cotton ------------------------------------------------- 10.3 12.5 8.4 15.1
Hides and skins ---------------------------------------- 12.8 14.6 19.0 50.8
Tobacco ............................................... 2.0 1.1 2.1 3.7
Inedible tallow ......................................... .7 4.5 4.4 1.5
Donations relief or charity ................................ 3.6 2.0 .9 1
Other .................................................. 4.3 17.7 14.5 29. 2

Total ------------------------------------------------ 123.2 205.7 269.9 283.5

Imports:
Hams and shoulders, canned ............................ . 47.0 52.2 49.9 66.6
Other canned pork ..................................... 8.6 8.4 7.2 5.5

Canned pork ....................................... 55.6 60.6 57.1 72.1
Tobacco .............................................. 11.2 11.6 15.8 11.
Spices 4 -............... .. 2.2 2.7 1.3 1.
Hops ..................................... 2.6 2.1 1.5 3.7
Cheese .............................................. 1.7 1.5 1.7 2.3
Feathers and downs ................................. 1.5 1.1 20 2. 7
Other ............................................. 8.7 8.1.3 18.

Total .............................................. 83.5 87.7 90.8 111.4

i Includes interzonal trade unless otherwise Indicated.
I Direct shipments only.
a Includes transshipments unless otherwise Indicated.
4 Largely paprika, poppyseed, sage, and caraway.
Source, USDA, Economic Research Service.

U.S. AGRICULTURAL EXPORTS TO THE PEOPLE'S REPUBLIC OF CHINA:
QUANTITY AND VALUE BY COMMODITY, JULY-MARCH 1972/73

July-March

Quantity Value
Commodity and unit (thousands) (thousands)

Wheat, unmilled ------------------------------------------------------- metric.. 542 $34,004
Corn, unmilled ------------------------------------------------------------ do.... 573 38,977
aty, unmilled ....................................................... .do.... 0 0Oats, unmilled ------------------------------------------------------------ do .... 0 0

Soybeans ........................................ ....................... do .... 0 0
Oil cake and meal ................................. d ....................... do. 0 0
Cattle hides, whole ..................................................... number. 10 244
Other ....................................................................................... 13,850

Total ................................................................................. 87,075

The great ability of U.S. agriculture to compete in the markets of Eastern
European and the Soviet Union has been aided by the various credit arrange-
ments through which agricultural exports are financed. The CCO credits, for
example, have Increased the competitiveness of U.S. agricultural exports. The
further normalization of credit lines, the granting of Most'Favored Nation status,
the loosening of archaic export controls, coupled with the positive long term
effect of currency realignments, can help to make aUl U.S. products more
competitive.

The importance of agricultural exports to the American farmer is perhaps
more crucial than most people realize. While trade is only a small percentage
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of total U.S. GNP, to the farmer export trade is a large and ever-growing part
of farm income. In 1973 approximately $20 out of every $100 of net farm income
was derived from agricultural exports. Approximately 85 million acres in the
U.S. were devoted to agricultural exports, one-quarter of the total U.S. acreage
in agricultural production. The percentages of total agricultural exports devoted
to the U.S.S.R., the countries of Eastern Europe and the PRC are becoming a
larger and larger portion of those figures. The U.S.S.R. alone was the fourth
largest export market for U.S. agricultural products in 1973. The PRO was the
ninth largest export market for U.S. agricultural products In 1973. In the 1972-73
period there was over $1 billion worth of agricultural exports sold to the U.S.S.R.
alone. The U.S. farmer, whose productivity and technology make him the best
in the world, will continue aggressively to seek Out and sell in the opening
markets of the Eastern countries.

The political ramifications of MFN have and will continue to have a very real
effect on the U.S. ability to sell in socialist countries. The continuing increase in
agriculture sales and the great potential, just now being realized, in manu-
facturing and technology sales, depends in great part on the granting of MFN
to those countries not now receiving such status. Although only a portion of
goods coming from the socialist countries not having MFN status are subject to
a higher tariff, the fact of discrimination has been a psychological barrier to
increased trade. It is not a misplaced assumption, in our opinion, that the recent
Increases in trade of, all kinds with the U.S.S.R., the countries of Eastern
Europe and the PRO have rested on the promises for and expectations of,
removal of discriminatory treatment by the U.S. on the goods of those countries.
Continuing to withhold MFN is rightfully considered as placing those countries
in a second class category. The political as well as economic consequences of
the refusal to grant MFN status has been detrimental to the U.S. in all respects.

At the 24th Annual Meeting of the National Association of Wheat Growers,
held at Omaha, Nebraska, on January 13 through 1t, 1974, Youri A. Malov, First
Secretary, Office of Commercial Counselor, Embassy of the U.S.S.R., concluded
his remarks to the meeting with the following statement:

In conclusion I want to emphasize that the Soviet-American trade and
economic relations are now facing a severe test, but regardless of the diffi-
culties Involved in the process of political and economic detente, it never-
theless remains the only reasonable quality in our age, And if it is not
we who proceed along this path, It will be started by others. Tomorrow,
in ten years, in twenty years, but they will start It by all means as soon
as they get convinced again and again of the futile and wasteful nature
of the cold war. Should we wait for the 21st Century to breast it, taking into
account that we could have over 25 years of our own regrettable experience
of the cold war on our shoulders? To a great extent it depends on all of
us .... Let me conclude with one Indian proverb. Three things never come
back to men or women-the spent arrow, the past life, and the missed
opportunities. Let us try to do our best not to waste opportunity while we
have It now.

PREPARED STATEMENT OF JEROME ALAN CoHEN, DitmoROR, EAST ASIAN LEGAL
STUDIES, HARVARD LAW SCHOOL, CHArRMAN OF THE CHINA COMMITTEE, EAST-
WEST T"DE COUNCIL

Mr. Chairman and members of the Committee, I am happy to have the
opportunity to submit testimony regarding H.R. 10710, the Trade Reform Act
of 1973.

Let me say at the outset that my comments are derived from both academic
and practical concerns. I have long been a student of Chinese affairs, and in
recent years have written and -lectured about legal and economic aspects of
Sino-American relations. I have also negotiated with trade representatives of
the People's Republic of China (PRO) on behalf of American firms and have
just attended the spring session of the Ohinese Export Commodity Fair in
Canton.

I want to express my strong support for a compromise position to Title IV
of H.R. 10710. By authorizing the President, subject to appropriate safeguards,
to extend Most-Favored-Nation treatment to Imports from countries that do
not now receive it, Congress will make It possible for the United States to
significantly expand its trade with China. Title IV, H.R. 10710, as It presently
reads, is too restrictive and most definitely needs to be amended.
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Obviously granting MFN treatment to imports from China will benefit Ameri-

can consumers by substantially reducing the cost of a variety of Chinese com-

modities. Similarly, it will aid American manufacturers who wish to process

Chinese raw materials. American trading firms will also benefit from an in-

crease in the volume of import from China.
Moreover, the extension of MFN to China should help to increase American

exports to that country. Although China does not insist on maintaining an

evenly balanced relationship with each of its trading partners, it has become

concerned about developing a gross and long-run imbalance in its trade with the

United States. For example, at the Canton Fair, officials who were charged

with the responsibility for negotiating China's acquisition of foreign machinery

frankly said, "We would like to purchase large amounts of capital equipment

from the United States, but we are worried about our balance of payments.

What are you going to buy from us to help pay for our purchases? We don't

say that you must buy from us as much as you sell us, but we would like you

to make a good-faith effort to do what you can to correct the existing situation.'"

Current figures plainly reveal the basis for this concern. In 1972, Sino-American

trade totaled $93 million, but we exported approximately twice as much as we

imported. Although 1973 witnessed an, eight-fold expansion of trade to almost

$758 million, over 85 percent of this great leap forward consisted of China's'

purchases from us.
Unless we take affirmative steps to facilitate the entry of Chinese goods to

American markets, it is quite likely that Peking will try to reduce the growing

Imbalance by purchasing less from us than they otherwise would. We must bear

in mind that many of China's purchases from hs to date have been made from

other countries. If we do not wish to lose future orders, whether for airplanes,

telecommunication equipment, cotton, or grain, we ought to grant Chinese goods

tariff treatment equal to that conferred on most other countries.

This is not to say that the advent, of MFN alone will suddenly reverse he

present trend. MFN is only one of many problems that need to be solved as the

very different, long-separated Chinese and American economic systems seek to

adjust their institutions for doing business. How property claims, frozen

-assets, Food and Drug Administration requirements, contract provisions, bank-

Ing arrangements, credit terms, dispute resolution facilities, shipping, airline

and trade agreements, and a host of other matters are handled will also have

an impact on both the volume and the balance of Sino-American trade.

Yet MFN is an important factor. It is also a highly visible symbol of our

good will, about which Peking is understandably sensitive for historical rea-

sons. Not only did we discriminate against Chinese goods in the past by con-

tinuing to ban all trade with the PRO for almost two decades after the end of

the Korean War, but in the nineteenth century, after the European powers used

armed force to exact MFN treatment for their exports to China without grant-

ing China reciprocity, the United States also shared in the benefits of this

unequal arrangement for many years.
If the proposed trade bill is enacted, the President will be able to negotiate

extension of MFN treatment to China on a fair basis. The fact that the People's

Republic is a state-trading, socialist state will preclude us from obtaining a

meaningful reciprocal MFN concession from it, but the Executive Branch should

be able to obtain other appropriate trade concessions from Peking in exchange

for granting MVN. The fact that Peking and Washington have not yet estab-

lished formal diplomatic relations should not prevent a conclusion of a bilateral

commercial agreement in one form or other.
I would like to confine my remaining remarks to Section 402 of H.R. 10710.

It (1) prohibits the extension of MFN to "any non-market economy country"

that denies its citizens the opportunity to emigrate or imposes significant finan-

cial impediment to emigration; (2) prevents such a country from receiving

United States, government credits for credit or investment guarantees; and

(8) precludes the President from concluding any commercial agreements with

such a country.
As its principal sponsors make clear, this proposal representsan effort to

persuade the Soviet Union to permit free emigration of those wishing to leave

the U.S.SR. Nevertheless, although public discussion is focused on the im-

pact of this proposal on Soviet-American trade, the language of the proposal

is not limited to the U.S.S.R. but embraces every "non-market economy country"

that restricts emigration.
30-229-74-pt. 8-16
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Furthermore, neither Section 402 nor the statements of its sponsors limit
the applicability of the bill to situations where a non-market economy country
discriminatorily restricts emigration on the basis of race, religion, ethnic origin,
or other similar factors. Rather, Section 402 appears to ban MFN treatment with
other commercial benefits if the countries in question restrict emigration for
any reason whatever. Although sponsors of Section 402 frequently allude to the
right to free emigration enshrined in the Universal Declaration of Human
Rights adopted by the U.N. in 1948, the Act itself even goes beyond the Declara-
tion, which subjects the right to emigrate "to such limitations as are determined
by law solely for the purpose of securing due recognition and respect for the
rights and freedoms of others and of meeting the just requirements of morality,
public order and the general welfare in a democratic society."

In these circumstances Section 402 would necessarily apply to the PRO.
It is a non-market economy country that plainly restricts emigration, although
its restrictions are not designed to discriminate against any racial, religious,
ethnic, or other sub-group of its society, nor do they appear to have such a
discriminatory effect

Passage of Section 402 in its present foim would deal a devastating blow
to the gradually developing, vitally important Sino-American reconciliation,
It would deny both our country and the PRO the previously mentioned benefits
of MFN treatment forChinese products.

More important-virtually unknown to the American public, it would pre-
vent our government from directly or indirectly extending credits or credit
guarantees to the PRO at a time when the PRO is at long last considering
accepting credits from Western countries In order to increase substantially its
purchases abroad.

It will also prevent our government from in any way guaranteeing Amer-
ican investments in China. Although the PRO Is not likely to permit direct
foreign investments in familiar forms such as wholly-owned foreign subsidiaries
or joint ventures, it is currently considering a variety of propositions for In-
direct investments that have been pht forth by American and other foreign
firms. Firms eager to cooperate in extracting China's mineral wealth have sug.
gested production-sharing agreements to the PRO. Yet before obligating itself
to spend millions of dollars drilling for oil, for example, under such an agree.
ment, any American company would presumably wish to obtain a U.S. Gov-
ernment guaranty against subsequent Chinese interference with what would
be tantamount to an investment in China. But Section 402 would not permit
such a guarantee.

Finally, the Act would also prevent the President from even concluding a
commercial agreement with the PRO, despite the fact that a bilateral agree-
ment is badly needed to establish an appropriate framework for trade. Nego.
tiation of a trade agreement is high on the Sino-American agenda because both
sides realize the great contribution that it can make towards facilitating trade
by settling a number of pending problems.

MFN, credits, investment guarantees, and commercial agreements are all
instruments which the world's other industrialized countries are prepared to
employ in competing with us for the China trade. If we deny ourselves these
instruments, we will lose out on a significant share of that trade and damage
our political relations with the PRO.

No adequate reason has been advanced for applying Section 402 to the PRO,
and indeed little attention has been devoted to this aspect of the Act. In the
existing circumstances, it would make no more sense to apply the Act to
China than to the many market economy countries that enjoy MFN and other
commercial benefits despite their severe restrictions upon emigration.

In any event, even if free emigration from China is an objective we sincerely
wish to achieve, continuing denial of mutually beneficial economic advantages
is surely not going to pressure Peking Into yielding. The PRO will only regard
such an attempt as an unfriendly gesture that is both politically and economically
foolish.

Senator RAn'rmi. These hearings are recessed until 10 a.m., Mon-
day. March 25,1974.

tWhereupon, at 12:25 p.m., the committee recessed, to reconvene
at l0 a.m., Monday, March ft, 1974.]



TRADE REFORM ACT OF 1973

MONDAY, MARCH 25, 1974

11.S. SENATE,
CoMMrTME ON FINANCE

Wa~hington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

Dirksen Senate Office Building, Hon. Herman E. Talmadge presiding.
Present: Senators Talmadge, Bennett, Hansen, and Packwood.
Senator TALMADOE. The committee will please come to order. This

morning we resume our hearings on H.R. 10710, the Trade Reform
Act. We will hear today from various groups representing the agri-
cultural community.

All witnesses have been instructed to confine their remarks to a 10-
minute summary of the principal points in their written briefs. The
5-minute rule will be in effect during the first round of interrogation.
Senators who wish to interrogate a witness for a longer period of time
may utilize the executive rule after the witness has been interrogated
by all of the members of the committee.

Our first witness this morning is Mr. Bill Jones executive vice
president of the National Livestock Feeders Association. Mr. Jones,
we welcome you and you may proceed with a summary of your state-
ment and you may insert your full statement- in the record of the
printed hearings.

STATEMENT or BILL H. m01ES, EXECUTIVE VICE pRESIDENT,
NATIONAL LIVESTOCK JEEDERS ASSOCIATION

Mr. JoiNs. Thank you, Mr. Chairman and as per your remarks, we
will take that option of summarizing the statement, sticking rather
closely to our summary that we have outlined in our statement and ask,
that the complete statement be included in the record.

Before going to our statement, we would like, Senator Talmadge, to
highly commend the staff for the excellent job they have done in
preparing information for this committee.

The summary and analysis of the bill under consideration is ex-
cellent. The sectionby-section analysis and comparison with current
laws is very good and we were particularly gla to see the 017 data
contained in the balance-of-trade information, because even though
we have done a lot of ballyhooing about having a plus balance in 1978,
the actual fact is, on a RF basis, that we still, of course, do have a
negative balance,

(947)
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As far as our overall trade policy is concerned, we are primarily
concerned with the United States adopting a truly reciprocal trade
stance in our formal trade policy and in actual trade negotiations with
other nations. We think that the "ivory tower" free trade philosophy
has been a dismal failure. And now that we see some indication in the
executive department to depart from this, why we would encourage
the Congress to do likewise.

We recognize, of course, that world monetary reform must go hand
in hand with trade reform. We would like to emphasize to the com-
mittee that the United States is among the most liberal in the world in
its agricultural import policy and that nontariff barriers constitute
the principal restraint upon agricultural trade throughout the world
and the highly restrictive nontariff deterrents of the EC and Japan
in particular, have. been especially damaging to the Unitea States.

For example, the United States is losing most of its duty-free food
lard exports to the United Kingdom because of the entry of the United
Kingdom into the EC. We had a duty-free binding and negotation
right amounting to $30.4 million. Now thi, of course, is out the win-
dow with the United Kingdom going into the EC and we have no sign
whatsoever that we will receive any compensatory payment for this
market loss.

Imports of beef and veal into the EC are restricted by import li-
censes, in addition to the variable'levy, a relative high tariff, and 9ther
restrictions. The variable levy is now active on beef and other red meat
animal products and the tariff on beef now stands at 20 percent ad
valorem.

In addition, we would like to emphasize this to the committee, to
show how these countries act purely in their own self-interests on the
spur of the moment, anytime it moves them.

We now have a ban on the importation of fresh and chilled beef
and live animals from the United States, for an indefinite period, in
Prance, Italy, Belgium, and Luxembourg.

In the case of Japan, also, an import ban on beef was imposed as
of February 1 of this year, and no .S. pork is entering that country
now because of the high import levies.

We fail to understand wh ythe United States has not used the coun-
tervailing duties authority that the Congress has given it. Section 303
of the existing act, clearly requires the United States to levy a coun-
tervailing duty whenever any country pays an export subsdy on a du-

tiable product. Yet no countervailing duty has ever been levied on
suxbsidized pork exports from the EC, even though last summer this
export subsy oi canned hams reached 82 cents a pound. •

The potential of U.S. agriculture to continue to contribute to a posi-
tive balance can be accomplished, but it is not automatic. We cannot
assure this role unless we do depart from the "ivory tower" free trade
philosophy and insist upon reciprocity from other nations, including
he assurance of access to the food and other agriculural markets on

an equitable and a continuous basis and we stand firm on giving ag ri.
culture prominence and equal status with industry in trade negotia-
tions.

And we would certainly like to emphasize this point, particularly in
view of the Kennedy round at GATT and the way agriculture was
sold down the river literally in those negotiations.
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Now we have had some increase in the exportation of livestock and
red meat products, but these red meat sales abroad are still of rela-
tively small volume. The important volume of red meat is still about
seven times what our export volume is. Our trade, of course, in these
animal products has been mainly in variety meats, fats and oils, hides
and skins, and other byproducts. And, in terms of value, our total live-
stock and meat and livestock and meat products imports-including
live animals-were more than one and one-half times the value of U.S.
exports during last calendar year 1978.

These U.S. products are plagued, particularly with highly restric-
tive import control systems on the part of important importing nations.

Now if we move along to the law itself, Mr. Chairman, we will con-
fine our remarks to the major points in the law and we have gone into
these in more detail in the statement.

We do support the stated purposes of H.R. 10710. We do view the
bill as being complicated-perhaps beyond necessity-and we think
there are areas here where the authority granted the President is too
discretionary; that there should be, perhaps, more specific instructions
rather than leaving the actions entirely up to his discretion.

In title I, in section 101, we cannot go along with the wiping out of
any duty of not more than 5 percent ad valorem. Our concern, of
course, here, lies primarily with the low duty on beef, and the fact that
these products are very trade sensitive, and tariff sensitive, and, there-
fore, we would recommend the deletion of section 101 (b) (2).

We do favor strong action against nontariff trade barriers of other
nations. As we state, this is our main major impact here; our road-
block to the agricultural exports.

However, if we studied the sector approach contained in the House
bill we cannot buy this. We do not think that agriculture would fare
well under it. Also, we are opposed to giving the President authority
to negotiate agreements involving U.S. laws and regulations. We think
that-the Congress, of its own volition, should move A'rst to either repeal
or amend these laws before we give the President any authority to sort
of back Congress into the corner on it.

We realize that there is a shortage-export control question. This has
been brought up by several Senators. We want to emphasize that we
will vigorously oppose any system of mandatory export controls,
despite the short-run benefit which might accrue to feeders through
this in the form, perhaps, of controls on feed and feedstuffs, because
we cannot think that in the long run thit is in the best interest of the
United States, domestic agriculture, or consumers.

We do not think we can benefit U.S. consumers by crippling U.S.
agriculture by imposing export restrictions.

In section 122, in the balance-of-payments section, we recommend
that the President be specifically directed to exempt those articles
where material injury is involved. And, in restraining inflation, we
would like to see limits set in the duty reductions and quota increases,
because we think that agriculture, in operating in a free market frame.
work, is rather vulnerable to this kind of authority.

We support, certainly very much, the requirement for the President
to involve the private sector in trade negotiation processes. We are not
altogether in harmony with the advisory procedures set up in the act.
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We think that the general farm and commodity groups should func-
tion directly in these advisory capacities, with respect to agriculture,

Moving into trade negotiation and administrative responsibility of
the State Department in the section that deals with the Office of the
Representative of Trade Negotiations we favor this because of the
tendency on the part of the State d epartment to use U.S. trade
negotiations as an international relations tool instead of concentrat-
ing on the economic considerations.

We do suggest, however that the law should treat the relationship
between the Office of the Special Representative and the Council of
International Economic Policy. Both would be set up of statutory
groups and the statute does not address itself to the relationship here,

One thing, too, that we would like to emphasize particularly to the
Congress, t at we recommend provisions to the congressional override
on the actions such as refusal to grant import relief. We also favor
some relaxation of the stipulated congressional disapproval procedure
to allow Congress to discharge its responsibility in a more judicious
manner.

We do not think that you ought to be tied to the timetable as
strictly as this bill ties you.

On the other hand-
Senator TALMADGE. Mr. Jones, I am sorry, your time has expired.

We will insert your full statement in the record.
Now in your testimony you have stated that we import one and one-

half times as many meat products as we export.
Is that correct ?
Mr. JoNEs. This is on a boundary basis. On a CIF basis it would be

about 1.8-
Senator TALMADO Do you have a breakdown, in detail, enumerat-

ing what those figures are I
Mr. Joins. Yes, we have two charts at the end of our statement.
Senator TALMADOE. Is it in your statement already ?
Mr. JoNxis. It is attached to the statement in two tables, Mr. Chair-

man.
Senator TALMAGE.. Good. What is the total value of our meat ex-

ports, including all products derived from meat?
Mr. JONEs. If we take the year 1973, it is $1.3 billion.
Senator TALMADOP. $1.3 billion ? What are our imports?
Mr. JoNFS. $2.1 billion.
Senator TALMADGE. $2.1 billionI
Mr. JoNEs. This is including live animals and this would be on an

F.O.B. basis. It would be higher, of course, on a CIF basis.
Senator TALMADO Now in your statement you describe how the

United States has been discriminated against in the agricultural trade
area and that the bill before us should be tightened to assure reciproc-
ity in the future.

Is that an accurate statement?
Mr. JoNEs. Yes, sir.
Senator TALMADG,. We hear reports that cattlemen are losing now

about $100 to $150 a head because of the high cost of feed and the low
wholesale price of meat.

At the same time we hear reports that the middlemen, meat proc-
essors, and the retail chain distributors, are making huge profits.
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Do you have any comment on that?
Mr. JoNEs. My comment on that, sir, would be that certainly this

has been throughout much of the latter part of 1973. We do have to
pay, however, now that the retail prices have come down, there have
been more "featuring," and so forth.

So this is working toward correction. It is working too slowly to have
many people fromloss. At the same time, we cannot disregard the fact
that the ban on our exports is not helping the situation either.

Senator TALMADGE. As you may be aware, the Agriculture and For-
estry Committee that I hive the honor to chair, at the request of Sen-
ator Curtis, has been holding some hearings in that field. I hope the
hearings will be productive in that area. I presume your organizationtestifle-aI

Mr. Joms. We did appear, yes, sir.
Senator TALMADGI. Senator Bennett? We are invoking the 5-minute

rule this morning, if there are no objections. We have quite a number
of witnesses.

Senator BENNETT. I obviously have no right to question the witness.
I just arrived.

Senator TALMADGE. Senator PackwoodI
Senator PAxWOOD. Why does Japan have a ban on imported beef

and a high duty on pork ? They are not protecting a local industry in
either of those cases, are they?

Mr. JoNEs. Yes. they are, in a way. This, is-one time last year
they did increaetheirbeef quotas, well, by about one-third, to double,
and they did lift their levy on pork.

But, as of February, they put the ban back on beef where they are
not shipping beef and the price now on pork is sufficiently high to
where there is no pork moving.

So I think it is a matter of two things. No. 1, they do get a great
deal of static even from their domestic industry, as small as it is,
and also I think they have a need here, or they feel they have a need,
perhaps to protect their currency in view of the oil crisis at the pres-
ent time.

It is interesting to note that the Japanese interests are buying pork.
They are speculating, taking a speculative position, trying to hedge
against the currency. But Japan is the same as B.C. and other nations.
They run these things down and put them in and take them out as
they see fit, for their own self-interest.

We have no assurity whatsoever of continuous access to that market.
Senator PACKWOOD. In beef, in particular though, as I recall they

have next to no beef industry there. They do not eat much beef; or
they cannot get much beef for their citizens is a better way to put it.

Are you saying they are trying to save their currency for oil rather
than beef if theyhave to make a choice?

Mr. JoNrs. I think that this would be one of the factors. You are
correct that their consumption is very low, about 7 to 8 pounds per
capita, and beef in that country is very high. Then again, it does com-
petp, too, with other foodstuffs that they are concerned about as far as
Their domestic industry is concerned.

Senator PACKWOOD. Thank you very much. I have no other ques-
tions, Mr. Chairman.
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Senator TALIADoE. Thank you very much, Mr. Jones, we appreciate

your excellent statement.
[The prepared statement of Mr. Jones follows. Oral testimony con-

tinues on p. 964.]

PREPARED STATEMENT OF MR. BILL JONES, EXEOUTIVE VICE PRESIDENT, NATIONAL
LIVESTOCK FEEDS ASSOoIATION

SUMMARY

Overall trade and negotiation poliy.-The NLFA's primary concern is for the

United States to adopt a reciprocal trade stance in both its formal trade policy

and in actual trade negotiations with other nations. The "ivory tower" free trade
philosophy which has characterized U.S. trade policy during the past several
years has proved to be a dismal failure.

World monetary reform.-World monetary reform must go hand In hand with
trade reform since the relative values of currencies play a vital role In the flow of
products across national borders; and no matter how flexible a currency rate
adjustment process is achieved, it can be undermined and distorted by trade bar-
riers or the subsidization of commodities and products which are exported.

Discriminatory trade barrier.-The United States is among the most liberal
in the world in its agricultural import policy. Nontariff barriers constitute the
principal restraint upon agricultural trade throughout the world; and the highly
restrictive nontariff deterrents of the EC and Japan have been especially damag-
ing to the U.S.

Specifto examples of trade dscrimination.-The U.S. is losing most of its duty-
free food lard exports to the United Kingdom because of the entry of the U.K.
into the EO. Imports of beef and veal into the EC are restricted by import licenses,
in addition to the variable levy, a relatively high tariff, and other restrictions.
The variable levy is now active on beef and other red meat animal products and
the tariff on beef now stands at 20% ad valorem. In addition, a ban on the impor-
tation of fresh and chilled beef and live animals from the U.S. is now in force for
an Indefinite period in France, Italy, Belgium, and Luxemburg.

In the case of Japan, an import ban on beef was Imposed on February 1 of this
year and no U.S. pork is entering that country because of import levies.

Strong action recommended against the E.-We strongly recommend that the
U.S. take Immediate steps to withdraw all of the concessions given the HC during
the Kennedy Round. Any action short of this kind of firm stand will fail to Im.
press upon the EC that the U.S. will Indeed Insist upon reciprocal treatment,

U.. failure to use countervailing duties.-Section 803 of the Tariff Act of 1930
clearly requires the U.S, to levy a countervailing duty whenever any country pays
an export subsidy on a dutiable product. Yet no countervailing duty has ever been
levied on subsidized pork exports from the HC, even though export subsidy on
canned hams reached a whopping 320 per pound last summer.

U.S. agricultural exports.-The potential of the United States to export agri-
cultural commodities and products is the bright light on an otherwise dismal U.S.
trade horizon. Agriculture will continue to make a substantial and critical control.
bution toward keeping U.S. trade in balance, but such a development Is not auto-
matic. This role cannot be assured unless this country departs from the "ivory
tower" free trade philosophy which has prevailed; insists on reciprocal treat-
ment from other trading nations, including the assurance of access to their food
and other agricultural markets on an equitable and continuous basis; and stands
firm on giving agriculture prominent and equal status with industry In trade
negotiations.

L4vestockc and meat products.-Although there has been some increase In red
meat sales abroad, these exports are still of relatively small volume-about 1/7

-of U.S. imports of red meat for calendar 1978, on a tonnage basis. Trading In
variety meats, fats and oils, hides and skins, and other by-products has tradition-
ally constituted the overwhelming volume of U.S. exports in the red meat animal
category. In terms of value, total livestock and meat and livestock and meat prod.
ucts imports (Including live animals) were more than one and One-half times the
value of U.S. exports during 1978.

These U.S. product exports are plagued with highly restrictive Import control
systems on the part of important Importing nations.
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H.R. 10710-"Trade Reform Act of 1973".-The NLFA supports the stated
purposes of H.R. 10710, but does view the bill as being complicated beyond
necessity.

Ti leL.1-The Association strongly opposes the authority to "wipe out" any
duty of not more than 5% ad valorem. Our concern lies primarily with the low
duty applied to fresh, chilled, and frozen beef and veal, trade sensitive products.
Recommend deletion of Section 101 (b) (2).

Favor strong action against nontariff trade barriers of other nations, but do not
favor the sector approach contained in Section 102(c). Also, we are opposed
to giving President authority to negotiate agreements involving U. S. laws and
regulations; must be limited by these unless and until Congress of its own
volition moves to repeal or amend same.

Shortage-Export Control Question: Will vigorously oppose any system of
mandatory export controls, despite short-run benefit which might accrue to feed-
ers. Not in long-run best interest of U. S., domestic agriculture, or consumers.

In Section 122, we recommend the President be specifically directed to exempt
those articles where material injury is involved. And in Section 128, limits
should be set on duty reductions and quota Increases. Agriculture is vulnerable
since it operates in "free" market framework.

Support requirement for President to involve private sector in trade negotia.
tion process, and strongly suggest that general farm and commodity groups func-
tion directly in advisory capacities with respect to agriculture.

Support moving trade negotiation and administrative responsibility out of State
Department to extent practical, but suggest the relationship between Office
of the Special Representative For Trade Negotiations and the Council of Inter-
national Economic Policy be given attention in proposed legislation.

Recommend provision for Congressional override on actions such as refusal
to grant import relief. Also, favor relaxation of stipulated Congressional disap-
proval procedure to allow Congress to discharge its responsibility in judicious
manner.

Do not favor proposal for Congress to inject itself into day to day administra-
tive acitivties by functioning as advisors to trade delegations.

Title ii.-Title is unduly complex. Favor alternative choices of remedy, but
not the choice to do nothing (Chapter 1). Congress should have override authority
with respect to import relief in face of affirmative finding by Tariff Commission.

Seriously question fitness of adjustment assistance as a remedy. Negotiating
implementing agreements on truly reciprocal basis, plus import relief provided
for in Chapter 1 of this title and unfair trade practice authority provided, in
Title III should forego any need for welfare treatment of workers or firms

Title 111.-Strongly support intent of this title, is in harmony with cause of
reciprocity..However, we are concerned over various "roadblocks" which would
prevent President from retaliating immediately against adverse acts of other na-
tions, particularly the requirement to hold a public hearing and the procedure
involved as set forth in Chapter 1.

One of serious U. S. weaknesses in trade area is failure to act promptly in re-
taliation. By time this country moves, other nation has accomplished its objec-
tive. Case in point right now, ban on beef imports by Japan, France, Italy,
Belgium, and Luxemburg; and Canadian surcharges on live cattle and beef last
winter.

Recommend Section 801 provide for complaint procedure and decision time
frame; authority as written entirely discretionary with President.

Association does not favor treating duty-free articles different from dutiable
goods under the countervailing duties chapter (Chapter 8), or giving discretion
In the imposition of such duties.

Title IV.--Association does not favor injecting sociological considerations
into economic arena of international trade and, therefore, must oppose the in-
clusion of Section 402.

Title V.-No summary comment.
itle VL-No summary comment.

STATEMENT

The National Livestock Feeders Association's primary concern is for the United
States to adopt a reciprocal trade stance in both its formal trade policy and in
actual trade negotiations with other nations.
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oVO-ALL TR A" WGOTZAT0o1 POLICY

For many years the United States Government, under the guidance of the
State Department, has used foreign trade negotiations as an international rela-
tions tool in an attempt to buy goodwill around the world; and in so doing has
hewn to an "ivory tower" free trade philosophy. This approach has divorced
negotiations from economic considerations and has been a dismal failure, as
evidenced by our critical negative balance of payments during recent years, the
substantial loss of gold reserves, and the irreparable harm it has brought to
U.S. agriculture and industry.

The U.S. approach to trade negotiations has cultivated the attitude so prevalent
among other nations that they should enjoy unlimited access to this market and
yet allow the importation of only those U.S. commodities and products:-and in
the volume--which suits their domestic producers and industries. Japan and the
European Economic Community are prime examples of this attitude; and they
have enjoyed substantial benefits therefrom, as evidenced by their dependence
on the U.S. market and their positive balances of payments at the expense of
this country.

The "diplomatic" attitude of the State Department has definitely carried over
into the administration and policy determinations of our embassies and has often
made it difficult for our agricultural attached to work effectively in market devel-
opment and product promotion activities.

The use-of-foreign-trade-for-buyinggoodwill policy existed as an integral part
of U.S. foreign policy until President Nixon rocked the world In August of 171
by imposing a surtax on imports and announcing to the world that the 'U.S.
would no longer play this kind of one-sided "sucker" game.

Let me emphasize at this point that the stand of the National Livestock Feeders
Association with respect to foreign trade is not one of isolationism, nor is the
Association in harmony with the opposite philosophical extreme of "ivory tower"
free trade. For many years NLPA has preached reciprocity in trade policy and
negotiations.

Now that there is definite evidence of a swing in, this direction on the part of
the Executive Branch, we again urge the Congress to assume this type of stance
in foreign trade legislation-and, in fact, set down legislative guidelines which
will force those charged with trade negotiation responsibility to demand reclpro.
cal treatment for U.S. agriculture and industry.

wORLD MON T AY REFORM
World monetary reform must go hand in hand with trade reform; otherwise

it will be impossible to ascertain the end results of certain trade policy changes.
Although identified as separate entities, monetary policy and trade policy are
actually entwined parts of the international economic system.

The relative values of currencies and the manner in which such values are
determined play a vital role In the flow of products across national borders.
And this is not a static influence, especially as it bears on a developed country
such as the United States. The relationship is being constantly affected by inter-
nal economic changes in the countries which are influential in international trade.

Thus, the monetary system must be sufficiently flexible to cope with constantly
changing relationships among the economies and economic strengths of influential
trading countries, while at the same time lend sufficient stability to the world situ-
ation to maintain monetary confidence and to avoid gross inequities.

Most certainly the gross inequities and serious injury resulting from having
its currency become dear in relation to that of other economically influential
nations has been indelibly impressed upon the U.S. during recent years in Which
the dollar was "misused" as the peg on which other countries have hung their
"currency hats".

The existence of the European Economic Community and its recent expan-
sion further complicates the issues. Because of the special considerations given
agricultural commodities under the EC's Common Agricultural Policy (CAP),
when an EC country permits its currency to float but maintains an official par
value, two exchange rates come into being for agricultural commodities: (1) the
official par value which applies to domestic production through support prices;
and (2) the international market value which applies to imports and exports.

Negotiations are already under way on international monetary reform, and,
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hopDVOlly,: :S0lation can be foun to th4 problems.;Which plague this highly
technical area of international economics. No matter how flexible a currency

rate adjustment process is achieved, however, It can be undermined and distorted

by trade barriers which shield industries from price competition,

DISCRIMINATORY TRAD BARRIERS

The United States is among the most liberal in the world in its agricultural

import policy. All major trading countries, with the possible exception of Canada,

provide a much higher degree of protection for domestic livestock producers than

does this country.
The USDA Agricultural Handbook No. 182 (revised March 1964) entitled

Arioultural Polioie8 of Foreign Governments stated: "In most countries, discre-

tionary import control authority is still vested in governmental agencies and is

widely used to restrict imports. Many governments have programs for maintain-

ing domestic prices of selected farm products above the level of world market

prices. In addition, a good many use export subsidies, bilateral trade agreements,

and other devices which tend to create special trade advantages for agricultural

commodities of certain countries not enjoyed by products of other countries."

'Also, in the USDA study covering nontariff barriers published In Agricultural
Protection bNontaff Trade Barriers (ttS-loreugn-O, September 1963), the

then iecrahirY of Agriculture made the following statements In announcing the

results of the study: "The study shows that all our major trading partners

practice a higher degree of agricultural protectionism through nonteriff barriers

than does the United States. The United States Is among the most liberal in the

world In its agricultural Import policies. The farmers of the United States carry
out their production operations with far less protection from competitive imports

than do farmers of practically all other countries." With regard to livestock and

meat specifically, the study showed that the United States and Oanada were the

only major trading nations in the world with no nontarff protection for domestic

producers.
Why refer back to 19068 and 1964 when talking about trade barriers? Merely to

vividly point out that the more things change, the more they stay the same,

as far as trade barriers and discrimination practiced by other nations are con-

cerned. Again we plead the case for the U. S. to depart from the "ivory tower"

free trade philosophy (free trade for free trade's sake) and adopt a policy

calling for reciprocity in trade policy and negotiations.
The degree to which other major trading nations and groups of nations have

taken advantage of the U, S. during recent years is ample evidence that academic

idealism simply does not work in the real world of international trade. We

should start playing our trading hand instead of merely laying our cards face

up on the table and letting other countries play for us.
When challenfgl~eby the U. S. on specific protectionlstic trade barriers on their

books, other countries typically respond, "Oh, yes, but we are not using them."

The fact of the matter is, however, that they have used them and will do so again

whenever it is in their own best interest. If they are not, and do not intend to

use said restrictive devices, they should have no reluctance to drop them from

their portfolios.
The Committee is knowledgeable as to the existence of various types of trade

barriers, tariff and nontariff, and therefore we do not intend to belabor the

point. It may be well, however, to review the current situation with respect to

the European Common Market because of its importance to U. S. agricultural
exports and the added problems continued restrictiveness will bring in light of

the recent expansion of the EC,
The European Community is the single most Important importer of U.S. agri-

cultural products. Therefore, the expansion of the Community and the provi-

sions of its Common Agricultural Policy (CAP) have important implications for

the United States. To date there is no indication that member nations have

any intention of moving away from the traditional highly restrictive trade stance

which has been a part of W0 policy since its beginning, or that they have any

Intention of giving serious consideration to the call for reciprocal treatment
of non-member trading partners. Apparently the Community looks upon the

statements being made by this country regarding agricultural trade as a

Smoke screen and fully expects the U.S. to capitulate, as It has done In the

past, and accept whatever trading cards the EC chooses to deal.
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T1rhe fact that the Oommunity at times does not use all of the vinmunltion
it has on the books to restrict agricultural imports should not lull U.S. negotiators
into complacency. The CAP includes highly restrictive tariff and nontariff
barriers to agricultural trade, coupled wvth strong Incentives to increase
domestic production. For many products these incentives guarantee markets for
unlimited production, either through export subsidies or government purchases.

USDA has stated that over 90% of the value of agriculture production In
the six original EEO countries is subject to support and import protection under
the CAP. In addition, there are still national barriers against imports for a
number of products.

The most restrictive nontariff barrier employed by the EC is the variable
import levy. Variable levies protect over two-thirds of the Community's agri-
cultural production and severely limit the importation of U.S. products subject
to the levy. These products include beef, veal, and live cattle and calves, all
of which are subject to tariff protection as well.

Fresh, chilled, and frozen beef and veal are subject to the variable levy,
import duties, and import licenses, as well as health restrictions which are
often used purely as import restrictive devices under the guise of health con-
siderations. Fresh, chilled, and frozen pork is also subject to the variable levy.

In addition to the restrictions of the Community, West Germany prohibits
the importation of beef cuts and pork and accepts meat only from U.S. process-
ing plants which have been inspected and passed by West German authorities.
Italy requires certification that the animals from which the meat was derived
were not fed an estrogen.

Nontariff barriers constitute the principal restrain upon agricultural trade
throughout the world. For additional details on these barriers in the E, the
Committee is referred to Agrtiultwral Trade Polioy. Foreign Agricultural
Service, U.S. Department of Agriculture, December 1972 (ATP-10-72), and
the report of the Tariff Commission referred to in the information prepared by
the staff of this Committee in connection with the legislation under consideration.

SPEQOrO EXAMPLnB OF TRADS DTSORMMNATON

The case of food lard vividly points out the extent to which U.S. exports stand
to suffer as a direct result of the United Kingdom becoming a member of the
European Community. The U.S. has been the principal supplier of food lard to
the U.K., furnishing about 60% of the country's imports in 1970 and 1971.

The U.S. obtained a duty-free binding from the U.K. on lard in 1947 and
had negotiating rights amounting to $30.4 million. This zero duty binding is
now withdrawn and replaced by the HC's variable levy.

The i first instituted a CAP for pork in 1967. Since that time European lard
production and export capacity have been steadily increasing as a result of
production stimulation including high minimum import prices a variable levy
on imports, and the payment of export subsidies on sales of fard to the U.K.,
previous to its entry into the C.

We stand to lose most of these exports to the U.K. over the next few years
unless the variable duty is either eliminated or bound at some ad valorem rate
well under 50%

The U.S. is entitled under GATT to request duty.free treatment on food lard
on the part of the enlarged Community, but the BO has shown no inclination to
honor this request. In addliton, food lard is one of the seven agricultural
commodities for which the U.S. is holding out for just compensation for market
loss; however, again, the iC shows no inclination to offer just compensation.

In the case of pork itself, even when we do clear up hog cholera completely
in the U.S., we have no assurance that pork can be shipped to the IEO. Contrary
to the case of lard, we have no historic base to ohow loss of dollars.

The EC variable levy is now active on beef and other red meat animal products.
The levy was reimposed on beef during the second week of February. Also the
tariff, which at one time was cut in half, was again raised after the first of the
year to the 200, ad valorem level.

In addition on February 24, France and Italy acted to ban the importation of
fresh and chilled beef and live animals. On February 21, this ban was extended
to include Belgium and Luxemburg for a 80-day period (through March 24). A
week ago, however, action was taken to extend the ban indefinitely with respect
to all four countries.
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Certain of the EC countries go so far as to restrict imports of beef by desig-
nating the form of importation. Beef imports into Germany are restricted to car-
casses; no cuts may be imported. France allows only pieces weighing three kilo-
grams or more to be imported; in the Netherlands and Belgium the size restric-
tion Is 10 kilograms or more.

