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Delegation of Other Authorities (Chg ter 2 of Title I, Secti
C 121-128 of m_wzmm.uwm:v itle I, Sections

GATT REFORM (SECTION 121 OF HOUSE BILL)

House Bill —Section 121 of the House bill would direct the President
to take Steps, as soon as Practicable, to bring trade agreements into
aoﬂﬂémg with prineciples promoting the development of an open,
nondiscriminato » and fair world economic system, The President
would be directed to seek reform of the General Agreement on Tariffs
and Hammm AQ.%;H@ in the following areas: (1) the revision of decision-

Section 121(b) would authorize for the first time the appropriation
.om funds to pay the United States’ share of the expenses of the contract-

Staff Suggestions

1. Negotiating Jair international irade, monetary and investment
rules.—Reform of the GATT is inquestionably a worthwhile of.
jective. The staff concluded in its study of GATT back in December
Hm.\‘o.“ “In short, ag Presently constituted, the GATT Is not a guide

.

.Z mdoauw&m.mm“ it would be useful to direct the President to negotiate
with the key Industrialized countries—perhaps through the high-level
trade group established several years ago in the OECD—for fair and

(1)

o

equitable rules in International commerce which would include agree-

ments in the following areas:

(@) procedures for consultation and adjudication of commercial

disputes; . : : o+

(8) reciprocity and nondiserimination, including the elimination
of special preferences and reverse preferences; .

(¢) international fair labor standards; :

(d) safeguard procedures and criteria for dealing with trade-
induced injury;

(€) fair access to raw materials and sanctions against couniriesg
which impose diseriminatory or otherwise unreasonable export
restraints on raw materials;

(f) recognition of need for continued international adjustment
through flexible monetary mechanisms;

(9) definition of the range of permissible subsidies on exports
and to attract investment :

() extra-territorial application of national laws, including anti-
trust, trade and taxation laws,

The Committee might revise the House bill to leave out specific
sections of GATT but to direct the President as a principal goal of
these negotiations to establish fair intern ational rules governing trade,
monetary and investment transactions including the above-mentioned
principles. Any Executive Agreements which affect aress in which the
Constitution provides authority to the Congress should be submitted
to the Congress for approval, either as g treaty or for implementing
legislation. .

2. Authority for GATT appropriations.—The .S, belongs to GATT
only by virtue of the Executive signing of the “Protocol of Provisional
Application” in 1947. The House bill authorizes appropriations for
the U.S. share of the expenses of GATT. The Administration has
requested $1.4 million for fiscal year 1975. This would be the first time
the U.S, Congress would explicitly authorize, and thereby recognize,
the GATT—although the Congress has implicitly recognized GATT
by directing in various legislation that the U.S. observe “international
obligations” etc. .

The Committee may wish to consider any of the following alterna-
‘tives to the provision in the House bill: s

(@) direct that Congress must approve any executive agreement
which clearly falls within the realm of Congressional Constitu-
tional authorities (this would inelude the existing GATT);

(b) require that 80y new agreements be submitted to the
Congress for approval; or; .

(c) delete the GATT authorization from the bil]. -
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The staff feels that language expressing a combination -of the prin-
ciplesin (a) and (b) would reflect Congressional concern over executive
agreements and their influence over national policy. ;

BALANGE OF PAYMENTS AUTHORITY (SECTION 122 OF HOUSE BILL)

House Bill.—pEFICIT AUTHORITY. This section, new to the trade
agreements program, would authorize the President to proclaim for no
more than 150 days both a temporary surcharge not exceeding 159 ad
valorem and temporary quotas on imported articles, if he determines
that the U.S. is suffering from large and serious U.S. balance of pay-
ments deficits. : ,

SURPLUS AUTHORITY. The President would also be authorized to pro-
claim for a period not exceeding 150 days both a temporary reduction
in the rate of duty on any article (not to exceed 5%, ad valorem) and a
temporary increase in the value or quantity of an article which may be
imported under any import restriction (or a temporary suspension of
any import restriction), when he determines that the U.S. has a large
and persistent balance of payments surplus.

