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S. 396 AND THE CURRENT SITUATION OF THE
U.S. AUTOMOBILE INDUSTRY

MONDAY, MARCH 9, 1981

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,

CoMMIrrrEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to adjournment, at 9:80 a.m., in
room 2221, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman) presiding.

Present: Senators Danforth, Chafee, Wallop, Grassley, Symms,
Baucus and Boren.

[The press release announcing the hearing and S. 896 follows:]
(Pro" Release No. 81-1071

FINANCE SUBCOMMITEE ON INTERNATIONAL TRADE Svrs HEARING

Senator John C. Danforth (R., Mo.), Chairman of the Subcommittee on Interna-
tional Trade of the Committee on Finance, announced today that the Subcommittee
will hold a hearing on March 9, 1981 on 8. 396 and the current situation of the
domestic automobile industry.

The hearings will begin at 9:80 a.m., in Room 2221 of the Dirksen Senate Office
Building.I

On January 14-15, 1981 the Subcommittee held hearings on the problems of the
U.S. automobile industry. Testimony was received concerning the impact of import-
ed automobiles on the domestic industry, the effect of Government regulation,
structural and technological changes, and mechanisms for aiding workers, produc-
ers dealers, and related industries, including parts suppliers.

8n February 5, 1981 Seiator Danforth, together with Senator Lloyd M. Bentsen
(D, Tex.), the ranking minority member of the Subcommittee, introduced S. 96, a
bill to restrict importation ofautomobiles from Japan for a temporary period. In
statements accompanying the legislation, Senators Danforth and Bentsen empha-
sized the need to consider the roblems of the industry as a whole. Temporary
mport restraints were described as a necessary "breathing-spell" while th6 U.S.

industry retools, and while capital formation and regulatory reform measures take
effect. They announced their intention to work closely with the Administration, and
specifically the President's Task Force on the Problems of the Automobile Industry,
to develop tax and regulatory legislation which along with S. 896, will form a
comprehensivee package.

These hearing were originally planned for late February. However, the Task
Force is expected to submit its recommendations to the President at the beginning
)f March. Therefore, at the request of Secretary Lewis and Ambassador Brock, the
hearings have been moved to March 9.

Witnesses testifying at the hearing or submitting testimony should direct their
zmtimony to possible solutions to the problems of the U.S. automobile industry,
ncluding, but not limited to the following:

(1) S. 896 or other forms of import restrictions,
(2) Taxation and regulatory changes, and
(8) Assistance for workers, dealers, and related industries, including parts suppli-

Ors.
Requests to testify.-The Committee requested that persons desiring to testify

luring this hearing make their reqaests to testify in writing to Robert E. Lighthizer,
hief Counsel, Committee on Finance, Room 2227, Dirken Senate Office Puilding,

(1)
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Washington, D.C. 20610, not later than Tuesday, March 8 1981 Persons so request-
ing will-be notified as soon as possible after this date whether they will be sched-
uled to appear. If for some reason a witness is unable to appear at the time
scheduled, he may file a written statement for the record in lieu of the personal
appearance.

Consolidated tetimony.-The Committee urged all witnesses who have a common
position or with the same general interest to consolidate their testimony and desig.
nate a single spokesman to present their common viewpoint orally to the Subcom.
mittee. This procedure will enable the Subcommittee to receive a wider expression
of views than it might otherwise obtain. The Committee urges very strongly that all
witnesses exert a maximum effort to consolidate and coordinate their statements.

Legislative Reorganization Act.-The Committee observed that the Legislative
Reorganization Ac of 1946, as amended, and the rules of the Committee require
witnesses appearing before the Committees of Congress to file In advance written
statements of their proposed testimony and to limit oral presentations to brief
summaries of their arguments.

The ComYnittee stated that in light of this statute and the rules, and in view of
the large number of persons who desire to appear before the Subcommittee in the
limited time available for the hearing, all witnesses who are scheduled to testify
must comply with the following rules:

(1) All witnesses must include with their written statements a one-page summary
of the principal points included in the statement.

(2) The written statements must be typed on letter-size (not legal size) paper and
at least 100 copies must be delivered to Room 2227 Dirksen Senate Office Building,
not later than noon of the last business day before the witness is scheduled to
appear.

(8) Witnesses are not to read their written statements to the Subcommittee, but
are to confine their oral presentations to a summary of the points included in the
statement.

(4) Not more than 6 minutes will be allowed for the oral summary.
Witnesses who fail to comply with these rules will forfeit their privilege to testify.
Written statements.-Persons requesting to testify who are not scheduled to make

an oral presentation, and others who desire to present their views to the Subcom.
mitteo, are urged to prepare a written statement for submission and inclusion in the
printed record of the hearing. Statements submitted for inclusion in the record
should be typewritten, not more than 25 double spaced pages in length and mailed
with five (5) copies to Robert E. Lighthizer, Chief Counsel, Committee on Finance,
Room 2227, Dirksen Senate Office Building, Washington, D.C. 20510, not later than
Wednesday, March 8, 1981.

4
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II

|IT SHI()0N S.396
To impose quoti o thi, importation of automobiles from Japan during 1)81,

1)82, anid 1983.

IN TIE SENATE OF TIlE UNITS']) STATES

FEBRUARY 5 (legislative day, ,JANUAItY 5), 1)81

Mr. 1)ANPOH1'mm (for himself, Mr. BENTSN, Mr. ItIwOi., Mr. U1,RNN, Mr.
EAOIIITON, Mr, lXVIN, Mr. lIA'AIt, and Mr. METEZ.NDAIJM) introduced the
following bill; which was read twice and referred to the Committee on
Finance

A BILL
To impose quotas on the importation of automobiles from Japan

during 1981, 1982, and 1983.

1 Be it enacted by the Senate and House of lepresenta.

2 lives of the United States of Anmerica in Congress assembled,

3 SECTION I. I)EFINITIONS.

4 For purposes of this Act-

,5 (1) The term "automobile" means an on-the-high-

6 way, four-wheeled, passenger automobile provided for

7 in item 692.10 of the Tariff Schedules of the United

8 States (19 U.S.C. 1202).
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2

1 (2) The term "entered" means entered, or with-

2 drawn from warehouse, for consumption within the

3 customs territory of the United States.

4 (3) The term "Secretary" means the Secretary of

5 the Treasury or his delegate.

6 SEC. 2. QUANTITATIVE RESTRICTIONS i)URING 1981, 1982, AND

7 1983.

8 During each of calendar years 1981, 1982, and 1983,

9 the aggregate quantity of automobiles that may be entered

10 from Japan may not exceed 1,600,000. The quantitative lir.

11 itation imposed under this section for each of such calendar

12 years may be applied by the Secretary on a calendar quarter

18 or other intra-annual basis if the Secretary determines that

14 such application is necessary or appropriate to carry out the

15 purposes of this Act.

1.6 SEC. 3. ADMINISTRATION.

17 The Secretary shall take such action as may be neces-

18 sary to ensure that the quantity of passenger automobiles

19 which may be entered during calendar years 1981, 1982, and

20 1983, or any intra-annual period therein, does not exceed the

21 limitation established for that year or period under this Act.

0
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Senator DANFORTH. The hearing will come to order.
The U.S. auto industry is facing the greatest crisis in its history.

On January 14, I began a series of hearings on the problems of the
industry. That same day, newspapers reported that General Motors
had lost more than three-quarters of a billion dollars in 1980, the
company's first annual loss since 1921.

In mid-February, Ford announced 1980 losses of $1.5 billion, the
largest single-year loss ever recorded by an American corporation.
Ford's claim to this dubious distinction ended Just a few days later
when Chrysler announced an annual loss of $1.7 billion.

Thanks to rebates several U.S. automakers experienced in-
creased sales in late February. But despite this increase, domestic
sales of Amerian cars were down 4.2 percent from February of last
year.

Meanwhile, import sales set a February record of some 220 000
cars, winning a record share of the U.S. market for the monti of
28.7 percent.

Moreover, the February rally was a costly one for U.S. compa-
nies. General Motors' initial rebate offer ranged between $500 and
$700.

In spite of Ford's 10 percent rebates, the company still suffered a
year-to-year sales decline in late February, a period when other
companies' sales were improving.

When the rebates expire, industry analysts are reportedly ex-
pecting another slump. Clearly, there is no way that U.S. auto-
makers can depend on rebates to spur sales and also meet their
commitment to invest $70 to $80 billion in retooling over the next
several years.

In addition to chairing hearings before this subcommittee in mid-
January, I have also chaired hearings before the Senate Subcom-
mittee on Surface Transportation, and held hearings in the State of
Missouri. I have discussed the auto problem with Senate 'col-
leagues, members of the administration, labor, the auto manufac-
turers, dealers, and senior officials of the Japanese Government.

I admit that I do not have all the answers. I continue to explore
possible relief measures in the tax and regulatory areas. But I
strongly believe that the bill which Senator Bentsen and I have
introduced is an important step in the right direction. This bill
would temporarily limit imports of Japanese cars to the annual
average of the last 4 years.

As much as I believe in free trade, I also believe automobile
import restraints are necessary for the health of this basic Ameri-
can industry.

It has been argued by some that we should let market forces
resolve the problems faced by our auto industry and not interfere.
But in this case, past Government intervention in the marketplace
helped create the mess we find ourselves in today.

Unfortunately, Senator Dole could not join us4 today because he
is still recovering from his recent illness. He is recovering well, I
might add, and Senator Bentsen is honoring a longstanding com-
mitment in Texas.

Senator Bentsen's prepared statement is of critical importance to
this issue. There are copies available at the press table and I
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commend them to all who are following the state of the U.S. auto
industry.

[The prepared statements of Senators Danforth and Bentsen
follow:]

OPENING STATEMENT OF JOHN C. DANFORTH

The United States auto industry is facing the greatest crisis in its history. On
January 14, 1 began a series of hearings on the problems of the industry. That same
day, newspaper reported that General Motors had lost more than three quarters of
a bilion dollars in 1980-the company's first annual loss since 1921. In mid-Febru.
ary, Ford announced 1980 losses of $1.5 billion, the largest single-year loss ever
recorded by an American corporation. Ford's claim to this dubious distinction ended
Just a few days later when Chrysler announced an annual loss of $1.7 billion.

Thanks to rebates, several U.S. automakers experienced increased sales in late
February. But despite this increase, domestic sales of American cars were down 4.2
percent from February of last year. Meanwhile import sales set a February record
of some 220,000 cars, winning a record share of the U.S. market for the month of
28.7 percent. Moreover, the February rally was a costly one for U.S. companies.
General Motors' initial rebate offer ranged between $500 and $700. Chrysler offered
7 percent rebates on most of its cars. In sw, e of Ford's 10 percent rebates, the
company still suffered a year-to-year sales decline in late February, a period when
other companies' sales were improving. When the rebates expire, industry analysts
are reportedly expecting another slump. Clearly, there is no way that U.S. auto-
makers can depend on rebates to spur sales and also meet their commitment to
invest $70 to $80 billion in retooling over the next several years.

In addition to chairing hearings before this Subcommittee in mid-January, I have
also chaired hearings before the Senate Subcommittee on Surface Transportation,
and held hearings in the State of Missouri. I have discussed the auto problem with
Senate colleagues, members of the Administration, labor, the auto manufacturers,
dealers, and senior officials of the Japanese government. I admit that I don't have
all the answers. And I continue to explore possible relief measures in the tax and
regulatory areas. But I strongly believe that the bill which Senator Bentsen and I
have introduced is an important step in the right direction. This bill would tempo-
rarily limit imports of Japanese cars to the annual average of the 1hst four years.
As much as I believe in free trade, I also believe automobile import restraints are
necessary for the health of this basic American industry. It has been argued by
some that we should let market forces resolve the problems faced by our auto
industry and not interfere. But in this case past government intervention in the
marketplace helped create the mess we find ourselves in today.

Unfortunately Senator Dole could not Join us today because he is still recovering
from his recent illness-he is recovering well I might add-and Senator Bentsen is
honoring a longstanding commitment in Texas. Senator Bentsen's prepared state-
ment is of critical importance to this issue. There are copies available at the press
table and I commend them to all who are following the state of the U.S. auto
industry.

Today I am pleased to welcome three distinguished members of the new Adminis-
tration to this panel. Ambassador Brock and Secretary Baldrige should be arriving
shortly and I am anxious to hear their views on the problems facing the U.S. auto
industry, and on what the Congress and the Executive Branch can do together to
resolve some of those problems.

Before we begin however, I would like to say that I understand that the Adminis-
tration, which will have to negotiate these matters with the government of Japan,
may not be in a position to offer a definitive program to this Subcommittee today.

We ask that the witnesses limit their prepared remarks to summaries of their
written statements, which will be made a part of the record so that as much time as
possible cn be left for discussion.

STATEMENT OF SENATOR LLOYD M. BzNTSXN, SUBCOMMITEE ON INTERNATIONAL

TRADE

I regret, Mr. Chairman, that a long-standing commitment in Texas prevents me
from attending the subcommittee meeting on automotive imports this morning. I
want to assure you a.d other subcommittee members, however, that I remain
committed to the provisions of S. 896, which would limit the number of Japanese
automobiles imported into this country during the next 8 years.
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I am sure you have noticed that editorial reaction to this legislation has tended to
be critical of any action that might interfere with "free trade," Newspapers, of
course, do not have to contend with competition from abroad which may help
explain the tenor of comments on S. 896. In considering the merits of this legislation
I think it is important to understand that there are 200,000 auto workers without
jobs and hundreds of thousands unemployed in related Industries who cannot afford
the luxury of righteous indignation.

Without the hammer of S. 896 I am convinced there would be a real danger that
the problem of automobiles would be treated as just another item on the platter of
United States-Japanese trade issues. We would voice our concern and the Japanese
would acknowledge there might be a problem. Then they would negotiate for as
long as possible and give up as little as possible. By the time we had a joint
communique the industry most important to our economy and our national security
might be battered beyond repair, sacrificed on the altar of free trade.

I recently read In the Washington Post about a great new breakthrough in United
States-Japanese trade. After years of hard work and millions of dollars in expendi-
tures, a major American firm finally won permission to market somewhere between
50,000 and 200,000 pocket pagers in Japan. The Japanese, of course, have been
marketing their pocket pagers in this country for years.

I welcome that breakthrough, because it is an issue I have followed personally for
some time. However, the fact that it has taken us this long to crack the multibfllion
dollar NTT monopoly market in Japan says a great deal about the continuing lack
of symmetry in our trading relationship. I really find it difficult to understand wh
it is only natural for the Japanese to market close to 2 million vehicles in th
count.v but it is a triumph of vast dimensions for America to win a special
dispensation to sell a strictly limited number of pagers in Japan.

It is apparent, Mr. Chairman, that the problem of a4to imports will not go away
by itself, Last month imports accounted for a record 27.8 percent of all cars sold in
this country, and it is no secret where the vast majority of those cars are coming
from.

We have both stated on several occasions that the provisions of S. 396 do not
constitute an answer to the problems plaguing the domestic automobile industry.
Anyone familiar with the problems knows Itis far bigger than simple import pene-
tration and will hot be solved with a quota, particularly one as generous as we have
proposed.

As we have stressed in the Fast, the sole purpose of our legislation is to give the
domestic auto industry, currently in a very precarious condition, time to make the
corrections and huge investments necessary to compete and prosper in the future.

I sincerely hope that this hearing will contribute to that process and appreciate
the opportunity to have these comments included in the record.

Senator DANFORTH. Today I am pleased to welcome three distin.
guished members of the new administration who will be testifying,
Ambassador Brock, Secretary Baldrige, and Secretary Lewis. I am
anxious to hear their views on the problems facing the U.S. auto
industry, and on whdt Congress an the executive branch can do
together to resolve some of those problems.

rore we begin, however, I would like to say that I understand
that the administration, which will have to negotiate these matters
with the Government of Japan, may not be in a position to offer a
definitive progi'am to this subcommittee today.

We ask that the witnesses limit their prepared remarks to sum-
maries of their written statements, which will be made a part of
the record so that as much time as possible can be left for discus-
sion.

Senator Chafee.
Senator CHAFEE. Thank you Mr. Chairman.
Mr. Chairman, members of this committee, today's Trade Sub-

committee hearing signals the beginning of a misguided retreat
from support for freer international trade and a venture into the
dangerous waters of protectionism.

Once begun, the slide toward higher tariffs, special quotas and
other forms of protectionism will not easily be reversed. The ulti-
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mate loser will not only be the American consumer, but also the
very industries these practices are meant to benefit.

The legislation currently before this subcommittee attempts to
make a scapegoat of the Japanese auto industry, and to blame
current difficulties of the American automobile industry on its
Japanese counterpart. The implications of what is being proposed
here today go far beyond autos and trade for what is involved here
is nothing less than the basic position oi the United States as the
world's foremost proponent of freer international trade.

Two points trouble me, Mr. Chairman. They are:
First, the attempt to divorce the consequences of protectionist V

legislation benefiting the U.S. auto industry from its impact upon
the broader spectrum of U.S. trade, both as it affects the cost of
other imports and as it affects the competitive position in our own
exports.

Second, the attempt to resolve one basic policy question, how to
deal with the deteriorating position of the U.S. auto industry here
at home, by focusing not on legitimate questions of productivity,
excessive wage rates and marketing decisions of U.S. automakers,
but by wreaking havoc upon another basic policy; namely, the
American position of leadership in moving the world toward freer
international trade generally.

On the first point, proponents of auto import protection show
little comprehension of the complicated interdependence of the
American, European, and Japanese economies.

The Japanese must export to finance their near total dependence
upon imported oil, raw materials and a substantial amount of their
food. Lost automobile export revenues niust be made, up elsewhere,
through reduced Japanese imports of American agricultural prod-
ucts, and we should recall that Japan is our single largest customer
for the bounty of our farms, through expansion of other Japanese
exports to the United states, or through greater competition with
our own exports in European and other markets.

The American export surplus we enjoy in our trade with Europe,
for example, will this year equal our deficit with Japan,

Import protection for the American automobile industry, in
short, is robbing Peter to pay Paul. It would simply force a reshuf- "
fling of trade, and any increased profits for Detroit would come at
the expense of other, more efficient U.S. producers and their em-
ployees.

This, of course, would inevitably lead to new demands for other
trade barriers. Import restrictions are as contagious as the common
cold, and they would not stop with automobiles, but would quickly
spread to other commodities and manufactured goods.

Since the early 1960's, under six different administrations of
both political parties, the United States has convinced other na-
tions to dismantle trade barriers and to open markets to interna-
tional trade and commerce. These achievements have not come
easily, but only after the most patient and time-consuming negotia-
tions.

I think members of this committee are aware of that, those
efforts, as members of any committee in this Congress.

The most notable and most diligently fought for efforts have
been agreements with Japan to move toward a position of freer
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trade. In large measure, we have succeeded because of our own
example; it is precisely because the United States offers one of the
most open markets in the world that we have had success in
convincing the Japanese and others to join us in lowering trade
barriers.

This brings me, Mr. Chairman, to my second major point of
disagreement with this legislation, the confusion of policy objec-
tives that this bill entails.

The crux of the problem with the American automobile industry
is not how open or how closed the Japanese economy is to foreign
imports. In fact, the Japanese are taking significant steps to open
their markets to more abundant imports from the United States
and other countries.

For example, Japan's tariffs on industrial products are generally
lower than those of the European community on the United States.

The real issue here is the deteriorating position of the U.S.
automobile industry and what brought Detroit to its present pre-
carious position.

I will not take the time here to detail the abundant evidence
which shows that imports of Japanese automobiles are not the root
cause of Detroit's problems. Suffice it to say that excessive wage
settlements, failure to keep pace with productivity, and marketing
decisions which led American automakers to continue to emphasize
large, fuel-inefficient automobiles just as th. buying public had
caught up with the economic necessity of switching to smaller cars,
all have had a more important bearing on Detroit's problems than

e' were the findings of the International Trade Commission,

the only independent, nonpartisan economic adviser on trade
issues. Clearly, the current recession has added to these problems.

But, I wish to make mention of the wage costs in this industry.
In 1980, the average hourly wage of major assemblers in the US.

auto industry was $9.25, without fringe benefits, with fringe bene-
fits the average wage of the U.S. automobile worker has been
estimated to be around $19 an hour.