Beef and veal imports into the HC are further controlled by import licenses,
which are not freely given. The effectiveness of this requirement as a control
measure is clearly evidenced by the recent situation with respect to Australia
and New Zealand, To the uninitiated eye it would seem that the EC was rather
liberal during much of 1972-73. No levies were imposed on beef imports as of
February 1972, because prices were well above tho equivalent of the target price.
Also, in November of 1972 the Community cut its import duty on beef in half
from 20% to 10% ad valorem. The question logically arises, in view of the high
prices which prevailed in the EC countries for beef-higher than the U.S. mar-
ket--why didn't more of the beef being exported from Australia and New Zealand
go to the EC? The answer was simply that import licenses for beef were not
issued.

Also, the existence of the variable levy discourages distant countries, such as
Australia and New Zealand, from trading with the Community since the levy is
capable of being changed each week; and in times past, the combination of the
levy and the duty has amounted to as much as 45-50% ad valorem.

In the case of Japan, an import ban on beef was imposed on February 1. The
ban affects 40,000 metric tons of purchases to be made during the second half of
the Japanese fiscal year and an additional 10,000 metric tons already in storage.
.The Japanese have indicated that import licenses will not again be issued until
domestic prices increase to a given level.

With respect to pork imports, levies are in effect and the only pork currently
entering the country is that which is under contractual arrangements--no ton-
nage from the U.S. Japanese traders are presently buying pork for speculative
reasons as a hedge against their own currency but no U.S. shipments are now
entering Japan.It is vividly clear that without radical changes in the import structures in
Japan and the BC in particular U.S. exports can be shut out at any time the
importing country desires and for as long a period of time as suits their selfish
interest.

We strongly recommend that the U.S. take immediate steps to withdraw all of
the concessions given the EC during the Kennedy Round. Any sort of this kind
of a firm stand will fail to impress the EC that the U.S. will indeed insist upon
reciprocal treatment.

In plain language, U.S. negotiators have failed to date to take a sufficiently
strong stand to fulfill commitments made to the Congress.

In visiting with firms engaged in the export trade in meat, we have found key
officials reluctant to specify dates, times, and exact circumstances wherein im-
port restrictions of other nations have given them problems. The reluctance
stems primarily from public relations considerations of not wanting to take the
risk of harming established relations with the client or with the officials of the
importing country.

Quotas, and all the government red tape connected therewith, have been very
restrictive and troublesome, specifically in the case of Japan. Import levies on
pork have also given us similar problems in our attempted trade with the
Japanese.

The required import licenses by the EC were also cited as a troublesome re-
striction. The importer must deposit a surety to obtain the license; it is issued
for a specified volume of product and must be renewed. In this way the quantity
can be varied at will by the EC and the exporter is never assured of access
to the market.

The highly stringent sanitary requirements in force for Germany have made
It impossible for many U.S. processors and traders to export meat to that
country. According to one of the beef packers most heavily involved In sales to
Germany, it was mandatory that the inspector (German representative) actu-
ally be in the plant and carry on inspection at the time of slaughter and then
,during the entire fabrication and processing of the product. This has been re-
laxed of late; but again the point is that the situation can readily revert to
previous degree of stringency at the will of the receiving country, to suit Its
interests of quantity and other control of its imports.
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The U.S., of course, has inspection requirements also, but these are consistent
and are used only for wholesomeness and health purposes; whereas, other na-
tions have typically used health and sanitation standards for a variety of self-
Interest purposes and have relaxed or tightened them at will to fit the occasion.

The E0 variable levy combined with the tariff caused one U.S. packer to
abandon his exportation of sausage-type meat. "It just proved to be too costly
to try to sell to the EMC countries."

Cost of entry was also given the most often as a problem in exporting variety
meats and other offal items and by-products. At this point it is well to note that
the United States cut tariffs in half on most livestock and meat products in 1948,
The effective level, however, has been reduced much more than the per pound
figures indicate due to the failure of the U.S. to adopt the ad valorem basis during
the inflationary years since the 1930's. In contrast most other major trading
countries, including the EC and Japan, are on the ad valorem basis. Therefore
any apparent relaxation cannot be compared directly with the U.S. In view of
the consistent inflationary trend, the U.S., in effect, has continuously reduced its
tariffs on most meat imports.

U.S. FAILURE TO USE COUNTERVAILING DUTIES

The failure of the U.S. to follow its own law with respect to levying counter.
vailing duties has resulted in other nations taking additional advantage of this
country in the trading arena. Section 308 of the Tariff Act of 1930 clearly states
that whenever any country pays an export subsidy on a product which is
dutiable, the U.S. shall levy a duty equal to the subsidy paid. Note the use of the
word "shall" which leaves no room for administrative discretion. Yet no counter-
vailing duty has ever -been levied, for example, on subsidized pork exports from
the EC to the U.S. Last summer the EC ex-port subsidy on canned hams reached
the equivalent of a whopping 32 cents per pound in U.S. currency.

U.S. AGRICULTURAL EXPORTS

The potential of the United States to export agricultural commodities and
products is the bright light on an otherwise dismal U.S. trade horizon. It is not
necessary to belabor here the very serious plight of this nation during recent
years with respect to its balance of payments. The Committee Is as knowledge-
able of the situation as we are. Also, it is not necessary to dwell on the U.S.
loss of its favored world position of yesterday on a wide range of manufactured
and industrial products and materials. In general, this leaves the U.S. in a strong
trading position on only sophisticated equipment and systems, heavy equipment
and machinery, and agricultural commodities and products.

Fortunately, the world position of U.S. agriculture has been greatly enhanced
of late as other countries of the world have developed "money economies" and
realigned their currencies. The significant increase in U.S. agricultural sales for
dollars compared to government-assisted foreign shipments evidences the effect
of the changing world situation.

According to the USDA, dollar sales-which included barter for overseas pro-
curement and CCC credit sales-during fiscal year 1978 reached a record $11.9
billion, accounting for over nine-tenths of total farm exports. This expansion in
sales for dollars accounted for all of the increase in U.S. agricultural exports
during that year. Thus, dollar sales accounted for'92% of the $12.9 billion of
total agricultural shipments in fiscal 1973.

Government-assisted foreign shipments totaled $1 billion, down 8.2% from
the fiscal 1972 level.

In connection with these comparisons, however, it must be noted that higher
prices accounted for about 40% of the increase in the value of fiscal 1978 exports.

Agriculture truly has the potential to continue to make a substantial and
critical contribution toward the U.S. trade balance, as the Committee is aware.
However, we hasten to raise the red flag of caution lest it be assumed that such
a development is automatically going to come about.

If agriculture is given segregated and last priority treatment, such as was
done during the so-called Kennedy Rounds, U.S. agriculture will again be left
in the untenable position of facing insurmountable trade obstacles--mainly in
the form of visible and nonvisible nontariff barriers--whenever other importing
countries see fit to invoke them.
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LIVESTOCK AND MEAT PRODUCTS

Export sales of livestock and meat, and livestock and meat products, have
been, and are currently, for dollars. Although there has been some increase in
red meat iles-a-broa-d of late, these exports are still of relatively small volume.
The primary reasons for this are domestic demand, overseas transportation
costs and problems, and the highly restrictive import systems of other nations.

Trading in livestock and meat products, including variety meats, fats and oils,
hides and skins, and other by-products, has traditionally constituted the over-
whelming volume and value of U.S. exports in the red meat animal category.
For the most part, domestic preferences have not been strong for these products
compared to their traditional usage in other -countries, such as those of Western
Europe.

In contrast to its export sales, the U.S. is a large importer in red meat. In
calendar 1973, red meat imports of nearly two billion pounds were almost 7%
times the export tonnage (not including variety meats). Conversely, U.S. ex-
ports of variety meats, fats and oils (edible and inedible), hides and skins, and
other by-products were 2.8 billion pounds.

In terms of f.o.b. port value, total livestock and meat and livestock and meat
products imports (including live animals) during 1978 were 1.6 times the value
of U.S. exports of these commodities and products--2,106 million of imports vs.
$1.806 million of exports. (See Tables 1 and 2 for detailed breakdown of
categories.)

The aforegoing comparison is based on export value being defined as the value
at port of exportation (selling price or cost plus inland freight, insurance, and
other charges to the port) ; import value is the market value in the foreign
country and excludes import duties, ocean freight, and marine insurance-in
other words, foreign value rather than landed cost of U.S. ports.

Figuring imports on a c.i.f. basis (ocean freight, marine insurance, and other
shipping charges included) would increase the import values by around 10%;
according to U.S. Tariff Commission estimates for all imports. On this basis,
the value of U.S. imports of livestock and meat and livestock and meat products
for 1973 would be $2,817 million, or 1.8 times the value of exports.

PROPOSED LEGISLATION

We would hope that all-U.S. interests are now in accord on the basic question
of the need for trade reform, and that all agree on the proposition to adopt
a truly reciprocal stance on trade policy and actual negotiations. If we can
proceed on such an assumption, the deliberations of the Congress can then focus
on the specific provisions to be written into law to accomplish that basic
objective.

Surely one of the crucial legislative considerations is the extent to which it-
is necessary and proper for the Congress to delegate authority to the President,
especially in view of the responsibility reserved to the Congress in the Constitu-
tion to regulate foreign commerce and determine duties. Legislative proposals
should be viewed in the light of this consideration.

- -MR. 10710--"Twnn RlwoM ACT OF 1978"
The NiLFA supports the stated purposes of H.R. 10710. It does seem to us,

however, that the bill is unduly complicated in the form in which it comes to the
Senate and we suggest this be borne in mind as changes and rewrites are made:

We recognize that the House put forth much effort to reorganize the legisla-
tion as originally proposed and, also, made substantial additions in carrying out
the recommendations of the NLFA and others to place appropriate limitations on
the negotiating and trade-agreement authority to be delegated to the President.
In so doing, however, it would seem that the bill has become complicated beyond
what is necessary to accomplish the desired results.

TITLE I-NEGOTIATING AND OTHER AUTHORITY

Chapter 1-Rates of Duty and Other Trade Barriers
Seo. 101.-The NLWA strongly objects to the provisions contained In (b) (2)

giving authority to "wipe out" any duty which I not more than five percent ad
valorem. Our concern lies primarily with the existing low duty applied to fresh,
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chilled, and frozen beef and veal and the adverse consequences of reducing said
rate to zero.

We recommend the deletion of (b) (2).
Sco. 102.-As previously stated, the NLFA favors strong action against non-

tariff barriers of other countries, to further the cause of reciprocity. Other
nations have a long way to go to reach the liberal position of the U.S. in this
respect.

We do have grave reservations about the sector approach outlined in (c),
and the use of the word "shall" in this connection. In our judgment, it is doubt-
ful that Agriculture will fare well under such an approach, especially if it is
mandatory; therefore, we recommend its deletion.

With respect to authority to negotiate away alleged U.S. nontariff barriers,
H.R. 10710 would provide the broadest authority ever delegated to a President
in the trade area. This would include authority to negotiate agreements involv-
ing laws and regulations on the U.S. books. Such agreements could then become
effective if not rejected within 90 days by either House of the Congress.

Despite our concern in this area, we cannot support the delegation of such
far-reaching authority. The President simply must be limited in this area by
the laws which are on the statute books unless and until the Congress of its
own volition moves to repeal or amend them.

Seo. 103.-No comment.
Chapter .--Other Authority

SIortage--toport Control Question.-Several members of the Congress have
expressed concern over the development of shortages of certain commodities and
products and have indicated they will push for some system of mandatory export
controls, supposedly in the interest of domestic consumers.

The NLFA will vigorously oppose any such move, despite the fact that some
short-term benefit might accrue to feeders. The inflexibility of a mandatory
system, cast in statutory concrete, can bring great harm to agriculture. And
dealing crippling blows to agriculture--or industry, for that matter--cannot
bring any lasting benefit to U.S. consumers.

Demonstrating that you are a dependable supplier is an essential ingredient
to building and maintaining foreign markets. Interrupting foreign shipments
through a program of export controls cannot be other than counterproductive.

Se. 121.--Without a doubt, there is need to revise the GATT machinery;
however, such an attempt will likely be a slow and tedious process. Therefore,
it might be well to provide for greater flexibility in working toward the same
ends, than is provided in the present language.

Any contributions to GATT, as provided by Section 121 (b) should be subject to
Congressional appropriation.

Seo. 12.-We have a reservation with respect to this section; namely, that
actions on the surplus side could be injurious to given commodities and product
lines if the provisions allowing for exceptions are not exercised. We would prefer
that the President be specifically directed to exempt those articles where such
action would cause or contribute material injury to firms or workers (see page
18, lines 10-15).

Seo. 183-We recommend that limits be set on duty reductions and quota
increases. This section could be harmful to agriculture articles since agriculture
operates In a "free" market framework and both supplies and prices go up and
down in the short run.

Seo. 124.--No comment.
Seo. 185.-No comment.
Se.o. 12.-No comment.
Seo. 127.-No comment.
Seo. 188.-No comment.

Chapter -Hearnge and Advice Concerning Negotiations
The Association generally agrees with the provisions of this Ohapter requiring

the President to involve the Tariff Commission, executive departments, and the
private sector in the negotiation and trade agreement process. We strongly support
the call for public hearings to give interested persons an opportunity to present
their views

The language of Section 18 specIfically directs that advisory committees
from the private sector "be representative of all industry, labor, or agricultural
interests." To us, this means that agricultural trade associations will be directly
involved, rather than Individuals who represent no one but themselves.
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In this connection, we would strongly suggest that as far as agriculture In
concered the general farm and commodity groups function directly in the
designated advisory capacities.
Chapter 4--O100 of the Special Repre8entative for Trade Negotiation

The NLFA has supported the establishment of this office because of the need
to move the responsibility for trade policy, program administration, and the
Actual negotiations, as far as practical, out of the State Department. This post.
Lion has been adopted because of the State Department's traditional use of
trade negotiations as a to01 of International relations.

There is one addition which needs to be made to the chapter, in our view. The
existing language does not deal with the relationship between the Office of the
Special Representative for Trade Negotiations and the Council on International
Economic Policy. Certainly, the law should provide for close coordination be-
tween the two, If not an actual marriage.

Chapter 5-Oongreseonal Disapproval Procedures With Respect to Presidential
Aotions

Please refer to comments on Section 102 setting forth opposition to granting the
President authority to negotiate agreements involving U.S. laws and regulations.

There should be provision for Congressional override on actions of the Presi-
dent, such as refusal to grant import relief when a domestic industry is being,
.or wvill be, injured.

Also, we would suggest that the time limits and other stipulated procedure be
relaxed to give Congress and its committees the opportunity to discharge the out-
lined responsibilities in a judicious manner.
,Chapter 6-0ongressional Zdaison and Reports

We cannot agree with the provisions of Section 101 calling for Congressional
Advisors to the U.S. delegation to international conferences, meetings, and negotia-
tion sessions. We recommend said language be replaced with provisions for Con-
.gressional oversight of negotiations.

The function of Congress is legislative, not administrative. Once It has estab-
lished the policy to be followed, the delegation of authority and the restraints
thereon, and established the other legal framework for the ErieutVe Branch
to follow, the Congress should not attempt, through statute or otherwise, to inject
itself tnto day to d4Y ad*inistrative activities.

TI=T n-REntW FROM INJURY OAUSED BY IMPAOr COMPETITION

Chapter I-Import Rdief
The provisions of present law have not provided a practical avenue of recourse

for domestic firms or Industries injured by Imports. The proposed chanses con-
tained in Chapter 1 would no longer require a linking of Increased fiiilports to
previous concessions, or proof that the increased imports web the "'nd)6r" cause
of injury. The President would also be given alternative 'choices of remedy in
the f~irm of increasing the duty, imposing some other Import restriction, negotiat-
ing an orderly marketing agreement with other countries, or a eombinhtion ofxemedles; or he can do nothing.

The latter-the privilege to do nothing-along with the authority to terminate
or 'educe said import relief at will are bothersome to us. The authority fbr the
4Qnress to override a Presidential determination to not provide import relief
4h the face of an affirmative i1nng by the Tariff Commission, as pI'6vided by
.current law, should be retained. " f • I

Also, under the proposed language of this chapter, no affected party, whether
lndustry,,agriculture, or labor, would have import relief or adjustment assistance
rights asa matter of law. Said party would be purely 4nd simply a potitioier, and
,this couldlead to resolution ori the basis of political power or lack of It. Therefore,
Ve recommend a change tIthe language to overcome this objection.
Chapter -iA,4jstment Aaaettoe Por Workers

The proposed bill would liberalize the criteria for assistance and would re-
,place the direct involvement of the Tariff Commission with the Secretary of
Lsbor, who would have full authority to determine whether or not such assist.
2 ne9 should be exte ded. Te latter, of course, substitutes a very partisan party
for the supposedly ~ib~od~b eejrt in the field. this, however, Is not our maI*fbkleuithe gpse! b ter.,h
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We seriously question the fitness of adjustment assistance as a remedy. It can
do nothing to prevent imports from despoiling a market in this country. Such
assistance Is purely welfare in nature and Includes helping workers in an In-
dustry, which has been measurably injured by imports, to turn to something
else.

To carry on the activities spelled out in the chapter would require liberal ad-
ministration and large financial outlays by the Federal Government, which, in
turn, would feed the fire of inflation with no corresponding strengthetning of com.
petitive position for the U.S., the industry, or the workers.

Negotiating trade agreements on a truly reciprocal basis, and insisting on their
administration strictly on this basis, plus providing import relief of the nature
set forth in Chapter 1 of this title and the authority contained in Title III to
deal with unfair trade practices, should forego the need for outright welfare
grants to U.S. workers.
Ohapter 8-Adjustment Assistanoe For Firms

As with workers, the lanugaue of this chapter would simplify and liberalize
the criteria for assistance for firms. Also, the Secretary of Commerce would re-
place the Tariff Commission and make the determinations as to certification of
eligibility for adjustment assistance.

The provisions of this chapter do not constitute a practical avenue for agri.
cultural producers to ceek adjustment assistance.- The additional comments made
with respect to adjustment assistance to workers, Chapter 2, apply here as well.

We simply cannot embrace the adjustment assistance concept. Trade negotia-
tion efforts aimed at keeping domestic firms and industries strong and vigorously
competitive are a much more fruitful approach in our view.

TITLE rn-RELIEF FROM UNFAr TRADE PRACTICES
The intent of this title is in harmony with furthering the cause of reciprocity

and, if prompt action is taken, said provisions can go a long way in correcting
one of the serious weaknesses of the U.S.; namely, the failure to retaliate im.
mediately and effectively against the adverse actions of other nations.
chapter 1-Foreign Import Restriotons and Ba'port Subsidies

We strongly support the intent of Section 301, but we are concerned about the
numerous "roadblocks" which will effectively prevent the President from acting
Immediately to counteract actions taken against the U.S. By the time the U.S.
moves, the other country, in many cases, has already accomplished their short-
term objective.

This Is the existing problem and as the language now reads, this deficiency will
not be overcome. Our good friends to the north are very prone to use this tactic
during peak harvest periods, times of plentiful supplies of fed cattle, and the
like. Other nations similarly take advantage of our reluctance to move quickly.

In calling attention to this serious problem of inaction, or greatly delayed ac-
tion, and stressing the need for the President to have authority to take retalia-
tory action promptly, this is not to say that we do not favor holding public bear-
ings when needed, or providing for the finding of fact.

However, to tie the President's hands by requiring him to hold a public hearing
before taking any action under Section 801, in itself defeats in large measure
what should be the objective of the section.

Also, the authority contained in Section 801 is wholly discretionary on the part
of the President. There is no complaint proqedure or decision time frame. The
President should be given the flexibility of alternative actions, but the decision
to act or not to act should not be entirely discretionary with him,
Chapter t--Antdumplng Duties

Here again, the elapsed time--six months and nine months after question has
been raised to make a determination-greatly reduces the effectiveness of the
provisions.

We cannot agree that foreign Interests should have the -right to appear at hear.
ings, but U.S. interests be required to show good cause before being allowed to
present their views.
Ohaptor *-ountrvaUlg Duti"

We recommend the allowable time for a determination on the part of the Sec-
retary of the Treasury be cut from one year to sil months

The Association is in favor of making duty-free goods sdbject to countervail-
ing duties, in the interest of preventing trade and m0neta ditrtion; however
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we oppose treating them differently than dutiable imports in this regard. In
light of the authority proposed to be delegated to the President to reduce U.S.
tariffs to zero, the list of duty-free goods could be significantly expanded, Also,
making the imposition of countervailing duties on duty-free imports subjects to
a determination of material injury by the Tariff Commission is contrary to the
prevaling theme and purpose of the proposed legislation.

We therefore urge that the provisions relating to duty-free articles and mer-
chandise be deleted from the proposed bill and that said goods be treated In the
same manner as dutiable imports.

The Association also urges the deletion of the language which provides for dis-
cretion In the imposition of countervailing duties [Section 303 (d)]. The distor-
tion resulting from a bounty or grant upon the manufacture, production, or ex-
portation of an article or merchandise can do serious harm to trade and to the
international monetary system. Therefore, we favor the mandatory language now
contained in the 1980 Act.
Ohapter 4-Unfair Import Praotoea

No comment.

TITLE IV--TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISORIMINATORI
TREATMENT

In the absence of specific Association policy with respect to trading with Com-
munist nations, the NLPA withholds comment on most of this title.

The Association does not favor the injection of sociological considerations into
the economic arena of international trade and, therefore, we must oppose the in-
elusion of Section 402 in the proposed Trade Reform Act.

TITLE V--GENERALIZED SYSTEM OF PREFERENCES

It is not anticipated that this title will have a measurable or direct effect on
agriculture, or specifically on livestock and meat.

TITLE VI--GENERAL PROVISIONS

We have no additions or changes to suggest under this title.

TABLE I.-VALUE OF U.S. EXPORTS OF LIVESTOCK AND MEAT AND LIVESTOCK AND MEAT PRODUCTS'

Calendar 1972 Calendar 1973

Uve fed meet animals .............................................- --------- 166,934000 $167,288.000
Red meat and meat products ................................................ 203.875,000 373,659,000
Fats, oils, and greases .....-................................................ 208 748,000 333,073,000
Hides and skins (excluding fur skins) ........-................................ 292063,000 375 468,000
Other red meat animal products (hair, wool, sausage casings, etc.) ............. 41, 493,000 56. 736, 000

Total (not Including live animals) ...................................... 746. 179, 000 1, 138,936,000
Total (including live animals) ........................................... 813, 113,000 1,306,224,000

th' Export value-value at port of exportation (selling price or cost plus inland freight, insurance, and other charges to
' CLir exports showed a quantity decline of 51,000,000 lbs. from 1972 to 1973 (164.000,000 in 1972 versus 113,000,000Ip 1973). -- '

TABLE 2.--VALUE OF U.S. IMPORTS OF LIVESTOCK AND MEAT AND LIVESTOCK AND MEAT PRODUCTS '

Calendar Calendar
1972 1973

Live red meat animals .............................................. 735, 000 $21 982, 000
1ed meat and meat preparations ..................................... ,21,354,2 1,86,320,000

Ides and skins (excluding fur skins)------------------....... .. .8 5201, 000
Other red meat animal prodUcts (bones, hair, bristles, fts and oils, gelatin, sausage

casing, wool, atc.) ........................................................ 121,178, 000 140,402, 000

Total (not includin lIv animals) ....................... ......... 1, 4, 73, 00 , , 32 000
Total Including live soimals) ......................................... ,.,46C 000 106, 30, 000

'Import value-market value In foreign country (excludes ocean freight, marina insurance, and other shipping costs);
In other words, foreign value r ather than landed cost at U.S. ports, Figuring imports o s e basis Of J..f, (ocean frilt
man Insurance, another shipplng charges included) would Increase the abovedollar amounts by tei
percent, according to U.S. Tariff Commission estimates.
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Senator TALMADGE. The next witness is Mr. Patrick B. Healy, Sec-
retary of National Milk Producers Federation. We are delighted to
have you with us, Mr. Healy. You may insert your full statement in
the record and summarize it, sir.

STATEXENT OP PATRICK B. HEALY, SECRETARY, NATIONAL MIL
PRODUCERS FEDERATION

Mr. HEALY. Thank you very much, Mr. Chairman.
I am Patrick B. Healy, the Secretary of the National Milk Pro-

ducers Federation. The Federation is a national farm commodity
organization representing dairy farmers and their cooperative mar-
keting associations througohut the United States.Dairy farming is a major segment of American agriculture and the
general economy. In 1973, the sale of milk and cream returned over
$8.1 billion to American farmers, the second most important single
source of farm income. In addition to being a major factor in the farm
picture, the dairy industry is a significant employer across the coun-
try. The dairy industry, on and off the farm, is a major business in
every State in the Union.

U.S. dairy farmers and the dairy industry as a whole are among
the most efficient in the world. One measure of such efficiency is the fact
that in 1973, almost the same amount of milk was produced by one-half
as many cows as in 1950. Comparison of the efficiency of the industry
on this basis or by any other absolute measure with that of any other
country, particularly the European Economic Community, belies the
claims of some about a production advantage for dairy industries
abroad.

Since World War II, production patte rns of the dairy industry have
undergone significant change. The marketing of farm-separated cream
has virtually disappeared and almost all marketings are as whole
milk--either eligible for fluid use or eligible only for manufacturing
purposes. About 75 percent of total milk output falls into the former
category while about 46 percent of total milk production finds its way
into flird use.

In view of this, some have suggested that we can greatly expand
imports of manufactured dairy products and still maintain adequate
production ,of milk for fluid use. Such reasoning ignores both the
biologics and economics of the milk industry.

Milk production varies seasonally while consumption is relatively
stable throughout the year. This pattern is compounded by varying
deigand for fluid milk' during the week due to consumer purchasing
patterns.

To have sufficient milk, for example, to meet the demand on a Fri-
day in November, it is essential to have more than can be readily ab-
sorbed by the market on a Sunday in May. That additional milk serves
as a reserve supply to meef; th . ne-ds of the fluid market as well as
being made into manufactured products to meet consumer demand.

Two programs established by Congress provide a degree of price
assurance to dairy farmers and are intended to assue the production
of adequate supplies of milk to meet the needs of this market. The-
dairy price support program authorized b;- the Agricultural Act of
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1949 and the Federal milk market order program, authorized by the
Agricultural Marketing Agreement Act of 1937, both have the assur-
ance of adequate milk production as a basic goal.

Congress has long recognized that excessive and unneeded imports
of agricultural products can defeat the stated intention to assure ade-
quate production of food and fiber wherever possible.

This recognition led to the enactment of section 22 df the Agricul-
tural Adjustment Act and its maintenance as a shield behind which
our agricultural programs could function effectively. While these
programs have been of major benefit to the farmer, the consumer
has been the ultimate beneficiary of them.

Since 1953, a comprehensive system of section 22 quotas on dairy
products has been developed. These have been necessary because of the
tendency for many to look at the U.S. Market as a dumping ground
for world dairy surpluses.

This problem has been compounded by the tendency on the part
of some nations to use extensive export subsidy programs to gain
access to this market. If allowed to continue unchecked , this action
will depress prices in this country, discourage milk production and,
in the end, lead to higher consumer prices as domestic production can
no longer meet the market needs.

The attitude that we can trade off a substantial portion of the U.S.
dairy market in the vague hope of either lower domestic prices or
gains in exports of other commodities is dangerous in the extreme.

.Prices for dairy products in major cities around the world are gen-
erally higher than right here in the United States. History shows the
extreme volatility of supply of dairy products in the world market.
There is no way that the United States can adopt policies that will
assure adequate rainfall in New Zealand or the constancy of the dairy
policies ofthe Common Market.

The dairy farmer does not want to stand in the way of economic
progress of other segments of the agricultural economy. Neither does
he wish to bethe sacrificial lamb.

We are today witnessing 'the implementation of policies which
amount to a studied destruction of the American dairy industry. Ad-
ministration actions over the last 15 months have completely ignored
the direct, specific intent, of Congress.

In the face of declining milk production, dairy farmers have been
denied needed price assurances their markets have been violated by
expanded imports that are reducing the American consumer to a
dependence on foreign supplies faster than Government spokesmen
will admit All of this is being done as a part of a grant plan to lead
the way to expanded trade.

,But the success of such an undertaking appears doomed from the
start. The EEC, toward whom most of this is aimed has told us that
their policies in which changes are sought are nonnegotiable.

What is being done, surely and inexorably, is the destruction of an
American resource that is an important element in our economy and
a vital source of food production for the American people.

T he le elation now before the committee provides the vehicle to
prevent the proposed trade-off and to maintain the constitutional au-
thority of Congress in the vital trade policy field.
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The recommendations contained in our statement fall into four
areas: negotiating authority; Congressional review of agreements; au-
thority to deal with unfair trade practices; and Congressional and
public representation in trade talks.

Negotiating authority: Congress must retain the power to deter-
mine national policy in areas so important as food production. If we
have learned nothing else from recent events that have brought us
shortages of key materials, it should be that the best and most certain
source of supply is our own output.

All of the talk about offering section 22 import quotas as a trade-
off in the coming trade talks is aimed more directly at the dairy price
support program itself. What would be decided in such a trade-off
would not be the fate of section 22, but that of the price support and
related programs and the congressional mandate for adequate milk,
production in this country.

Because of this, we strongly recommend the inclusion of H.R. 10710
of language identical to sect on 257 (h) of the Trade Expansion Act of
1962, which maintains section 22 and actions under it.

We also support the inclusion of specific sector areas along com-
modity lines for agriculture. The intent of this approach is brought out
in the House committee report and in debate on the House floor.
Specific inclusion in the bill would make this provision-stronger and
more direct.

Congressional review of agreements: Each agreement reached under
the authority contained in section 102 of the bill must be required to
be returned to Congress for review and approval. Further, the review
procedures set forth in the bill should provide for positive action on
agreements rather than for the negative action called for.

A further strengthening of the bill in this area would provide for
the individual consideration of each agreement rather than the lump-
ing together of a broad range of agreements.

Authority to deal with unfair trade practices: Rather than adding to
the administration's ability to deal with unfair trade practices, some
of the provisions of H.R. 10710 actually weaken it. To correct this, we
would recommend that the time period for determination on the en-
forcement of countervailing duties be shortened to 30 days; that the
authority to waive the collection of counervailing duties where quotas
are in force be removed; and removal of authority to waive collection
of countervailing duties during a 4-year period when trade talks are
in progress.

As pointed out in our complete statement, the real effectiveness of
a measure to deal with an unfair trade practice is the certain knowl-
edge that it can and will be used. The record of the United States,
insofar as the countervailing duty statute is concerned, is a sad one.
All of the rhetoric about the possible use of such measures will not
replace the visible, positive fact that it is not being used.

Congressional and public representation in trade talks: Congres-
sional delegates to these trade talks could more effectively represent
the basic interests of the Congress if they were seated in more than an
advisory capacity. In this connection to, we would urge specific provi-
sion be made in the bill for the appointment of industry advisers in
connection with the negotiations.
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These recommendations, we feel, point toward the strengthening of
the position of those representing the United States in trade negotia-
tions. Our past record in these trade talks has not been good. It is es-
sential that those who represent this Nation in the coming years have
a clear and direct mandate from the Congress that their work will be
closely reviewed, that the interest of this Nation is to be maintained
and that the United States will not, by itself, seek to solve the trade
problems of all the rest of the world.

Senator TALMA.GE. Mr. Healy, I take it from your remarks that you
have read the so-called Flanagan report?

Mr. HPALY. Yes, sir, I have read it and I have been writing about it
for almost 18 months now.

Senator TALMADGE. That report as I recall, purports to liquidate the
dairy industry of the country and other agricultural industries in the
vain hope of increasing our exports of fee-d grains and soybeans.

Is that a correct statement?
Mr. HEALY. Yes sir. And do you know that it is effective bond the

wildest dream of the people who framed the report, by the actions that
were taken as set forth in that Flanagan report?

Senator TALMADGE. Administrative actions prior to the passage of
the Trade bill?

Mr. HALY. Administrative actions. We have cut our milk produc-
tion in 1 year somewhere between 41/2 and 6 billion pounds. We no
longer produce for the needs of our market.

Senator TALMADGE. 17-percent reduction in dairy products in
Georgia last year, which was the highest in the-

Mr. HEALY. Yes, sir, I know that only too well. I hear from my
membership in Georgia.

Senator TALMADGE. I am sure you do.
Now do you have the total value of the imported dairy products and

exported dairy products?
Mr. HEALY. Yes, sir; yes sir; it is just short of $300 million during

1973.
Senator TALMADGE. Give me the figures now.
What were the imports ? And what were the exports?
Mr. HEALY. Just short of $300 million in 1973--
Senator TALMADGE. Let us break it down. What were the imports

in 1973
Mr. HEALY. Imports total $222.6 million in value while exports

were about $86 million. In 1973 we imported 84 million pounds of
butter or butter equivalent, 47 million pounds of cheese, and 265 mil-
lion pounds of nonfat dry milk as a result of administrative actions
relaxing quotas.

Senator TALmAmO. Do you the dollar figure of all dairy products,
of all kinds? Cheese, butter-

Mr. HEALY. Yes, I can give it to you.
Senator TALMADGE. Lef me suggest this, then, if you do not have the

figure-
Mr. HEALY. I do not have them available Mr. Chairman.
Senator TALMADGE. I believe you stated that the difference between

imports and exports was $300 million I
Mr. HEALY. Just roughly that.
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Senator TALMADmG. Does that include everything? Powdered milk1
cheese, and everything?

Mr. HvALY. Powdered milk, cheese, butterfat.
Senator TALMADIE. Would you supply for the committee a complete

breakdown of all of those items, please? The imports versus the
ex orts?

Mr. HoArxy. Yes, Sir.
[The information referred to above follows :]

VALUE OF DAIRY PRODUCT IMPORTS AND EXPORTS, 1969-73

in thousands

Imports Exports

Year:
1969 .................................................................. $100, 569 $120, 892
1970 ............------------ 125,144 127,046

113,493 196,131
1 ................................ 167,341 4731
1973 (preliminary) ...................................................... 331,003 60,388

Source: Foreign Trade Agricultural Statistics, Foreign Agricultural Service. USDA.

HISTORICAL DATA-U.S. IMPORTS OF DAIRY PRODUCTS

TABLE I.--DAIRY IMPOIftS, JANUARY-OCTOBER 1972 AND 1973
fin thousands of pounds

Country of origin 1972 1973

Butter:
Denmark ................................................................. 137 232
Netherlands ............................................................... 12 183
New Zealand ............................................................. 26G
Others .................................................................... - 1 1

Total .................................................................... 5 69$

Cheese:
Canada .................................................................... ,
El Salvador ................................................................ 3 6 o
Argentina3 .......... 4........................................................ 7,3 6,64
Brazil ......................................................................
Austria---------------------------------------------------.....- 3 4 295
Belium and Luxembourg--------------- ........ ........................ 46 1i 32
Denmark. .............................................. . 32, 29 2,494
Finland ........................................... 10, 52 12,549
Fra -- ...................... 7- ........................................... 9,GM 12,656
Germany, West ........................................ ; ......... 6 951
Greece ..........................................................- - 1-,- 67I Z.,and . ................................................................ AM 779

Ir~a .................................................. I'1,5 45 2, 205.
N1hena ............................................................... . 1 8,s 2,2S

I"13,805. 12,07'

Notway-- ................................................................ 6
Puw C-------- ---- ------------------------ 124 5

Untd ~go ........................................................ 1 2 44"wizeand................................................................,
Yucellal OS .. ..... ................................................ ..... 2Poland- ........ . . . . . . . . . . . 1,797 1,391
Romania .... 1, 'IV 191
Yu gosl a--------------------------91 686

41~

Ne Zealand---------------------------------------------........ 12,590- 19,554
Others ................................................................ 3,157 3,790

Total ..................................-. ..... ......- - 139, 07 172,876



TABLE 2.-AIRY PRODUCTS:U.S. IMPORTS, QUOTA AND NONQUOTA, TOTAL 1972 AND JANUARY-NOVEMBER 1972-fl'

pn thousands of poodsl

November Cumulative, January-ovember

Calendar year 1972 1973 as a 1973 as a

Product quota 2 imports 1972 1973 percentt of 1972 1972 1973 :percent of 192

Chose, quota=ps
Americar. r -------------------------------
Othr------------------------
Italian, Original loaves ave...............----------
Ot h er----------------- -------
Edam and Gouda, Natural --------------------------
P red----- -- ---------- ------
Blue Mold o ld........................ ------------
Swiss, Emmenthaler, 72 cents nts.........----------
Gruyere, process, 72 cents n.........................
Other, over 0.5 percent fat, 72 cents nts-----.........
Under 0.5 percent fat a t-------------- --------------

T^6.1

19,273.0
9,144.9

17,250.2
2,241.0

13, 800.6}4,726.5f
7,525.5

30,630.0
15,954.0
58,226.0
12- 911.0

9,516
5,959

10,"802
1,350

10,146
4,434

11, 235
4,499

32,225
8397

1,540
1,392

487
76

1,210
447
194
385

1,706
507

2,392 155
1,258 90

648 133

1,110 92
759 170

2,432 1,254
1,322 343
6,712 393

742 146

191,682.7 98,563 7,944 17,375 219 71,339 136560 191

Cheese, nonquota types:
Swiss, Emmenthaler, 72 cents-------------------------------------Gruyeeprocess, 72 cents-....................
Other, 72 cents - -- --- ..... ..... .... ..... ..... .... ..... ..--- ....sjzcets+----- -------------------
Pacorino ------------------------------- -----------
Rour.-t. . ----------------------------------------------------
ntfiha -

22,337-
8,287

23,275
22,976
2,543
1.508

2,9791,333
4,827
2,869

190
186

4,015756
4,350
2,223

306
184

-- - 80,926 12,394 11,834 ;96 88,286 65,525 74
............ 517 ,

Other quota products:
Butter.... ..-------------------------------
Butter ----------------------------------------
Butterfat mixtures. ------------------------
Ice cream ...............----------------------
Frozen cream ------------------------------------
Nonfat dry milk ----------------------------------
Dried buttermilk ---------------------------------
Evaporated milk --------------------------------
Condensed milk. --------------------------------
Chocolate crumb, Regular .......................
Lowfat ...... .......----------------------------
Animal feed with milk sold.- -.. ...-------------

56,707.0
23,800.0
2,580.0
3,377.3

1,540.0
266,807.0

496.0
1,312.0
4,079.0

17,00( 0
4,680.016,300.0

N products
Lact0o.. ------

Milkeonival t fat solids basis total aN products -...... 3,608,400.0

714 51 41,185 --------- ------
1,200 ---------------- 15,862 ..............
2,430 535 612 114
1, 375 - ---------------------------------
12.. 225 2,018 897
1,602 47 12,469 --------------

594 238 100 42
94154 .----------------

2, 345 172 60 35
'6,838 270 69 26
3,171 1,143 64 6

10,356 ---------------- 1,000 --------------
103

105,401 8,309 10,529

1,540 153 90

1,63,585 179.909 1,S78,7 2

12759

61, 43, 82 I,m
1,2002,072
1,375

11,568
496
594,
67

2,2O
4,607
2,227
6,839

17, 062 1, 4222,003 97

12,054 104
265,956----------

100 f
138 ----------..
1:241 56
4,945 -98

176 8
15,724 230

103
212

98,060 101, 137•1,500 1,323

I PrminarY.
2 Includes temporary quotas of 63,900000 pounds for cheese, 265,000,000 pound for nonfat dry

aft. 22,600.000 pound for butteroll, and 56,000,000 pounds for butter.

55Jat05?, urynaza, wasmetost ann rmouuwwst, sun wird.

8,4265,198
9,417

8,558
3,711
2,532
2,417

22,283
7,607

19 9025,547
9182
1,091
9,672
5,387

21, 584
7,948

45,373
10,874

236107
'as
92

113
145
852329
204
143

13557
90
77

161
99

27,2829,096
27,46620,638
2,338
1,386

21,991
5,560

19,403
15,380
1181
1,3n3

8161
71
75
78
99

879 I,499,252 3.13 bw, o

9 Gjetst Bryndze, Cammelos anda KOeKKews, and oa

- - - - - -- - - - - -- - - - -- - - - -

Told - -------------------------------------..

