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COUNTERVAILING DUTY ON WOOL TOP FROM
URUGUAY

TUESDAY, FEBRUARY 17, 1950

TUNITED STATES SENATE,
ComMmIrree oN FINANCE,
Washington, D.C.

The committes mot, pursuant to notice, at 10:10 a.m., in room 2221,
New Senate Office Bui,ding, Senator Clinton P. Anderson presiding.

Present.: Senators Anderson (presiding), Gore, Talmadge, McCar-
thy, Hartke, Williams, Bennett, Cotton, and Curtis.

Also present: Senator Josepix C. ()’Muhoney, Senator Theodore
Francis Green, Senator John (. Pastore, Senator Thomas J. Dodd,
and Senator Ieverett Saltonstall.

Also present: Iilizabeth B. Springer, chief clerk ; and Serge Benson,
professional staff member.

Senator ANpersoN. The meeting will come to order.

Through the courtesy of Senator Byrd, we have been able to arrange
this brief hearing which we recognize hag had rather short notice.

I appreciate the courtesy of the chairman of the Committee on
Finance in permitting it. 1o go ahead.

I notice that the two Senators from Rhode Island are here, Senator
Green and Senator Pastore. I want you both to feel free to ask
questions, or if you desire to make a statement now, or submit one for
the record, we will be glad to have it.

Our first witness is Mr. Flues, the Assistant Secretary of the
Treasury.

Do you have a prepared statement, Mr. Flues?

Mr. FrLues. Yes, Mr. Chairman.

Senator ANDERSON. YWe have been trying to get this for days.

Just for the sake of the record—because I don’t know how many
times you have been over here—the provisions of the law that are
applicable say:

Each such standing committee shall so far as practicable require all its wit-
nesses appearing before it to file In advance a written statement of thelr proposed
testimony and to limit thelr oral presentatton to brief argument.

It is a little difficult to go through your testimony without having
a chance to see it, We did hope tiat since you knew about this for
quite & while we could have obtained a copy of your statement; but
apparently you could not do that. -

r. Fr.oes. Mr. Chairman, may I say in that regard I was out of
Washington all of last week, and yesterday was my first day at the
office after this hearing date was set.

Senator ANpErsoN. Very well.
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I doit, M. Flues, just ason matter of habit,  We had o hoed time

in the Joint Conmittes on Aomie FKnergy, but we finnlly got to the

wint. where we received advanced statements so we could study them,
hope the Treasury will join the parade in time,

My, Frues, Me, Chaivman, we always like to cooperate with the
committee, and weo tried to present the statoment in accordance with
your rule,

Senator ANpersoN. Thank you,

Will you proceed ¢

STATEMENT OF HON. A, GILMORE FLUES, ASSISTANT SECRETARY
OF THE TREASURY, ACCOMPANIED BY JAMES HENDRICK, AS-
SISTANT TO THE SECRETARY, AND JOHN P. WEITZEL, ASSISTANT
GENERAL COUNSEL, TREASURY DEPARTMENT

Me Foeese Mes Chaivman and gentlemen of the Senate Committee
on Finanee, T am appearving before the committee this moreing at
your request to diseuss the countervailing duties on wool top imported
mto the Vnited States from Uruguay, It will be my Yurpusu {o
explain to you why the Treasury Department tiemly belioves that
recent changes in the Umiguayan foreign oxclunge vutes justify the
removal of this countervailing daty.

Section 303, Taritt et of 1920, is known as the countervailing duty
law, It imposes upon the Secvetary of the Treasury the duty of de-
termining when merchandise conang into the United States from
abroad is benetiting: from a bounty or a grant.  The Iaw requires
the Secretary in such instanees to determine or estimate the amount
of the bounty or grant and then to impose on sueh goods an additional
duty --above m\&. beyond the regular duty---in the amount of the
bounty ov grant- which in my statement T will tafer to, for con-
ventence, as o subsidy.  For the rvecord, the exuet text of the law

1s as follows:

Whenever any country, dependency, colony, provinee, or other politieal sub-
division of government, person, partrevship, assoctation, eartel, or corporation
shall pay or bestow, divectly or indirectly, any bounty or grant upen the
sianafacture or production oy export of any article or merchandise manufac-
tured or produead in such countey, dependency, colony, provinee, or other
political subdivision of governmment, and such avticle or merchandise I8 dutiable
under the provision of this chapter, then upon the hmporiation of any such
article or merchandise into the United States, whether the same shall be jm-
ported directly from the country of productiou ov otherwise, and whether such
article or merchandise i imported in the smme condition as when exported
from the country of production o¢ has been changed in condition by remanu-
facture or otherwise, there shall be levied and paild, in all such cases, in addition
to the duties otherwire imposed by this chapter, an additional duty egqual to the
net amount of such bounty or grant, however the sawe be patd or bestowed,
The Secretary of the Treasury shall from time to time ascertnin snd deter-
mine, ¢r estimate, the net amouat of each such bounty or grant, and =hall
declare the net amount so determined or estimated. The Secretary of the
Treasury shall make all regulations he may deem necessary for the identifica-
tion of such articles and merchandise and for the assessment and collection of

such additional duties. {

The law provides for this additional duty to countervail, or to com-
pensate for, subsidies on exports to the United States without regard
to whether or not the protection is needed. Theve is no injury pro-

’
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vision in the law, By the sume token the Secrotury of the ‘Trensury
cannot imposs a countorvailing duty where no subsidy exists oven
though imports of the commadity in question nre injuring a domestic
industry. A you know, there are other lnws on the books which ave
designed to prevent such injury,

Senntor AnoeusoN. Do you want to tinish your statement hefore you
have questions ¢

Me. Fruka, Plous, if I mny,

Just nn the countorvailing duty Ilnw does not take into neconnt
injury to domestic industry, the lnw does not. take into necount inter-
nationnl relntions aspocts,

‘I'he clussic exnmple of n subsidy is o eash payment--—-so many cents
por unit. on an exported commodity,  Such pnyments huve not beon
made by Urigzuny,  Urnguny has, however, I.uul for some years what
iw enlled n multiple-oxchunge system.  "This means that exporters of
differsnt commodities convert their foreign exchange procesds into
yusus nt difforent rates of exchange established by the Government.

mhortsare nlso given differing exchange eates,

In 1053 wool top was coming into the United States in rapidly
incrensing quantitien, ‘There were elenr indications of n governmental
olicy to promote sales of wool top, 118, imports hind risen from
$1 million in 19560 to $22 million in 1662, Other factors were pres-
ent, lending to concorn ng to whether the rate for wool top amounted
ton subsidy.

The ULS, wool industry urged in 1953 that a subsidy existed by
virtue of the fact that the rate for wool top was more fuvornble than
the rate for raw wool.  ‘The difference bet ween the rntes was approxi-
mately 10 percent, and the industry asked for o countervailing duaty
in that amount,

The Tresstiry considered most earefully the domestic industry’s
arguments Lat enmo to the conclusion that the formula wrged by the
industry wus not justifiable.

The problem the Secretary of the Treasury was faced with was that
of determining whether exporters of wool top in Uruguny were re-
ceiving mors &.n' their product—in Urugunyan pesos—than appeared
justitied by the situation in which other elements of the Urnguayan
economy were placed by the then existing multiple-exchange rates; in
other words, were they receiving more than the true value of the peso
in the external trade of rugany ?

The U.S. importers of wool top, the foreign exporters and the Urnu-
guayan Government avgued that the proper benchmark would be the
worth of the peso demonstrated by what it would bring on the free
market at that time in 1953, The free market rate was more favorable
than the wool top rate so that adoption of this approach would have
resulted in a determination that no bounty or grant existed and that,
gm\selaquent.ly, there were no grounds for imposition of a countervail-
mg duty.

‘he Treasury Department rejected this proposal as it had rejected
the formula advanced by the domestic industry. The final concfusion
renched by the Secretary of the Treasury, in carrying out his duty
under the law, was that there was a subsidy, and that tte appropriate
benchmark for determining its amount was the weighted average of
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all Uruguayan export and import exchange rates used in Uruguay’s
international trade. All the rates in the trade would thus be given
appropriate congideration in arriving at the benchmark value; there
would be no bias arising from selecting certain of the multiple rates
and rejecting others from the computation. The Trensury felt at
the time, and we still feel, that this is the best, fairest, and most justi-
finble formula to apply to this case.  With this weighted average as &
benchmark, under the facts of this case the bounty or grant would
exist if the rate for wool top was more favorable than this average
and no bounty or grant would exist if the rate for wool top were ti;e
same or less favorable than the average.

Had the domestic wool trade's formula been used—the difference
between the rate for top and the rate for raw wool—the countervail-
ing duty wonld have been approximately 40 percent. Iad the im-
porter’s formula been used—the ditference between the rate for top
and the free rate—there would have been no countervailing duty.
Application of the Treasury formula—the difterence between the rate
for top and the weighted average export-import rate—resulted in a
countervailing duty of 18 percent. An order imposing the duty in
this amount was accordingly published in May 1953.

At this point let me give just one example of why the formula pro-
posed by the domestic industry is not realistic. Suppose that Uru-
guay stopf)ed exportation of greasy wool so that there was no export
rate for this product but wool top continued to be exported. The
basis for the industry formula-—namely, the differential between the
%masy wool rate and the wool top rate—would have disappeared.
Treasury could not operate under such a formula and 1 doubt that the
domestic industry would wish us to do so.

Changes were made in the Uruguayan rates in 1954, A recompu-
tation was made, under the same formula used in 1953, which showed
that the duty should be reduced to 6 percent. An order was accord-
ingly published reducing the rate to that figure.

“urther changes were made in the Uruguayan rates in the Iatter
part of 1958, A recomputation was made, still consistently using the
same formula, which showed that the rate for wool top was less

favorable than the weighted average export-im‘s)ort rate.
A chart of that recomputation has bean handed to each of you.



COUNTERVAILING DUTY ON WOOL TOP FROM URUGUAY 5

(The chart referred to follows:)
Uruguay: U.8. dollar-pcso evchange rates for ool products and all « i'.or

products
Percent Percent
of vx- Baslo of ex- | Resnit-
porfers’ rate porters’ | ing rate
Commerclal rate proceeds | (pesus | proceeds | (pesos | Commodity categories
converted! per  leonverted]{ per
at com- | doliar) | at basie | dollar)
mereial rate
rate
() (¢]] (¢} 4 (%) )
T
1. Export rates (pesos per dollnr):
L (S 50 1.519 30 2.81 | Wool waste and other
export products,
E I8 (N i 1.5819 25 3.45 | Greasy wool and other
export products.
4000 e iiiieaaen 85 1.519 15 3.72 | Washedwool and other
export products,
LS [ O Y 100 ...... .. 4.10 | Wool top and other
export products,
4.10 (plus 17 to 59 pereent | ... .. foooooifaiiiiit 4.80-0.52 | Other export products,
prommmsg.
Average  of export orates, | ..o e e 4,22
weighted by value,
I1. Import rates: Average of Import {........ccoleeeeeccc]aenanai.n 4. 480
rates, weighted hi' value.
I, Combined export-dmport rates:
Combined averagelequals. ... | ..o oo eeei 4. 353

1(4.2204-4.480).
2

Mr. Frurs, The domestic wool industry was advised of the basis
for the Treasury decisions in 1953, the decision in 1954, and the
decision now projected for 1959. .\s examples of the advice given
to the trade, I ﬁmve for insertion in the recor(* two letters from former
Assistant Secretary of the Treasury H. Chapman Rose to Mr. Wilkin-
son of the National Associntion of Wool Manufacturers. The first is
dated October 26, 1953, and the second April 6, 1954, The second
letter was also sent to others in the trade and to a number of interested
Senators and Congressmen. At other times questions have arisen ag
to whether the duty should be taken off, and we have always advised
the trade that any changes made would be consistent with our formula.

(The two letters referred to are as follows:)
OcToRER 26, 1053,

Mr. EbwiN WILKINSON,
Recoutive Vice President, National Aseociation of Wool Mansfacturers,
New York, N.Y.

My DreAr MR WILKINSON : The Secretary has asked me to reply to your letter
of September 9, 1063, commenting upon certain reports of a contemplated change
in the Uruguayan exchange rate applicable to exports of wool tops to the United
States and stating your belief that the countervailing duty on wool tops should
be malntained so long as that rate is more favorable than the rate applicable to
exports of wool to the United States.

The Treasury Department is, of course, in no position to comment on specula-
tion about changes in the Uruguayan exchange rate systemn. Any material
change in the exchange rate system of Uruguay as it affects exports of wool tops
to the United States would, however, require the Treasury to reconsider the
provistons of T.D. 53267 of May 6, 1053, imposing countervailing duties on imports

of wool tops.

80820—~50——2
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In the conslderation which led to the issuance of T.D, 63257 it was concluded
that the Uruguaynn exchange rate system contnined elements of both subsidy
and Indirect taxation so that it could not be satd that the entive difference
between the lowest rate and the wool tops rate nmounted to a subsidy, ‘The
countervailing duty orvder reflected this declsion and estimuated the amount of
bounty present in the wool tops rate at 18 pereent.

If the Department found, after review of any revision in the Uruguayan
exchange rate system, that a bounty continued to be pald on exports of wool tops
to the United States, the countervalling duty would remain in effect, subject to
such modification as might prove necessary to reflect any change in the mmount
of the bounty. If, however, the revision {n the Uruguayan exchange rate system
should result in a lowering of the rate applicable to wool tops to such a point
that the subsidy elenment was removed, the Treasury Department would, of
necessity, conelude that no bounty was being pald within the meaning of section

803 of the tavift nct,
Yery truly yourvs,
H. CHAPMAN ROSE,
Assistunt Scorctary of the Treasury.

Arnir 6, 1954,

Mr. EpwiN WILKINSON,
Exccutive Vice Pregident, National Association of Wool Manufacturers,
New York, N.Y.

DEAR MR. WILKINSON : Reference is made to your letter of March 12, 1954,
addressed to the Commissioner of Customs, in which you asked to be advised
regarding the determination of the 6 percent countervailing duty which is cur-
rently applicable to imports of wool tops from Uruguay. As you know, section
303 of the Tariff Act of 1930, as amended, provides in substance that when the
Secretary of the Treasury determines that a bounty or grant exists with respect
to any dutiable importation he “shall from time to time ascertain and determine,
or estimate, the net amount of each such bounty or grant, and shall declare the
net amount so determined or estimated.” In recent years the problem of whether
a bounty or grant exists has become greatly complicated for us because foreign
countries have resorted to complex systems of multiple exchange rates. When
two or more rates are in use we are automatically fuced with the question of
what rate or combination of rates is the representative one and we must, of
necessity, determine that basing point before we can conclude that a foreign
country is engnged in subsidizing its exports.

In the specific case of Uruguay this Department employed an averaging process
to arrive at the proper basing point or representative rate. In May 1953 that
rate was determined to be 1.86 pesos per dollar, based on the weighted average
of export and import rates over a representative period, At that time the
effective wool top export rate was 2.19 pesos per dollar and the bounty was
therefore estimated to be 33 centesimos per dollar, or 18 percent in excess of
the representative rate. In February 1954 the effective wool tops rate had been
reduced to 1.97 pesos per dollar and the Treasury Department estimated the
bounty to be 11 centesimos per dollar, or 6 percent above the benchmark in
February 1954 which, when recalculated, was found to remain the same as In
May 1053. Hence, the applicable countervailing duty on imports of wool tops
from Urugunay was reduced from 18 percent to 6 percent effective March 1954,

Very truly yours,
H. CHAPMAN ROSE,
Assistant Secretary of the Treasury.

Mr. Frues. The importers of wool top from Uruguay are currently
challenging the Secretarg of the Treasury’s countervailing duty order
in court. In this case, brought by the %]}nergetic Worsted Corp., in
the U.S. Customs Court and tried in May 1958, the Treasury de-
fended the validity of its formula against the importers’ allegations
that no countervailing duty is justified. The court has not yet ren-
dered an opinion in the case.

In closing, let me say that we would be less than candid if we did
not admit that the task of determining whether a bounty or grant
exists under the Uruguayan multiple qurrency exchange rate system
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is a most dificnlt one.  However, the law places the m-.sponsibility for
making this determination upon the Secretary of the Treasury, In
1953, after painstaking study of the problem, the Treasury developed
the formula 1 have been diseussing., It believed that this was the
proper formula and it still believes so, At that time and from time
to time since over the past 6 yenrs the Trensury Department has heard
arguments from the domestic interests as to why their formula should
be adopted and has heard arguments from the importing and foreign
interests as to why their formula should be adopted. We have not
been persuaded by these arguments and after thorough review we are
not persunded by them now.  We feel that the Secretary of the Treas-
ury in earrying ont his duties under this countervailing duty lnw must
remove this duty under the existing faets.

Senator ANperson. Mr, Secretary, I think the first question might
be where do you get your authority for a weighted average?

From your own document here on the very first page you start to
quote the law., The law begins to talk about “any bounty or grant
upon the manufacturer, production or export of any article,”—not
everything they produce in the country but any article.

Down below, “* * * directly from the country or production or
otherwise, and whether such article * * *" is being imported, and
so forth.

Where do you get the authority to throw away that provision of
law and take everything they produce ?

Mr. Frues. Sir, the Secretary of the Treasury is under the obli-
gation of coming to a determination of whether or not a bounty or
grant exists,

We have tried by study, by consideration of all factors, to arrive
at what we think is the fairest, most equitable means of making that
determination, and the Treasury, in arriving at this formula, feels
that it has accomplished that.

Senator ANprrsoN. I asked you where you got your authority for
the weighted average.

Mr, Frues, Sir, we feel that the anthority for including weighted
uvemFes is inherent in the power given the Secretary of the Treasury
to make this determination.

My, AnpersoN. Just read me the language that gives you comfort.

Mr, Frues. Sir,Ididn’t read the law to you.

Senator ANpersoN. Perhaps I should read it back to you. It says:
“any article.” It doesn’t say the whole list of imports or exports of
the country. We are talking about any article.

Mr. Froes. Yes.

Senator ANpErsoN. Where do you find any justification in law for
disregarding the language of the law and substituting your judgment
that the weighted average is better?

Mr. Frues. Well, this law tells us that we must countervail when
we find that there is a subsidy, either direct or indirect.

Senator ANDERsON. Inthat article?

Mr. Frugs. Yes.

Senator ANDERsON. Yes.
Mr. Frues. Now this happens to be an indirect subsidy. In other

words, there is no cash grant given to wool top by the Uruguayan
Government. This is an indirect subsidy.
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Senator ANpersoN. Oh, yes, your chart shows 4.10, and becuuse
4.10 is smaller than 4.80 you say we do not have to have the duty.

Mr. Frurs. Yes.

Senator AnpErsoN. But the 4.10 is still there. It is an article under
the law. How do you disregard that ¢

Mr. Froes. Whatdo frou compare the 4,10 to, sir{
Senator AnpersoN. 1 compare it to your own figures, 3.45 up here

at the tos of the chart. They exchange a dollar for wool top for 4.10
sos and over here you say greasy wool and other export products,

45 pesos.
ere do you get anything that you find is a subsidy on these

products?

Mr. Frues. You spoke about the law, asking where we got our
authority. There are no provisions in the law to calculate an indirect
subsidy. We have to work out somethinF in this way to make this
caleulation. We need a benchmark, in other words, and that is what
we have done, is to establish a benchmark, against which this rate
on wool top can be calculated.

Senator ANpersoN. Well, now, looking at wool and wool alone, and
temporarily putting aside these other commodities, does Treasury con-
cede that the difference of exchange rates between greasy wool and
wool top results in a subsidy for wool top?

Mr. Frurs. Your point is that because the rate for wool top is
more than the rate for greasy wool, that therefore there should be
a subsidy ¢

Senator ANpersoN. There is a subsidy.

Mr. Frues. No; that is not necessarily so, Mr. Chairman. That is
not the only consideration that we take in, that thore is a differential
between two commodities.

If we did that, if we took just, for instance, those two commodities,
we would have a situation where the selectivity is small, where there
is no general basis. We could not possibly administer a formula with
that narrow a basis. We have to have a formula which can be uni-
formly applied in whatever cases arise.

Now, for that reason, we have taken the average of these export-
import rates as a benchmark that can be establisheﬁ for any multiple-
rate system, and which gives to us as unbiased a view as it is possible
to have in the light of the value of the foreign currency of the country
involved. '

Senator ANpERSON. You don’t contend, then, that there is any pro-
vision in law that lets you take the weighted average, except your
decisiontodoso?
~ Mr. Frues. Well, since, as I have said, this subsidy can be direct
or indirect under the multiple-exchange-rate system, and since this
happens to be an indirect subsidy, and since there are no provisions
in the law as to how to calculate an indirect subsidy, we have to arrive
at some way of doing it, and we feel that the fairest way to do that is
to establish a benchmark against which we ¢an compare any subsidy.
bl:'gw, the law just does not go into as much detail as you have indi-
cated. ‘ :

- Senator AnpersoN. I did not say it does. = . P

- The law Bays the Secretary of the Treasury shall do certain things

with respect to that article. Haveyoudonethat? : C
4

’



COUNTERVAILING DUTY ON WOOL TOP FROM URUGUAY )

Mr. FrLurs. Yes.
Senator ANpERsON. What have you done? ‘
Mr. FrLues. We have compured the rate for wool top agninst our

benchmark.