But, I took major assemblers, the less skilled workers.
These average hourly wages of these less skilled workers in the

automobile industry are 50 percent higher than the average wage
of a production worker in the United States, and nearly 100 per-
cent higher than the average wage of a production worker in my
State of Rhode Island.

Detroit's extraordinarily high auto workers' wage levels are in
part responsible for its current problem.

"The United Auto Workers," said Robert J. Abernathy, of the
Harvard Business School, in testimony last April, before the Senate
Banking Committee, has "positioned the Industry costwise to $500
to $600 per car level difference between the UAW wage and the
average wage," in the United States.

When we are asked to restrict Japanese imports, Mr. Chairman,
we are in fact asking the U.S. workers and Rhode Island workers
to pay hundreds of dollars extra for an efficient car in order to

protect the job of an auto worker, whose salary is nearly twice as
high as those workers who are paying the price.
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Under this legislation, Mr. Chairman, the rich get richer, and
the poor get poorer.

Mr. Chairman, I submit for the record a New York Times' edito-
rial. of March 5, 1981 on this subject.

Thank you.
Senator DANFORTH. The editorial will be included in the record.
[Statement of Senator Chafee and the newspaper article follows:]

PREPARED STATEMENT OF JOHN H. CHAFICE

Today's Trade Subcommittee hearing signals the beginning of a misguided retreat V
from support for freer International trade and a venture into the dangerous waters
ofprotectionism.

Once begun, the slide toward higher tariffs, special quotas and other forms of
protectionism will not easily be reversed. The ultimate loser will be not only the
American consumer, but also the very industries these practices are Meant to
benefit.

The legislation currently before this Subcommittee attempts to make a scapegoat
of the Japanese auto industry, and to blame current difficulties of the American
automobile industry on its Japanese counterpart. The implications of what is being
proposed here today go far beyond autos and trade-for what is involved here is
nothing less than the basic position of the United States as the world's foremost
proponent of freer international trade.

Two basic points trouble me, Mr. Chairman, They are:
First, the attempt to divorce the consequences of protectionist legislation benefit-

ing the U.S. auto industry from its impact upon the broader spectrum of U.S. trade,
both as it affects the cost of other imports and as it affects the competitive position
of our own exports.

Second, the attempt to resolve one basic policy question-now to deal with the
deteriorating position of the U.S. auto industry here at home-by focusing not on
legitimate questions of productivity, excessive wage rates and marketing decisions of
U.S. automakers, but by wreaking havoc up.n another- basic policy, namely the
American position of leadership in moving the world toward freer international
trade generally.

On the first point, proponents of auto import protection show little comprehension
of the complicated interdependence of the American, European, and Japanese
economies. The Japanese must export to finance their near total dependence upon
imported oil, raw materials and a substantial amount of their food. Lost automobile
export revenues must be made up elsewhere, through reduced Japanese imports of
American agriculture products-and we should recall that Japan is our single
largest customer for the bounty of our farms-through expansion of other Japanese
exports to the United States, or through greater competition with our own exports
in European and other markets. The American export surplus we enjoy in our trade
with Europe, for example, will this year equal our deficit with Japan.

Import protection for the American automobile industry, in short, is robbing
Peter to pay Paul. It would simply force a reshuffling of trade, and any increased
profits for Detroit would come at the expense of other, more efficient U.S. producers
and their employees.

This, of course, would inevitably lead to new demands for other trade barriers.
Import restrictions are as contagious as the common cold, and they would not stop
with automobiles, but would quickly spread to other commodities and manufactured
goods.

Since the early 1960's under six different Administrations of both political parties,
the United States has convinced other nations to dismantle trade barriers and to
open markets to international trade and commerce. These achievements have not
come easily, but only after the most patient and time-consuming negotiations. The
most notable and most diligently fought for have been agreements with Japan to
move toward a position of freer trade. In large measure we have succeeded because
of our own example; it is precisely because the United states offers one of the most
open markets in the world that we have had success in convincing the Japanese and
others to join us in lowering trade barriers.

This brings me, Mr. Chairman, to my second major point of disagreement with
this legislation-the confusion of policy objectives that this bill entails.

The crux of the problem with the American automobile industry is not how open
or how closed the Japanese economy is to foreign imports. In fact, the Japanese are
taking significant steps to open their markets to more abundant imports from the
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United States and other countries. For example, Japan's tariffs on industry products
are generally lower than those of the European community on the U.S.

The real issue here is the deteriorating position of the U.S. automobile industry
and what brought Detroit to its present precarious position.

I will not take the time here to detail the abundant evidence which shows that
imports of Japanses automobiles are not the root cause of Detroit's problems. Suffice
it to say that excessive wage settlements, failure to keep pace with productivity, and
marketing decisions which led American automakers to continue to emphasize
large, fuel-inefficient automobiles just as the buying public had caught up with the
economic necessity of switching to smaller cars, all have had a more important
bearing on Detroit's problems than imports. These were the findings of the Interna-
tional Trade Commission, the only independent, non-partisan economic advisor on
trade issues. Clearly, the current recession has added to these problems.

But I wish to make mention of the wage costs in this industry.
In 1980, the average hourly wage of major assemblers in the US. auto industry

was $9.25, without fringe benefits, 50 percent higher than the average wage of a
production worker in the United States.

Detroit's extraordinarily high auto workers' wage levels are in part responsible
for its current problem.

"The United States Auto Workers" (UAW), Robert J. Abernathy of the Harvard
Business School testified last April before the Senate Banking Committee, has"positioned the industry cost-wise to $50Q to $600 per car level difference between
the UAW wage and the average wage" (in the United States).

When we are asked to restrict Japanese imports we are in fict asking a Rhode
Island worker to pay hundreds of dollars extra for an efficient car in order to
protect the job of an auto worker, whose salary is over twice as high.

The rich get richer, the poor get poorer under the proposals to restrict imports.

[From tho Now York Times, Mar. 5, 19811

WHY REWARD FAILURE IN DrrROIT?

Detroit is panting for import controls on Japanese cars. Lost anyone doubt it, one
group of auto workers made the point in front of the cameras this week by smash-
ing a Toyota with sledgehammers. And slowly but surely, the Reagan Administra-
tion is moving to accommodate them.

The President has taken no official position, but to judge by the unofficial com-
ments of Transportation Secretary Drew Lewis and Trade Representative Bill
Brock, the political attractions are almost irresistible-and delusive. One hopes that
the President thinks carefully before committing his administration to some sort of
quota system whether formal or "voluntary." A lid on imports might relieve imme-
diae political pressures. It would also undermine the long-term prospects foreco-
nomic recovery.

Undeniably, Detroit has been badly hurt. All four auto companies suffered record
losses in 1980, and at least a third of the work force is on indefinite layoff. Ford is
reeling; Chrysler and American Motors are being kept alive only with the aid of
financial respirators. In the next few years, the American industry must invest tens
of billions in retooling to regain its competitive position in world markets. But no
one is very eager to lend it the money, and only mighty GM has enough resources of
its own.

In flush times, the indust might be able to raise some of the money in Washing-
ton, perhaps disguised as reundable tax credits. But Congress cannot afford to help
much. In fact, as part of its economic recovery program, the Reagan Administration
is asking for sharp cuts in special "trade adjustment assistance" to unemployed auto
workers.

That is why the import quota idea is so seductive. It would cost the Government
nothing. Indeed, it might help balance the budget by generating tax revenue and
reducing unemployment, payments, And a quota would appeal to Americans' sense
of fair play: The Japanese won't buy our cars, why buy theirs?

But import protection would be felt in higher prices. With less competition from
Toyota, Honda and Datsun, Detroit could freely pass on price increases to car
buyers. President Carter's council of Economic Advisers estimated the cost of quotas
at an incredible $50,000 a year per re-employed worker.

The intangible costs could be even greater. America's auto companies have a huge
problem, but with the exception of Chrysler they have not been forced to look
inward for solutions. Labor makes up the bulk of the cost of making cars. Yet
workers in this deeply troubled industry still earn half again more in pay and
benefits than the average American worker. Giving the car makers the quota they



want would be an open invitation for every ailing industry to turn first to Washing-
ton for aid or protection.

Only ideological purists believe that Government should avoid any part in the
auto makers' recovery. The industry matters too much. Government might help by
deferring safety and air pollution requirements. Or it might permit development of
common parts for future vehicles. But aid must act as a catalyst to productivity, not
as a reward for failure.

Senator DANFORTH. Senator Grassley, do you have an opening
statement?

Senator GRASSLEY. Yes.
&nr DANFORTH. Proceed. -- V
Senator GRASSLEY. Thank you, Mr. Chairman.
Any move to restrict world trade by congressional action must be

carefully examined. A compelling national interest should be estab-
lish~ei before any hasty congressional action is undertaken.

For that reason, these hearings are of great importance to the
tenor of America's role as an international business partner.

The Congress must not frivolously erect trade barriers. While
such action might benefit our Nation in the short run, the longrun
consequences of such action would be disastrous.

The United States can no longer prosper in isolation. We are
dependent upon other nations of the world for raw materials,
equipment, and other commodities.

We are also dependent upon foreign markets to attempt to better
our balance-of-payment deficit caused in part by our large pur-
chases of foreign oil.

I look forward to hearing the testimony of these witnesses, and
will carefully weigh their testimony, before making this important
decision.

A situation in my district probably expresses best the irony of
the issue that now confronts us in these hearings. The UAW mem-
bers of the John* Deere Co., in my State of Iowa, express their

.,,concern for the plight of their Detroit brethern with a sign placed
outside of the parking lot of the UAW meeting hall and headquar-
ters in Waterloo, Iowa. That sign says, "Park your foreign cars in
another parking lot."

In that sign, as well as also in these hearings, there is obviously
an attempt and a concern to help the UAW workers in Detroit, to
help the city of Detroit, to help the car manufacturers like Ford,
General Motors, and Chrysler.

But the irony of this issue is also a concern of mine when we
look at what passage of this legislation and the restricting the
importation of cars might do to Midwestern America if retaliation
occurred.

For instance, those same UAW members in Waterloo, Des
Moines, Ottumwa, Dubuque, Moline and Bettendorf, Iowa, that
manufacture John Deere tractors must realize that Japan is the
largest foreign importer of John Deere products. Ten to 20 percent
of John Deere's overseas business is with Japan.

The prosperity of those workers in the John Deere plants obvi-.
ously rests upon trade peace between Japan and the United States.
The prosperity of workers at the John Deere plant also depends
upon the prosperity of the American farmers who see Japan asthe
largest importer of soybeans from the midwest.
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We must be careful in our efforts to help a small segment of the
economy which needs a respite from the present detrimental
impact of imports fashion that is going to help one segment of the
economy, and potentially not to hurt an even larger segment of the
economy. A solution must be carefully crafted. It must be done
after careful analysis and negotiation at the bargaining table, not
within the Congress of the United States.

Thank you, Mr. Chairman.
Senator DANFORTH. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman, and members of the

committee. I look forward to hearing our witnesses this morning.
I think what this really boils down to, Mr. Chairman is, we have

two questions that have to be answered. We can have quite a
discussion here about free trade and the virtues of it, which I
happen to philosophically, for the long term, think free trade is in
the best interest of not only the United States, but the world.

But the question has to also underline, do we have a fair trade
partner with the Japanese under the present circumstances?

Are we getting fair cooperation back and forth, both ways?
Those are questions that I hope we can get answered this morn-

ing with respect to how our exports are treated when they go toJapan.The other question is, we have suffered for-many, many years,

under an adversarial relationship between the Federal Govern-
ment and the producers of this country, not only with excessive tax
laws, but excessive regulatory activities that have put the auto
industry and other industries in a very bad situation because of
this adversarial relationship.

So, I think the question is, are we really going to have a Govern-
ment now that will be a cooperator to producers as our trading
partners in Japan have, and if so, how long does it take for this
new era of cooperation to have an impact so that our own auto
industry can once again be competitive with our foreign imports.

I look forward to these hearings and for the progress of what
may come from this activity this morning.

Thank you, Mr. Chairman.
Senator DANFORTH. Senator Wallop.
Senator WALLOP. Thank you, Mr. Chairman.
I want to thank you for holding these hearings. I think it is far

to say that the plight of the auto industry did not happen because
Detroit had a better idea. Competitively, they have not turned out
the, sort of automobile that appeals to the American consumer not
only from a price standpoint, but from a quality standpoint as well

Detroit's problems have also come about because of an inherently
self-indulgent work force. Governments, Republican and Democrat-
ic, have been only too quick to push the industry- and the unions
into wage settlements because of economic needs.

So, everyone shares a little bit of blame in the process that
arrived at the situation described so ably by the chairman in his
opening remarks.

It still seems to me that for the time being an interim period of
negotiated limits would appear necessary from the standpoint of
our own. national security. It would also allow the new Administra-
tion which has pledged to relieve some of the limits and restric.

17-112 O-81----2
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tiono created by unnecessary regulation to become a partner in the
productive sector in the society which it seeks to represent.

I would say with regard to the remarks from my friend from
Rhode Island, that freer international trade is a chimera, especially
with Japan. One needs only to ask somebody who has been in the
business of trying to sell them beef what that involves and how
their limits are set and how access to the United States is so simple
to achieve.

It is true that with agricultural products like soybeans and
others, we have free access, because they have high needs and they t
do not have substitute places to achieve those.

I think American citrus growers would be interested to know
how free the access has been to Japan.

Especially Japan which is said to be so high in the free trade
world and has negotiated remarkable limits on its exports of auto-
mobiles to Europe, and has yet decided to increase their production
with the idea in mind, obviously, that no one in the United States
is going to demand the same trade restrictions as the European
trading partners have.

I just don't understand how the people can claim that Japan is a
free trade leader.

I think it is fair to say, Mr. Chairman, that negotiated settle-
ments are not trade war, nor do they imply an abandonment of the
concept of trade peace. I think that they are necessary as a concept
to save a domestic American industry. I think the more temporary
that that is, the better off both nations will be.

Thank you.
Senator DANFORTH. Thank you.
The first witness will be Senator Levin.

STATEMENT OF HON. CARL M. LEVIN, U.S. SENATOR
Senator LEvII4. Thank you very much, Mr. Chairman, and other

members of the committee. I appreciate the opportunity to be here.-
Because you are familiar with my remarks, I will keep them brief.

This legislation takes an important philosophic step by modifying
and refining our traditional support for a total free trade system.
That step, I would suggest, is unavoidable, since we are the rare
free trade nation in what is a restricted trade world.

If Japan, for example, sees its lumber. industry outcompeted by
American exports, they call for restraint on the part of American
lumber firms. I would refer the committee to last Thursday's Wall
Street Journal for a description of how Japan is now protecting its
lumber industry or seeks that protection against us.

This is in total support of what Senator Wallop has just said.
When we, however, see our auto industry injured by a flood of

imported cars, while the industry is trying to modernize so they
can compete, we only begin to wonder if the situation is serious
enough to allow us'to consider maybe asking the Japanese if per.
ha they might be willing to sit down and talk with us about some
of the problems that we are having.

The difference between our policies and the policies practiced in
the rest'of the world, in Japan, has produced a sad legacy. Rising
unemployment, the attendent cost to our Treasury and to our
people, a declining industrial base which threatens our j4ba and
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our national security, and a decimation of basic industries such as
steel and automobiles.

But, Mr. Chairman, if we do accept the fact that we need to
provide temporary protection for our industrial bave and our eco-
nomic future, the question we confront is what level of protection
gives us the greatest gain for the least cost.

Here I am sorry to say I have some problems with the legislation
that you are considering. I believe that the line needs to be drawn
at a lower number. Given the current stockpile of Japanese cars
now on our borders and given the possibility that there may be a
good many more of them here than we know about now, it is
important to recognize that whatever the limit we set, the number
of units available for sale will be greater, at least 150,000 units
greater, according to at least some of the estimates that I have
seen.

Given the current economic climate and the projected demand
for new cars, a 1.6 million limit simply will not bring the kind of
sales and employment return that we deserve to get.

If we are going to make the shift in philosophy represented by
this bill, then we ought to set the permitted sales volume at a level
which gives our domestic economy the greatest boost. We should
not just say we will set these temporary quotas and our job is done.
We should set them at the right level.

A level of 1.6 million is going to involve all of the political pain
associated with a philosophic shift, without getting us much of the
practical reward that we made the shift for.

I urge you to come closer to the 1 million unit level which would
represent meaningful restraint and offer us a major chance for our
domestic industry to get back on its feet.

I would like to make one closing statement, Mr. Chairman. This
weekend I met in 3 town meetings with 1,500 Michigan citizens.
There is tremendous anger and deep hostility at having by far the
highest unemployment rate in the country.

There is tremendous anger and deep hostility, because at the
same time the administration is proposing major cuts in protection
for the unemployed. There is tremendous anger and deep hostility
that the President is now apparently wavering on the commitment
he made in Michigan, during the campaign that:

Government has a responsibility to convince the Japanese that in one way or
another the deluge of their cars into the United States must be slowed while our
industry gets back on its feet.

The people know they are not going to easily get back to where
they once were. Even if we totally banned the sale of imports in
this country, my home State will not soon return to its former
fortune.

The people do not have unrealistic expectations. They know what
they have lost. But they also know that a meaningful import bill,
with these temporary quotas, can help them begin the, process of
their recovery., - - I

It would be foolish and cruel, in my opinion, to tempt them with
quotas, but deny them the relief that they really need.

• It would be foolish to come so far and then stop before we reach
the kind of restraint which would help return the industry and its
workers to their feet.
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Mr. Chairman, we have come a long way to get to the point of
holding these hearings on this subject. Your leadership has been
instrumental in bringing us this far.

Mr. Chairman, you have taken truly courageous steps on what I
know is a very difficult road.

I thank you very much, and I would be happy to answer any
questions if there are any.

Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Levin, the legislation proposes an import limit of 1.6 million.

Is that correct?
Senator LEVIN. I think that is the effect of the approach at this

time.
Senator CHAFEE. You would like that limited to 1 million?
Senator LEvIN. I think it should approach the limit which I

think will provide more effective relief which is 1 million.
Senator CHAFEE. One million?
Senator LEVIN. That is a limit which I believe would approach

and provide more effective relief. I don't think that is a magic
figure. I think that is a more appropriate figure if we are going to
make the philosophic modification which is implied in this bill, I
think we ought to have the kind of temporary relief which really
makes a bite in the problem.

Senator CHAFEE. For how many years?
Senator LEVIN. I leave that up to the good discretion of the

committee and to the people in the agencies who have to adminis-
ter this bill and to the industry. I have heard figures range from 2
to 5 years. I don't know whether there is any magic number
between them.

Senator CHAFEE. Thank you.
Senator LEvIN. Thank you, Mr. Chairman.
Senator DANFORTH. Let me just make a couple of points., The

first is that the number in the bill is 1.6. I have frequently pointed
out that selecting the right number, at least at the time that the
bill was introduced, was more an art then a science.

My view at the time the bill was introduced was that 1.6 was
probably about right. Since that time and after numerous discus-
sions with a lot of people, I personally feel that a figure somewhat
lower would probably be better, somewhere in the neighborhood, I
would say, of about 1.4.

But, the fact that 1.6 is in the initial form of the bill would
certainly not lock us in to that permanently, and should not limit
the scope of our discussion.

Second, clearly from my standpoint, and I think from the stand-
point of most of the cosponsors, negotiated restraints would be
preferable to legislated restraints. The position I have taken with
the administration is to draw their attention to the story of the
tortoise and the hare. I think that the legislated approach should
be the tortoise in this race and if the administration wants to
negotiate restraints, fine.

If, on the other hand, the administration does not seek to negoti-
ate restraints, then Congress will proceed with this legislation as
We are doing today.

Senator Grassley.
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Senator GRAsszy. Mr. Chairman, I have no questions.
Senator DANFORTH. Senator Symms.
Senator SYMMS. Mr. Chairman, I just have one brief question.
Senator it goes back to your town meetings that you held this

weekend. i read from the Wall Street Journal here. I lust happened
to open the page to it. It said, "Ford to slash steelmaking oper-
ations by June if UAW doesn't accept pay cut."