-----------------------...-------------------. -----....-------------------------------------------------
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TABLE 3.-DAIRY PRODUCTS: U.S. IMPORTS, QUOTA AND NONQUOTA PRODUCTS

1966-72 CALENDAR YEARS

[in thousands of pounds]

Product 1966 1967 1968 1969 1970 1971 1972

Cheese, quota types
American, cheddar ................ 4,178 4,967 9,841 9,606 10,132 9,324 9,516
Other ............................ 45,991 55,230 5,860 6,034 5,969 7,624 5, 959
Italian, original loaves ..... 7,776 8,412 8,390 10,547 6,617 6,458 10,802
Other .................... 450 1,494 1.852 1,742 674 852 .,350
Edam and Gouda, natural and

processed ................... 10, 899 11,615 21,386 11,457 11.799 10,126 10,146
Blue mold-------------5. 6,177 4,789 4,822 4,878 4,766 4,485 4,434
Swiss, Emmenthaler14,751 114,355 '38,853 3,678 3,581 2,533 11,235
Gruyere, processed ........... 19,124 19,836 '19,977 2,744 3,098 2,720 4, 499
Other over 0.5 percent tat ..... 18,068 122,996 '39,377 28,912 22,766 15,701 32,225
Other under Q.5 percent fat ...................................... 2,859 10,951 7,580 8,397

Cheese, nonquota types:
Swiss, Ehmenthaler ............................................. 16,430 22,847 21,784 22, 337
Gruyere, processed .............................................. 9,905 10,777 8,879 8, 287
Other .......................................................... 13,403 23,103 17,961 23, 275
Pecorno ......................... 15,761 15,750 17,352 19,227 20,621 16,566 22,976
Roquefort ........................ 1,820 1,808 1,948 2,061 2,063 1,671 2, 543
Others .......................... 1,442 528 767 619 1, 587 1,663 1,508

Other quota products:
Butter ........................... 667 677 740 678 3747 628 714
Butter oil ........................ 1,200 1,200 1,200 1,200 1,200 1,200 1,200
Butterfat mixtures ................ 4105,626 4 100,548 1,882 2,741 2,398 2,572 2,430
Ice cream ...................................................... 20,263 62,689 2,549 1,375
Frozen cream .............. 14,957 11,915 12,605 14,748 11,062 11 235 12,600
Nonfat dry milk ............ 2,835 924 1,747 1,914 1,759 2,136 1,602
Dried buttermilk .................. 401 158 536 174 421 355 594
Evaporated milk .................. 4611 41,311 44,909 1,313 1,236 1, 299 94
Condensed milk .................. 42,678 44,079 44,854 4,058 1,506 1,670 2,345
Chocolate crumb:

Regular ...................... 46,500 421,544 445,337 18,603 13,746 10,589 6,838
Low fat .................................................... 478 15,944 4,185 3,171

Animal feed with milk solids ...................................... 9,965 27, 297 11,812 10,356
Nonquota products:

Casein ........................... 107,906 99,670 116,100 116,107 135,288 105,939 105,401
Lactose .................................... 596 374 4,187 4,222 1,652 1,540

Milk equivalent, fat solids basis (in
millions of pounds) .................. 2,791 2,908 1,780 1,621 1,874 1,347 1,684

1 Includes both quota and nonquota items.
I Includes Gletost, Bryndia, Cammelost, Nokkelost, and Goya
a Includes 40,400 pounds not subject to quota.
4 Not under quota at this time.
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TABLE 4.-DAIRY PRODUCTS: U.S. IMPORTS BY COMMODITY, QUANTITY, AND VALUE, 1969-72 CALENDAR YEA RS

Quantity Value

1969 1970 1911 I 1972 1969 1970 1971 11972
(Pounds (Pounds (Pounds (Pounds (Dollars (Dollars (Dollars (Dollars

In in In in In In In In
- tho.I- thou- thou- thou- thou- thou- thou. thou-

Commodity sands) sands) sands) sands) sands) sands) sands) sands)

Milk and cream, fresh . .. 15,12 11,380 11,592 12,962 3,200 3.072 3,507 3,607
Canned milk ................ 5,371 2,741 2,969 2,439 1,004 405 464 602
Dry whole milk............. 7 3 10 0 2 1 4 0
Nonfat dry milk ........... 1,914 1,759 2,136 1,602 209 170 383 360
Buttermilk dry ............. 174 421 355 594 24 76 86 164
Malted milk compounds ...... 12 11 40 6 4 2 7 4
Butter ..................... 678 748 628 714 367 395 393 474
Butterfat mixtures ......... 2,741 2,398 2,572 2,430 740 664 728 743
Casein ..................... 116,107 135,288 105,939 105 401 24,904 30,475 31,956 50,920
Lactose .................... 4,187 4,222 1,652 1,540 627 645 245 239
Cheese:

Swiss .................. 29. 102 26,355 24, 317 33,497 10.600 14,706 14,159 20,948
Gruyere ................ 12,649 13,949 11,600 12,792 6,329 7,210 6,308 8,087
Romano ................ 4,440 1,447 1,799 3,584 1,331 594 '971 1,575
Pecorino ............... 19,227 20,621 16,566 22,950 12,882 14,678 11,177 17,950
Regglanoand Parmesano. 3,648 2,311 1,814 4,605 1,690 1,956 1,383 3,068
Provolonl and Provolette. 2,459 2,859 2,846 2,645 2,073 2,665 2,944 3,077
Roquefort ........... 2,059 2,063 1,671 2,52 2,326 2,416 2,159 3,889
Cheddar ............... 9,606 9,720 9,324 9,512 3,840 , 4,235 4,574 4,903
Blue Mold ............. 4,877 4,766 4,485 4,417 2,773 2.83 2,874 3,070
Edam and Gouda ........ 11,457 11,799 10,126 10149 5,308 ,670 5,598 6,523
Colby .................. 6,029 1,682 523 792 2,044 538 186 317
Other cheeses .......... 47, 543 63,364 50,856 71,870 17,030 25,799 23,373 36,903

Total cheese .......... 144,102 160,936 135,927 179,356 68,224 83,301 75,706 110, 310

Total value, all dairy
Imports .................................................... .99,305 119,206 113,479 167,423

Whole milk equivalent of total
Imports I (pounds In bil-
lions) .................... 1.6 1.9 .1.3 1,7 .......................................

I Preliminary.
s Includes Ice cream and chocolate crumb.



972
TABLE 5.-BUTTER AND CHEESE: U.S. IMPORTS BY COUNTRY OF ORIGIN, 1969-72

[In thousnds of poundul

Country of origin 1969 1970 1971 11972

Butter:
Denmark ............................... 184 180 175 171
Netherlands .................. 1 76 155 65 25New Zealand ...................... ."314 388 368 354
Other ................................. 4 25 20 *164

Total ................................ 678 748 628 714
Cheese:Canada ................................ 2,420 4,478 2,9 3,738

El Salvador ............................. 53 75- 1 102Argentina ............................ 8, 505 3,113 3,930 8,809
rzi1 ........ 0 6................ 1,03 252 10,

5uti . ,93 9,959 8,523 1,2Belgium and Luxembourg................. 758 881 477 58$
Oenmark ............................... 25,560 39,2 31,128 39,607
Finland ................................ 6,620 894149 12,France............................. 12 82 792 ,7 13,0

2827,776 13,!
Germany, West ......................... 4,645 5,362 4,844 5,0Qreece ................................. 2034 4,420 3,540 5,510
Iceland ................................ 560 26 57
Ireland ............................. 1,894 2,360 2 00 1, ,Italy ............................ 7,470 17,77 13,002 17,412
Netherlands........................ 8,876 864Noray .......................... 2,249 2:74 3,437 5,639

11,636 596 95 349Sweden.................. 2,16 2,070 214 2, 412
w1,826 13,072 11,916 13,847bolted Kingdom ........................ 768 1,604 1,411 953

Bulgaria ............................ 475 24 873 1,480
Czechoslovakia ........................ 1205 257 322
Hungary ............................... 14 968 368 268
Poland ............................... 2 41 2,313 1,391 2,037
Romanf;2 .............................. 2:255 1,580 2,458 2,13Yugoslavia ........................... 397 462 132 17
Cyprus ............................. 47 42 48israel ............................. 211 254 622 378
Australia ............................... .3,460 3,713 3,409 - 3,289
New Zealand .......................... 16,794 16,165 101762 16,130
Other .................................. 155 40 s114 '86

Total ................................ 144,102 180,936 135,927 179,356

Preliminary.
a Includes Western Samoa prior to Jan. 1, 1972.
'Includes 29,000 pounds from Argentina and 128,000 from Sweden.
'Incudes 30,000 pounds from Costa Rica, 53,000 from the Dominican Republic and 36,000 from Jamaica.

Includes 37,000 pounds from the other Pacific islands, not elsewhere classified.
4 Includes 33,000 pounds from British Honduras.

TABLE 6.-CHEESE: U.S. IMPORTS BY TYPE AND COUNTRY, 1969-72 CALENDAR YEARS

tin thousands of pounds]

Type and country of origin 1969 1970 1971 11972

Cheddar:
Canada............ 1,086 1,629 1,489 1.620Belgium and Luxembourg................. 168 200 68 5
Denmark ............................... 39 32 4 19
France ................................. 100 0 0
Germany, West .......................... 25 28 2
Ireland ................................ 506 525 56Sweden .......... 117 114 86 1m
United Kingdom.............. . . . 17 5 24 57Australia ......... " 1,662 1, 699 1,675 1 670
New Zealand ..... ............... .. 5, 860 5,475 5,364 ,386
Other .................................. 26 13 18 16

Total ................................ 9,606 9,720 9,374 9,512

Swiss: I .
Canada ................................ 116 36 76 19
Austria ................................. 7,238 9, 603 8, 260 10,349

enmark ............ 5,397 6 987 5,427 ,186
Finland ........................... 5,522 7,653 7,272Germany, West........ .. .............. 55 282

2,410 2,248 2,165 1, 923
NIherlands ................. "....... 28 2 71

Nehe 3 244 15 156
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TABLE 6.-CHEESE: U.S. IMPORTS BY TYPE AND COUNTRY, 1969-72 CALENDAR YEARS-Contlnued"

tin thousands of pounds _

Type and country of origin 1969 1970 1971 11972

Swiss: &-Continued
Norway ................................ 1,107 1,600 2,288 4,221
Portugal ............................... 59 275 28 0
Sweden ................................ 11 47 5 103
Switzerland ............................. 10,452 11, 045 9,239 10, 981
Hungary ................................ 0 51 29 0
Israel ................................ -77 101 398 59
Australia ............................... 5 31 7 11
Other .................................. 20 '62 '76 56

Total ................................ 32, 757 40,304 35,917 45, 289

Pecorlno:
Greece ................................. 2,032 4,420 3, 540 5, 509
Italy ............................ 13,090 12,894 9,042 13, 29
Bulgaria ............................- -475 24 873 1, 480
Hungary ......................... 614 899 338 26&
Romania .......................... 2,255 1,580 2,458 2, 13
Yugoslavia ............................. 397 462 132 174
Cyprus ................................. 47 41 48 46
Turkey ............................... 0 0 0 15
Australia ............................. 163 139 64 27
Other .................................. '154 '162 71 41

Total ................................ 19,227 20,621 16,566 22, 950

Roquefort:
France ................................. 2,055 2,062 1,635 2,543
Other .................................. 4 1 '36 0

Total ................................ 2,059 2,063 9,671 2,543
Romano:a .... . . . 4,384 1,379 1,776 3,584

te ..........................Iay.... 452 53 23 0
Other ................................ 44 15 0 0,
Total--------------------------4,440 1,447 1,199 3,584

Regglano and Parmesano:
Argentina ............................. 2,548 799 1,236 3,635-
Ity ............I..l.......... .. 1,014 1,512 578 957
Other ................................ 86 0 0 13

total ................................ 3,648 2,311 1,814 4,605

Eden and Gouda:
Argentina .............................. 9 297 116 275
Austria ................................ 19 51 5 14
Belgium and Luxembourg ................ 2 21 8 4
Denmark .......................... 1,396 1,638 15 294
Finland ............................... 81 39 0 36
Germany, West ......................... 176 421 359
Ireland ........................... 215 235 269 187
Netherlands ....................... 8,449 8,723 8,318 8,510
Norway ................................ 316 291 296 357
Portugal ............................... 363 10 3 7Sweden ................................ 196 ft - 73 71

Israel .................................. 3 0 0 0
Other .................................. 0 '237 2 36

. Total ................................ 11,457 11,799 10,126 10,149

Blue Mold:
Denmark .............................. 4,651 4,520 4,20' 46, 07
France ................... 3 2
Germany, West .......... 2 1 17 39
Italy .............................. 84 89 85 113
Norway .................... ----------- 54 57 63 57
Sweden ................................ 9 9 12 14
United Kingdom ....................... 74 81 95 104
Other;................................. 0 8 3 U

Total-. ............................. 4,877 4,766 4,485 4,415

Provoloni and Provolette2
Italy- - -.......... ............. 2,454 2,852 2,842 2,637
Australa ............... ..... .......; ." 7 0 S
Other .................................. 0 0 4 S

Total-..--......-............... , ....... 2,459 2,859 2,846 2,64$
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TABLE 6.-CHEESE: U.S. IMPORTS BY TYPE AND COUNTRY, 1969-72 CALENDAR YEARS--Continued
In thousands of pounds

Type and country of origin 1969 1970 1971 1972

Colb elgium and Luxembourg ................ 240 46 142 7
Denmark .............................. 40 75 2 18
Germany, West ......................... 10 140 0 14
Ireland ----------------------------- 516 533 307 621
Sweden ...................... --------- 122 122 71 122
United Kingdom ------------------------ 13 0 1 8
Australia ------------------------------ 1 602 704 0 0
New Zealand- .......................... 3.469 61 0 0
Other .................................. 17 1 0 2

Total ............................... 6,029 1,682 523 792

Other cheeses:
Canada ................................ 1,180 2,810 1,370 2,093
El Salvador ............................. 53 75 71 102
Argentina .............................. 1,563 637 803 1,297
Brazil .................................. 10 588 251 375
Austria ................................ 303 29 241 358
Belgium and Luxembourg ................ 335 601 253 439
Denmark ................ -------------- 14, 037 25,946 20,813 29,019
Finland.1 .............................. 1017 1,254 877 1,251
France ------------------------------- 10, 589 3,806 5,857 10,152
Germany, West ....... ---------------- 1,842 2,570 2,241 2, 757
Iceland ................................ 560 560 657 648
ireland ................................ 409 798 771 481
Italy ----------------------------- 777 378 430 417
Netherlands ............................ 277 381 368 357
fNorway ................................ 771 807 790 1,014
Portugal ----------------------- 186 279 241 324

.Sweden ----- ---------------......... 1 661 1,697 1 893 1,977
Switzerland ............................ 1,374 2,018 2,669 2,855
United Kingdom --------------------- 658 1,448 1,270 811
Czechoslovakia ......................... 127 160 257 322
Hungary ............................... 0 18 0 0
Poland -------------------------------- 2,139 2,296 1,385 2,037
Israel ............---------- _--------- 130 146 221 321
Australia .............................. 24 1 134 1,663 1,573
New Zealand- .......................... 7,465 10:622 5,398 10, 7
Other .................................. 56 31 66 U6

Total _ ............................ 47,543 61,364 50,856 71,844

Preliminary, Includes Western Samoa prior to Jan. 1, 1972. Includes Emmenthaler with eye-formation and
Gruyere, process cheese. 4 Includes 34,000 pounds from the United Kingdom. A Includes 37,000 pounds from the
other Pacific islands not elsewhere classified. a Includes 38,000 pounds from Canada, 36,000 from Jamaica, and 32,000
from France. 7 Includes 40,000 pounds from Czechoslovakia, and 53,000 from the Netherlands. S Includes 34,000pounds from Canada. Includes 36,000 pounds from the United Kingdom.

TABLE 7.-CASEIN: U.S. IMPORTS BY COUNTRY OF ORIGIN, 1969-72
tin thousands of poundsJ

Country of origin 1969 1970 1971 11972

Canada------------------------------6,990 10,583 7,579 2,049
Trinidad and Tobago ................................. i, .......... i O- ............ " " . -48
Argentina ......... 1........................ 5,431 11 9,71 1,318
Brazil... 2 ..................................... 219 172rua......16i 1,518 263ruguay . ...... - ................... 61..... ,6

Belgium and Luxemourg .................... 5 ................ -- ..............
France .................................... 11,184 11,237 8,271 8,661
Germany, West ............................. 521 379 2,325 1i
Netherlands --------------------------- 147 21 727 602
Austria ---------------------------------------- 1 .....................
Denmark ............------------... ....... 336 432 255 521
Ireland .............................. .......... 32 905 4,439
Norway............................... 185 254 333 137Swde ................................................... 0........

w tzerlandden ..... ... ...............-. 0 ..........
united Kingdom ............................ 204 1,072 604

Bulgaria ............................................. . 220 88
Poland ............................... 2,775 658 2,20 6,996
South Africa, Republic of .................... 100 104 .............. 26
Japan .....................................................................
Syrian Arab Republic .........-............................................... .......... 112
Thailand .............. ............................. . 3 3.........-435
Australia 0............ . ....... 08........... .,80 27,273
New Zealand .............................. ,407 63,006 37,958 29,664

Total ...................-............ 116,107 135,1288 105,939 105,401

A Preliminary. S Includes Western Samoa prior to Jan. 1, 1972.
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Senator TAXMAPoz. Now do you think our dairy farmers in this
country would be able to compete in the free market if thgturopeans
agreed to drop their subsidy programs I

Mr. HALY. We would be able to compete with the Europeam very
readily. For example, right now we are exporting grain to Europerunning it through animals which produce on the average about hal
as much milk per animal as ours do, and bringing the material
back-bringing the milk back.Yes, we could compete quite readily with the European community
in the production of milk and milk products.

Senator TALMADWE. I understand at one point the butter surplus
in the common market countries exceeded the weight of the entire
population of Austria?

.Ur. HALY. I think that could well be true.
Mr. Chairman, on that point, the interesting thing is that right now

they have 800 or 900 million pounds of butterfat surplus in the Com-
mon Market. Three years ago they did not have enough to feed them-
selves.

I myself went to Europe and arranged the conditions under which
we sent them 140 million pounds of butter because they did not have it.

Senator TALtADGE. Did they not sell a part of that surplus last year
to the Soviet Union at ridiculous low prices I

Mr. HEALY. They sold it at about 19 cents, when their intervention
price which corresponds very roughly to our price support level, was
about $1.02, so they subsidized it roughly in the neighborhood of 80
cents.

Senator TALUADO.. Could you supply us, for the record, the aver-
age prices dairy farmers have received over the past 5-years compared
with the average cost Over that period?

Mr. Himt y. Yes, sir.
[The information referred to above follows :]

Prides Reoeived by Parmera for All Mc Sold to Plant*, 1969-78
Dolars per

Year: hundredwight
1969 ---------------------------------------------- 5.49
1970 ----------------------------------------------. 71
1971 ---------------------------------------------- 5.87
1972 ---------------------------------------------- 6.07
1978 --------------------------------------------------- 717

Source: Agricultural Prices, BUS. Crop Reporting Board, USDA.
It is difficult to identify a "cost" figure for milk production as it varies widely

between regions of the country and even between farms In a given region. Since
milk production over the last year has been falling at an accelerating rate, It
goes without saying that current price levels are Inadequate to cover the cost of
production.

It was partially. because of the lack of good production cost data that the
Congress directed the Department of Agriculture, as a part of the Agriculture
and Consumer, Protection Act of 1978, to conduct an investigation into the costs
of producing major farm commodities, Including milk, In the United States.

A long standing measure of the profitability of milk production' s the milk-feed
ratio. This ratio represents the number of pounds of concentrate ration that are
equal in value to one pound of milk. The following table shows the milk-feed
ratio for the years 1969 through 1978.
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ml.k-feed Pride Ratio, 1969-7srear:, Ratio
1960 1.74
1970 -------------------------------------------------- 1.74

in------------------- -------------- ----------------- I:71i~ i --- --- ---- --- --- --- ---- --- --- ---- --- --- --- 1. 78
1978 --------------------------------------------------- 1.44

Sottce: Eeonomic Researeh Service, USDA.
Since feed costs are the largest single item in the cost of milk production, run-ning 50 percent or more of the total cost, this ratio is a good measure of the level

of profitability of the dairy enterprise. It is generally considered by dairyproduction specialists that a milk-feed price ratio in the area of 1.70 is the mini-
mum essential for a profitable operation. It should be pointed out that the 1.44
ratio experienced in 1978 was the lowest in the past 18 years.

Senator TALMADGE. Thank youj Mr. Healy.
Senator PaokwoodI
Senator PACoWOOD. Mr. Chairman, Senator Dole will be by shortly.

Re is in an Agriculture Committee meeting right now and he asked
me to express his regrets at not being here.

As I understand, in response to Senator Talmadge's question, you
were saying you could compete in the European community if they
had nojbarriers on our export of dairy products?

Mr. HEALY. tnder two conditions, Senator. If they had no bar-
riers to our sending material to them; and if they did not subsidize
their exports to us.

The committee should be mindful however that I do not think
we could compete in New Zeland. They practice grassland farming
down there and it produces very efficiently. We could not compete
there.

But, with the European Community, I think we could, very, very
well.

Senator PACKWOOD. I have no other questions Mr Chairman.
Senator TALMADGE. Thank you very much. We appreciate your

appearing before us. Mr. Healy, and your fine statement.
[The prepared statement of Mr. Healy follows. Hearing continueson P.99.

PEPAREM STATEMENT OF PATRjcx B. HEALY, ScETARY, NATIONAL MILk
PaODUCE8 FEDERATION

Mr. Chairman, I am Patrick B. Healy, secretary of the National Milk Pro-ducers Federation. the Federatio is A national farm community organizationrepresenting dairy farilib% and th6 dfilky c66periaitle assocltions they own
and operate. The Feddraflon's taembership C*015ats of Iry' cdotieative asso-
ciations doing business in all fifty States aid tho tVfiton. The eliey positionspresented by the Federation at% the only nationwide e~kteosion of'dairy far'm-
ers and their cooperatives on national public bli6y.

Wetare pleased to have this opportunity to testify before this (Yommitteeon the Tradb Reform Act. ot orb than a yehr there ha en, a growingconcern and apprehension on th6 part of the diy fkrnitrb of the country
over the new round of trade talks bnder the Geideril Atreffibot on Tariffs and
Trade. This cbndern, as *6 shall make clear, is toted in policy rfomtnueda-tios that have been advatided and ii A tons that have bWenI thltn by the
Federal government in the past year On questiohn'0f tftatek iinl6tta l ce to otr
Industry. '

THE DAIRY INDUSTRY IN TH tiT OTATS' too Oki
A basic knowledge of the importance of the dairy industry to Americanagriculture and to the overall economy is essential to an understanding of the

Industry's position on the pending legislation. It is also necessary to bear in
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mind that any discussion of this issue deals, not only in the dollars and cents
of the balance of trade, but, more importantly, with the production of vital
food items for the American consumer.

Dairying represents a major segment of the Nation's agricultural economy.
Beyond the farm, the processing and distribution of milk and its products are
a major source of employment and business activity in many communities.

During 1978, farmers received $8.1 billion from the sale of milk and cream
(Table 1). Over the years, farm income from dairy has been the second leading
source of total farm income. Only farm marketingsof beef have exceeded dairy
as a source of Income. When one considers the dairy calves and cull cows that
are included as A part of the beef marketing, the impact of dairy on the agri-
cultural economy becomes even more significant.

Nor is the dairy industry confined to a single geographic area. While there is
a heavy concentration of dairy production in the Great Lakes states, the dairy
industry Is a major source of farm income across the nation. We automatically
think of Wisconsin and Minnesota when discussing the dairy industry, but the
industry is the foremost source of farm income In such states as Vermont, New
Hampshire, Massachusetts, Connecticut, New York, Pennsylvania and Michigan.
California is the second leading state in total milk production. Milk production
is the first, second or third major source of farm income in 22 of the 50 states
and ranks fourth in 15 others,

In 1971, there were almost 5,400 plants either packaging fluid milk or manufac-
turing milk into butter, cheese, nonfat dry milk, ice cream, cottage cheese and
other dairy products. Many of these plants were located in rural communities
near the source of milk production. It Is not uncommon in these rural areas to,fnd such pifints to be the lai~est employer in the comnmuty.

in addition to thO thousands of employees woBink directly In the milk plants,.
over 40,000 persons are employed as milk haulers moving milk froth farms to,
the processing plants. Another 16,800 find employment in the movement of milk
and manufactured products froM the processing pMftlts to Wholesale stnd retail
outlets.

Thus, the off-farm payrolls generated, the supplies and equipment needed and
the other economic activity produced by the daliy Industry is far broader than,
what is visible on the nation's dairy farms.

In recent years, we have seen structural changes that have transformed
American agriculture ahd made it the production marvel of th6 World. Nowhere
are these changes more apparent than In the dairy btsines.

In 1950 3,648,000 farms reported hivln milk doWS and the average herd izem
was ftewe than six cows. The m63t recent Aridualtdral Censhs-1909--shows
only 608,000 farm with cows and an avetag6 herd size of almost 20 cows (Table
4). It iS generally considered that about 800,00 colmnercial dairy farmers pro-
duce most of the milk in the country today.

As the number of dairy farms hai declined, herd size has inereated, the invest-
ment in equipment, land, litestok and facilities has risen, and the degree of
specialization has become gft'ter. Thehty-f1Ie yftat go, many farmers looked
at a mall herd of dAiry cattle aS a source of supplemental ineom to g6 with their.
meat A&timal ptodution ok their production of dash grain. With the Increasing
level of AlSlalzftin, l0i#obe fifo thilk iMkotigs IS enbtally the primae source
of income for today'S dairy farftebl.

In retet floiithi, thefe has befn thuth dlscusson ttrdlt# the deficiency of
the Amridafl dairy faftdfi, aS coMpaed to hib bontelMnprartes in foreign coun-
trtes, 6Inoe eonm0tite anfilyst hMte made th6 totally tiniftported statement that
*ilk pfoduetion In many eountrle, partieulatly thise Of tile EUropean l~onomic
omfutitht*, enjoy a eopatstire a dVantage to that in thO U.. A bri6f look at

oioho 6t tieh fat o iltvolVed would al these clalmA Into seribou question
In 1960, & nattidoal herd of almost 22 itlliton ows produced 118.6 billion pounds

of milk. In 1978, a national herd of 11,420,000 cows produced 110. billion pounds
of tlllk. Ptodueti6n j0er cow has risen 'by almost 100 percent during that 28-year
oPau abd half as many cows now produce the same alnount of milk. (Table 1).

Iii 1950, it took 2.86 man hours to #rodude 100 poulids of Milk. By 1972, the
la" 1qulrtdenit per hundred pofthds of nilk had declined to .60 hours
(Table 8).The same technology and innovation that has raised the level of production
on other farms is being employed on the dairy farms of this county. LOoking
at &he level of production Ver cow, man hours per hundredweight of milk
and other absolute measures, the -basic level of productivity in the dairy

- 80-229-1---pt. 8- 1.
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industry in this country outstrips that of other nations, If other nations are
to have an economic advantage over the U.S., it must be gained through other
means. More will be said on this later.

'The modernization and expansion of the dairy farm has not been without
its problems. As already noted, many farmers have departed from the business.
Those who have stayed have Invested millions of dollars to upgrade their pro-
ducing herds, to enlarge and mechanize their feed production and handling
systems, and to improve their milk production facilities. All of this has ac-

complished one basic need in the public interest-it has provided a continued
and assured wholesome supply of an essential food item.

In addition to making this investment in their individual farm operations,
dairy farmers across the country have organized cooperative marketing associa-
tions that today are an integral and essential part of the marketing structure
of the industry. Through many of these cooperatives, farmers have invested large
sums In modern, high volume processing plants that have improved the overall
efficiency of the dairy industry. As these plants have come into being, they have
replaced older, outmoded facilities that generally could not provide the econo-
mies of operation possible in modern facilities.

Of course, the modernization of the industry has not come about without sub-
stantial financing from off-farm sources. The agencies of the Federal Farm
Credit System and private lending agencies have all made substantial advances
to assist both the farmer and his cooperative in making these improvements a
reality.

MILK PRODUOrON PATTERNS AND USZ

Following World War II, dairy farming in this country underwent a change
that saw a rapid conversion from the sale of farm-separated cream to fluid
milk. Today, sales of cream by farmers represent less than 1/ of one percent
of dairy farmers' income, while in 1950 it was almost 14 percent.

Milk marketings have been divided into two categories-milk eligible for fluid
use (Grade A) and manufacturing milk (Grade B). More than 75 percent of
tho milk marketed in the country is now eligible for fluid use, and all indica-
tions are that all milk will meet the Grade A standard in a very few years.
Despite this, only about 46 percent of the milk sold by farmers is consumed
as fluid milk. This means that a substantial amount of milk eligible for fluid
use is made into manufactured dairy products in addition to that milk which is
only eligible for manufacturing.

In view of the above situation, some people have said that we can safely
reduce the level of milk production in this country to that amount needed in
the fluid milk market. Such an approach to the problem is a gross oversimpli-
fication and fails to recognize either the biologics or economics of the milk
industry.

Grade A milk made into dairy products not only supplies the U.S. market for
such commodities, but serves as a reserve supply which assures the consumer
of adequate supplies of fluid milk throughout the year.
. Consumption of milk and milk products is fairly constant throughout the year,
but milk production shows a marked seasonal pattern. Production rises each year
through the months of April, May and June and reaches a low point during
the last quarter of the year-October, November and December.

Compounding this seasonal pattern is a daily variation in the demand for raw
milk that has evolved from our marketing system. With the advent of single
service containers, large supermarkets and reliable home refrigeration, the
housewife today does her purchasing on one or two days a week. This means that
the weekly requirements of fluid milk are often bought on or Just before week-
ends and just ahead of holidays, This being the case, the demands of fluid milk
bottling plants fail to near zero on weekends and vary considerably between
days of the week.

Thus, to have sufficient fluid milk for the market on a Friday in November,
there must be substantially more produced than the market will absorb on a
Sunday in May. Since milk is highly perishable and must be processed within
a short time, this reserve supply is made into manufactured dairy products
which can be stored for sale to consumers at a later date when production levels
are down.
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GOVERNMENT PRIOING PROGRAMS

The Congress, through a series of enactments, has recognized the need for a
national food policy that assures the consumers of this nation adequate supplies
of high quality food at reasonable prices. The success of these efforts Is evi-
dent when we consider the fact that the American consumer spends a smaller
part of his or her take-home pay for food than consumers in any other country. At
the same time, these programs have enabled the farmers and ranchers of this
country to develop production capacity that has made American agriculture
the envy of the World. Besides producing abundantly for this market, we are able
to provide substantial amounts of some farm commodities for foreign export.

In the dairy area, the Congress has enacted two major and related programs
which are aimed at assuring the production of an adequate supply of milk while
providing market and price stability for dairy farmers.

The first of these, the dairy price support program authorized by the Agricul-
ture Act of 1949, directs the Secretary of Agriculture to establish a price support
level for milk, between 80 and 90 percent of parity I which will assure the pro.
duction of an adequate supply of milk and provide a level of farm income suffi-
cient to maintain the production capacity needed to meet future anticipated
needs. The mechanism through which this program is carried out is a program
under which the Commodity Credit Corporation stands ready to purchase all
butter, nonfat dry milk and Cheddar cheese of given quality offered to it at
stated program prices.

The amount of dairy products acquired under the program by CCC has varied
considerably over the years (Table 6). During the past year, virtually no pur-
chases have been made. Throughout the years, a substantial portion of the prod-
ucts acquired has been used to good advantage in the school lunch and other food
assistance programs of the Federal government. In fact, the Congress has
specifically recognized the value of these food stocks for this use by providing
authority for the Department of Agriculture to buy them it the open market when
CCC stocks acquired under the price support program were inadequate to meet
the demands of the programs.

The second basic enactment of the Congress dealing with milk marketing is
contained in the Agricultural Marketing Agreement Act of 1937 which provides
the authority for the system of Federal Milk Market Orders. These market orders
which are now in effect In 61 major markets in the country and cover about 80
percent of the milk eligible for fluid use, promote and maintain orderly marketing
in the interest of both the producer and the consumer.

The orders provide a framework under which specified minimum prices for milk
going into specifle uses are determined. Handlers who process milk are required to
pay these prices to farmers. The highest prices under the orders, of course, are
for milk sold for consumption as fluid milk, while lower prices are paid for that
portion entering into the production of manufactured dairy products. All such
prioes are determined from a formula which is based on the average prices paid
for manufacturing milk In the Minnesota-Wisconsin production area. Since the
Minnesota-Wisconsin price is heavily influenced by the price support program
price level, all milk prices in the country are directly related to the price
support program.

DAIRY PRODUCT IMPORTS

congress has long recognized that excessive and unnecessary imports of agri-
cultural commodities interfere with and defeat the intended purpose of the pro-
gram established as a part of our national food policy. This is certainly true in the
case of the dairy industry. Imports of dairy products add to the total supply
available to the market, thus depressing milk prices for American farmers. This,
in turn, discourages domestic 'milk production and defeats the stated intent of
the Congress to achieve the production of an adequate supply of milk.

In 1935, Congress sought to overcome this problem through the enactment of
Section 22 of the Agricultural Adjustment Act. As you know, this provision
provides the basis for limiting imports of agricultural commodities when neces-
sary to prevent interference with our agricultural programs. Since its original

1 The Agriculture and Consumer Protection Act of 1978 increased the minimum prlce
support level from 75 to 80 percent of parity for the period ending March 81, 197., After
that date the minimum reverts to the 75 percent of parity contained in the Agricultur
Act of 1949.
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enactment, Section 22 has been amended and revised on several occasions, but
the original intent remains clear that the statute is to be used as a tool in further-
Ing the basic goal of the Congress in the enactment of our agricultural programs.

ince 1958, a comprehensive system of quotas has been imposed on dairy prod-
uct imports under the authority of Section 22. This has been deemed necessary
to prevent imports from flooding this market, depressing domestic prices, and
defeating the intended purpose of the dairy price support'program. When prop.
erly administered, this program can provide an effective limitation to the entry
of unneeded product.

Despite arguments which have been advanced regarding lower cost dairy
products being available from other countries, the record is clear that many of
the dairy products imported into this country-particularly in recent years have
been lower only because of export subsidies paid by the country of origin. Un-
fortunately, too many countries have tended to look to this market than taking
the steps needed to adjust production to the level of demand that normal com-
merce would absorb. In a word, they have shifted their problem to U.S. dairy
farmers,

The initial quotas on dairy products covered only the conventional items such
as butter, nonfat dry milk and various types of natural cheese. Foreign pro-
ducers, however, soon found that they could ship milkfat and nonfat milk solids
into this market in other forms not previously found in international trade.
Products such as butteroil and butterfat-sugar mixtures were soon entering this
country in open efforts to evade and defeat the quotas. Similar evasions were
common in the case of cheese, as the identity of the product was varied slightly
to gain admittance.

The result of these actions was a series of Tariff Commission actions to
broaden the coverage of import quotas and to close the existing loopholes.

As indicated earlier, unneeded and excessive imports of dairy products depress
dairy product and milk prices in the United States. Milk produced in foreign coun-
tries can be made into any product that can be made from milk produced in this.
country. Thus, imports of any product made from milk displace domestic milk
production and the resulting price depression or suppression discourages iilk
production here. As this cycle proceeds, the resulting decline in milk production
leaves a void in this market that can only be filled by imports. Reliance on im-
ported dairy products for any significant portion of this market's needs is
shortsighted in the extreme, and the ultiniate result can only be higher U.S.
prices. Unfortunately, there are those who would lead us in that direction.

There are forecasters and policy-makers in the government that maintain
that we can import additional dairy products and thus benefit the consumer
through reduced prices. Other seers call for the expansion of dairy product im-
ports to pave the way for hoped for expansion of the export of other commodities.

Both such attitudes are dangerous. Neither has any sound basis in the history
of agricultural production and trade around the world. Both are, in effect, playing
fast and loose with the welfare of the American consumer and the agricultural
economy of this country.

What Is the true picture regarding the availability of dairy products in the
world market? Is there a stable, dependable supply available? Today, there may
be supplies available-some countries are experiencing a surplus of product
which is temporary at best. The European Economic Community Is reported to
have upwards of 900 million pounds of butter in store. But is this a dependable
supply?One only has to look to the situation that existed during the winter of 1971-
72 to answer that question. That winter, the United States sold 140 million
pounds of butter to the United Kingdom-the world's leading dairy importer.
That sale was not made because we sought to unload the butter onto a market
that did not need it. It was not made because of any preferential deal. It was
made simply because the United States was the only source of butter in the world
at the time.

Australia and New Zealand which had traditionally supplied the major portion
of England's butter imports were suffering a drought that reduced their output.
The nations of the HEC (six at that time) had reduced production because of
poor feed crop harvests and internal policies aimed at reducing the cost of their
dairy program,

Less than two years before this, the EEC had been selling butter for less thin
20 cents a pound to Middle Eastern and Latin American countries. Yet in 1971-42,
they could not meet the demands of a market just across the English Channel.
This clearly demonstrates the volatility of this supply.
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This is the type situation some people would have us depend on. Today the
nains have return to Oceania. The VE dairy policy has been reviqed-due to
political pressures. Supplies are once again available-so available, in fact that
a year ago, the Common Market sold 440 million pounds of butter to the Soviet
Union for an average price of about 19 cents a pound.

That sale carried an export subsidy of more than 80 cents a pound.
What is the truth of the availability of lower prices to consumers through

expanded dairy product imports? Last July, the Foreign Agriculture Service of
the U.S. Department of Agriculture reported on a survey of selected food prices
In major cities of the world. Butter was then selling for 75 cents a pound in Wash-
ington, D.C. In Bonn, it was $1.61 a pound; in Brussels, $1.48; in Copeohagen,
$1.42; and in Paris, $1.50. In fact, only Brazilia and London reported lower butter
prices than right here in the U.S. The London price Is the result of national poli-
cies that have been aimed at keeping food prices to consumers lower than have
prevailed in Europe. These prices are now rising as the UK moves into full
Common Market membership.

Cheese prices reported at the same time showed a similar pattern. The sim-ple fact is that, given present agricultural policies around the world, the United
States has and will continue to have the lowest food costs generaly available.

When then is there concern on the part of the American dairy farmer? Ilis
concern arises because of the indicated willingness of officials of this Adminis-
tration to sacrifice a substantial portion of this market for dairy products on
the alter of convenience to obtain a hoped for advantage to expand exports in
other areas,

The much discussed "Flanigan Report" which is now #lmdst two yearon old
spells out this philosophy in some detail. Without any econoniic justification,
the report develops a recommended trade negotiating strategy that calls for
the expansion of dairy product imports by almost one billion dollars a year in
an effort to grab larger markets for our wheat, feed grains, soybeans and beef.

The dairy farmer does not stand in the way of the economic progress of other
segments of the agricultural economy. Neither does he wish to be he sacrificial
Iamb in any trade deal.

We are-aware that Secretary of Agriculture Butz has told this Committee
that nothing will be given away for nothing in the GATT trade talks. We are
aware that he has acknowledged the concern of the dairy industry over this
threat.

We are also aware That he has told the agricultural ministers of every major
European nation that Section 22 will be on the bargaining table at Geneva. We
are also aware that he has asked them to consider reorienting their policies
to permit freer access for U.S. goods to their markets. He has urged them to
reduce or eliminate the use of export subsidies as part of their program. What
reply has the Secretary received? He has been told in specific; straightforward
terms that the elements of the Common Agricultural Policy of the I", (the
internal price guarantees, the variable levy, and the export subsidy) are non-
negottiable.

ci3avdng been told this, the Secretary has sought to soothe the concern of the
U.S. dairy industry by telling us that he has strongly recommended 'the en-
forcement o the countervailing duty statute to offset the effect of export sub-
sidies. This would, he says, prevent the situation where'the U.S. dairy farmer
must compete with foreign governments to hold his market. We accept the
Secretary's assurance in this matter. We know he is sincere in his statement.
The only problem is that the Secretary of Agriculture does not administer the'
countervailing duty statute. This Is the responsibility Of the Secretary d the
Treasury. t s

Members of this Committee are fully aware of the almost total unwillingness of
the Department of the Treasury to move under this law even though It is a
clear, direct mandate to act whenever there is knowledge of the use of an
-export subsidy to assist the export of a product to the United States.

Since 1968, the National Milk Producers Federation, our member dairy coopera-
tive and Members of Congress have attempted to secure the imposition ofcounter-
vailing duties on subsidized dairy~ products from the Common Market. The
standard response has been that the matter is "being considered to determine if
an investigation is warranted." The Treasury Department denies knowledge of
the existence of export subsidies paid by the Common Market. This is a fiction,
Such information is freely available to anyone interested in making a telephone
call to the Foreign Agricultural Service. That agency can, and does, pLrovIde
copies of the published subsidy rates posted periodically by the Common Market,
The most recent' such information is attached t4 this statement as EXhibit A.
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In an effort to secure action to enforce the law, the Federation and several of
its member cooperatives have sought recourse to the courts to force implementa-
tion of the countervailing duty statute.

Thus, we cannot find any reassurance in the position of the Secretary of
Agriculture. It is the law. Simple justice requires its enforcement. There appears
to be an attitude on the part of some, however, that they can place themselves
above the law and do what they desire regardless of the damage this inflicts on
others in our society.

Indeed, the statements of Secretary Shultz before this Committee in regard to
the countervailing duty question point in the direction of giving the Department
of Treasury complete discretion in its enforcement and collection.

I would like to return briefly to the questions raised and proposals advanced
by the so-called "Flanigan Report." This document, which was prepared by the
U.S. Department of Agriculture at the request of Mr. Peter Flanigan, the
director of the President's Council on International Economic Policy, has been
disclaimed by virtually every official qualified to com ient on it. Despite the
disclaimers, the very points that are advocated in the Teport are being carried
out.

The report (written in 1972) acknowledges the size and strength of the
American dairy industry. It argues that the size of the industry must be reduced
and the strength sapped. It calls for an end to the dairy price support program.
It recommends the development of a dependence on imported dairy products in
this market.

Last March, Secretary of Agriculture Butz asked the Congress to eliminate
the minimum level of price support under the dairy price support program as a
part of the farm bill then before Congress The Congressional response-taken
under the leadership of several Members of this Committee-was to, Increase
that minimum for two years and to restate and strengthen the Congressional
direction that the program be used to assure the production of adequate milk
supplies in this country.

Despite the clear fact that we are witnessing a dangerous decline in milk pro-
duction in the United States, the Administration has acted three times in'the
last twelve.months to set the price support level at the minimum allowed by law.
The most recent action-announced just 17 days ago-infers that the minimum
price support level will assure the production of adequate milk supplies, as that
is the requirement of the statute. Using estimates developed by the USDA,
projections show that we need 118.4 billion pounds of milk in this country this
year. To reach this output, we must reverse the downward trend of production
in this country and actually raise output 8 billion pounds over 1978. The
announced price support action cannot and will not do this. It will, however,
along with other actions that bave been taken, serve to strengthen the inclination
of dairy farmers to leave the business.

But the price support actions are not the only area of attack that has been
employed over the last year.

Using the allegation of production shortfalls, dairy product imports in 1978
were expanded to the extent of 265 million pounds of nonfat dry milk, 47 million
pounds of cheese, and the equivalent of 84 million pounds of butter, These actions
were taken for the stated purpose of reducing domestic prices--in numerous
instances the only way that could be accomplished would be through the willing-
ness of foreign governments to continue their export subsidies.

Since January 1, 1974, imports have been expanded to allow the entry of an
additional 100 million pounds of Cheddar cheese and'110 million pounds of nonfat
dry milk. All of these import actions have been open, direct measures to reduce
the ability of the American dairy farmer to meet his costs of production and,
thus, to stay in business and meet the milk requirements of the nation.

The price support and import actions have actually been used in concert to
demoralize the industry and to. signal the dairy farmer the willingness to give
this market away rather than take the needed steps to maintain domestic
production.

On March 8, 1073, Secretary of Agriculture Butz announced that a price sup-
port level of 75 percent-of parity-the minimum allowed by law-wuld assure
the production of an adequate supply of milk. On that same day, the President
requested the Tariff Commission to investigate the need to expand the imports
of cheese by 150 percent for the purpose of reducing domestic prices nd pre-
venting shortages in the marketplace.
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On August 14, 1978, the Secretary of Agriculture adjusted the prices support
level as required by the Congressional direction in the Agriculture and Consumer
Protection Act of 1978. At this time he again chose the legal minimum permitted
since "this level will assure the production of an adequate supply of milk." Two
weeks later, the President announced the expansion of nonfat dry milk imports
by 100 million pounds "to prevent shortages In the marketplace."
, We have come full circle on the price support issue. On March 8, 1974, exactly

a year after the price support announcement referred to above, the price support
level for the 1974-75 marketing year was announced. Once again, it was deter-
mined that the minimum allowed by law would achieve the production of an
adequate supply of milk. Once again, the announce int was tainted even before
it was made. On March 4, the President announced the expansion of nonfat dry
milk imports by 150 million pounds to meet shortfalls in domestic production.