Senator ANpErsoN. Oh, but you do not compare it with whether
there is or is not a subsidy. You arbitrarily set up something which
you say is a yardstick; but the law doesn’t recognize that; does it?

Mr. Frurs. Wo have to have some yardstick. Otherwise, we have
chunos. Wae have nothing to administer uniformly with these multi-
ple-rate systems,

Senator ANpErsoN. You speak about a benchmark.

Mr. Frues. We are concerned with the article, too, sir, but we must
compare the rate for that particular article to something, and that
is our benchmark. Then we arrive at whether or not there is a sub-
sidy. There has been a subsidy as determined by this comparison
up until now.

Senator ANpErsoN. But you are not just concerned with wool. You
are taking everything that comes from Uruguay in order to arrive at
the benchmark.,

Mr. Frues, That's vight.

Senator ANpersoN. The law does not say anything about taking
into account the entire economy of Uruguay. It refers to articles.

Do you think there is a subsidy as between regular wool and wool
toRs. between greasy wool and wool tops?

My, Frurs, There might be and there might not.

Senator ANpersoN. Which do you think there is?

Mr. Frues. We have to make a comparison.

Senator ANbERSON. You say it might be or might not be. I say do
you chink there is a subsidy between greasy wool and wool tops right
now

My, FLues. No; Idon't.

Senator ANDERsON. You do not.

Mr. FrLues. No.

Senator AxpersoN. Have you examined the difference in exchange
onit?

Mr. FLues. Yes; we have.

Senator ANpERsON. And you have concluded there is no subsidy.

Mvr. Frues, There is no subsidy.

Senator ANpErsoN. Do your ligures that you have submitted to us
indicate that ¢

My, Frues, That's right,

Senator ANpErsoN. They dot

Mr. Froes. What you are doing, Mr. Chairman, is to pick out two

commodities, one being wool top, and what you are doing is compar-

ing that to another commodity which is raw wool.

Senator Anpersox. But you have picked out 50 commodities. I
have tried to keep it in the same family, at least.

You have taken everything; haven’t you?

Mr. Frurs. I would say this.

As I said in my statement, supposing there was no raw wool being
exported to the United States,

enator ANpersoN. But aren’t you taking both import and export

rates and everything you can think of, in other words, to get that

weighted average?
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Mvr. Frues. Weare,

Nenator ANpersoN, Why don't you stick to the article, as the law
says{

Mr. Froks, We do stick to the article, but only when we determine
this subsidy we look at that article, the rate for it ns aguinst. the
benchmark, We have to have a measuring stick.  The article itself,
if we just looked at a rate of 4,10 for wool top, that expresses nothing
torus. We have to find something against which to compare that rate,

Senator ANpersoN. In your statement, vou say that the importers
of wool tops are “currently challenging the Secretary of the Treas-
ury's countervailing duty orvder in court,” and the “court has not yet
rendered an opinion in the case.”

Mv, IPnves, That's vight.

Senator Anperson. Why not wait until the court does before you
make this change?

Mr. Frres, Well, we do not know how quickly a court moves, T
think it would be really a strange way to administer our duties, our
act, by waiting on what a court might say or do.

Senator Axperson. You are changing on the basis of international
relations. 'That is not provided for in the law.

Mr. Frues, Sivy I must respeetfully disagree.  We arve not making
this chango because of international cmmi(ﬁamtiuns.

Senator ANpersoNn, 1 misvead your statement,

You say:

Just as the countervatling duty law does not take into account injury to
domestie industry, the law does not take into account international relations
aspects,

Mr. Frees, That's right,

Senator ANprrsoN. 1s this or is this not influenced by international
relations?

Mr. Frues, Influenced by international relations?

Senator ANpERsoN. Yes,

Mr. Frues. We do not take that into consideration.

Senator ANpERrsoN. Does the State Department ¢

Mr. IFrves, T eannot say what they have done,

Senator Apxerson. Did you initiate this or did the State Depart-

ment ask you to?

My IPnees. Weinitiated it, ,

Senator Axperson. Without reference to the State Department?

Mr Frues. Without reference to the State Department.

Senator A NpErsoN. Senator Bennett.

Senator Bexzerr. Mr. Chairman, it secms to me that the whole
crux of this problem is the determination of the basic point, or the
basic level or the benchmark which you use to determine whether
or not countervailing duties shonld be applied; and as I have listened
to the statement today and as I have listened to discussions from the
other side, the whole crux of our problem is this:

The industry says the benchmark is the price of raw wool, and since
this is in effect an indirect subsidy with respect to the price of raw
wool, then the countervailing duties should continue to apply.

The thing that bothers me about that, Mr. Chairman, is the point
that the witness has made: (ag If there were no price for raw wool,
no countervailing duties could be applied; (&) if the price of vaw
!
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wool and wool tops were the sume, either at the high price or the low
price, no countervailing duties could be applied.

But the price of raw wool, if the rate of exchange, let’s put it that
way—if the rate of exchange as applied to the price of raw wool were
the snme as the rate applied to the wool tops, the injury, the potential
injury to the domestic industry would still be the same, and the
Treasury would be deprived of its right to apply countervailing duty.

1 think if you asked the man on the street what the benehmark should
be, he would say the free exchange, and on that basis there could be
no possible justification for the applieation of countervailing duty,
beenuse our staffman, Mr, Benson, ,ms just told me that the rate of
exchange today, the so-enlled free market, is 10 pesos, so in effect,
if that is the benchmark, then the wool industry, rather than being
subsidized internally, is being penalized, beeause its rate is 4 pesos to
the dollar instead of 10 to the «%nllur; so that is the crnx of our prob-
lem and that is the erux of the dispute between the Treasury and the
industry—the method of determining the benchmark.

Now, we have heard the Treasury’s point of view, and, as T interpret
it—and I might ask Mr., Flues to correct. me if I am wrong—the
Treasury has the responsibility of determining whether a subsidy
exists in other articles imported from Urnguay or anywhere else.

Assuming a situation where there ave many requests for counter-
vailing duty, would the Treasury think that it wnul(‘ he proper to have
a new benchmark for every request ?

Mr. Frees. 1f we had that it would be chaos. We think there has
te be a uniform benehmark formula which can be applied whenever a
gituation arises involving the possibility of a subsidy or grant.

Senator Benyerr. It seems to me, Mr. Flues, there is one problem
here which the chairman did not touch upon which concerns me.

Assuming that on raw wool the rate is 345 and the rate on wool
top is 4.10, isn’t it conceivable that internally with respect to trans-
actions entirely within Urnguay and not affecting foreign trade, there
is—no: you cannot do that becnuse we are dealing with foreign ex-

change entively ; aven't we?

Mr. Frues, Yes,

Senator Bexxerr. What I was trying to come around to, there is
n difference between the exchange rate that applies to these two com-
modities which gives an advantage to the seller of wool top as com-
pared to the seller of raw wool in terms of an improvement in the
exchange that he can get. T think there ig no question about that.

Our problem, then, is does that advantage qualify as a subsidy under
the lIaw which you must recognize ¢

Mr. Frues. Not necessarily, for the simple reason that, for instance,
the Uruguayan Government may have the lower rate on the raw wool
for ‘)urpnsos of taxation and, also, that differential may be explained
by the cost that goes into the fabricating of the weol into weol top.
These are the types of considerations that can explain that dif-
ference; so that we have to look further than just a differential to
determine whether or not there is a subsidy.

Senator Bex~Nerr. Then, to say it another way, your point is that
the existence of a difference between two commodit ¢s, related or
unrelated, is not. prima facie proof of the existence of a subsidy.

My, Frurs, That is true, sir.
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Senator Bexzerr, The present formula that you use to calenlate
the benehmark on the basis of which you propose to remove the counter-
vailing duty, is that exactly the snme formula you used in applying
the countervailing duty oviginally ¢

My, Frees, Yes, This is the formula that has had a history now
of 6 yenrs, and it was used when the 18 percent subsidy, the 1S percent
comntervailing duty, was imposed, beenuse we found n subsidy : and
it ‘was nsed when t%mt. countervailing duty was veduced to ¢ pereent,
and a recomputation made now is the snme one,

Sonator Bexserr. Do you have any other countervailing duties
applying ngninst Urnguay ?

.{h'. Frees, Nosd we do not, sir,

Senator Bexzwerr. Have there been any such duties applied in the
period that this formula was opernted ?

M Thees, No,sir,

Senator Bennerr. Do you use the snme method, that is, do you have
any other conntervailing duties applying to any other countries in
the world?

Me Frives. Yeso Just lnst week we put out an order establishing o
countervailing duty on Spanish almonds.  That is being advertised
at the present time.  And after the geace period of 30 days there will
be a countervailing duty on Spanish nhnom‘s.

Senator Bennerr. Did yon use the same appronch to the establish-
ment of the benchmark ?

Mr. Frves, We did not, siv, for the simple veason that although
Spain has a mmltiple vate exchange system, it did not ey to
assert an indiveet subsidy. It put a ensh payment or premivm, gave
that to the exporter of Spanish almonds, so there it was right out. in
the open,

Senator Bexzerr. Do yon have any countervailing duties apply-
ing now that have been brought into being as a vesult. of what. you
call an indireet subsidy resulting in the use of a similar method of
caleulation to establish your benchmark ¢

M. Fuves, No,sir, we donot.

Senator Bexzerr, Thisisthe only ease, then,

Mr. Frues, Thisis the only case.

Senator Bexxerr. T have no more questions at the moment, M,
Chairman,

Senator ANpErsoN. T was called out. for a moment because Senator
Johnson of Texas wanted me to say that he very much desired to be
here and make a presentation.  He is having an organization meeting
of the Space Committee, and he invited me to come over there. T gave
him my proxy over there to see that the meeting gets under way, and
he has given me his. But 1 did want the record to show that he is
very much interested in this hearing and would have been happy to
be here.

Senator Talmadge.

Senator Tarmanar, No questions,

Senator Axprrson. Senator Williams, do yon have any questions?

Senator Wittaams, No,

Senator ANpERsoN. Senator Cotton {

Senater Corron. Mr. Flues, 1 just wanted to ask you this to
straighten this ont in my own mind, a3 a new and nntutored member

of the committee,
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Undor your formula, we import othor products from Uruguay that
hinve no relation tv wool prohuuts, such ag weal, minerals, or other
woduets, The situntion as regards these products would refleet itself
in your formuln?

Would they affect the countevvailing rate on wool ?

I other wovds, under your formula, you take into consideration
all the imports of all kinds from this countey in establishing your
formula ¢ s that vight ¢

Mr Frees, Yes,

Senator Corron, So that the situation as vegards somo article or
woduet entively unrelated to wool would have its impact on the wool;
s that vight ¥

Mr, Froes, Senator, what our formula nod our computations seek
tominimize isany nmnipulation of these rates,

Now, if vates are chnngod deliborately in an effort to create n sub-
sidy for some particular commodity- -we do not think that that actu-
ally enn vesult, beenuso our buse is so brond : you take into congidoration
nol only rates but weights- -we feel that the effect would be very
small, it any,  And so that is again the renson why 1 sny we have
taken into consideration both exports and imports in an effort. to
us‘(nblish a8 broad a base as possible, and to minimizo any possible
offect.

Sonator Corron, T just. want to get this clear in my mind : Supposo
that the Uruguayan Government did subsidize both wool products---
1 am not differentinting between them—but both woeal products, and
meat. And suppose that the Urnguayan Government suddenly ro-
moved all its subsidy, direet or indirect, on meat,  Under your for-
muln would that immediately have its offect on the wool products,
and on your countervailing ratof

Mrv. Fuurs. Again, as I say, it would depend, of course, on what
rates were established, what new vates were established and what values
of imports enme into this conntry.

Aud then we keep these things under constant. surveillance, as you
can appreciate, and if there is a new computation needed, wo make it,

Tho one thing 1 would like to stress is that I doubt if the Urnguayan
Government. would so disareango its whole trading system as to try
to give a subsidy to thisavticle or that.

Senator CorroN. My question is not based on any probabilities. It
is purely a hypothetical question,

e, Froes, YesjLapprecinte that.

Senator Corron, But 1 am trying to comprehend the theory of vour
formula, and again I ask, supposing—understand this is purely hypo-
thetical- ~supposing the Uruguaynn QGovernment had quite a l\fgh sub-
sidy on woeol products and also on meat, both of which are being ex-
orted to the United States, and suppose it suddenly removed all of
ita subsidy from meat, leaving wool products the snme.  Under your
formula, would that removal, beeause you are taking into consideration
all products, would that removal of the subsidy for meat immediately
have its impact on the conntervailing rate that you fix for woolt

Mr. Fruxs. Well, let me say this: Any change in rates is reflected
in our formuls, which is designed to give this representative bench-
mark, Now it might result. in that, in applying our formula under this

new sityation, it might do that.
80820 - 808
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Senator Corron. Then the answer to that question really is “Yes.”

Mr. Frues. In other words, we keep this under constant supervision
as I say, to be sure that what 18 being done is not creating some unfair
advantage in behalf of a purticular commodity.

Senator Corron. But without even suggesting that there isanything
unfair in your formula, the unswer to my question is “Yey,” isn’t. it ¢

Mr, Frues. Yes; depending upon the amount. of the rate and the
value, the volume and value of the trade involved in that particular
commodity.

Senator Corron, Now is it your concept that the intent of the Inw
was to have the situation as regards wool and meat both tnken into con-
sidoration, or was the intent of the law—whether it is right or wrong,
wise or unwise—to have each product stand on its own feet and its
situation be considered

Mr. Frurs. We would certainly consider each of the products,
whether it was the thought there might be a direct or indirect subsidy.
Wae would certainly have that product in our minds. Then we would
go to our formula, our benchmark, to determine whether or not. there
actually wassuch a situation,

When you consider a product, of course, it has to stand on its own
feet. It has to stand on its own feet when it is compared to our
benchmark.

Senator Corron. I do not want to take the time to pursue this, but
I am not asking what the Department thinks—although 1 am sure
you have worked out this formuln most carefully, and 1 am not. sug-
gesting that it is not perhaps the right one and the best for the
country

Mr. Frues, Tappreciate that.

Senator CorroN (continuing). But T am asking you what, if you
enre to even conjecture—what did Congress think when it passed this
particular act?

Was it intended that each product should be considered alone or was
it the intent of Coongress in this law which you have just quoted to
this committee that the whole gannt of produets should be considered
and a formula established that took into consideration the general
level ?

Me, Fuves. Aetually, you know this act was passed in 1898, before
there were such things as multiple exchange rates in existence, 1t is
pretty hard to tell what the intent of Congress was at that time, but
there has been this development which we are trying to contend with.

Senator Corron, 1 tlmn\( you.

Senator Bennerr. Would the Senator yield ?

Senator Corron. Certainly.

Senator Benswrr. 1 would like to ask just one question in that area:
With respect to possible subsidy of an article that was unique in Uru-
gunyan production, it would be impossible, wonld it not, to determine
a countervailing duty unless you had some kind of an external bench-

mark?

My, Frurs. Thatistrue,

Senator BeNNETT. In the case of wool; you have a situation where
there are two forms in which the product ean come into the United
States: but if Urnuguay made Swiss watches and you wero called upon
to determine whether or not those Swiss watches were coming in, or

'
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Swiss-type watches were coming in on a subsidized basis, how could
you then proveed ¢

Mr. Fruees. We could not proceed, obviously, unless we compared
that particular produet against our benchmark.

Senntor ANpersoN, In Swiss cheese

Senntor BENNerr, 1 think that points up the problem.

Mr Frees, Yess it certainly does,

Senntor ANversoN, You have these exchange rates under constant
surveillance, 1 believe that was your term. What figures arve you
now using, 1937, 19568, or 1959 ¢

Mr. Frees, We take the vates which are known to us, the last ones
that are known to us, and— -

Senntor ANpersoN, What ave you now using on this?

Mre Frees, Aetunlly-—-

Senator ANpersoN. You have it under constant surveillunee,

Mr, Frues, These rates which nre now under consideration by us are
rates which were effective in December of 1958, Actually, it 1s those
rates which have led us to the conelusion that there now exists no
countervailing duty on wool top.

Senator AxpersoN, The Inw does not say anything about reaching
an average of all commoditios in determining whether a direct or indi-
reet subsidy is present. But for the moment taking the Treasury’s
avernge, which is L3563 pesos per dollar, since wool tops are a somewhat
different matter, what is happening to goods at a higher rate of ex-
change which help make that avernge ¢

Since they are above the weighted average, why not some counter-
vailing duties on those ¢

My, Frues, Well, sir, wo are here on the subject of wool top.

Senator AnpersoN. Yes; but you also have the duty of protect-
ing the Ameriean economy, and if you had to use one set. of fignres
to let wool tops come in at countervailing duties, why don’t. you put
a countervailing duty on the other commodities

Mr. Frues, There may or may not be a subsidy.  Again we look
at the consideration involving ench of theso products,

Senntor Asperson, You came out with a weighted average. You
must have had something to weight it the other way. What was it
to weight it the other way ¢

Mr, IFrves, Some of these articles do not even come into the United
States. Some  of them are even not dutiable. Some of these
l‘ l'(‘m.»... -

Senator Axpersox. That is why you shouldn’t use them. You
use it to bring it up so you can bring in wool tops.  What protection
does that give Ameriea!?

Mr. Frves, We feel that the truest value that we can give to the
peso of Uruguny is to make this benchmark on the basis of con-
sidering all the export-import teaflic in commodities.

Senator McCawriy, Mr. Chairman—- -

Senator ANperson. Senator MeCarthy.

Senator MeCarreny, In 193, according to your testimony, the free
market value of the peso was more favorable. In other words, if
vou had used the free market value in 1933, your countervailing duty
would have been set higher; is that right ¢ )

W
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Mr, Frues, The point we made there, I believe, was that had we
((?lompaml it to the free rate, there would have been no conntervailing
‘\t .
Mr. McCarrniy. That’s vight; there would have been none at all,
© Mr, Frues. That's vight,
Senator McCartiry. In other words, yon did impose one; if you
, . L3
had wsed the free market value, yon wounldn’t have proposed any.
My, Iuves, There would have been no onuntm-vmlln{_r duty.
Senator McCanrrny, What is the free market valne of the peso
now?

Mr. Frves. Today itig abont 10 to 1,
Senator MeCarrny, So it is contrasted with what you arve using

here of 4.3537

Mr. Frves. For your information, Senator, let me say that in 1953
the wool-top rate was 2.19 pesos per dollar, and at that time the free
:iate was 2.86 pesos; so there would have been no countervailing

uty.
In Febmary of 1954, when the countervailing duty was reduced
from 18 to 6 percent, the wool-top rate was 1.97 pesos per dollar and
the free rate was 3.03 pesos per (sollm'. Again, ‘md we adopted the
free rate there would have been no countervailing duty.

Today, that is, as of December 30, the wool top rate set was 4.10
and the free rate wag 10.20; so, again, if we went by the free rate,
there would be no countervailing duty.

Senator McCarrny. IHave you ever used the formula that the indus-
try is recommending ¢

Mr. Frues. No.

Senator McCartuy. On any other country or any other commodity,
the difference between the rate on semifinished produet—— '

Mr, Frues, No, Sm}ntor, we have not,

Senator McCarmny. And the raw product—-—

Mz, Frves. No.

Senator McCartay. You never did recommend it ¢

Mr. Frers. Noj we do not feel that that is a workable formula nor
a fair formula.

Senator McCarriy. Your argument is that the true value of the
peso is better determined by taking into account not only its value in
international exchange but to take into anccount its value in the inter-
nal economy as well as the total market.

Mr. Frues. Right.

Senator MeCarriiy. Thank you,

Senator ANDERSON. Senator Curtis.

Senator Cvrrrs. Thank you, Mr, Chairman, T will try to be brief.
I do have a point or two I wish to bring out.

Is it possible for an exporter in Uragnay——

Mr. I'Lues. Pardon me, Senator.

Senator Curtis. Is it possible for an exporter in Urnguay to send
any commodity into the United States and exchange his dollars on the
free market ¢

Mr. Frurs. The answer to that would be generally not.

Senator Curtis. Generally not.

What would be the exception #
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Mr. Frurs, This brings us into a discussion of the so-called “aforo.”