I will just read the first paragraph.
Ford Motor Company said it plans to sharply cut its steel making operations here

in Dearborn Michigan, unless 5,000 steelworkers agree to pay cuts. Ford said it
asked the United Auto Workers Local Union 600, for a p percent reduction in
Incentive pay for steel workers that ranges from $9.00 an hour to the top regular
wages of $11.00 an hour.

Did they talk about that at the town meetings at all?
Senator LEVIN. Sure. They are very much aware of the contribu-

tion that they. are being asked to make, that they already made,
particularly with the Chrysler workers. They realize that much of
this pain is going to have to be carried by various segments, and
they are not going to be excluded. They are very much troubled by
it.
. Senator SYMMS. Are they willing to go ahead and do this? Did
you get that impression?

Senator LEvIN. In many cases they have already done this in
terms of the Chrysler workers, and they are willing to bear a fair
share. They want to make a contribution. They are anxious to
make a contribution. They want to work. They have 14.2 percent
unemployment, in Michigan. They want to work.

Senator SyMms. Thank you Mr. Chairman.
Thank you, Senator.
Senator DANFORTH. Senator Wallop?.
Senator WALLOP. No questions, Mr. Chairman.
Senator DANFORTH. Senator Boren.
Senator BOREN. Thank you, Mr. Chairman.
Senator Levin, I commend you on your good statement today. I

am very sympathetic with what you have had to say. Normally, I
do not favor trade restrictions, but in this situation, I think when
we look back at the contribution which our own Government has
made to the problems of the automakers, and when we look at
some of the unfairness that exists in trade policies between our
countries and particularly Japan, at the current time, it does make
me sympathetic to a temporary action of this kind. Although I
agree with what the chairman has said, if it could be negotiated, it
would of course be preferable.

But, I think the beginning of the process of these hearings should
be a message to the administration that there are many of us who
are ver, very rierious about providing some breathing room to our
domestic industry so it can have a recovery. w y

I was curious about your figure of 1 million, which you suggest-
ed. I didn't follow in detail how you arrived at that figure, and why
you think the- 1.6 million figure 'set in the bill is inadequate.

Could you go back over that again?
Senator LEVIN. I would agree with the chairman, that this is not

science, but art. It is an estimate of what will really provide some
relief. The best estimate we can make in our office is that 1.6 will
not provide a substantial relief for the problem, and that a figure
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closer to i million would. It is just a matter of computing the
difference.

Senator BOREN. What do you assume will be the level of imports
and units if no action is taken? If there is not a negotiated or
legislated solution?

Senator LEvIN. Somewhere between 1.6 and 2.0, depending on
the market. A lot depends on interest rates and the state of the
economy, and there is no certainty.

Senator BOREN. In fact, the first month of this year the rate
would be even higher than the two continued through a yearlong
average. Because, wasn't it over 200,000, I believe in the first--

Senator LEVIN. Indeed, it was, and was over two last year, as
well.

Senator BOREN. So, you are assuming that you would need what
order of magnitude in terms of reduction over the past year? How
many units freed up that the domestic market could target for?

Senator LEvIN. Well, I would hope up to 1 million over last
year's level.

Senator BOREN. Thank you very much.
Senator DANFORTH. Senator Baucus.
Senator BAucus. Thank you, Mr. Chairman.
Senator Levin, I think you provided this country with a great

service by testifying, as has the chairman of this subcommittee. I
don't think any of us are really clear as to how far we should go in
the United States to impose these kinds of barriers to trade. Most
of us are ambivalent about it. It is a very delicate question. It is a
very difficult question.

I personally, though, am a cosponsor of this resolution for two
reasons. One, to get the dialog going. We can't sit back and do
nothing in this area. I think the very least, the introduction of this
resolution will help to achieve a very positive result.

Second, I come from a State which tries to export a lot of
agricultural products. As you know, some Governments, including
the Japanese Government, pose fairly high barriers to our prod.
ucts.I understand that under GATT and under the multilateral trade
negotiations, the United States and the Japanese Governments
have worked out an agreement.

It is, however, my belief that we should go further in encourag-
ing various countries to lower their barriers to our products. Tat
is the second reason I am supporting this resolution, to send a
message to the Japanese Government, so that they know that we
too are serious about encouraging _them to lower their barriers to
trade.

I hope as a result of this, the resolution, this hearing, that we
will observe some reduction in their barriers to our products as
well.

Thank you, Mr. Chairman.
Senator DANFORTH. Thank you, Senator Baucus.
Senator Levin, you and any of the other Senators who would like

to join us on the committee, as the hearing proceeds, are certainly
welcome to do so.

Senator LEVIN. I thank the chairman. Again, I want to point out
that I think he has really taken some courageous steps. And again,
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the road which I know is difficult for you, for the committee, for all
of us, and the Congress, who believe in free trade in principle, but
who want it to be a two-way street, and have seen it not become
that, but instead have watched others take advantage of our open
doors, while doing to us in the beef industry, in the lumber indus.
try, in the tobacco industry, what the Japanese and others have
done.

I thank you.
[The prepared statement Of Senator Levin follows:]

STATEMENT OF SENATOR LEIvN

Mr. Chairman, I appreciate the opportunity to be here today. Since my views on
this issue are well known to the members of the Committee, I will keep my remarks
brief.

Mr. Chairman, this legislation takes an important philosophic step by modifying
and refining our traditional support for a total free trade system. That stop is, I
would suggest, an unavoidable one since we are the rare free trade nation in what is
a "restricted trade" world. When Japan, for example, sees its lumber industry out-
competed by American exports, they call for restraint on the part of American
lumber firms, as reported in the Wall Street Journal., When we, however, see our
auto industry injured ,by a flood of imported cars, while it is trying to modernize so
they can compete, we only begn to wonder if the situation is serious enough to
allow us to consider maybe asking the Japanese if they might be willing to sit down
and talk with us about some of the problems we are having.

The difference between our policies and the policies practiced in the rest of the
world has produced a sad legacy: rising unemployment and the attendant costs to
our treasury, on people, a declining industrial base which threatens jobs and our
security, and a decimation of basic industries like auto and steel. But once we have
accepted the fact that we need to provide temporary protection for our industrial
base and our economic future, the question we confront is what level of protection
gives us the greatest gain or the least cost.

Here, I am sorry to say, I have some problems with the legislation you are
considering. I believe that the line needs to be drawn at a lower number. Given the
current stockpile of Japanese cars now in our borders, and given the possibility that
there may be a good many more of them here than we know about now, it's
important to recognize that whatever the limit we set, the number of units available
for sale will be greater-at least 150,000 units greater according to at least some of
the estimates I have seen. Given the current economic climate and the projected
demand for new cars, a 1.6 million limit simply will not bring us the kind of sales
and employment return that we deserve to get.If we are going to make the shift in philosophy represented by quotas, then we
ought to set the permitted sales volume at a level which gives our domestic economy
the greatest boost. We shouldn't just say, "well we set quotas, our job is done." We,
have to set the quotas at the right level.

A level of 1,6 million is going to involve all the political pain associated with a
major philosophic shift without getting us as much of the practical reward we made
that shift for.

I urge you to come closer to the 1 million level which would represent meaningful
restraint and offer us a major chance for our domestic industry to get back o,) its
feet.

Let me make one closing comment. This weekend I met in three town meetings
with about 1,300 Michigan citizens. There is tremendous anger and deep hostility at
having by far the highest unemployment rate in the country. There is tremendous

. anger and deep hostility because, at the same time, the administration is proposing
maor cuts in protection for the unemployed.

There is tremendous anger and deep hostility that the President is now apparent-
ly waivering on the commitment he made in Michigan during the campaign that
government has a responsibility to convince the Japanese that, in one way or

another, the deluge of their cars into the United States must be slowed while our
industry gets back on its feet."

The people know that they are not going to be able easily to get back to where
they once were. Even if we totally banned the sale of'imports in this country my
home state will not soon return to its former fortunes. The people don't have
unrealistic expectations. They know what they have lost. But they al know that a
meaningful import bill can help them begin the process of recovery. It would be
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cruel to tempt them with quotas but deny them the relief they need. And it would
be foolish to come so far and then stop before we reached he kind of restraint
which would help return the industry and its workers to its feet.

Mr. Chairman, we have come a long way to get to the point of holding these
hearings on this subject. Your leadership has been instrumental in bringing us this
far. You have taken truly courageous steps on what I know is a difficult road.

Senator WALLOP. Mr. Chairman, could I just make a comment on
what Senator Levin has just said?

Senator DANFORTH. Yes, Senator Wallop.
Senator WALLOP. Thank you, Mr. Chairman.
It is all well and good to be a leader of free trade in the world.

But, to be a leader you have to have a few followers. So far, I see
us going over the hill all by ourselves.

Senator DANFORTH. Senator Quayle.

STATEMENT OF HON. DAN QUAYLE, U.S. SENATOR
Senator QUAYLE. Thank you very much, Mr. Chairman.
I would ask my statement be inserted in the record and in the

interest of time, I will summarize.
First of all, I would like to commend you for holding these

hearings. I hope they lead to a serious communication and a dialog
with Japan.

Foreign Minister Ito is going to be visiting this country on March
21 to March 24. Hopefully we can negotiate a voluntary restraint
and a voluntary situation that will be satisfactory to all parties.

There has been a lot of talk about free trade. We are for fair free
trade. Senator Wallop brought up the beef problem that he has. I
am sure it would also affect Senator Boren anil his State, and
others, including my own State.

The facts need to be pointed out when we talk to Japan that we
have, as of now, a $10 billion trade deficit with that country.

Japan is not the war-torn nation of the mid 1940's. This is not
1950. This happens to be 1981, and Japan is the third most success-
ful industrialized nation in the world today.

Along the same lines with Japan coming into the industrial,
world, a number of -us are concerned about its share and burden of
defense spending.

The United States, today, is prepared to increase its defense
budget authority by 25 percent in 1982. That will represent over 6
percent of our GNP, yet Japan retains a Maginot Line attitude of
only less than 1 percent of its GNP on defense spending.

But, today, Mr. Chairman, you have focused our attention on the
auto industry, and coming from the State of Indiana where one of
five of my fellow Hoosiers are employed in the auto industry, it is
of great and serious importance to me.

It seems that there are basically three alternatives.
One, we can go ahead with the legislation proposed by you on the

mandatory quotas, which all of you have expressed a serious prob-
lem of getting into protectionist legislation.

Two, we could do nothing, which would be wrong.
Or, three, I think we could offer a tax credit for the purchase of

new American-made automobiles and light trucks.
Mr. Chairman, when I first talked about a tax credit, my ques-

tion, as the question of all of you would be, was: "What is going to
be its drain on the Treasury?" If we are going to get into a tax
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credit for the purchase of new American-made automobiles, isn't
this going to be a severe adverse effect on the revenues, in this day
of scarcity of revenues?

I have done a study and used some assumptions. I would like to
go through it with you, on a chart, that will show and make the
argument that we coulH, in effect, not have a loss of revenues, but
the net effect, particularly by putting back to work 440,000 people
inaperiod of a year and a half-by the end of December 31, 1982-
that the net effect to the Treasury would be an actual increase.

Let me just go through the chart with you on the sales side. We
are now at selling 7.5 million cars and light trucks. Assume you
have a tax credit which I propose of $750. According to the CBO
estimates, any 10-p.-.cent decrease in prices increases sales by 25
percent.

A 25-percent increase over a period of a year would generate 2
million additional sales. In a period of a year and a half, which this
tax credit would cover, 3 million additional sales would be generat-
ed.

One job is created for each additional 4.5 units sold. I think this
is fairly common knowledge with the auto industry on the impact
of additional sales on employment.

If you have 2 million additional units sold you are talking about
440,000 jobs.

This breaks down-and these again are industry figures-120,000
jobs directly, and indirectly through the suppliers another 320,000.

Now, let us look at the Treasury and the impact of this plan on
the return and the costs.

According to present figures, with unemployment compensation,
TAA, food stamps, the loss of revenues by being tax consumers
rather than tax producers, it costs the Treasury about $14,000
annually for each unemployed auto worker.

Over a period of a year and a half, that would be $21,000. You
multiply that times 440,000, and you get $9.2 billion.

In addition, there would be an additional tax on the companies
that would be into a profit mode. You can add $2.2 billion.

The drain on the Treasury of a straight tax credit of $750 multi-
plied by, we estimate, 4.2 million cars and light trucks being sold,
comes to $10.7billion.

So, in conclusion, Mr. Chairman, even if there is an agreement
reached with Japan, I would say that perhaps we should proceed
with this tax credit. We did it for the housing industry, in the
recession of 1973-74, for the purchase of new residential homes. It
would be temporary, and it is something that if you take these
costs and say, 'We are going to continue this unemployment," that
the net effect is not as serious as some may believe.

Thank you for allowing me to testify.
Senator DANFORTH. Thank you, Senator Quayle.
Senator Chafee.
Senator CHAFEE. I have no questions. Thank you, Mr. Chairman.
Senator DANORTH. Senator Quayle, I think this idea is certainly

worth exploring. There are a number of things we can do to help
the automobile industry in the tax area, with regulatory reform,
and so on. I think we are going to have to proceed on a number of
fronts at the same time.
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I would only point out that it is my view that import restrictions
are a necessary ingredient. They are the sine qua non of trying to
help the automobile industry regain its strength. They are not the
only thing we can do, but an absolutely essential part of what we
can do. We must at least achieve this.

Senator QUAYLE. I would only say that it seems everyone we talk
to about restraints or mandatory quotas through the legislative
route, that most people anguish over the thought of having to do
that. They really don't want to do it, but we have no alternative.
As you said, it may be essential that we do, but nobody really
wants to do it.

Well, if we don't really want to do it, I am simply offering an
option that may get to the same result, particularly if we can point
out to Japan, and I commend you for bringing this to the attention
of everyone, that we could have. some sort of voluntary arrange-
ment.

Senator DANFORTH. Thank you very much.
Senator Grassley.
Senator GRASSLEY. Thank you, Mr. Chairman.
Senator Quayle, I obviously agree with the approach that you are

taking. Last year, as a Member of the House, I drafted legislation
creating a tax credit for the purchase of domestic cars up to a
certain amount of money.

Senator QUAYLE. There have been suggestions and during the
research that fuel economy should be the prime issue. There are all
sorts of requirements that you could put on to qualify for a tax
credit to use this as an incentive orientation.

But when you get down to the bottom line of trying to write
something like that and trying to have the public understand it,
the best approach we felt was just simply a tax credit for the
purchase of a new American-made automobile or light truck.

Senator GRASSLEY. I ran into the problem of trying to justify a
tax credit for very, very expensive cars. Also, because most ,or at
least a large share of the small, fuel-efficient cars are in the
cheaper price range, a price limit has the beneficial effects of
justifying it for those who feel the purchase of luxury cars should
not be subsidized promoting fuel efficiency.

So, I am only throwing these two additional considerations out
for your consideration as you pursue this bill through the legisla-
tive process.

Senator QUAYLE. Yes.
Senator LEvIN. Thank you. _
Senator DANFORTH. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman.
Thank you, Senator Quayle, for bringing your idea to the coni.

mittee this morning. I just have one question. According to your
figures here, where there won't be any drain on the Treasury, why
did you limit it to $750?

Why, not $1,000, or $1,500?
Senator QUAYLE. Well, we picked $750. There are those who

advocate a higher tax credit and, of course, if you have a higher
tax credit you would have perhaps more sales.

If you would like to go higher, I would welcome you aboard.
Perhaps'they might compromise at the Quayle point of $750.
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Senator SYMMS. How did you come up $750?
Senator QUAYLE. Well, we looked at anywhere from $250 to

$1,000. Where we came up with the $750 was basically an in-
between figure.

Senator SYMMS. In your research you must have thought about
this from the rebate programs of some of the major auto suppliers
you have run. What has happened to their sales after the rebate
comes off?

Senator QUAYLE. Well, this would be an additional incentive.
They can't continue to give rebates and expect to retool and recapi-
talize.

They have to be taking some of that money and putting it back
into capital formation. No matter what happens to the arrange-
ment with Japan, and if they can come to some sort of voluntary
arrangement, fine. But I think legislation like this for a fixed
period of time to help the auto industry out and get it back on its
feet would be perfectly proper.

You have to realize that the Government was certainly a contrib-
uting factor in the demise of the auto industry in this country of
ours. I am not going to say.that the management in Detroit didn't
make some disastrous decisions, because they are culprits also. But
our tax policies, our regulatory policies, our Government action
toward the auto industry, and an entire industry, certainly has
contributed to the situation in which it finds itself today.

So, for a short period of time, since we are so dependent and
interrelated to the auto industry, that a tax credit would be proper.

Senator SYMMS. In other words, you would prefer to have this
passed by legislation than you would to have a volunteer agree-
ment settled by the trade negotiators from Japan and the United
States?

Senator QUAYLE. Actually, I hope we. can have both.
Senator SYMMS. You would like to have the voluntary restraint

and this to get it going?
Senator QUAYLE. I think Japan is going to have to realize that

they just can't open up their markets or flood our markets while
they restrict our markets over there.

We are for free trade. You go back to even Adam Smith, who
said that whenever a government subsidizes an industry there is a
way for another government to retaliate.

There is no doubt that there are trade barriers and there are
institutional barriers in Japan to our businesses here. It is time to
come to grips with this problem on a bilateral basis with Japan,
which would result in voluntary restraint, voluntary ag eement.
But even on top of that, which I hope we can achieve, I think a tax
credit for a short period of time is simply desirable and would
definitely be beneficial to the auto industry.

Senator SYMMs. Thank you very much. Thank you for being
here.

Senator DANFORTH. Senator Wallop.
Senator WALLOP. No questions, Mr. Chairman.
Senator DANFORTH. Senator Boren.
Senator BOREN. I have no questions, Mr. Chairman.
Senator DANFORTH. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
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Senator Quayle, did I understand you correctly to say that these
are CBO estimates?

Senator QUAYLE. Some of it is.
Senator BAUCUS. Which is and which is not?
Senator QUAYLE. CBO is the additional sales, where the credit

assumes a 25-percent increase in sales, with a 10-percent decrease
in price. That is a CBO estimate.

Senator BAUCUS. Is that a matter of general principle or is that
for American cars and light trucks?

Senator QUAYLE. That is a matter of principle.
Senator BAUCUS. So CBO has not said, "OK. If this were to

become law that this would be the result in terms of American cars
and trucks." Is that right?

Senator QUAYLE. What they are saying, and their assumption
says that if you reduce the price by 25 percent, which in effect a
$750 tax credit would average, because thie average cost of the--

Senator BAucus. I know. That is speaking generally.
Senator QUAYLE. We took basic assumptions from credible

sources and then applied it to our factual situation.
Senator BAUCUS. But does CBO say that if the $750 tax credit

were p ass that there would be 2 million additional cars pur-
chased in America?

Senator QUAYLE. No. As a matter of fact, their actual case, and I
don't have it here, was a tax credit I think of $1,300, and was
much, much higher. They said it would show it would have these
additional effects.

Senator BAUCUS. So this is not a CBO estimate.
Senator QUAYLE. I am not saying that this, all of this together.

What I am saying is the CBO estimate, is their assumption and
statement here that if you reduce the price by 25 percent you will
get a 10-percent increase.

Their actual assumption was a much higher tax credit.
Senator BAUCUS. Thank you.
Senator DANFORTH. Senator Quayle, thank you very much.
Senator QUAYLE. Thank you, Mr. Chairman.
[The prepared statement of Senator Quayle follows:]

STATEMENT BY SENATOR DAN QUAYLE OF INDIANA

Mr. Chairman, the auto industry, which has provided employment for one in five
of my fellow Hoosiers, is laboring under a heavy burden of high interest rates,
sagging sales, huge capital expenditures and rowing foreign imports.

The Big Three automakers lost over $4 billion in 1980 and Chrysler made history
posting a loss of $1.7 billion, the largest ever for an American firm.

The situation in the auto industry is critical, not Just for my home State of
Indiana, but for the Midwest, where 90 percent of automotive parts are manufac-
tured, but the entire nation as well.

Although sales have improved somewhat in recent weeks, sales of domestic cars
and trucks remain severely depressed-approximately three to four million vehicles
below normal.