The open contradiction of these actions could be viewed as comic. To the dairy
farmer they are tragic. Coming together as they have, they cannot help but be
viewed as notice that this market is not his. That, despite the programs the
Congress has provided to assure adequate milk production in this country, actions
can and are being taken to make his continuation in business untenable. Urgent
requests from the industry for relief have gone unheeded. A meeting with admin-
istration officials for the purpose of reviewing means of Increasing milk supplies
brought just one result--more imports.

This series of actions has represented a total disregard for the well-being of
the dairy industry. They have caused the departure of dairy farmers from the
business. They have resulted in a dangerous reduction in milk production in this
country. We must question that they have been coincidental to the Flanigan Re-
port and other such studies.

They 'can be viewed as steps toward the studied destruction of the dairy
industry of the United States, and the reduction of the American consumer to a
depend(fee upon foreign supplies for an essential part of her family's food needs,
even though there can be no assurance that such supplies will be available or
that the prices will in any way compare to those which would result by maintain.
Ing domestic production.

Many dairy farmers today can see viable alternatives for themselves either
outside of agriculture entirely or in other lines of agricultural production.
The relatively high prices for beef over the last year, rising land values, and
high prices for feed grains have enabled many farmers to either leave the farm
or shift their operations profitably. In some areas, however, the alternative to
dairying is limited and that shift cannot be made so easily, if at all.

There is one group, however, that has no alternative whatsoever. That group
consists of the consumers of this country. Thus, if we permit the implementa-
tiofi of policies such as advanced in the "Flanigan Report" we will be a party
to increasing the cost of basic and essential items in the diet of every family in
the United States. This can be avoided. The bill now before this Committee pro-
vides the vehicle to prevent this from occurring.

Despite the academic appearance of the "Flanigan Report" and its high-
sounding pronouncements, its analysis and conclusions are not undergirded by
any supporting documentation. The claim for a comparative advantage in dairy
product production for the Common Market nations is supported simply by the
statement: "Europe will export considerably large! quantities of dairy products
Inasmuch as she will be efficient in dairy products, a point which she has made
tO us consistently for a considerable period of time."

None of the supporting or background documentation for the study even
attempts to support or substantiate that claim. We have seen the development of
a thesis that says it will benefit all Americans, including the consumer, to ship
American feed grains to Europe, feed them to lower producing European cows,
take the milk from these herds that are on smaller and less efficient farms,
process the milk into dairy products and ship those products back to the United
"States.

In the absence of any complete and adequate information Il this area, the
Federation has undertaken to develop cost structures for the dairy industry in
the major producing nations of the world. While not complete as yet, pre-
liminarv indications are that the United States has a production advantage
over other nations with the exception of New Zealand and possibly Australia.
The grassland type agriculture that can be practiced in these countries, partic-
ulariy New Zealand, does givethem an advantage.
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To develop a policy that would depend heavily on these sources of supply
,would be risky as well. New Zealand produces less milk than the State of Wis-
-consin. Though their dairy industry relies on the export market for its very
existence, the industry leadership there is very determined never again to
become basically dependent on one market as their major outlet. They learned
their lesson with the entry of Great Britain into the Common Market. After
having preferential access to that market for years, they are now faeoed with
the prospect of having to find other markets as they are being phased out of
the British market over the next few years.

There is another factor of major conideration 1 this discussion that cannot
go unmentioned. Strict livestock disease controls and demanding sanitary regula-
tions have been imposed on the domestic industry to insure the production of
pure and wholesome milk and dairy products. While these actions haye meant
added cost to the dairy Industry, they have been accepted as essential In the
Interest of improved public health. If these public health considerations are
valid, can we logically insist on less strict standards being enforced on imported
products? The answer of course is "no." Yet efforts to obtain strengthening of
'existing import inspection programs or to expand this inspection to conform to
U.S. requirements are met with opposition by the administration.

Thus, we can see no real advantage to the propoolo to expand dairy product
imports. I doubt that anyone can actually deny that this policy is being im-
p)lemented piecemeal, however, It Is a disservice to a significant segment of
-American agrguiettre. It Is a disservice to the American consume.

A good deal has been said about the need to develop self-sqflciency in energy
here In the Vatted $tates. Basic self.sufleioncy In for, production, where
-possible, has long been the goal of the Congress. We hve h~d and we q~tJntle
to have that capability. It would he a Ogrve error to pe t the dee arnttn of
-that capability now.

The discontent that has accompanied gsolipe Upieo In reet Ao .pt4
-considerable. It would be dwarfed, unfortumaely, by the discontent growing
out of milk lines. That is the road down which current policies are taking us.
That route must be detoured. It can be, but It must be the Congress which takes
'the leadership In bringing us back to the track that has been laid out over the
years. We must return to the policies laid down by the Congress which sought
to build an American agricultUme under which both the consumer and the
•tarmer benefited.

RICOoWMZNPATIONP

H.R. 10710, as passed by the House of Uppreseatatlves, does provide the
'basis for multilateral trade negotiations that cani prove beneficial to the United
States. As we have outlined, there are deep concerns on the port of the nations
dairy farmers regarding these trade negotiations. We feel that much of this
-concern can be removed and, In fact, H.. 10710 actually strengthened in
Important respects by certain changes in some provisions of the bill.

lN5QOTW4 ING AIUT11O54TTr

Much attention has been focused on the dairy Import quotas maintained by
the United States under the Section 22 authorIty. Our trading partners have
argued that these quotas are repugnant to them and are an interference with
free trade of the highest order. At the same time as findifg these quotas of-
.fensive, major trading partners-notably the Iguropean Economie Community-
"have openly stated that their policies for restricting imports of the same or
similar products, their programs to subsidize exports, and other action to
maintain producer prices and assure adequate production levels aie matters of
internal concern, and are pon-negotiable as a Dart of international trade talks.

It comes as a shock to the American dairy Induetry that tbe Secretary of
Agriculture would openly pledge to lguropenn'leaders a willingness to revise or
even eliminate these quotas even before hard negotiating begins. The Secretary s
suggestion that NO nations might face the Imposition of countervailing dptlea
by this country does little to leson the eoncotn of the domestic industry in this
Tegard.

'There seemsa to exist a school of thought that Section 22 of the Agricultural
Adjustment Act exists simply for the pu rpoe of limiting Imports. As you know,
it does more than that, Congress provided this legislation for far more basic
purposes. Section 22 is intended as a shield for various agricultural programs of
the Federal government, Including the dairy price support program. It Is de-



985

signed clearly to be used when necessary to prevent imports from Interferring-
with or preventing the achievement of the basic purposes of those programs.

The dairy price support program is designed to accomplish three basic pur-
poses: 1) Assist farmers in receiving parity prices in the marketplace; 2) Pre-
vent prices for milk from dropping to disaster levels; and 3) Assure the produc-
tion ot an adequate supply of milk in this country.

The actions of the past year, coupled with repeated proposals that dairy'
product imports be greatly expanded, are not aimed at Section 22. They are-
directed at the price support rogram itself and at the U.S, dairy industry.
The elimination or drastic restructuring of these quotas through internationalnegotiation would simply result in reduced income for American dairymen,
reduced milk production in this country, and increased government costs as the
dairy price support program was called on to remove displaced American-
production from the market. Inevitably, this would lead to demands for com--
plate elimination of the price support program itself. Secretary of Agriculture
Butz has already requested what amounts to an elimination of, the programs.

The economic well-being of the AmeriCan dairy indUstry--or any .other Ameri-
can industry-must be a basic concern to the Congress. To permit, majbr' ques-
tions in this area to be determined on the basis of international negotiations
tails to recognize the legitimate needs and rights of U.S, farmers and con--
sume alike.

While we speak of the impact of the Section 22 question on the dairy industry-
alone, it has been and 16 used for a wide range of other agriCultUral commodities..
It is a valuable and necessary tool so long as it is the public policy of this gov-
ernment to. assure and encourage the production of adequate supplies of es--
sential food and fiber by American farmers at prices that permit' those producers
to share in- the standard of. living, that has been developed generally in this
country.

It is with this background that we would propose the inclusion In H.U. 10710-
as a new subsection (1) to Section 102 the language which Was, included in,
Section 261 (h),of the Trade IBxpansion Act of 1006:

"Nothing' contained in this' Act shall be construed to affect: in any way
the peovsionsof Soction 22 of'the Agricdultural, Adjustment Act, or to
apply to any import restriction heretofore or hereafter imposed- under
skel 86Mbb."'

Such action will preserve the flexibility needed. in the administration of a-
domestic programs. Ih addition, it will assure that the- needed' tools to mafi-
tain and advance basic sectors of the domestic economy are retained and not
compromised through international agreements whose applicability and effective-
nesscannot be adequately judged today.

The statements contained in the Report of the Committee on Ways and Means
of the House of Representatives regarding the implementation of authority
contained in Section 102 on nontariff'barriers to trade are helpful in stating-
the intent of that C6mmittee that provisions of' concern to American dairy
farmers will not be negotiated away in an attempt to secure a hoped-for ad-
vantage in other areas. T"e discussion of this point on the House fdoor during
the debate oifl U.. 10710 also helped 'to establish this point

Section 102 of the bill establishes a product sector concept which we feel is,
sound' and will lead to the development of negotiations which preclude the type-C of' "trade offe where the Interests of' one-indtistry could be severely damaged'
to gain advantage for another. In the agricultdral area speelflcally, we would'
recommend that the project sector concept be extended to require the estab-
lishment of clearly defined sector areas along commodity lines. In the case of'
diary, all milk products should be included in one category or sector. Such an
approach would be feasible and, in addition, it would facilitate the conduct of
negotiations by more readily delineating the areas of concern.

We believe that this concept is implied in the Report of the Ways and Means
Committee of the House of' Eepresentatives on HA. 1010. It' is also implicit
in, the discussion of this area during the floor debate on the bilt. We feel"this
would e further strengthened,' not only for dairy, but for other 'ItgriltUral
commodities as well, by having this made explicit in the. language of the Act.

Mxtenson of the *sector concept to a9gricnftte wuld' also be ii line with its
employment in the industrial area, There is 0o more reasons to consider dairyproducts and wheat in the same 'ontezt than there iW to discuss electronic com-,
ponents and chemicals together. One of the criticisms 6f past trade negotiations
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and a source of basic concern for many as we approach the current round of
talks Is the prospect of trade-offs where one industry can be seriously damaged
in return for a hoped-for gain for another. This would remove a large amount of
that concern.

Further, such an approach to the question would provide the Congress with
an added degree of assurance that any benefits gained for the United States
through the authorized trade negoitations could be more clearly measured.
It would remove the difficulty of Judging the relative merit of a loss In one
industry versus a possible gain in another.

Such a provision would have the additional advantage of serving statutory
notice to our trading partners that the United States Congress clearly expects
to measure results in concrete terms rather than hoped for grants. All too often,
past trade negotiations have seen the United States settle for some rather vague
assurances of improved market access while we have been asked for and granted
a more open market in this country. If trade is to be truly a two-way street, as
it must be, the basic authority under which our negotiators operate should spell
this out in clear terms.

CONGRESSIONAL REVIEW OF AGREEMENTS

H.R. 10710 is somewhat vague regarding which trade agreements would actu.
ally have to be submitted to the Congress for review. As pointed out in the
Summary and Analysis of H.R. 10710, prepared by the staff of the Senate Fi-
nance Committee, the bill is not clear precisely which alleged U.S. nontariff
barriers the President could alter by agreement without submitting the agree-
ment to Congress.

The entire range of authority being sought in this legislation is far beyond
the scope of anything previously granted to a President by the Congress. This
body is however, ultimately responsible for these actions. To meet this re-
sponsibility, it Is essential that each of these agreements be submitted for the
appropriate review and action. We would, therefore, recommend clear, precise
language setting forth this intent and requiring that all agreements developed
uRder the authority contained in Section 102 be submitted for Congressional
review and approval.

H.R. 10710 as sent to the Senate provides for a system of Congressional re-
view of any agreements dealing with the so-called nontariff barriers. In addi-
tion, the opportunity Is provided for a Congressional veto over such agreements.
We feel that Congress could much more effectively exercise its constitutional
responsibility in this area by strengthening this provision to require the specific,
positive action of Congress on any such agreement. If such agreements are in
the best interests of the nation, if they can stand the full scrutiny of a Con-
gressional review, there should be little problem in securing their approval. If,
however, they fall to meet these tests, they shovd not be allowed to become
effective. Congress should insist on the fullest ,ssible protection of Its re-
sponsibility in this area.

In addition to requiring a positive action by the Congress, provision should be
made in the legislation for such agreements to be submitted along product sec-
tor lines rather than lumped together. This would permit a clear analysis of
each action on Its own merit rather than lumping together an array of agree-
ments on differing product sectors in an attempt to build support from indi-
vidual areas for an entire package which may contain unwise and unwarranted
proposals. Such a provision would again actually strengthen the provisions now
provided, both for our negotiators and for the Congress, In dealing with the
agreements that may be presented to it.

AUTHOSIT? TO DMAL WITH ' AIAR TRAE NOTICESS

Considerable attention has been focused on the provisions of this measure
which provide tools for the President to deal with unfair trade practices of
other countries. In fact, some criticism has been leveled because these provi-
sions are too restrictive. In our view, this is not the case and In important
respects, the bill actually weakens present law.

We have particular reference to the provisions dealing with the countervailing
duty statute. At present, this law mandates the collection of a countervailing
duty on any dutiable Item entering this country with the benefit of a griit or
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bounty paid by the country of origin. Congress has found this to be an essen.
tial measure to protect American Industry from unfair disruption by subsidized
import

We have already pointed out the great reluctance of the Department of
Treasury to enforce the statute in the face of clear and irrefutable evidence
of the existence of export subsidy actions in the case of dairy products. The
same is true in other cases. This attitude has rendered the statute almost mean-
ingless. Despite repeated requests from Members of Congress and from the in.
dustry, it has not been possible to obtain the enforcement of this'measure.
Because of this the National Milk Producers Federation is presently seeking
enforcement by resort to the courts.

2U.I 10710 does require that a finding be made regarding the application of
countervailing duties within 12 months of the question being presented to the
Secretary of the Treasury. While this is an improvement over the existing
situation where no time limitation is Imposed, 12 months is far too great a time
period. In the course of a full year, a domestic industry can be damaged ex-
tensively by the entry of subsidized imports. The provision of relief after the
damage has been rendered is really no relief at all.

The failure of the Secretary of the Treasury to enforce a law that is clear and
specific cannot lend any credibility to the statements that powers to dea! with-
unfair trade practices of other nations will be used promptly and forcefully.
Quite the contrary. In the current situation, there appears to be greater con-
cern for the sensibilities of foreign nations and their producers than for the
problems of domestic industries. It must be made absolutely clear, both to our
trading partners and to those responsible for the administration of our laws,
that Congress intends that these powers will be used whenever and wherever
applicable. In the current situation regarding the dairy industry and the
countervailing duty statute, the Department of Treasury is spending more time
telling people how the Common Market would dislike the imposition of counter-
vailing duties than they are looking at the needs of the American dairy farmer
or the clear mandate of the statute.

Further, the effectiveness of a measure such as this is not in its enforcement
so much as it is in the requirement that it be enforced. If foreign nations knew
for certain that their export subsidy programs were to be offset by effectively
and quickly enforced countervailing duties, they would be less inclined to
resort to such measures in the first place. We would, therefore, strongly recom-
mend that the period between receipt of the claim and enforcement of counter-
vailing duties be shortened to 80 days.

Another aspect of the countervailing duty provisions of H.R. 10710 that we
vigorously oppose is contained in Section 881(d) which makes the imposition of
these duties on items subject to quantitative limitations optional with the
Secretary of the Treasury. While we recognize that import quotas can provide
an effective brake on the total amount of a commodity entering the country,
they cannot eliminate the disruptive effect of price cutting possible because of
export subsidy programs. In effect, this provision would give status to the
blatant ignorance of the present law. Exhibit B details the extent of export
subsidy activity on the part of European Economic Community on dairy products
imported into the United States under five Presidential Proclamations during
: 1978. The effect of these subsidies was to permit entry of dairy products at
prices below domestic production costs.

Impbrt quotas when properly applied and administered do have the effect of
limiting the quantitative impact, but cut-rate sales of product made possible by
report subsidies still have a negative price impact on the industry.

Over the last 16 months, however, we have witnessed repeated assaults on
the Section 22 quota progrftm without even lip service to the possible enforce-
ment of countervailing duties-even though the present law requires their col-
lectlon. Thus, it has been clearly demonstrated that the quotas imposed under
Section 22 can be made inoperative by administrative action. The combination
of uch actions plus authority to waive collection of countervailing would, for
all practical purposes, remove any effective restraints on the use f this market
as a world dumping ground.

As Indicated earlier, the imposition of countervailing duties would not be'
the major benefit of that statute. Rather the certain knowledge that they would
be imposed. This knowledge can only be imparted through action. In view of the*
years of_ Inactivity in thi, area, It is understandable that our trading partners



988

protest any possible imposition of the duties. In view of the clear record that
has been established in this regard, however, we must question the wlllingness-
to use this or other authority to provide needed protection to domestic industry
or to counter unfair trade practices of other countries. This is. why we look
to the Congress to provide the need limitations on the discretion that can be-
used In the administration of these measures.

The American farmer and American industry is not unwilling to compete-
with producers abroad, They cannot, however, be expected to compete with
foreign treasuries. We, therefore, recommend the deletion of SectionT 881(d).

In Subsection (e) of Section 881, the administration is granted authority to
waive the collection ok countervailing duties for a four-year period If itis
found that such collection would interfere with the process of negotiations. It
is difficult to accept that this provision can actually add anything to the
strengthening of our negotiators' position. This is simply telling those countries
with whom we are talking, "We haven't been collecting these in the past, and
we won't do it, at least for the next four years."

This request,, in Itself, points up the contradiction in positions taken by at
least two cabinet members. SecretarY-of Agriculture But% has told the dalry-
industry of his strong support for imposition of countervailing duties, Secretary-
of the Treasury Shultz has actually requested that ths waiver berbroadened:.

This provision will simply continue the view on the part of our trading-
partners that we will never employ the countervailing duty authority effectively
and will only lead to subsequent requests for its complete abandonment. It is a,
necessary and potentially effective tool. The element that is racking Is not
flexibility but will to use it. The deletion of this section Oompletely can serve
to strengthen our negotiating position, and we recommend that such action be.
taken.

Section 122 of the bill provides the President with author to dnal with
problems arising from fundamental International payments problems. In one
respect we feel the provisions of this section are lacking in that they should'
specifically exclude the expansion of imports subject to a proclamation under
Section 22 of the AgriulturLI Adjustment Act; from the actions that can be
taken to deal with balance of payments surpluses, Such an excIusion Is pro-
vided in the authorities to deal with inflation in Section i28 and' it would be'
consistent to also make a similar provision in, Section 122

Quotas Imposed under Section 22 authority are put Into effect to protect the
operation of domestic programs directed toward maintaining farm Income and
assuring adequate production of agricultural commodities, To seek expansion
of these Imports to deal with balance of payments surpluses would have the
simultaneous effect of disrupting domestic agricultural programs and defeating
their purpose.

COG OROSIONAL AND PUBLIC MPRNSWSNIATION IN 2MADE ItALK5

In the development of H.R. 10710, an effort has been made to assure that
all parties Interested in these negotiations will have the opportunity to present
their views, This is an essential step, and we approve of it. The proposed public
hearings will provide a necessary forum for the development of the position of
United States' negotiators.

We are also encouraged by the provisions calling for the creation of advisory
committees and the appointment of Congressional delegates. In, this respect,
however, we feel that Congressional delegates should be seated in more than-
an advisory capacity. If the Congress is, to maintain its authority In this ex.
tremely important field, its representatives should have the status of partici-
pants rather than mere advisors to these talks.

We feel too that It would be desirable to have industry advisors named In on-'
nection with the negotiations. The advisory Oommittees already referred, to,
would go part way toward meeting the need; however, It would seem that a
closer and more constant liaison between the negotiating team and Industries.
whose Interests are at stake Is essential. Sueh advisors should include individuals'
who are expert In the industry and who have the stature and ability t6 speak for-
major segments of the particular Industry.
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OONOLtUSON
We appreciate the opportunity to appear before your Committee to outlinethe.position of the American dairy farmer and his cooperative marketing asso-ciations. The task before the Committee is monumental. The questions to beresolved deal with the basic well-being of the American economy and your

actions will have an impact for years tocome.'In the past year we have seen developments that clearly outline the devastat-ing impact on a nation that permits itself to become too reliant on outsidesources for basic needs. The concern of dairy farmers and the dairy indust4'in the present legislation is that we have been told what is in store, for us. Weare today seeing those proposals implemented. This is contrary to the ev,pressed Will of the Congress. It is contrary to the best interest of the American
consumer. Nonetheless, it is being carried forward on a broad front,A halt must be called to these actions. Despite all the fine sounds oftrade and expanded international cooperation, we must first take stocl of-our own national interests. Where gains can be made, we should press forward.
But they must be gains. We cannot afford the price of subscription to a policythat says the United States must, by Itself, take the lead in opening its markets
In the hope that someone else will take the hint and follow.The only thing that will follow is expanded. Imports, future trade deficits, anda reduced economic vitality in this country.

This legislation provides the Congress an opportunity to express the clearIntention that the Ualted States is deadly serious about negotiating on equaltooting. If our negotiators cannot make a deal unless they have a provable
advantage In return, no deal should be made.The proposals we have advanced will contribute to the strengthening of thelegislation and will help to lay the groundwork for a successful round of trade
negotiatons. Further, they will help to maintain the productive capacity ofAmerican industry that has contributed to and given this nation the higheststandard of living the world has known.

TABLE 1..AVERAGE NUMBER OF MILK COWS ON FARMS IN THE UNITED STATES, AVERAGE MILK PRODUCTION
PER COW TOTALMILK PRODUCTION, TOTAL MARKETING OF MILK AND CREAM BY FARMERS, AVERAGE PRICE
'OF MILK, AND TOTAL CASH RECEIPTS FROM FARM SALES OF MILK AND CREAM, SPECIFIED YEARS: 1950-72

Milk Total milk Total farm AveraNumber of production produton marketln sI returns er Total cashmilk cows per cow (billion (bilin 100 fb. receiptsYear (thousand) (pounds) pounds) pounds) milks million )

21,944 5,314 116.6 98.3 $3.76 $3,719'i ..:.... : ... 21, 044 5,042 122.9 108. 3 as 217
..... ............ !7,61 7,029 123.1 114.0 4.18 4 o7 243 7,29 125,7 117.3 4.20 4,9321962 ................. 16842 7,496 126.3 118.6 4.10 4,801963......... 1,0 -7,700 125.2 118.1j 4.114861964.72............... 1 8, 121.0 120.5 47 ,19 1 S" .... 4.953 8,305 124.2 118.2S4............0. ... 1.071 8,522 119.9 114.4 4.84 5,3313,415 8,851 118.7 113,6 5.6 5,742.... .... 12,832 9,135 117.2 112.6 5. 5,9571969 11,307 9,434 116.1 111.8 5.54 6,116190 - . 1 ,000 b,747 117.0 113,0- 5:78 6,5 51~l..........1,842 ~ 8.5 114. 8 53 6,13.-m 11:8 2.1i.. ,6 9 ...... 49 10 19.9 1116. 7,134 I9 311 7.24,

I Milk equivalent of milk and cream soldlb famer..I Cash recalpts divided by hilk represented by ftm marketnUgs
'Estimated.

.Sourpte, "DaIry Situation," Eco.oml Research Sirvice, U.S. Department of Agriculture, Various Issues.
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TABLE 2.-U.S. AND FOREIGN MILK PRODUCTION, 1972

Production

Cows .19i 1972 total milk
(thousand per cow (million

Country head) (pounds) pounds)

United States .................................................... 11,6. 10.250 1 394Franc ........................................................... 8. 110' 043
est Germany .................................. , 4

United Kingdom.............. .. 4696 6 5
Itay a ......................................... 2211 164
,,treand ............................ 5 i5 :7

s0; . ........ .................... ..................... 2 , 5 6 , 3 7
New Zalin.............................................. 25 643 80Japan ....................................................... 1,11 9
Denmark ...................................................... 122 9410 10,1

Ireland. .......................................... 1895 4,559 8,639
Belglum .......... ................................ 1,025 8,119 8,322
Aura ............................................. 811 352
Switzerland. ................................. 43
Sweden ........................................ .7 854 6,552
Norway ............................ ..... 14 672 4,004

Source: Foreign agriculture circular, "Dairy," FAS, USDA, December 1973.

TABLE 3.-TOTAL HOURS OF LABOR USED ON FARMS IN CARING FOR MILK COWS, HOURS PER COW, AND PER
100 LBS OF MILK PRODUCED INTHE UNITED STATES, SPECIFIED YEARS: 1950-72

tin hours]

Total Per 100lbs
Year (million) I Per cow milk I

1950 ....................................................... 2,749 125.3 2.36
1955 ..................................................... 2,422 115.1 1.97
1960 .................... .............. ................ ,745 997 1.42
1965....................................................... 1,249 831 #::O................................................. 1.......... 1

16......................................1041 8
190 ..................................................... 966 75.4
1 99 .... .. . ......-.-.-.. .... .900 73.2r

190 ....................................... . ... 84 70,5 .72
1 1.... ................................ . .... 64.9 .65
12................ 721 61.6 .60

1 "Changes in Farm Production end Efficiency 1972," Statistical Bulletin No. 233, Economic Research Service, U.S.
Department of Ariculture.

Total hours divided by average number of milk cows on farms and total milk production during each year, as reported
In the "Dairy Situation," Economic Research Service, U.S. Department of Agriculture, various issues.

TABLE 4.-NUMBER OF FARMS REPORTING MILK COWS, AVERAGE NUMBER OF COWS PER FARM, FARMS

REPORTING SALES OF MILK AND CREAM, AND AVERAGE SALES PER FARM :BY CENSUS YEARS: 150.69

Farmsreporting milk cows Farms reporting milk sold Farm reporting cream sold'

Number of Average Number Of Average Number of -Averaea
farms hard size farms p or farm - farms per fo,

(thousands) (number) (thousands) (thousand (number) (unds
census of pounds) butteli

1950 ...... 368 .1.... .9.. 3,76 8 " 2.6 862 6
1955.............. 2,936 6 2627

190 .. . . 1,79 87.6 5185

" 2 . 19.7 330 100 1.4

I ToTW milk sold by farmers to plants and dealers and directly to consumers divided by number of farms reporting milk
solo,.

hot reported ;aparetely.,
Source: U.Sc Census reports.
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ABLE 5.-EXPENDITURES FOR FOOD IN RELATION TO DISPOSABLE INCOME, 190 AND 1965-73
[Dollar amounts In billions]

Personal consumption expenditures for food I

For use at homes Away from home' TotalDisposable
personal Percentage Percentage Percentage

Year income Amount . of Income Amount of income Amount of Income

1960 ....... ....
1987..............1l6: :::::::::::
1968.
198 ...............

...........III..............

............
.................

III ................

IV ................
1973 ............I .............

i.............
IV$ ...............

$3500 $98.8 16.2 $13.3 3.8 $70.1 20.0
473.2 89.3 14.6 16.5 3.5 85.3 18.1
511.9 73.8 14.4 18.2 3.6 92.0 18.0
546.3 74.5 13.6 19.4 3.6 93,9 17.2
591.0 7.0 13.4 20. 7 3.5 99.7 16.9
643.4 82.0 12.9 22.1 3.5 104.1 16.4
691.7 88.1 12.7 24.0 3.5 112.1 1.
746.0 92.7 12.4 24.8 3.3 1 15.7
727.4 91.2 12.5 24.3 3.3 115.5 15.9
744.0 92.8 12.5 24.4 3.3 117.2 15.8
752.0 93.7 12.5 24.7 3.3 11.4 15.8
760.4 92.3 12.2 25.7 3.4 118.9 15.6
797.0 97.9 12.3 27.1 3.4 125.0 15.7
772.8 94.9 12.3 26.3 3.4 121,2 15.7
785.4 97.7 12.5 26.8 3.4 124.5 15.9
800. 9 98. 9 12.3 27.2 3.4 126.1 15.7
828.7 100.2 12.1 28.1 3.4 128.3 15.5
882. 6 108.5 12. 3 30.5 3.5 139.0 15.8
851.5 103.5 12.1 29.5 3.5 133.0 15.6
869.7 106.3 12.2 29.7 3.4 136.0 15.6
891.1 111.0 12.5 - 30.5 3.4 141.5 15.9
918.0 113.2 12.3 32.2 3.5 145.4 15.8

I uarterly data are seasonally ad usted annual rates.
aBased on unpublished data of the Department of Commerce, and the Survey of Current Business and the National

income and Product Accounts of the United States, 1929-65. Omits alcoholic beverages, food donated by Government
agencies to schools and needy parsons, and nonpersonal spending for food such as business purchases of meals, food
furnished Inmates of hospitals and Institutions, and food included with transportation tickets and camp fees.

a Includes food consumed on farms where produced.
,4 Includes food served to the military and employees of hospitals, prisons, and food service establishments.
a Preliminary.
Source: National Food Situation, Economic Research Service, U.S. Department of Agriculture.

TABLE 6.--DAIRY PRODUCTS REMOVED FROM THE COMMERCIAL MARKET,'BY PROGRAMS OF THE U.S. DEPARTMENT
OF AGRICULTURE, 1949-74

Removals I (million pounds) Solids content of removals
As a percentage

Million pounds of marketings
Amer. Evap- Nonfat Milk

loan orated dry equiv. Milk. Solids - Milk Solids
Year Butter s cheese $ milk milk' alent J fat a not fat 6 fat not fat

........... 111.7 25.5 ......... 325.5 2,489 100.4 321.1 2.6 4.6
14.6 83.2 .......... 327.2 1,126 - 40.9 339.9 1.1 4.9

..951........ -27.3 0-7.1 ........... 35.3 6-618 6-24,0 31.5 (6
1952.......... 16.1 1.7 .......... 42.3 339 13.8 41.2 .4 .6

1953........ 355.2 302.5 .......... 644,1 10,200 387,5 668,9 9.7 8.6
.. ........ 305.1 -242.5 .......... 4 8,88 3282 695.5 8.7, *...... 162.0 141.3 534.7 4,685 17.6 558.0 4.3 6.8
........... 164.6 186.5 ...... 723.4 5,206 197. 753.0 4.7 71 --.... . 172.5 240.6 ......... 825.2 5.870 222.1 867.5 5.2 .8...... 183.7 75.0 .......... 86.0 4,658 178.2 $75.0 4.2 9 .819 . 123.7 57.2 .......... 830.3 3,214 123.8 81.6 2.9 9.1
S............ 144.8 3......... 852.8 3101 122.6 819.8 2o9 8.1
S........... 329,4 100.0 ........ 1,.6 8,019 305.0 1,07 .3 6.9 11.

... 402.7 212.9. ... 1 6 1 0,2 402.4 1,399.0 9.1 1 4.
... 307.5 110.9 1.Z 7;,745 291.8 1, 230'1 6.7 143

. 17 2$5.7 128.5 ":........1,1 .8 7676 287. 1,14.9 6.6 11.6524o .0 ......... 1,0.4 5665 217.4 1,074,0 5.0 1o8
.. . 5. 26. 3.5.5 : .6 :0 418.......... 9. 8 87:1 1 .. 38: 5 62 3 6 .6 7

1989.. 187.9 27.7 107.5 407.2 4,47 171.6 4.5 4.2 4,47 ............. 2 90.7 11. 56. 7,268W 276.5 49.1 6.6 7.0
12 045. 542 8 4 3.6

193,..... 9 .7 3. 5 7 3.2 2,207 85 49 2. 4............ 
"...24 . 484 4 51 4 2 .1- 491:. ..... .

7&lvery basis, after unrestricted domestic silose? ludes butter equivalent of a~n droos milkfat; PIK, and purchases under' se, 700, ' ,

rl Iud ' IK cartificestssse., '' • "'
Includes dry whole milk purchases beginning No mbor 1971.
Include buttenryl~ equivae sndeemlftPK n ucae under sec. e. ' 709.
D91 omecsle exceeded purchase, under see. 4(a).

nary.l nFit e u~aa
notadd due t round. ng. n sab.4(s)

Mea Da16 Situation, ERS, USDA,. March 1914.
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EXHIBIT A

[C: EXPORT SUBSIDIES FOR DAIRY PRODUCTS, EFFECTIVE FEB. is, 19741

Subsidy, cents per pound
United New Old
States subsidy subsidy I

Butter with fat content:
78 percent but less t hen 80 percent ............................ 28. 4. 45.47
78 percent but less t hsn 82 percent ............................. 37. 34) 53 4080he percnt but less then 82pret............3.7 3401
82 percent but less tn .5 percent............................ (38.30) 5472 60. 9

-Other:
Not exceeding99. percent (butter oil and ghee) .................. 34.30 54.72 i0.19
Exceeding 99.5 percent (anyydrous mllkfat) ...................... 46.51 72. 237.

rCheese, emmenthal, and gruyere:
Zone D ................................................................... 7.55 23.31)
Austria ............................................................... 16.1 14.66)
Others ................................................................. 33.80 (27.25)

Blue cheese, except Roquefort .................................................. 27.62 (22.71)
Processed chese up to 48 percent fat by weight of dry matter, 33 percent

fat, but less than 38 percent:
Others ................................................................... . 12.19 (9.63)-Processed cheese:
Less than 20 percent fat ................................................... 12.1 9.63
More than 20 percent fat. ................................................... 17.32 (4.23
40 percent fit or more:

Zone D .............................................................. 28.29 (23.91)
Others ....... .......... ...........................................................

kProcessed cheese over 48 percent fat with a dry milk content by weight:
33 percent but less than 38 percent dry matter ................................. 12.19 (9.63)
38 percent but less than 43 percent dry matter ............................ 1.32 (14.23)
43 percent b less thqn 48 percent dry matter .............................. 28. 29 (23.91)
46 percent but less than 55 percent dry matter:

Zone D ................................................................ 17.89 17.99)
Others .................................... .......... 28.29 (23.91)
Switzerland ...... . ............ ........................................ ..........

55 percent or more:
Zone D ....................... .......... .............. 20.79 (17.89)
Others ................. 32.79 (27.91)
Switzerland ...... .......... .... ....................... ......

-Orane PearmiWlee, Rega . 37.17..................... : ........ 7....... 2.
.lore §srdo, pecorino.... :::. ......... ........ .......... 45.38 (36.44)

Cheddar, Chester wiha fat content by weight of dry matter of 50 perCent
or more:

Aged less than 3 mos:
Zone D ................................................. ..........................................
Others_ ............................. ..........................................................

-Aged more than3 nsIo
U.S.S.R. and satellite countries ........................................... 82 (31.78)
Others ..... ............... ................ ........... 2 (31.78)
United States ........ 180.6 (31.78).

"Tilsit with fat content by weight of dry matter over 39 percent up to 48 .........
percent:

Zone D ........................................................................... .....
Switzerland ..... I ......................................................... 6.46 (5.4)
Others . ........................... ................. ... 29.93 (23.9)

* Aslago, Caciocevallo, Provolone, and Rafguseno: r
Switzerland ..... ................................................ 6.46 (5.42
Others. .. ................................................. 29.93 2Cantal, Edamq Fontina, and Gouda:
ZoneD ................................................................... 21.72 (20Zone F.. .............................................. . 6.48 ( 2
Switzerland ............................................................... 29.93
Others...... §.O;.... .............. 4 .................................

Butter Kasa, Italico, Kerham, Saint Paulin Talelo, Saint-Nectaire:
ZoneD ........... ........... .............................................

- ZoneF ............ .................................. .- ... 20.
Switzerland ........... , ................................ ........... 846' (9.4
Others .............. 6.; ........ . . ........... . . . 27:26 (5.48)

-Others, with fat content 19 to 39 percent with a water content up to62
• percent: . ... -,

.Switzerland......... ........ ... ....................... .46 (6 42)
Others. ........................ ..... ............ 46 4.30)"Unspecified cheese, grated or powderq, with 8S percent or tore dry

matter content by weight, over 20 percent fat content by weight, .-
underce pn t7 per enth W ht.t ...................... . 27... ,to8.9penr ent Wi.. ov rted n.. k). ............... . 4 (, 0)

,: :, i er lt UP o ' t fat.. ... . ..... :... ... ,........ ,...... .7 .
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EXHIBIT A

EC: EXPORT SUBSIDIES FOR DAIRY PRODUCTS, EFFECTIVE FEB. 15, 19741

Subsidy, cents per pound

United New Old
States subsidy * subsidy I

Other canned milk with fat content up to 45 percent in containers up to
Over pr ent up to 7 percent fat .......................................... 4 2
Over 7 p rcent up to 8.9 percent fat.................78 (8.29
Over I. percent up toll percent fa................. 9 (6.20)
Over 21 percent up to 39 percent fat ............................. 16.21 (15.98)
Over 45 percent fat... ..................................... .33.87 (33.43)

Milk and cream, canned in 454 grams with sugar (condensed milk):V
Up to 6.9 percent fat ....................................................... 3.98 (2.19)
Over 6.9 percent up to 9.5 percent fat ......................................... 9.76 (7.93)

Nonfat dry milk up to 1.5 percent fat: &
Without sugar in packages up to 2.5 kg ........................................ 5.47 18.76)
Without sugar In ulk...................................................4.31 0 1- Wit sue kddd in pacag up to 2.5 kg,6 ..................................
With sugar added in packags pt . g 5.47 (8.76
With sugar added in bulk ................................................... 4.87 0
To United States (all NFDM) ................................................. 0 ()

Dried milk without sugar (prepared for retail sales):
Over I to 17 percent fat content .............................................. 19.45 (14. 28
Over 17 to 25 percent fat content ............ ...................... 22.69 (17.3D
Over 25 to 27 percent fat content ............................................ 26.81 21.34k
Over 27 to 29 percent fat content ......................--------------------.... 27.83 (22.35)
Over 29 to 41 percent fat content .......... ........................ 27.83 (22.35)
Over 41 percent fat content ......... ............................ 34.11 (29.41)

Dried milk with sugar added (prepared for retail sales):'
Over 11 to 17 percent fat content ............................................. 19.45 14.28)
Over 17 to 25 percent fat content ............................................. 22.69 17. 31)
Over 25 to 27 percent fat content .............................................. 26.81 (21.34)
Over 27 to 41 percent fat content ............................................. 27.83 22. 35)
Over 41 percent fat content ..................................... 34.11 29.41)

1 Change of value for units of account U.C. =U.S. $1.2063 plus increases in export subsidies,
I Countries other than United States, Canada, Mexico, and Puerto Rico.
a As of Jan. 15, 1974.
4 Destined for consumption in this zone.
a 13.13 cents pr pound on bulk and small package, May 14,1973 to July 10, 1973.
'Additional subsidy for sugar to be added.

4.37 or 5.47.
Source of change: EC Brussels 1128, Feb. 21,1974.

EC ExPosr SUBSIY ZONES

SONE A

Burundi Mauretania
Cameroon Niger
Congo (Brazzaville) Central African Republic
Congo (Kinshasa) Madagascar
Ivory Coast Ruanda
Dahomey Senegal
Gaboon Tchad
Guines Afara and Issas
Upper Volta Togo
Mall

ZONE B

Mexico, States of Central and South America, Islands in the Pacific and
Atlantic between 30 and 120 degrees longitude and 30 degrees latitude as well
as the Islands Fernondo-de-Noronha (Cliffs Sao Paulo and Reeas-Atoll), Trini-
dad, Martin Vaz and the Southern Sandwich Islands.

ZONs 0

Asian States east of Iran including the Asiatic parts of the TJSSR and the
Islands of the Indian and Pacific Oceans between 60 degrees and 180 degrees lati-
tude except Australia, New Zealand and Japan.

30-229-74-pt. 8-19
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ZONE D

Spanish Territory of Iberian Peninsula and Baleares.

ZONE E

European territory of United Kingdom and Northern Ireland (including the
Isle of Man and Channel Islands) except Gibraltar.

ZONE F

The territories of the United States situated on the American continent as
well as liawali.

ExIBrr B
IMPORT ACTIONS AND EUROPEAN ECONOMIC COMMUNITY EXPORT SUBSIDIES

(1) 25 million pounds nonfat dry milk authorized entry under Presidential
proclamation 4177 dated 12/30/72:

Pounds
Belgium ----------------------------------------------- 4,155,173
Ntherlands ----------------------------------------- ----- 881,840

EEC total ---------------------------------------- 5,037,013

Posted export subsidy rate at time was .0591 cents per pound.
Total export subsidy at that rate amounted to $297,687.46
(2) 64 million pounds of cheese authorized entry under Presidential Procla-

mation dated 4/25/73:
A significant amount of this cheese came from the Common Market. It is not

possible to determine the exact level of export subsidy payment, however, due
to differing descriptions used by the U.S. and EEC.

(3) 60 million pounds nonfat dry milk authorized entry under Presidential
Proclamation 4216 dated 5/10/73:

Pounds
Belgium ----------------------------------------------- 8241,572
Denmark ---------------------------------------------- 1,170,870
France -------------------------------------------------- 661,380
Ireland ----------------------------------------------- 10,444, 112
Netherlands ------------------------------------------- 14, 241, 716

EEO total ---------- ------------------------------ , 759, 650
Posted export subsidy at the time was .1313 cents per pound.
Total export subsidy at that rate amounted to $4,563,942.80.
(4) 80 million pounds nonfat dry milk authorized entry under Presidential

Proclamation dated 7/18/73:
Pounds

Belgium ---------------------------------------------- 11, 375, 73W
Denmark ------------------------------------------------ 790,080
France ----------------------------------------------- 24,735,802
Ireland ----------------------------------------------- 14,032,100
Netherlands -------------------------------------------- 2,177, 483
United Kingdom ---------------------------------------- 2,653,195

EEC total ---------------------------------------- 55,764,396
Posted export subsidy rate was in state of flux at the time. A rate of .1313

cents per pound was effective until 7/11/73. This was dropped to zero from 7/11 to
7/18 and reset at .088 cents per pound again on the 18th. Shortly thereafter, it
was reduced to zero once again.

At a rate of .088 cents per pound, the total export subsidy paid would equal
$4,907,26.80.
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(5) 100 million pounds nonfat dry milk authorized entry under Presidential
Proclamation 4238 dated 8/28/78:

EEO quota: 40 million pounds. Pounds

Belgium ----------------------------------------------- 14, 862 982
France 12, 438, 354
Ireland ------------------------------------------------ 218, 415
Netherlands ,-------------------------------------------- 82d,161
United Kingdom ....... 2,153,088

EEO Total ---------------------------------------- 40, 000, 000
Export subsidy in effect at this time was zero on bulk shipments.
(0) Presidential Proclamation 4253 dated 10/31/73 authorized the import of

additional butter and butteroil:
Butteroli-226 million pounds total expansion. .