For instance, the Uruguayan (Government snys to an ex porter, “You
can sell your particular commodity to the United States,” let’s say,
“for $100. You must ln-ing that $100 back to Uruguay for conversion
into Urugunayan currency.’

Now the man, the exporter, may sell his commodity for $110. All
he has to do is to convert at the oflicinl rate the $100 which the Uru-
guayan Government set as the price of the commodity. Ile then has
10 Ameriean dollavg for himself.

If he sells for less than $100, because the market price just does
not. come up to the $100 value, that is his hard luck. He has to make
up the difference at the oflicial rate, and to see that the Uruguayan
Government. gets the full conversion of the $100,

Now, with the $10, if he has been suceessful in selling for $110
instead of the Government's set price of $100, he hus $10 which he
could convert at another rate, at. the free rate, for instance,

Senator Coerris, What portion or percent of their exports to the
[Mnited States are sold above the Government-fixed price so that he
has some dollars to convert at the free rte !

Mr. Frues. Senator, very, very small,

Senator (‘'urris, That is pretty much then a theoretical difference
rather than a practical one.

Mr. Frues, That is true; yes.

Senator Cunris, So, for all practical purposes, he must bring his
dollars back and convert them at the Government-established rate,

Mr, Fries, That is true.

Senator Curris. And if he shoots below that, he is penalized; if
he goes over, he gets a little advantage. But for practical purposes
he must.convert at the Government rate.

Mr. Frues, That is right.

Senator C'urris. Now, if I understand this chart correctly, if he
exports to this country wool waste, ho brings his dollars back and
the rate of exchange to the peso is 2.81; is that correct ¢

Mr. Fruks, That's vight, sir,

Senator Curmis. And if it is greasy wool, the rate is 3.45.

Mr. Frues, That's right.

Senator Curris, If it is washed wool, it is 3.72; is that correct.?

Mvr. Frurs, That's right.

. lSaxmtor Curmis. But if it is wool top, he is permitted to receive
4.10,

Mr. Fruks. That'’s right.

Senator Curtis. Now, would you say that the exporter of waste
waol or greasy wool is penalized !

Mr, Frues. That is something that might or might not be true.
The Uruguayan Government might be doing this for purposes of
a method of taxation. For instance, Uruguay has no income tax.
This could be a method of taxation.

Senator Curms. Isn't it true, though, that this is a method by
which he will get a greater amount of currency of the realm, his

realm, by exporting wool top ¢
Mr. Frues. That wouldn’t necessarily be true. It might be a

factor.,
Senator Curris. That is what happens; isn’t it ?
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Mr. Frues, He does l\_rot more but, anlso, of course, he hus had fubri-
eating costs over and above the raw wool when he puts it out as wool

top.
Senator Curris, Of course he sells for a lower price, too; doesn't

het
Mr. Frues, Yes; although it is reflected in what has been done
before., Now this difference, as I say, we refer back to our benchmark.

Senator Cuvriis. Yes, but the fact. remains they are either penaliz-
ing the exporter of wool waste and greasy wool or they are subsidiz-
ing the exporter of wool top. Now, which isit?

ifr. Frues, It might be neither.

Many other exporters get less than wool top. Many get more.
You are just picking out wool products, but there are many exporters
who get more.

Senator Curris, The statute says “any article.” The Congress
never enncted this, in my opinion, as n defense agninst a general trade
rolicy of a conntry in regard to all of their exports to the United
States. They enacted this to deal with a particular industry in this
country that was injured by it.

Mr. Frues. Sir, what we are talking about today is wool top, and
then we have to decide what you measure the oflicial rate for wool top
against.  We don’t mensure it against some other commodity.

Senator Cuvrris. But 1 think that what you have done here in this
situation—here are two merchants alongside of each other. One of
them finds a market for wool waste and brings his dollars home and
his rate is 2.81.  Another one finds n market in the United States for
wool top and he brings his dollars back and they say, “We will give you
40 percent more. We will give you 4.10.”

vow, either they are penalizing wool waste and greasy wool expor-
tations or they are subsidizing wool top.  Tsn’t. that true?

Senator BEnNrrt. Will the Senator yield?

Senator Curtis (continuing). They may be penalizing both of them
{n tiespoct, to a whole host of other shippers, or they may be subsidizing

oth.
Mr. Froes. Senator, let me say again, to carry your argument to its
ultimate conclusion, you drive all the wool waste, raw wool into fabri-
cation as wool top, and then if we are going to take some kind of a
formula such as the industry proposes, we no longer then have any
measuring stick, nothing to measurs the rate for wool top against
something else, and the very thing that you are saying illustrates the
fallacy of the industry formula.

Senator Curtis. I have not looked too closely at. the industry for-
mula. I am looking at yours, and this benchmark is arrived at by
averaging;isn’t it?

Mr. Frors. That'sright.

Senator Curtis. That is a rather ingenious interpretation of law.

If a citizen is arrested for exceeding the speed limit by 20 miles an
hour, he cannot come in and show all the miles thtat he has traveled at
25 miles below the speed limit.

Mr. FrLuss. Sir, it may be ingenious. A lot of thought and trouble
went. into the mafting up of this formula long before I got into the

Treasury Department.
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But I must also say that it is the fairest, most widely based, most
uniform one that has application beyond a formula which considers
just one commodity, and then we have to derive a formula for
the next commodity, ‘This formula gives us something to work with,
not alone in one situation but in many situations.

‘Therefore, 1 suy again: It may be ingenious, but it certainly is the
fairest and the best that we think can be devised.

Senator Cunris. Do you contend that it follows the statute even
though it meets with the Treasury’s self-imposed standards of fair-
noss
Mr. Frues, We feel that it does comply with the statute, that this
is the thing that the Secretary of the L'reasury must do if he is to

administer the law,
Senator Cunris. What are the three or four principal imports from

that country into ours?

Mr. Frues, 1 don'’t seem to have those articles before me, Senator.
The principal articles or commodities exported into the United States
are chiefly wool products or meat products.

Senator Curris. Anything else%

Mr. Frues. I think that would pretty well cover it. However, I
must. stress again that-—-

Senator Curris. Any coffee?

Mr. Frues, Coffee?  From Uruguay? No,sir.

Senator Cugris. No coffee,  Anything on the free list ?

Mr. Frues, Pardon mef .

Senator Curris, Is there anything on the free list that is of major

importance? ‘ '
Mr, Fruks, 1 am informed that to our knowledge nothing on the

free list, in all probability,

Senator Curris. Was this averaging that you have done to find
our benchmark, was that concerning all imports to the United
States or was it contined to those of major importance that would

have an impact on their economy and on ours?

Mr. Frues. It includes all exports and imports from Uruguay to
the world and from the world in commodities.

Senator Cunris, Regardless of the amount of the export?

Mr. Frues That's right. And for that reason we have this
weighted procedure.

Senator Cunris. Will you define your weighted average?

How did you weight it

Mr. Frues. We took the resulting rates and weighted them by the
value of the trade in exports and the value of the trade in imports,
and this was done according to each commodity.

Senator Curris. How would the value of imports relate to the
uestion of whether or not a particular article was coming into the
nited States under a favorable arrangement ?

Mr. Frues. We are trying to figure out here, Senator, the true
salu'e of the peso, and we could not look at just exports in order to

o that.

Senator Curris. The true value of the peso is the free value; and
that is out so far as an exporter is concerned. That is the way I
understand your testimony. For all practical purposes, that is out.

Mr. Frues. It would certainly mean that all countervailing duties

would be out.
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Now, when we talk about the trae vale of the peso, we arve talking
about the true value of the peso in relation to trade, external teade.
Sonator Curris, How would the value of the peso in regard to
imports into that country have any effect on detormining whaether
a particular article had n subsidy or favornble position in being
exported to the United States¢ :
fr. Frues, By taking the imports as well as the exports, we get
n vate that is least susceptible to manipulation. It is a least-biased
rate, and it is something that is representative of the whole of the
trado structure of the particular country.,
Now there ave items which ean be exported from Uruguay aud come
back into Uruguay.  We want to take all these things into considern-

tion.  We feel that in that way we arrive at the true value of the

peso as velated to trade.

Senator Cerris. You mentioned that wool produets and meat prod-
ucts are the principal exports into the United States,

TTow do those meat products break down?  What ave they?

Mr. Frees, T am sorry, sirs we do not have the details on that.

Senator Crwns, Do you know what the rate of exchange is for o
Urnguayan exporter into the United States when he brings his dollars
back for having sold his meat ¢

Muv. Frues, Yes,

Senator Cukeis. What is that ¢

Mr. FPrees, That is included, Senator, on the chart in that arvea:
.80 through 6.5,

Senator Cvrris, That is meat to the United States alone ?

Mrv. Frves, The vesulting rate.

No: there are thousands of other things as well.

Senator Cvrns, I am conlining my question to meat from Urnguay
into the United States, The exporter takes his dollars back,  What
is tho rate of exchunge for that ¢

Mr, Frues, Of course, that vate of exchange would be true not only
of exports to the United States, but of exports to all other countries
as well of that particular commaodity.

Senator Bexxerr. What isthe rate ?

Senator Axpersoxn, Tell Senator Curtis what the vate is.  That is
what he asked you.

Mr, Frues, 1 can only say it is within this range of .80 through
6.52. T donot have the (?Nni'l within that range.

Senator ANprrsoN. That is pretty havd on Senator Curtis,

He will excuse the expression, but a recent eandidato for President
on the Democratic Party ticket one time talked about two people.  One
had $50,000 a year and the other had nothing: so they averaged $25,000.

Now you have got an average in here: Senator Curtis wants to know
the specific rate on meats.  Can you furnish it now or must you supply
it for the record ?

Mr. Frues. We would have to supply that for the record.

I do want to say, however, that all of them are included within
this range of 4.80 through 6.52, and this chart was prepaved for the
convenionce of this committee. We did not put every little detail
init.  Wae didn’t feel that you would want to spend the time in going

‘into every little detail,
Senator ANprrsoN. Could you get that by telophone, Senator Ben-

nett suggests.
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Mr, Frues, Yes; wecould, . .
Senator A NpersoN. After ally wo are dealing with wool.

Mr. Frurs. Yes, ‘ .
Senator ANpErsoN. Meat isn't too far removed from wool, It isn't

completely extraneous,

Mr. Frues, As 1 say, wo came to talk about wool top and we are
gotting into the ment problem,

Senator ANpERsoN, (fet that figure on the meat.

Mr, I'nues. We will get that, My, Chairman, for the Senator,

Senator Cvrrts, What was the rate of exchange on wool tops be-
fore it was changed to 4,102 ,

Mr. Frues, In May of 1953, it. was 2.19 pesos per U.S, dollar. In
February of 1954 it was 197 Y&s‘os per U.S, dollar.  And December
30, it. was 4. 10 pesos per dollar, Dacember 30, 1958,

Senator Cuerts, Now during those years, has the rate of exchange
on all other exports from that country to onrs gone up also?

Mr, IFFrues. i) cannot. give you the details on that, Senator, but I
think possibly you are aware that Uruguay has had a considoration
inflation,

Fop instance, their free rate moved from 2.86 in May of 1953 to 3.03
in February of 1954, and has now gone up to 10.20 at the end of 1958,

Senator Curris. Did you ever considor imposing a countervailing
duty in the past. on canned corned beef ?

Mr. Frues, Havo wof

Senator Curris. Did you ever consider imposing a countervailing
duty in the past on the import of canned cornec beet ?

Mr. Frues, The question has not been raised, Senator.

Senator Curris., But it did have a higher exchange rate over other
commodities in the past; didn't it-?

Mr. Frues, Senator, those are the details we are trying to get for
yvou. That would be included in this range I have spoken about on
our chart, and we are trying to get them for you right now, if possible.

Sonator Curris. According to your own formula, if the exchange
rate on canned corned beef exceaded this benchmark, this weighted
average at any time in the past, it would have been your duty to im-
pose a countervailing duty ; wouldn’t it

Mr. Frurs. Not necessarily, because the question would be, is there
a subsidy ?

Senator Curris, Is it your contention that a more favorable ex-
change rate is not a subsidy ¢

Mr. Frurs. Not necessarily a subsidy.

Senator Curris, All right, then, in what situations is it a subsidy
and in what situations is it not ¢

Mr. Frurs. Well, here are some factors we would look at as we
looked at them in connection with wool top.

In 1953, we found that wool top was coming into the country in
rapidly incrensing quantities; so the volume of the imports would be
something we would look at.

Wao would look at the decrees and the regulations of the Uruguayan
Government, to find out if there is anything we could get out of them
which would indicate the purpose for the particular rate. Now, if
there were indications of a Government policy to pronote sales, that
is something we would take into consideration. We would look at the

30820 50— o
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history of the particular rate, whether it was something that had
been in effect for a long time or whether it was just a new rate. We
would look at the background surrounding each particular com-
modity and its rate, These are things which we look at.

Senator Curtis. You look at the background as to each particular
commodity? You specinlize as to a particular article in that case.
But in applying the question of whether or not the exchange rate
is a favorable one that constitutes a subsidy, you take in the whole
realm of world trade, imports and exports to all countries; is that
correct

Mr. Frues. We use the benchmark as the measuring stick.

Now, if there is a less favorable rate, then we can assume there is
no subsidy. If there is a favorable rate over and above that bench-
mark, which would make it appear that there could be an advantage
being given to the export of the particular commodity, then wo would
look further to determine whether in fact there was a subsidy. The
things that I have mentioned, we would take into consideration at
that point.

Senator Curris. What edicts or regulations or announced policies
of that Government can you point to that indicate the reason for
the exchange rute on wool being established at 2,81 ¢

Mr. Frues. You mean the Uruguayan Government?

Senator Curris. Yes.

Mr. Frurs. There are the decrees here. We have the last two
decrees. The rest of them are in Spanish. We didn’t have time to
get them translated but it is that type of document that we look at.

Senator Curtis, What do those decrees say?

Mr. Frues. They i’nst give the specific rates of exchange for com-
modities, for particular commodities.

Senator Curtis. Then you have no evidence that the lower ex-
change rate on wool waste and greasy wool was for some purpose
such as raising revenue.

Mr. Frues. These decrees and these regulations are checked by
Government representatives in Uruguay and they make a search of
the circumstances and advise us. 'That is the way we determine
whether these considerations should be things that weigh against a
subsidy or not.

Senator Curtis. Who are the principal foreign buyers, what coun-
tries are the principal foreign buyers of greasy wools in Urnguay?

Mr. Frues. I am sorry; we do not have that information, Senator.

Senator Curris. Did you have the information as to what countries
are the principal buyers of wool wastes in Uruguay {

Mr. Ipx.tms I do not have that information.

Senator Curris. What country is the principal buyer of wool tops
from Uruguay {

Mr. Frees, We will try to get that information for yon.

(The following was later supplied for the record :)

URUGUAYAN EXPORTS OF WOOL -

The latest official figures we have are for the Hrst half of calendar year 1958,
They show the largest purchasers from Uruguny to be as follows: greasy wool,

Russlia ; wool top, Holland ; wool waste, United States.
Figures for calendar year 1937 show the largest purchasers from Uruguay
to be as follows: greasy wool, Holland; wool !top. Holland ; wool waste, United

States.
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Mr. Frues, The exchange rates for the principal meat products are
as follows::

Frozen beof, 5.25 pesos per dollar; frozen lamb, 5.99 pesos per dol-
lar; canned beef, G.52 pesos per ULS, dollar,

Senator AxpersoN, May 1 just ask there—those are all ubove the
average, so you have countervailing duties on all those, do you not ¢

Mr. Frues, First of all, frozen beef and frozen lamb are not ex-
ported into the United States,

Senator Curris. They are not exported into the United States?

Mr. Frurs. Noj frozen beef and frozen lnmb are not exported into
the United States.

Senator BenNerr. This is frozen, not canned ¢

Mr. Frees, 1 am not speaking of canned beef. I am speaking of
frozen as opposed to canned.

Senator Crneris, Where do they export the frozen ¢

Mr. Frves. Where do they export their frozen lnmb and frozen
beef?¢ That 1 don’t know, but 1 think because of the possibility of
hoof-and-mouth disense we do not let it come into this country.

Senator Bexxerr. Do you have any figures on any meat products
that docome into the United States?

Mr, Frues. Canned beef.

Nenator BenNerr. What is the rate on that ?

Mr. Frues, 652, I gavethat, Senator.

Senator Cvrris, That isabove your weighted average.

Mr. Frees, That is true. I understand that frozen beef and frozen
lamb are exported in substantinl quantities to Great Britain,

Senator \ANpbersoN. Do you have a countervailing duty on this
corned beef ¢

My, Frues, Canned beef ¢

Senator ANpersoN, Yes,

Mr. Frves. We do not.

Senator ANpersoN. Why not? It isnbove the average.

Mr. Fruees, The question has not been raised on that.

Senator ANpersoN. It is mised now.  What is your policy on that?

Mr. Frues. Sir, that would have to be looked into.

Senator AnpersoN, What!

Mvr. Frues, That would have to be looked into.

Nenator BeNxerr. Mr. Chairman, I wonder if countervailing du-
ties do not. come into being at the request of an industry that con-
siders itself injured. So long as there is no request. for countervailing
duty, 1 doubt that the machinery is set in operation to impose it.

Senator AnpersoN. I thought the law was plain.

Whenever any country, dependency. colony, province, or other political sub-
division of government, person, partnership, assoclation, cartel, or corporation
shall pay or bestow, directly or indirectly, any bounty or grant upon the manu-
facture or production or export of any article—
and so forth, “such article * * * is dutiable,” and in all such cases
they shall have a countervailing duty.

You know about it now; what are you going to do about. it?

Senator Curris, I think if you need a request, as a Senator who
represents in part the greatest meatpacking center in the world, I
probably vould} get a request. for you, if that isall you need.
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Now the fact vemaing, the two items that are of the greatest linan-
cind concern to the economy of Urnguay so fae as exports are concorned
worn wool amd meat produets,

My, Fuues, 1 helieve so; yos,

Senator Corvs,. And the poliey of that country is to grant. a moro
favorablo exchange rato to both of them § is that vight ¢

Me Froes, One happens to be above and one now happons to be
holow our boanehmarvk.  The eanned meat or the meat products are
ahove and the wool top isbelow, as ave all the others-—--

Senator Cowrs, T'he committeo has boen most generous in their
timo to me, and 1 will not repeat every question uﬁ‘wudy raised, but
1 wounld like to inquive once more: s it the pesition of the T'reasury
that. Urngunyan oxporters of wool wasto and greasy wool to the United
States ave penalized ov not ¥

Mr, v, They ave penalized.  You can say they arve taxed more.
The raw wool axporter is taxed more,

Sonator Cuorrw. But. it wouldn’t take n very smarvt oitizen of that.
country to aseortain that if ho exports wool top to the United Stalos,
by better aales methods or otherwise, ho will got moroe pesos for his
dollars when he brings thom back howe.

Mr. ks, OF conrse, by the same token, you might say that he
wonld foel ho should got. out. of the growing of wool and start manu-
facturing Swiss watehos, ns Senator ﬁonuvtc hag snid,

Senator Cvrrs, Of courso he will vun into the world’s most power-
ful cartel there and they will put him ont business, In a little while
thay will export them and sell thom in the department stoves thero for
K5 apicee ag they have hero for a long timo.

Wao have had o long history of the closing of joweled wateh factovies
in thiz country, the Inst casualty of which was dm Elgin jowelod watch
factory of Lincoln, Nebr,

That is all, Mr, Chaivman, .

Senator Axprrson, Senator Bennett had a comment.

Sonator BenNrr. This law which sot “? the system of counter-
vailing duties, the law to which we have been referving to today,
was passed in 1930, and, as 1 understood your tostimony earlior, there
wem similar requitements as far back as 1806,

Mr. Fraoes, 1898, sir,

Senator Brnnrer, 18 the policy of using an average or some kind
of a calenlated bonclunark wather than comparison botwoon two spe-
cific commoditios; is that a policy that hag been standard pmctioell))ay
the Treasury over many years?

Has there ever bean a time that you know of when the Treasury
prior to 1053~ because wo know what your policy has been since then—
used a comparizon botween specific commodities? In other words,
is this & standard practice, a standard basis of comparison, or is this
a new approach f :

Mr. FLors, This is a standard basis of comparison.

Scenator ANDERsON. 1t has been for how long !