Some employees have been recalled, but more than 200,000 hourly-related work-
ers continue on lay-off. Add to these the unemployment and reduced hours among
auto supervisory staff and workers in related industries and you have painted a
statistical picture of the economic costs of lower car sales. We have all seen and felt
the human costs behind these statistics.

As I see it we have three options: We can do nothing and hope that it all works
out in the end. It might work out but the costs in human suffering would indeed be
great.
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The second choice, which will be discussed at length today, is to restrict imports
of Japanese automobiles to 1.6 million units a year for the next two years, a drop of
800,000 units from 1980 Japanese imports.

Forced restrictioii of imports is not the answer to restructuring domestic auto-
motive demands. Even if Japanese imports were cut back to 1976 levels, the resul-
tant Increase in U.S. domestic sales would be less than one million units annually
under the most optimistic assumption of switching buyers to U.S. made autos. The
auto industry would be helped just enough to encourage other industries to seek
import restrictions without restoring the basic level of demand the industry needs.

A third alternative is a tax credit. This proposal would increase sales by granting
a $750 tax credit to purchasers of domestically produced cars and light trucks,
excluding fleet sales. This credit would last for only 18 months.

The effects of the tax credit are illustrated in the chart before you. Without the
credit, domestic nonfleet car and truck sales are likely to continue at 7.5 million
units annually. The credit would reduce prices by an average of 10 percent, raising
sales by roughly one-fourth, to an annual rate of 9.5 million units.

The two million additional units sold, shown by the hash marks in the first panel
will create-more accurately restore-an estimated 440 thousand jobs. The second
panel shows the number of restored jobs, about 120 thousand in the auto industries
and the remainder in supplier and service industries. These figures are based on the
generally accepted ratio of one job for every four to five additional units sold.

The substantial cost of the credit (estimated at $10.7 billion for the credit eligibil-
ity period from July 1, 1981 to December 31, 1982) will be more than offest by the
returns to the government in the form of increased tax revenues from employed
workers and reduced payments for unemployment compensation, trade adjustment
assistance and other government transfer payments. The value of these payments
we estimate, would be in excess of $11 billion for the 18 month period if auto and
truck sales remained at 7.5 million units.

The net return to government, which we estimate at nearly three-quarters of a
billion dollars, obviously depends on a number of responses that can not be project-
ed exactly.

The reverse side of the chart contains the specific assumptions used in our
estimates. They are similar to those used by the auto industry aid in a cross section
of independent studies. The net return may turn out to be somewhat smaller or
larger. On balance, however, we believe that the tax credit will be at least matched
by the return. Certainly restoring the jobs of 400,000 workers must be given consid-
erable weight in addition to the monetary gain to the Treasury.

Likewise, an increase in auto and truck sales of 2 million units during the next
year and a half would give the industry the aid it needs to get through this difficult
transition period. At the same time it offers a real opportunity to attract American
buyers to American-made products.

I urge the members of this Committee to give serious consideration to a tax credit
for purchase of American made vehicles as an alternative to placing restrictions on
foreign imports.
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ASSUMPTIONS .AND CALCULATIONS FOR $750 TAX CREDIT

Credit applies to domestically produced cars and light trucks
purchased between July 1, 1981 and December 31, 1982
(excluding fleet sales)

Projected level of unit sales; (annual rate for second half '81
and full year '82)

with credit 9.5 million cars and light trucks
without " 7.5 million cars and light trucks

2.0 million additional sales per year
(3 million for credit period)

Additional sales with credit assumes approximately a 25t increase
in sales for a 104 decrease in price*

One Job is created (or restored) for each additional 4.t units sold

2 million units a 440,0000 jobs / 120,000 direct(automotive workers)
/ 320,000 indirect(suppliers 4 other)

Return to Government (from reduced unemployment, ttade adjustment
assistance, other transfer payments, increased tax revenues)

$14,000 annually per worker ($21,000 for 1 1/2 yr credit period)

440,000 reemployed workers x $21,000 - $9.2 billion

3 million additional units sold for credit period
provides $2.2 billion more in corporate taxes from
auto and truck firms.

3 million units x $740 per unit w $2.2 billion

Total Return to Government,

$9.2 billion + $2.2 billion * $11.4 billion

Cost of tax credit

14.25 million x $750 per car * $10.7 billion
(9.5 million units per year for 1 1/2 years)

Net Return $0.7 billion

*Assumes an average price of $7500 and a short-term

price elasticity of -2.5; these assumptions are the same as
those used in a Congressional Budget Office staff paper on the
auto industry (July 1980)

Annual average for auto and related supplier worker
based on data from The U.S. Automobile Industry, 1980, Department
of Transportation, January 1981(data adjusted to 1981-82 wage levels)
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Senator DANFORTH. Senator Riegle.

STATEMENT OF HON. DONALD W. RIEGLE, JR., U.S. SENATOR
Senator RIEG.. Mr. Chairman, I appreciate your leadership on

this issue. This is a tough, strategic problem for this country. You
have helped bring it into focus. I am grateful for that.

I might say, too, that the three members of the administration
who are here, Secretary Lewis, Trade Representative Brock and
Secretary. Baldrige, have all done fine work in the early days of
this administration to understand this problem and develop an
approach to solve it.

If I may, I will summarize my prepared statement.
First, the level of auto imports is an urgent problem. It inflicts

significant costs to our economy in terms of unemployment, a
tremendous drain in our balance-of-payments deficit, and a sub-
stantial increase in the Federal deficit. Something has to be done
about it. If left alone, the problem will not solve itself, it will get
worse.

I want to show you how the Japanese market penetration has
developed by State. Most public reports talk about a Japanese
market penetration of about 22 to 23 percent now. Some have
claimed that such a penetration rate is artificially high, and will
recede. However, the national rates actually understate substan-
tially the trend line we are on.

[Referring to map.]
The Japanese auto industry's entry into the American market

has followed a two-coast strategy. The States colored bright purple,
on the west coast and on the east coast, are States where the
market penetration by the Japanese is greater than 21 percent.

In California, the market penetration by the Japanese is almost
39 percent; 38 percent in Oregon, 36 percent in the State of Wash-
ington, 30 percent in Idaho, and 29 percent in Utah. Similarly high
rates are found in a number of other Western States

The same thing is found on the eastern seaboard. In Maine the
prcentage penetration is nearly 24 percent, about 23 percent in

uth Carolina and so forth all along the coast.
Where the Japanese have concentrated their efforts, they have

captured very high percentages of total sales. They have not yet
completed the expansion of their distribution network into the
center of the country; it is only a matter of time before they do.
Mr. Toyoda, and many others, have made that clear.

So, there are no natural forces that will drive down the market
penetration rate. Unless there is effective national action, Japanese
penetration nationally will continue to rise.

I think there is no surer way for the United States to lose its
basic economic strength and its ability to project leadership around
the world, both economically and militarily, than to have the
American industrial base essentially cut in half.

That is the threat that is brought by, the invasion of the Japa-
nese cars and trucks. It hits our auto industry now, but it has its
spillover effect in the steel industry and rubber and glass and the
machine tool industries. The impact will fall across a number of
key sectors of the economy.
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In short, if nothing is done the problem will get worse, and there
will be grave consequences for our country.

Now, some have claimed that to do nothing would uphold the
principle of free trade. That is an outrageous proposition.

I have seen that position set forth in editorials in the Wall Street
Journal and the New York Times and the Washington Post. They
all sound as if they are written by the same writer. They all urge
the United States to uphold the virtues of free trade in auto.
mobiles. Where do we find a free world market in automobiles? We
don't have free trade in automobiles. We have not had it for 20
years.

The Japanese market has always been closed to American cars
for all practical purposes. That is how Japan built its auto industry
into a tremendous corporate colossus.

That is why Japan this year will send 2.2 million cars into the
United States, take back less than 20,000 of ours. In fact, no
country has been allowed to penetrate the Japanese auto market.

So, the notion that we have free trade is outrageous on its face.
The powerful barriers to trade are seen in the fact that the price of
an American car in Japan is three times its retail price here in the
United States.

I would like to make the following suggestions for working out
import relief here.

First, any limitation must be effective. It can't be fuzzy and
ephemeral. It can't rest on gentlemen's agreements that aren't
verifiable.

Whatever arrangement is worked out, whether it is an orderly
marketing agreement, a voluntary restraint agreement, or a legally
imposed quota, has to be precise and it has to be something that we
can monitor.

Second, the U.S. Government must develop the capacity to care-
fully monitor the number of cars coming into the country under
any agreement. There have been many reports that cars have been
stockpiled here in the United States over the last several months
and that Japanese companies have been underreportig their ship-
ments and sales. Any agreement must include those cars that are
currently in the inventory.

Third, the level must not be set at a level that is too high.
Legislation that is now pending would establish quotas at 1.6 mil-
lion units. That is much too high for a starting point of negotia-
tions. I think the final agreement must reach a level between 1.2
and 1.6 million units.

Finally, the agreement must span the period needed by the U.S.
auto industry to adjust to new conditions of international trade. I
don't think a 1- or 2-year agreement will be sufficient. Breathing
room must be provided for at least 3 years, and it may have to be
longer than that.

But, even the highest limits that have been discussed here in
Congress would still be vey generous to the Japanese. In fact they
wouId be more generous than those any other nation in the world
has offered the Japanese. I should think that they would be de-
lighted to have the most stringent agreement we have considered.

Mr. Chairman, we may face a surge in auto sales this spring. I
hope there will be. I hope interest rates will come down enough so

77-112 0-81-8
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people can afford to buy cars again in large numers. Sales will
have to rebound sometime during the next year or two.

But if the Japanese walk away with the increased sales, that is
going to be a tremendous additional setback to all the American
producers. Each company is running massive deficits at this time,
as you well know.

Mr. Chairman, I hope this committee will act forcefully. I think
we can solve the import problem responsibly. I think we can work
it out either in law or at the administrative level, but it is essential
that something be done before we find ourselves with permanent
damage that we are unable to repair.

Senator DANFORTH. Senator Riegle, thank you very much.
Senator Chafee.
Senator CHAFE. Mr. Chairman, in your opening remarks you

said part of the problem of the U.S. auto industry has been caused
by the U.S. Government.

Could you amplify on that a bit?
Senator DANFORTH. Well, I think that this is clearly the case. I

think that therefore, when, as Senator Riegle pointed out, the
editorial writers write on this subject, they clearly have it back-
wards. I do not believe that laissez-faire economics means that the
Government is free to make a mess and then walk away from it.

It is clear that governmental policy has contributed greatly to
the problem that we now face. I am sure that there is a lot of
blame to go around. You pointed the finger at the industry, at the
UAW and so on, but I think Government has also played a sub-
stantial role in this.

How? First, governmental energy policy. We have artificially
restrained the price of gasoline, for the best of purposes, namely,
compassion on the part of Government, but the effect was created
in the minds of the American people the sense that they could
afford to buy large cars.

In the minds of the automobile manufacturers it created the
notion that they could afford to continue producing large cars.

Then, when the OPEC cartel began raising the price of gasoline,
when governmental energy policies led to the fuel lines which were
created in early 1979, suddenly, very suddenly, there was a rush on
Japanese automobiles, because the Japanese were in the business
of producing small cars. Until that rush, the Japanese cars were
not very widely sold in the United States. But, between 1976 and
1980, total Japanese sales went up from about 900,000 to about 2
million.

Second, regulatory policy has not fallen equally on the Japanese
and on the UnIted States, and again, for the best of purposes, we
have placed all kinds of restrictions on American manufacturers;
environmental restrictions, safety'restrictions, and so on.

Even the way we wrote the air bag restrictions the burden fell
first on the large cars which were made in the United States,
which I might add, are the safest cars. Then they fell on the small
cars, the Japanese cars, despite the fact that statisticilly, the six
most dangerous cars sold in the United States are produced in
Japan.

Senator CHiAFm. Thank you.
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Senator DANFORTH. Finally, with respect to the need to invest in
new plant equipment, which yqu pointed out so eloquently in your
opening statement, I think that It is clear that our governmental
tax policies are not the kind which make it possible for industry to
recoup the replacement cost of plant and equipment through depre-
ciation.

Basically, we have provided inadequate incentives in this country
through governmental policies for the sort of retooling which we
need to save this industry.

I think that the Government is up to its elbows in this problem
and that Government therefore, can't just walk away from it.

Senator CHAFPE. Thank you, Mr. Chairman. I would point out
that the air bag legislation never took effect.

Senator Riegle, on the first major point you made about U.S.
energy policy artificially restraining the low price of gasoline you
consistently voted for the limitations on the prices of oil, did you
not?

Senator RIEGLE. That's correct.
Senator CHAFEE. Thank you.
Senator, why are the Japanese cars selling so formidably? Why

are the American consumers buying them? Are they forced to buy
or do they prefer the Japanese cars?

Senator RiEoLE. I think Senator. Danforth summarized that quite
well. We had a tremendous change in market demand in the
United States, Senator Chafee, and it came very suddenly. There
was a very rapid shift when oil supplies were short and prices went
up through the roof.

As a matter of fact, the shift was so dramatic that in a period of
2 weeks' time, almost all the traffic that was in the showrooms of
domestic producers just moved across the street into the show-
rooms of the foreign car producers.

Before the oil shock hit us, the cars that were not selling were
the small foreign cars. Larger American cars were preferred by
most of the buyers in the United States.

Now, we can sit there and say the American automakers were
wrong. And perhaps, in retrospect, they were wrong. It is always
easy to be right in retrospect. But there was a radical change that
no one had anticipated. It has given the Japanese a great windfall.
They have enormous profits to finance the expansion of their
dealer network and the modernization of their products.

We are kidding ourselves if we think that there is little danger
that all States will show a much higher level of foreign car sales.

All we are asking for is to give the American industry and its
workers the chance to get back on their feet and compete. If we do
nothing, we are going to drain the lifeblood right out of this indus-
try and the industrial power is going to end up in Japan. I think
that would hurt America.

Senator CHAFEE. Senator, is price a problem?
Senator RIEGLE. It is part of the problem.
Senator CHAF E. Is it not true that price is a problem as indicat-

ed by the rebates offered by the U.S. auto manufacturers; thus,
stimulating the sales of U.S. cars?

Senator RIEmJ. Price is part of the problem. Some people feel
that the rebates are offsetting the high interest rates.
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That may be the case. I am not sure whether the problem is the
interest rates or the base price of the,car. Clearly, if we could move
the prices down lower that would be better.

I might say, however, in response to your point on airbags, that
huge amounts of money were spent by this industry on airbag
research and. airbag tooling. That cost is reflected in the price they
must charge for cars. Hundreds of millions of dollars were spent.
That is part of the price burden that we are referring to here.

Senator CHAFER. What are the United Auto Workers doing to
contribute to this? Let us take'the Ford workers. I am not tal ing
about giving up future pay raises, I am talking about immediate
cuts.

As you know, in the testimony received, the United Auto Work-
ers are the highest paid workers in the Nation.

Senator RIEILE. That is not exactly true. I mean, they are cer-
tainly not higher paid than the airline pilots or many of the people
of the Teamsters Union.

Senator CHAFEE. I don't think we want to compare an airline
pilot to a production worker on the Ford line.

Senator RiGLE. Well, you said organized workers who were orga-
nized under a labor contract.

Senator CHAFEE. Yes. Industrial production workers. The ndica-
tions are that with fringes, wages are around $19 an hour.

Also indicated is that they are about 50 percent higher than the
average industrial worker in the United States.

Now, are they taking cuts? I don't mean giving up future bene-
fits, I mean immediate cuts?

Senator RIEOLE. Well, I think you raise an important issue. It
should be discussed in a serious way. Wage differentials among
industrial sectors within the United States or between U.S.
autoworkers and Japanese workers are difficult to measure precise-
ly and result from complex causes. Those differentials will have to
be understood, but we must see them in a broad context.

We have seen a reduction of wage rates in the Chrysler situation,
as you know. The Federal loan guarantee package forced that
adjustment.

Senator CHAFED. I will be interested in the testimony, but I don't
believe any Chrysler worker took a cut. I believe Chrysler workers
took a reduction in future benefits. But I don't believe the testimo-
ny will show any of them took cuts. So, they remain the highest
paid workers in the country.

What bothers me, Senator, is that you are asking the workers in
my State, who are earning half of what a Chrysler worker or a
Ford worker is earning, to be restricted in the type of automobile
he can buy and to be forced to pay a higher price in order to
support your workers.

Have great difficulty believing this to be fair.
Senator RiuLE. Well, first-of all, they are Americans. Whether

they happen to work in Rhode Island or work in Michigan, I would
hope that we in Congress would think of them as working in the
United States.

I think the question of comparative wage rates is an important
one. I would hope that the committee would look at that.
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You know, part. of the UAW wage package that you refer to
includes the cost of the health care program that the UAW has
negotiated for its workers.

There is a national health care system in Japan. So that the cost
of those same benefits are not calculated into the wage rates of the
Japanese workers. That is a substantial factor.

Now, you may, not want to treat that as an important considera-
tion. I think it is, I think we ought to look at such issues carefully
before we firm up our opinions on wage rate differentials.

The wage differences are discussed in the DOT report. I would be
happy to have that issue put on the table and discussed, along with
all the other items. I don't think we can side-step that question.

Senator CHAFES. Thank you.
Thank you, Mr. Chairman.
Senator DANFORTH. Senator Grassley.
Senator GRASSLEY. Mr. Chairman, I have no questions. Thank

you, Senator Riegle.
Senator DANFORTH. Senator Symm.
Senator SYMMS. Thank you, Mr. Chairman. I have no questions.
Senator DANFORTH. Senator Boren.
Senator BOREN. I have no questions. Thank you, Mr. Chairman.
Senator DANFORTH. Senator Baucus.
Senator BAUCus. Thank you, Mr. Chairman.
Will prices of American cars go up if this resolution passes?
Senator RiFGLE. I think that, as part of the understanding, there

should be price restraint by the American producers. If we o
forward with some kind of import limitation which I think would
be sound for the country and help rebuild the industry, I think it is
reasonable to expect price restraint by domestic producers.

Senator BAUCUS. On the face of it, if there is a limit on imports,
one would expect prices of American products to go up.

Senator RIEGLE. I don't think we should accept that premise.
Senator BAucus. Apart from any restraint. You are saying you

would expect some restraint on the part of the industry. That may
be the case, and that is fine, but apart from that restraint, on the
face of it, that would be the first reaction, wouldn't you think?,

Senator RiEGLE. Well, I would hope that we can continue to keep
downward pressure on prices. I realize it is difficult to do that. But
it is important to keep the prices at a reasonable level.

We should not accept an artificial increase in prices as a result
of a reduction in foreign imports.

Bear in mind, all the domestic producers now have small car
models available and they have unused productive capacity. There
is competition now among all the American producers with four-
cylinder, front wheel drive, high-mileage cars.

We have production lines sitting idle for K cars, for the new
Ford entries, the Lynx and the Escort, for the GM cars, for VW of
America, and for American Motors small cars. That is hurting this
country.

I think that will provide price competition. I think some moral
persuasion can help here also.

Senator BAucus. We all agree this is a pretty complex problem. I
frankly think that part of the reason for the apparent decline in
the American automobile industry is the failure of American man-
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agement to aggressively try to market our products, in this case
cars, overseas.

Certainly Japan has tried to market its cars in our country. That
is why we are here.

Senator RIEOLE. Senator Baucus, you really can't get into the
Japanese market.

Senator BAUCUS. That is the point I am getting at.
So, what efforts has the industry undertaken to try to lower

some other trade barriers in Japan?
We hear the industry coming up here and they want to limit the

number of cars that come into the United States. It seems to me
part of the problem is what Japan is doing to us. So, what efforts is
the industry taking to try to encourage Japan to lower its barriers
of trade so that Xmerican companies can begin to market their
products overseas as aggressively as other countries have marketed
their products in our country.

Senator RIEGLE. I don't think the auto companies can get that
job done for us. I think that is a Government-to-Government issue.

Senator BAucus. We don't see the auto industry coming up and
asking us--

Senator RIEGLE. Oh, yes they are.
Senator BAUCUS [continuing]. But now you don't see them

coming up in a steady stream as effectively as they. are on this,
trying to lower the amount of Japanese cars coming into our
country.