Belgium..............................................
France -----------------------------------------------
West Germany. .....................................
Ireland ----------------------------------------------
Netherlands -------------------------------------------
United Kingdom ---------------------------------------

EEC Total.......................................
Posted export subsidy on butteroil at the time was .3830 cents
Total export subsidy at that rate amounted to $7,835,795.80.
Butter-5 million pounds total expansion.EEC nuota : 24.640.000 pounds.

.rounta
7,881,676
2,589,189

768803

8,089,422
44,800

20,458,997
per pound.

EEO- n 24 ....... 0--00 ....... Pound*
Demark ------------------------------------------------ 2,050,682
France ------------------------------------------------ 2,822,400
West Germany ------------------------------------------ 1,177,473
Ireland ----------------------------------------------- 12,948,993
Netherlands --------------------------------------. 4, 504, 018

EE Total ---------------------------------------- 28, 563, 568
Posted export subsidy on butter (80% but less than 82% fat) at the time was

.3787 cents per pound.
Total export subsidy at that rate amount to $8,805,705.30.
(7) Based on the above, the export subsidies paid by the European Economic

Community on nonfat dry milk and butter shipped to the United States under the
emergency expansions during 1973 totaled $26,410,398.10. This does not Include
export subsidies that were Involved on the cheese import authorized 4/25/18.

Senantor TAL-3ADoE. The next witness is Mr. Robert N. Hampton,
vice president of marketing and international trade, National Council
of Farmer Cooperatives.

You may insert your full statement in the record, Mr. Hampton, and
summarize it, please.

STATEMENT OF ROBERT N. HAMPTON, VICE PRESIDENT, MARKET-
INO AND INTERNATIONAL TRADE, NATIONAL COUNCIL OF
FARMER COOPERATIVES

Mr. HMProi. Thank you, Mr. Chairma n. I appreciate the oppor-
tunity to appear before the committee and to present our views on this
very important legislation. Although our agricultural export position
is strong at present in the farm area, there are& number, of current and
potential problems which can become much more serious if we do not
develop more fair and, effective pet of international guidelines for
trade aidh r6lat issues
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In addition to the long-needed steps for fairer, assured access to
markets, recent shortages and embargoes on food, fuel, and other
important items make it equally urgent that the world's trading
nations agree on a formula for assuring access to supplies.

In order to maintain and to further expand our market opor-
tunities abroad, and to avoid arbitrary and unreasonable impofslton
of embargoes on vital imports or exports from abroad, the United
States needs to negotiate now to improve the code of international
trading rules and to build the institutional framework which encour-
ages prompt consultations on all urgent trading conflicts or crises
which might develop.

The National Council supports H.R. 10710, and we also support the

Mondale amendments or similar steps, in which you intend to make it

very clear that an international trading code should provide for fair

access to supplies as well as to markets.
Agricultural trade barriers are among the most complex-of the non-

tariff barriers to be dealt with under the authority of this bill. In order
for us to be assured that unfair trade barriers are reduced, it is vital
that agricultural issues be dealt with as part of the total trade mone-
tarv investment security issue package.

We urge that this committee vigorously encourage the intent of the
administration to resist foreign efforts to fragment the negotiations,
since the need for farm-product exports is of such urgent importance
for our national welfare.

We are greatly concerned that the language of section 102(c), the
Karth amendment, which was debated so vigorously in the House floor

action, would encourage efforts already being made by Prance and
others to isolate agricultural negotiations from other matters.

While individual sectors of a nation's economy do need to be treated
fairly and their special problems considered, the overall thrust of

section 102.(c), as we read it, goes well beyond that precaution..
Indeed, it miht be said that its spirit is contraditory to a long-

standing principle which is the very rationale for major-negotiations
to reduce trade barriers-namely, that a nation's gain through re-

duction of a foreign barrier traditionally and often requires a re-
ciprocal concession in another area where the foreign country may
enjoy a comparative advantage.

Firthemore, we strongly support the consistent position of admin-
istration and other leading spokesmen that there is no realistic way in
which trade and other economic issues can be considered in a vacuum,
apart from military or other political considerations in today's world.

WVA believe that section 102(c) as it now stands would counter-
productive to our best national interest. Its language and its legisla-
tive history and intent are ambiguous, and have created much uncer-
tainty as to its scope and impact.

Its provision that., to the extent feasible) trade agreements are to be
negotiated on the basis of each product sector of manufacturing would
create endless problems and delays for the U.S. trade negotiator in
the many situations where it is clearly undesirable, to negotiate a sec,
tor-by-sector basis in the national interest.

'Any conclusion of an agreement on a sector basis would only narrow
the scope of remaining negotiations, when our objectivd is to strength-
en our trade balance position through an overall balaiceO onthe broad-
est possible basis-ncluding other economic and political, issues.
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Even though our trade balance is ifMatively good and agricultural
exports have expanded greatly within the past 2 years, largely due
to droughts and increasing influence abroad, we still feel it is im.
portant to negotiate at this time to avoid disruptive threats to the
world trading system in the years just ahead.

While we firmly support world trade expansion, it should take
place within a framework of reciprocal fair play. We are particularly
concerned with those dairy and other import problems which face us
because of foreign government subsidies or other such factors which
would put us at an unfair disadvantage. .

And in view of the fact that our airy industry believesthat it can
compete directly with Europe, I think it is very important that we pro-
tect them by not opening up our markets to a degree greater than
their reducion of their protection and their subsidies that they are
not competing with us unfairly on.

In summary, Mr. Chairman, we support, H.R. 10710 as a constructive
instrument for removing world trade barriers which impede the flow
of goods on a basis of comparative advantage as a means of attaining
fairer trading rules which assure access to supplies as well as to mar-
kets, and as the only practical alternative to trade-disruptive uni-
lateral actions in the face of today's worldwide economic turmoil. We
believe it is vital to our national welfare to avoid the damage to all
which would result from such unfettered trade conflict. _

H.R. 10710 seeks, among other things to further open up foreign
markets for 'U.S. agricultural exports in order to pay for rapidly in-
creasing imports in the energy area. To gain maximum benefits in
agricultural exports, farm trade negotiations must be clearly related
to other trade, monetary, and economic-political considerations.

Thank you again, Mr. Chairman, for the opportunity to present our
view to your committee.

Senator TALMADOE. Thank you very much, Mr. Hampton.
I am familiar with the excellent job that the farm cooperatives have

done in exporting agricultural products. Our favorable balance of
trade last year was in the area of $9 billion. Unfortunately. the diffi-
cultv of itis that we were importing labor-intensive products and ex-
porting products that have relatively small labor content.

Now, do you think that we will continue to export as many agri-
cultural products in the future as we have in the past?

The Soviets are alleged to have a good grain crop this year, you
know.

Mr. HAxmPow. Yes, sir.
I will quote first from the Department of Agriculture's expectations;

their forecast, as you know, is that we will be up considerably in 1974
from the year just ast, up from alproximately the $12 billion level to
somethm like $19 or perhaps $20 billion. Their expectation, based
on their forecasts, are that in the following year, 1975, avricultural ex-
ports might come back to a plateau of about $15 to $16 billion.

As you- know, the forecast for 2 or - years ahead is very difficult to
- make, partly because of the dangers of bad weather in other parts of
the world; partly because we have a considerAble difference of view-
points on the degree of fertilizer shortage. The Department is offi,
cially forecasting about a 5 percent shortage of nitrogen fertilizer,
'ad our membership and most of the fertilizer industry, I believe,h"s
a figure closer to a 15-percent nitrogen shortage.
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Senator TALMADOE. I have found that true in Georgia, too, I might
say, Mr. Ham~pton.

Ur. HAmpTO. 'So it appears from our viewpoint that the Depart-
ment is too conservative in its estimate of nitrogen shortages this
year.

Senator TALMADOE. Would you say that the biggest obstacle to ex-
porting agricultural products is not tariff, but nontariff barriers?

Mr. HAm.PTON. Very definitely.
Senator TALMADGE. How can we cope with those, particularly when

the problem is administrative decisions?
Mr. HAMPTON. Well, they are very difficult to deal with. They are

imbedded in this country-as in other countries-very deeply in do-
mestic policies. The nontariff barriers that in recent years have con-
cerned us most, the kind of barriers that they have in Europe, have
been almost impossible to deal with. The Europeans consider them to
be the very glue that holds their union together. The variable levy is,
of course, the type of trade-disruptive nontariff barrier that I am
focusing on.

I think we have to hope that we can, in today's climate, make some
headway in persuading the Europeans that it is costing them a great
deal in order to continue that kind of a restrictive tariff-that is, the
variable levy barrier.

Senator TALMA1E. That brings me to my next question.
Do you honestly believe the European Common Market will signi-

ficantly liberalize its highly protective common agricultural policy in
this round of trade negotiations?

Mr. HAmPToN. To be candid, sir, I do not feel too optimistic about it.
I do feel somewhat more optimistic that the Europeans can be per-
suaded to reduce the amount of export support they are giving to
certain products; and we definitely hope that can be done in the dairy
field.

I must confess that my feeling about the up-coming round of GATT
negotiations is one of apprehension: in many respects it may prove to
be more defensive than offensive. However, we feel that the threat
of disruption is very great if we do not have negotiations. But I think
in agriculture we must 16ok for modest gains and hope that we can
stabilize in a way that improves our ability to plan and avoid the

severe ups and (lowns that our producers could be subjected to in a
very chaotic world market.

Senator TALMADOE. Now, your organizations favors this bill.
Can you explain the differences of view on this bill between your

association and that of other groups representing farmers, sucl as the
American Farm Bureau, the Grante, and the Farmers Union?,

Mr. H4 PWTON. I am not sure what specific points yoit refer to. We
certainly have been consistent with all of those groups from the stand-
point of hoping that we could set up an improved set of international
trading rules which would provide reduced barriers and give us still
greater opportunities to produce and to export abroad in very sub-
stantial amounts. So I do not believe that we have any significant
differences with those organizations.

Senator TAr, A' ' . Thank you, Mr. Hampton.
Senator HansenI
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Senator HAxsEx. Mr. Hampton, there has been a lot of concern
expressed in the West in the last couple of years over agriculture's
ability to export without a clearer deflniti6n or a redefining of the role
that labor will play. I refer specifically to the inability of farmers,
grain farmers particularly, to get loaded wheat that had been sold;'
a lot of it was going to Russia and other countries. It was stacked up
on the ground throughout much of the West simply because there
was a dock strike in progress on the west coast.

Does this pose a problem in your judgment, with regard to agri-
culture's ability to compete with nations around the worldI

Mr. l lA~rpmx. Senator Hansen, as you know it has been a very
difficult problem in past years when there were alternate sources of
supply. In one sense, I suppose our problem is less now that we are to
a greater extent the source of supply which Japan and other markets
must rely on. There are two phases of the transportation problem
which we are deeply concerned with. First, the disruptions that come
from the kind of labor disturbances 'that you have mentioned, and
which we have been active in trying to overcome. Next, the mechani-
cal problems that we have in our transportation system. For example,
lack of adequate freight cars, and need for better coordination within
the transportation system to get the most efficient use out of the
freight cars. We have a man on our staff who is working full time on
those problems, as I think you are aware.

Senator HATOsP,. You mnentioned in your statement that efforts to
tie U.S.S.R. trade opportunities to the ability of the United States
to demand fully open immigration for Russia, as required by the

"Vanik Amendment to the Trade Reform At of 1978, might be
counterproductive if preased too far.

A few weeks ago, I think, only a few weeks ago, Secretary Kiss-
inger, in testifying before this committee, expressed a similar con-
cern that I suspect motivates the statement on your part. I think his
feeling was that on balance, when we consider all of the advantages
that he believes, if I read him correctly, could accrue to the United
States through a more liberalized trade posture between us and the
nonmarket economies, ns we euphemistically call them these days,
were more important than the insistence at this time on a changed
internal position by the Soviet Union with repsect to the immigration
of certain minorities.

Do I infer correctly from this statement that I have just read of
yours that you feel that there are some balances and some trade-offs
that oucrht to be considered also?

Mr. HAmPro'. Well, I think our fear is that if we demand too much,
we lose the leverage that we have. We agree with the thrust and the
objective of a more open Russian society, and with the feeling of Con-
gress that we ought to maintain pressure on Russia to keep a more open
policy with regard to their emigration. But I think here we have to
be very very careful and we have to develop the kind of arrangement
or understanding between Congress and the administration that per-
mits the Senate and the Congress to maintain an oversight and to
assist the President-I think he needs the kind of continuing pressure
that Congress can give. But I fear that the language as it comes out
in the Vanik amendment is a bit strong and that we have to do this in
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a more subtle and diplomatic way. And we are hopeful that some other
arrangement of that sort can be found.

Senator HANSEN. One of the Members of the Senate has introduced
a resolution-I believe it has been introduced-which would withhold
most-favored-nation treatment to any country which jammed foreign
broadcasts by the United States, with reference made specifically to
Radio Free Europe, I think. The rationale behind this resolution is
that understanding by the Russian people is basic to any lessening of
tensions, and that if the Russians jam our broadcasts, we ought to dleny
them any loans, and deny them other measures contemplated in most-
favored-nation treatment.

Do you share that view I
M& IaAPToN. Well, I would view that very much as I would the

-- Vank amendment. I think we are treading on over delicate ground
when we attempt to dictate the internal policies of any country in that
regard. I think we should handle it carefully. I would agree with the
goal of attempting to move in the direction in keeping pressure on the
Russians to do that, keeping this as something over their heads, so to
speak. But I think it would-be dangerous to put it too bluntly, that is,
in a specific legislative threat to withhold MFN if the U.S.S.R. does
iot do exactly what we demand.

Senator HrANcsEN. Thank you, Mr. Chairman.
Senator TALMADOGE. Senator Packwood.
Senator PAOKWOOD. You make reference to section 102(c) and the

Karth amendment. How did this bill read as it went irto the House,
and what would you like 102(c) to say? '

Mr. HAmPTON. Well, 102(c) is really an insertion in the House,
within the committee-you mean the administration bill that went in
the House?

Senator PACiWOOD. Right.
Mr. HAMPTON. It did not include this reference, this concepf of

sector-by-sector negotiations. I would say we have to consider the
special needs of trade sectors, but we should not put the burden of
proof on the negotiator to demonstrate each time that it is not feasible
for him to negoiliate on a sector basis.

Senator PACKWOOD. There was no separation of the manufacturing
sector and the agricultural sector as it went in from the administration,
is that right ?

Mr. Hx\mPTO. No, and there is a great deal of ambiguity as to how
it came out. I do not think the language of the bill indicates that agri-
culture is, to be dealt with as a separate sector. In other words, any
sector within manufacturing could be treated separately; but agri-
culture is not referred to in that way in the language of the bill itself.
However, in the legislative history,"in the report and also in the floor
debate, it was claimed by some that what the committee intended was
that a sector approach should also be used-within agriculture.

And so I think there is a great deal of ambiguity, and this section
needs a considerable amount of work.

Senator PACKWOOD. To the best of your knowledge, does that view
represent the general agricultural community ?

'Mr. HAMpoT. Well; I would not profess to speak for the general
agricultural community although I know that the people in the various
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groups that I have talked with agree with this feeling. And I -have
talked to perhaps 10 or more of the major national groups' representa-
tives here.

Senator PACKWOOD. Thank you very much.
Senator TALMADGE. Thank you very much Mr. Hampton.
[The prepared statement of Mr. Hampton fbllows :]

PREPARED STATEMENT OF ROBERT N. HAMPTON, VICE PRESIDENT, MARKETING &
INTERNATIONAL T EAD OF THE NATIONAL COUNCIL OF FARMER COOPERATIVES

I am Robert N. Hampton, Vive President, Marketing and International Trade
of the National Council of Farmer Cooperatives. The National Council is a
nationwide federation of farmer-owned businesses engaged in the marketing of
agricultural commodities or the purchasing of farm prodtittion supplies, and of
32 state cooperative councils. The cooperatives making up the Council are owned
and controlled by farmers as their off-farm business operations.

We appreciate the opportunity to appear before this Committee and present
our views on this very important legislation. Although our agricultural export
position is strong at present, there are a number of current and potential prob-
lenis which can become much more serious if we do not develop a more fair and
effective sot of international guidelines for trade and related issues. In addition
to the long-needed steps for fairer, assured access to markets, recent shortages
and embargoes on food, fuel and other Important items make it equally urgent
that the world's trading nations agree on a formula for assuring access to sup.
plies. In order to maintain and to further expand our market opportunities
abroad, and to avoid arbitrary and unreasonable imposition of embargoes on vital
imports, the United States needs to negotiate now to improve the code of inter.
national trading rules and to build the institutional framework which encourages
prompt consultations on all urgent trading conflicts or crises which might
develop,

The National Council supports H.R. 10710,. the "Trade Reform Act of 1078,"
to give the President negotiating authority to reduce trade barriers and, if
necessary, to impose appropriate restraints against foreign harriers which ale
"unfair" or which create undue disruptions, such as payments hunlance or
other economic maladjustments. We also support the Mondale amendment or
similar steps which are intended to make it unambiguously clear that an inter.
national trading code should provide for fair access to supplies as well as to
markets. We believe it is important this legislation be acted on promptly In
order to enhance our credibility in dealing with our major trading partners in
the GATL' multilateral negotiating round now being initiated. We are already
involved in a series of important bilateral trade visits and talks, and our nego-
tiators' ability to deal effectively with issues under discussion depends sub-
stantially on an-indication of the Congress' will to move toward more equlfible
international "trading rules" for more open world markets and access to supplies,

We believe the President requires a broad authority In order to negotiate
effectively with foreign nations. Both the language of the Trade Reform Act and
the statements of Administration spokesmen have made it clear that we plan to
gain -mM -open world market access not only through reciprocal reduction of
barriers .bot also through stronger authority to deal with practices which are
unfair or illegal under the General Agreement on Tariffs and Trade. Titles II,
and" III represent a substantial response to major concerns of labor and other
groups who fear unfair competition from abroad, although we believe that ad.
justment assistance for both firms and workers might be liberalized as part of
a more comprehensive program to make industry-wide adjustments before a
crlsiq stage is reached.

Agricultural trade barriers are among the most complex of the nontariff bar-
riers to be dealt with tinder the authority of this bill, In order for us to be
assured that unfair trade barriers are reduced, it is vital that agicultural Issues
be dealt with as part of the total trade-monetary.investment.security.political
issue package. We urge that this committee vigorously encourage the intent of
the Administration to resist foreign efforts to fragment the negotiations, since the
need for farm product exports is of such urgent importance for our national
welfare.
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We are greatly concerned that the language of Section 102(c), the "Karth
amendment" which was debated so vigorously in the House floor action, would
encourage efforts already being made by France and others to isolate agricultural
negotiations from other matters. While individual sectors of a nation's economy
do need to be treated fairly and their special problems considered, the overall
thrust of See. 102(c) goes well beyond that precaution. Indeed, it might be said
that its spirit is contradictory to a long-standing principle which is the very
rationale for major negotiations to reduce trade barriers--naiaely, that a nation's
gain through reduction of a foreign barrier traditionally -and often requires a re-
ciprocal concession in another area where the foreign country may enjoy a com-
parative advantage, Furthermore, we strongly support the consistent position of
Administration and other leading spokesmen that there is no realistic way in
which trade and other economic issues can be considered in a vacuum, apart from
military or other political considerations in today's world.

We believe See. 102(c) as it now stands would be counterproductive to our
best national interest, Its language and its legislative history and intent are
ambiguous and have created much uncertainty as to its scope and impact, Its
provision that "to the extent feasible" trade agreements are to be negotiated
on the basis of each product sector of manufacturing would create endless prob-
lems and delays for the U.S. trade negotiator in the many situations where it
is clearly undesirable to do so in the national interest. Any conclusion of an
agreement on a sector basis would only narrow the scope of remaining negotia-
tions, when our objective is to strengthen our trade balance position through
an overall balance on the broadest possible basis-including other economic and
political issues, We believe that our dairy interests would also be best served
If they were considered as part of the broadest possible package of negotiations.

One of the most effective statements regarding the importance of US. agri-
culture in international affairs was the feature article "Can Agriculture Save
the Dollar?" in the March 15, 1978, Issue of Forbes Magazine. This article
says:

The U.S. has lost, probably forever, its edge over Western Europe and
Japan in manufacturing efficiency and technology. At the same time, it is
burning imported oil at an evermounting rate. Question: How do you pay for
the oil if you can't export enough manufactured goods?

That's where farming comes in. The U.S. is fast exhausting its once.
plentiful natural resources. But there is one natural resource that, if
cared for, never becomes exhausted: farmland. The U.S. has the acreage,
the climate and the potential surplus over its own needs to become the
granary of the world ...

The Nixon Administration is betting on agriculture to save the dollar.
For if oil is essential for industrial civilization, food is necessary for life
itself. Food is, potentially at leabt, the most priceless of all natural resources.

The U.S. last year ran a balance-of-trade deficit of $0.8 billion. On top of
the current woeful situation, the future seems impossibly bleak: By 1980,
under not overly pessimistic projections, the U.S. could be laying out $18
billion to pay for imported oil, compared with a $4.2 billion payout in 1072.
If things were to stay the same, this would imply a potential trade deficit of
$20 billion and international bankruptcy for the U.S.

Agricultural exports already are one of the few bright spots in the U.S.
- trade picture. In fiscal 1978 (the year that ends June 80), the U.S. will export

$11.1 billion worth of agricultural products. It will import, estimates the
Department of Agriculture, $6.8 billion. After subtracting $1 billion of
foreign-aid-type foodstuffs from the export total, that still leaves a healthy
$8.8 billion cash trade surplus in agriculture-largely balancing the deficit
in oil.

The Japanese can manufacture as well as we can. They cannot farm as well
as we can. The American farmer is not a lone man standing in the field, It
would be more accurate to describe him as the human operative of a system
of industry, technology, and capital that has taken the natural resource of
the abundnnt land and made it yield a hundredfold. "Our advantages go back
100 years," says Carroll Brunthaver, Assistant Secretary of Agriculture for
Intentional Affairs. "They center in our educational system, Our farmers
aro educated. The infrastructure--the roads, railroads, Irrigation systems-
nil are there. We have an organized market and an industrial complex that
supports the farmer."
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These investments may now be at the payoff stage. Growing income over-
seas means meat iA the diet: That is the bright hope of the U.S. balance
of payments.

Meat, that is, shipped as grain. Just as the U.S. raises more meat animals
than anyone else, it also raises more of the feed grains that fatten these
animals. Who can raise corn like the U.S.? For the protein supplement soy-
beans, the U.S. soil and climate are ideally suited, and the U.S. grows 70%
of the world's supply. Wheat, which we think of as food grain, is also a feed
grain around the world, and the U.S. stands ready even now to export up
to 1 billion bushels a year of it. In short, it is foodstuffs for meat animals
that is the U.S. long suit in international 'trade. Remember, it takes eight
pounds of feed to produce one pound of beef, seven to produce one pound
of pork.

Even though our trade balance is relatively good and agricultural exports have
expanded greatly within the past two years, due largely to widespread drouths
and shortages in the world's other major grain-producing areas andto increasing
affluence in other nations, we feel that it is still important to negotiate at tits
time to avoid the disruptive threats to the world trading system in the years just
ahead. Recent skyrocketing of petroleum prices, tight supplies of foods, fertilizers
and other vital commodities, world wide inflation and other pressures have in.
creased the threat of abrupt unilateral trade or monetary actions which could
trigger a series of retaliations and counter-retaliations that might completely
disrupt world political as well as economic relations, This is why negotiations
should not be delayed in seeking an improved code of fair trading rules and
strengthening international institutions for continuing consultations and nego.
tiations or procedures for settling trade disagreements.

While we firmly support world trade expansion, it should take place within a
framework of reciprocal fair play. We are particularly concerned with those
dairy and other import problems which face us because of foreign government
subsidies or other such factors which put us at an unfair disadvantage. Many
U.S. dairy leaders firmly believe the U.S. dairy industry is as efficient as that
of Europe. If this is correct, then our interests can be protected by removing
European dairy supports, subsidies, etc., to an extent equal to any reducing of
our harriers to foreign dairy products.

The National Council endorses the concept of strong congressional and indus.
try advisory groups to observe closely and assist in the upcoming round of inter-
national negotiations. We believe that private sector advisory activity as out.
lined in Title I, Section 135 should be encouraged on a continuous basis throughout
the negotiations. This would be a most practical way of assuring that the benefits
of private sector trade expertise is fully available to our negotiators: and close
liaison between appropriate congressional committees and the Office of the
Special Trade Representative would also help assure that Congress understands
the pressures under which our negotiators operate and the rationale for agree-
ments reached, We strongly support the principle of Congressional oversight
and veto prerogatives over non-tariff barrier agreements.

We want to express our firm opposition to the Burke-Hartke bill (S. 151)
which would establish sweeping and dangerous unilaterally imposed import
quotas. Our credibility in seeking more open world markets would be seriously
damaged if such legislation were to be passed. The road to greater world pros-
perlty and peace is through more serious and more effective efforts in Inter-
national consultations and negotiations-not In arbitrary and ill-advised uni-
lateral action.

Efforts to tie USSR trade opportunities to the ability of the U.S. to demand
fully open emigration for Russia, as required by the Vanik amendment to the
Trade Reform Act of 1978, might be counterproductive If pressed too far. We
are hopeful that a suitable means can be found to enable the Congress to en.
courage and assist the President in bringing pressures for a more open USSR.
However, as it now stands, we risk reducing rather than improving our ability
to influence the USSR if we are too adamant on our "all or nothing" approach.

Since the role of our chief trade negotiator is so vital to our success in
achieving our trade goals, we hope that Congress will in every possible way
assist tn maintaining the stature and prestige of this office as that of the Presi-
dent's Special Trade Repreesntative. We believe this office should have more,
not less authority for developing and coordinating our foreign trade policy. We
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especially commend this office for its long-standing receptiveness to hearing agri-
culture's problems and for perceptiveness in relating agricultural trade to other
issues.

In summary, we support H.R. 14710 as a constructive Instrument for removing
world trade barriers which impede the flow of goods on a basis of comparative
advantage, as a means of attaining fairer trading rules which assure access to
supplies as well as to markets, and as the only practical alternative to trade-
disruptive unilateral actions in the face of today's worldwide economic turmoil.
We believe It is vital to our national welfare to avoid the damage to all which
would result from such unfettered trade conflict.

11.R. 10710 seeks, among other things, to further open up foreign markets forU.S. agricutural exports in order to pay for rapidly Increasing imports in the
energy area. To gain maximum benefits in agricultural exports, farm trade
negotiations must be clearly related to other trade, monetary and economic-politi-
cal considerations.

We appreciate the opportunity to present our views to this committee.
Senator TALMADGE. Our next witness is Mr. William J. Kuhfuss,

president of the American Farm Bureau Federation.
We are delighted to have you with us, Mr. Kuhfuss.
Mr. KIHruss. Thank you, Mr. Chairman.
Senator TALMADGE. You may insert your full statement in the record

and summarize it, sir.

STATEMENT OF WILLIAM 3, KUHFUSS, PRESIDENT, THE AMERI-
CAN FARM BUREAU FEDERATION, ACCOMPANIED BY DONALD
E. HIRSCH, STAFF, THE AMERICAN FARM BUREAU FEDERATION

Mr. Kmwiuss. Thank you, Mr. Chairman.
American agriculture has an important stake in a high level of

mutually advantageous world trade. Exports represent a significant
part of the total market for our agricultural production, and have
a favorable effect on the fiet incomes of not only the producers of the
commodities exported but also the producers of other commodities.

Urban families, as well as farm families. have a stake in continua-
tion of agricultural exports at a high level. Higher per unit produc-
tion costs for farmers mean higher food and fiber costs for all con-
sumers. Lower net incomes for farm families reduce their expenditures
for goods produced by industrial workers. And reduced agricultural
exports would mean lower incomes and fewer jobs for workers now
employed in transportation and other export-related industries.,

Farm. bureau vigorously supports H.R. 10710, the "Trade Reform
Act of 1973," and urges you to report out an amended version of the
bill at the earliest possit le date. This bill is 151 pages long, and our
written statement also is rather lengthy.

We have listed 11 specific changes that we believe would improve
the bill. I would like to focus your attention on five basic issues.

The bill provides for conducting trade negotiations on a product
sector basis. This is an unsound negotiating technique, and the levsults
could be disastrous for agriculture. We urge you to add a provision
that explicitly would direct the President and the U.S. negotiators
to conduct joint negotiations on agriculture and industrial products.
We are convinced that negotiations on trade problems in the agricul-
tural and industrial sectors should be conducted jointly, not sep-
aratelv. The concept of joint negotiation is a fundamental element of
the international trade negotiating process.
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Nowhere in the bill is there a provision explicitly banning U.S.
participation in international commodity agreements whjh would
allocate markets or provide for tile establishment of minimum and
maximum prices. A provision of this kind is greatly needed. Interna-
tional commodity agreements, which seek politically to determine
markets, reduce opportunities for U.S. farmers to compete in world
markets and, consequently, reduce farmers' incomes.

The bill now provides that countervailing duties need not be ap-
plied if the United States imposes quantitative limitations on imports
or if quantitative limitations on exports to the United States are
imposed by the foreign country. This provsion should be deleted or
at least amended to exclude agricultural commodities.

Recent Presidential proclamations have made certain import quotas
almost meaningless. When a foreign supplier country provides sub-
sidies-or other incentives having the effect of subsidies-on the com-
modities exported to our country, this constitutes an unfair trade
practice. We are -prepared to meet fair competition, but oppose sub-
sidized competition.

The bill also provides that the Secretary of the Treasury would
have 1 to 4 years of discretion, depending on circumstances, to with-
hold.application of countervailing duties. We see no valid reason for
'placing countervailing duties for agricultural commodities on the
negotiating table.

We support the extension of nondiscriminatory treatment in trade
to the nonmarket economy countries when this is in the interest of
our country. We recommend that extension of such treatment not be
contingent on reduction or removal of domestic restrictions on emigra-
tion of their citizens. We are concerned about our national objectives
in the area of human rights, but believe our country can be most ef-
fective in that area, andin trade negotiations, if the two unrelated
areas are handled separately.

The bill contains a provision relating to. generalized tariff pref-
erenees for products imported from developing countries. We recom-
mend deletion of the entire title in the bill because this provision
would violate the basic principle of nondiscriminatory treatment.

Senator, those are our condensed remarks related to our testimony.
We appreciate very much the opportunity of presenting our statement.

Senator TALMADOE. Thank you very much for your statement,
Mr. Kuhfuss.

Can you estimate how much of the dollar market for agricultural
products we have lost because of the Common Market's variable levy
systemI

Mr. Kurtivss. I do not have a figure at hand. No, I cannot estimateit.
Senator TALMADOGE. Can you supply it for the record ?
Mr. KuHuss. We can develop some pertinent information to com-

ply with your request.
Senator TALMADOE. I have got several other questions I think you

will not be able to answer off the top of your head, Mr, Kuhfuss, but
I would appreciate your supplying them for the record.

Mr. Kutixrss. We will be happy to if we can,
Senator TAMDEo. Now, can you break it down by products over the

period 1964 through 1978? Would you also supply with the average
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annual tariff equivalent of the variable levy for grains, and break that
down into the category of wheat, corn, sorghum, barley and also for
broilers--chickens, turkeys, and so forth-and meat products.

[The following was subsequently supplied for the record:]
The questions posed by Senator Talmadge are timely and directed toward

development of information that can be highly significant during the upcoming
multinational trade negotiations.

Intensive and extensive research analyses would be needed to provide complete
answers to these questions. Insofar as we have been able to determine, no
research reports that deal with these questions in depth have been published in
recent years by public agencies or private institutions, In the brief period (9
calendar days) allowed for development of our answers, it has not been possible
for us to assemble all of the information needed.

The Poreign Agricultural Service, U.S. Department of Agriculture, cooperated
with us to the maximum extent possible within the limited time period. It
gathered the data presented in the accompanying tables, and assisted in evalua-
tion of them. The responsibility for preparing this statement was ours, however.

VOLUME OF EXPORTS TO EUROPEAN COMMUNITY ORIGINALL SX MEMBERS)

In a report published about five and one-half years ago,1 the author estimated
that the average annual loss in U.S. agricultural export sales to the European
Community (E.C.) as a result of the adoption of the Common Agricultural
Policy (C.A.P.) was $150 million to $200 million during the period 1958 through
1065. It was also estimated that the annual loss would rise to $215 million to
$265 million by 1970.

These figures suggest that the total loss to the U.S. as a result of the O.A.P.
during the sixteen year period, 1958 through 1973, might have been in the
neighborhood of $8 billion or more. We must emphasize, however, that we do not
at thin time have sufficient information to enable us to make a scientific extra-
polation of the data.

Tables 1 and 2 included herein provide some information concerning our agri-
cultural exports to the E.G. in terms of dollar volumes,

U.S. commercial agrloultural exports to the B.C. in the period 1968/69-1971/72
were 58.1 percent higher than in the period immediately preceding adoption of
the C.A.P. (See Table 1.) A like comparison for commercial exports to other
countries shows an increase of, 10e,4 percent. The C.A.P. undoubtedly played a
significant role in accounting for this difference.

If U.S. commercial agricultural exports to the E.C. had risen at the same rate
as those to the rest of the world, a market would existed in the EC. for addi-
tional U.S. commodities valued at over $1.5 billion.

Similarly, during this period of time, the U.S. commercial agricultural exports
to the E.C. that were subject to variable levies rose less than half as mucb-81.0
percent versus 64.2 percent-as those not subject to variable levies, (See Table
1). This dramatically supports the conclusions that the variable levy systenl has
been a special deterrent to imports of the U.S. agricultural commodities qubject
to that system.

It is particularly disturbing to note that U.S. commercial agricultural exports
to the E.C. under the variable levy system actually dropped 16.8 percent during
the period from 1902/88-1968/67 to 1068/69-1971/72. During the same period our
commercial export sales to other countries gained 27.8 percent. (See Table 1).

The break-down by major commodities, in dollar volumes of exports to the E.C.,
is shown in Table 2. In comparing exports in 1068/69.1971/72 with those in
1962/63-1966/67, it may be noted that declines occurred for feed grains, poultry,
cotton, tallow, fruits and preparations, vegetables and preparations, and certain
unclassified commodities.

We have not been able to give a truly definitive answer to this question, but
hope that our reply will stimulate comprehensive research in this subject area.
There are many variables to which careful attention should be given.

AD VALOREM INOIDENOE OF VARIABLE WORT LVIES
The average annual ad valorem incidence of variable import levies for desig-

nated commodities in recent years is shown in Table 8.
Krause, Lawrence B. Buro G", eoHOWO InZtrG06lou and te Ut" Sates. The Brook-

ings Institution, Washington, D.C. 1968.



1007
TABLE I.-U.S. AGRICULTURAL EXPORTS: TOTAL WORLD AND TOTAL TO E.C. (EUROPEAN COMMUNITY), AVERAGES

AND PERCENTAGE CHANGES, SELECTED PERIODS OF 4 FISCAL YEARS

Average (million dollars)-

(3)Under th
(2) common

Transitonal agricultural
(1) under the policy

Prior to he common after the Change from (percent)-
agricultural agricultural transitional

Item policy policy I period I (1) to (2) (2) to (3) (1) to (3)

Total, U.S. agricultural exports.. 4,4 6, J 6,1A 37.5 12.7 64.9
Noncommercial-World .............. 1,394 1,.441 ,7 3 -2.4
ComiericaI-European Community... 100 53 " i5

Voarlablt levy items .............. 1 G 134 444,I mvy .......... 67 8 24. 
CommercIl!-Others ............. 2, 057 3,322 4, 245 ,61. 1

European Community:
Commercial, as percent of total ............................... 33. 29.
Variable as percent of total ................................ 33.4 38. A
Nonvarlable as percent of total. .. ...................... 6.6 61.1 71.4

, Prior to the C.A.P.: 1957-58-1961-62.
t Transitional under the common agriculturl policy: 196243-19 667,
a Under the common agricultural polIcy after the transitional period: 198-69-.1971-72,
Source of data: Foreign Agricultural Service, U.S. Department of Agriculture.

TABLE 2.-U.S. AGRICULTURAL EXPORTS: TO EUROPEAN COMMUNITY; DESIGNATED COMMODITIES, AVERAGES,
SELECTED PERIODS OF 4 FISCAL YEARS

fin millions of dollar

Average

Under t"a
common agrl-

Transitional cultural polic
Prior to the under the after th

common agri. common gri. transitional
Item cultural policy t cultural policyI period s

Feed grains.. .......................................... 205 367 324
Wheat, Including flour ...................................... 82 74 75
Rice ....................................................... 9 15 24
Poultry .................................................... 23 7 12
Other ...................................................... 20 51 9

Total variable levy Items ............................... 339 534 444
Oilseeds (mostly soybeans) ................................... 112 242 40
Oilcake and meal............ ...... 1 98go21
Tobacco ........ ................................ 88 114
Cotton, excudlng I(nti r: ........... ....... .." . 209 109 41
Corn by products, foo ........................... 1 12 34
Variety mets .............................................. 13 30 41
Tallow. ......................................... 362
HIdes and skins.... .................................. 22

Suits and preparations .......... * ........................... 55 68
eetatbles and preparations .................................. 114 26 19
Other ..................................................... 18 87 9

Total nonvarlable levy Items ............................ 676 841 1,110

Total ................................................ 1,015 1,375 1,554

1 Prior to the common agricultural policy: 1957-58-1961-62.
Transit onal under the common arlicultural rlicy: 1962-62-196647.

sUnder the common agricultural polIcy after the transitional period: 1968-69-1971-72,
Source of dat: Foreign Agricultural Service, U.S. Department of Agriculture,
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TABLE 3.-U.S. AGRICULTURAL EXPORTS: TO EUROPEAN COMMUNITY; DESIGNATED COMMODITIES, AVERAGE

ANNUAL PERCENT AD VALOREM INCIDENCE OF VARIABLE IMPORT LEVIES, RECENT MARKETING YEARS

Marketing year I
Item 1967-68 1968-89 1969-70 1910-71 1911-72 1972-73

Nondurum wheat ................... 89 95 114 89 1 42
urum........................ 1 I a 8 9wor"n.. ,...................... .. 41 76
arie ............................ 6 97 1 46

7? ?JI 870 78 72 108iRy ... yI..... ... ............ NA 3s 31 3
Woefrss.......... NA 28 27 24 26

ItGains: 12.mo period, August through July. Poultry: 12.mo period, February through January.
Source: Foreign Agricultural Service, U.S. Department of Agriculture.

Senator TALMAW.E. I think the biggest problem we have in, agricul-
tural exports as you know probably-better than I is not tariffs, but
quotas and the variable levies and the nontariff discriminatory mat.
ters-frequently administrative decisions-there is no way to get a
handle on them. I think this Trade Act must deal with that if we are to
get agricultural products a fair break in trade. Unfortunately our pre-
vious negotiators, I do not think, have done a very good job for agri-
culture-and I have told them so-and I share your recommendation
fully. These negotiations ought to be joint, manufactured products
as well as agricultural products, not isolate us into one category at one
time.

Mr. KuHruss. Senator, if I may comment. Back in the Kennedy
Round of the GATT negotiations, ihe United States started reducing,
or trying to reduce, tariff and nontariff barriers. We are still firmly
in favor of going in the direction of reducing barriers. We were lead-
ers at that time in this area, and I think that we have made some prog-
ress, but I think we have got a long, way to go. And the very. thing
that you just mentioned about varable levies or the other means of
establishing and holding price are difficult to handle, but they are
areas that we must work in because most of the countries of the world
are trying to manage their production and their prices politically.
Our trade philosophy is that products should be produced in the world
wherever, in the long run, they can be produced of highest quality and
at lowest prices. And we have some great advantages in this because
we have lots of resources, we have good capability, and we have good
knowhow in production; we can compete.

Senator TLMADOK. Thank you, Mr. Kulf uss.
Senator HansenI
Senator IAsrm. Mr. Kuhfuss, do you have iny concerns about

the thrust of some of the recently passed legislation dealing with fer-
tilizers, pesticides, herbicides, one thing or the' other that have been,
at least in my judgment, effective in increasing our agricultural out-
put and production in this country over the several years ?

And ram wondering if you are concerned that we could go too far
in prohibiting the uses of anything that could get into the water and
could bring about a deterioration in the quality of the water, as far
as it has been spelled out by some of the NEPA legislation I
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Mr. Kviyuss. Well, Senator, we are very concerned about these
areas. We in r.iculture are as concerned ubott not using excessive
amounts of pesticides as anyone. First, we have to pay for these com-
modities we use. Second, we are likewise consumers and we are con-
cerned about the cost of our food. Many of our applications of pesti-
cides and fertilizers have greatly reduced the total cost of foodpro-
duction. Some persons have expressed the opinion that such chemicals
are detrimental to the health of the people; we ought to base judgments
upon facts and not upon emotion. And we think that too many times
consumers are too readily moved to base judgment on emotion rather
than upon fact.

We think that there has not been definite proof in some of these
areas as related to a possible adverse impact on human health. And
we are very concerned and we want to try to get an appraisal. This is
a subject for a lot of discussion, and we are greatly concerned.

Senator HANSEN. In my State of Wyoming, our agricultural econ-
omy, insofar as the production of crops goes,largely is in response to
our irrigating economy, as I am sure you-know. Some of the standards
that have been set up for irrigation are frightening to our farmers,
and I am concerned that if we adhere right to the letter of all the
environmental protection laws which have been passed, we could
be in trouble.

I recall a couple of years ago, when there was an outbreak of the
tussock moth-and I do not mean to get over into Senator Packwood's
area-but I was disturbed that it took the Environmental Protection
Agency as long as it did to conclude finally that some means of con-
trol was necessary. If this same attitude should characterize further
management of that important division of Government, it occurs to
me that the surpluses, with less and less land contributing more and
more, could one day be a thing of the past in this country.

Mr. KTHFYSuS. it s a possibility. I have not been one who has been
fearful of not being able to produce. My problem and my concern have
been that we have not been able to produce at the economic levels that
have been provided in some instances. When we get an adequate eco.
nomic return, we have been in effect skimming off easily acquired
resources. You mentioned water-and you people in the western area
have greatly appreciated water, better than many of the rest of us--
but you have water that is every year causing tremendous damage
through flooding. Usable fresh water is lost when it gets into the
ocean; sometime or other we are going to divert that and use it. on
some of the arid lands. This is going to take some economic incentives
in order to get that job done. If the economics are right, I think the
opportunities for increased production are tremendous.