Mr. Frurs, 1 might point this out: As 1 gﬁl\k I mentioned previ-
onsly, mnlt.i’plo axchange rate systems ave faivly recent. They are a

fairly new development.
Senator Bennerr. In terms of how many years? When did they

start to present a problem ¢
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Mr. Frues, ‘There were some vight about the time of the war,

Senntor Bennerr, ‘There must have been some in existence in 1830
or there would have been no reason to write a section into the law,

Mu, Frues, Of the indireet as well us the divect,  Of course, there
ave other types of indirect subsidy than those which might arise from
n multiple exchange rate, but I am just trying to give you what L know
of that, 1 think these multiple exchange systems were somewhat con-
temporaneous with the Second World Wi,

Senator Bennerr, And do yon know were there any problems aris-
ing before 1963, and were they faced on the basis of this kind of an
averaging appronch?

My, Frves, 1 eould only sny of my own knowledge that 1953 was
‘when this problem was faced by the Treasury and the formuly worked

out.
Senator Bennerr. Can your staff identify any earlier manifesta-

tions of this snme problem ¢ o _
Mr, Frurs, They tell me that there were no similar cases prior to

that timo,

Senator Bennerre. Thank you.

Senator ANperson. Do you wish to put those letters into the record ¢

Senator Bennerr. Mr, Chairman, on February 13, 1 addressed iden-
tical lotters to the Secvetary of Commerce and the Secretary of State
asking for four particular communications botween the Kmbassy at
Montevideo and the U.S, Government which 1 felt would provide the
information to the committee.  Since then—-the letter, unfortunately,
is not dated-1 received n veply from Willinm B, Macomber, Jr., an
Assistant Seeretary of State, Avnying me aeeess to the four communica -
tions and making n statement to the effect that these communications
were not the only or necessarily the vital basis of the determination

of this benchmavk. .
Those are not his words but for the record T would like to put both

my oviginal lettersund Mr. Macomber’s roply into the record.
Senator Anperson.  Without objection, they will go into the record.

('The letters referred to are as follow :) |
U.8, SxNaTE,
COMMITTER ON JINANCE,
, Feobruary 18, 1959,
Hon, LEwis L. STRAUAN,
Keovetary of Commorve, Department of Commerce, Washington, D.C,

DrAR MR, StRAUSS: On Tuesday, February 17, the Senate Finance Camuittee,
of which I am & member, will consider a proposal which has heen wmade by the
Treasury Dopartment to rescind the countervailing duty on Uruguayan wool.

The wool industry s most important in my State, and I am anxious, there
fore, to be fully informed on the Treasury proposal prior to the Febroary 17
meeting o that I can participate intelligently in the hearings. It is my under-
standing that you have several communications from the American Kmbasay at
Montivideo which would be helpful :

(1) Dispatch No, 40 of June 21, 1088,
( 2; Alrgram G-27 of January 0, 1069,
(8) Alrgram 801 of Janunary 14, 1089,
‘ (4) Dispatch 837 of Kebruary 6, 1050,

I am sending thia letter by apecial riding page so that I may receive the fore.
-golng material nt the earllest possible time, preferably this week. Thauk you for

your assistance,

Sincerely,
- Warnack F, BeNNETT,
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DEPARTMENT OF STATE.

Hon. WALLAOE F. BENNETT,

U.8. Senate.
DEAR SENATOR BENNETT: 1 have recelved your letter of February 12, 10039, in

which you requested coptes of four communications from the Ameriean Bmbassy
in Montevideo, Uruguay, dealing with the countervatling duty on imports of

Urngunyan wool tops, .
Upon examining these communications, I find that they are of such a nnture

that 1 am not able to furnish them to you. However, I may summarize thelr
contents for you by saying that they state that the exchange rate situntion which
led to the fmposition by the United States of the countervalling duty on
Uruguayan wool tops has changed, urge that the United Stiates keep its word
that the same criterin would be used in considering removal of the countervalling
duty as were used in putting on the duty, and set forth the political advantages

to the United Rtates of acting in good faith on this matter.

I undersatand that the Treasury Department did not rely on the data Included
in thege communientions but has made {ts own fnvestigation of the stalistical
basis of the exchange rate subsidy against which the countervailing duty was

levied and maintained.
If I can be of further assistance to you, please feel free to call on me.

Sincerely,
' WILLIAM BB, MACOMBER, Jr..

Arsistant Seerelary.

Senator ANpErsoN. Are you familinr with these four documents?

Mvr. Frurs. I donot believe so,

Senator ANpErRsON. A dispateh of June 21, 1968, and January 1959,
January 14,1059, and February 6, 1959,

1 have been advised those all velate to the message from Urnguay
saying, “Get vid of these countervailing duties,” to the State Depart-

ment.

Mr. Frors. I amnot aware of those.

Senator ANbErsoN. The Treasury never saw them at all{

Mr. Frurs. No,sir; I say I did not see them.

Senator ANpERsoN. You stated n moment ago that the current rates
were December 1958 rates.

Are they com pm‘ed to the 1957 export and import statistics?

Mvr. I'rurs. That is right.  We have taken the last available annual

period,

Senator ANpersoN. Senator ITartke.

Senator Harrkr, T understood you to say awhile ago this business
of the multiple exchange rate systems are velatively new; is that

right
Mr. Frurs. Yes. . _ _
Senator Hartkr. About how many countries are involved in mul-

. » B T
tiple exchange rate systems and also in which there are countervailing

duties? . )
Mr. Frugs. There are some 14 nations that have multiple rate

systems. . L
Senator ITarTre. They ave involved in thissame formula?

Mr. Frurs. No. . . .

Senator Harrke. How many countries are involved in both?

Mr. Frugs, Uruguay is the only one involved at this particular
time.
Senator HarTkE. In other words, the anly country which is involved
in this computation is Urnguay ¢

Mr. Fruws, That’s right. . ) o
Senator HarTkE. Do they establish this exchange rate avbitravily ¢
!
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Mr. Frues, It isafixed rate by the Uruguayan Government,

Senator Harrke., And so if they saw fit to enter into any particular
export field, they could manipulate the exchange rate to keep you
people pretty busy.

Mr. I'nves. Yes: if they change their rates we are certainly going to
be a little busier than we were,

Senator Harvrke, And if they are in concert with some other country
which is not interested in the welfare of the United States, they could
practically wreck any domestic industry we had in the United States.

Mr. I'rves. Well, girv, T would then remind you of the fact that the
countervailing duty law is only one of the laws that. we have to protect

American industry. _
Senator Harreke. Areany of those involved with the wool industry 1

Mr. Frugs. 1cannot say.

Senator Harrke. As 1 understand Senator Cotton’s question awhile
ago, I did not quite get the answer to this, and I hope that it is not
repetitious.

“ou sny that this goes only to each product.

Mr. I'r.ues. Pardon me, Senator,

Senator Harrke, At no time is each product. considered alone in
regard to your overnll determination of this formula?

Ir. Frues. Every product is considered alone, but then its rate is
considered in relation to our benchmark.,

Senntor Hakrke., But, as 1 understand the law—I read through
it all—it says that “an additionnl duty equal to the net amount of
such bounty or grant,” and it refers in such cases to any article, and
not to the general overall. It does not mention anything about over-
all items. It says “any article,” and then goes back, “* * * an ad-
ditional duty equal to the net amount of such bounty * * *” which
to me would give every clear implication that they were referring
to individual items rather than to an overall group.

Mr. Frurs. Yes; and we take u{) each individual items that is af-
fected, but we have to have something against which to measure the
fixed rate put for that commodity.

Senator IIarrke. But the policy of the Treasury, then, is an ele-
ment to determine the fixed rate with all the fairness weighted to-
waird the foreign country, without any relationship to our domestic
economy.

Mr. Frurs, Sir, the Treasury always views with concern the effect
on the domestic economy. Wae are not insensible to the effects which
a Tronsury decision has on American industry.

Of course, we could not be. We, too, are Americans. But I must
point out that within the law there is no provision that the Treasury
should consider the economic problems involved.

Senator Harrke, Let mo come back, then, to something.

Just o few seconds ago, you said that there are other items in the
Inw which are given consideration for protection of the domestic
economy other than this particular law. In an answer a fow moments

-ago when I said that Uruguay or any other foreign country ac'ing
in concert in an attempt to destroy some domestic economy, that they
could under this particular setup that you are using, coul)d in eoffect,
destroy our economy or make it practically nonexistent. Ten't that
what you snid ?

TRV MO Masmh e i a2 e
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Mr. Frugs, I said that there are other means of protecting the do-
mestic economy than the countervailing duty law.

Senator HARTKE. I understood you to say that they were used in
conjunction with the countervailing law.

Mr. Frues. No; not used in conjunction with it.

For instance, one would be escape-clause procedures. :

Senator Hartrr. Can I ask you just for the record, is there any
relation to the present interpretation, the present attitude of the
Treasury Department as compared to the policy adopted by the
State Department

Mr. Frues. No, sir.  We do not have any measuring stick accord-
ing to State Department sentiments.

Senator ANprreoN. Senator O’Mahoney.

Senator O'Manonky. Mr. Chairman, I appreciate very much your
permitting a nonmember of the committee to ask n question or two.

I note, Mr. Chairman, that the witness, in responding to Senator
Cotton a few moments ago, when referonce was made to the Inw im-
posing countervailing duty, the witness said it was difficult to de-
. termind the intent of Congress either in 1898, when the original act

wag passed, or in 1930, when the present law was passed.

The question here, it seems to me, is to determine what the intent
of the Treasury Department is in fixing the formula.

So, I ask you, Mr. Secretary, does the formula adopted by the
Treasury Department amend the faw?

Mr. Frues. In our consideration, no. ;

Senator O’Manonry. You testified a few moments ago that the
multiple rates first came into appearance about 19053, ‘

Mr. Frors. Noj; after World War II. I would say they were some-
what contemporaneous with the Second World War.,

Senator O’ManoNEY. When was the formula devised ¢
.~ Mr.Frurs. In 1953, "

" Senator O’ManonEy. In 1058,
Mr. Frues. That’s right.
Senator O’ManonEy. Did you ask Congress for a law at that time to

fix a formula ?
- Mr. Frues. We didn’t feel that we had to. We felt that this is n

workable law.
Senator O’ManonEy. Yes; I think many of us up here have thonght

it was a workable law.
Is therv any law authorizing you to fix a benchmark or telling you

how to fix a benchmark ¢

Mr. Frues, The law does not spell out that detail, Senator.

Senator O'ManONEY. Does the law refer to single articles?

Mr. Frues. Yes; it does refer to single articles.

Senator O'MAHONEY. Does it refer to any average rates?

L]le;d Fm?:s No; it does not. Again, that is a detail which is not
spe ou " B 1 '

Senator O'MaHONEY. Let us read the law, in the light of your testi-
mony that it refers to articles. You have this law set forth in your

statement. - - )

Whenever any country, dependency, colony, province, or other political sub-
division of government, person, partnership, association, cartel, or corporation

shall pay or bestow, directly or indirectly—
]
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let me emphasize those two words : “directly or indirectly”—

any bounty—

let me emphasize the word “any”—

any bounty or grant—

and of course “any* must be interpolated before “grant”—
upon the manufacture or production or export of any article -

and again I emphasize the word “any*—

or merchandise manufactured or produced In such country, dependency, colony,
province, or other political subdivision of government, and such article—

I emphasize “such article”—

or merchandise s dutiable under the provision of thix chapter, then upon the
fmportation of any such article or merchandize into the United States, whether
the same shall be imported dirvectly from the countey of production or otherwise,
and whether such article or merchandise is imported in the same condiiton as
when exported from the country of production or has been changed in condition
by remanufacture or othierwise, there shall be levied and patd—

[ emphasize those words, “in all such cases”—I repeat—

there shall be levied and paid in all such caxes in nddition to the duties otherwise
imposed by this chapter, an additional duty equal to the net amount of such
bounty or grant, however the same shall be pald or bestowed. The Secretary
of the Treasury shall from time to time ascertain and determine, or estimate,
the net amount of each such bounty or grant, and shall declare the net amount
80 determined or estimated. ‘The Secretary of the Treasury shall make all
regulations he may deem necessury for the identification of such articles and
merchandise and for the assessment and collection of such additional duties,

Do you really have any difliculty in interpreting what Congress
meant by that language?

Mr. FLuks, No.

Senator O’Manoney. Youdonot?

Mvr. Frurs, We think it is reasonably clear.

Senator O’Manoney, Ididn’t get your answer.,

Mr.Frres. Yes. Isay wethink thatisclear.

Senator O’ManonNey. That is perfectly clear.

And when this condition occurs, it is the duty of the Treasury to
impose a countervailing duty; is it not

Mr. Frvrs, When we find that there is a bounty or a grant, yes.

Senator O’'ManoNgy. When you find there isa bounty or n grant.

Have you ever made any regulations to determine the manner in
which you find a bounty or a grant ¢

Mr. Frurs. Sir, the Secrotary of the Treasury in this act has the
duty of from time to time ascertaining and determining or estimat-
ing—
the net amount of each such bounty or grant, and shall declare the net amount
so determined or estimated.

Senator O’Manoney. True.

Mvr. FLurs. Now, how does he do it ?

We have to have some way of doing it, some means of making that
determination and estimate.  We have felt, as I have expressed earlier,
that we made up this formula as the faivest and best means of making

this determination or estimate.
Senator O'Matongy. Now, in 1953, the Treasury Department de-

cided that there was a bounty within the meaning of the law.
80R20—50——0
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Mr. Frues, Yes, uecording to this formula.

Senator O'Manoney. And imposed a countervailing duty.

Mr. Frues. According to this %urnmlu.

Senator O’Manoney. According to the formula.

Mr. Frues, Yes,

Senator O'Mantoney. Have you clearly defined the formula to the

Songress !

Mv. Frues. Sir, I may say that Congress, the wool industry of the
United States, the importers of wool into the United States, all have
known about this formula for 6 years. This is nothing new in the
way of a formula. We are not coming into this committee this morn-
ing to defend a formuln which has sl‘wung out of our heads within the
past week orso. This formula has a 6-year history behind it, sir,

Senator O'Mauoney. Have you submitted it to this hearing?

Mr. Frues., The formulan?

Senator O’Manoney. Yes.

Mr. Frurs. Yes, there is a chart before you, sir.

Senator O'Manoney. That isachart. Ttisnot a formula.

Mvr. Fr.ues. Well, it indicates how the formula operates.

Senator O’Manongy. I grant you that, but does it give the Congress
the formula?

Mr. Fuues. You mean does it spell out. in so many words?

Senator O'Manoney. Precisely.

Mr. Frues. How the formula operates?

Senator O'Manoney. That is what I want to know.

Mr. Frues, Itisright in our statement, sir.

Senator O'Mauonky, Point it out to me. 1 wasn’t here when you
read your statement.

My, FrLues. Page 3, the second paragraph,

Senator O*'ManoNeY (readings):

The Treasury Department rejected this proposal-—

that was a proposal made by
Mr. Frues, By the importers,
Senator O'Manoney (continuing) :
as it had rejected the formula advanced by the domestic industry. The flual
conclusion reached by the Secretary of the Treasury, in carrying out his duty
under the law, was that there was a subsidy, and that the appropriante bench-
mark for determining {ts amount, was the welghted average of all Uruguayan
export and import exchange rates used in Uruguay’'s international trade.

Now, this is your reference to the weighted averages, which has been
the subject of examination by many of the Senators?

I must confess, Secretary Flues, that I find nothing in the law which
justifies the adoption of a weighted average including all commodi-
ties, both imported and exported, when the law refers specifically to
separate articles.

Suppose we were to read this law which you have in your statement
in terms of the present hearing. I shall not read it all, but I shall ask
unanimous consent that the words “wool tops®” shall be inserted wher-
ever the words “any article” appear.

Whenever any country, dependency, colony, p&winco, or other political subdi-

vision of governmnent, person, partnership, association, cartel, or corporation shall

pay or bestow, directly or indirectly, any bounty or grant upon the manufacture
or production or export of wool tops or merchandise manufactured or produced

in such country— )
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and so forth and so on, substituting “wool tops” wherever “any ar-
ticle” or “such article” uppears, then I should like to ask you if you
believe that. the language at the close of this statute making it the duty
of the Secretary of the Treasury from time to time to “ascertain and
determine or estimate the net amount of each such bounty or grant”
authorizes him to adopt the weighted average provision of your
formula.

Mvr. Frurs. Well, siry say again that this duty being Inid upon the
Secretary of the Treasury to ascertain and determine or estimate the
net amount of that bounty or grant, that being so, he has to find some
means of making the determination or estimate.

The means by which he does so in relation to the particular commod-
ity, wool tops, 1s to consider that commodity in relation to the formula,
'l‘?;e rate as opposed to the benchmark, the measuring stick.

Senator () Lumm-:r. Were you aware, Mr. Secretary, that after it
was announced that the Treasury Department was about to rescind the
countervailing duty, there were immediate offers of grenter quantities
of wool tops from Urnguay underselling the domestic market ¢

Mr. Frurs, This wasback in 1958, you mean ¢

Senator O’'Manoney. No.

Mr. Frurs, Whent .
Senator O'Manoney. In January and February of this year, when

it became known that the Treasury Department was about to abolish
the countervailing duty on the 6th of February, is it not a fact that
there immediately were offers of great quantities of Urnguayan wool
tops for sale in the United States telow the market price of American
wool tops?

Mr. Frurs. I do not know of that fact. I am not in the wool in-
dustry, Senator. T cannot say.

Senator O'Manoney. Oh, but you are in the Treasury.

Mr. Frues. 1 am in the Treasury.
| Senator O'Manoney. And you administer the countervailing duty

aw,
Mr, Frues. T would also have to say, Senator, that. within the coun-
tervailing duty law there is no )rovisimr for injury, for a determina-
tion of injury to the domestic industry.

Senator O’Manoney. What is the purpose of this law?

Mr. Fruks. And we cannot take it into consideration, therefore, any
more than we could take into consideration the foreign relations
aspect, .

Senator O'ManonNry. Mr. Secretary, what meaning do you attrib-
ute to these words:

When a bounty is being paid-—
¢ ¢ ¢ there shall be levied and paid, in all such cases, in addition to the duties
otherwize imposed by this chapter, an additional duty equal to the net amount
of such hounty or grant, however the same be paid or bestowed.

Does not that clearly mean that where the bounty makes it possible
for any country to ex\)ort. into the United States below the market price
of the domestic article where a duty is imposed in this law, an addi-
tional duty should not then immediately be proposed ¢

And is that not for the protection of that industry agninst the dan-
gor of damage? :

Mvr. Frues, Sir, I wonld answer that “No.” There could be many
reasons why the product. is being exported below our market price
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Senator O'Manoxey. Mr, Chairman, if “No™ is the answer to that
question, 1 surrender. A )
Senntor ANpersoN. Senator Saltonstall, you have been very active

in this field. ) )
Senator Sarronsrart., From a New England point of view, Mr.

Chairman, 1 might just say this:

I worked on this formula in 1952 and 1953 with the Secretary of
the Treasury at that time. 1 did so beeause of the interest of our
people in Massachusetts on the importation of wool tops.

As 1 understood it then, that was the first time this formuln was
wit. into effect by the Treasury Department, It was put into effect
weause Uruguny was diseriminating in favor of their wool top
combers through the exchange value of their currency. The formula
was effective at that time.

Now, the situation has changed, and if this present ruling goes
through, it will affect. the jobs of 2,000 of our Massachusetts people,

and T am told it will make it diflicult for the industry to survive and
to keep going,

Now, all i.nsk ax a Massachusetts Senntor of this commitiee-—and
1 do appreciate the opportunity of being here and having the hear-
ing held—is to look into the situation very earefully, so as to help the
Seevetary of the Treasury in making his final ruling.

Wao want to be fair. We want him to be fair to those of us who are
importers, but at the same time to recognize what the law is. e
should determine what he should do on the basis of lnw and then make
hig decision.

T only hope that the committee, after this hearing, will give him a
record so that he will make sure that knowing the law he gives due
consideration to the people who have asked for this hearing. These
are people who ave in the wool-top business in Massachusetts and who

grow wool in our country.
I do appreciate the opportunity to be here today and I thank

the chairman.
(Senator Saltonstall subsequently submitted the following for the

record :)

STATEMENT SUBMITTED FOR INCLUSION IN THE RECORD BY SENATOR LEVERETT
SALTONSTALL

I deeply appreciate the courtesy extended to me by the Committee on Finnnce
in permitting me, a nonmember, to insert in your record these fow remarks on
the subject of the countervalling tariff on Uruguayan wool tops. The Com-
nmittee on Finance has shown great consideration for the problems of the wool
industry in holding this hearing( where the subject has been put into its proper
perspective ag a matter of serfous import to the United States.

To put the problem more precisely in perspective, I would like to state that
in Massachusetts, where the wool trade has always provided an important seg-
nent of our commerce, there are now three major and numerous minor estab-
lishments which are primarily concerned with the combing or scouring of wool,
The major establishments alone employ between 1,700 and 2,000 people.  In one
ease it is the sole Industry of a town, and the other two cases are located in an
aren already suffering from critical labor surplus.