Senator RIEGLE. That is right, but there is a reason for that. If
the Japanese today said they were going to lower their indirect
barriers tomorrow morning, that doesn't solve the problem for us.
They would have had to do that 5 or 7 years ago to be of any help
over the next year or two. In fact, in a sense, that is a ploy used by
some Japanese in debate.

Senator BAUCUS. That would help us 5 to 7 years from now,
though.

Senator RIEGLE. Yes, but our problem is today. We are trying to
craft a remedy that deals with a desprate emergency.

Senator BAUCUS. I understand that, but I think we are also
trying to'craft a somewhat middle-term, long-term resolution, as
well, in addition to an immediate short-term resolution.

Senator RIEGLE. I know an auto dealer in Detroit who is pre-
pared to open a retail dealership in Tokyo within the next 2
months if he can get the Government approval to set up shop and,
start selling cars. He can't get the approval. That is how open the
Japanese market is.

Senator BAUCUS. Thank you.
Senator DANFORTH. Senator Riegle, thank you very much. Since

the outset of this problem you have been the foremost leader in the
Senate in trying to establish a better climate for the American
automobile industry. I appreciate your presence. If you would like
to join us, you are welcome to do so.

Senator RIEGLE. Thank 'you very much. I would like to. Maybe I
can sit next to Senator Chafee. [Laughter.]

[The prepared statement of Senator Riegle and chart follow:]
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Testimony of Senator Donald W. Riegle, Jr.
before the Senate Trade Subcommittee

March 9, 1981

Mr. Chairman, I want to thank you for this opportunity to share
my views on the need for limiting ihe importation of Japanese cars
into this country.

I am convinced that these hearings are an important part of what
may be our last good chance to avoid serious, lasting damage to
this Nation's most basic industry. Hundreds of thousands of American
jobs will be affected by the public action - or inaction - that
ultimately results from this subcommittee's work.

Mr. Chairman, the problem of rising Japanese imports has been
the subject of Congressional hearings for months. Strongly worded
warnings have gone out again and again to Japanese carmarkers. Time
and again, Japanese officials have assured us that they are sensitive
to our concerns and that they will ease off. Instead, the Japanese
have continued their predatory market strategy.

Six months ago I testified on this problem before the International
Trade Commission. I ask that my testimony at those hearings be
included in the recordiat the close of my remarks. Last November,
the ITC concluded that current U.S. law did not permit them to offer
relief.

Since then, the import problem has only gotten worse. The latest
reports indicate that the Japanese captured a 23.7% share of the U.S.
market in February. That is an annual rate of 2.2 million units.
All imports accounted for 28.8% of U.S. car sales.

The U.S. industry can't sustain that loss of market share. Noother nation would permit the damage that we have already suffered.
The numbers are staggering:

- Over 360,000 workers laid off in auto manufacturing and related
industries.

- Tens of thousands more who have fallen off the unemployed rolls
and no longer counted.

- 1607 auto dealerships closed in one year.

- Auto companies with over $4 billion in losses just when they
must finance the most massive capital investment program in
history.

- Thousands of supplier firms with financial positions stretched
to the breaking point.

Mr. Chairman, we are near the point of no return in slowing down
foreign auto imports.

Some have claimed that if we do nothing, the import share will intime drift from 29% back to their historic levels of about 15%. I
believe that is Just whistling in the dark. In fact, the national
import figures mask how serious the threat has become.
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(Hap attached)

The Japanese have been carrying out a two coast strategy - estab-
lishing and expanding their distribution system. The potential for
market penetration is demonstrated by looking at the state figures.
There are no natural forces that will draw the Japanese back to 15%
of the market. As you can see, they have a 36% or greater share
in the three Pacific Coast states and sizeable share in many other
states.

-Some have claimed that we should not treat Japanese companies
unfairly. I believe that the Japanese have taken unfair advantage
of Americatsopen markets more than any other country. American products
are shut out whenever the Japanese think they will disrupt their
markets. The problem of the lumber industry was recently in the
news. (Include article in the record.)

Some have claimed that U.S. auto companies should compete in
the free markets with Japanese companies. I believe that this
premise indicates a fundamental misunderstanding of the world auto
market. The Japanese auto industry grew behind massive trade barriers.
Japanese auto exports still benefit from powerful government assistance
that we are only beginning to understand.

Mr. Chairman, it is clearly in the national interest that the U.S.
auto industry over the next four years be brought back to full
international competitiveness and technological excellence. This
need was clearly outlined in the Department of Transportation study
on the auto industry that was released January 11, 1981.

No one suggests that imports are the sole cause of the problem* of
the U.S. auto crisis. And no one believes that import restraint alone
will solve the problems.

I am convinced that no effort can succeed unless Japanese imports
are reduced, and reduced far below their current levels while the
U.S. auto companies are adjusting to new market conditions. Less
regulation and lower interest rates will help, but even with these,
we will still need temporary import restrictions.

It appears that the Administration is nearing a decision on that
issue. I am sure that strong action would receive overwhelming
support from Congress.

If we are not careful, however, this historic opportunity for
solid relief may be lost with cosmetic gestures. I want to
register four concerns.

First, any limits must be effective. News reports Indicate
that the Administration may turn to a voluntary arrangement rather
than an enforceable orderly marketing agreement or mandatory quotas.
Reducing the Japanese auto imports is a complex goal, that may be
best achieved by negotiations between the U.S. Government and the

4
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Japanese. but we cannot be satisfied with an agreement that does
not include rigorous and thorough monitoring. I ask this subcommittee
to make sure that the U.S. government is given the tools to monitor
any agreement closely and enforce its provisions if necessary.

Second, limits must be imposed so that Japanese car sales
really are controlled during this transition period. I have been..
hearing from several sources that Japanese companies have for
months been shipping far more cars into this country than the
trade reports have indicated. I have been told that they may be
stockpiling hundreds of thousands of cars~in anticipation of
import limits. I respectfully request that this Conittee ask the
GAO, the CommroeDepartment and the Customs Service to verify
the number of unsold Japanese cars that are now on U.S. soil. Certainly
these 'stocks should be deducted from the first year import volume
permitted under any agreement.

Third, the level of the import limits must at the start be set
low enough to be effective. The Danforth/Bentson bill suggests
a quota of 1.6 million vehicles per year for three years. Perhaps
that level might be too high. If U.S. auto sales remain weak - as
most analysts expect - a starting level of 1.2 to 1.4 million Japanese
imports might be far more appropriate. If total U.S. sales recover
sharply, the limit could then be eased in future years.

Fourth, if any legal hurdles stand in the way of an agreement,
Congress should promptly remove them. I understand that the
Administration believes that the President now has authority to
negotiate an import limitation agreement with the Japanese government
and that the Japanese firms would be protected from U.S. anti-trust
suits if the Japanese government establishes the agreement by law.
If it appears that U.S. anti-trust laws could be used to obstruct
any such agreement, Ivould be happy to work with you, Mr. Chairma,
and other members of this committee to see that the necessary
exemptions are enacted quickly.

Mr. Chairman, the damage to our auto industry is on the verge
of getting out of control. Our willingness to tolerate-Japan's
damaging trade policy has gone on far too long. We have to
cut back the inflow of foreign cars firmly -- and RIGHT NOW. We
have to hold down those levels temporarily, while the U.S. auto
industry converts its product lines and production facilities.
Otherwise, Americans are going to pay dearly for the cost of a
destroyed domestic auto industry.

I commend this comumittee for its leadership in this issue, and
I look forward to working with you on real solutions.
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JAPAN ASKS U.S. LUMBER FIRMS To REDUCE EXPORTS IN FURTHER SmACK TO
THE INDUSTRY

(By Marilyn Chabe)

SAN FRANCISCo.-The slumping U.S. lumber industry was dealt another blow as
Japanese lumber dealers, in an apparent about face called for the U.S. and Canada
to cut their lumber exports to Japan this year 20 percent.

In U.S.-Japanese trade, the shoe usually is on the other foot, with American
industries asking Japan to limit its exports of autos and other items to this country.
But Japan cited an alarming rise in inventories and domestic prices that have
plunged 15 percent below the cost of imports amid falling housing starts. The
Japanese warned that many of their 43,000 lumber dealers will go bankrupt soon
unless North American exports of finished lumber are swiftly and sharply curtailed.

This came as a surprise to U.S. observers who recalled that last fall's bilateral
talks between U.S. and Japanese industry and government officials had ended with
a consensus that the Japanese would expand-rather than contract-their imports,

"If they're going to keep the good faith generated at those meetings, they should
expand lumber imports as they stated they would last fall," said Gus Kuehne,
executive vice president of the Northwest Independent Forest Manufacturers.

Mr. Kuehne and other observers admitted to some skepticism at the Japanese
forecast of expanded U.S. imports last fall. However, he said that he wasn't pre-
pared for such a dramatic cutback request either. "We just didn't think business
would expand quickly," be said.

"If they're successful and sales do go down, it will mean additional curtailment of
production in the West," he said. And in view of the industry's already depressed
state, he warned: "Every drop means that that many more will be unemployed."

Weyerhaeuser Co. executives noted that most of recent North American increases
in lumber exports have come from Canada, "So if there's any cutback in lumber
exports, it shouldn't be from the U.S.," Mr. Kuehne argued. He noted about 90
percent of U.S. forest products exported to Japan are logs, rather than finished
lumber, while about 85 percent of Canadian exports are finished lumber.

Other observers saw Japanese inventory and pricing difficulty as a short-term
problem that arose from overzealous purchases last year. "The Japanese buy like
crazy when business is good, and turn off the spigot when business is weak," one
analyst said. "And in 1979 and early 1980, they were buying as if there were no
tomorrow."

"No doubt about it, it is bad right now," concurred H. A. Roberts, executive vice
president of the Western Wood Products Association. "But it shouldn't affect poten-
tial product exports to Japan over the long run."

Negotiations between U.S. and Japanese lumber industries are set to continue in
three weeks in Japan, and Mr. Roberts said he plans to tell his Japanese counter-
parts "that the U.S. group wants to be positive in its outlook, but we aren't going
over there with great expectations." "I'm skeptical about how much the Japanese
will upgrade their purchases from lumber to finished products," he said. "After all,
they have a lot invested in their own finishing plants.

Mr. Kuehne, however, was adamant. "At a time when we have U.S. mills built to
cut lumber to Japanese specifications, they come out with an announcement that
strikes at the very heart of any effort to increase our exports and improve sales."

Senator DANFORTH. The next witnesses are the administration
panel, consisting of Secretary Lewis, Secretary Baldrige, and Am-
bassador Brock.

STATEMENTS OF HON. ANDREW L. LEWIS, JR., SECRETARY OF
TRANSPORTATION; AMBASSADOR WILLIAM E. BROCK III, U.S.
TRADE REPRESENTATIVE; AND HON. MALCOLM BALDRIGE,
SECRETARY OF COMMERCE
Senator DANFORTH. Secretary Lewis, I don't know what your

time situation is. I know that you told me before the hearing
started that you hoped to make an 11 o'clock appointment. [Laugh-
ter.)

Mr. Lzwis. Sounds like I am in trouble.
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Senator DANFORTH. It sounds like a tough go, to me. I think that
obviously, the testimony of this panel is the heart of these proceed-
ings this morning. I would hope that you could stay.

Mr. LEWIS. WilI do.
Would you like us to proceed, then?
Senator DANFORTH. Yes.
Mr. LEWIS. Thank you very much for having us here today. Our

procedure will be that I would first like to make some preliminary
comments, and then call on Secretary Baldrige, then Ambassador
Brock, and then open it up for questions.

First of all, Mr. Chairman, the statement submitted by me, I
think is self-explanatory, and with the committee's approval, I
would like to have this be a part of the record of the hearing and
not repeat what has been said there.

[The prepared statement of Secretary Lewis follows:]
TESTIMONY OF SECRETARY OF TRANSPORTATION DREW LEWIS

Mr. Chairman, I appreciate the opportunity to appear before this Committee to
discuss the condition of the U.S. auto industry and the work of the Administration's
Task Force on the problems of the industry. I mentioned in my confirmation
hearings that I considered the health of our auto industry to be the single most
pressing problem that would face me as Secretary of Transportation. After nearly
two months at the Department, dealing with a wide range of issues, I can make that
statement again today with complete certainty that it is true.

I do not th ink that I need to go into detail on the nature of the auto industry's
problems for this Subcommittee. They have been sufficiently documented in the
Department's recent report on the subject.

As an update to that report, however, I would add some'recent developments. The
1980 year-end results are now public and the news was not good. General Motors
lost $763 million; Ford lost $1.54 billion; Chrysler lost $1.71 billion; and American
Motors lost $198 million-record losses for each company. Although sales figures
showed considerable improvement for the last week in February as a result of the
deep discounts offered by all U.S. automakers, 1981 year-to-date sales totals are still
running about 14 percent behind last years already depressed levels. Layoffs at GM,
Ford, Chrysler and AMC, while declining during the last quarter of 1980 from their
record high levels of last summer, are still persistently hovering around 200,000
persons. Imports continue to cut deeply into the domestic market, with record high
February sales of some 219,000 units, accounting for 28.7 percent of total sales in
the U.S. The turn-down rate for auto loan applications is still running at roughly 30
percent. Frankly, gives the sluggish start of the new year, I cannot be particularly
sanguine about the industry's prospects for significant profits in 1981.

Not only is finding a solution to the problems of the auto industry among my top
priorities; it is also among the top priorities of the President. Less than a week after
taking office, President Reagan asked us to form an Automotive Task Force to
address the industry's serious problems. On January 28, 1981, I announced the
formation of the Task Force, which in addition to myself, has five other cabinet-
level officials: Secretary of the Treasury Donald Regan; Secretary of Commerce
Malcolm Baldrige; Secretary of Labor Raymond Donovan; U.S. Trade Representa-
tive Bill Brock; and Chairman of the Council of Economic Advisors Murray Weiden-
baum. .I Since its formation the Task Force has been exploring the full range of alterna-
tives available to Government, industry and labor to help turn the fortunes of the
domestic auto industry around. The members of the Task Force and their staffs
have been and are carefully looking at and actively discussing the industry's many 4
problems, including those relating to: Trade policy; capital formation and productiv-
ity improvement; Government regulation; worker assistance; community assistance;
antitrust; and the availability of credit for dealers and consumers.

We are now in the process of pulling together the views of the various members
on these subjects, which we will then synthesize and convert into a decision package
for the President. We hope to be able to present the Task Force's report to the
President in the next several weeks.

I and other members of the Task Force have met frequently with the parties
directly affected by the auto industry's current plight to make certain that we have
the benefit of their views and knowledge. In the last few weeks, I have spoken with
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the heads of each of the U.S. auto companies, and with the leaders of the United
Auto Workers; with the Governor of Michigan, the Governors of other hard hit
states and the Mayor of Detroit; with representatives of the supplier industry; with
financially strapped auto dealers; and with many concerned members of the Con-
gress. This communication and the exchange of ideas that accompanies it is critical
to finding a workable, long term solution to the problems of the industry. For if
anything has been made clear to me during my short tenure as Secretary of
Transportation it is that, just as the finger of blame for the industry's problems
cannot be pointed at Government or labor or management alone, neither can a
lasting solution emerge from the actions of a single party.

I firmly believe that Government, management and labor each have something of
value to contribute to the task ahead; and, furthermore, that each must be willing
to make that contribution if our efforts are to be of lasting value. I must say that I
have been encouraged in that respect by the thoughtful and constructive discussions
we have had with all parties.

Although we cannot as yet go into detail on the proposals the Task Force will put
before the President, I can point to a couple of actions on the part of the Adminis-
tration with the Congress that should prove of significant aid to the auto industry.

First and foremost is early Congressional action on the President's comprehensive
economic program, which is designed to reduce Government's demands on sources of
capital needed by the private sector, encourage consumer and investor confidence
and bring interest rates down to reasonable levels. The plain truth is that we will
not bring buyers back to the showrooms, we will not return workers to plants, we
will not get production lines operating at efficient levels again, we will not see the
auto companies earning profits to plow back into improved designs and facilities-
until we get the economy back on track. I am convinced that the auto industry
ultimately will be one of the primary beneficiaries of the President's economic
program. Unfortunately, due to their tax loss situations, most of the U.S. auto-
makers will not gain any near-term benefits from the accelerated cost recovery
features of the President's tax reform program.

The second thing I can point to is the long needed critical review of Government
regulation of the auto industry that we have underway. There is no question that
the need to meet numerous Government regulations has diverted financial and
human resources from use in the development of more efficient automobile designs
and equipment and has added to the prices consumers must pay. All agencies are
currently reevaluating their regulations. In my own Department, for example, I
have already proposed a one-year delay of the present motor vehicle occupant
protection standard. The Task Force is putting together a comprehensive package of
similar regulatory actions affecting this industry. Even after the Task Force has
completed its work, individual agencies will continue to pursue these types of efforts
to reduce the auto industry's regulatory burden.

As you can see, we are making strides to address some of the industry's most
pressing problems. There remains much to be done, however. The auto industry's
problems will not be easy to solve and they will not be solved overnight. But solve
them we must, for the auto industry is vital to this country's economic well-being.

We are determined-through a concerted effort by the Administration, the Con-
gress, management and labor alike-to return our auto industry to health and to
strengthen its competitive position in world markets.

Mr. LEWIs. In that report I comment on the long-term impact of
the President's economic package and the benefits accruing to the
industry from regulatory reform. I would like to reemphasize three
points very briefly.

Just look for a minute, if you will, at the condition of the
industry itself.

AMC is 48 percent owned by Renault, which is 99 percent owned
by the French Government.

Chrysler is basically Government sponsored.
Ford, despite what we may read in the Economist, here in Wash-

ington, is in deep trouble. Their sales are $37 billion with working
capital of less than $500 million, working capital down from about
$3 billion in 1978, despite the fact we look at their balance sheet
and see $8.5 billion, this is not a healthy company.

You have nonproductive fixed assets that are not producing any-
thing in terms of a profit.
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Their debt-to-equity ratio is somewhat over 50 percent.
So, I think we should establish the fact that this industry is in

deep trouble, that one out of six people in this country is employed
by the industry, and that what we are really talking about is not
trying to bail out the management and shareholders of these major
corporations, but rather we are talking in terms of people.

The estimates in our Department are that somewhere between
700,000 and 1,000,000 people are unemployed in this industry.

So, I think we should try to keep our discussion in that context.
The second point I would like to make is that it is obvious that

he general level of the economy is the overwhelming source of all
problems in the economic sector, the business sector of our econo-

"However, to reemphasize Senator Riegle's point: As recently as

1979 there were 100 days of Japanese imports on wharfs, all over
this country. At that point, Ford was rationing V-8 engines. The
subsequent crunch on gasoline and gasoline alone caused the col-
lapse of this industry. Yet despite the economy, as we hit the
lowest point in domestic automobile sales in 19 years, Japanese
imports are increasing.

The third point I would like to make has to do with restraints
themselves. As you are probably aware, it is fairly clear that there
are differences of opinion on the President's Task Force as they
relate to restraints on imports.

Assuming there will be recommendations to the President that
restraints be used-and I am one of five members of this commit-
tee, with two comembers' support-we will be pushing in the area
of voluntary restraints.

It is clear to me that the Japanese do understand the problem.
They have voiced views to the three of us indicating that they
would like to work something out. Regardless of where you set the
level of Japanese imports, if you eliminate the overtime car produc-
tion alone, which would not have a significant impact on their
economy, you would have more than enough reduction in imports
to greatly aid our industry.

Three points are essential in discussing the area of import re-
straints and underlie the reason that I will be one member of the
committee supporting a voluntary or jawboning effort, whatever
you want tocall it:

There is no purely "free trade." That has been recognized, not
just in Japan, but the entire world.

It is very important, as Senator Chafee pointed out, that we have
some kind of a compromise with the UAW in terms of wages. I
don't think there is a prayer that there will be any rollback of
UAW wages unless they see some effort to reduce the present high
flow of Japanese cars into our market. The point being, and it
seems oversimplified but nonetheless the fact, that they would
rather go broke at high wages, as Ford and others displace their
capital into foreign markets, than go out of business at a lower
salary.