I am also concerned about strigent regulations for clean water. We
want clean water, but some of these regulations are impossible, as you
understand wh6 know agriculture and how it has survived. We in agri-
culture are greatly concerned with the conservation and the preserva-
tion of lance, water and other resources. Here again we must use good
judgment, and not emotion, in order to get the right answers.

enator HAnsN. Thank you, Mt% Chairman.
Senator TAmADGo, Senafor Packwood.

30-229-74-pt. 8-20
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Senator PAONwoon. In your statement you say the elimination of
section 402 of this bill wold not mean an erosion of our support for
the recognition of basic human rights. On the contrary, our national
objectives in this area could be sought more vigorously and clearly in
other ways if they are not forcibly interjected into trade negotiations.

What are some of those other ways ? _
Mr. Kuim.ss. I have Don Hirsch with me, our staff person who

works in the international trade area. Would you allow me to have Mr.
Hirsch comment on this?

Senator TALKADO. Certainly.
Mr. KUHFUSS. Thank you, Senator.
Mr. HIRsoH. Mention was made earlier this morning of Dr. Kis-

singer's activities. This sort of diplomatic approach perhaps is more
effective than trying to put a club into the trade bill. in other words,
there is a problem with respect to the U.S.S.R. saving face; perhaps it
can save face and make some additional concessions through informal
discussions with Mr Kissinger that it would not make ff we had a
specific provision like section 402 in this trade bill.

We do not have the solution to the U.S.S.R. emigration situation but
we do think that our national commitments to (I) detente and freer
trade, and (2) individual human rights, can be attained most effective.
ly if the two are separated.

Senator PAOCMwooD. I sense a certain willingness of everybody who
testifies to write off this provision because it is allegedly a nongermane
part of the bill-and it probably is non-germane--but it kind of re.
minds me of the argument about racial discrimination: Do not take
care of it in education and do not do it in housing because that is a
building problem, not a racial problem. I am just curious, when we get
to this emigation problem of Soviet Jews, what is the best tool. Do
not put it in the trade bill do not bring it up in the SALT talks. Do not
put it in this bill or that bill. How can we act beyond just words.

Mr. HIRsoH. Well, since it is not an international issue in and of
itself-in other words, it is a domestic policy of a foreign government-
even though we condemn it, it would appear that there is some other
way to tackle the problem of emigration restriction that would be
better than a provision in the trade bill.

Senator PAOWOOD. I have no other questions.
Senator TALMADor. Thank you very, much, Mr. Kuhfuss. We ap-

preciate your excellent testimony and your contribution.
[The prepared statement of Mr. Kuhfuss follows. Hearing continpeson p, 1017.]

PRUnA)ED STATEMENT OF TH AMErsOAN Fau BUREu FxaATiON,
PRESENTED BY WILLIAM a. Kunruss, PMRsNT

ummorv

American agriculture has an Important stake in a high level of mutually ad-
vantageous world trade. Exports represent a significant part of the total market
for our agricultural production, and have a favorable effect on the net Incomes
of not only the producers of the commodities exported but also the producers
of other commodities.

Urban families, as well as farm families, have a stake in continuation of agri-
cultural exports at a high level, Higher per unit production costs for farmers
mean higher food and fiber costs for all consumers. Lower net incomes for farm
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families reduce their expenditures for goods produced by industrial workers.
And reduced agricultural exports would mean lower incomes and fewer jobs for
workers now employed in transportation and other export-related industries.

Important trade negotiations can be conducted within the framework of GATT
later this year. The effectiveness of the efforts of U.. negotiators likely will de-
pend to a great extent on changes in trade policy that may occur prior to that
time.

Farm Bureau vigorously supports H.R. 10710, the "Trade Reform Act of
1978," and urges you to report out an amended version of the bill at the earliest
possible date.

We urge adoption of the following amendments in order to effect needed im.
provements:

1. Title I. In subsection 102(b) (1) remove the present option for the President
with respect to entering into trade agreements with foreign governments to
reduce or eliminate nontariff trade barriers and other distortions. The word
"may" should be replaced with the words "shall seek to" in order that the
President will be directed to seek to enter into trade agreements when the
foreign trade of the United States is being unduly burdened and restricted.

2. Title . Delete subsections 102(c) (1) and (2), which provide for conducting
trade negotiations on a product sector basis.

8. Title I. Add a provision that explicitly will direct the President and the
U.S. negotiators to conduct joint negotiations on agricultural and industrial prod-
ucts. We are convinced that negotiations on trade problems in the agricultural
and industrial sectors should be conducted jointly, not separately. The concept of
joint negotiation is a fundamental element of the international trade negotiating
process,

4. Title I. Add a provision explicity banning U.S. participation in international
commodity agreements which would allocate markets or provide for the estab.
lishment of minimum and maximum prices, Such agreements, which seek polite.
ally to determine markets, reduce opportunities for U.S. farmers to compete in
world markets and, consequently, reduce farmers' incomes,

5. Title I, Make such changes in subsection 141(c) (1)--which relates to the
duties and responsibilities of the Special Representative for Trade Negotia-
tions-as may be necessary to avoid circumvention of the intent of the In-
ternational Economic Policy Act of 1972 and Public Law 93-121, with respect to
the policy coordinating function of the Council on International Economic
Policy.

0. Title If. Amend subsections 201(b) (2) (A) and (B) in order that the
criteria for relief from injury caused by import competition be the same for
"threat of serious injury" as for "serious injury,"

7. Title 11. In 201(b) (4) replace the term "substantial cause"-and the
definition therefor--with the term "major cause." The latter is used in existing
law and means that relief from injury caused by import competition can be
granted only when an import is a greater cause of damage than all other causes
combined.

8. Title III. Delete subsection 808(d), or at least amend it to exclude agri-
cultural commodities, This subsection would provide that countervailing duties
need not be applied if the U.S. imposes quantitative limitations on imports, or
quantitative limitations on exports are imposed In the foreign country.

0. Title III. Delete subsection 808(e) or amend it to provide a specific exemp-
tion for agricultural commodities, This subsection would enable the Secretary
of the Treasury to have one to four years of discretion (depending on circum-
stances) to withhold application of countervailing duties.

10, Title IV. Delete Section 402, which makes extension of nondiscriminatory
treatment to a nonmarket economy country dependent on reduction or removal
of domestic restrictions on emigration of its citizens.

11, Title V. Delete this title, It deals with generalized tariff preferences for
products imported from developing countries and violates the basic principle of
nondiscriminatory treatment.

We appreciate this opportunity to present Farm Bureau's views with respect
to HR. 10710, the "Trade Reform Act of 197." Farm Bureau is the largest
general farm organization in the United States with a membership of 2,208,680
families in forty-nine states and Puerto Rico. It is a voluntary, nongovern-
mental organization and represents farmers who produce virtually every agri-
cultural commodity produced in the entire country.
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BACKGROUND

Before commenting on specific provisions in the bill we would like to* mentionbriefly two subject areas that are of special concern with respect to any dis-cussion of international trade. The first is the significance to the U.S. of itsagricultural exports. The second concerns the principles of access to markets
and access to supplies.

igniftcanoce of aprloultur2 exporta
American agriculture has an Important stake in a high level of mutuallyadvantageous world trade. Exports represent a significant part of the total

market for our agricultural production. The production from approximately oneharvested acre in four is exported. Exports have a favorable impact on the netincomes of not only the producers of the commodities exported but also theproducers of other commodities. Conversely, the net incomes of all agricultural
producers would be adversely affected by a drop In exports and the consequentdiversion of a greater share of our productive capacity to the output of com-
modities destined for the domestic market.

Farmers and ranchers support two-way trade. In addition to gains from a highlevel of export trade, we can gain from imports of items used in farm produc-
tion which can help to reduce our production costs.

Urban' families, as well as farm families, have a stake in continuation ofagricultural exports at a high level. Higher per unit production costs for
farmers mean higher food and fiber costs for all consumers. Lower net Incomesfor farm families would reduce their expenditures for goods produced by indus-
trial workers. And reduced agricultural exports would mean lower incomes andfewer jobs for workers now employed in transportation and other export-
related industries.

Agricultural exports are continuing to set all-time highs, During the fiscalyear ending June 80, 1974, they are likely to total $20 billion. This is two and
one-half times the dollar volume of two years ago,Agricultural imports also have risen rapidly and are expected to reach a new
high of $9.5 billion this fiscal year. Nevertheless, when adjusted for government-program shipments under P.L. 480 and AID, this fiscal year's commercial tradebalance for agriculture is expected to reach $9.6 billion. This tremedous con-
tribution by American agriculture helps offset the rising costs of imports, partic-ularly petroleum products, and lessens our problems with respect to our inter-
national balances of trade and payments.

Domestic inflation, created largely by excessive government expenditures, is
the root cause of our balance-of-payments problem and must be attacked
vigorously on every economic front at every opportunity.

Important trade negotiations can be conducted within the framework of GATT
later this year. The effectiveness of the efforts of U.S. negotiators likely willdepend to a greater extent on changes in trade policy that may occur prior to
that time. The United States government needs to "put its own house in order"with respect to payments to producers that actually are a disguised form ofexport subsidy. Progress is being made In that direction, and Farm Bureau
frequently has made recommendations to the Congress which, if adopted, would
reduce this problem further.

This i a crucial period not only for the international trade of the UnitedStates but also for the continued growth of the economy.
Farm Bureau policy, established by the voting delegates of the member StateFarm Bureaus at the annual meeting of the American Farm Bureau Federation in

January, 1074, clearly supports mutually advantageous international tradein farm products, reduction of barriers to trade, authority for the Administra-
tion to participate in the forthcoming GATT negotiations, joint negotiations ontrade problems In the agricultural and industrial sectors, and the opportunityfor American agriculture to compete In world markets without the restrictions
inherent in international commodity agreements.

Aocess to markets and to auppIes
Due in large part to the International energy crisis, much has been said in

recent months about the desirablity of establishing "access to supplies." Thisis the natural counterpart to "access to markets" which is so Important to our
farm and ranch families. "Access to markets" implies an opportunity for sellers
to compete In markets In other countries; "access to supplies" Impose an oppor-
tuinity for buyers to compete In markets In other countries.
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Each country needs to give consideration to the security and interests of its
people. Beyond that point, however, trade must be as free and unfettered as is
politically and economically feasible.

Farm Bureau support adherence to the twin principles of "access to markets"
and "access to supplies", but we are concerned about possible misapplications of
these principles. We seek opportunities to compete in foreign markets and favor
trade agreements which provide equal opportunity for foreign producers-agri.
cultural as well as industrial-to complete in our domestic market.

There is, however, a very important qualification. If international trade is to
be mutually advantageous to the nations involved, it must be based on fair and
effective competition. Fair competition cannot exist unless the terms of sale
reflect fully the economic incentives that brought forth the production and
delivery of a Commodity. Unfair competition exists when a government grants
a subsidy, or other incentive having the effect of a subsidy, for the production
or export of a commodity to a foreign market in which the commodity will be
in substantial competition with a commodity that is produced commercially
and in volume in the importing country.

We vigorously oppose any proposal to (1) limit or control exports of 1.5.
agricultural commodities, (2) permit U.S. participation in international com-
modity agreements which would allocate markets or establish minimum and maxi-
mum prices, or (3) provide for U.S. participation in development or maintenance
of internationally controlled reserves' of agricultural commodities. Each of
these sources would be counter-productive to our efforts to gain greater access
to markets and to supplies.

Long-term commercial contracts are an essential tool which importer may use
to gain access to supplies and which exporters may use to gain access to markets.

In this setting we shall now direct our comments to the principal provisions of
the bill under consideration, H.R. 10710. This bill is urgently needed and basi-
cally sound. However, we recommend certain Improvements.
Title I-Negotiating And Other Authority

Chapter 1--rates of duty and other trade barrier
The President is provided authority (section 101) for a period of five years

to increase or decrease import duties within specified limits in order to carry out
trade agreements. This provision and others constitute a significant expansion of
Executive authority over that provided by previous legislation. We are con-
corned about further delegation of power to the Executive Branch of government;
however, in view of the dynamically changing political and economic environ-
ment that characterizes the world situation in the mid-1970's such an expansion of
authority for a limited period appears to be justified.

Section 102 pertains to nontariff barriers and to other distortions of trade.
The variable import levies now imposed by the European Community are an
example of nontariff trade restrictions. Such barriers are of great concern to farm
families since they often are used by other countries to limit or even exclude
opportunities for U.S. farm products to compete in national or multinational
markets.

Subsection 102(b) (1) authorizes the President to enter into trade agreements
with foreign governments to reduce or eliminate nontariff barriers and other
distortions. This provision should be strengthened on line 18, page 8, by replacing
the word "may" with the words '4hall seek to" immediately prior to the words
"enter into trade agreements" on line 19, page 8.

Subsection 102(c)-often called "the Karth amendment"-provides for con-
ducting negotiations "... on the basis of each product sector of manufacturing
and on the basis of the agricultural sector." Negotiations would be conducted in
this manner to the "maximum extent appropriate" to obtain "competitive op-
portunitles" for exports from a U.S. "sector" to developed countries, equivalent
to those afforded like or similar imports into the United States.

We are convinced that negotiations on trade problems in the agricultural and
industrial sectors should be conducted jointly, not separately. The concept of
joint negotiation is a fundamental element of the International trade negotiating
process. Failure to adhere to it during the "Kennedy Round" led to many problems
and competitive disadvantages for American farmers and ranchers.

The largest and most valuable markets for our agricultural commodities are the
EC (European Community) and Japan. These countries are heavily industrial-
ized, but do not have the productive capacity to enable them to compete in a large
way In the U.S. market for food, feedstuffs, and fibers. Thug It is inescapable that
our negotiators must be prepared to make concessions with regard to removing or
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reducing restrictions on imports of certain industrial products produced in Japan
and the EC.

At best, subsections (1) and (2) in Section 102(c) would greatly reduce nego-
tiating flexibility and the opportunity for mutually advantageous "trade offs"
will all highly industrialized countries. We urge the deletion of subsections (1)
and (2) of Section 102(c).

We favor subsections 102(c) (8) and (4). These subsections provide for
dissemination of information of interest and concern to firms and workers en-
gaged in produce sectors. Some rewording will be necessary after deletion of
the immediately preceding subsections (1) and (2).

The bill contains references to trade negotiations and to the industrial and
agricultural sectors; and the general thrust, aside from Subsections 102 (c) (1)
and (2), appears to contemplate joint negotiations; however, it would be much
clearer and more binding on U.S. negotiators if an explicit provision to this
effect were added. We recommend that a strong provision directing Joint negotia-
tions be included in H.R. 10710.

Subsections 102 (d), (e) and (f) provide for appropriate consultation with the
Congress by the President and for a ninety-day waiting period during which the
Congress would have an opportunity to study-and to approve or veto-a pro-
pos.-%d trade agreement providing for the reduction or elimination of nontariff
barriers or other distortions of trade. This would give foreign negotiators some
assurance that agreements negotiated would be implemented by the United States.
It also would reserve to the Congress the power o disapprove agreements that
it may determine to be undesirable or unsound. We favor these provisions.

Subsection 102(h) specifically designates the "American selling price" basis
of customs valuation as a trade barrier. This is a barrier which the United States
could and should eliminate through the negotiation process.

Chapter -- Other authority
Section 121 is designed to modernize the structure ad operations of GATT

(General Agreement on Tariffs and Trade). Subsection 121(a) (1) deals with an
important matter: revision of the decision-making machinery in GATT to provide
for weighted voting "more nearly to reflect the balance of economic interest."
("Weighted voting" is not mentioned in this subsection but is referred to in the

summary and analysis prepared by your staff). We favor this proposed change.
Nowhere in this chapter-and nowhere else in the bill-is there an explicit ban

on U.S. participation in international commodity agreements which would allo-
cate markets or provide for the establishment of minimum and maximum prices.
All attempts to operate commodity agreements which seek to determine market
shares and prices on a political basis have failed. Agreements of this type reduce
opportunities for U.S. farmers to compete in world markets, and consequently,
reduce farmers' incomes. We urge an amendment to the bill to ban U.S. partici-
pation in such agreements.

Chapter 8-Hearings and advice concerning negotiations
In general, the bill has much to say about liaison between government and in-

dustry but relatively little about liaison between government and agriculture.
Section 135 which deals with advice from the private sector is of special

interest to us. We believe that it is essential that U.S. negotiators receive
advice from the private sector and keep agriculture properly informed about
developments.

Farm Bureau will seek to keep those having responsibility for negotiating in
behalf of the U.S. government, informed regarding the views of farmers and
ranchers. As the largest general farm organization in the world, Farm Bureau
is uniquely qualified to provide such representation.

Chapter 4-Offlce of the special representative for trade negotiations
Subsection 141(c) (1) provides, among other things, that the Special Repre-

sentative for Trade Negotiations shall be responsible directly to the President
and the Congress for the administration of trade agreement programs.

On September 20, 1978, the Senate agreed to the conference report on S. 1636
to continue the Council on International Economic Policy as a part of the Elxecu-
tive Office of the President. Farm Bureau communicated with the 'U.S. Senate in
support of such action. The bill was signed on October 4, 1978, and became Public
Law 93-121.

It was our understanding that an objective of the International Economic
Policy Act of 1972 and Public Law 98-121 was to establish lines of authority-i.e.,
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that the Council on International Economic Policy is to ac-as the overall co.
ordinating body fdr foreign economic policy in the Executive Branch. The pro-
visions of subsection 141(c) (1) appear to be in conflict with this objective. We
recommend such changes in subsection 141(c) (1) of H.. 10710 as may be
necessary to avoid circumvention of the intent of the International Economic
Policy Act of 1972 and Public Law 93-121.
Title I1-elief from injury caused by import competition

Inflationary pressures have encouraged imports, and some industries are
seeking protection from international competition. Adjustment assistance and
escape clause remedies should be readily available to such industries, and
worker assistance should be granted to employees of these industries when the
Tariff Commission finds that imports are causing, or threatening to cause, in-
jury. Criteria for determining injury should be established to make it easier
to obtain import relief when injury or threat of injury to any U.S. industry is
apparent. Prompt determinations should be made on petitions for import relief.

We find, however, that the bill would liberalize relief provisions excessively.
The result would be a shift toward protectionism rather than freer trade.

For example, in subsections 201(b) (2) (A) and (B) the criteria for deter-
mining "serious injury" are more difficult to meet than those for determining
"threat of serious injury." It appears that more equitable treatment of injured
parties would be possible if the criteria for "threat of serious injury" were
the same as for "serious injury." We recommend that the subsections be changed
accordingly.

Further, in determining whether imports of an article are injuring a domestic
industry, the bill provides for an investigation of whether such imports are a
"substantial cause of injury." Subsection 201(b) (4) provides that "the term
'substantial cause' means a cause which is important and not less than any
other cause." The Trade Expansion Act refers to a "major cause"-a cause
greater than all other causes combined. Thus this proposed change would lead
to greatly increased claims of injury or threats of injury from imports. We
recommend retention of the wording in the present law; i.e, "major cause."

It is our belief that farmers and nonfarmers can benefit from trade that per-
mits producers in each country to specialize in production of the commodities for
which they have the greatest comparative advantage. These are the commodities
they can produce at lowest relative cost. National security and the need to avoid
imposing undue hardship on domestic producers must be considered. Sometimes it
is necessary to provide an adjustment period for producers, workers, firms, and
industries which are confronted by rapidly rising imports. Nevertheless, the
advantages of freer trade can be obtained only if comparative advantage in
production and delivery generally prevails.
Title ll-Relief from unfair trade practices

Of special concern to agriculture is the authority in Section 301 for appropri-
ate action against a foreign country that "... provides subsidies (or other in-
centives having the effect of subsidies) on its exports of one or more products to
the United States or to other foreign markets which have the effect of substan-
tially reducing ales of the competitive United States product or products in the
United States or in those other foreign markets .... "

Such unjustifiable subsidies have (1) hampered exports of U.S. agricultural
commodities to third markets and (2) resulted in unfair competition in the U.S.
market.

Subsection 803(a) provides for the levying of countervailing duties. When
there has been a foreign production or export bounty paid on a product imported
into the U.S., ". .. there shall he levied and paid. in all such cases, in addition
to any duties otherwise imposed, a duty equal to the net amount of such bounty
or grant, however the same be paid or bestowed."

We strongly support this provision of Subsection 30(a); however, there are
two complementary provisions that weaken it. Subsection 803(d) provides that
countervailing duties need not be applied to an article if the U.S. imposes quanti-
tative limitations on imports or if quantitative limitations on exports to the
U.S. are imposed by the foreign country. This would legitimize a current practice
to which we are opposed and which now is of doubtful legality at best. Subsection
303(d) should be deleted, or at least amended to exclude agricultural
Commodities.

The other limiting provision is in subsection 808(e). The Secretary of the
Treasury would be given one to four years of discretion (depending on circum-
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stances) to withhold application of countervailing duties if he thought such
inaction would assist in the satisfactory completion of multinational negotia-
tions. Subsection 803 (e) should be deleted or amended to provide a specific exemp-
tion for agricultural commodities.

Countervailing duties are not a new kind of restriction on trade. When applied
by the United States to offset a subsidy paid by a foreign government on its prod-
ucts exported to our country, a countervailing duty is simply a means of respond-
ing effectively to unfair competition. If a country has no production or export
subsidies, countervailing duties cannot be applied. Thus the initiative for this
cause-and-effect relationship lies in the hands of the exporting country.

Countervailing duties should be applied to imports of agricultural commodities
whenever such imports involve unfair competition-as we defined it earlier under
"Access to Markets and to Supplies." We urge the application of countervailing
duties whenever a subsidy is involved in the importation of a foreign-produced
agricultural commodity that is in substantial competition with our domestic
production. Countervailing duties should offset in full the subsidies paid directly
or indirectly by the foreign government. The application of such duties should
be mandatory so long as the foreign subsidy exists and should not be left to the
discretion of the Executive Branch.

Title IV-Trade relations with countries not enjoying -nondiscriminatory treat-

We support the principal objectives of this Title, In accordance with the fol-
lowing established Farm Bureau policy:

"We favor the sale of American farm and industrial products In world
markets whenever this will advance the best Interest and security of the
United States.

"The new trade agree inent with the Union of Soviet Socialist Republics
provides the framework for enlargement of U.S.-USSR trade and investment.

"Congress should approve Most Favored Nation status for tariff treat-
ment of goods from the USSR. Any trade agreements with communist coun-
tries should not provide more favorable terms of trade than granted to other
nations. Governmental barter agreements and special credit arrangements
should not be allowed to supersede normal commercial trade."

Our nation is pursuing policies designed (1) to promote an effective detente
with the U.S.S.R., and (2) to support and encourage recognition of the basic
human rights of all individuals in the world. Our national commitment with
respect to detente is based in part on Increased commercial trade. Our commit-
ment with respect to human rights is not directly related to International trade.

The U.S.S.R. is one of several nonmarket countries, including the People's
Republic of China, that have restrictions on emigration of their citizens. Many
of our citizens believe those restrictions are in violation of basic human rights.
Unfortunately, this has led to amendments to the trade bill that are not germane
(Section 402). The bill provides that no nonmarket economy country shall be
eligible to receive nondiscriminatory treatment If it denies its citizens the right
to emigrate or Imposes more than a nominal tax on emigration. We recommend
that fhis section be deleted.

The elimination of Section 402 of the bill would not mean an erosion of our
support for the recognition of basic human rights. On the contrary, our national
objectives in this area could be sought more vigorously and cleary In other ways
If they are not forcibly Interjected into trade negotiations. Further, the deletion
of provisions that deal with nontrale matters would enhance the strength
and effectiveness of the trade bill as a specialized tool for improving conditions
in International trade.

Title V-G enerallzed system of preferences

Farm Bureau policy explicitly states support for American foreign aid pro-
grams for less fortunate nations that are ", . . based on well formulated, lone
range plans of recipient nations In order to insure proper utilization of aid funds."
However, It also states that "we oppose granting special tariff concessions to de-
veloping countries." , ,

We believe It ts in the long-term best Interests both of the developing countries
and of the United States that this country treat commercial transactions with
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developing nations in the same manner as similar transactions with other coun-
tries. Preferential arrangements are discriminatory and economically unsound
whether the nations involved are considered to be developed or developing.

As noted in our discussion of Title IV, we support extension of nondiscrimina-
tory treatment In trade relations to additional countries. The objective of Title V
is precisely the opposite; it would grant generalized tariff preferences to products
imported from selected countries and this automatically would mean discrimina-
tion against the products of all other countries. To grant preferential tariff treat-
ment to developing nations would be another step away from the benefits to all
nations that can be obtained by adherence to the basic principle of nondiscrimina-
tory treatment.

We recommend deletion of Title V.

PRINCIPAL RECOMMENDATION
Farm Bureau vigorously supports H.R. 10710, the "Trade Reform Act of 1973",

and urges you to report out an amended verison of the bill at the earliest possible
date.

We urge adoption of the following amendments in order to effect needed im-
provements:

1. Title I. In subsection 102(b) (1) remove the present option for the Presi-
dent with respect to entering into trade agreements with foreign governments
to reduce or eliminate nontariff trade barriers and other distortions. The word
"may" should be replaced with the words "shall seek to" in order that the Presi-
dent will be directed to seek to enter into trade agreements when the foreign
trade of the United ,States is being unduly burdened and restricted..

'2. Title L Delete subsections 102(c) (1) and (2), which provide for conducting
trade negotiations on a product secto: basis.

S. Title I. Add a provision that explicitly will direct the President and the U.S.
negotiators to conduct joint negotiations on agricultural and industrial products.

4. Title I. Add a provision explicitly banning U.,S. participation in international
commodity agreements which would allocate markets or provide for the estab-
lishment of minimum and maximum prices.

0. Title I. Make such changes in subsection 141(c) (1)--which relates to the
duties and responsibilities of the Special Representative for Trade Negotia-
tions-as may be necessary to avoid circumvention of the intent of the Interna-
tional Ecoonmic Policy Act of 1072 and Public Law 03-121, with respect to the
policy coordinating function of the Council on International Economic Policy.

6. Title II. Amend subsections 201 () (2) (A) and (B) in order that the criteria
for relief from injury caused by import competition be the same for "threat of
serious injury" as for "serious injury."

T. Title II. In 201(b) (4) replace the term "substantial cause"-and the defini-
tion therefor-with the term "major cause." The latter is used in existing law
and means that relief from injury caused by import competition can be granted
only when an import is a greater cause of damage than all other causes combined.

8. Title III. Delete subsection 303(d), or at least amend it to exclude agricul-
tural commodities. This subsection would provide that countervailing duties need
not be applied if the US. imposes quantitative limitations on imports, or quanti-
tative limitations on exports are imposed in the foreign country.

9. Title III. Delete subsection 303(e) or amend it to provide a specific exemption
for agricultural commodities. This subsection would enable the Secretary of the
Treasury to have one to four years of discretion (depending on circumstances)
to withhold application of countervailing duties.

10. Title IV. Delete Section 402, which makes extension of nondiscriminatory
treatment to a nonmarket economy country dependent on reduction or removal
of domestic restrictions on emigration of its.citizens.

11. Title V. Delete this title. It deals with generalized tariff preferences for
products imported from developing countries and violates the basic principle of
nondiscriminatory treatment.

Senator TALMADoE. The next witness is Mr. Joseph Halow, executive
vice president, Great Plains Wheat, Inc.

You may insert your statement in full, Mr. Halow, and summarize
it please.
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STATEMENT OF JOSEPH HALOW, EXECUTIVE VICE PRESIDENT,
GREAT PLAINS WHEAT, INC.

Mr. HALOW. Thank you, Mr. Chairman, members of the committee.
I appreciate the opportunity to appear before the committee, and
I appreciate also the opportunity to present this statement in its
entirety for the record.

I have not prepared a summary, but I shall attempt very briefly to
summarize I thin-k what may be some of the salient parts of the state-
ment which I have prepared of course for the committee.

In Great Plains we represent the farmers, the wheat farmers in
the major wheat-producing part of the United States through the
entire Great Plains area from the north to the south. And our own
interest, of course in trade I think has been fairly evident, considering
the strength of the wheat markets during the past couple of years,
which has been attributable in a large measure, of course, to the very
strong export outflow of grains from the United States.

We feel that this has, of course, created some problems in terms
of prices in the United States, but we feel that these problems are
fairly close to resolution. I think our own particular system has fairly
well proved itself, and our own production this year, I think, has
already helped alleviate some of the stress.

We never have had any real shortages. I think, of course, the term
"shortage" is subject to definition, but there has not been a real short-
age of grain in the United States, nor is there apt to be.

We feel that the climate is particularly favorable for an interna-
tional trade negotiation, because I feel that not only the people in
the United States but those in other parts of the world are also very
well aware of the fact that liberalized trade is quite important, not
onl for improved access to markets but improved access to supplies.

. think the period of shortages, real or imagined, that we have been
through has convinced people that trade is quite important in order
to bring the citizens of the world the type of commodities which they
want; that is, to permit countries to trade what they can produce
most efficiently in return, for the ability to import the type of products
which are produced most efficiently 'in other parts of the world as
well.

As I said, I think that the period of shortages, at least in agriculture,
are fairly close to resolution. We have improved our own particular
stocks and our production. I think this coming year will fairly well
take care of problems which we may have had.

The export markets are of particular importance to the U.S. wheat
producer, and in fact, possibly to a greater degree than many of the
commodities which are produced in the United States. I tiink the
Department of Agriculture has estimated that we export the produce
of about one out of every four acres harvested in the United States, but
in wheat the percentage is far greater. We have to export at least two-
thirds of the wheat crop in the United States in order to maintain on
balance.

I think we have come down quite a bit with wheat as a matter of
fact, and our production has increased to such an extent that we have
to export this type-ths large percentage of the crop in order to con-
tinue to produce wheat economically and efficiently in the United
States at prices that would be acceptable to the Unitd States.
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I think we have proved we can produce for both the domestic and
a large portion for the export markets. The rest of the world, I feel,
is also fairly well prepared for some type of trade negotiations. I think
our own system has proved itself for the rest of the world would
have been in serious trouble, I feei, during the past 2 years if it had
not been able to come to the United States for wheat supplies.

I feel that the time is particularly favorable also for negotiation
with the European community, and particularly on the subject of non-
tariff barriers. There is quite a bit of pressure within the European
community for some type of modification of the common agricultural
policy and very strong pressure is, of course, coming from England.
Pressures have come from Germany and Italy; and pressures may
come even now from France and the French Government. The French
have, of course, been one of the strongest forces in the community
preventing some type of revision or modification of the common agri-
cultural policy.

I think the Japanese themselves have also become much more aware
of the fact that there has to be some greater trade liberalization, so I
feel that in this area as well, the United States should have an easier
time of attempting to negotiate. This is tre in all the Far East, but
particularly in Japan.

When we analyze, of course, own own export market, particularly in
agriculture, we note that a great deal of strength in the agriculture
market has come from increased trade in the Eastern bloc countries. As
a result, I feel that the strength and the health of the aicultural
community is going to have to depend in the future on continued trade
with these countries.

We were-and I commented in the statement-disappointed to see
that trade with the Eastern bloc countries may be hampered, by the
so-called Vanik amendment, which would attach restrictions on trade
with the Soviet Union-tied to their emigration policy. We would
hope that a trade bill would be passed by the Senate without such
restrictions.

I mentioned in the statement that we deplore restrictions on freedom
of individuals in any part of the world, but we do not feel that this
type of condition would be attached to an economic measure such as
the one.

In closing, I might say that we feel that we are optimistic about
what may be gained in some type of negotiations on trade, interna-
tionally, multilaterally, but we feel that our negotiators should have
some strong negotiating authority. I think without a trade bill they
would be seriously hampered, but we would hate to see them also ham-
pered or hobbled by a trade bill which would give them only weakened
authority to negotiate.

Senator TALMADO. Mr. Halow, I believe the estimated production
of wheat this year is something like 2,100 million bushels.

Mr. HAow.That is right.
Senator TALMAD E. As yOu know, we use domestically about 500

million bushels. Are we going to have wheat running out our ears
after this harvest season I

Mr. HAIow. I doubt that we will have wheat running out of our ears
I think our own stocked have, of course, been drawn down to some extent.
I think we will probably add to our carryover this season. This is one
of the reasons it is extremely important to try to negotiate for con-
tinued access to markets or for better access to markets.
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I do not know that we will have wheat running out of our ears
this year, but we could possibly have it in another year.

Senator TALMADGE. Most of the other nations handle their exports
by State trading corporations. We do it by the private industry.
Which do you think is the best method q

Mr. HALow. I think the experience of the past year has :proved that
ours was really the only one that turned out to be beneficial-I mean
for the world actually and for ourselves.

Senator TALMADGE. How can we avoid mistakes like we made a
couple of years ago by sellingthe Soviets to? much wheat too cheap.

Mr. HALOW. I think possibly through a better understanding of
what happened in the markets. I do not know if in the longrun we
can turn around and point to, or pick out one particular sale as having
been a mistake. I think in retrospect all of us would have said we
would have probably handled it differently.

I think that if we are better acquainted, first of all with what is
transpiring in the world, I think we can handle our own export busi-
ness muchbetter.

Senator TALMADOE. We wrote in the Agricultural Act of 1973, as
you may know, a provision that requires these export trading com-
panies to make reports to the Department of Agriculture about their
export sales and contracts, and that is to be a matter of public infor-
mation.

Do you think that will give us adequate protection?
Mr. HAow. Actually, no. I am not sure.
Senator TALMADGE. You see, what happened there, the Soviets were

negotiating with several of our private export corporations. None of
them apparently knew the enormous quantities of wheat the Soviets
were purchasing from others; and it took the Department of Agricul-
ture completely by surprise.

We sold too much of our wheat much too cheap, as you know, and
left us in the ditch with short supplies. Since that time wheat has been
extremely expensive.

You do not think that provision in the Agricultural Act is sufficient
Mr. HALOW. Actually, I would like to explain my statement. I do

not think that the type of reporting system we have at the present time
has been particularly effective, as a matter of fact.

Senator TALMAD E. This is of recent origin now. We just put that in
the provision last year.

Mr. HALow. The type of provision that we have in here, I think,
if applied properly, would be quite helpful. As a matter of fact, I was
referring to or thinking in terms of the type of reporting system that
we have at the present time, which I do not feel has ben extremely
effective.

Senator TALMADGE. Do you know of any way to make it more ef-
fective ? I would appreciate your letting our committee know so it can
consider it in the markup of this bill.

Thank you very much.
Senator Hansen.
Senator HANsEN. Mr. Halow, I am sure that if you were to ask the

average person in the United States, "is wheat too expensive," you
wouldget an almost unanimous yes for an answer.

Mr. HALOW. I hear even from my wife that food is too expensive.
sir.
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Senator HANSEN. Not too awfully long ago Secretary Butz was on
a TV program-I have forgotten who all was there with him-but I
remember very well he took a loaf of bread with 20 slices, and said
these four slices represent the part of the loaf that goes back to agricul-
ture in payment for the wheat from which the 20 slices are made. The
other 16 represent costs that are added to that wheat by others who
handle the wheat from the time it is harvested until it actually appears
on the shelf at the counter.

I think it is unfortunate that agriculture was not able to witness a
price rise that would have been more gradual, and yet a sustained price
for the last 20 years. I think I know a little bit about the price of meat.
I am sure many people today would say the price of meat is way too
high, and yet when you compare the price of meat today with what it
was 20 years ago, the typical feeder, the typical farmer has not bene-
fited in the same sort of price increase that labor has haa or that many
other segments of industry have had.

I would ask you-you say that unless we can export, the wheat
grower is going to be in serious trouble. Is wheat too. high priced in
youf judgment?

Mr. HALOW. No. I do not think wheat is too high priced. I think
wheat, has reached a price on the free market in the United States.
And I agree with you, of course, that it has been unfortunate that
wheat prices have actually not really moved during a period of about
20 years; and then, of course they made their price adjustment fairly
quickly.

Andthen I think it is also quite unfortunate that an increase in the
cost of living has been tied to the increase in the cost of wheat. And I
agree with Secretary Butz when he pointed out, as our own studies
within the various wheat groups have proved, that the costlof wheat
in the loaf of bread is a small fraction of the total cost.

And we would also like to point out the fact that historically when
wheat prices have decreased, bread prices have not shown a correspond-ing decrease.We feel that the price of wheat has been important and quite nec-
essary, in fact, in bringing on the surge of the increase in production
whiqh we feel was needed. I do not think wheat is too high priced. As
I say, it is unfortunate that when wheat finally reached a price level
which corresponds more to the increase in the price levels olall of the
other commodities, that it should then be singled out as having been
responsible for the increase in the cost of living. It is quite unfair and
actually quite incorrect.

Senator HAiSEN. I have no further questions, Mr. Chairman.
Senator TALMADOE. Senator Packwood.
Senator PACKWOOD. What is Great Plains Wheat, Inc. I
Mr. HALOW. Great Plains Wheat is a nonprofit association which

represents the Wheat farmers of the (5reat Plains area, through their
State wheat commissions, supported through a checkoff system. The
checkoff system, in States where there is legislation calling for it,.pro-
rides for a certain levy raised on each bushel of wheat produced within
the individual State with this legislJtion. The levy may vary from 2
to 5 mills. The moneys are channeled through the State treasuries and
are designated for promotion of wheat interests. The various State
wheat commissions then group together into their regional market

? 30-229-74-pt. 3-21
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development organizations, which work in collaboration with the De-
partment of Agiculture under the so-called cooperator program, help-
mg to expand export markets for U.S. agricultural commodities, in
our case, of course, wheat.

Senator PACKWOOD. So you have members beyond what I would geo-
graphically think of as the Great Plains?

Mr. HALOW. Yes.
Senator PACKWOOD. Do you favor the elimination of section 102(c)

(1) and (2), the sector-by-sector analysis provision?
Mr. HALOW. Yes, I do.
Senator PACKWOOD. You made reference to 750 million bushels of

domestic consumption, rather static, but 530 million bushels of do-
mestic milling requirement. What happens to the difference?

Mr. HALOW. The difference is either fed, or some is used for seed,
of course. It is fed to livestock.

Senator PACKWOOD. That is all, thank you.
Senator TALMADGE. Thank you very much, Mr. Halow. We appre-

ciate your contribution.
[The prepared statement of Mr. Halow follows:]

PREPARED STATEMENT BY JOSEPH HALOW, EXECUTIVE VICE PRESIDENT,
GE AT PLAINS WHEAT, INC.

Mr. Chairman, thank you for the opportunity to appear before this Com-
mittee to present our views on the Trade Reform Act of 1978, which we feel
is vital to agriculture and the rest of the U.S. economy. Despite the various
forces within the United States which have urged trade restriction during the
past two years, the one lesson which has been brought to us most vividly
during recent years is that the United States is more than ever dependent on
exports. This may, I believe, have come as a surprise to many who felt earlier
that the United States contained its own consumer's market and did not have
to depend on export trade in order to live. Coming through a period of short-
ages such as those we have experienced, particularly during the past year,
convinces us more than ever that this type of reasoning has been false.

Considering the strength of the agricultural markets during the past two
years, based on an unusually strong flow of grains and oilseeds into the export
markets, it is not difficult to understand why the farmers of America are
interested in maintaining a high level of exports. The higher commodity mar-
kets have, we realize ,caused some inconvenience to consumers, but we feel
the period we have been through has been a very beneficial one to both farmers
and the consuming, non-farm population. We feel we have been through a
period of transition in U.S. agriculture, and we feel agriculture has passed the
test. Despite fears and cries of alarm, the U.S. has not run out of food at any
time and is not likely to do so. The stronger markets and continued demand,
both domestic and foreign, have provided incentives to U.S. producers, who
responded by increasing sharply U.S. farm production in 1978 and still further
in 1974. Crops to be harvested in the United States in 1974 should be more than
ample to meet domestic demand while still supplying large quantities of grains
and oilseeds for the export markets.

The export markets are, in fact, now indispensable to the U.S. wheat farmer,
whose crop this year is estimated at approximately four times the total U.S.
annual milling requirement. Without the export market the U.S. wheat indus--
try would be, in serious trouble, and the burden of maintaining the excessive
surpluses which would be created here in the U.S. would fall on the U.S, govern-
ment and ultimately the U.S, taxpayer. Depressed markets would destroy the
greatest Incentive which has yet been provided the UA. wheat farmer. For the
farm er there is no return to the situation l 3 knew before 1972. He must continue
to export in order to be able to exist. Production costs have Increased to such
an extent that the U.S. wheat producer can continue to produce only if he is
able to do so on a large scale. Only by decreasing his per-unit cost through large-
scale farming can he continue to produce economically, and for this he needs
expanded markets. The export markets .rovide him the only real possibility for
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expansion. The US. milling requirement has remained fairly static through the
years at about 530 million bushels, and during the past several years the United
States has not produced a crop of less than about ,1.5 billion bushels. Last year
the wheat crop exceeded 1.7 billion bushels, and the crop this year is forecast to
be over 2.0 billion bushels. iSome wheat is fed to livestock in the United States,
but this is limited by the location of the wheat withrelation to the feeding areas
and the wheat-corn price relationship.

World-wide shortages and fear of shortages of almost all commodities this
year have convinced U.S. citizens that they must depend on trade to obtain from
each country what it can produce most economically, in exchange for what we
can produce most economically and efficiently in the United States. Rising costs
of imports make it imperative that we not only maintain but Increase the level
of exports from the United 'States. Only through the continuation of a strong
export program are we able to purchase abroad the commodities which we need
and which are not available in the United States in the quantities needed to
maintain stable markets.

The U.S. experience with shoitages has been felt in almost all other parts of
the world as well, in some areas even more keenly than in the United States.
In some countries there was real fear that world food supplies might not be
readily available. The situation during the past year has made countries which
depend very strongly on food imports to feed their population more anxious to be
sure of their sources of supply. A good trading relationship with countries which
produce the commodities they need appears to be the answer.

The time appears, in fact, to be particularly propitious for large-scale trade
negotiations. Countries and trading areas which have long maintained trade im-
pediments may be starting to realize they must begin to relax them if they ex-
pect other countries to liberalize their own trade regulations. Trade liberaliza-
tion is necessary not only for increased access to markets but also for increased
access to supplies. A prime example of this is undoubtedly Japan, one of the
largest importers of U.S. agricultural products. The Japanese, who have guarded
their own markets in many respects while seeking greater access to other mar-
kets, are realizing they must open their own doors to the same extent they hope
to find other doors open to them. Difficulties in obtaining raw materials has pro-
vided an even more vivio example of the need to have trade liberalization to
facilitate two-way trade.