The wool trade was asked in World War IT and the Korean crisis to expand
its production sharply. The armed services' need for wool products will con-
tinue, for wool has properties as yet unduplicated by synthetics, While this
need existg, the administration shonld consider carefully any move which might
endanger this so vital industry.
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The Treasury Department has stated in your hearing that the duty on Urg-
guayan wool, established to oftvet the indirect subsidy granted Uruguayan ex-
porters of wool tops, Is measured by a formula which set up in 1953, The
countervalling duty was set up in 1083 partly at my suggestion, but the formula
was then and 18 now less sensitive to the requirements put upon the wool industry

by Uruguay thun the industry had hoped in 1953,
The ealeulation of the formula has not been publicized by the Treasury nor

have its computations been .:ade available to the Industry. The Treasury has
stiuted that it reviews the formula regularly, but in the brief submitted by the
wool industey at this hearipng, 1 find that Uruguay has changed its pego exchange
riates on wool products many more tines than the Treasury has changed its
countervailing duty. Furthermore, the Trearury has stated that in erder to
establish Its welghted average peso exchange rate, it measures the volume of
comniodities shipped from Uruguay. These volumes have changed over the
vears since 1958 and would therefore have changed the average rate, but the
'Preasury has koen it to recognize this upon only two occasjons—in 1934 and the

present thine,
The Treasury hus also seen fit to Include in its formula outright bonuses paid

to the exporters of frozen meat, cnnned meat, and particularly wool textiles,
Thexe bonuses are granted Urnguayan exporters in order to keep them in business,
I question the Treasury’'s inclusion of these bonuses in its countervalling duty

formula as well as the high rates on luxury fmports.
Uruguay is a friendly nation and I believe that the citizens of this country

should be concerned with the economic health of Uruguay. But I believe further
that this concern should not he at the expense of the wool Industry alone, which
must now bhear, if this change in the duty goes through, the major burden of

our foreign policy towanrd Uruguay.
Mr. Chairman, I submit that in the Interests of the wool Industry, of the

citizens of Massachusetts, and of the cltizens of the Nation that the Committee
on Finance has made a great contribution in investigating with the industry and
the Treusury the countervalling duty. As a result of the hearing I hope the
Treasury will consider modification or withdrawal of its order to abolish the
countervailing duty to insure compliance with the law.

Senator ANbEReON. Thank you, Senator Saltonstall.

Senator Pastore, you have been here all through this hearing. You
didn’t want to make a statement earlier but do you have any statement
now that you would care to make?

Senator Pasrore. If the chairman doesn’t mind, I would like to ask
(uestions as well, ‘

Senator ANDERSON, Surely.

Senator Pastore. Let me say this: The thing that is perplexing to
me at the moment is the ndamant position that the Department of
the Treasury seems to be tnking at this time, and I would hope that they
would subscribe to the suggestion that was made by Mr. Saltonstall,
that is, one of review. '

I think it is quite clear in everyone’s mind, as has been brought out
here this morning, that the lnw is definite that this means any specific
product,

The Treasury Department has invoked this formula of a weighted
average or this benchmark. T.et me ask the Secretary this question:

In view of the questions that have been raised here this morning,
the interpretation of the lnw as written, and the feeling of the members
of the committee, which feeling seems to be unanimous, that this
applies to any one product and not a general category of products,
what is the position of the Department as of this moment? Are you
still adamant that this is a good formula and you are going to continue
to invoke it and you are going to keep it in practice!

Mr. Frves, Mr. Senator, we do feel this is a good formula, We
think it is the fairest formula that can be worked out, and we only
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point to the fact that it has had a history of 6 years, as indicative

of that fact. .
This is a formula that Congress has known about, the industry has

known about, the importers have known about, the Urnguayan Gov-
ernment. has known about. This, again I sny, is nothing new.

Senator Pasrore. That’s vight,

Now, T can follow you very, very closely, but isn't it a surprise to
You, Mr. Flues, that here you have a number of articles, five or six, and
as the refinement. of the article increases, as the export. of that refined
article to the United States of America means morve jobs in that for-
eign country for example, to take the raw wool and to wash it, which
means people to wash ity and then to purify it or refine it. further, and
finally get to the wool top, isn't it rather surprising to you that as
you Rl’lrthm' refine this article in a foreign country, that the rate of
the exchange becomes greater and greater, so that more and more
American jobs will be ehiminated ¢

Isn’t that quite apparent to you: that your formula is helping a
foreign country to work a subtorfuge—in other words, to destroy
American jobs

Now, why should the rate of exchange vary with the ontoi.rory of
the product, an act that is voluntary and exclusively within the
power of a foreign government

Is that true or isn't it true?

Mr. Frurs. Senator, this formulan up until now has produced a
countervailing duty and it has been one means of protecting the
American in(ﬁlst-ry. Now, applying the same formula, the protection
is gone, because we no longer iinf the subsidy.

Senator, I must remind you agnin this is not. the only means that
an _American industry has to protect itself against foreign imports,

Senator Pastorr. It is the only means that American industry has
to protect. itself against foreign imports insofar as subsidies are con-
cerned. You cannot invoke the tariff laws. You cannot invoke any
other law that will cure your subsidy situation, because you have an
entirely different situation when you apply the tariff laws,

Now, the purpose of the Congress in passing this law was to coun-
tervail a subsidy being paid by a foreign government that desirved to
export more of one article as against another,

T'he argument hus been used here this morning that this is a pen-
alty agninst some. It isn’t that at all. This is a premium for some.

As a matter of fact, the more you refine this product, and youn got
up to the wool top, the higher the rate of exc}mnge. That rate of
exchange is within the exclusive jurisdiction of the Uruguayan Gov-
ernment, over which we have no control.

So, by their process of manipulation, they can change the effect of
your formula any Monday morning,

Am I right or wrong?

Mr. Frues. No.,

Senator Pasrore. Why not ?

Mr. Frugs. Let me say this: T am going back to the first part of your

statement. You speak about the countervailing duty being the only
thing that deals with subsidy. gy & )
That may be true, but here we no longer have a subsidy.
Senator ANpersoN. What?
¢
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Mr. Frurs. We no longer have a subsidy as relates to wool top
undernoath the application of our formula. ‘

Senator Pasrore. That's right, you have always got to put that in,
“umder the application of our formula,” and that is what 1 am tinding

fault with, . . )
I am finding fault with your formula. The formula is the crux of

the trouble here,

As you louk at your sheet here, Mr. Flues, you find that the rate of

oxchange is 2.81, on wool waste and other export. produets. There is
wactically no manpower involved at. all in that; so, naturally, it
(lloosn’t mean too many Uruguayan jobs; so the rate of exchange in
Uruguay is pretty small, .

Then you get to greasy wool, which is a refinement over the first
category, mur there it goes up to 3.45. It means a fow mores Uruguay-
ans have to work on that product, so there is an incentive there to
raise the exchange from 2.81 to 3.45.

Then youn get the washed wool, and it. requires a few more people to
take this greasy wool and wash it; so that means a few more Uru-
guayan joks.

So it 1s of interest. to Uruguay to raise that from 3.45 to 3.72,  Then
you come to the wool top, which is the exportable article, and it works
right agninst American wool-top manufacturers. There, the rate
is-4.10.

Now, I ask you this question: Why should Urugmay change its rate
of exchange with reference to these articles and raise it as they get
into the field of refinement providing more Uruguayan jobs?

Don’t you see what your formuln is doing ¢

It is allowing these countries to raise the rate of exchange where
they want to export goods, to lower it where they don’t care too much
to export goods. You come along and you strike an average and
yoii play right into their hands and you destroy American industry.

That is precisely what is happening here, and I say this: That the
Congress of the United States, when it enacted this lnw, had that in
mind. That is why it snid “any article.”

I realize this. 1t is pretty hard for you to invoke a formula in
every particular article. It may be the fault of Congress that we
did not write the right kind of law.,

It might well be the chances are you hit a compromise. The im-
porters of the wool tops, they wanted the low figure of 2.81, the free
mark on your pesos. The manufacturers of wool tops wanted it high,
the larger figure. So what did you do?

You come along and you compromise the two. You try to make the
both of them happy at the time when maybe it did work, but today
it won’t work. : '

I am told by manufacturers of wool top in the State of Rhode
Island that if you remove this countervailing duty from these products,
the wool-top industry in the State of Rhode Island will become extinct.

Now that is how serious this is. The problem is not academic.
This is not a theoretical problem. This is a real practical problem
that requires a sound solution,

In view of the fact that countervailing duties have prevailed alone
on wool tops, it strikes me that that is where we ought to concentrate
our attention and not be talking about a general overall benchmark.
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I say this to you, sir: I do hope this. I realize it might be thought
that I min making a whistle-stop speech, here, but I do suy this to yon,
sir: I regret very much that you are committed to a position that you
have instituted a formula and you are adamant in maintnining that
formula. I think it is going to do irreparable harm, and I would
prefer to see an administrator of your caliber come before this com-
mittes and say. “In view of the sentiments expressed here this morn-
ing and the fi. i that this industry is being hurt, we are going to re-
view this whole matter. We are going to sit down and talk to the
Uruguayan Government and see if we cannot. reach a sensible formula
which will at least compensate American manufacturers for the sub-
sidy that is being invoked by the Uruguayan Government.”

thank you, Mr. Chairman.
Senator ANDERSON. I want to get started with the other side of the

story. But will you just furnish me this one statement? This law
was fmssed in 1930 and a similar law in 1808. Was there ever a
weighted average formula under the countervailing duty system used
before the year 1953 ¢

Mr, FLues. I do not believe so.

Senator ANDEkSON, You do not believe so?

Mr. Frues. No, sir.

Senator ANDERSON, I think that is probably a correct statement.
Therefore, this is an invention that has come up since 1953,

Mr. Frues. That is right.

Senator Pastore. Mr. Chairman, will you yield on that point ¢

Senator ANDERSON. Yes.

Senator Pastore. The way these foreign countries have overcome
prior practices, you see, is by using these multiple exchange formulas
now. I mean the multiple exchange process is only to undermine the
formula that was instituted by the Treasury Department. That is
the way they can do it, because by multiple application, they get into
manipulation, and they lower it where the do not care to export and
they raise it where they care to export, making it attractive for their
manufacturers to get into that particular category which commen-
surately destroys American jobs in American industry.

I say this: That while they are insisting herve that t{ne taviff law will
take care of this, the tariff law will not. There is nothing in the tarift
law that takes care of a subsidy on an article;

Senator McCarray. Mr. Chairman, could I ask one more question ?

Senator AxpersoN. Senator McCarthy.

Senator McCartHY. I would like to ask the witness what great
.changes were made in December 1958 as to the general average in your
formula. What changes were made of the rates, either export or im-
port rates, of the Uruguayan Government which resulted in the change
which brought about your decision to take oft the countervailing duty /
This could have happened through a change in the rates on waool tops
or iti‘ could have happened through changes which noved your hencr

Inarx. ‘

Mr. Frues. Senator, there ave many, many changes. There are
hundreds, even thousands of commodities,involved. I do not say there
are changes as to all of those. The changes were extensive,

Senator MoCarrry. Which are the major ones' affecting your

formula, the weighted average?

!
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Mr. Frees, T mentioned earlier that we do have the two decrees here
which set out these changes, and those are in English, but we have
others that are in Spanish that have not yet been translated.

1 doubt if I could give you the information that you want at this
point, Senator, but we will provide you with that, if you wonld like it.

Senator McCarrny. 1 think it is vather fundamental to the whole
question, it seems to me, so I would very much like to have that in-
formation for the record.

Mvr. Frurs, We will get that to you, sir.

Nenator McCarrry, Would you do it in one of two ways: Change
the rate on wool and wool tops, or you can leave that alone and shift
your benchmark. It isa question of which the standard is in this case,

('The following was later received for the record :)

The Urugnayan exchange rate changes in December 1058 completed a series
of exchange rate changes which started in September 1938, when the Uruguayan
Gaovernment Issuned an extensixe serles of changes in export rates, including
the rates affecting wool and wool top. At that time, it was announced that
further changes in export and import rates would be issued. The December

changes themselves deanlt largely with lmport rates and involved transfer of
two categorles of imports (representing about 10 percent of total hnports) to

the free market exchange rate,
The series of rate changes between September and December have raised

average export rates in Uruguay above the rate of exports of wool top,  Since
the benchmark actually used by the Treasury, however, was the average of
export and import rvates, an overall computation was not made until the import
changes had taken pluce at the end of December, This computation confirmed
that the average export-import rate was above the rate for wool top, thus
indieating the removal of the countervailing duty on wool top.

Senator Iarte. Mr. Chairman,

Senator AxprrsoN. Senator Hartke,

Senator Harrke. I just have one question which I asked and it is a
repetition again, but 1 asked the Secretary a moment ago if there is
any other country with a multiple exchange rate system in which a
countervailing duty is imposed, and I did not mean with reference to
wool; I mean to any article. And the Secretary said, “No.”

Mr. Fruis. No; that is correct.

Senator Harrke, This is the only country in which there is a mul-
tiple exchange rate system in which a countervailing duty is imposed,
is that right ¥

Mr. Frues, That is correct. ) i .
Senator HARTKE. So we are dealing with a very isolated thing here

which involves one country and practically one item under this law,
is that right?

Mr. Frues. That is right.

Senator Hartge. That is all.  Thank you.

Senator Pagrore. Will the Senator yield ?

Senator HarTkE. Yes. - .
Senator Pastore. It is clear here that the countervailing duty is

only applied in Uruguay, and only on wool tops.

Mr. Frugs. No. :

Senator Pastore. And nothing else.

Mr. Frues. No: that is not a truestatement.

Senator Pastore. On what else?

Mr. Frues. It is a true statement as of now, but what I mean is

that the formula is available for any other commodity.
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Senator Pasvore, 1 realize that, but has it applied to any other

commaodity !

Me Faees, Nogit has not,

Sonator Pasrore, That is what T wean, It ix only applied to wool
lops,

Mr, Feees, Where there isa multiple exchange rate,

Senntor MeCarrny, This is o distinetive formula which is used
only on wool and only in Urugnay at the present time,

Senator Anperson, Which is effective,

Senator MeCarreny, Yes, offective. It has been in effeet. What
are some of the other countries that have multiple exchange rates?
1 think there arve 14,

Mr. ek, There ave zome 1T conld mention Spain, Iseael -
let me see if ean work up a little list,

Senator Axverson. Supply it for the vecord,

('The information requested is axz follows:)

POREIGN COUNTRIFS Wt Muerrtimg Bxenasas Rates ror Comsiontry 'I'nabg
AS OF IEuRtARY 100

Latin Amerien Continued

Europ
Tealand Feundor
Spin Uraguay
Turkey Venorueln
Yugosiavia Asin:

1atin Amerien: Afghanistan
Breasil Israel
Colombin Jordan

Costa Riea

Nenator MeCarriy, ln these situations which use countervailing
duty which is based upon the lawful exchange formula

Me, Frees, Pardon me, Senatort

Senator MeCarruy, You say there arve 14 other countries - - -

Me Frees, Yes,

Senator MceCarruy, Which have multiple-exchange rates?

Mr Foves, Right.

Senator MeCarmy, And it is theoretically possible that you might
use conntervailing duties against those countries based upon the aver-
age determined, using the same formula you used in Urnguay ¥

Mp, FFeees, Yes,

Senator MeCarrny. But there are none on which you now impose
any conntervailing dutios exeept Urngaay ¢

Mr Fures, That is correct.

Senator MeCawrny, And if this is taken offy thore would be none.

M, Fuves, As 1 mentioned earlier, the only countarvailing duty
other than this which has been asserted is that against Spanish al-
monds, but there a direet premium was made,  There was a different
condition.

Senator MeCawruy. It is not a matter that is being determined on
the basis of exchange ?

Mr. Frees, That is correet,

Senator McCarrny, So if we did something about this particular
formula, it would not disrupt relationships with many other coun-
triest

Mr. Fuves, No.
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Senator AnpersoN. Would it also not be safe to sny that when you
get vid of the countervailing duty on Urnguayan wool tops, then that
soetion of the law that relates to countervailing duties might just as
woll not. be in the books ¢

Mr, IFuures, Oh noy Mre, Chaiviman, we could not agree with you on
that statement.

Senntor Anperson, Where else do you use it ¢

Sonator Pastone, Mr. Chairman, onco you remove the countervail-
ing duaties from wool tops out. of Uruguay, there is no other article
that comes into the United States where that law would apply, is that
correet- -would elfeetively apply ¢

Mr, Frows, Pardon me just a moment, Senator.  We would boe glad
to furnish to the committee nny list. of countervailing duty orders

that nre out,
I think that wonld be helpful.
('The following wax Inter supplied for the record:)

ORDERN ON NOTICER IRHUCED UNDER SecrionN 303, 'Tamier Act or 1030, or A CORRE-
RPONDING PROVISWON oF A Prior Act, Ave CUORRENTLY IN ErrEer WITit REsSrrO?

TO THE MERCHANDISE LINTED
Auntrealla
Sugar content of certain articles,
Butter,
IFortitied wines,

Canadan
Cheese, 3-04 seove, from whole milk, cheddar, fucluding “washed curd,”

typos.
Cheese, 93- 04 seore, blue-veln, of Roquefort type.

Cubn: Cordage,
Benmark ! Butter,
Great Britain:
Npirits,
Sitk and stk avticles,
Rugar,
Trelnud ¢ Sphelts,
Spain: Almonds
Uruguay : Wool tops,

(See. S03, 40 Stat, G875 10 U.S.C, 1508,)

Sonator MceCawvruy. There are countervailing duties in many coun-
tries but the point is they are not based upon multiple-exchange
propositions,

Mr, Frues, That is vight,

Senator AnversoN. That will be all for you, Seeretary Flues,

[2 . . . . » N

Fhe industry witness who is to start is Morton 1. Darman, president
of the T'op Co. of Boston, Mass.

Mr. Darman, let me try to rearrange the schedule with you.
Would you rather make your presentation now, or would you rather
come back at 2:30 when Senator Hartke can preside? Or perhaps
would you vather try to get us some morning again? I am not trying
to prevent you from making your statement, because overy woolman
that T talk to is extremely anxious to examine the TI'reasury’s position
envefully and the committee has tried to do that this morning.

Mr. Dansan. Mr. Chairman, T am at the disposal of the Chair.

Senator ANprrsoN. How long is your statement 2
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L Mue, Darsan, Tt should not tuke over 7 or 8 minutes at the most.
sSenntor ANbeRsoN, Why not start with your statement and then
we will see what happens.
Mr. Frurs, Mr, t)mirnmu, do you need me any further?
. Senator ANvrrsoN. I think you might want to f)'o here, but 1 vecog-
nize the pressures on you, Mr. Secretary. Will you leave some mem-
ber of your stafl here?

Mv, Frurs, I will,
- Senator Anprnson, May I say the same to you, Mr. Darman and

M. Josendal, ns I said to the Secretary. Wae hike to have these state-
ments in advance, and it is not your fault that we did not notify you.
Go ahead. ,

State your name for the record, and the position that you occupy
and who else is here with you.

STATEMENT OF MORTON E. DARMAN, PRESIDENT, THE TOP CO.,
BOSTON, MASS., ACCOMPANIED BY HAROLD JOSENDAL, PRISI-
~DENT, NATIONAL WOOL GROWERS ASSOCIATION

Mr. Daraan, Mr, Chairman and members of the committoe, my
name is Morton L Darman. I am president of the Top Co., Boston,
Mass., and of the Barre Wool Combing Co,, Litd., South Barre, Mass.,
and our business is the manufacture of wool top.

Today I am representing the National Associntion of Wool Manu-
faocturers in which I reproesent the wool top manufacturers on its bonrd
of directors.

Also joined with us in our statement today ave the following: The
National Wool Trade Association, the BostonWool Trade Association
the Northern Textile Association, and the Philadelphin Wool and
Toxtile Association.

These groups combined represent substantinlly the cntire wool
textilo industry and wool trade of the United States.  Together with
the National Wool Growers Association represented by its president,
Mr. Harold Josendal, and the National Wool Marketing Corp., we
present bofore you a united front,

_ Our common purpose is to take issue with the Treasury’s finding
that no bounty or grant is bestowed upon the export of wool tops from
Umguag s:nd to opJ)osa its announced intention to rescind the counter-

u

vailing duty on said tops. . .

We are most gratetul for this opportunity to appear before this
committee. o

I wish to emphasize at the outset, Mr. Chairman, that the matter
here today has no relationship whatsoever to the Trade Agreemonts
Aot, to any trade agreement, or to any duty concession which might
have been granted under an%:uch agreement.