Further, I feel very comfortable with some kind of reduction in
Japanese imports, because I do feel, as Senator Riegle pointed out,
that the Government is a very important part of this problem. Had
it not been for the gasoline price supports, had it not been for the
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regulatory problems we have imposed on this industry, they would
have been in the marketplace with a small car at an earlier date.

That is really all I have to say. I will turn it over to Secretary
Baldrige.

Mr. BALDRIOE. Mr. Chairman, I appreciate the opportunity to
testify here today. I would like to make a brief statement and
submit a longer one for the record.

The U.S. automobile industry lost $4.2 billion last year, the most
any industry in history has lost. It now looks like it is going to lose
pretty close to a half billion dollars in 1981.

I think even more important than annual losses is the cash-flow
picture, because that is what produces the machinery and tools to

eep the people employed in the future. The cash-flow picture is
even worse. It imperils the industry's ability to finance a vitally
needed program of retooling and modernization.

The auto industry suffered a $9 billion cash-flow deficit last year.
Current estimates indicate further cash-flow deficits of $5 billion
this year, 1981, and $3 billion next year, 1982.

Import sales in the middle of this have remained strong.
I think this is important to note. Japanese penetratiom of the

U.S. market rose to almost 24 percent in February, and total
imports were at a near record 28.7 percent.

Japanese car sales may increase even more in the near future,
because there were 204,000 Japanese cars imported in January.

Now, that is 40 percent, approximately, more than were import-
ed in December. If the January import rate were to continue
througout 1971, total U.S. imports of Japanese cars would be 20
percent more than this year. The Japanese are clearly trying to fill
up the pipeline.

If that percentage was maintained, we would probably import 2.4
million Japanese cars this year, 25 percent of the expected total
U.S. market.

I think it is important to note that the low level of U.S. car sales
is hurting small businesses and their employees, not just big busi-
ness. Close to half the components in a car are provided to the
automakers by supplier firms, most of which are small and
medium size.

In addition, some 1,600 U.S. car dealers went out of work last
year.

Chrysler lost 1 out of 8.
Ford lost 1 out of 12.
The industry is responding by a massive retooling program cost-

ing some $80 billion. This would put a real strain on the balance
sheets of the industry even if sales were strong. But with the weak
sales and the huge losses being suffered, it makes this situation
extremely precarious.

Certainly the industry should have started this transition to
small cars earlier. Certainly the industry's management is not
without its fault.'

It has been noted here that the Government has to take a large
part of the blame. The U.S. Government held down gasoline prices
and led consumers to keep on buying large cars and excessive
Government regulations have raised automobile costs significantly.
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The administration's economic recovery plan is certainly going to
help the industry by providing the return of a more robust econo-
my and by lowering inflation and improving financing conditions.
But, we need more help than that, in my opinion, in the short-term
so that the automobile industry can take advantage of this condi-
tion.

The President has not decided yet whether restraint on Japanese
auto exports is a necessary part of a comprehensive package to
assist the automobile industry, but if the administration does
decide that restraint is needed, we believe we should first attempt
to get a voluntary commitment from the Japanese Government.

A legislative quota is inflexible and presents many problems. It
could be contrary to our GATT obligations and Japan could seek
compensation in the form of other trade concessions or by with-
drawing trade concessions from us.

Successful implementation of a voluntary restraint on Japanese
automobile exports would obviate the need for a bill imposing a
quota on imports of Japanese automobiles.

On the other hand, if the administration decides to pursue such
a course and it proves unsuccessful, it may then become necessary
to pursue alternative measures.

A decision to seek restraint of Japanese auto exports would be
difficult for the costs as well as the benefits. We all know the
benefits. Import restraints wouldn't solve the problems the U.S.
automobile industry has. Restraints should be part of a package
that would endeavor to assist the U.S. industry to solve its prob-
lems by itself. They are not going to do the whole job, obviously.

But, the reemployed automobile workers would immediately stop
requiring unemployment benefits, and instead become taxpayers.

On the cost side, a good many seem to fear that restraint on
Japanese cars would drive car prices up sharply. I do not agree. I
believe existing market forces would minimize any price increases.

I don't believe, in the first place, the Japanese auto firms would
try and soak the market for all they could during a period of
temporary restraint. I think that would be foolish on their part.
They would be concerned about the effect this would have on their
market position once restraint was ended.

On the U.S. side, a powerful market force that we must look at is
a million units of unutilized capacity to produce fuel-efficient,
small cars that now exists which would hold down price increases.
We have the capacity now in the industry to produce about 3
million of these cars. We are only producing about 2 million.

This means that even if Japanese exports were restrained, there
would be stiff competition among U.S. car companies to get the
added sales. It is a fact of business life, in a capital-intensive
industry, you do better by increasing your production, not raising
your prices.

Mr. Chairman, considerations such as these are still being dis-
cussed in the Auto Task Force. We are close to making our recom-
mendations to the President. I believe the administration will
shortly be able to announce an integrated package of actions to
assist the auto industry.

I believe an effort to help the industry by imposing a legislative
quota would be counterproductive at this time.
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May I add, Mr. Chairman, that on this overall issue we have
been subject to a barrage of editorials and comments that any kind
of action, even one taken voluntarily, is anti-free trade.

May I say, free trade is very important to this administration.
The President supports it fully. You have heard him say many
times he is for free trade and fair trade. Free trade is something
that the world is working toward. We do not have it now. We
certainly do not have it in our relations with Japan.

I just simply, as a businessman, would note the fact that it has
been well-publicized that Secretary Lewis and I are on the same
side on this. I would say we are probably the only two who have
been dealing with the Japanese for the last 15 years, in the private
sector. Perhaps that is why we are so strong on these kind of
voluntary agreements.

You cannot argue this question in academia. I do not believe in
unilateral disarmament in our defense posture, and I do not believe
in unilateral disarmament in our trading picture either.

Thank you.
Senator DANFORTH. Ambassador Brock.
Mr. BRocK. Thank you, Mr. Chairman. I wish to make a few

points very briefly. As I have stated before, the current crisis in
the American automotive industry cannot be explained solely in
terms of imports.

It is a fact that the import share of U.S. auto market rose from
17.7 percent, 2 years ago, to 26.7 percent, in 1980, and was 28.8
percent last month, despite some recent recovery in domestic car
sales.

It is a fact the Japanese market share rose from 12 to 21 percent
over this same period and was 23.8 percent last month, an all-timehi h.But it is also a fact that of the 2.6 million unit sales decline in

U.S. built cars from 1978 to 1980, import substitution accounted for
just 400,000 units. This is but one reason why I have stated that
import restraints cannot be the sole solution to this industry's
problem.

Reforms in capital formation, tax, and regulatory policies, as
well as those steps which must be taken by the U.S. companies and
labor themselves, are at the heart to the solution to the industry's
problems and require primary and urgent attention.

As a first step, the President's economic program must be en-
acted to foster additional capital for industrial expansion, to lower
interest rates, and to put money back in the pockets of our citizens
so that they can effectively purchase new cars, other durable goods
and homes, the demand for which has suffered so much under
previous economic policies.

Many in the auto industry believe that some form of import
relief could contribute to the industry's recovery by aiding and
generating additional cash flow in employment and by reducing
dealership losses.

They argue that the current depressed situation in the industry
and related industries is costing our economy billions of dollars in
lost gross national product, tax revenues and transfer payments to
unemployed workers.

77-112 O-81--4
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Further, they argue that the U.S. market is the only major auto
market not protected by substantial tariffs or other barriers from
Japanese exports.

Therefore,, some have come to the conclusion that the U.S.
market will be used to absorb increasing quantities of Japanese
exports as their manufacturers continue to increase their capacity
for parts, knockdown kits and finished, fully assembled vehicles,
particularly as the Japanese home market demand remains slug-
gish.

There is also concern about increased taxes on domestic Japa-
nese auto consumption which have been proposed, and in some
cases recently enacted, and their effect on trade.

The auto industry and labor leaders with whom I have talked
have agreed that a cutback in imports alone is not the major
solution to the long-term problem.

However, they do feel that something must be done quickly to
reverse the financial erosion in industry and give them time to
accomplish major investment plans that will lead to greater labor
productivity, to higher mileage and higher quality automobiles in
the future.

Others who also want the U.S. industry to become more competi-
tive argue that moderate import restrictions will not accomplish
that goal, and will instead, penalize other groups in the economy,
and possibly the industry itself.

Members of our committee, the Trade Policy Committee, which I
chair, have been and continue to consider seriously whether some
kind of import relief should be a necessary component in the
recovery package.

We have made no definitive suggestion or recommendation to the
President. We do hope, as a part of this process with Secretary
Lewis' committee, to reach an early decision and to make that
decision public.

I wish to make one reference to the chairman's bill, S. 396, and
similar legislation which would impose unilateral export quotas on
Japan. In that regard, this administration is opposed to this partic-
ular method of relieving import pressure.

I should say, parenthetically, as I said when this legislation was
introduced, that I welcome the initiative that the bill represents,
because it has raised the level of discussion, and has brought the
urgent problem to our attention, and I think to the Nation's atten-
tion so that we can deal with it more correctly.

But this legislation as currently drafted does raise serious prob-
lems both with our commitments contained in the General Agree-
ment on Tariffs and Trade and with domestic law which provide a
mechanism for import relief

It may be possible to draft legislation that is more consistent
with our GAT obligations and the thrust of the domestic import
relief statutes and removes these decisions from the political arena.

However, if import relief is necessary, negotiations still remain
preferable to legislative quotas. I think the chairman has indicated
his own willingness to pursue that route. I appreciate that willing-
ness very much.

In stating that this administration prefers the negotiation route,
I want to make two points plainly.
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First, this administration firmly believes that the President
clearly has constitutionally based authority to negotiate govern-
ment-to-government restraint agreements on exports to the United
States.

Furthermore, special legislation providing antitrust immunity to
parties involved in this agreement is not needed if such a restraint
agreement is implemented properly by the foreign government.

The Attorney General concurs with my views on this matter.
Second, while no decision has been made on the question of

relief, it does. follow that the administration will reach a decision
with in a clear understanding of the law and on the basis of what
is in the best interests of the United States. That is precisely what
our task force is presently attempting to do.

Thank you.
Senator DANFORTH. Thank you very much.
Senator Chafee.
Senator CHAFEE. Ambassador Brock, Mr. Baldrige a member of

the administration has made a pretty strong statement saying that
we certainly don't have free trade with Japan. That is a pretty
strong indictment of your office and what your predecessor has
done. Is that an accurate statement?

Mr. BROCK. It is very difficult to argue with the Secretary. Until
fairly recent times there were very severe limitations on American
sales of automobiles to Japan.

Senator CHAFEE. Yes, Mr. Brock, but it goes way beyond auto-
mobiles, We have heard testimony and statements from various
Senators saying it applies to beef and to a host of other exports to
Japan.

I thought we had a GATT trade agreement with the Japanese.
Are we now hearing evidence from this administration, as Mr.
Baldrige stated, that we don't have free trade with Japan?

Mr. BROCK. Senator, It is important to note that perceptions lag
well behind reality. The Tokyo round in which this Nation and
Japan participated, did result in removal of significant trade bar-
riers, particularly tariffs. When those duty reductions are complet-
ed, the average Japanese tariff on dutiable imports will be 4.3
percent while the U.S. average tariff will be 4.6 percent.

The ultimate product of those negotiations was very constructive.
I think it is fair to say that the Japanese, in that particular round
of negotiations, agreed to more duty reductions than did we-some
50 percent more reductions, as a matter of fact.

Senator CHAFEE. I don't want to spend too much time on this,
but I do suggest some school be conducted within the administra-
tion on the subject.

Mr. BROCK. Let me complete the thought because I think it is
important that we understand precisely where we are in this
regard.

First, it is true, that there were huge and almost insurmountable
barriers to U.S. automobile sales in Japan until about 2 years ago.
The first reduction of those barriers occurred early in the 1970's.
The last removal was in 1978.

Second, there remain today very significant barriers primarily in
such agricultural areas as beef, citrus, tobacco, and so on.
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Third, I think it is fair to say that while the legal barriers to
most manufactured products have been reduced, I imagine what
one might call social barriers remain. It is difficult for American
investors to buy into the Japanese distribution system. It is very
difficult for our manufacturers to sell in those markets because of
internal decisions made by the Japanese business community. That
does remain a problem.

Senator CHAFEE. Thank you.
Mr. Baldrige, you talked about short term limitations. What do

you mean by short term?
Mr. BALDRIGE. I would say in the neighborhood of 3 to 5 years,

Senator. I think it would be unwise to go any further out than that
and it would not do much good to go less than that. So, that is the
general area we are talking about.

Senator CHAFEE. You also stated that there is a million units of
unused capacity in the United States for the fuel efficient cars, K
cars, et certera. Did I understand that correctly?

Mr. BALDRIGE. Yes.
Senator CHAFEE. So what is the problem? Why aren't we selling

them? Is it price or is it quality?
Mr. BALDRIGE. Well, we just built the capacity in the very recent

past, and at a time when Japanese were very strong in the U.S.
market and the retooling effort.

We now have come up with the amount of capacity that we need.
What we have to do is have the U.S. public understand that we can
make small cars as efficiently and as inexpensively and with as
good mileage as the Japanese do.

Senator CHAFEE. Is there a suggestion that this Nation, which
considers itself the premier advertising nation in the world, is
unable to advertise like the Japanese and sell a car?

Mr. BALDRIGE. Not if we can get off the present base and get
started, Senator. This capacity has come on so recently that we
have not had a chance to market the small cars for more than a
year. And not all of the big three have been able to do it even for a
year. I think that is why they need this short-term period that I
am talking about in order to be able to demonstrate that they can
do that.

Senator CHAFEE. Did you say 3 to 5 years?
Mr. BALDRIGE. Well, that is an estimate, Senator, yes.
Mr. LEWIS. The 3 to 5 years, if I could just elaborate, is based on

the time for the companies to finish tooling up over this whole
product line. As you look at their product lines through 1987, it is
not going to be until 1984 and 1985 that their conversion will be
completed. Each year you will see more small cars coming on
stream.

Senator CHAFEE. This is where I have a problem with the testi-
mony. You say that they have to tool up to come on stream.
Secretary Baldrige says we have a million car unused capacity.
Which is it?

Mr. LEwis. First, I would like to finish my point. We do have to
tool PP.

The second point is, to break even we need additional volume for
U.S. manufacturers of somewhere around 2 million units.
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The million units Mr. Baldrige is speaking of is just coming on
stream. That can be absorbed in the market of 1982, and partially
this year. This is one of the reasons why I feel these restraints,
whether they end up being negotiated or jawboning, will end Up
not having much inflationary impact on our economy. It is very
much to the advantage of the U.S. manufacturers to use the
volume route to absorb this 750,000 to 1 million units and have an
additional 1 million or 2 million units coming on in 1982, 1983, and
1984.

So it is a combination of the two.
Mr. BROCK. May I add a final comment on this matter before we

move on to the next set of questions?
Senator DANFORTH. Yes.
Mr. BROCK. I do not want to leave you with the wrong impression

in one area.
The fact is that with this increased capacity, U.S. manufacturers

will still have exorbitantly high costs. Those costs can't be assuaged
until large numbers of cars are sold. What we have is a situation
where an unprofitable industry, for whatever reasons, has tried to
modernize, and now, as a result does have the capacity for smaller
cars. But those smaller cars are very high priced in relative terms
due to the costs associated with modernization.

Unless we improve the overall economic circumstances in this
country, those cars are not going to be sold. The capacity to pro-
duce such automobiles will not be utilized fully.

That is the fundamental problem. That is why the total economic
recovery is essential in any solution to this industry's problems.

Senator DANFORTH. At the outset I would just like to underscore
what you have said so far.

First, that the American automobile industry is now in very bad
condition; 1980 was a bad year in the American automobile indus-
try. The losses were about $4 billion.

Now, there were some widely publicized statistics coming out of
the Treasury Department which indicated that the automobile in-
dustry was now turning the corner and that 1981 would be a
profitable year.

In your judgment, is 1981 going to be a profitable year or not a
profitable year for the American automobile industry?

Mr. LE ws. Let's look at it manufacturer-by-manufacturer.
First of all, the figures that originally came from the Treasury

Department have been modified. They started out, I think, at $4
billion and it is down to a range of somewhere between a half-
billion and a billion dollars.

Of the major manufacturers, the only one that will make money
in my judgment, in 1981, is General Motors. Their profits will have
to offset the losses of AMC, Volkswagen, Chrysler, and Ford.

Mr. BALDRIGE. They will not be able to do this. I think Secretary
Lewis and I both agree.

Mr. LE ws. I think we have a better chance of break-even-to-a-
loss than we do of any profit in this automotive industry. This
increases the gap which has to be filled in terms of future tooling
for small cars.

Senator DANFORTH. Now it is said that the U.S. automobile in-
dustry has got to come up with some $70 to $80, billion over the
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next 5 years for plant modernization and new equipment. Would it
not be difficult for the American automobile industry to find the
available resources to retool if it is going to have yet another
unprofitable year?

Mr. BALDRIGE. Yes, that's the whole point, Senator. The profits
are one thing. But in financing for retooling, cash flow is much
more important. The fact is that the 1981 and 1982 cash flows for
the automotive industry as a whole are going to be significantly in
the red.

That means that they have to finance on the outside. Getting
financing on the outside depends a great deal on the confidence
that the people who are lending the money have on the future of
the automotive industry. All this ties together.

Senator DANFORTH. Second, it is my understanding from your
testimony is that the tremendous improvements needed over the
next few years in the American car industry are at least in part
the responsibility of Government, and that governmental policy
created or helped to create this situation; 'is that a correct state-
ment?

Mr. LEWIS. That is correct. I think that we have all testified to
that effect, as have most of your other witnesses.

Senator DANFORTH. Third, Secretary Baldrige, it was my under-
standing that your view is that negotiated restraints with the
Japanese would not necessarily be inflationary.

One of the arguments made against restraints is that it has a
great inflationary effect. Your view is that that is not necessarily
the case and that the effect of restraints would not necessarily be
felt in increased prices for automobiles.

Mr. BALDRIGE. I think we are talking about two different cases,
Senator. I indicated that in my opinion, voluntary restraints,
simply because they are voluntary and short lived, will not have a
large inflationary effect. It is impossible to guess exactly how
much, but it would be from neutral to a very small one.

I believe legislative restraint would put a ceiling or floor of
indeterminate length that would tend to create an inflationary
bias. I think there is a difference between the two.

And, in spite of Senator Chafee's first question about free trade,
the definition is a very narrow one when you just talk about the
GATT restriction.

We have negotiated those tariff barriers down. That is absolutely
true. It is the nontariff barriers I was talking about that have
effectively blocked trading. That is why I said we didn't have free
trade.

Now if we go to the legislative quota, all of a sudden we are
putting up our own nontariff barriers which would invite retribu-
tion.

So, what I was testifying in favor of, in effect, was a voluntary
restraint.

Senator DANFORTH. Then, Ambassador Brock, it is my under-
standing that you said that without additional legislation the ad-
ministration does have the legal authority to negotiate restraints
with the Japanese.

Mr. BROCK. Absolutely.
Senator DANFORTH. Senator Symms.
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Senator SYMMS. Thank you, Mr. Chairman.
Gentlemen, I want to welcome all of you here to the committee

this morning. I have five questions I would like to ask, and under
the 5-minute rule, I would appreciate it if you could try to keep
your answers brief. I think you can answer them in a very short
order.

First off, Ambassador Brock, with the GATT safeguard prove.
sions, under article XIX are the provisions under article XIX, of
the GATT, antifree trade or are they necessary pressure release
mechanisms, in your opinion?

Senator DANFORTH. Senator Symms, if you could just withhold a
second.

Secretary Lewis, what is your present situation with respect to
leaving or staying?

Mr. LEwIS. Twenty minutes late for my last appointment, and I
have 10 minutes to the next one. If there are questions I can
answer, you do have three of us here.

Senator DANFORTH. It may be that we could direct our attention
to Secretary Lewis.

Mr. LEWIS. Just don't ask me that one, will you? [Laughter.]
Senator SYMMS. I will ask you this question. Does the Transpor-

tation Department intend to work with the American automobile
industry in an effort to establish realistic and attainable standards
so that the American automobile manufacturers may be competi-
tive?