The European Community's Common Agricultural Policy is based on an intri-
cate set of protective mechanisms which have restricted access for wheat and
certain other products into the Community. At the present time the European
Community is under pressure from even within to alter this policy. It is interest-
ing to note that the Common Agricultural Policy, which many expected to see
break under the load of large surpluses of certain commodities at a time when
world commodity prices were lower than Community prices, is under still
greater pressure because of a reverse situation. Pressure for a change in the
CAP is coming from England, Germany and may now also come from even
France. This would be a particularly favorable time to attempt to negotiate
with the Community for removal or liberalization of what for world agriculture
has been one of the most vexing protective systems in agricultural trade. The
Common Agricultural Policy is not withstanding the test, for it has been too
rigid to adjust to changes in the market place. At the present time despite the

"fact that Community grain prices are lower than world prices, food prices in
C the Community are not correspondingly lower. Under such a circumstance neither

the farmer nor the consumer has been able to benefit. Changes in the Common
Agricultural Policy would be beneficial not only to trade within the Community
but also those countries with which the Community trades.

Trade with the Eastern Bloc countries offers what now must be the most
exciting prospects. Because it is relatively new trade in agriculture it has been
extremely Important in bringing U.S. agriculture out of the doldrums and must
be considered necessary in order to keep U.S. agriculture from slipping back
into the doldrums.

The entire trade pattern is, of course, very important, but the three areas
which I have Just mentioned represent areas into which the United States may
hope to gain greater access for its agricultural products through negotiations.
The Trade Reform Act of 1978 should provide the authority for the type of
negotiations which will be necessary during what may be a crucial period in
World trade and trade considerations. There are changes taking place in thoughts
on world trade patterns, and the United States negotiators should have the
necessary flexibility and direction in order to be able to assure for the United
States the best possible advantage.
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The Trade Bill as passed by the House contains, however, an amendment
which we feel may seriously prejudice our chances of continuing to expand
trade with the Eastern Bloc countries, the so-called Vanik Amendment. We do
not feel it is realistic to expect countries such as the Soviet Union to give prefer-
ence to trade with the United States if we continue to impose what the Soviets
have a right to feel are improper conditions to such trade. We deplore restrictions
on people's rights in any part of the world, but we do not feel an issue such as
Jewish emigration from the Soviet Union should be a condition in trade agree.
ments. We would, I am sure, strongly resent imposition of such conditions
on us by any of our trading partners. Such issues are best resolved in separate
negotiations. We strongly urge that the Senate pass a Trade Bill without
,ttaching to it such conditions.

When in other negotiations the United States has spoken of having other
,,countries remove trade inhibitive practices, we have been reminded that we
.also have employed some forms of tradeprotectionism. During the past 18 months
we have, however, been exporting wheat without benefit of subsidy, and our
wheat farmers depend completely on the market place for their income. We

'have made a further move toward trade liberalization by suspending our import
-quotas on wheat, depending on fair trade practices of other exporting countries
and our competitive advantage in wheat production to protect our farmers. Such
an effort would, of course, be pointless-if not actually dangerous-unless we
can convince other nations to do the same.

Our farmers are optimistic about what may be gained for the United States
and the world in the form of greater trade liberalization through the forthcoming
GATT negotiations. Our negotiators need authority to negotiate, however, and
they should not be hobbled either by not having that authority or by legislation
which does not provide them adequate flexibility.

Senator TALMADG0. The next witness if Mr. Robert G, Lewis, na-
tional secretary, National Farmers Union.

Mr. Lewis, you may, insert your statement in full in the record and
summarize it, please.

STATEMENT OF ROBERT G. LEWIS, NATIONAL SECRETARY,
NATIONAL FARMERS UNION

Mr. Liwis. Thank you, Mr. Chairman.
The Farmers Uni~n reaffirms its traditional position in support of

measures to expand world trade. But we have reservations as to the
suitability of the approach which is taken in the pending bill, which is
similar to the Kennedy round legislation in the 1960's.

Our reservations are based on the very differing problems and cir-
cumstances of the present time, both in the United States and in the
world.

The remaining tariff and nontariff barriers to trade which are of
primary importance to farmers are those that are applied against
labor intensive goods in the markets of the rich countries. This is the

kind of trade that is most effective in generating increased purchasing
power for food, and therefore in generating expanded export oppor-
tunities.

But expansion of trade in labor intensive manufactures requires
primary emphasis upon internal policies. These include measures af-
fecting general economic conditions as well as trade adjustments, the
multilateral negotiations such as are envisioned in the pending bill are
only of secondary importance in getting the job done.

With little scope remaining for further reduction in tariffs, the
Nixon administration now contemplates placing major emphasis in
the trade negotiations on attacking the farm price support measures
of the EEC. The goal is to force down European grain prices so as
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to drive European farmers off their land or at least, out of production,
so that cheap American grain can take away their markets.

This objective on the world scene closely parallels the administra-
tion's efforts to reduce or eliminate price stabilization and support
measures for farmers in the United States.

The Farmers Union does not believe this goal, even if successful,
would be effective in generating an important expansion of export
opportunities for American farm products. Governments of our trad-
ing partners will resistpressure to weaken their farm programs. And
in any event, reducing farm prices is not likely to be effective in caus-
ing a quick reduction in farm output that would appreciably expand
export opportunities for U.S. farm commodities.

We also question the Nixon administration's view of the price levels
at which U.S. farm products would be expected to undercut the prices
of farmers in other countries. The best evidence available indicates
that the Nixon administration contemplates American farm product
lpsreat about the 1971 level or below. For wheat, this was only $1.34
per bushel in 1971, without including the value of Government pay-
ments. In any event, Secretary of Agriculture Butz has expressed
himself and the administration as opposing the continuation of
payments.

Prices received by farmers in the United States in 1973 and at the
present time are above those received by farmers in Europe. The ad-
ministration's apparent price objective for U.S. farmers of $1.34 for
wheat is barely one-quarter-in fact, it is a little less than one-quarter
of the February 1974 wheat price.

The goal of forcing U.S. farm prices back below those prevailing
in the EEC in order to undersell European farmers so as to increase
U.S. exports is not acceptable to us. The Farmer Union favors, instead,
a renewal of the pattern of international cooperation. This is what
has been responsible for creating the economic and prosperity among
our trading partners, which accounts for today's boom in agricultural
exports and in farm prices.

We urge that the principles advocated by Secretary of State Kis-
singer in the energy conference last month, and which were embodied
in the earlier textile agreement which was concluded by the adminis-
tration recently, be applied also to international trade in grains, dairy
products. sugar, cotton, and other agricultural commodities as the need
might arise.

And specifically, the Farmers Union endorses and subscribes to the
proposal for an international grains agreement that has been devel-
oped by the Internatiol Federation of Agricultural Producers.

We recommend furtir that Congress intervene positively and spe-
4fieally to amend the pending trade bill so as to prevent misuse of
trade negotiations as a way of reducing farm price support programs
in other countries concurrently with undermining the agricultural
policies that have been established by Congress for U.S. farmers.

We recommend specifically the following amendments:
1. To provide explicit recognition of the special character of agri-

culture, and the needs arising from that special character, for positive
measures to be taken by national governments to support and stabilize
agricultural prices and farmers incomes.
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2. To reaffirm and reiterate, as the intent and purpose of Congress,
the goal of achieving and stabilizing prices received by farmers in the
United States at parity.

3. To provide that the President be directed to undertake to nego-
tiate international agreements among the widest practicable group of
countries providing, in respect to cereal grains dairy products, sugar
and other agricultural commodities as the need and opportunity may
arise the following provisions: (a) maximum and minimum prices
in world trade (b), supply and import commitments; (c) rules on the
disposal or stockpiling of surplus domestic production; (d) limita-
tions on the use of export subsidies; (e) provisions for cooperation
among exporting and importing countries: (f) managing the sup-
plies put on to the world market; (g) provisions for consultation on
the effects of the domestic price support measures on world produc-
tion and trade; (h) world reserves subject to international review and
surveillance so as to assure importing countries of the ability of ex-
porting countries to meet supply commitments; and (i) national re-
serves under the control of national governments to provide for
emergencies, price stabilization, and other purposes.

Thank you, Mr. Chairman.
Senator TALMADGE. Thank you, Mr. Lewis.
Senator Hansen.
Senator HANsEN. Mr. Lewis, you say that, speaking of the Nixon

administration, the goal is to force down European grain prices is
as to drive European farmers off their land and out of-production, so
that cheap American grain can take away their markets.

I was not aware that the administration had declared this as a
policy. Do you have any documentation that you can provide with
which to substantiate that statementI

Mr. LawIs. That is the logical result of the expressed desire to
weaken the variable levy system.

Senator HANSiN. The what?
Mr. LtwIs. To weaken the variable levy system of control of imports

into the EEC. Now, the only way that the variable levy system can
be weakened as a practical matter is by reducing the price levels in
the European market, or at least by increasing the surplus burden on
European governments through cash payments or otherwise.

And the effect that is intended is to reduce production of domestic
farm products in Europe so that there will be greater scope, greater
access for Ainerican products.

Senator HANsEN. Now, I am no authority on the EEC, but it is
.my understanding that the average farm in the European community
is a very small one. The farmers-have a lot of political clout. And if
you were to ask the average nonfarmer over there, he probably would
welcome cheaper food ifit could be imported from some place else.

But I did not get the impression from anything I had read that the
United States was cooperating with what I think some Europea
politicians privately would like to see come about. They would like to
see a more efficient use made of their land over there And a 6. to
10-acre farm is not a very efficient pporation. It does not lend itself
to mechanization, as we have noted in this country; and they cannot
come out publicly and say that though, because they are well aware of
the clout that the farmer has.
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France, of course, has been very, very much in the forefront in try-
ing to see that a policy is recognized within the European Econoic
Community that would lead to the benefit of the French farmer.

I do not see much benefit at all, and while you reason and you have
expressed yourself, that the logical conclusion to be reached from
some of the actions that you have examined, we have taken in this
country to mean that this is what we are saying in effect. I do not reach
that same conclusion.

Mr. lmwIs. Senator, I spent the month of last September in Europe
conferring with farm leaders in the countries of the Common Market
and some others-not all the countries, but about eight or nine coun-
tries, In talks with farm leaders and the economists on their staff and
some government officials and others, the view is universal that this is
the thrust of American trade negotiating policy for agriculture.

Senator HANsn. Well I would have to say this about France: It
seems to me that they like to poor mouth everything we do in this
country practically. I say this not unaware of the fact that there may
be lots of people who do not agree with me.

But really, it seems as though France always seeks an ulterior mo-
tive. I know in the energy situation they are always trying to see if
they cannot find some ulterior motive that the United States has and
in every conference that we have called. They tried to sabotage theenergy conference in this country not too long ago, on the basis that
we really are not good guys at all.

So I am not too sure that you are going to find a very realistic
reflection of American policy by talking to politicians in France. On
the other hand, I would say this; that] have talked with Secretary
Butz. He has told me that the President told him that the policy and
the goal of agriculture in this country, and specifically of the Depart-
ment of Agriculture, ought to be to see that farmers' incomes are
raised to acceptable levels. And if they can be raised there, and sus-
tained there, he would hope that the whole price support program
could go out the window.

And I do not find anything too un-American about that. As a mat-
ter of fact, I am inclined to applaud him. I think it sounds like a great
idea.

Mr. Lnwis. Well, Senator, we do not see anything in the works that
can assure that, for example, when the 1974 crop comes in, or at least
the 1975 and 1976 crop with unrestricted production, that we might

, not be confronted with very low farm prices in the ab,ence of effective
governmental action to protect farmers from that calamity.

Secretary Butz and President Nixon have repeatedly advocated
weakening or reducing the levels of protection to be afforded to Amer-
ican farmers in their messages and recommendations to Congress.

As far as the European agriculture is concerned, I am not here to
defend the position of European agriculture by any means. I just think
that if we look at what has happened in the world, we will perceive
that the negative approach of trying to expand American exports by
beating down somebody else's price has not really accounted for a very
significant expansion In trade. But on the contrary, it is a positive
approach of expanding the demand for food that has resulted in
I todaY's agricultural boom in the world. And I think it is fair to con-

. clude that that is what is going to get the job done in the future, if
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anything; and I doubt very much that attempting to weaken the
European price support system is going to get much done for Ameri-
can farmers.

And that is my reasons for-
Senator HANsENq. Mr. Chairman, if my time were not up, I would

like to take issue. I yield the floor.
Senator PAcxWooD. I will yield you my time.
Senator HANSEN. Well, just let me say this. I guess this is just a case

where two people do not agree. I do not agree at all with the conclu-
sions you have tried to reach or that you have reached. You certainly
are entitled to your opinions, as I believe I am to mine.

You read our intentions in Europe entirely differently than I read
them, and I suspect there is not any way we are going to resolve the
argument. I did want it to be noted, though, that I do not agree. I
might point out that leaders of the EEC in Brussels recognize that
their farm policy is costly and inefficient, and have stated that if pos-
sible they would like to consolidate farms and abolish the variable
levy.lo you agree with that statement?

Mr. LEwiS. If the question is whether I agree that that is the state-
ment of the-

Senator HNsEN. Leaders of the EEC in Brussels.
Mr. LEwis. I just do not know. I am not familiar with that state-

ment. They have told me that their farm price support system is not
negotiable and that they do not intend to abandon the variable levy
system, nor their system of agricultural supports. And that corre-
sponds to what I have seen everywhere.

Senator HANSEN. Thank you, Mr. Chairman.
Senator TALMADOE. Senator Packwood.
Senator PACKWOOD. I have no questions.
Senator TALMADoE. Thank you very much.
IVe appreciate your appearance, Mr. Lewis, and your contribution.
[The prepared statement of Mr. Lewis follows. Hearing continues

on p. 1036.]

PREPARED STATEMENT OF ROBERT G. LEWIS, NATIONAL SECRETARY, FARMERS UNION

The Farmers Union has consistently supported measures to expand world trade,
as well as other forms of international cooperation. We reaffirm that traditional
position in respect to the pending Trade Reform Act.

We have serious reservations, however, under existing circumstances in the
world, as to the adequacy of the approach to trade problems that is taken in the
pending bill.

Furthermore, we are opposed to the expressed intention of the Nixon Admin-
istration to seek, as its primary objective under the Trade Reform Act, to
weaken the agricultural programs of other countries in conjunction with par.
allel efforts to eliminate effective farm price stabilization and support measures
for farmers of the United States.

The trade legislation proposed by the Administration. and approved by the
Rouse of Representatives, Is basically an extension of the legislation which
authorized the "Kennedy Round" of trade negotiations in the 1960's. But the
world economic situation has changed greatly since that time, and a rerun of the
"Kennedy Round" is not an adequate response to present-day realities.

TARIFF-CUTING JOB MAINLY COMPLVITrD

For one thing, the "Kennedy Round" itself completed the main part of the task
,of sharply reducing the tariffs remaining in effect on most kinds of goods after
25 years of earlier reductions under the Reciprocal Trade Act. Most of the tariff
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barriers which have been "easiest" to bring down are now pretty well in hand.
Most of the tariff barriers that remain at high levels are of great importance

to farmers in the United States. However, the Nixon Administration Isn't doing
much about them. These are the tariffs and non-tariff barriers that are imposed
against labor-intensive goods--things like textiles, apparel, shoes, and others
that require a large component of labor to produce.

Trade in these goods is important to farmers because most of the money that
is spent for labor-intensive goods creates purchasing power for food. Machines
don't eat farm products, and machine-made goods don't generate nearly as much
food buying demand as labor-intensive goods. A bigger part of every dollar spent
on imports of labor-intensive goods will return to buy farm products in the U.SA
than of dollars spent on any other kind of imports.

ADMINISTRATION OPPOSES FARMERS

Yet the Nixon Administration is not concentrating on removing trade barriers
against this kind of import. On the contrary, the Administration has completed
negotiation of a "Textile Agreement" that will keep high tariffs and quantitative
restrictions on textiles and clothing products on a long basis. Thus the Nixon
Adininigtration has put the interests of U.S. manufacturers and labor ahead of
the interests of U.S. farmers and consumers in the kind of trade liberalization
that would do the most to expand demand for U.S. farm products, and has entered
into an elaborate "international commodity agreement" to protect those interests.

Agriculture represents one of our country's best export opportunities. Thus it
is in the public interest generally, as well as of farmers directly, to seek to expand
the opportunity to export our agricultural products. But the expansion of our im-
ports of labor-intensive goods, which would do most to enlarge our opportunity
to export agricultural products, is a very different proposition from the conven-
tional approach to trade liberalization that was taken in the "Kennedy Round."
Indeed, the very fact that so little has been done in past trade negotiations to
expand trade in labor-intensive goods demonstrates the Inadequacy of the old

-tfii- och for dealing with this problem.

GENERAL ECONOMIC OONFIDENOE NEEDED

The basic difference is that in order to expand trade involving labor-intensive
goods, the primary effort needs to be directed internally toward our own most
affected citizens, rather than toward external negotiations with our trading
partners in the world. General -domestic economic policies, such as positive
steps to 689t'e full employment and to promote expanding employment oppor-
tunities in capital-intensive, high-technology, high-wage industries, as well as
specific "trade adjustment" assistance for workers and businessmen, must be
given the main attention in order to achieve substantial expansion of trade
-in labor-intensive goods. The prime necessity is to create a situation of domestic
prosperity, high employment, and public confidence and economic security among
our own people. If this could be done, there would be no appreciable difficulty in
persuading the populous and hungry countries whose comparative advantage is
in their large'supplies of low-wage labor to export labor-intensive goods to us, and

-4e-accept our agricultural commodities and other goods In exchange.
The trade adjustment provisions in the House bill are an improvement over

those of earlier legislation. But the general economic situation in the United
States today is far from conducive to the spirit of confidence and optimism that
i.4 needed to get acceptance for expansion of this kind of trade, Furthermore,
the general economic policies of the Administration, and its attitude towardd the
kinds of measures that would be needed to overcome the economic fears that
would be engendered by such a trade Initiative, are not at all adequate., Thus
the Nixon Administration, by merely imitating the largely-outworn approach
to trade negotiations that was taken in the "Kennedy Round", has missed the
boat in the present-day situation.

AIMS ATTACK AGAINST FARM PR6ORAMS

As the meager scope for further tariff reductions becomes apparent, the Ad-
- ministration has increasingly placed its emphasis upon agriculture as the main

field of action for the next round of trade negotiations. Here again, we think
that the approach being taken by the Nixon Administration misses the boat.

"Trade liberalization" is the expressed goal of the Nixon Administration for
the negotiations on agricultural trade. The foremost target of the Nixon Admin-
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istration's entire trade policy is the "variable duty" system employed by the nine-
nation European Economic Community as the keystone in its farm price support
system.

Under the Common Agricultural Policy of the EC, farm prices in the nine
countries are being supported at a level that is roughly half-way between farm
prices in the United States during the 1950's and 1900's and what 100 percent of
our "parity" would be. European farm prices are now generally below those in
the United States, but they have been higher as a rule throughout the past two
decades of sub-parity prices In the United States.

The key feature in the farm price support system of the EEC is a "variable
duty" which is calculated to bridge the gap between generally lower world
market prices and the level at which the EM has decided to support its own
farmers' prices. For example, if the OEC "support price" for wheat Is $2.75 per
bushel, and the price of imported wheat in European ports is $2.00, the EEC
applies a duty on imported wheat equal to the 75-cent difference plus a margin of
safety of another dime or so. Thus It would be economically unfeasible for any-
one in the E to buy Canadian or American wheat until practically all of the
European farmers' wheat had been sold at the DEC support price.

The variable duty of the EEC is described as a "non-tariff barrier" to trade,
and therefore a fit target for the "trade liberalization" goals of the Administra-
tion. But the real target is the European farmers' price support system. The
goal is to force down European grain prices, so as to drive European farmers
off their land and out of production, so that cheap American grain can take
over their markets.

HOSTrL TO ALL ARE PBOGDAMS

This is nothing more than the Nixon Administration's general enmity against
the principle of farm price supports, specially packaged and labeled "trade liber-
alization" for the export scene. It is the direct descendant of the ancient enmity
against farm price support and stabilization programs that farmers have had
to contend against ever since the first beginnings of the agricultural recovery
from the great depression of 40 years ago. It is akin to the dogmas of nzra
Taft Benson in the 1950's. And it Is paralleled by the Nixon Administration's
present efforts to dismantle farm price stabilization and support measures in the
United States today. For example:'

The Nixon Administration has held dairy price supports down to the lowest
level permitted by law, notwithstanding that dairy farmers' present adversities
and uncertainty about the future have led to the worst milk shortage in a
generation;.

During consideration of the Farm Act of 1978, the Nixon Administration
testified and lobbied assiduously, to get target prices and loan levels for wheat,
feed grains, and cotton reduced to less than 60 percent of parity, far below present
market prices;

Secretary of Agriculture Earl Butz recommended to the Committees on Agricul-
ture of both House and Senate that the 76 percent of parity minimum price
support floor for dairy products be abolished, so that dairy supporters could be
reduced even further, or be eliminated completely;

President Nixon, in his farm message just a year ago, asked Congress to
eliminate the dairy price support program and other farm price support and
income supplements within three years;,

On the recommendation of Secretary Butz, President Nixon opened up the
nation's quotas to an all-time record of nearly four billion pounds of milk
equivalent in imported dairy products, and removed restrictions on imports of
wheat, feed grains, and cotton,

In his statement last month to the House Committee on Agriculture about
new sugar legislation, Secretary Butz declared, "It is now time to consider the
elimination of all farm payments."

The Farmers Union is fundamentally opposed to the domestic farm policy
position that has been expressed In the words and deeds of the Nixon Adminis-
tration. The Administration's agricultural trade policy is fully dependent upon
the position that it espouses in domestic farm policy. Consequently, we have
no choice but to declare our opposition to the direction that the Administration
has chosen to take in its trade negotiating policy,
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ADMINISTOATION'S AIMS UNWORKADLB

The frst objection to the Administration's trade negotiating policy is that
it would not work. To eliminate, or even to reduce, the variable levy would be
to reduce the level or price support to the European farmer. European farmers
represent larger percentages of the total population in most of the EEC coun-
tries than they do In the United States. Moreover, the non-farming European
population Is substantially more undertsandlng and sympathetic to the social
and equity Interests of their farm people than is the Nixon Administration in
the United States.

But even if our trading partners should be pressured into reducing the level
of their farm price supports, there is no reason to suppose this would immedi-
ately drive European farmers off the land and European cropland out of pro-
duction so as to make way for significantly increased volumes of imported grains
from the United States. It has been amply demonstrated over the past 20 years
that severe reductions in farm prices have not quickly achieved reductions in
U.S. farm production, even if they do Impose hardship and inequity upon farm
families. Any reductions in European farm price supports that might be nego-
tiated would likely be applied over not less than five to ten years. Any response
In the form of reduced grain production is likely to lag even longer. None of
this Is likely to achieve important additional opportunities for exports of Ameri-
can farm products.

Events of the past year or so have exploded whatever plausibility there might
have seemed to be In the economic dogm4s that are reflected in the Nixon Ad-
ministration's domestic and international farm policies. At the present time, world
trading prices for grains are substantially above the price levels prevailing in
the EEC. The worldwide shortage of basic agricultural commodities has con-
firmed the wisdom of the Europeans in maintaining their agriculture in a healthy
and productive condition, rather than relying upon the boom-or-bust "free market"
espoused by the Nixon Administration's trade negotiators.

WOVLD VUN DaMI U.S. FARM P51038

But there are reasons much closer to home than the objections of our trading
partners for rejecting the Nixon Administration's agricultural trade negotiating
policy. These are what It would do to the prices received by farmers in the U.S.A.

The Administration has been much less than forthright about the farm price
implications of its agricultural trade policy. It is fair to say that the Adminis-
tradition has "ducked the issue" by identifying it as "access to the market" rather
than In terms of the dollars and cents per bushel at which it is proposed that
American grain should be offered in the European market, and what this will
mean In terms of the prices that would be received at th6 farm In the United
States.

The average returns to farmers in the United States from wheat of the 1072 and
1978 crops were higher than the equivalent average level of support to the
European wheat farmers. Clearly, then, the Administration regards VS. wheat
prices In 1072 and 1978 as "too high" and, consistent with its agricultural trade
policy must seek to reduce them below those levels.

Therefore, we must look back to 1971 for a clue as to where the Nixon Admin-
istration aims to drive wheat prices for American farmers in order to fit Into
its trade negotiating objectives.

According to .the International Wheat Council, the average level of support
for wheat in the European Community for 1971 was $2.74 per bushel. In order
to compare the European wheat price with the price received by farmers in the
United States, it is necessary to take account of transportation and handling
charges necessary to bring the two heats together in the actual arena where
they compete-in the great port and milling cities of Europe, such as Iotterdam.

rTable I which follows shows approximately what these charges amount tO. To
sum up, the European support price of $2.74 per bushel at the farm in Europe is
equivalent to a price of approximately $2.20 per bushel for American wheat at
the farm in central Kansas. (Se Table I next page.)

This Is the target figure--2.20 per bushel for wheat at the Kansas farm-
at which the Nixon Administration farm tfade strategy takes aim. It is the
Nixon Administration's goal to price the American farmers' wheat sufficiently be-
low that price so that substantial reductions can be expecterd In European grain
production, thereby enlarging the spe tor American exports at lower prices.
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AIMS FOR $1.84 WHEAT

Apparently the Nixon Administration alms to drive prices received by Ameri-
,can farmers for wheat back at least to the 1971 level. This was $1.84 per bushel,
without Including the value of government payments to program partidipants-
and Secretary Butz has expressed himself as opposing the continuation of such

'payments.

'TABLE I.--COMPARISON OF LEVELS OF SUPPORT FOR WHEAT, UNITED STATES AND EUROPEAN COMMUNITY, 1971

[in U.S. dollars per bushelJ

Amount
Average level of support, European community, at farm, 1971 ....... ....... ........... $2
Plus estimated river freight, main producing areas In France to Rotterdam .......................

L Equivalent European Community wheat price In Rotterdam ................................ 2.94

Ocean frel ht, Houston/Galvcton to Rotterdam, at $12 par long ton ........................... 3
Rail recei and unloading to shi p at Gulf ports .............................................
Rail frelIt, Ren County, KantS., to Houston. ........ ............ ........
Truck receipt and loading out to rail car, country point In Reno County, Kane, uniform grain storage

areemont (CCC) rata ............................................................. .07

Equivalent price at farm, Reno County, Kans ........................................ 2.203
I nlto d.. ..

tates Kansas

Comparisons'
Avera a eve! of support for U.S. farmers complyinl with wheat program 1971. ............. .$1.5.
Averaopleve of support for U.S. farmers not cornpyn ihwtporm 197 rf
Avera e value of production at market prices of whet, 1971 crop ............................. 8

Wth average value of Government payments added .................................... .9 1.80

Sources: International Wheat Council and U.S. Department of Agriculture dat&

Even with the value of government payments added, the U.S. average return
to farmers for wheat in 1971 was only $1,89 for the U.S., and $1.80 in Kansas.

This brings the issue right down to cases. Are these price levels adequate for
U.S. farmers? In supporting the pending trade legislation, do members of the
Congress intend to ratify these price objectives sought by the Nixon Administra-
tion for farmers in the United States? Are you prepared to vote in favor of a level
of U.S. farm prices that is represented by $1.34 per bushel for wheat?

We believe it is necessary for Congress to amend the trade legislation to make
it crystal clear that Congress does not endorse nor subscribe to any such U.S.
farm price objectives as those which appear to be sought by the Administration.

WOULD HINDER INTERNATIONAL COOPERATION

The third fundamental defect in the Nixon administration's agricultural trade
policy is that it runs counter to what has actually worked successfully in the
past and accounts for the enormous expansion of U.S. agricultural exports which
we witness today.

The Administration betrays a remarkable lack of understanding of what is
going on in the worldeconomy and specifically in agriculture. Secretary of Agri-
culture Marl Butz, in speech after speech, has attributed the present-day agricul-
tural boom to the Nixon Administration's farm policies. To quote him directly:

"The change began . . . under the three-year Agricultural Act of 1070 . . .
whereby Congress and the Administration created a refreshingly favorable cli-
mate within which farmers could react to market signals to produce the crops
needed at home and abroad."

"It was a break with the past-a change from the philosophy of scarcity to the
philosophy of plenty," Mr. Butz explains.

"For more than 40 years," says Mr. Butz, "we have operated in an atmosphere
of curtailment. In one form or another, our public policies and programs have
been largely designed to hold down production or dispose of surpluses."

Mr. Butz describes the farm prite support and stabilization programs that have
been developed in the United States since the 1980's as "40 years of wandering
through the wilderness of artificial price props and curbs and production con-
trols." Invoking the name of Moses, Mr. Butz recalls that "it took'theChosen
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People 40 years to break out of bondage and find their way to the Promised!
Land." And then, like a latter-day Moses, Mr. Butz promises with supreme
confidence: "Today the promised land for agriculture is near at hand."

What Mr. Butz says about the agricultural programs of the past 40 years is
nonsense. We have had a reasonably well-managed abundance of food and fiber
In America, not a "philosophy of scarcity" as Mr. Butz calls it. Our American
people have had more and better food to eat, for lower prices, then any great
nation in the history of ti'e world. For most of the past 40 years, we have had an"ever-normal granary" of reserves of storable farm commodities that rescued
the nation from calamity half-a-dozen times, and saved millions of human lives
in the process. Year in and year out, our reserves of feed grains have helped
to stabilize the huge livestock and poultry sectors of our agriculture, to the long-
term advantage of both producers and consumers.

But Mr. Butz's implication that all that has been necessary in order to achieve
today's export agricultural boom has been to turn the farmers loose "to produce
all we can" is simply preposterous. It overlooks the forces that really caused de-
mand for food in the world to expand. Even worse, it has led the Nixon Admin-
titration into a negative approach to agricultural trade-of seeking to wreck
other farmers' price support programs so as to drive down their prices and force
them out of production and take away their markets-which works directly
against the real opportunities for expanding our agricultural exports.

WORLD COOPERATION CREATED FARM BOOM

Contrary to the diagnosis of Secretary Butz, today's agricultural export boons
is the direct result of a generation of positive international economic ooopera-
tin, led by the United States of America.

It was started by the Marshall Plan, right after World War II.
It was given a powerful impetus by the formation and progress of the Euro-

pean Economic Community, which touched off the greatest explosion of prosperity
n Western Europe and the Mediterranean Basin that part of the world has ever

seen.
It was given further impetus by the Food For Peace program, which taught

the people of Japan to eat American wheat and to drink American milk and too
raise chicken meat on American corn and soybeans. Later tihp process was re-
peated In Korea and Taiwan and other countries of Asia and South America and!
Africa. Soon what started as famine relief advanced to sales for soft currencies
and has now arrived at commercial sales for hard cash to the tune of billions
of dollars every year.

And don't mistake it: Today's farm boom was powerfully speeded on, its wap
by the Kennedy Rounid of trade agreements in the 1960's.

It is all too often said that "farmers didn't get anything out of the Kennedy
Round".

That's flat wrong. American farmers were about the biggest winners in the
world from the Kennedy Round.

The trade expansion that resulted from the Kennedy Round stimulated eco-
nomic growth, and it raised levels of income. It gave higher purchasing power
to workers and their families, and that created stronger demand for food andl
fiber.

These are the reasons why wheat is about $6 and corn is about $8 and milk
is pushing $10 per 100 lbs. today.

It's going to take more international oooperation--and a lot of it-to keep
farm prices from crashing within months of now.

Some way must be found for both the rich and poor countries of the world to
secure adequate supplies of energy, and to pay for it. If that isn't done, the world
will be plunged into a massive depression, worse than the 1080's.

If there is depression in Europe, and in Japan, and in the less prosperous
countries which trade with them, then the export boom for American farm com-
modities could evaporate into thin air and crashing farm prices.

KXISSINGER aaSES HOPS

The international energy conference held in Washington this past month was
one of the first hopeful indications that we may escape from a worldwide
energy-induced depression.

The most hopeful aspect of the conference is what Secretary of State Kissinger
said, and is beginning to do, abbut international cooperation. It represents a 18O-
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degree turn-around from the position that the Nixon Administration has been
taking on a number of fronts, and particularly in agricultural trade policy.

The prineiples advocated by Secretary Iissinger in the energy oonferenoe and
the principles embodied in the Textile Agreement concluded by the Adminitra-
tion recently, should be adopted and applied to international trade in grains,
dairy products,. sugar, corn, and other agricultural commodities, as the need arises.

FOREMOST PROBLEM: AoNS

The problem of grains is foremost, because of the importance of grains to
human nutrition, both directly for use as food, and indirectly as the raw ma-
terials from which meat, dairy products, and poultry products are produced.

e Farmers Union has played a leading role in the development of a proposed
international grains agreement by the International Federation of Agricultural
Producers, in which the Farmers Union of the United 'States and other national
farm organizations of the major agricultural countries are members. A brief
description of this proposal follows:
1. Multi-lateral treaty

The proposal calls for a treaty which, in effect, would constitute a contract
between countries that buy and countries that sell wheat and other grains in
international trade. Its aim is for a "bargain" to be struck between the two groups
of countries with balancing rights and obligations of each side toward the other.
The Agreement would be administered by a Council, on which all participating
countries would be represented, with each country having a number of votes cor-
responding roughly to its relative importance in the market.
0. Coverage

Wheat and cereal feed grains would be covered.
S. Prices

A "range" of prices would be established by negotiation within which coun-
tries participating in the agreement would buy and sell grain to each other. These
prices would be, by agreement, deemed fair both to producers and to consumers
of grain.

The Farmers Union, at its national convention in Milwaukee, Wis., March 10-
18, 1974, recommended that international commodity agreements be negotiated
for wheat and feed grains, dairy products, and other agricultural products for
which the need might exist or arise, to maintain world trading prices within a
range of 90 to 110 percent of parity. This would be somewhat below present
world trading prices for wheat, but above the levels that have prevailed during
most of the past two decades.
4. Obligations ol Importing Countries

Importing countries would be obligated to buy specified percentages -of their
total requirements for grain from exporting country members at not less than the
agreed minimum price.
5. Obligations of Roporting Countries

Each exporting country would be obligated to supply quantities of grains equal
to each importing country's average past purchases from the respective exporting
country at prices not exceeding the agreed maximum price. Exporting countries
as a group would be obligated to supply any needs of member importing coun-
tries that could not be filled by a specific exporting country which had supplied
the importer in the past. Each exporting country's share of the world market
would grow or be reduced over time to reflect its actual performance in producing
for and supplying the world's trade requirements.
6. Marketing

The primary means for making the agreement effective is the management of
the supply of grain put onto the market so as to keep prices within the agreed
range, A part of the total estimated world volume of sales for the year would be
allocated to each exporting country, and any grain produced in any country in
excess of its share of the world's export sales would have to be either (a) used
domestically; (b) distributed for food aid; (c) added to the World Food Reserve;
(d) stored as part of the country'A own National Reserve; or (e) used domes-
tieally, or for export as an off-set to a reduction in production under the country's
dor eStic supply management program.
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7, Market aoosee
Importing countries would guarantee to buy specified percentages of their

total requirements from exporters. This would guarantee a share of their mar-
ket, plas a share ot their market growth, to exporting country members. If an
importing country should Increase Its production In any year to more than enough
to supply the difference between its Import obligation from exporters and its total
requirements, it would be required to dispose of the excess outside of world trade
channels by one of the methods listed above in paragraph 6 (a) through (e).
8, Reserves

Two categories of reserve stocks would be established:
A. World grain reserve

Exporting countries would be required to hold and maintain shares of the
World Grain Reserve related to the proportionate share of each In total world
export sales of grain. The main purpose of this reserve Is to underwrite the ex-
porter's guarantee of ample supplies for fulfilling the Import entitlements of each
of its Importer-customers at the maximum price in time of world shortage. With
the consent of the Council (requiring a majority of both exporting and Importing
country votes) an exporter could sell stocks from the World Grain Reserve with-
in Its custody for other needs. The cost of maintaining stocks in the World Grain
Reserve would be borne by the exporting country In whose custody they are
stored, and would be compensated by the level of prices agreed to by importing
country members.

B. National grain reserves
Any country could, at its own expense, maintain Its own stocks for use as it sees

fit, except that these stocks could be sold in the commercial export market only
within the country's agreed share of the total world grain sales for the year.
These stocks would be managed by each country as part of its own "national food
reserve" and "supply management" programs. Each country could solve Its supply
management problems in whatever way it prefers, either by storing the surplus,
using it for food aid outside commercial world trade channels, using It to meet
shortages when they occur either for domestic or export requirements; or by
drawing on stored supplies to off-set current reductions in production. Most
countries would probably want to maintain some level of stocks as security
against short crops or to add to their assurance of stability of suppliers
9. Food aid

Exporting and Importing countries would share In the cost of supplying an
agreed quantity of food aid to poor countries. Any country could supply addi-
tional food aid if it wanted, but under agreed guidelines to avoid interfering with
commercial trade.
10. Le*ss-developed country members

Countries with large numbers of unemployed and low-income people could re-
ceive agreed quantities of free food supplies to "tie-in" with their purchases of
food at agreement prices.

CONoRESS MUVST AMEND TR&D VIL

We believe Congress must assert itself positively and specifically in this legis-
lation to prevent the Administration from continuing to misuse the trade negotia-
tions as a means to attack farm price support programs In other countries and to
undermine the agricultural policies that have been established by Congress for the
United States itself. AccOrdingly, we recommend that the bill before you be
amended In the following ways:

1. To provide explicit recognition of the special character of agriculture, and
the needs arising therefrom for positive measures by national governments to
support and stabilize agricultural prices and farmers' Incomes;

2. To reaffirm and reiterate, as the intent and purpose of Congress to which
trade negotiations under this legislation must conform, the goal of achieving and
stabilizing prices received by farmers in the United States at parity;

8, To provide that the President be directed to undertake to negotiate inter-
national agreements among the widest practicable group of countries providing,
In respect to cereal grains, dairyy products, sugar, and other agricultural com.
modities as the need and opportunity may arise, (1) provisions for maximum
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and minimum prices in world trade, (2) supply and import commitments, (3)
rules on the disposal or stockpiling of surplus domestic production, (4) limita-
tions on the use of export subsidies, (5) provisions for cooperation among ex-
porting and importing countries in managing the supplies put onto the world
market, (6) provisions for consultation on the effects of domestic price support
measures on world production and trade, (7) world reserves subject to Interna-
tional review and surveillance so as to assure importers of the ability of ex-
porters to meet their supply commitments, and (8) national reserves under the
control of national governments to provide for emergencies, price stabilization,
and other purposes.

The amendments we propose, if faithfully observed by the Administration,
could help to rescue the forthcoming trade negotiations from the futile acrimony
that now seems destined to be their main product. Construction participation
by the United States in a worldwide cooperative effort to bring a needed measure
of stability and security to world food supplies and prices would be a major ac-
complishment in itself. Beyond that, it would bring to the fore the valuable ex-
perience that the world has already had with international cooperation in the
economic arena through the successful operation of International Wheat Agree-
ments and others during the past quarter-century, as a useftil model for inter-
national cooperation in other problems concerning basic raw materials which
have recently arisen. Secretary Kissinger has rightly perceived the necessity for
cooperation and accommodation to the needs and interests of other countries and
their peoples in such vital fields as energy and trade in textiles. The extension
of these principles to the complex problems concerning food and agriculture
is sound for its own sake, and can do much to help the world learn how to cope
with the newer problems that have only recently started coming to the surface
of our attention.

Senator TAT,.AnO,. The next, witness is Mr. Henry Schacht, presi-
dent, U.S. National Fruit and Fruit Export Council.

You may insert your statement in the record and proceed, Mr.
Schacht.

STATEMENT OF HENRY SCHAGHT, PRESIDENT, U.S. NATIONAL
FRUIT EXPORT COUNCIL

MAr. SCTTCITTT. The TT.S. Fruit Council represents 16 organizations
and associations; members which are, producers and processors who
seelk to increase exports of. fruits and fruit products-fresh, dried,
frozen, and canned. The Frnit Export Council therefore supports title
I of T-.R. 10710 providing for U.S. participation in the new round of
multilateral trade negotiations and section 301, to enlarge the. Presi-
dent's authority to respond to unjustifiable or unreasonable foreign
imnort restrictions or export subsidies.

Tt is noteworthy that the onlv public hearings held by the executive
branch pursuant to section 252(d) of the Trade Expansion Act, since
its enactment more than 11 years ago, were initiated by two of the
groups affiliated with the Fruit Export Council. and eacl of the trade
barriers then at isque is still maintained by the EEC a-gainst U.S.
fruits and fruit products. and moreover, each is still at issue in the
current XXIV :6 negotiations.

The Oalifornia-Aizona citrus industry in 1970, and aagain in 1973,
sought U.S. Government action under section 252 to brain most-
favored-nation treatment for U.1S. citrus in the EEC. The National
Canners Association in 1970 sought U.S. Government action tinder
section 252 to obtain the elimination of the EEC variable levy on
calculated added sugars in canned fruits.
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We consider that the EEC trade restrictions are illegal under the
GATT, should have been eliminated long ago, and in any event
should be eliminated in the XXIV :6 negotiations currently underway.
We consider that the manner in which the Community resolves these
and other trade matters in the XXIV :6 negotiations should be ob-
served closely by the Finance Committee as an indication of the
Community attitude toward meaningful negotiations. There is, in
fact, a serious question whether the United States should agree to a
new round of multilateral trade negotiations unless and until a satis-
factory conclusion is reached in the current XXIV :6 negotiations.

The United States and other GATT contracting parties have as-
serted their claims for compensation. The Community has agreed
that compensation is due. It seems to us that the Community must
grant such compensation before other countries can consent t; begin
new negotiations. But that is not today's subject.

The National Fruit Export Council supports title I of H.R. 10710;
providing authority for U.S. participation in multilateral trade ne-
gotiations. This authority should be* used vigorously on behalf of
agricultural exports, as the executive branch has said it will be.

However, we consider that section 102 (c) of the bill, requiring sector
negotiations on nontariff barriers, is not a desirable means of pursuing
the stated objectives of enlarging competitive opportunities for U.S.
exports. We believe this requirement will interfere with and impede
the chances of negotiations being carried to a successful conclusion.
We urge that section 102 (c) be stricken.

The Fruit Export Council supports title I except for that particular
section.

The National Fruit Export Council favors section 301, to enlarge
the President's authority to respond to unjustifiable or unreasonable
foreign import restrictions or export subsidies. We regard the existing
section 252 and the proposed section 301 as an important assertion
by the United States of its right to be treated fairly in international
trade. We support the new authority and hope that its reenactment
will strengthen the hand of the executive branch in obtaining fair
treatment for U.S. exports.

The council does not support title IV of the proposed legislation.
We believe that the social and political problems treated therein might
better be handled outside legislation of this nature. We recognize and
deplore the possibility that inclusion of this title as now written might
produce a Presidential veto, as we are told it might. We hope that
the Congress would reach a course of action on these issues which
would avoid such an impasse and make possible the creation of new
authority this legislation is designed to produce.