" The matter at hand can be concisely stated: Is Uruguay bestowin

“directly or indirectlf' any bounty or grant” on the exports of woo
in the form of wool top through its system of multiple currency
exchange rates? Without hesitation, wesay “Yes.”

We have nlms maintained that the hounty or grant arises from,
and is measured by the difference between the exchange rates for
greasy wool and wool tops. Today the exchange rate on receipts from
greasy wool is 3.456 while that for to;') is 4.1025 pesos per dollar, a

!
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19 pereont. ndvantage on the export of top over raw wool.  The Treas-
ury test for a bounty or grant by relating the exchange rate for top
to a “represontative rate” based on all imports and export rates, is
unwarranted by law and leads it to o finding that no bounty or grant
exists, This finding is contrary to logic, renlity, and to what the

world wool industry knows,

e

I'his document has n threefold purpose: . .

1. To review briefly our offorts to have the countorvailing duty im-
posed and our subsequent efforts to uscertain how the Treasury com-

puted the grant or bounty. ‘ k
2. To present a summary of the legal authorities and court. deci-

sions under tho countervailing statute, !

3. To demonstrate that the Treasury’s formula, or yardstick, is un-
warranted by law, and reaches conclusions contrary to logic, contrary
to commercinl reality, and contrary to what the wool industry

throughout the world openly admits to be the fact.
Mvr, Chaivman, with your permission I would offor this documen-

tary for inclusion in the record in its entirety, . )
Senator ANprrsoN. Without objection, the document will be in-

cluded in the record in its ontirot{. .
(The entiro statcunent of Mr, Morton II. Darman is as follows:) |

DOCUMENTATION 0 REMARKS oF MortoN IT. DARMAN, IN rE COUNTERVAILING
Duries, SgotioN 303 or ™k TArirr Aor oF 1080 A8 AMENDKD

Mr. Chalrman and members of the committee, my name {8 Morton I, Darman,
I am president of the Top Co., Boston, Mass,, and of the Barre Wool Combing
Co., Itd.,, South Barre, Mass, and our business is the manufacture of wool top.
Today I am representing the National Assoclation of Wool Manufacturers in
which I represent the wool top manufacturers on its bonrd of directors, Also
Joined with us in our statement today are the following: The National Wool
Trade Association, the Roston Wool Trade Assoclation, the Northern Textile
Assoclation, and the Philadelphia Wool and Textile Assoclation, These groups
combined represent sybstantially the entire wool textile lndustry and wool trade
of the United Btates, Together with the National Wool Growers Assoclation
represented by its president, Mr. Harold Josendal, and the National Wool Mar-
keting Corp., we present before you a united front, Our common purpose is to
take {ssno with the Treasury’s finding that no bounty or grant is8 bestowed upon
the export of wool tops from Uruguay and to oppose its announced intention
to rescind the countervailing duty on said tops. )

We are most grateful for this opportunity to appear before this committee.

I wish to emphagizo at the outset, Mr. Chalrman, that the matter here today
has no relationship whatsoover to the Trado Agreecents Act, to any trade agree-
mont, or to any duty concession which might have been granted under any such
agreoment, ‘

The matter at hand can be concisely stated: Is Uruguay bestowing “directly
or Indirectly any bounty or grant” on the exports of wool in the form of wool
top through its system of wmultiple currency exchange rates? Without hesitation,
We SAY yoS, , :

wgy have alwaya maintained that the bounty or grant arises from, and {8
measured by the difforencoe between the oxchange rates for greasy wool angd
waol tops, 'Today the exchange rate on receipts from greasy wool is 8.456 while
that for top is 41025 pesos per dollar, a 10-percent ‘advantage on the export of
top over raw wool, The Treasury teat for a bounty or grant by relating the ex-
change rate for to? to a “representativo rate’ based on all imports and export
rates, 18 unwarranted by law and leads it to a finding that no bounty or grant
exists, This finding is contrary to logle, reality and to what the world wool
industry knows,

This document has & threefold purpose: ‘ ;
1. To review briefly our efforts to have the countervalllng duty imposed

and our subsequent efforts to ascertain how:the Treasury computed the
grant or bounty, '

e aEmeg

A L RN

o
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2, To present a summary of the legal authoritles and court decislons
under the countervalling statute,

3. To demonstrate that the Treasury's formula, or yardstick, is unwar-
ranted by law, and reaches conclusions contrary to logle, contrary to com-
mercial reality, and contrary to what the wool Industry throughout the

world openly admits to be the fact.
1. HISTORY

This countervailing duty was imposed under section 303 of the Tariff Act of
19380 providing as follows:

“Whenever any country * * * shall pay or bestow, dircctly or indirectly, any
bounty or grant upon the manufacture or production or export of any article or
merchandise manufactured or produced In such country * * * and such article
or merchandize is dutiable under the provislons of this act, then upon the im-
portation * * * into the United States * * * there shall be levied and paid,
in all such cases, in addition to the duties otherwise imposed by this act, an
additional duty equal to the net amount of such bounty or grant, however the
aame be paid or dbestowed * * * [ KEmphasis ours.]

The principle of countervalling duties in the United States, long antedates the
Tariff Act of 1030. This statute expresses a congressional intent and is framed
in language go clear as to leave no area of discretion in its interpretation or
administration, The courts have had no hesitancy of applying the act In its
broadest sense and have unantmously recognized that it was the congressional
fntent to prohibit such imports to be *“sold for less in competition with our
domestic goods * * *" The grant or bounty which permits such an unfair trade
practice is the target of the congressional prohibition, Courts have made short
shrift of all devices no matter how obscure or concenled, which have been re-
sorted to in an effort to disguise the bounty.

The mandatory operai:.n of the statute is not conditioned on the showing of
fnjury: ! in fact, such proposals have been rejected by Congress.”

We ghould like to sketch briefly the history of the countervailing duty on
Uruguayan wool top and to reaflirm our historic position that a bounty or grant
arlses from, and must be measured by, the differential between the exchange
rates for geasy wool and wool tops.

In November of 1950, the Natlonal Assoclation of Wool Manufacturers (here-
after NAWM) first addressed the Treasury Department expressing concern
with the preferential treatment accorded the exportation of Uruguayan wool
top in relation to wool under that country’s multiple exchange rates. On De-
cember 14, 1950, the Commissioner of Customs replied that multiple rates did not
result in a bounty or grant in “the usual sense of the term.”

. In 1952, with imports rapidly mounting, NAWM on the same ground made
repeated efforts to prevail upon the Secretary of the Treasury and also pursued
this matter before this committee in April in connection with an amendment
proposed in ILR. 5503, a customs simplification bill. Then, as now, our positioh
was supported by the textile unions,

Under date of February 21, 19532, a letter was addressed to the Treasury signed
by some 10 Senators and several Congressmen, reviewing, for the benefit of the
8ecretary, section 303 and the interpretation placed thereon of the mandatory
duties of the Secretary of the Treasury thereunder. This letter sald in part:

“* ¢ * That it was not the intention of Congress to allow the Secretary discre-
tionary power to determine whether or not a device which has the effect of
granting a preferential position to any exporter from another country geems to be
proven not only by the fact that section 303 provides for a mandatory counter-
vailing duty, but by the fact that in the clause imposing the additional duty, the
section descrihes it as belng ‘equal to the net amount of such hounty or grant,
however the same may be pald or bestowed.’

“This phrase ‘however the same be pald or bestowed’ removes any possible
ambiguity and imposes upon the Secretary an obligation which he may not avoid

-by construing preferential treatment through multiple export rates as a techuique
of deriving tax revenues, of avolding political and other difficulties in the devalua-

Y Kendall, Ways and Means (Boggs subcommitfee), September 1058: “® ¢ * in the
countervailing duty no question of lnﬁury {8 involved ang only a determination has to be
made whether or not a bounty or grant has been bestowed upon this export.”

8 Southard, Senate Finance Committes, Apr, 22, 1082 (p. 28) : ‘“The Treasury has more
than once proposed that an injury test be included in sec, 808. * ¢ ¢ The Treasury's
proposals for inclusion of an Injury test have m(zt with no favor in Congress,”
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tion of thelr currencies or of producing other economic effects within the coun-
trles. The only question Is whether the method used accords preferentinl treat-
ment by which the American duty Is avolded. No matter how the preference {8
pald or bestowed and no matter what internal effect it may have, if the method
used giants an advantage to an exported commodity then the countervalling
duty must be lmposed. * * ¢

“e s ¢ If a multiple export rate has the effect prescribed In the law even
though it may have other economic effects, no diseretion is given by the law to the
Secretary to vary the effect Congress sought to product, ® ¢ *

Aguin on February 24, 1053, NAWM continued its pursuit of legal implementa-
tion of sectlon 308 in a letter addressed to the Secretary of the Treasury. On
May 4, 1053, In testifying before the Ways and Means Committee, the Secretary
of the Treasury roveinled his nffirmative decision to nct, and on May 6, Treasury
Declvdon B3257 was issued providing an 18 percent countervalling duty on wool
top from Uruguay, effective June 7, 1053, By that time, the hmports had mutti-
plied to serlous proportions,

From this point on the NAWNM has frequently undertaken to obtain specifie
detalls of the Treasury Department’s formula,

Oon July 20, 19533, the Uruguayan rvate of exchange for export of wool top
was reduced from 2,10 to 2.08 pesox per dollar, and on January 24, 19, this
rate was again reduced from 2.08 to 1.97 pesos per dollar. On March 5, 1054,
Treasury Decislon 53446 reduced the countervailing duty on Uruguayan wool
top from 18 percent to 6 percent.

On March 12, 1084, NAWM again wrote the Commissioner of Customs: “We
have no knowledge of the methods of caleulatlon lending to the 18 percent
figure. Iowever, taking into consideration only such exchange rate adjustments
of which we nre aware, the reduiction appears to be excessive,”®

Treasury cites complexity of ite formula

On April 6, 1004, in reply, Assistunt Secretary of the Treasury Rose replied:

“In recent years the problem of whether a hounty or grant exists has becon.e
geratly complicated for us hecause foreign countries have resorted to complex
systems of multiple exchange rates, * * * In the specific caxe of Uruguay this
department employed an averaging process to arrive at the proper basing point
or representative rate. In May 1933, that rato was determined to be 1.88
pesos per dollar, based on the weighted average of export and import rates
over a representutive perlod. At that time the effective wool top export rate was
2.19 pesos per dollar and the bounty was therefore estimated to he 33 centesimos
per dollar, or 18 percent in excess of the representative rate. In February 1864
the effective wool top rates had heen reduced to 1.97 pesos per dollar and the
Treasury Department estimated the bounty to be 11 centesimos per dollar, or 6
percent nbove the benchmark in February 1054 which, when recalculated, was
found to remain the shme a& in May 1053.”

On February 10, 1055, the trade press reported that the wool top export rate
in Uruguay has been Increased from 1.97 to 2,08 pesos per dolinr, and NAWM
promptly asked the Treazury if such change would aftect the countervailing
duty. On February 21, in reply, Assistant Secretary Rose confirmed the rate
change and further pointed out:

“There are several factors to be considered in this connection as to which
we now have some, but not all, of the information needed. Should the net
result of evaluation of all factors justify a change In the computation of the
bounty, I can assure you that we shall make n corresponding change in the

countervailing duty.”
On April 12, NAWM inquired whether the needed information has been

obtained for the adjustment of the countervailing duty, and on April 22 Mr.

Rose replied:

wa »* thore has bheen greater delay than we had expected in the assembling
of faets on the Urnguayan wool-top situation, ‘This was due to rensons which I
am satisfled were extraordinary, bepond our control, and made the securing or
earlier full reports fmpossible * * *  Our figures are now in, and our re-
maining problem is to analyse them and reach a conclusion.” [Bmphasis

added.]

* The basls for this assertion: (1) The rate of exchange for wool has remained constant
at 1.510 pesos to the dollar: (2) on Jan. 28 the rate of exchange for tops was established
at an offective rate of approximately 1.908 pexos to the dollar; (3) the eftective rate at
the time the 18 percent countervalling duty was determincd was 2.131; (4) the exchange
rate for wool tops waa rod?cod. therefore, only about 8 percent; (8) an 8 percent reduction
in countervalling duty would bring it to 16.8 rather than 8 percent.
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Finally, on June 10, the Treasury gdvised NAWM that it considered the
present asgessment of the duty reasonable, and no corrective action was taken.
On June 18 NAWM again addressed the 'Treasury, expressing its bewllderment
at the contents of the Treasury's reply of June 10,

Treasury formula further complicated

Thereafter, on July 8, 1060, the 'Preasury, without revealing the specities of
fts formula, indicated that a new eloment had been added-—taxes on exports
amd fmports, It also advived that no change was enlled for, but that it would
muke further {nvestigation if fmports Increased. The contents of this reply
revenled the Treasury's continuing efforts to apply an injury concept where
none Is contemplated by law.

On October 27, 1943, the trade press roported another inerense in the exchange
rate on wool top to 2.16 pesos per dollar, and on the next day, October 28, NAWM
wrote the Seerotary of the Treasury, requesting detalls on duty adjustiments and
sugresting industry consultation,

Since March of 1054 our industry has been endenvoring to obtain the speeitie
detalls of the Trensury Department formuln for determining the jneasure of
the couutervailing duty. As recently as only last week, February 10, in reply
to this specitic question by the president of the Bozton Weol T'rade Association,
Assistant Secretary of the Treasury A, Gilmore Flues indicated that the problem
wan still 8 complicated one and further stated :

“When two or more rates are in use we are antomatienlly faced with the
question of what rate or combination of rates Is the ‘representative’ one and we
must of necessity dotermine that. basing point before we can conclude that a
forelgn country is engaged in subsidizing its exports,”

This is essentially the same reply as NAWM had recelved from Assistant
Secretary Rose in April of 1954 and is consistently silent on the details which
have been repeatedly sought.

That thiz “representative rate” factor in the Trensury’s formula was still an
unanswered question on which information was sought. is apparent from a letter
sent to the Treasury Department by NAWM on February 29, 1966, in which
was raised the question of its relevance, In purt the letter states:

“May I tnke this opportunity to express our appreciation of the efforts made to
apprise us through Eugene O'Dunne, Jr., Esq.,, our Washington counsel, as to the
methods employed in avriving at the countervailing duty.*

“At the risk of appeaving naive in maiters of this nature, I feel constrained to
point out that it is our feeling that a relntively simple problem has been extremely
complicated by the inclusion of seemingly nonrelevant factors, Briefly, I would
recall that it is our position that the degree of subsidization can be determined
by comparison of the rates of exchange prevailing for a raw material and manu-
factures or semimanufactures of that same raw material; that, what we chose
to call ‘nonrelevant’ factors are matters of local political and economic expediency
with no true bearing on the case,”

Still later when the validity of this countervailing duty was challenged in the
customs court, NAWM did not become a party of record but offered the Depart-
ment of Justice its cooperation in sustaining the assessment of this countervailing
duty oan wool top. However, at the very outset it was made crystal clenr to the
Department of Justice that in the industry there was no understanding of the
use of the “representative rate” theory adopted by the Treasury, and that for
testimony on this aspect it must look to the Treasury Department.

The Treasury's recent announcement that it is unable to find grounds for a
countervailing duty in the current multiple exchange rates, which hold a 19
percent advantage for the export of wool top over raw wool, serves to confirm
our contention that its formula i both unrealistic and inadequate under the law.,

The rate on greasy wool is 3.436 pesos per dollar and on wool top 4.10 pesos
per dollar, or a difference of 19 percent in favor of wool top. Any formula

s Coungel reported that from thir very courtcous conference with the Treasury he
derived only the most tentative conclusions Inasmuch ag no documents or other formula
were available for examination. In substance, it appeared that the Treasury took the
total exports for a glven year; that satd exports were divided into elght commodity groups
and the foreign exchange recelved from the ageregate of each group was totalized,
irrespective of the particular multirle rate applicable. The total foreign exchange from
all elght groups was then totalized and weighted, according to some undisclosed yard-
stick. A slindlar procedure was then pursued with respect to all imports, The total
pesos expended for the imports was then in some manner first added to, and then averaged
with, the total cxchange received rrom the exports. No yardstick for the weighting
method was dizclosed nor was any justification offered as to why total imports were
regarded ar a relevant factor in computing a bouaty on particular exports.
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which falls to reflect such a currency preference or any formula which permits
sieh a subsidy to be concealed behind othor factors in an equation involving
other commodities, certainly Is not reflective of commercinl reality. There is no
Kkuown precedent for such distortion of the obvious and well recognized congres-
sional Intent, as expressed in the statute, None of the opinlons and court deel-
stons, discussed later herein, containg any loose Inngunge which would permit, by
even the most stretched fnterpretation, that unrelated commoditios in unrelated
transactlons at difforent currveney rates and moving as both imports and exports,
to be bundied into a national overall average so as to sereen n subsidy.  Rather,
the cases uniformly examine solely the particular transaction which was before
the court and apply the exchange rate for the applicable curreney or commodity
which was netually used by the parties in the case at issue. (See 2. W, Woul-
teorth Co, v, UN, and 39 Op. Atty Gen, 201 ; infra.)

2, SUMMARY OF LEGAL INTERPRETATIONS AND DECISIONS UNDER THE STATUTE

It is our Infent to summarize briefly Court declsions and opinions of the Attor-
ney General of the United States which have discussed in detail this section of
the law,

1. Discussion of the geaeral application. of acetion 303

The broad application of section 303 to all types of governmental assist-
ll;’l:';! has been clearly stitted by the Attorney General (38 Op, of Atty. Gen. 489,
4 :

“It ig plain from the statute itself that it was intended to anticfpate as fuclu-
stvely as possible all practices and deviees which might be resorted to or invented
to elrcumvent it by obseuring or concealing their purposes as bounties or grants.
This history of the act fully corroborates its purposes to make jmpossible its
evasion by indirectfon or disguise.”

The Supreme Court of the United States has likewlse construed the language
of this seetion. In Nicholas v. US. (210 U.8. 34, 39 (1019), the Court said:

“If the word ‘bounty’ has a limlted sense, the word ‘grant’ has not. A word
of broader significance than ‘grant’ conld not have been used. Like Its synonyms
‘wive' and ‘bestow’ it expresses a concession, the conferring of something by one
person upon another. And if the ‘something’ be conferred by a country ‘upon
the exportation of any article or merchandise,’ a countervalling duty is required
by paragraph RE.”

tlt‘hg Court of Claims in the above case (7 Ct. of Cust. App. 97, 106 (1913)),
stated:

“Whenever o foreign power * * * shall give any ald or advantuge to exporters
of goods imported into this country therefrom whereby they may be sold for
less in competition with our domestic goods, to that extent by this paragraph
the duties tixed in the schedule of the act are increased, It was a result Congress
was seeking to equalize regardless of whatever name or in whatever manner
or forw or for whatever purpose it was done.”

2. Tupes of “bounties or grants” where a countervailing duty has deen tmposed

It is clear, of course, that a direct payment by a forelgn government to one
of its exporters represents a “bounty or grant” which will give rise to a counter-
vailing duty (39 Op. Atty. Gen. 282 (1939)) approved of a countervailing duty
wheve Italy paid its silk exporters the difference between the officlal Italian
price of silk and the average market price in New York and Yokchama, plus
an additional bonus.

Likewise, a countervailing duty has been fmposed if a tax, imposed by a
foreign government upon its manufacturers, is abated or refunded to the extent
that products are exported. XNicholas v. U.S. (249 U.S. 34 (1919)) concerned
a British tax on distillers, but the tax was refunded for all spirits which were
exported.  As a result of this refund, spirits sold at a lower price in the United
States than in Great Britain. A countervailing duty was therefore authorized.

Stmilarly, if a manufacturer of export items {8 exempted from the tax of its
locud government, a countervailing duty will be imposed, U.S. v. Hills Bros. Co.
(107 Fed. 107 (C.C.A, 2, 1001) ), involving a tax on Dutch sugar manufacturers.

A related decislon is Dotne v. U.8. (187 U.8. 496 (1903)) where the Govern-
ment of Russia gave its sugar exporters permission to sell in Russia more than
their usnal quota measured by the amount of sugar which they had exported.
This additional right to sell sugar in Russia had & market value, and was,
in fact, sold to other Russlan sugar manufacturers who had not exported their
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proaducts, A countervailing duty was fimpored to the extent of the value of the
right granted by Russia.