Mr. LEWIS. There is no question about that. We don't plan to
impose more restrictions on them, but we do plan to work with
them, mainly in the area of safety, of environmental protection
controls, regulatory problems. Also, we would like to encourage
them, if we have a reduction in Japanese imports, to have a re-
sponsible pricing policy.

Senator SYMMS. Does the Department intend to work with the
auto industry on also revising the standards on light trucks?

Mr. LEWIS. Yes, we do. We will be working on the standards. I
should point out in this whole area that a large measure of this
program will be implemented by the Department of Transportation
and the Department of Commerce.

In point of fact, this study probably should have been in the
Department of Commerce. We will be working very closely with
them.

Senator SYMMS. I don't have any further questions for Mr. Lewis.
Those are my questions of him. Thank you very much.

Mr. LEWIS. Thank you, Senator Symms.
Senator DANFORTH. Senator Boren.
Senator BOREN. Thank you, Mr. Chairman.
Very briefly, Mr. Secretary. One of the proposed savings in the

current budget that has been proposed by the administration is
savings in the area of unemployment compensation, trade adjust-
ment assistance and the rest of some $2.5 billion proposed by Mr.
Stockman and others in the administration. Certainly this is a goal
which I strongly support, having served as chairman of that sub-,
committee, last year, and pushed some of these changes myself.

But, as a practical matter, don't you think we have a much
greater chance of achieving these savings in these areas if it is
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obvious that the administration is going to work toward a fair
trade policy that will not subject us, as Secretary Baldrige has said,
to a unilateral disarmament in the area of trade negotiations.

Mr. LEWIS. I don't think there is any question that that is cor-
rect. If we expect to get concessions out of the United Auto Work-
ers, it is only going to be on the basis that, for some of the things
they are giving up, they see more jobs for their people.

Senator DANFORTH. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Secretary, most people today feel that accelerated depreci-

ation is going to help basic American industry get out of some of
its doldrums. The administration is supporting the 10-5-3 plan, as
you know. This committee, last year, passed out a depreciation
schedule called 2-4-7-10.

I am wondering, in the transportation field generally, to what
degree actually, practically, candidly, will 10-5-3 and other similar
depreciation bills help industry, that is, the transportation indus-
try, particularly where they aren't earning a profit? If you are
going to accelerate depreciation you have to have a profit.

Mr. LEWIS. As Ambassador Brock has pointed out, the Presi-
dent's economic package, long term, will be of great help to this
industry.

In point of fact, probably through 1986, Chrysler will get no
benefit whatsoever from these tax measures.

Ford, at least through 1985.
It is questionable that in either 1982 or 1983, Volkswagen or

American Motors will get any benefit.
The only company that will receive any benefit from these tax

accelerated depreciations, and other tax measures, will.be General
Motors, which really puts them at a competitive advantage over
the four that are already in trouble.

Senator BAUCUS. So, don't we have to think through more clearly
what kind of tax program we should pass in order to help indus-
tries that need the help?

Mr. LEWIS. That is correct, however, if we do something on
imports and there is a rollback of the wages of the United Auto
Workers, we can reduce the price of cars $150 to $300 and reducing
regulatory burdens will probably add another $50 or $100.

There are ways we can reduce the price of automobiles without
having some kind of direct tax benefit that is highly inflationary.

Senator BAUCUS. Thank you.
Senator DANFORTH. Senator Boren.
Senator BOREN. Mr. Lewis, I heard you make reference to over-

time cars, I believe, in your statement. You mention that the cars
being produced eliminate the overtime cars, overtime workers
being produced in Japan that would solve the problem or go a long
way toward meeting the kinds of restrictions on sales in this coun-
try that we think would be helpful.

Could you spell out what you mean by that, because I think it is
very important when we talk about equity in trading relationships
between our two countries, and when we think of the massive
unemployment in this country and the problem we now have, do I
understand you correctly to mean that without throwing people out
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of work in Japan, by simply eliminating some of those cars pro-
duced by overtime workers--

Mr. LEwis. That is correct. In the Japanese production, it is
estimated that somewhere between 400,000 and 800,000 cars per
year are produced on overtime. If we eliminate that there would be
no impact in terms of unemployment.

In addition to that, they are now planning about a 20-percent
increase in their capacity. You combine that with the overtime,
and we have a real problem, not only now but 1, 2, 3 years out.

Senator BOREN. That comment astounds me. Let me just say I
think it points out we are not here arguing about free trade. We
are here very much talking about trade equity and trade policies
between the two countries. When we think about the fact that
their restrictions cause our cars to cost three times as much sold in
their domestic market, when we think about the restrictions on our
agricultural goods, and then to consider that there has not been
movement toward some self-restraint in this area, voluntarily nego-
tiated with us, I think it makes it clear to all of us it is not a
matter here of free trade, it is a matter of trading equity within
the bounds that we are now working.

I appreciate your bringing that out.
Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Yes.
Senator DANFORTH. We will have you out in 5 minutes. I guaran-

tee that.
Mr. LEwis. No, no, no problem.
Senator CHAFEE. Mr. Lewis, you said in your testimony that 1

out of 6 people are employed in this industry. You weren't meaning
to give the impression that if Ford, General Motors, and Chrysler
went broke, that 1 out of every 6 people in the country would be
out of a job. Many of these people are involved in service, repairs,
gasoline, spare parts-a host of activity associated with the auto-
mobile industry; am I correct?

Mr. LEwis. You are correct, but I am not just talking in my
comments about Ford, General Motors, and Chrysler. There are
40,000 suppliers at a minimum, to the automotive industry. The
suppliers, which we haven't even discussed here today, in large
part, are in worse shape than the automotive manufacturers them-
selves.

So, a combination of the two, plus some peripheral industries,
means we are talking about 1 out of 6.

Senator CHAFEE. In your testimony, you said one of the problems
giving the U.S. automobile industry difficulties has been the "ex-
cessive and costly regulations imposed on the industry by the Gov-
ernment have also contributed to the present problems of the
industry."

Are there any regulations imposed on American manufacturers
as far as gas mileage, and emissions, that are not imposed on
imports?

Mr. LE ws. No, there are not.
Senator CHAFEE. In other words, the importers meet all the

regulations that the domestic manufacturers do?
Mr. LEwis. That is correct.
Senator CHAFEE. What do you mean by this statement?



54

Mr. LEWIS. The added cost to a car, whether it is our car or a
Japanese car is somewhere between $600 and $800, due to regula-
tions. Actually, some of those regulations have been very produc-
tive. Others are at the point where they are counterproductive.

Senator CHAFEE. But are they imposed equally across the board,
and not solely on U.S. manufactured vehicles?

Mr. LEWIS. That is correct.
Senator CHAFEE. Did you say that Volkswagen was losing money

or would lose money in 1981 or was that Mr. Baldrige?
Mr. LEWIS. Volkswagen, in America, lost money in 1980. It is

anticipated they would either break even or lose a small amount in
1981.

Senator CHAFEE. Why is that? This car gets long mileage and
does everything that we say a car should do.

Mr. LEWIS. Well, a large portion of Volkswagens are manufac-
tured in Germany and their manufacturing rates are approximate-
ly the same as ours. Therefore, they don't have the landed cost
advantage of somewhere between $1,500 and $1,800 that the Japa-
nese have.

There are cars that are produced in America, fundamentally, in
western Pennsylvania, and are highly competitive. And, of course
Volkswagen is affected by the generally depressed market, as is
everyone else.

Senator CHAFEE. You have been listening to the testimony today,
and as you know, one of my deep concerns is that the wage work-
ers, the employees of the automobile industry, are among the high-
est paid production workers. I suppose they are the highest paid
production workers in the United States.

But you indicated that there is no reason they should or would
take a cut without some guarantees on the part of the U.S. Govern-
ment.

I find that a little difficult to accept. You are saying to us that
the U.S. Government has to contradict long-established policy in
order for these people to do something to preserve their own jobs.

Would you explain that a little further?
Mr. LEWIS. Yes, I will try to. If you look at the automotive

manufacturers in America and with their competitive disadvan-
tage, it is very much to Ford's advantage to not invest in U.S. jobs
and plants. If there is not some kind of improvement in this
industry, you can see a fleeing of the Ford investments to Mexico,
to Europe, and wherever they can find a place where they can get
a labor advantage.

So there is a feeling in the industry, on the part of the industry,
of moving out. If the United Auto Workers recognize that there is
going to be no support from the U.S. Government for this industry,
in my judgment, their inclination will be they might as well sit
there with a high paid job than take a reduction and be out of
work under either case.

This is not something that I am saying is going to be imposed by
the Government. I am saying that this is a practical matter of
labor-management negotiations, has been and will continue to be
in the future.

Senator CHAFEE. Thank you, Mr. Lewis.
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Senator SYMMs. Thank you very much. Mr. Secretary, I will just
ask you one question, and then I will be through. If this gentleman
you mentioned or person does get the agency to sell American cars
in Japan this coming year, will they be able to advertise those
same automobiles by Japanese advertising?

Mr. LEwis. That point was brought up by somebody else, not me.
Wasn't that brought up by Senator Riegle?

Senator SYMMS. They won't be?
Mr. LEWIS. Excuse me. You are talking about somebody going to

Japan to open up a car dealership?
Senator SYMMS. My question to you is, if your friend does get the

dealership in Japan, will he be able to advertise the American cars
in Japan?

Mr. LEwIs. I do not know. That is not my friend that was being
discussed.

Senator SYMMS. OK. Thank you very much. I appreciate your
being here.

Senator DANFORTH. Secretary Lewis, one comment and one last
question. The comment is this: With respect to Senator Boren's
point on the administration's program to try to reduce the budget
deficit, articularly in connection with unemployment compensa-
tion and trade adjustment assistance, I would think that the ad-
ministration is going to have substantially more difficulty saving
money in that part of the budget if it does not negotiate restraints
with the Japanese.

I don't think it will be easy for the administration to have it both
ways.

Mr. LEWis. I think that is right.
Furthermore, the inflationary impact that Secretary Baldrige

was talking about is largely offset by a combination of accelerated
investment, because of improved cash flow, the reduction in unem-
ployment compensation and a reduction in trade adjustment assist-
ance, in addition to more people being employed productively in
the economy.

So, a large part of the inflationary impact is blunted by these
factors.

Senator DANFORTH. Now, let me just ask you this final question:
I know the President has not made his decision as yet, but do you
believe that import restraints are a necessary part of any recovery
program for the U.S. auto industry?

Mr. LEwIS. I feel it would be very much to the advantage of the
automotive industry and the American economy if we had some
kind of negotiated import restraints. It would be my position in the
report.

Senator DANFORTH. Thank you very much.
Senator CHAFEE. Mr. Lewis and Mr. Baldrige, do you believe that

the employment in the automobile industry will ever reach the
peaks that it has in the past?

There has been a good deal of suggestion that those days are
gone forever due to a whole series of steps such as increased
automation and the need for recognition in the UAW of greater
productivity on the part of the individual.

Mr. LEwIS. There is no question that we are now entering a
period of a small car, no growth market. We anticipate that 3 or 4
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years from now, there will still be probably 200,000 to 400,000 less
people employed in this industry than at its peak, in 1978.

We do see a significant improvement, however, over the next 4
years, under the conditions we are proposing here today.

Senator CHAFEE. But, with or without legislation or Executive
order, as Mr. Brock suggests, there is still going to be a drain on
the trade adjustment assistance fund. There is still going to be a
substantial drain in the unemployment compensation fund and the
matters you talked about before. Is that not correct?

Mr. BALDRIGE. Yes, there will be Senator. But the main point
here is that we should recognize what you said first, we will never,
probably never, return to the heights of employment that we had
in the past.

The problem we are facing now is not to lose our automobile
industry to offshore production.

It is very possible if things do not improve, that it would make
more economic sense for Ford to go to the Far East, for General
Motors to disperse some more of their plants abroad.

We see Chrysler presently in trouble. If the situation doesn't
improve, they could be out of business or bought up by somebody
outside our shores.

Now we can say that is well and good and water should seek its
own level. But there have been too many jobs lost, too many
reasons for this situation. It could be cured if we had some kind
of-I emphasize, voluntary restraint.

I think it is too large an issue to just dismiss with a cavalier
statement that a voluntary restraint, for example, is a free trade
problem and so forth.

Senator CHAFER. Well, I don't think anybody is being cavalier
around here. I think we see a lot of difficult problems.

Thank you, Mr. Chairman.
Senator DANFORTH. Secretary Lewis, you are free to leave. I very

much appreciate your presence.
Mr. LEWIS. Thank you.
Senator DANFORTH. I would like to ask a few questions of you,

Ambassador Brock and Secretary Baldrige.
Thank you very much.
Mr. LEWIS. Thank you very much, Mr. Chairman.
Senator DANFORTH. Ambassador Brock, I would like to ask you, if

I might, a few questions. First of all, it is my understanding that
major European countries have had discussions with the Japanese,
or are in the process of discussions with the Japanese in connection
with restraining Japanese automobile imports into Europe.

Is that correct? If it is correct, could you elaborate?
Mr. BROCK. It is correct. Today there are severe restraints on the

importation of Japanese automobiles to some European countries.
As I said in my testimony, we are the only country in the world
that does not have some barrier to the importation of Japanese
automobile products.

Even Germany, which is cited as the greatest exponent of free
markets in Europe, has a tariff rate of 11 percent which is well in
excess of three times our own tariff rate of 2.9 percent.

In France, the limit on imports of Japanese cars is at about 3
percent market penetration.
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In England, the limit is about 10 percent.
In Italy, Japanese auto imports are limited to approximately

2,000 cars per year, which is one-tenth of 1 percent market pene-
tration.

There are serious constraints on Japanese production for these
markets, as a result.

Senator DANFORTH. Have the Japanese been parties to negotia-
tions or discussions with the European countries?

Mr. BROCK. Japan and the European nations have had quite a
few discussions. Most of these barriers are unilateral, but some are
by mutual consent.

Senator DANFORTH. Has Japan retaliated against Europe because
of these restrictions?

Mr. BROCK. No, not to my knowledge.
Senator DANFORTH. Have they sought to take any European

countries to GATT to seek compensation?
Mr. BRoCK. No, not as far as I know. The possibility has been

raised on the part of one or more European countries that they
would suggest going to GATT under the injury test. But, as far as I
know, there has been no--

Senator DANFORTH. But the Japanese have not gone to GATT to
seek compensation from Europe as a result of European restraints
on exports of cars from Japan into Europe?

Mr. BROCK. No.
Senator DANFORTH. Has Japan increased, or is it in the process

of increasing, its production capacity?
Mr. BROCK. Japan is in the process of increasing its capacity. We

have had discussions with the Japanese officials. They suggest that
most of the present investments are being made in order to go to a
front-wheel drive car. They suggest that most of the production
which will come from that will go to nations other than the United
States.

But there is an increase in capacity coming in the next 2 to 3
years.

Senator DANFORTH. Have the Japanese signaled to the U.S. Gov-
ernment a willingness to at least consider or to discuss limitations
on exports of automobiles from Japan to the United States?

Mr. BROCK. Today, Senator, I have, as has Secretary Baldrige and
others, simply told them that we have a very serious problem. We
have not suggested specific negotiations nor have we suggested any
numerical target.

The Japanese have indicated a willingness to discuss the matter,
if and when we reach our own decisions. But my position has been
that the most important step is to see what we can do at home
first.

As I have told you on other occasions, we first must determine
what Government tax and regulatory changes must take place and
what steps management and labor will take within this country,
and then we will be in a position to discuss what else might need to
be done.

Senator DANFORTH. Secretary Baldrige, I have raised the ques-
tion with a number of people in the administration as to a specific
tax program for the automobile industry. Now, since the auto-
mobile industry is not profitable, it doesn't pay taxes.
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,So, any kind of tax relief for the automobile industry would have
to take the form of refundable tax credits or an investment credit
carryback of some sort.

It is my understanding that the chances ot that kind of program
being agreed to by the administration is very slim; is that correct?

Mr. BALDRIGE. I would agree with that, Senator. It would set the
kind of precedent that could make the followup very difficult.

Senator DANFORTH. It would seem to me that if the chances of
specific tax relief for this industry are remote or nonexistent on
the part of the administration, then the other portions of what we
are going to do for the automobile industry seem to be fairly thin.

I happen to agree that import restraints are not the be-all and
end-all. They cannot stand alone as the answer to the automobile
industry's problem. It seems to me there are all kinds of things
that Government could do by way of specifically directed tax relief.
But I don't think the administration is going to agree to that.

There are some possibilities with respect to regulatory relief that
might be possible. In my own view, that would be just a fraction, a
small fraction, of the total answer.

Then, it wc'ald seem to me that import restraints-and I would
rather have them voluntary and negotiated too-while only a part
of the answer, are an absolutely essential part of the answer if we
are to save this industry.

Would either of you have any comments on this?
Mr. BALDRIGE. Senator, I think the biggest help the automobile

industry in the United States could get by far is the early success
of the President's economic recovery program. If inflation is re-
duced and if interest rates are reduced, that will help the United
States automobile industry more than any kind of directed tax
credits, import restraints, or anything else.

What we are talking about here is some temporary running
room until those programs can take effect. Because, when we see
the day that interest rates are back down to some reasonable
figure again, we will see automobile sales, as well as housing sales,
go up.

Senator DANFORTH. That running room is important.
Mr. BALDRIGE. Yes, sir, I think so.
Mr. BROCK. I am reluctant to forgo the possibility of additional

tax action, Senator. I know the difficulty involved, but were one to
calculate the costs and benefits of very severe rollback in imports
as opposed to a significant form of tax relief, it is quite possible
that the net cost-to the American people would be less by domestic
action than it would be as a result of import restrictions.

It is also possible that an effecitve and cost efficient combination
of merging the two, together with other actions, could be accom-
plished.

I do want to make one additional point, and that is that -the
regulatory relief is not a small item. The Ford Motor Co. estimate
that I reviewed this week showed that cost-effective, fundamental
regulatory reforms could infuse into the industry, $5 billion a year
by 1985.

That is an enormous sum of additional cash flow that would
become available to the automobile industry. It would present -a
great opportunity for changing the mix of this industry.
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Senator DANFORTH. Senator Symms.
Senator SYMMS. Thank you, Mr. Chairman.
Ambassador Brock, I want to pursue the question that I brought

up with Secretary Lewis. Let us say if you, or I, or any other
American gets a General Motors, Chrysler, Ford, or AMC dealer-
ship in Tokyo, are we allowed to go in and advertise and compete
with the Japanese auto industry, in Japan?

Mr. BROCK. As far as I know, we are. The problem has been in
obtaining that Japanese dealership. But, once we get it, I under-
stand we can advertise.

Senator SYMMS. I had been led to believe that you couldn't even
advertise an American automobile in Japan.

Mr. BROCK. I am not aware of that problem.
Senator SYMMs. Secretary Baldrige, would you-do you know

about that?
Mr. BALDRIGE. I heard of it second or third hand. I really don't

know enough about it to call it a fact. I know the process of getting
a dealership gets into the earlier statement I made about there is
no complete free trade in the world. When we are talking about
these nontariff barriers I am including that.
, Senator SYMMS. In light of this, then, do you think what you are
telling me, and what I have stated earlier that in order to have
free trade it has to be fair trade, and, are the Japanese free traders
with us?

Mr. BALDRIGE. Yes. We have to be sophisticated enough as a
country to understand that once the tariff barriers are down, and
that problem is on its way to relief now with the GATT action,
then other kinds of barriers, nontariff barriers remain. In the next
10 years, I think we will be negotiating subsidies down, because
other barriers will be lower, and individual countries will be using
different forms of subsidies to help their industries against ours.

So that will present us with another kind of nontariff barrier.
Mr. BROCK. I wish to add a few remarks to Secretary Baldrige's

last statement. There is one clear area of discrimination that does
-now exist and it is in the form of the Japanese commodities tax.

Presently, Japan levies a tax of 15 percent on cars with less than
a 2,000 cc. engine, and 20 percent on cars with more than a 2,000
cc. engine.