LIMITATIONS. Limits are placed on the above grant of authority.
Quotas may be imposed only if international agreements to which the
United States is a party (the IMF and GATT) so permit, and then
only if it is determined the temporary surcharge would prove ineffec-
tive in dealing with the fundamental imbalance. In the case of a
balance of payments surplus the President would be directed not to
take any action which would cause or contribute to material injury to
firms or workers in a domestic industry or to the impairment of
national seeurity. s

Any import restriction would have to be applied on a most-favored-
nation basis, although the President may act against one or more
countries separately if he determines that the purposes of this section

would be best served by such action. Quotas should be applied in a7

way which will insure as much as possible the same distribution of
trade among foreign countries as would exist without the quota.

Staff Suggestions.—The Executive has recently signed a “standstill
agreement”’ with other OECD countries—i.e.,, & “gentlemen’s agree-
ment” not to impose import or export restrictions for one year. This
agreement was precipitated by fear of a chain reaction to the effects of
higher energy prices which could cause countries hard hit by the rising
cost of fuel to take unilateral protective actions—such as Italy recently
took. Since there is a pledge not to use this authority, the Committee
may wish to delete it from the bill although the Executive still appar-
ently wants it as & “‘club in the closet” in case other countries renege on
the commitments. .
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- Generally speaking, the staff feels that a flexible monetary system
is the preferred way to deal with persistent balance-of-payments
surpluses or deficits; and that the authorities contained in this section
should be used only when a country refuses either to allow its cur-
rency to reach its true market value or imposes restrictions on trade
and commerce which frustrate the international adjustment process.
Therefore, the staff suggests that if the Committee wishes to rotain
this grant of authority, it consider language requiring that only
when trade restrictions by surplus countries prevent the smooth
functioning of the international monetary system should the authori-
ties contained in this section be used. This should be & judgment of
the Secrotary of the Treasury based on an anelysis of trade barriers,
balance of trade and payments, international reserves and the state of
the international exchange markets. Consistent with this, the staff
would further suggest that this authority should be used selectively,
Le., in relation to those particular countries which have been identified
as frustrating the international adjustment process; this would
involve deletion of the language dealing with the application of
remedies on a nondiscriminatory (MFN) basis. Abuse of such authority
could be guarded against by making it subject to a Congressional
veto procedure.

Furthermore, because the authority to reduce U.S. duties could
have a serious impact on U.S. firms and workers, the Committee
way wish to delete this authority and suggest either in the bill or
committee report that if and when the day comes when the United
States runs a large balance of payments surplus which causes inter-
national adjustment problems for other countries, the U.S. should let
our currency appreciate and allow the international adjustment proc-
ess to work. The Committee should be aware that if the President
used the authority to reduce duties by 5 percentage points for 150
days on top of the full reduction already authorized in section 101 in
the bill, about 90 percent of U.S. imports would be made duty free for
the 150 day period compared with about 30 percent today.

ANTLINFLATION AUTHORITY (SECTION 123 OF HOUSE BILL)

Hougse Bill —Section 123 would suthorize the President to reduce or
suspend duties when, during a period of sustained or rapid price in-
creases, he determines that supplies of dutiable imports (or imports
subject to any other restriction) are inadequate to meet domestic de-
mand at reasonable prices. Actions taken under this authority could
not be applied to more than 30 percent of the estimated total value of
all articles and would be limited to 150 days.

Staff Suggestion—This 30 percent limitation would be broad enough
to permit the reduction or suspension of duties on about 80 percent
of the dutiable imports remaining after the maximum section 101 con-
cessions were implemented (assuming they were).
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Actions taken under section 123 may be used by a President to re-
Imove any import protection which he feels causes inflationary price
increases. But the relationship between Import protection and infla-
tion is not often that clear. At times, import protection may be needed
to m:oc:a;mm@uoammﬂ_mc investment in expanded capacity which will be
anti-inflationary. Removing protection could drive out investment and
leave a market at the mercy of foreign suppliers who will sell at & much
higher price than if the domestic industry were operating at a profit.

phenomenan—it is doubtful that a temporary reduction in duties
would really allevigte inflation. It may simply increase the profits of
importers. Finally, there are few standards, criteria or hearing pro-
cedures which would protect against the arbitrary use of this power.