The econotie warfare which preceded World War L Hlustrates many methods
which were devised to permit German exporters to compete in forelgn markets,
An opinton of the Attorney General (38 Op. Atty. Qoen. 489 (1088) ) discussed
three of these mothods,  The fiest two moethods, which the Attorney General
dircussed, were plans whereby the Qerman Government permitted its exportors
to purchase Qormnn seript or bonds which sold at o substantinl dizcount, 'T'he
seript or bonds would then be redecmed at face value by the German Govern.
ment.  The Attorney General had no diticulty in holding that & countervailing
duty war vequived, presutnably fn an amount equal to the dilference between
the acquisition price and redemption value of the seript or bonds,

The third method s deseribed in the case of P W, Woolworth Co. v. U.A.
(10 R 24 340 (Ct of Cust. Ap,, 1140) ), involving the use of controlled marks
and feee marks,  Controlled marks were ot Hmited uxe and sold on the market
at a constderable dizcount from the German free mark,  In certain cases, Qor-
many would permit fts oxporter to sell merchandise for both free marks and
controtled marks,  In the Woolworth ense, the Ameriean buyer agreed to pur-
clire German chinnware at a fixed number of marks, 90 percent to be paid in
controlled marks and 10 percent in free marks,  ‘The buyer bought the coutrolled
marks at the discounted price and the free marks at thele full price and made
payment ar agreed.  Qermany then reclussiiled the controlled marks which its
exporter received fnto free marks.  The Treasury suceessfully coutended that a
countervailing duty should be imposed equal to the discount at which the con-
trolled marks were putchnsed b ‘the Ameriean fmporter. 1t Is interesting to
note that the Treasury made no contentfon that the average of all German ex-
change teansactions should contiol the amoeunt of the countervalling duty, In-
stand, its contention was that the actual exchange rate which was used in the
transaction before ft was controlling.

A fourth German attempt to assist its exporters §s described fu 89 Op. of Atty,
GQen, 201 (1089). In this case the US. fmporter of, for example, Germnn
cameray, bought cotton in the United States using the snme amount of dollara
which he would be required to pay for the German cameras.  The U.S. tmporter
then sold the cotton fn Qermany for controlled marks in an amount equal to the
market value of the cotton, plus 33 percent. The controlled marks were then
paid to the German exporter of cameray, and the cameras shipped to the U.S,
fmporter,  Onee again, the Attorney General had no ditticulty in coneluding that
the additional 33 percent of German marks vepresented a “bounty or grant,”

and henee, a countervailing duty was required.

3. THE TREASURY'S FORMULA IS UNWARRANTED BY LAW, CONTRARY TO LOGIC, TO
COMMERCLAL REAITY, AND TO PURLIC RNOWLRDGRE

Although the Treasury's formuln fails to deteet a 19 porcent differential as
either a subsidy, a graunt, or a bounty, the fndustry deploves the effects on trade
which fnvariably can only result from a subsidy, or a bounty, or a grant,

It i an open seevet fn Urnguay among the trade that this preferentinl rate
for wool top Is exactly, and nothing loss, than what we are contending here.
The Urnguayans know the purpose of this bounty: the American wool trade, ax
does the wool teade throughout the world, knows the intent, the purpose, and the
effeet of this preferential rate.  In its report after a visit to Uruguay, an In-
ternational Wool Textile Organization Misston stated with respect to the rate
differential on woeol and wool top:

“The subsidy--and its existence {8 o evident both from the arlthmetic of
the situation and its obsorved effecta--is an antomatie recognition of the un-
economie character of the industry, and, therefore, a drain on Urngunyan
national resources, and at the same thme iz 80 large as to provide their top
exporters at most times with ample margin to undercut international com-
petitors.

*The subsidy I8 the vesult of the preferentinl exchange rate for tops compared
with the exchange rate for raw wool, and also the differentiation which exists

in the application of export taxes” .
Moreover, onr agricultural attaché in Uruguay in his semiannual wool report
o the Department of Agriculture (Foreign Agriculture Service Report No. Agr.
% November 4, 1038) states in part:
“In the past B years Uruguay has established a sizable wool-tops industry and

exports of tops in 103738 reached about ,one-sixth of the total exports.
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This industry has been unable to compete ‘in export markets without ‘bonus’
exchange rates. For instance, in June 1956 exports of manufactured tops re-
celved 86 percent more pesos per dollar than raw wool exports.”

It ix apparent to us that the agricultural attaché s in agreement with us that
the differentinl in exchange rates between wool and top I the measure of the
“honux” or bounty. A table of changes in peso per dollar exchange rates on
greary wool and wool top is attached as exhibit A,

Mr. Chairman, iIf our Government officially refuses to recognize the obvious
facts of this situntion then wo officlally countenance an unfair trade practice
which is In direct deflance of all the efforts of the Internntional Monetary Fund
to nchleve integrity In currencies in the Interest of llberalized trade. If the
formuln ndopted by the Trensury is permitted to stand, then not only is the
countervalling duty statute rendered meaningless but the clreumvention of the
inteution of the Congress as expressed in the Tarlft Act is both condoned and
aasisted,

Aithough thig extreme untenable result renched by the Treasury is done in
the name of friendship for Urnguay, it is, in fact, a cruel and heartless deluslon.
Aadn quoting the report of the International Wool Textile Organization :

“It ix evident that multiple-exchange rates or subsidies do not offer a solution
of Internationnl ek of balanee, on the contrary they can only porpetuate the
cnuses for the fundamental lack of balance, divert production into uneconomical
directions, pervert the structure of coxty, and inerease inflationnry pressure.

“Undoubtedly, every country can temporarily improve its position by using
these lustruments, but when other countries are compelled to take slmilar
measures, nobody winsg in the end.,

“e * ¢ 1t {s the firm conviction of the members of the IWTO mission—a con-
vietion made stronger by thelr vigit to Urnguay—that the Urugnayan system is
disrupting the wool and wool top markets of the world, * * *°
Industry requests increage in preseat countervailing duty from 6 pereent to 19

pereent

We would again restate our conviction that the multiple rates of exchange
preseatly obtalning in Uraguay would now not only justify but eall for the im-
position of a conntervalling duty of 19 percent, This proposal {g based on our
understanding that the current rate of exchange for greasy wool when exported
from Uruguay to the United Stuates ir 3.400 pesos per dollar and that for wool
top when exported from Uruguay to the United States is 4,1025 pesos per doliar.

In taking this position we hope It is understood that we are not unaware of
the problems confronting Uruguay ; but it would appear that, within our elaborate
programs for forelgn ald, there would be jJustittable methods for the extension
of cconomde ald to Urnguay which fully conformed with our law. We contend
this should not be confused with and achieved through the disregard of existing
laws and the fallure to fultill adwministeative obligations to those laws.

Respectfully,
Morrox H. Darmax,
Exuumer A—Uruguap-—Pesos per dollar crchange rates on reeeipts from eaport

of greasy wool and wool top

. (‘otmtor\'all-
Dato Groasy wool |  Wool top ng ¢ utz Grant or
assessod by bounty
Troasury

Percent Percent
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Mr. Darnan. In listening to the testimony heve this morning, M,
Chaivman, 1 feel that the committee has amply and far better than
1 covered the supporting evidence to onr ense in its line of questioningr,

1 would tlwro}m‘o merely sketeh in outline form the position of
the entire wool teade in this matter. The cvux of the matter obviously
is the Treasury’s formula,  We believe the Treasury’s formula fuils
on three counts.  We think it fails to stand the test of logic, Wo
think it fails to stand tho test of the law, and we think it fails to
stand the test of commercial veality, 1 think the evidence this morn-
ing made that cvystal elear,

At this point, Mr. Chairman, T would, for the recowd, like to clear
up one misstatement of fact, I presume unintentionally contained in
the brief of M, I'lues,

In Mr. Flues' document, he veferved to the ULS, importors of wool
top, and ng U vead hig comment there, and again later, I got the im-
wession, and presume that anvone else might, that he meant to
idicate that the majority of the U.S, importers of wool top supported
the position which he deseribes in his paper,

Sir, this is not the fact.  We represent the overwhelming majority
of the VLS, importers of wool top, both on the basis of the past rvcm‘d).
and the potential which lies nSu'ml. In 1951, 1952, auus 1953, the
vast majority of Uruguayan wool top which came into the United
States was brought in through firms which are represented heve today,
and there are many gentlemen in the trade soated behind mo who, 1f
time would permit, would attest to that fact,

We never supported the 'Treasury’s position, and, siv, we do not
support it now.

“r. Chairman, it iz an open secret in Uruguay among the trade
that this preferentinl rate for wool top is exactly and nothing less
than what we are contending here.  The Uruguayans know the pur-
pose of the bounty. T think Senator Pastore's questioning pointed
out very well how knowing the mechanics of this formula, they can
take great advantage of it,

Senator ANverson. I want to agree with you. T think Senator
Pastore made a great contvibution by his questions and I am happy
that you feel the same way abou it. ’

Mv. Darmax. Thank you, siv. T would not exclude the Chair from
my comments in this regard, either, sir..

Senator ANDERsON, f particularly like what he did.

Mr. Dagnan. The International Wool Textile Organization repre-
senting all the wool trade organizations in the free world obviously
was concerned with this situation and caused a mission to visit with
Uruguay, They concluded that there was in fuct a subsidy, and that
this was in fact an unfair trade practice which was disrupting world
trade. The quotations supporting this are in the documentary which
is in the record.

If I may, I will read just two brief paragraphs:

The subsidy, and its existence is so evident both from the arithmetic of the
situation and its observed effects, s an automatic recognition of the uneco-
nomic character of the industry and, therefore, a drain on Uruguayan national

resourceg, and at the same time is so large as to provide their top exporters
at most times with ample margin to undercut international competitors.

¢
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The subsidy is the result of the preferentinl exchange rate for tops compared
with the exchange rate for raw wool, and alzo the differeutiation which exists in

the application of export taxes,

Mr. Chairman, this finding by the International Wool Trade Organ-
ization ig not inconsistent with our own position. Moreover, our agri-
cultural attaché in Uruguay in his very latest semiannual wool report
to the Department of Agriculture states in part, and I quote:

In the past 9 years Uruguay has established a sizable wool-tops industry and
exports of tops in 1947-88 reached about one-sixth of the total exports. This

indugtry hns been unable to compete in export markets without “bonus” exchange
rates.  For fnstance, in June 1030 exports of manufactured tops received 30

percent motre pesos per dollar than raw wool exports.

It is apparont to us in industry that the agricultural attaché is
in e.\f;roonwut. with us that the differential in exchange rates between
wool and tof}s is the measure of the bonus or bounty.

Incidentally, sir, attached as exhibit A to our documentary is a
table listing t-ﬂe effective changes in wool and wool top rates.

Coincidentally, the table will show that based on the rate change
April 1, 1956, which was in offect at the time that the agricultural
attaché made his statement, our caleulations indicate a bonus or sub-
sidy or bounty of 36.6 percent.

Mur. Chairman, if our Government officinlly refuses to recognize the
obvious fucts of this situation, then we olliciuily countenance an unfair
trade practice which is in direct defiance of all the efforts of the
International Monetary Fund to achieve integrity in currencies in the
interest of liberalized trade.

1f the formula adopted by the Treaswry is permitted to stand, then
not only is the countervailing duty statute rendered meaningless, but
the circumvention of the intention of the Congress as expressed in
the Tariff Act is both condoned and assisted.

Senator Pastore. Mr. Chairman, may I be permitted to ask one
question {

Mr. Darman, tell us this: If this countervailing dnt,{ is removed in
a_practical way, what happens to the American” wool-top industry ?
Can gou tell us in simple Ianguage what the effect of this would

to us
My, Darman. Senator Pastore, I think the effect would be substan-

tinlly as follows:

At the outset industry would be forced seriously to consider the
purchase of these tops on the busis of price alone. 1 do not think that
they could avoid this over an extended period of time, The reper-
cussions would “repercuss” in several directions. In the first instance,
our combing plants would have toshut down,

In the second instance, the domestic grower would find no market
for his wool, because for every pound of Uruguayan wool top which
is brought in, 3 pounds of domestic grease wool would be replaced.
Ultimately, it would be my hope, and I am an optimist by nature, that
if this action were to be taken, that the Congress would correct the
situation before the entire industry were liquidated. But if this
action were allowed to stand on the books for an indefinite period of
time, I think that this would be merely the opening wedge to the
death of the whole American woolen textile industry, because today
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it would be wool top, tomorrow it would be yarn, and under your
formula, sir, and you are quite correct in that assumption, next month
it could bo cloth and next yenr it could be a totally unrelated article
in textiles, and the Treasury apparently is either unwilling or unable

at this moment to act.

Does that answer your question ¢
Senator ANpErsoN. May 1 interrupt there to say that I think that

18 0 very interesting and I think a very accurate statement of the
situation, As you may know, I have been interested for a long time
in the Wool Act. In 1946 when I was in another capacity, T sent n
very similar Fmposnl on the Wool Act to the Congress. I cannot
establish this fact yet, but I understand that this Uruguayan wool-top
situntion may add to the funds that are needed to carry out the Wool
Act by as much as $20 million in the next year. 1f you keep adding
thoso things onto the Wool Act, pretty soon you might have an econ-
omy-minded Congress that might wipe out the Wool Act, and then
what you have pictured as happening to the wool industry in the
United States might quickly take place.

I think it is a very interesting statement to which every Member of
the Congress needs to pay attention. T appreciate your being here
to give us that expert opinion,

ﬁhz Daryax. In closing, Mr. Chairman, we would like to submit
our own_position in fairness to the same three tests by which we
measured that of the Treasury.

First, we believe that our position stands the test of logic.

Second, we believe that our position stands the test of the law, and
finally, we know that our formula stands the test of commercial
reality.

If this committee in its judgment considers our position valid, we
look to you to take such action as you deem appropriate to defer the
Treasury’s removal of the existing countervsiling duty on Urnguayan
wool top and to assure administration of section 303 of the Tariff
Act in full accord with the intent of the Congress.

Thank you very much, sir.

Senator ANpErsoN. Thank you.
Now may I just say that we all have obligations. I regret very

much that this afternoon the Joint Committee on Atomic Energy
starts a very important hearing at 2 o’clock.

Senator Hartke has ngreed to come back at 2:30, and Mr. Josendal,
if yon can be back at 2:30, we would want to hear your testimony.
I certainly want the testimony of the president of the National Wool
Girowers Association because in looking at the legislative history of
the 1930 act I noticed how important his testimony was at that time.
Therefore, the hearing will now recess until 2:30 and we hope to have
& number of the Members of the Senate here for that questioning.

Thank you very much for your testimony.

(Whereupon, at 12:30 p.m., the committee was recessed to reconvene

at 2:50 p.m., the same day.)
AFTERNOON SESSION

Senator HARTKE (presiding). We will come to order at this time.
The committee will resume its hearing.
!



COUNTERVAILING DUTY ON WOOL TOP FROM URUGUAY 51

Mr. Darman, I was not here and I apologize for being a little bit
late. I was detained over in the Capitol but as I understand it, Mr.

Darman was testifying.

Had you finished your testimony?

My, Darman. I had finished my testimony, Mr. Chairman.

Senator Harrkre. You had finished it?

Mr, Daryan. Yes, I had, unless the Chair wishes to call me back.

Senator Harrke. Would you care to resume the stand? I have just
a couple of questions I would like to ask you.

In regard to the situation, do you have any information that you
can give the committee as to whether or not there is any indication
that State Department policy has in any way affected the decision
which has been made by the Treasury Department at this time?

STATEMENT OF MORTON E. DARMAN, PRESIDENT, THE TOP CO,,
BOSTON, MASS.,, ACCOMPANIED BY HAROLD JOSENDAL, PRESI-
DENT, NATIONAL WOOL GROWERS ASSOCIATION—Resumed

Mr. Darman, Mr. Chairman, I would have to state that officially I
know of no such indication. The only information I have heard was
the Treasury’s testimony this morning.

Senator HarTke. Senator Cotton, do you have any questions?

Senator Corron. No questions, thank you, Mr. Chairman,

Senator HARTKE. I have no further questions at this time. I want
to thank you for giving of your time. I did look at your material this
morning, Thank you for coming before the committee.

Mr. Darman. Thank you very much, Mr, Chairman.

Senator Harrke. Mr. Josendal, we are glad to have you before us
this afternoon, sir. Will you please state your name and what your
position is and in what capacity and who you are representing and

do you have anybody else assisting you at all?

STATEMENT OF HAROLD JOSENDAL, PRESIDENT, NATIONAL
WOOL GROWERS ASSOCIATION \

Mr. JosenpaL. No, sir, I do not.
Mvr. Chairman and members of the committee, (lln{ name is Harold

Josendal, a sheep rancher from Casper, Wyo., and I am president of
the National Wool Growers Association. I have also been asked to
represent the National Wool Marketing Corp., which is the largest
grower cooperative of wool in the United States, having membership
in 22 States,

The case this morning we felt was very well brought out in the
%uestnonmg by yourself, Mr. Chairman, and the other members of
the committee, and the answers of the Treasury and Mr. Darman’s
statement, so T feel that anything more on that might be superfluous,
so I do not wish to take the time of the committee discussing too
much more on the real crux of the thing, which is, of course, the es-
sential difference in the method of figuring the countervailing duty as
between the Treasury thinking and our thinking, which was out-
lined by Mr. Darman. I will simply mention something of the con-

dition of the wool industry today.

TR e pe— e
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Today we are at a point where we have the lowest wool market on
gronse wool that we have seen for 17 yonrs, The average last year
was only 36,7 for the fivst 10 months of the marketing year, as agninst
53.7 for the previous year.

As you can see, that is a considerable drop.  Our lamb market has
suffered o great deal in the past 2 months, mull one of the major reasons
for that drop is the fact that the wool on that Jamb has suffored such
# drop.  We t"ink that any increase in the imports of wool top woull
be most harm ful to our industry.

Senator O’Mahoney asked the question this morning and pointed
out. in his interrogation that reports had reached him that ofters had
been made by the Uragnayan top exporters already, as soon as this
announcement was made by the Treasury, that there were substan-
tinl amounts of wool top ready to bo imported into the United States
at ;1 figure that would be considerably lower than the existing market
today.

Wo feel that thiz wounld be very detrimental, that it would make a
considerable drop in our market, and as far as our raw wool from the
United States, it would almost eliminate that market for a period.

The only customers we have ave the domestic top makers and the
domestic manufacturers, the top makers, of course, being our largest
customers,

Wo just cannot, see them eliminated, or their business removed by
imports,  We cannot help remembering the situation that prevailed
in 1951 and 1052 and the early part of 1083 before the first counter
vailing duty was imposed. ‘The imports of wool top were rapidly in-
creasing at that time and reaching a high of some 17 million pounds
per year from Uruguay, and it had a very dirvect bearing on our
product,

At that time we had a diffevent support program, where the Com-
madity Credit Covporation under a lonn and purchase program was
tnking all domestic wool, and they got all of it, because these imports
ware removing our normal domestic market.

Wao are thankful today we do have a floor under wool for the do-
mestic grower by the National Wool Act, but we do not like to do it
by subsidy. We would much rather see a veal competitive market
without unfair competition from abroad, in which we had a market
that was a true market based on supply and domand.

We want a healthy market and we would like to see it so high that we
do not need a subsidy. We certainly do not like to see any unfair
imports of top.

I mentioned the situation that the top makers are our only customer.
For the past several years we have soen a great reduction in the num-
ber of mills that are both manufacturing and combing tops, and it
certainly has reduced competition for our product and the available
market for us.

We would hate to see anything further happen that might reduce
further the competition in buying for our product. The Senate Com-
niittee on Foreign and Interstate Commerce very recently issued a
veport. taking cognizance of this situation in the wool textile industry,
and one of their major recommendations was that there should be a
quota imposed on the imports of textiles. We fully agree with this
position and while we recognize that }odny this committee is con-
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cerned principally with the fuir application of the law and the regu-
Intions as intended by Congress, weo also feel that you probably are
also intorested in the course of future legislation. We would cer-
tainly like to diveet. your attention to that report and hope that you
may be able to take some action on the recommendations made in it.

I think that the case was well put this morning. There is a very
distinet differonce.  Wo cannot help feoling that a very simple and
logical solution is that grease wool unports should be compared with
top imports, that there is a distinet bounty given, the bounty being
that difference between £.10 for the top and 3.456 for the raw wool
from Uruguay and, that that is a distinet diftevence of 19 percent
and that by simple arithmetic the Trensury should recognize that.

We cortainly want to reiterate that point, that we feel it is the
logical solution, In fact, we feel that not only should the prosent
countervailing duty of ¢ percent be maintained, but it probably
should even be increased to a more vealistic basis in face of the facts
and the exact difference of 19 percent that does exist. We want to
thank the committee for the interest they have given in this, and
we cortainly hope that o satisfactory solution can be attained.

Thank you.

Senator Hawrke, Has the Treasury Department actually vemoved
the countervailing duty at the present time ¢

My, Josenparn, No, Senator, they have not. They made the an-
nouncement. the last week of January that they expected to lift that
countervailing duty as of the 6th of February. Through the efforts

of members of this committee, this hearing was called today and the

"Treasury porsunded to postpone that decision until after this hearing,
at which time they will, we understand, reconsider the matter; at least
we hope they will.