In short, we support those portions of the legislation which promise
to encourage broadened opportunities for export trade. We recognize
the need for creation of the new negotiating authority and hopn for
its passage and its signing into law. We believe that it is in the -best
interests of the fresh and processed fruit" industries represented by
the council and of the Nation as a whole.

That is our statement Mr. Chairman.
Senator TALMADOR.Mr. Schacht, do you have the figures on the

fruitsimported into the United States and the exports I
30-229-14-pt. 8-22
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Mr. SOHAGHT. I do not have them on hand.
Senator TALMADOL. Would you supply them for the record?
Mr. SCHACHT. I will.
Senator TALMADQI Senator Hansen?
Senator HAxcsim. I yield my time to Senator Packwood. We do

not have any fruit in Wyoming.
Senator PAOKWOOD. I have no questions, Mr. Chairman.
Senator TAxmwmxi. Well, thank you very much. We appreciate your

appearance, Mr. Schacht.
[The prepared statement of Mr. Schacht and material requested

by Senator Talmadge follows:]

PREPARED STATEMENT OF HENRY SORAOET, PRESIDENT, U.S. NATIONAL FRtUIT
EXPORT COUNCIL

The U.S. National Fruit Export Council, representing producers and processors
interested in fnereasing the exportation of fresh fruits and fruit products, is in
its 21st year of activity in support of a policy of freer and more open inter-
national trade to be achieved on the basis of negotiations for mutual advantage.

Some of the member organizations are submitting statements to this Commit-
tee on their own behalf. This statement is presented on behalf of the following
organizations: California-Arizona Citrus Industry: Pure Gold, Inc., Redlands,
Calif., Sunkist Growers, Los Angeles, Calif,; California Canning Peach Associ.
ation: San Francisco, Calif.; California Grape & Tree Fruit League: San Fran-
cisco, Calif.; Canners League of California: Sacramento, Calif.; Cranberry
Institute: South Duxbury, Mass.; DFA of California: Santa Clara, Calif.; Flor-
ida Canners Association: Winter Haven, Fla.; Florida Citrus Commission: Lake-
land, Fla.; Florida Citrus Mutual: Lakeland, Fla.; International Apple Institute:
Washington, D.C.; National Canners Association: Washington, D.C.; National
Red Cherry Institute: East Lansing, Mich.; Northwest Horticultural Council:
Yaklima, Wash.; Pineapple Growers Association of Hawaii: Honolulu, Hawaii;
Texas Citrus & Vegetable Growers & Shippers: Harlingen, Tex.; Texas Citrus
Mutual: Weslaco, Tex.

The U.S. National Fruit Export Council wants to increase exports of fruits and
fruit products-fresh, dried, frozen and canned. None of these products is price-
supported. None is the subject of a U.S. export subsidy None is protected by an
import quota. Exports of fruits and fruit products including tree nuts contributed
$545 million to the U.S. balance of payments In 1972-78, an Increase of 17 percent
over the exports of $465 million during the crop year 1971-72.

FOREIGN IMPORT RESTRICTIONS

Exports of U.S. fruits and fruit products are impeded by protectionist measures
in a number of countries. Most of the import restrictions are of long standing.
France and the United Kingdom limit imports of fruits and fruit products by
means of import quotas, continuing in effect since World War 1. As members
of the European Community, they are no longer entitled to maintain their national
import restrictions. Japan has continued since her entry into the GATT in 1955
to maintain import quotas, initially but no longer Justified under the rules of the
GATT, on a number of fruits and fruit products even though its trade balance
with the United States shows a favorable surplus. It is well known that the EES
during the last 15 years has introduced a series of reference prices, variable levies,
and minimum import prces on fruits and fruit products as substitutions for, or inaddition to, fixed tariffs. Other countries in other parts of the world, including
Latin America, restrict imports of U.S.' frUits and fruit products through 's
and discriminatory practices notwithstanding their GATT obligations tO liber.alize.

It is noteworthy that the only public hearings held by the Executive Branch
pursuant to Section 252(d) of the Trade Expansion Act, since its enactment
more than 11 years ago, were initiated by two of the groups affiliated with the
Fruit Export Council. The California-Arizona Citrus Industry in 1970 and again
in 1978 sought U.S. G0vermnent action under Section 252 to obtain MFN treat--
ment for U.S. citrus in the EEC. The National, Canners Association in 1910
sought U.S. Government action under Section 252 to obtain the eliminatibn of
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the EEC variable levy on calculated added sugars In canned fruits. Both of
these proceedings, as well as the many informal representations made by Fruit
Export Council members on these and other illegal barriers have had little effect.

xxIV :8 NEGOT IONS

We consider that the EEO trade restrictions are illegal under the GATT,
should have been eliminated long ago, and in any event should be eliminated In
the XXIV :6 negotiations currently under way, We consider that the manner
in which the EEC resolves these and other trade matters in the XXIV :6 negoti-
ations should be observed closely by the Finance Committee as an indication of
the EEC attitude toward meaningful negotiations. There is a serious qeustion
whether the United States should agree to a new round of multilateral trade
negotiations unless and until a satisfactory conclusion is reached in the current
XXIV :0 negotiations.

TRADE REFORM AOT

The U.S. National Fruit Export Council gives its unqualified support to the
proposal in Section 801 of H.R. 10710 to enlarge the President's authority to
respond to unjustifiable or unreasonable foreign import restrictions or export
subsidies which reduce U.S. exports. We regard the existing Section 252 and
the proposed Section 801 as Important assertions by the United States of its
right to be treated fairly in international trade. We support the new authority
in the hope that Its reenactment will strengthen the resolve of the Executive
Branch to obtain fair treatment for U.S. exports in furtherance of United States
trade agreement rights.

The U.S. National Fruit Export Council also supports the Administration's
request for new authority (Title I of H.R 10710) to negotiate tariffs and non-
tariff barriers--but with the admonition that this authority be used vigorously
in behalf of U.S. agricultural exports. This appears to be the Executive Branch's
intent. However, we consider that Section 102(c) of the bill, requiring sector
negotiations on non.tariff barriers, is not a desirable means of pursuing the
statedd objective of competitive opportunities for United States exports, and
that this requirement will interfere with and Impede the U.S. negotiators,
restricting their ability to negotiate. We believe that the multilateral trade nego-
tiations will be more successful for the United States without that restriction
on our negotiators. The Fruit Export Council supports Title I except for Section
102 (c), and we ask that this be stricken from the bill,

The Fruit Export Council also urges that the Congress cooperate closely with
function strongly during the negotiations to assure that the United States nego-
tiators utilize all of the rights and powers at their command.

The Fruit Export Council also urgest that the Congress cooperate closely with
the Executive Branch with the view of assuring that the United States will
obtain fair treatment and improved conditions of market access.

U.S. AGRICULTURAL EXPORTS: QUANTITY AND VALUE, BY COMMODITY
fIn thousandal

January-December

Quantity Value

Commodity Unit 1972 1973' 1972 19731

Fruits and preparations .............................................................. $428,692 $534,669

Canned .................................... Pound ... 368,258 360,924 ' 62, 590 73,611

Cherries ........................ 24,045 16.73$ ,500 5, 777
Fruit cocktail................d....... 973 102.140Ao :7,7 21Peaches ................................ do. 134, 1 1 2 4
Pears.............do.....1304 9,3 2 190
Pineapples .................... do.......71,310 7864 11:879 13,04
Other ....................... do ....... 32, 958 28, 960 848

Dried ......................................... do . 204,757 195,046 59,023 85,114

runes .............. ......... do....... ,15.5 41
Crepe (raisins)............... do . 101,007 43

Other .................................... do ....... 21,4 23,824 11

Fresh..-; ........................ do ....... 2,124,019 2,314,016 234, 931. 283,744
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U.S. AGRICULTURAL EXPORTS: QUANTITY AND VALUE, BY COMMODITY-Continued

OIn thousands

January-December

Quantity Value

Commodity Unit 1972 19731 1972 1973 1

Apples ........................ do ....... 127,621 178,869 $14.187 $24,326
Berries ................................... do ....... 28, 391 34. 687 7 123 9, 532
Grapefruits .................... do ....... 414,777 426, 734 38, 165 38, 934
Grapes ........................ do ....... 217,854 224318 41, 588 47, 443
Lemons andlimes ................. o ....... 345,164 443, 362 38, 594 53, 071
Oranges, tangerines, and clementine .......... do.... 666, 786 642, 561 61,743 65, 224
Pears ..................................... do ....... 8,705 81, 557 6,639 10,926
Other ........................ do ....... 264,721 281,930 26,893 34, 289

Fruit juices ................................. Gallon ...... 35,679 42,143 66, 317 81.267

Grapefruit ................................. do ....... 6,358 6,722 10 252 11,401
Orange ................................... do ....... 18,451 22, 701 42 477 1,225
Other ..................................... do ....... 10, 871 12,720 13,588 18,642

Frozen fruits ............................... Pounds..... 10,531 19,314 2,202 5,584
Other ..................................................... 3,629 349

Nuts and preparations ........................... Pounds ..... 144, 699 "133,5j17 93,127 121, 84

Almonds ........................ .. do .......
Walnuts ...................................... do: ......
Other ........................... do .......

72,858 56,219 55, 988 9,428
36,356 40.292 14,190 21,282
35,485 37, 406 22,949 30, 574

U,S. AGRICULTURAL IMPORTS: QUANTITY AND VALUE, BY COMMODITY

Fruits and preparations ..............................................................

Apples, fresh............................. Pound ...... 97,182 96, 731
Apple and pear juices ....................... Gallon ...... 25, 566 20, 644
Blueberries ................................. Pound ...... 13, 984 15, 249
Strawberries ....................... do ....... 136, 041 162, 075
Other berries .................................. do ....... 16,158 21,131
Cherries ...................................... do ....... 9,147 6,817
Dates ......................................... do ....... 26,101 . 24 934
Figs ......................................... do....... 18,177 7,562
Grapes ......................... do ....... 36, 356 31, 904
Melons ......................... do ....... 340, 393 361,175
Oranges, mandarin, canned ...................... do ....... 81, 055 90, 932
Oranges fresh ...................... do ....... 109,670 121,745
Orange juice, concentrated ................... Gallon ...... 38, 075 20,146
pears, fresh ................................ Pound ..... 21, 606 28, 173
Pears, prep. or preserved ....................... do ....... 8, 990 , 2Pineapples canned, prep. or preserved ........... do ....... 257, 068 221, 590
Pineapple ulice .................... Gallon ...... 10, 680 10 102
Jellies and jams ................... Pound ..... 12,107 9,518
Other ........................................................................

$181,675 $217,132
8,952
8,599
4,399

21,356
3,232
2,919
2,787
2,089
5,470

13,661
17,710
6,952

14,836
3,062
1,031

30,685
2,554
2?505

115,657Nuts and preparations ............................ . . ........................

Almonds ........................... Pound ..... 327 244 252
Brazil nuts .................................... do ....... 38, 232 34,683 11,882
Cashew nuts ................................... do. 106, 797 108,032 66,029
Chestnuts ............................. do ....... 10,621 12,.856 3,911
Coconut meat, fr, prep, or preserved.......... do..... 118, 367 102,.595 12, 813
Filberts .......................... do....... 5,560 10,245 3,235
Pistache nuts .................................. do ....... 17,786 34, 086 14,318Walnuts ....................................... do ....... 78 1:253 440
Other .......................................... .................. 2,779

12, 200
13,675
5,833

33, 5634,929
2,899
2,7782: 029
6,631

16,922
20,130
8,896,
7,822
3,970

253
29, 247
2,339
3,52839,488

148,163

235
13.255
75 728
4,705

16,9176,096.
27,597

86?
2,769

tPreliminary,
Source: Economic Research Service, U.S. Department of Agriculture,

Senator TAImADGE. Our next witness is Mr. Harold M. Williams,.
president, Poultry and Egg Institute of America.

We are delighted to have you with us, Mr. Williams.
As you know, Georgia is No. 2 in broilers and No. 2 in eggs, so we,

have a great interest in your testimony.
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Mr. WILLIAMS. We know that very well. We might mention that
Georgia has quite a few members in the institute and on our board.

Senator TALMADOE. I am well aware of that, sir.
Mr. WMLAMS. We appreciate the strong concern you have had for

the poultry industry.
That is Mr. William I. Austin, chairman of our board of directors,

from the State of Washington.
Senator TALMADGE. We are delighted to have you, sir.

STATEMENT OF HAROLD M. WILLIAMS, PRESIDENT, POULTRY
& EGG INSTITUTE OF AMERICA, ACCOMPANIED BY WILLIAM I.
AUSTIN, CHAIRMAN OF THE BOARD

Mr. W LAMS. Mr. Chairman, I am Harold M. Williams, president
of the Poultry and Egg Institute of America, a national voluntary
trade association representing all interests of the poultry and egg
industry. Our members include individual businessmen, cooperatives,
and corporations.

The opportunity to appear before this committee on such a vital issue
is appreciated.

As you have requested, Mr. Chairman, and in the interest of conserv-
ing the committee s time, I will read only the summary.

Senator TALMADGE. Your full statement, I may say, will be inserted
in the record, Mr. Williams.

Mr. WILLIAMS. Thank you.
The U.S. poultry and egg industry has been prevented from reach-

ing optimum achievement in lowering domestic and world food costs.
In our complete statement, we demonstrate the wisdom in supporting
the trade reform bill and make the point that the poultry industry has
in no way benefited from any past actions of the U.S. trade negotia-
tions.I For 12 years the poultry and egg industry has been subjected to
arbitrary regulations and levies unilaterally applied almost at will.
Reading this statement will tell you how the European Community,
since ,Aly 1, 1962, has arbitrarily and capriciously discriminated
against U.S. poultry products. It explains how the levies of 30 to
50 percent ad valorem have been successively applied on all poultry
items of the United States, but the U.S. industry has moved from
the sale of whole chickens and turkeys to parts, then to specialties,
and then to cooked goods. At the same time, the same treatment,
against, was applied to egg products.

Even in applying the so-called common agricultural policy levies,
the European Community determines the gate price by using unre-
alistic feed conversion ratios, yields, and unrealistic parts-to-whole
coefficients to give the computed costs of its own production items
unrealistically high prices.

It has become a practice of the Common Market to raise the levy
with only a 3-day notice. Product on the water, en route to a customer,
is thus raised in price. It makes it difficult to negotiate sales. On top
of this, the European Community has been engaging in a concerted
effort to disrupt our markets throughout the world-by using export
subsidies.
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The U.S. feed grains, on the other hand, have enjoyed relatively
free access in the very countries where the U.S.-produced poultry
items have been excluded. Behind the protective wall of the European
Community levies, the free flow of feed grains to Common Market
countries generated uneconomic production and distorted competitive
influences.

The Trade Reform Act will give the President and our negotiators
the authority and organizational structure to deal with problems on
a continuing basis. Agriculture and industry must be negotiated to-
gether. This was not the case during the Kennedy romd.

Experience, typified by the Russian wheat sale, demonstrates that
the U.S. food industry, operating in a free market system, cannot re-
sponsibly and effectively serve the consumers here and throughout the
world without a strong, carefully spelled-out global food policy as a
framework within which to operate.

For the U.S. poultry and egg industry, 1973 was turbulent, with
growing uncertainties. Nothing could be taken for granted, especially
in -the area of inputs, soybeans$ corn, wheat, fishteal, labor, energy,
and transportation. All were uncertain and still are. Both supplies and
prices gyrated wildly in 1973. Within 6 weeks the price of dressed
broilers went up more than 30 cents a pound and fell even faster in
response to consumer resistance, increased production, and a free
market.

Nineteen seventy-three was the first full year in which poultry and
egg operators were totally subjected to global forces generaing utter
uncertainty: Abnormal and unprecedented demands on our raw agri-
cultural ingredients due to the vagaries of weather; worldwide infla-
tion; devaluation of the dollar; block buying by controlled economies;
arbitrary exclusion to the market for our finished food products; Gov-
ernment price controls on a domestic base.

Neither U.S. consumers nor the farmers who produce livestock and
poultry and eggs can tolerate any longer our not having a food policy.
Producers of livestock and poultry and eggs must be assured of an
adequake supply of the raw ingredients they need. They are no longer
willing to let other nations acquire unlimited quantities of the raw
materials that they could use themselves, especially when these same
nations refuse to allow our finished food products access to their
markets.

We need a policy framework within which we can operate our free
enterprise system so that we can properly and effectively serve the
consumers both here and abroad.

The UA. consumers and industry and labor, as well as the con-
sumers abroad, will best be served by: one, development of a global
food policy. If this policy is to provide an adequate framework to
help establish a rational economic order on a global basis, it must be
based on valiH and enduring principles. It must be consonant with the
interdependent world in which it operates.

Two, by Congress granting the administration authority to nego-
tiate down trade barriers to make a more open marketing system
throughout the world. Reasonable access to marketing will allow the
United States to focus on serving consumers throughout the world,
as well as at home. An outward looking attitude will provide the
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-United States an opportunity to innovate in products, in distribution,
and in selling.

Not only will the active marketing of U.S. food products through-
out the world improve the standard of living, but it will also help to
build a more lasting peace.

We urge the committee to report H.R. 10710 favorably.
Thank you.
Senator TALMADGE. Thank you, Mr. Williams. You have made a

brilliant statement here which documents very well how the European
Economic Community has systematically shut out American broilersfrom their market. I refer specifically to your full appendix of your
full statement here, and I ask unanimous consent to insert that in the
record-

That indicates every time we build up a market for a particular
product, the EEC makes some sort of administrative decision to
effectively preclude it. For instance, beginning in 1955, we exported
12-,700 pounds of poultry to the EEC. We built that up to 180 million
pounds by 1962, and that is when they started all sorts of gimmicks to
eliminate poultry from the European market.

Can you estimate what the dolar value would be on the broiler
market if the Europeans had ndt erected this protective wall.

Mr. WILLIAMS. Mr. 'Chairman, I could make a guess. In just a period
of a couple of years for Germany alone, we built up a market from
practically nothing to 150 million pounds. I would guess that if we
had had access to market, it could be well over a billion pounds in
Western Europe, at least, just in broilers alone.

Senator TALMADO. Now, do you think we should put a variable
levy on Volkswagens and other products until they remove their levy
on our chickens?

Mr. WILLIAMS. Well. we did through GATT.
'Senator TALMADo. Well, only President Johnson took some tem-

porary action, and you remember the famous chicken war, and we have
-had no further action since that time.

Mr. WiLLIAms. That is right, and that was on Volkswagen buses
and 'brandy.

Senator TALMADGE. Champagne, I believe, among other things.
Mr. WLmS. But we believe that the consumers will best be served,

whether they are in the United States or here, if we insist that to
negotiate to bring down the barriers, rather than-we may have to
threaten to retaliate, but we feel-

Senator TALMADO E. As I understood you to say, this trade bill will
give the President the power to retaliate and take appropriate action.
The previous trade bill did, too, but they did not do it.

What makes you think any future Chiief Executive will do it?
Our State Deparment is more interested in looking after the inter-

est of foreign countries than they are ours.
Mr. WILriAms. Mr. Chairman, I might mention that in December

1960, the Institute and the ITD Committee--Interatonal Trade De-
velopment Committee--had a trade barriers committee-met down in
Arkansas in December 1960. Senator Fulbright was there, and we had
some representatives from the State Department and from the Depart-
ment of Agr.culture and Commerce, and we warned, at that time, we
saw this coming.
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We felt this coming, and we have taken it up with the State Depart-
ment many times without any result.

Senator TALMADGE. That has been my experience, I might say.
Mr. WILLTAMs. Without any result.
Senator TALMADGE. The State Department, unfortunately, thinks

they are supposed to represent the interests of foreign governments
instead of our own.

Senator Hansen.
Senator HANsEN . Mr. Chairman, I could not add anything to what

you have said.
Thank you.
Senator TALMADOE. Thank you very much, Mr. Williams. We ap-

preciate your contribution.
[The prepared statement of Mr. Williams follows:]

PREPARED STATEMENT OF HAROLD M. WILLIAMS, PRESIDENT, POULTRY & EGO
INSTITUTE OF AMERICA

The Poultry and Egg Institute of America is the one national (also inter-
national) all-product voluntary trade association representing all interests of
the poultry and egg industry. Our members are breeders, hatcheries, growers,
processors, distributors, and allied interests, Our members include individual
businessmen, cooperatives, and corporations.

The poultry and egg industry contributes substantially to the, agricultural
income of the United States. It is the fourth largest cash income for Agriculture.
This industry uses about 60 percent of the commercial feed manufactured in
the United States. et us look at commercial broilers. Their per capita consump-
tion has increased from 8.6 pounds in 1950 to 41.9 pounds in 1973. With approxi-
mately 8 pounds of feed going to produce one pound of eviscerated weight of
broilers, this means that the average per capita consumption of broilers in the
United States represents 120 pounds of feed per person or a grand total of about
twenty-five billion pounds of commercial feed.

POULTRY AND EOGS EFFICIENT CONVERTERS OF PROTEIN FEEDS

Broilers, turkeys and eggs contribute substantially to improving the consumer
standard of living in the United States. Broilers, turkeys and eggs have been
termed inflation fighters because of their reasonable cost to consumers. The gen.
eral rule of thumb is that it takes S pounds of feed to produce one pound of
live beef, 5 pounds of feed for one pound of pork, and Just over 2 pounds of
feed to produce one pound of live broilers. In a world of burgeoning demands
and rising costs and shrinking resources, are we not under a moral as well as an
economic mandate to assign a higher priority to the production and marketing
of poultry and eggs? Because poultry and eggs are the most efficient Converters
of scarce protein feeds into highly nutritious foods for consumers, our products,
if given fair and reasonable access to markets abroad, can be a potent weapon
in fighting inflation throughout the world. As we rapidly move toward a world
economy, consumers on a global basis must not be denied availability of our
high quality, low-priced food products.

Exhibit No. 1

U.S. EXPORTS OF POULTRY MEAT TO COMMON MARKET COUNTRIES IN 1955-62

(In thousands of pounds

Destination 1955 1956 1957 1958 1959 1960 1961 1962

Belgium.Luxembourg .................... 59 83 122 180 292 90 276 430
enrmany, West.... ................... 56 4,451 5,834 7,690 52,374 85,980 134,749 15232
Italy...................................... .. 32 5 30 607 748
France r.......... ... 2- 38. 4....4 40 34 74 331 53
Netherlinds1 ............................ 89 841 2,451 8,712 11,444 20,863 27,223

Total European community ......... 127 4,661 6,841 10,393 58,417 97,618 186,826 180,776

Source: Poultry Industry International Trade Development Committee.
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* EALANOED FOOD/FEED EXPORT PROGRAM NEEDED TO STABILIZE U.S. ECONOMY

By developing and pursuing a balanced food export program of selling finished!broiler, duck, turkey and egg products abroad rather than major reliance on,feed grains, we help to stabilize and strengthen our domestic economy by:(1) Providing thousands of Jobs in the growing and processing of these
products.

(2) Tax income to the Federal and State Governments
(8) A means of helping to fight inflationAn export-only raw agricultural products (feed grains) policy can undercutU.S. labor by exporting potential jobs and increasing foods costs to U.S. labor orconsumers. There is little labor involved in corn or soybeans, whereas every poundof exported chicken represents 5-7 cents employment income-$50,000-$70,00(for labor per million pounds. Broilers, turkeys, eggs and especially furtherprocessed items are highly labor intensive.A balanced food/feed export program can avoid wide gyrations of price/costincreases which our economy is presently subjected to due to inordinately large,sales of feed grains without adequate reserve for domestic use. These large sales

of feed grains have:
(1) Worked a hardship in the industry and
(2) Generated higher food prices for the U.S. consumers.The Poultry and Egg Industry has a fifteen year history of demonstrating itsability to open iup and develop markets abroad, this with strong cooperation'

of the United States Department of Agriculture.

90 BARRIERS DRASTICALLY REDUCED U.S. MARKET

Prior to 1956, the United States exported very little poultry meat commercially,except for moderate amounts to Canada and Latin America. In 1958 about three-quarters of one per cent of the total United States production was exported (about42,000,000 pounds). Our world-wide exports steadily increased, reaching 271,000,.000 pounds in 1962 or about 8.8 percent of our total production. Exports of poultryand poultry products in 1962 were valued at 96.8 million dollars. Poultry meat,including canned, accounted for 75.8 million dollars. Eggs, egg products, babychicks and other poultry accounted for the balance of 20.5 million dollars.Remember, too, that these products were produced under the full impactof competition. We did not receive benefits of any price support program orgovernment subsidy and, in fact, utilized supported grains.The bulk of our poultry trade was originally with Western Europe. Germanywas our largest customer. The market in Germany alone reached about 50 milliondollars in 1962 and was growing rapidly. This trade would have been substan-tially greater than it was had it not been for restrictive measures in the form ofmonetary controls and import licenses which were continued in effect long afterany justification for such measures had ceased to exist. these measures directlylimited the quantity of United States poultry which could be imported.' It wasnot until 1961 that these barriers were finally removed and United States poultrywas given access to the German market upon an equitable basis upon the pa.y-ment of a duty of 15.9 percent ad valorem. But on July 1, 1002, the HC's Common
Agricultural Policy went into effect.

COMMON MARKET CONSUMER INTERESTS SUBVERTED BY TRADE BARRIER
We submit a recent study of "The Development of EC Regulations for Importsof Poultry, Poultry Parts, and Eggs".This study points out in detail the systematic development and regular use othighly protectionist mechanisms to exclude our poultry and eggs from the RC,(six country markets) now nine. (-See Appendix) Classifications of productswere named and changed constantly as we Introduced new items for sale. Theseproducts were subjected to high levies. High gate prices were assigned to eachproduct, to which were added a basic levy and also a supplemental levy. Theimposition of these levies caused immediate and drastic reductions of our ton-nage Into the VC market. After July 1, 1962, (effective date of NC levies on p0ul-try and eggs)- the 15.9 percent import tax on whole chickens was increased to atotal import levy of 43 percent. And the tax on chicken backs and necks on whichwe had built up a very substantial business with the German consumers wasraised from 15 percent to $20 percent of value of the product, thereby denying
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German consumers the right to buy and use these reasonably priced chicken
necks and backs which they had so readily accepted. When the market for whole
chicken was taken away from us, we turned to chicken parts--but then the levies
went up on chicken parts. Tariff classifications were developed to tax these new
products.

It has become a practice of the Common Market to raise the levy with only a
8-day notice-thereby damaging our trade by creating uninsurable risks. We
even suggested to our government the possibility of getting Insurance against
these arbitrary and abrupt increases imposed while the product was In transit
In order to offer the buyers some protection to Induce them to buy.

After the market for chicken parts was largely destroyed we turned to whole
turkey-and then up went the levies on turkey parts.

U.S. egg products received the same treatment.
All of this violates the basic principles of GATT.
United States poultry and egg products have, over these past twelve years,

been the victims of arbitrary and discriminatory actions applied systematically
and abruptly by the EC.

The EC in determining the gate price uses unrealistic feed conversion ratios,
yields and unrealistic parts to whole coefficients to give the computed costs of
Its own production Items, unrealistically high prices. The gate price Is the target
price below which poultry and eggs cannot be offered. Then, to this high gate
price is added a variable levy and a supplemental levy. The total of these two
levies at times has been $0% or more of the gate price which is usually higher
than needed to represent actual internal costs,

Mr. Walter Hallstein, formerly president of the European Economic Commis-
sion, In his recent book, "Europe in the Making," discusses the highly Infla-
tionary Impact of the C's Common Agricultural Policy. He says, "But the wal!
around the Community has become very high". But as far as U.S. poultry and
eggs are concerned, there is not just one wall around the Community, there is
a three story wal-a high gate price, a variable levy and a supplemental levy.

A013OULTmU AND INDUSTRY MUST BI NEG0TATED TOGRMT

International trade is a two-way street and trade policy a two-sided coin. If
subjecting U.S. chicken, turkey, and eggs to gate prices, variable and supple-
mental levies, often 40-/50% ad valorem, Is sound policy, then It must be sound
policy for the United States to subject German Volkswagens, French wines, and
Dutch hams to like treatment. As Harold B. Malmgren In his, "Iternatonal
Eonomic Peace Keeping in Phase IP', says, "Industrial trade problems and
agricultural trade problems today are very similar, and the old presumption In
Trade negotiations that 'agriculture is different' no longer holds-if It ever
did". The "Average Tariff Rates after the Kennedy Round" on manufactured
and semi-manufactured products-(weighted by ONOD Trade) were:

Pro nt
Into United States -------------------------------------- 8.8
Into European Community -------------------------------- 8.4
Into United Kingdom ----------------------------------- 10.2
Into Japan -------------------------------------------- 10.9
Into Canada ------------------------------------------ 10.12

1 Volkswagens only 8%.
according to, "The United States in the O(hanging World Eoonomin" by Peter G.
Peterson. In the area of Industrial goods, the free world was progressively moving
toward an "open and equitable trading system".

AUTEORIY NRZD TO XZWIUTR RMOVAL OF UNFAIR-TRADE BARRE 2S

The Trade Expansion Act of 1962 paved the way for the Kennedy Round Trade
Negotiations, which ended in May 1967 These trade rounds were recognized as
highly successful Piftythree nations representing 80% of the world trade
participated. Tariffs were reduced by one-third. However, as you can see, negotia-
tors did not deal adequately with- the system of levies established by the EO
under the Common Agricultural Policy, especially as related to poultry and eggs.
The only direct reduction in poultry or egg levies, accomplished by the Kennedy
Round Trade Negotiations, was import duties on U.S. turkey into Japan. The
Import duty had been 10 percent, so In anticipation of negotiation, Japan raised
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the duty to 20 percent and then in negotiations reduced it to 15 percent. So in
effect we settled for a 50 percent increase not a 25 percent decrease.

For twelve years we, in the poultry and egg industry, have been subjected to
arbitrary regulations and levies uni-laterally applied almost at will. The poultry
and egg industry, with the help of the Foreign Agrioulture Service of the U.S.
Department of Agriculture, has stayed in there fighting. Germany is still our
largest poultry market in spite of the barriers, but far short of what might have
been had we had fair access. We are now shipping virtually no whole chickens
but when the C.A.P. went into effect in 1962 our sales to West Germany were
virtually all whole chickens, approximately 150,000,000 lbs.-this only four
years after we started marketing U.S. chickens in West Germany.

STILL A MARKET DESPITE BARRIERS

We would like to quote from the Under-Secretary of Agriculture, J. Phil Camp-
bell, in a talk given September 16, 1969. The ISecretary says, "I think it ts a
tribute to all those who have been involved In this overseas selling effort that
the U.S. is still very much in the poultry exporting business. I am talking about
the effort of individual exporters--of the Institute of American Poultry Indus-
tries (now the Poultry and Egg Institute of America) acting for the poultry in-
dustry's International Trade Development Board-and the Foreign Agriculture
Service of the U.S. Department of Agriculture." I

"Working together, they have pierced some of the trade barriers; they have
created and exploited demand for specialized American poultry products. They
have new opened new markets."

"These things don't just happen. Determined men in government and the
poultry industry have worked together to make them happen."

For the calendar year of 1078 we exported a total of 18,850,000 pounds of
poultry meat for a value of over $70,000,000 and total poultry and eggs and
breeding stock for a total value of about $120,000,000. This Is solid achievement
when we bear in mind that ever since July 1062, the Common, Market has
arbitrarily subjected our poultry and eggs to almost Insurmountable barriers.

On top of this the WI0 has engaged in concerted effort to disrupt our markets
throughout the world by using export subsidies. While lowered recently these
subsidies still greatly hamper our sales into key markets such as Japan and
Hong Kong.

Global opportunities and problems call for global thinking, policies and pro-
grams. Burgeoning demands and rising incomes make for marketing opporti-
nties throughout the developed nations of the world.

How well we seize upon and expand these opportunities depends on how effec-
tively the U.S. government and industry can work together in developing an open
and equitable world trading and marketing system. Real leadership and courage
have been demonstrated in.the area of international relations. What the admin-
istration now needs is continuing authority and trading stock to reduce, 6limi-
nate or harmonize barriers and other distortions of International trade.

We strongly urge the passage of the "Trade Reform Act."

LIBERALIZED TRADW-EST DEFENSE AGAINST INITATOIV

Inflation stalks the world. In a world of tariff walls and barriers, pockets of
inflationary pressure can build up and destroy those separate and Individual
economies. We cannot afford to let this happen. We need an open and fair world
trading system right now for the free flow of products, especially foods.
I If we can gain fair and reasonable access to the markets of the developed na-
tions of the world, we can then proceed in developing a well-conceived and articu-
lated marketing policy for the total U.S. agriculture and food Industry. This
policy will be evaluated on a cost/benefit basis to the consumers on a global mar-
keting basis. People are our only ultimate markets, and marketing assigns. tol
priority to people as consumers. Our strategy will be marketing finished prod-
ucts as well as the trading of raw feed grain Ingredients and other Taw agricul-
tural products. This balanced approach will provide more stability and will" in
the end, result in continuing and expanding markets.

PROCREs FOODS EXORTS-EST OPA O V.A. aGoIrmR
'lhe Green Revolution is here. The high yielding dwarf wheat developed in

Mexico by Dr. Norman Borlang (Nobel Prize Winner, 1970) and the proliflc
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dwarf rice IR 8 (Miracle Rice) developed by Dr. Robert Chandler can be a boon
to the under-developed nations in their fight against famine and malnutrition.
However, this should give us cause to rethink our total agriculture polioy. India
has doubled its wheat production in six years. West Pakistan has increased its
wheat harvest over 70 percent between 1967 and 1970. West Pakistan is now a
net exporter. Between 1965 and 1970 acreage in the new varieties of wheat and
rice mostly in Asia increased as follows:

1965 ------------------------------------------------------- 200
1966 ----------------------------------------------------- 41,000
1967 -------------------------------------------------- 4,047,000
1968 ------------------------------------------------- 16, 060, 000
1969 ------------------------------------------------- 8119,000
1970 ------------------------------------------------- 43, 014, 000

and China and Brazil with double cropping pose threats to our soybean export
markets of the future.

We emphasize marketing rather than trading. We contend that marketing in
its broader sense is a socio-economic force comparablee to research and develop-
ment. It can be an engine of change. Trad- barriers are harmful not only be-
cause they misallocate productive resources but also because they hold out and
thwart marketing know-bow. Only through effective marketing can we make
the fullest use of assets and productive capacities. Marketing with a focus on
consumers is:

Alert to change
Innovative and creative
Outward looking
And forward looking

Creative marketing increases total demand by building markets and finding
new uses and outlets for newly-developed products. Global marketing will enable
us to capitalize fully on our high technology in our food production and process-
ing. Our technological lead in agriculture and food production will enable us
to expand markets by providing better values to consumers throughout the world.
Marketing, because it is based upon persuasion, promotes a better mutual under-
standing; in fact the English philsopher, Alfred North Whitehead,' has termed
commerce as the great civilizer because it Is based on face-to-face persuasion.
We presently have cooperative or Joint marketing programs for selling poultry
and egg products in various parts of the world. These programs can be expanded
tremendously by better access to markets abroad. A strong commitment to mar-
keting both by government and industry can truly be a dynamic force in up-
grading diets throughout the world and expanding total demand for our products
on an orderly and continuing basis.

GOV=INM&NT/INDUSThY PARTNERSHIP NEVODED

The Communist countries present increasing opportunities for trade, but on
terms generally unfamiliar to the average U.S. company. State trading and ceni-
tralized government trading organizations using barter and loigg-term credit
demands put our free enterprise firms at a disadvantage. We need a government/
industry partnership abroad. We need collective intelligence and coordinated
action. We need to broaden the opportunity for more companies to participate
and for more products to be offered between our country and the Communist
countries. Barter, like any other trade, is a two-way street, but we will have to
accommodate in order to get and expand the business,

As global resources diminish relatively to potential demands, our best hope Is
global production based on comparative advantage and creative global marketing
to provide consumers with the best possible food values. Implementation of
the Trade Reform Act can be a giant step toward this objective. We urge its
enactment.
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APPENDIX

THE DEVELOPMENT OF EEC REGULATIONS FOR IMPORTS OF POULTRY, POULTRY PARTS
AND EGGS

Imports of poultry, poultry parts, and poultry eggs to the EEC countries hadbeen levied by a 15.9 percent ad valorem duty until July 1, 1962, when a new sys-tem of duties became effective.This new system of duties had been developed to enhance the formation of theEuropean Common Market for agricultural products by preventing any dis-turbances 4n the price system originating from third countries. It is effectuatedthrough three types of regulations:
(1) A baaik levy

It was first introduced on August 1, 1962, and takes into account three factors ofthe import price formation:
(a) The differences in production costs 6f poultry between EEC countries

and the world market;(M) The differences in production costs for poultry within the six member
countries until July 1967;(o) A fixed value depending on the average import prices for poultry intothe EEC.during the last year, which originally was set at 2 percent, but wasincreased up to 5.5 percent in 1966 and is now at 7 percent.The basic levy is a variable one and, depending on the cost and price develop-ment is revised in three months periods. Furthermore, this levy varied untilJuly 1967 for each of the member countries according to the differences in theirnational conditions with regard to production costs of poultry (factor b) againstimports from all third countries but as well can be used against specific coun-

tries or groupswof countries.This new system of duties was introduced on July 1, 1962, but was revisedand adapted to prevailing market conditions several times, so that it was fullyelaborated only after a period of about five years of existence. This developmentcan be described by the history of regulations of the WEO Commission to completethe duty system and the development of the tariff positions 02.02 B (Parts ofPoultry).

I. THE HISTORY OF REGULATIONS OF THE EEO COMMISSION 1962 THROUGH 1967
July 1, 1962: Introduction of gate prices for slaughtered poultry (Reg. Nos.

35 and 40).August 1, 1962: Introduction of basic levies for slaughtered poultry (Reg.No. 76) and of gate prices for live poultry and poultry parts (Reg. Nos. 77, 78).October 1, 1962: Introduction of gate prices for shelled eggs and egg yolksand extension of the tariff position "poultry parts" into "backs and necks ofpoultry" and "other poultry parts". (Reg. No. 126).November 7, 1962: Introduction of the first supplementary levy for wholechicken (Reg. No. 135).March 1, 1963: Belgium and Luxemburg form an economic and monetary unit.March 9, 1963: Introduction of supplementary levy for backs and necks ofpoultry and settling a basic levy for "backs and necks of poultry" and "otherpoultry parts" (0.5 and 1.25 of basic levy of the mean for whole chicken, prep.B and whole turkey) (Reg. No. 24).August 1, 1964: Introduction of gate prices and basic levies for furtherextension of tariff position "other poultry parts" into "breasts and legs of poultry"and "other poultry parts" (Levy fixed at 1.25 and 0.46 of the mean for wholechicken prep. B and whole turkey) (Reg. No. 94).October 1, 1964: Introduction of gate prices and basic levies for further exten.sion of tariff position "other poultry parts" into "halves and quarters of chicken"and "halves and quarters of turkeys" (levy fixed at 1.00 of whole chicken, prep.C and of whole turkey, respectively). (Reg. No. 130).
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May 2, 1965: Introduction of a supplementary levy for halves and quarters
of chicken" (Reg. No. 57).

April 1, 1966: Introduction of gate prices for further extension of tariff position
"poultry parts" as follows:

Breasts and legs of poultry Into breasts of turkey;
Breasts of other poultry;
Drumsticks of turkey and other legs of poultry; and
Other poultry parts into wings of poultry and other poultry parts.

July 1, 1966: Introduction of gate price for further extension of tariff positionl
other poultry parts" into "boned parts of poultry" and "other poultry parts".
Fixation of basic levies for various poultry positions, as follows:

Live chicken (0.7 of whole chicken, prep. 0), live turkey (0.7 of whole
turkey);

Poultry parts in relation to the mean levy of whole chicken, prep. B and
of whole turkey at 2.0 for breasts of turkey, boned poultry parts, and other
poultry parts;

1.4 for breasts of other poultry;
1.25 for legs of poultry other than turkey drumsticks;
0.75 for turkey drumsticks; and
0.46 for edible offals of poultry. (Reg. No. 79).

March 26, 1967: Introduction of supplementary levy for "breasts of poultry
other than turkey" and "legs of poultry other than turkey" originating in
Hungary, (Reg. No. 50)

June 22, 1967: Introduction of new transformation factors for feed cereals Into
poultry products, hence new gate prices and basic levies for poultry. (Reg.
No. 146).

July 21, 1967: Introduction of supplementary levy for boned parts originating in
Denmark. (Reg. No. 319).

November 1, 1967: Introduction of supplementary levy for turkey drumsticks
and other legs of turkey originating in USA. (Reg. No. 772).
Introduction of gate prices and basic levies for further extension of tarif

position "legs of turkeys, other than turkey drurmiticks" into "other legs of
turkey other than drumsticks" and "other legs of poultry".

Fixation of new basic levies as follows: Poultry parts in relation to the mean
levy of whole chicken, prep. B, whole duck, prep. 70 percent, whole geese 75 per-
cent, whole turkey and whole guinea fowl at-

1.85 for boned poultry parts and other parts of poultry;
0.70 for wings;
0.45 for backs and necks and edible offals and in relation to either whole

chicken, prep. B or whole turkey respectively at 1.70 for breasts of turkey,
breasts of chlcker; 0.80 for turkey drumsticks; 1.50 for other turkey legs;
and 1.50 for legs of other poultry (Reg. No. 68a).

March 22, 1968: Introduction of supplementary levy for whole turkeys (Reg.
No. 314).

II. The development of tariff position 02.02B (parts of poultry)

Parts of poultry ------------------------------------------------ 7. 1.62
Backs and necks of poultry; other parts of poultry ----------------- 10. 1.62
Breasts and legs of poultry; other parts of poultry ------------------ 8. 1.64
Halves and quarters of turkey; halves and quarters of chicken; other

parts of poultry ---------------------------------------------- 10. 1.64
Breasts of turkey; breasts of other poultry; drumsticks of turkey; other

legs of poultry; wings of poultry; other parts of poultry ------------ 4. 1. 66
Boned parts of poultry; other parts of poultry ----------------------- 7. 1.66
Other legs of turkey; legs of other poultry ------------------------ 11. 1. 67
Backs and necks of poultry; breasts of turkey;, breasts of other poultry;

drumsticks of turkey' other legs of turkey; legs of other poultry;
halves and quarters of turkey- halves and quarters of chicken; wings 8
of poultry; boned parts of poultry; other parts of poultry......... 4.1,68

Senator TALMADGE:. Without objection, the committee will stand in
recess until 10 a.m. tomorrow.

[Whereupon, at 12 noon, the committee was recessed to reconvene
at 10 a.m., Tuesday, Mardh 26, 1974.]
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