Under these circumstances the staff suggests that this provision of
the bill be deleted or that the President be required to submit g list,
of articles to the Congress on which he intends to use this authority.
In this case a veto procedure may be helpful, but it should be shortened
to 30 days because in this case we are dealing with “emergency infla-
tionary” problems.

COMPENSATION AUTHORITY (SECTION 124 OF HOUSE BILL)

House Bill—Section 124 of the bill has no analogue in present law,
but compensation was provided under the Trade Expansion Act and
previous legislation under the basic authority to proclaim duty de-
creases pursuant to a trade agreement. Compensation refers to the
granting of additional tariff concessions to countries whose Imports
are directly adversely affected by import restrictive actions, Com-
pensation is & normal practice under Article XIX of the GATT when
import relief under the escape clause is taken. Otherwise, retaliation
is possible. The major limitation on the exereise of the authority under
this section is that no proclamation may decrease a rate of duty to
more than 30 percent below the existing rate of duty. .

Staff Suggestions—The compensation principle has been followed
for many years. Recently, under Article XXIV % of the GATT
agreement, the United States and other nations were compensated
for the additional discrimination created by the enlargement of the
European Community, When the European Community enlarged
its membership from 6 to 9 countries it is estimated that the degree
of injury to U.S. trade approximated $1 billion. Compensation has

. = .

statements indicating that g satisfactory payment of compensation
should be made by the European Community before new authority
is granted to enter into further trade negotiations. The staff believes
that is & sound principle because if the United States cannot negotiate
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a satisfactory solution with 9 countries on & specific issue, there is little

hope of. negotiating satisfactory agreements with 90 countries on a
whole range of .complex issues. : _

One .example of what compensation is intended to avoid—sterile
retaliation—involves the “chicken war”, During the early 1960’s the
United States poultry industry developed a very lucrative market for
exports of broilers to the European Market, The European Community
systematically shut out American poultry exports from the Com-
munity. and because compensation could not be agreed to, the U.S,
imposed retaliatory duties affecting some $25 million worth of European
Community trade. (The Committee has been advised that the poten-
tial size of the poultry market was far beyond the amount of retaliation
exercised by the United States.) All that accomplished was to make
imported Cognac g little more expensive; it did not result in the export

of one more chicken to the European market. Had we threatened to

retaliate massively before the Europeans imposed their variable levy
on chickens—as we did when they threatened to put & protective
device on soybeans—the outcome may have been different,

The Committee may wish to state explicitly that the compensatory
authority. granted under this section should not be used in trade with
those countries which have not offered the United States adequate
compensation for injury to U.S. trade resulting from a violation of
past tariff concessions.

The Committee may also wish to provide that the compensatory
tanff reductions provided under this authority be phased out as the
protective relief, which triggers the compensation, is phased out,.

The Committee may also wish to express its intent that the escape
clause be fully utilized . during these negotiations whenever serious
injury has been found by the Tariff Commission. This appears de-
sirable since the compensation authority is not available during the
course of the negotiations. .

AUTHORITY TO RENEGOTIATE DUTIES (SECTION 125 OF HOUSE BILL)

- House Bill—The authority in this section would permit the
President; within the two year period following the lapse of the trade
agreement authority, to enter into trade agreements affecting the
reduction of duties or continuing duty-free treatment on not more
than 2 percent of the value of U.S. imports in the most recent 12 month
period for which import statistics are available and that no duty may
be decreased to a rate more than 20 percent below the existing rate.