Senator Harrke, Do you have a dofinite proposal that you want the
Treasury Department to censider?

Mr. Josenpar, Only the proposal that we think rather than being
on the weighted import-export basis as the Treasury is now doing it,
that it should be a more direct basis, that is, the relation between wool
top and grense wool, which are two comparable fabrics or two com-
parablo products, and by which comparison there very obviously is
an export bounty being granted to the Uruguayan top manufacturer.

Senator Harrke. In regard to this Treasury formula that was es-
tablished, do you feel that it is not fair? Isthatit?

Mr. Josenbpar. Yes; that is correct, sir.

Senator Harrkr, Did you feel in the past that it was not fair?

Mr. Josenparn. Yes; we have never completely agreed to it. We
were thankful that as a reult of it we have had a countervailing duty.
It has succeeded in greatly reducing the amount of top import from
Uruguay, but we have never felt that it was the proper basis for
determining the bounty. ‘

Senator Harrke. As I understand the history of this, it was first
established when§

Mr. Josenpar, In 1953, siv, ‘ |

Sonator Harrke, And was that dafter the time that this Iarge
amount. of wool had been imported? Is that right?

Mr. JosenpaL. Yes; that is correct. I
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Senator Harrke. Was the formula used at any time during the
period when a Inrge amount of imports was coming into the United
States?

My, Josenpar. Noj that formula was not used. I think My, Flues
mentioned this morning that. there had been no countervailing duty on
wool top and no formula developed at all until 1953 when, at. the
request. of the wool industry, that was established and the counter-
vatling duty first imposed, .

Sonator {L\m'mc. Do you feel that at the present time under this
exchange rate, there is in fact either a dirvect or indivect subsidy
being granted to the wool people of Uruguay ?

Mr, Josenpar. There is no question in my mind that there is a
direct subsidy being granted to them: that is, to the top manufacturer.
Let’s make t?mt clear: to the top manufacturer of Uruguay.

Senator Harrke. Of Uruguay?

Mvr. Josenpan, Yes. .
Senator Harrke. And do you have any estimates us to either the

percentage or the amount of subsidy that is presently being given to
them?

Mr. Josenpar. I think the figures given this morning speak for
themselves in that the difference, if we compare only the two products
of grease wool, raw wool, that is, and the wool top, is the difference
botween 4.1025 and 3.456, which is in eflect 19 percent.

Senator Harrke. Assuming for the moment that the Treasury
Department feels that. they cannot accept the wool industry’s proposal
as to this type of comparison, do you feel there is any other basis upon
which the Treasury and the wool industry here in the United States
could find common ground ?

In other words, do you feel that there is any area in which the
Treasury Department could retreat from their present position and
still accomplish what the wool industry is intervested in?

Mr. Josennar. Well, of course, Mr. Chairman, there is always room
for compromiso in anything, and I do not know that 1 could suggest
a better formula today except that it certainly doesn’t seem logical to
me, when we are considering the exports from Uruguay, that the
imports should also be included in determining their formula. Cer-
tainly the exports should be on a comparable basis, without consider-
ing the value of the peso on an import basis, because after all, those
import licenses and excises, as wo understand them, are set up to dis-
courage inflation in Urnguay and to discournge the importation of,
Sily, de luxe Chris-Craft inboards and Cadillac cars, and things like
that.

Senator Harrkr. When did you first receive notice of the intention
to change and to completely remove the countervailing rate?

Mr. Josenpar. I think it was on January 29 of 1959, sir.

“ . N . .

Senator Hartke. And how did you receive that information?

Mzr. JoseEnpar, We received it as an announcement at the National
Wool Growers convention, which came from some of our friends here
in Washington, who advised us that the Treasury Dopartment. had
just announced that they intended to rémove this countervailing duty
effective February 5. ‘

Senator Harrkr. Has the Treasury Department at any time offered
to discuss this matter with any members of the wool industry prior
to the time the announcement was madé ¢

’
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Mr. Josexpar, Not tomy knowledge.

Senator Hawrreke, Have they offered to discuss it since, or has it
been diseussed with any members of the Treasury Department since
the announcenment ¢

Mr. JoseNpar, Nog it has not.  In faet, knowing that this hearing
was coming up, we felt that this would be & more proper time to discuss
it with this committee,

Senator Harrke, Do you have any particular suggestions with refer-
ence to the law as it is presently set up, any particular suggestions as
to the method, if the law should be changed ?

Mr, JoseNpar. It would be my thinking that the law is very clear.
Tt certainly very definitely states that anytime proof is shown that
there is a bounty, that the Treasury must.act.  In this ease of multiple
exchange rates the Treasury pointed out this morning it is a new
development since that law was written, but. it certainly seems to me
that without any change in the law, that it is perfectly possible for
the Treasury to interpret that on a reasonable basis,

Senator 1larrke. Now, the Treasury Department has scemed to
interpret the law, though, in a manner which you seem to think is
wrong; is that right ?

Mr. Josenparn, That is correct.

Sonator Iarrke. In view of that situation, do you feel that there
is any necessity for a more explicit statement of the lnw to more clearly
contain itself to what you believe it should, or do you think that the
law itself is suflicient in its present status in order that the Treasury
Department can change its way of thinking ¢

Mr. Josenpar. Well, Mr. Chairman, I think you pointed out your-
self this morning that any exporting country that dealt on a multiple
exchange basis could in collusion with another country that was an
enemy of ours, or certainly one that was trving to deflate us economi-
cally, or inflate us economically, they might well play with these ex-
change vates every Monday, I think, as you pointed out, and we would
be ina very bad situation.

I doubt if Congress could—maybe you could, maybe it is possible,
but I.cannot think at the moment. of a solution that Congress could
write definitely into the law that would take cave of such a situation
where the exchunge rates were changing very rapidly.

Senator Harrke. Of course, you understand that the authority of
the Congress is purely to legislate, '

Mr. JoseNpar. 1realize that.

Senator Harrke. And that the administration of this legislation is
not within the capacity not only of this committee, but of the Congress
itself. You are familiar with that ¢

Mr. Josenpar. Yes, of course.

Senator Harrke. Therefore, any assistance here can only be given
as a matter of information for the benefit of the Treasury Department
in the hopes that they might reconsider their position in that regard.

Mr. JoseNpaL. Yes.

Wae appreciate this committee’s taking interest in this, in seeing that
the law is administered according to the intent of Congress.

Senator Harrke. To your knmvled‘m\, is the Government of Uru-
guay itself dealing in wool or is it all being done by private people,
private business
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Mr. Josenpar. AsI understand it, private business actunlly handles
the wool itself. Howevor, the Government, through this multiple ex-
change rate, sets up controls so definite that, in effect, the Government
does control all their exports and imports.

- Senator ITakrke. What I am interested in knowing here is whether
or not there is u cartel arrangement or any type of combination or
combine which is attempting to injeet itself into the international wool
market, or whether this is purely a private enterprise })ro osition,

Mr. Josenpar. I wonder, Senator, if I might ask Mr. Darman, who
was on the stand this morning, who is very familiar with this, and
dealing on an every-day basis in the wool market, to answer that ques-
tion, because he is very intimately familiar with that.

Senator Harrke. You certainly may.

Please identify yourself, Mr. Darman, for the record.

Mr. Daratan. Morton K. Darman, president of The Top Co. I testi-
fied earlier in the hearing.

Mr. Chairman, in answer to your last question, I would describe the
situation in Uruguay substantially as follows:

Private enterprise is the pattern which is followed in moving both
the Uruguayan wool clip and the product of Uruguayan combing
plants. However, Mr. Josendal’s point is well taken in that the Gov-
ernment of Uruguay completely controls all imports and all exports,
including wool and wool top, by license, and, under these circum-
stances, I can speak from personal experience where our company
and a Urutguayan producer of wool have in the past been in agreoment
as to the fairness of a price, and the Uruguayan wool tirm las been
unable to (sget a license to export the wool to the United States.

- It is a difficult question you pose, to say that this is free enterprise
as we understand it. We certainly would not consider it such if we
were restricted with import licenses, constantly changing exchange
rates, and a system which perhaps can best be described as one which
is one more of man than of laws.

Senator HarTke. Do you feel, though, that there is any indication
that this is concerted effort by the Government to move their wool .
into our market, or whether it is just an attempt by them to market
some of their materials into the United States in the normal exchange
among world powers?{

Mr. Darman. I think that the answer to that question might be
found in the fact that the arrangement in Uruguay today does not
obtain only insofar as the United States is concerned.

Their exchange rates are related to the dollar as we understand it
and then translated into the pound sterling or any other currency
which is not soft, as is theirs, in terms of the relationship of that
currency to the dollar.

Now, the Uruguayans have been endeavoring, through their sub-
sidy, to move wool top uneconomically produced in Uruguay into the
wooiooonsuming areas of the world. ~

This has been resisted in this country through the imposition of
the countervailing duty which we have been discussing today. It has
been resisted as effectively and more effectively in other countries
where import and export licenses prevail. R

, There is no necessity for xmgosgng a countervailing duty.in some
countries if one requires the obtaining of a license before the Uru-
quayan top can come in. !

1
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Senator HATke. We have been led to believe that Uruguay is in the
overall area of production a relatively small country. Can you tell
us just 8o we will have a little bit of an idea how t.hey relate to the
overall market as far as wool is concerned, whether it 1s n significant
amount, maybe an average amount, or an insignificant amount.

Mr. DarmaN. Yes; I can answer that question, Mr. Chairman.,

The population of tfmgua is 2,660,000 peopls, as we have obtained
the figures from the published record of lust year.

The wool clip of Uruguay on a clean basis is roughly equivalent
to that of the United States. It is our position that raw wool or
greasy wool, as we have referred to it here, is o national product of
export for Uruguay. We say this because the Uruguayans obviously
produce it and do not have the means of consuming it. ,

It was suggested enrlier today by the Treasury that, well, what
would happen if the Uruguayans L\xrortod no wool and exported only
topf! The formula suggested by the wool trade would thereby go
by default, This point was made bK Mr. Flues.

I think that this point overlooks the commercial realities of the
situation,

The Uruguayan wool combing industry has not the capacity to

rocess all the wool which Uruguay produces, and so it. can be assumed

hat Uruguay would continue under un¥ circumstances either to be
an exporter of greasy wool or be forced ‘urthozr to develop her comb-
ing industry. -

n looking around the world, Uruguay is sossibly the highest cost
comber of wool top in the world, not excluding the United States.
'The low-cost areas of the world can be found in Japan, in Italy, in
Western Germany, in France, in England, and these old established

roducers of wool top have not invaded the American market under
the Tariff Act asit currently exists, :

Logic seems to dictate to us that the only way the Uruguayans can
do this with their high cost of production is through the means of
a grant of bounty. e think that is self-evident.

Senator HArTkE. Let me ask you again, though, I understood you
to sny that the wool clip is equal to the United States. .

Mr, DarMaN. On a clean basis, sir.

Senator Corron. Could I ask a question right there?

Senator HArTkE. Yes, Senator.

Senator Corron. Before you leave this point I want to get one thing
clear in my mind. You have quite logically answered testimony, this
morning’s testimony, about the improbability of the situation arising
as regards Urnguay in which there would be no exporting of the raw
wool to this country, and as far as Uruguay is concerned, your answer
ma;; be complete with respect to the proposed formula of the wool
trade.

But you have just mentioned other countries that presumably pro-
duce raw wool and wool to)ps.

Is there any more likelihood of weighing the formula of the Treas-
ury Department? Is there the likelihood that in some other country
you lntngy'have a situation with no exportation of raw wool and only
W00

Mr. Darman. I would state this, sir: In the first instance the coun-
tries I mentioned almost without exception produce a minimum
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amount of wool and, us far as the United States is concerned, they
export. o minimum amount of top.  Wa have statistics which will show
that Uruguay has delivered into the United States market wool top
all out of proportion to the total importations of wool top to the
United States,

1f 1 might take a moment, I will get those igures for you,

Senator Corron, Before you got to that, T perhaps did not make
my pointelear.  Today we are considering Uruguay.

Mr, Darman, Yes,sir,

Senator Corron, And you have definitely indicated that the objee-
tion raised by the Treasury Depurtment to your proposed formula,
and their reason for defonding theirs, you have answered by indieating
that. the situation is incn\dibﬁ\ at least very unlikely, that you would
evar have a situation where no raw wool was boing exported by
Uruguay.

My, Davman, That is vight, sir,

Senator Covon, But before you digcount the Treasury’s formula---

and 1 am asking thisx purely for information—you have got to take
into consideration these countries that you have just indicated have
a minimum production of raw wool but do produce wool tops: haven't
you !

Mr. Darman, Yes, siv,

Senator Corrox, That situation could happen theve,

My, Darman. 1 think that situation could happen, but T think you
have to judge those countries on the record, mu{ as against that, Sen-
ator, 1 think you have to weigh the alternative of encouraging a con-
plicated maltiple exchange vate,

I the Treasury's formula obtains, it puts a distinet. premium on
anvone anywhere in the world developing a move complicated multi-
le exchange rate, and the more mmp.livntod the better,  And if that
kwnmlu is allowed (o stand, it can open the door from countries
which up to now have been guided by the principles of fair inter-
national teade,

As My, Josendal indicated, neither he nor anyone in our industry
is standing before you ov sitting before you today recommending that
you do something to negate fair competition.  But what we cortainly
do not want to encourage is unfair compuotition.

Senator Corox, Thank you.  Excuse me for interrupting,

Senator Harrkr, Lot me ask you about another matter hove, Do
you think it is feasible for Congress to set. up a formula as contrasted
to the Treasury Department setting up its formula as to the method, or
do you feel that it would be better for Congress to leave this field
to the administrative setup, in view of the complicated factors that
would be involved and the large number of items which ultimately
might be involved?

Mr, Daraax. My, Chairman, 1 think the question of the intent. of
the Congress is a matter which only the Congress itself can decide,
and having decided its intent, it would seem to me that it could then
wall interpret or determine whether or not the exeeutive department
in question was careying out the intent of the Congress. 1f the in-
tent of the Congress was not. being carrvied out, then 1 think this com-
mittee or the Congress in the appropriate committee should take
action to see that its intent is made crystal clear.



COUNTERVAILING DUTY ON WOOL TOP FROM URUGUAY 59

Our feeling has consistently been that the legislation which the
Congress has provided is clear to us, 1t seems clear in torms of eve
legal enge thaw is on the record books, and it has only been complicated
ns wo soo it, by the Trensury's intorpretation.

Nenator Harrke. As 1 understand your position, then, what you
are veally asking i a reconsideration by the Treasury Dopartment
in the light of the fucts which were presented here at this hearing;
is that right ¢

Mr. Dadan, Yes, siv that is correct,

Senator Corron. And on that line, doubtless your attitude is af-
fected by the fuct that in most instances in the past when Congress
has striven to frame legislation to dictate a certain comrse of admin-
istration downtown, that it is such a diflicult problem that. it is fraught
with almost more dangers than the good that ean come ont of it.

Would you agree with that ?

Mr. Darsan. 1 think 1 would agree with that, sir,

Senator Hawrke, T thank both of you gentlemen for coming, If
vou have anything further to add we will be glad to hear it.

Soenator Corron. I would like to express to Mr. Josendal my grati-
fication as 0 member of the special committee that made the textile
roport,  Hoe has apparvently read it and fonnd something worthwhile
init. Lappreciate his comments.

Mr. Josenpan. Thank you, Senator,

Senator Hawvrke, Thank you both for coming.

Mr. Darman. On behalf of the industry we do want to thank the
committee for your time and your attention,

Senator Hawrke, Is theve anyone else who cares to be heard at this
time by the committeef

At this time for the record, I will insert the statement of (Con-
aressman Keith Thomson of Wyoming dated February 17, 1989,

Without objection, it will be inserted in the record and made a part
theveof,

Heaving no objection, it is so ordered.

( The statement referred to is as follows:)

STATEMENT OF CONGRESSMAN Kerru THoMEON oF WYOMING

Mr. Chalrman and members of the committee, sinee your committee is s0 well
varsed in the situation that has plagued the wool industry, particularly since
World War 11, it is not necessary for me to review its history or the history
of the Wool Act, Right now the industry is faced with a crixis developed from
the atarming and increasing importation of frozen carcass lamb. Feeders are
faced with losses of from 3 to 4 cents per pound on lnmbs now in feed lots. The
eftect on the market for the producer is self-evident. Now, of all times, is not
the time to hit another blow at thix industry, which has been struggling for
Its vory oxistence.

No new law is necessary. I was delighted at the declsion of the Senate
Finance Conmlttee to hold hearings. As best 1 can determine, the Treasury
Department, backed and urged by the State Department, proposes to remove

the countervatling duty on wool tops from Uruguay by means of some involved.

formula which they refuse to set forth in detail and for which there is no au-
thority under the law,

Sectlon 1308, title 19, United States Code, is clear in its provisions that when
ft country pays a hounty upon manufacture or production or export of any
article or merchandise manufactured or produced in such country, and such
article or merchandise is dutiable, then there shall be levied and paid, in all
such cases, in addition to the duties otherwise imposed, an additional duty
equal to the net amount of such bounty or grant, however the same be paid

or hestowed.
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. There {s no authority under the law for any fancy averaging formula, This
is a flagrant disregard of the law. - Unless the Congress stops such attempts, we
have no one to blame but ourselves. ,

I repeat that I am delighted with the action of your committee in calling
hearings: 1 sincerely hope that my delight will not tarn to disappointment
as you determine the action to be taken, Congress has provided this protection
for American industry from further unfair competition, This industry solely
needs that protection. The Executive should not be permitted to flaunt the
law and the Congress. I hope and trust that your committee will take appro-

priate action.
Senator ITarrke. Yes; I want to thank you all for your time. We
appreciate your coming and if we can be of any further service to you

that is our business here.
I have here a letter to the chairman of the committee from the

Honorable Philip J. Philbin, of Massachusetts, with accompanying
telegrams. They will be included in the record.
(The letter and telegrams are as follows:)

HoUSE OF REPRESENTATIVER,
Washington, D.C., February 9, 1959,

Senator HArrRY Froyp Byrp,
Chalrman, Senate Finance Committee,
Washington, D.C.

My DEAr SENxATOR: I am requesting, and will deeply appreciate, your unam-
mous consent to ingert in the record of your hearings certain telegrams which
I have received opposing the removal of the countervailing duty on wool tops
from Uruguay by the U.S. Treasury Department and also this letter.

It is clear to me from iy knowledge of the situation that the remnoval of
this countervailing duty as proposed would have further unfavorable impaect
on the wool industry and the employment of very many longtime faithful workers
in this industry and its related industries.

1t is my strong feeling that your comnittee would certainly oppose any measure
which you believed on all the evidence might bring depressed conditions, un-
employment and stagnation to any of our American industries.

I am sure that you will give this matter your very careful consideration. In
strongly protesting the proposed action by the Department, I respectfully urge
that you take appropriate steps to check the proposed removal of the counter-
vailing duty to which I have above referred.

iLet me assure you of my appreciation for the opportunity of presenting my
views,

With thanks and usual good wishes,

Sincerely yours,

PHILIP J. PHILBIN,

. BARRE, Mass., February 8, 1959.

Representative Paiur J. PHILBIN,
House of Representatives,
Washington, D.C.:

Urge you support the movement for hearing by the Senate Finance Committee
confirming Treasury Department announce intentions to remove countervailing
duty on subsidized wool top from Uruguay. Also urge you request step be taken
to postpone Treasury action until hearing can be held. This matter of vital
interest to all domestic growers and all woolen and worsted manufacturers.

Barre Woor Comping Co.,
LevoN YAOUBIAN,
General Manager.
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WORCESTER, Mass., January 29, 1959.

Congressman Purie J. PHILBIN,
Washington, D.O.: .

The textile Workers Union of America urges you to strongly oppose the con-
templated removal of countervailing duty on wool top from Uruguay by the
Treasury Department. Such removal would create disaster to the wool top manu-
facturing industry and means the elimination of hundreds of Jobs.

Feuix P, Dasone,
Textile Workcrs Union of America.

NortH CHELMBFORD, MA8S., February 4, 1959.
PuaiLIp J. PHILRIN,
House Opfice Building, Washington, D.C.:

To Massachusetts Senators and Congressmen, Please urge Senate Finance
Committee hearing on Treasury’'s propused action in removing countervailing
duties on Uruguayan wool top coming into the United States. This hearing
would be of great fmportance to Massachusetts wool combers and therefore hope
that you will take steps to postpone Treasury action until hearing held.

Jasmes J. GAFFNEY, Jr.,
Southwell Wool Combing Co.

Senator Harrke. The meeting is adjourned.
(Whereupon, at 3:20 p.m., the committee was adjourned.)
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