HMNEHZ_&.HHOZ AND WITHDRAWAL AUTHORITY (SECTION 126 OF
HOUSE BILL)

House Bill—Subsection 126(a) and (b) of the bill are identical to
present law. They provide that every trade agreement entered into
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Paragraphs (c) and (d) of section 126 represent new law. Paragraph
(¢) would provide the President with authority to raise duties in order
to exercise the rights or fulfil] the obligations of the United States
whenever it withdraws or suspends any obligation with respect to the

. .

me duties or 20 percent ad valorem above 1973 duties, whichever is
higher. It is not clear whether it is intended under the bill that the
President have the authority to impose rates at any intermediate level
between the concessionary level and the upper limits specified in
paragraph (c). .

- Paragraph (d) would provide that upon the termination of any trade

for such agreement (Le., previously proclaimed levels or, where none,
the statutory column 2 rate).

ﬁﬁﬂE: 60 days of any such termination, the President would be
required to transmit to the Congress his recommendations for the
establishment of new appropriate rates, which would then have to be
established pursuant to legislation. 2

Staff Suggestions.—The staff has only minor technical amendments
to suggest-with regard to this section which will be dealt with in a
separate pamphlet on technical amendments.

NONDISCRIMINATORY TREATMENT (SECTION 127 OF HOUSE HFS

House Bill—Section 127, which is substantially identical to present
law (section 251 of the Trade Expansion Act and section 350(a) (5) of
the Tariff Act of 1930 as amended), would continue as one of the
basic principles of postwar foreign economic policy, the unconditional
most-favored-nation principle, which has been eroded to the point
where it is being observed more in the breach. It has been estimated
that only about 25 percent of world trade is now on a most-favored-
nation basis. The European Common Market, itself a discriminatory
trade block, has negotiated or is in the process of negotiating “special
commercial agreements” with over 80 countries. The House bill
itself provides exceptions to the MFN principle:
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(@) for. trade preferences for less developed countries under
Title V.. .. _
- () for surcharges imposed under section 122 of the bill dealing
with actions with regard to balance of payments surplus; :
(¢) for retaliation pursuant to section 301, against unreasonable
or unjustifiable restraints maintained by foreign countries; and
(d) for countries which cannot qualify under an extension of
MFT under Title IV,

MS.%..M@%%&QQW.'Oobmmm83 with its other recommendations, the
staff suggests the Committee may wish to consider a conditional
most-favored-nation principle. Under this conditional most-favored-
nation approach, the United States would grant full tariff concessions
to countries which agree to offer fully reciprocal benefits to the United
States trade. Under such an approach, the U.S. would not auto-
matically grant such full concessions to countries which do not grant
reciprocal benefits to United States trade.

RESERVATION OF ARTICLES FOR NATIONAL SECURITY OR OTHER
REASONS (SECTION 128 OF HOUSE BILL)

House Bill—Subsection {a) of this section of the House bill is
substantially the same as section 232(a) of the Trade Expansion Act.
The section provides that the President could make no proclamation
pursuant to the provisions of this bill reducing or eliminating a duty
or other import restriction if he determines that national security
would be threatened by such action. Subsection (c) appears aimed at
keeping Congress informed of any actions teken under the national
security section of the Trade Expansion Act.

Staff Suggestions.—The national security section of the Trade
Expansion Act itself seems defective in several points:

(@) It does not provide a time frame within which petitions
must be acted upon;

(&) The old Office of Emergency Planning has been subsumed
within the Treasury Department and it is not clear to whom the
petitions would be addressed;

(¢) The criteria for determining what is a threat to national
security are too vague.

Consequently, the staff suggests that a provision be drafted under
which petitions for import relief under the national security provision
would be made to the Secretary of Treasury who would consult with
the Secretary of Defense and the Secretary of Commerce with regard
to the national security implications of the article concerned. The
Secretary would issue, within 6 months of the petition, a determination
as to whether or not a tariff concession in the article subject to the
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petition would endanger national security. He could also be given
authority to issue findings that imports of articles beyond a peril
point would endanger the national security. If the Committee wishes,
the staff can develop a procedural mechanism, with time frames,
hearing requirements etc., to the national security clause of the
Trade Expansion Act o