We have remarkably competent engineering in the domestic
automobile industry that has produced some impressive results. It
is irrational to suggest that to go from 1,999 cc. to 2,000 cc; in other
words, one cubic centimeter of additional size, is going to make a
difference in consumption.

As a matter of fact, some of our automobile engines are more
fuel efficient although they are larger than the Japanese. They are
more powerful and larger, but they are still more efficient than the
Japanese engines.

Yet, the Japanese commodity tax clearly is a discriminatory tax
because of its effect upon our product mix.

Senator SYMMS. Well, Mr. Ambassador, let me just pursue right
on in that where you say it is a clear case of discrimination.

Mr. BROCK. Yes.
Senator SYMMS. Under article XIX of the GATT agreement, isn't

that what that is about, we are supposed to use pressure release
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mechanisms to try to make corrections? If that is so, why does the
press and those who support free trade in the United States label
that as protectionist?

I thought when we passed the GATT agreement, in the Congress,
and got it agreed to, that it was supposed to be a mark toward a
better trading relationship with our partners.

Now, we have the same people saying if you try to invoke what
is in article XIX, if I understand the GATT agreement correctly,
that you are being protectionist, or do these people just want to
have selective compliance with the GATT?

Mr. BROCK. No. A distinction must be made between the present
product mix that we have and the product mix that exists in the
Japanese manufacturing group. That is a very different question
from the content of the GATT statement, which says that one
nation's laws or rules can't discriminate against a particular coun-
try.

In this particular case, we don't have relief opportunity available
under the GATT.

As a matter of fact, if the United States were to impose legisla-
tive quotas as the present Danforth bill proposes, I frankly believe
that the United States would have some trouble answering the
questions which would arise from our obligations under GATT.

Senator SYMMS. What is their policy though on lumber, tobacco,
beef, citrus, aluminum; don't they restrict those commodities?

Mr. BROCK. Yes; they do. We are engaged in fairly constant
negotiations to improve those circumstances. Most of the effort has
been on a bilateral basis, and that approach will continue, because
that is where we think we can be most successful.

Senator SYMMS. Is section 201 of the Trade Act of 1974 adequate
to handle matters such as the auto problem?

Mr. BROCK. Generally, yes. I discussed this in my confirmation
before this committee, and in talks with Senator Moynihan, we do
need more case law developed in the application of the GATT
agreement, in order to develop a set of precedents and rules within
which we can operate.

But, with the exception of the safeguards area, I think we are in
good shape under the GATT agreement. Now it is a matter of
implementation.

Senator SYMMS. Some of you ITC members have been discussing
this?

Mr. BROCK. Yes.
Senator SYMMS. Mr. Chairman, I know my time is up. But I

would just like to say that it was my understanding that under
article XIX of GATT, provides that in the event an industry of one
particular nation is being hurt by exports of another, that they
have the right to negotiate some type of agreement.

Mr. BROCK. The Senator is absolutely correct.
Senator SYMMS. We agree on that; don't we?
Mr. BROCK. Yes; but you remember that last year, Ford and the

UAW did file for relief to GATT, and the ITC ruled that the
greater injury came from the domestic circumstances of our overall
economy, from interest rates and the recession rather than from
imports.
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As I said in my statement, we have been unable to identify more
than 400,000 units of sales which have been displaced by imports.

So, again, my position has been that those steps necessary to
correct economic and productivity problems here at rome must be
taken first, and then the question of.imports can be viewed from a
more rational context.

Senator SyMMS. Thank you very much.
Thank you, Mr. Chairman.
Thank you both for being here.
Mr. BROCK. Thank you.
Mr. BALDRIGE. Thank you, Senator.
Senator DANFORTH. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
Ambassador Brock, do you know what effect this bill would have

on our auto pact with Canadi?
Mr. BROCK. It is difficult to foresee all of the effects. The Canadi-

ans would be very concerned about any action that was taken
unilaterally by the United States because of the agreement we
have on automobiles.

Senator BAUCUS. Have you heard yet from Canada on this?
Mr. BROCK. Yes; I have had some discussions with the Canadians

on the matter. They would like very much to be included in any
consideration of import restraint.

Senator BAUcus. But as the bill now stands, is it fair to say they
are opposed to this kind of action on our part?

Mr. BROCK. They have not specifically referenced this bill. They
have expressed a strong concern that the U.S. Government stay in
close consultation with them. They would like for us to treat this
problem as a North American problem rather than simply a
United States problem.

Senator BAUCUS. What efforts is your office undertaking to try to
lower Japanese tariff and nontariff trade barriers to our products?

Mr. BROCK. The United States completed a tobacco agreement
last fall, under the previous administration.

In December, we completed a procurement agreement known as
the NTT agreement, which will allow us access to Japanese Gov-
ernment procurement, most notably in the area of telecommunica-
tions and the related fields.

Senator BAucus. Are we doing anything in grain or beef?
Mr. BROCK. Japan imports a good deal of U.S. grain, soybeans,

and similar base crops. Yet, there still exist some very severe
restraints upon imports of beef, leather, citrus products, and the
like.

Senator BAUCUS. Yes, but as you know, with their subsidy pro-
gram, a bushel of American wheat might sell in America for about

3.50, close to $4 a bushel. By the time it is shipped to Japan and
bought by the miller, processed and sold as flour to the baker, and
so forth, with all of the tariffs they impose on it, it is more than
twice the cost to the Japanese consumer of that bushel of wheat,
than it is to the American consumer. That is a kind of barrier to
trade.

Mr. BROCK. It is not only a barrier to trade, it seems to me that
those types of tariffs are of enormous inflationary consequences to

77-112 0--81-5
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the Japanese economy itself. It appears to me that it would be in
Japan's interest to reduce some of those barriers.

There is a general agreement under the Tokyo Round to gradual-
ly reduce these barriers during the next few years, as you know.

Such a reduction or elimination of barriers will be in our inter-
est, but I believe that it will also prove to be in Japan's interest as
well.

Senator BAUCUS. I strongly encourage you. I am sure I speak for
other Western Senators in being a little more aggressive, frankly,
in encouraging Japan and the European countries in lowering their
barriers.

That is one of the reasons I am on this bill, as a cosponsor. I
have problems with the bill. I think we have to do something to
encourage American production. I do not know if import restric-
tions are the best way. Frankly, I think there are severe problems
with restrictions. I, along with the chairman, hope we can negoti-
ate a resolution with the Japanese Government.

Second, I want to encourage you znd others to encourage Japan
and European countries to lower their barriers because, as Secre-
tary Baldrige said earlier, we don't have free trade with Japan,
particularly because of the nontariff trade barriers that that coun-
try imposes on our products.

I don't care whether they call them tariff barriers or nontariff
barriers, they are still barriers to trade.

Japanese like to jokingly pass it off as a language barrier. Well,
it is much, much more difficult than that; in fact, that is not the
problem at all. It is not the language, it is the other internal
problems Japan imposes upon us.

So, I encourage you to work even more strongly than you have in
the past to get Japan and other countries to lower their barriers to
our products.

Mr. BROCK. We will do precisely that.
Senator BAUCUS. Thank you.
Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Baldrige, I would like to call your attention to an article that

Senator Stevenson, who gave a good deal of thought to this whole
matter wrote, in which he said as follows:

If imports are not the problem, can trade protection be the solution? Not accord-
ing to the President's Council of Economic Advisers and the Congressional Budget
Office. They calculate that even a 20 percent cut in imports would add $400 billion
to new car prices and bring only 16,000 of some 190,000 laid-off auto workers back to
the production line.

These figures translate into a cost to consumers of $245,000 for every auto job
regained.

Could you comment on that? Do you know whether this is accu-
rate? I might point out that that is a 50-percent cut.

Senator Levin has asked for what would amount to a 100-percent
cut in imports. It is not a 100-percent cut. Excuse me. It is a 50-
percent cut.

Mr. BALDRIGE. Senator, we are, seeing opinions from the groves
of academe that are, let us say, somewhat opposed to what I believe
the facts will end up as. I do not agree with those figures on
inflation. That study was made in a static situation, just assuming
one set of base line facts. I
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In the real world, there are concurrent actions going on that will
have an effect one way or another on every such study of inflation.

It is true, of course, that voluntary restraints on imports, by
themselves will not solve the problem. It is true, of course, that
having a major ban on imports of some kind, voluntary or legal,
will not bring the automobile industry back to health.

But, at the same time, it is like correcting any situation, there is
no one thing that is going to solve any problem. This is part of an
overall package that we have to put together and it has to be done
voluntarily on all sides. An overall solution depends on this as one
of the several things.

I think it is unfair to argue against this, simply because it will
not accomplish the job by itself.

I think Ambassador Brock might have a thought on that, too.
Mr. BROCK. Yes. Let me just add one point. I studied the CEA

analysis carefully. What is cited in the Stevenson article is their
worst case scenario were we to impose a rollback on imports of
approximately 20 percent and the U.S. automobile manufacturers
do not act then to increase volume, but rather simply to increase
price.

At the manufacturers' maximum cash flow option, the case you
cite is the most destructive in terms of overall economic impact. It
is the most destructive in terms of not relieving us of the unem-
ployment problem, and on the job side, but it is also the most
destructive in terms of creating new, additional inflationary pres-
sures.

The Council of Economic Advisers study also has higher esti-
mates for employment if U.S. manufacturers respond by increasing
the volume rather than price.

Mr. BALDRIGE. I do not think it is a likely case, either.
Senator CHAFEE. There has been some suggestion that a major

contributing factor to the problems of the U.S. auto industry is the
fact that we can't sell automobiles in Japan.

I personally feel that is a diversionary discussion. What is the
entire U.S. automobile sales market in Japan? If we sold every
automobile that was sold in Japan, would that make a significant
difference?

How many automobiles are sold in a year in Japan? Do you
know, Mr. Brock?

Mr. BROCK. Yes. There are about 5 million automobiles sold in
Japan annually. It is a very healthy market. U.S. manufacturers
sell about 20,000 units in the Japaneses market each year. There
are many problems presently. We don't have a distributorship
network established there as yet and we are having difficulty ac-
quiring such a network.

I have received an illustrative letter from an individual, who as a
U.S. citizen in Japan tried to buy a U.S. car. He did buy one in
New York, when Japan removed their import tax and proceeded to
ship it to Japan. He paid, approximately, $7,500 for a new Pontiac,
about 3 or 4 years ago. When he wrote the letter, it was 6 months
after he had brought the car to Japan and it was still in the
warehouse because the car had not met their changed require-
ments on safety standards, and on pollution standards, and he
already paid $20,000.
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Senator CHAPE. Doesn't that go right back to your job, Mr.
Brock?

Mr. BROCK. Yes, it does.
Senator CHAFE. If there are problems here, who else do we turnto, but ou?Mr. ROCK. I am looking at you, Senator. I am right here.

[Laughter.]
Senator CHAFEE. I know you are looking at me. In other words,

we are hearing a flow of criticism directed right at your office.
I am not joining in it. I am just saying that Mr. Baldrige is

throwing harpoons at you. [Laughter.]
Senator CHAFEE. So are a host of others up here. You are respon-

sible for no beef going there, for not enough soybeans, for not
enough wheat.

I ust want to make that point.
ow, Secretary Baldrige, I need some help. You say that there is

a 1 million unit unused capacity in the United States, for produc-
ing the small, economic, gas efficient automobile that would take
up the slack.

Mr. BALDRJGE. It is just coming on stream this year.
Senator CHAFEE. It must be there, because the automobile manu-

facturers offered rebates in order to encourage purchasing of cars.
These rebates, as I understand, apply to the K cars as well as to

the bigger fuel-inefficient cars; is that not so?
Mr. BALDRIGE. Yes, sir, but one of the main reasons they went

into rebate is that our sales in the U.S. automotive industry, in
January and February, were significantly lower than they were a
year ago.

Never mind talking about taking up the new capacity that was
built last year, they didn't sell enough in January and February to
equal what they sold last year, which was really a disastrous car
year.

Senator CHAFEE. Well now, tell me what's the problem? Is the
problem that we don't have quality or we don't have price? What is
the matter with the U.S. automobiles? If we have the market, if we
have the productive capacity, why are they not selling?

Mr. BALDRIGE. Well, Senator, if you want to look at the whole
picture, obviously the matter with the market right now is that
people are not buying automobiles almost of any kind. When they
are, they have been used to buying Japanese cars, small cars and
their increase has shown up in the percentage figures.

But, the major thing wrong with the U.S. automobile market has
been high interest rates, inflation, inability of people to buy cars,
and particularly, the interest rates. It just costs too much now.

Senator CHAFEE. But the interest rates apply to a foreign car.
They don't come interest free; do they?

Mr. BALDRIGE. Oh, yes. I am saying that that is the major prob-
lem, more so than imports. But in order to--

Senator CHAFER. Then why are we here today? Why are we
discussing this piece of legislation, which you are supporting, if, in
fact, you ve really downgrading the importance of this legislation.

Mr. BALDRIGE. Senator, we are not supporting the legislation. We
came up here to-testify against it. I thought I made that clear. We'
are not supporting import quotas by legislative fiat.
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Our opinion was asked about what else do you do then, and we
would much rather see voluntary restraint. And, I underline volun-

taenator CHMlME. So you are against this legislation?
Mr. BALDRIGE Yes, sir.
Senator CHmmFn. That wasn't apparent to me.
Mr. BALDR!GE. Well, I have to recognize the problem that the

legislation is trying to address. I would just suggest that we should
have a better solution first, to try, than legislative fiat.

Mr. BROCK. it is a matter of price. In addition to the market
circumstances, the biggest problem, as the Secretary said, is the
market itself. We simply are not selling enough cars in this coun-
try-across the board, large or small.

But when the market is soft, the normal temptation of people
who can't afford 18-percent interest rates on the mid-price-range
car, is to go to the lower-price-range car. It is this market for lower
priced vehicles that is primarily satisfied by Japanese cars.

Thus, the Japanese have been able to hold and slightly increase
their sales, while our sales have gone way down.

Consequently, their share of the U.S. market has gone up. The
reason is that they do have a price advantage, and it is a very real
one. Fifteen hundred dollars is what Secretary Lewis said-it is
somewhere in that range-across the product line.

Senator CHAFEr. Well, I don't see the price difference as a very
great concern to the workers involved here. But, I will save that up
for the next panel.

Thank you, Mr. Chairman.
Senator DANFORTH. You have been very generous with your

time. I very much appreciate it. I just want to make two concluding
comments, in your presence.

Do you want to ask a question?
Senator BAucus. Yes, Mr. Chairman.
Senator DANFORTH. Go ahead.
Senator BAUCUS. Thank you, Mr. Chairman.
Gentlemen, I wonder if you could just generally advise us as to

the best course to take here, particularly you, Ambassador Brock.
That is, the Japanese aren't dumb. They know what is going on
here. They know that they are trying to make as much money as
they can, and they are trying to feel us out how far are we going to
go as a country in trying to remedy the problem from our point of
view.

Now, Senator Danforth has introduced a bill to try to get the ball
rolling here. You come up and say, "No, the bill is too strong." You
prefer a negotiated settlement. I think we do, too.

Now, obviously, if that is our task, they are going to call our
bluff, wait it out a little bit, perhaps negotiate some kind of an
agreement.

So, what is the best tack we can take to get the results here,
which is to help the American automobile industry, and to some
degree, in the short term, get a little protection from Japanese
imports.

I mean, you come up here and say, "Don't support the bill." You
say, "Talk it out." Well, if we just talk, that is what it is going to
be, just talk. That is not going to help matters very much.



66

So, how are we going to get the ball rolling here to get something
done?

Mr. BROCK. I think it is important to note that the ball is rolling,
that the matter is under very intensive discussion and some debate
within the administration.

But, Senator, it is impossible for me to suggest to you or anyone
in this body, that I have a magic wand that I can wave andsay

-that I know precisely the level of imports that is necessary to have
a healthy U.S. auto industry, until I have a very strong assurance
as to what else we will do domestically.

That is the reason I suggested I was reluctant to forgo tax
changes that might be productive. Certainly the regulatory changes
are on stream, but they are going to require, in many cases, con-
gressional action.

We need to develop a package of answers, because it is not a
simple problem and it won't respond to a simple answer. It is going
to take a whole mix of actions, on the part of labor, management,
Congress, and the administration. Then perhaps, we can determine
the costs of the inflation aspect of import restraints and other costs
that would be imposed upon the American public and see what is a
workable level.

Senator BAUCUS. I thank you. I just encourage you, again, to be
decisive and to move quickly. I have been in this body now, 2 years,
and I have become a little less patient with packages and negotiat-
ed settlements than I was 2 years ago.

I know the administration is beginning its program. But, I urge
you to move with dispatch.

Mr. BROCK. Our next meeting is scheduled to start 7 minutes ago,
Senator.

Senator BAucus. Thank you.
I will ask no more questions so you can begin.
Senator DANFORTH. I would just like to make a couple of com-

ments very briefly. The first is this: If the Japanese were in our
shoes; that is, if their automobile industry lost $4 billion last year,
and if some 200,000 people were out of work, and if 22 percent of
their market was controlled by one country, and 28 percent of their
market was supplied from abroad, it is Pbsolutely inconceivable to
me that the Japanese would have a free trade policy on auto-
mobiles.

Would you agree with that?
Mr. BROCK. The fact is that they did not.
Senator DANFORTH. They did not. And, they would not.
Mr. BROCK. For 30 years they had no free trade policy at all.
Senator DANFORTH. Absolutely. Do you agree with that, Secre-

tary Baldrige?
Mr. BALDRIGE. Yes, sir. They would not be sitting around talking

about it.
Senator DANFORTH. They would be acting, that is right.
Second, you know, there is a certain Quixotic appeal in philo-

sophical purity. I admire it. I admire those editorial writers who
write about the wonders of free trade. But it is bizarre, in my
opinion, to think in terms of free trade, and to define free trade as
the freedom of European countries to keep out Japanese auto-
mobiles.
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The freedom of the Japanese to impose restraints on citrus,
leather, fishery products, cigarettes, rice, semiconductors, comput-
ers, beef, you name it. I mean, that is their view of free trade.

Frankly, some have the notion that in the quest of some philo-
sophical purity, suddenly the United States should stand alone and
allow a major industry to just go down the drain because we are
going to be very philosophical about it, professorial about it. To me,
that is bizarre.

Mr. BROCK. I don't think any of us have a desire to participate in
a bizarre experience. [Laughter.]

Senator DANFORTH. Good. Well, I am glad to hear it.
Senator CHAFEE. I presume there is equal time here, Mr. Chair-

man. [Laughter.]
Senator DANFORTH. I had my inning.
Senator CHAFEE. May I?
Senator DANFORTH. Yes.
Senator CHAFEE. Mr. Chairman, we have heard all kinds of testi-

mony indicating that passage of this legislation is not going to
solve the U.S. automobile problem. Each of the witnesses carefully
said that at the most this legislation would be helpful. There are a
host of other things we should be doing.

Unquestionably this industry has been seized by greed, and it is
coming home to roost. There has been greed on the part of the
workers whose wages have been boosted much higher than any-
where else in the United States. One of the witnesses mentioned
that they are not getting as much as airline pilots. Well, I suggest
they will press for that too. [Laughter.]

And, greed on the part of the manufacturers, as well as incapa-
bility on their part to anticipate what was coming.

Suddenly, this great free enterprise industry which has said in
past years "Roll the dice and let them come out where they may,"
is now rushing to this committee and saying, "Protect us. We've
made mistakes. We've been stupid. We've signed contracts that
never should have been signed. We didn't anticipate anything, and
now rescue us, and force Americans not to make a free choice."

Americans are making a free choice now. They are buying Japa-
nese cars. Because they are better in quality and better in price.

Senator DANFORTH. That is not the case.
Senator CHAFEE. Why are they selling then? Let me know why

they are selling if they are not better in quality and better in price.
That is why Americans are rushing out to buy them. That is why
we have 1 million units unused capacity, as Secretary Baldrige
testified. That is why we are having rebates. We can't compete.

Now I say to this industry, get on with it. Get on with it and
show what America can do. I refer not only to the industry, but
also the workers.

Thank you.
Senator DANFORTH. I would just add that I think it is fair to say

that while the witnesses have said import restraints can't stand
alone, that they are a necessary ingredient. The heart is an organ
which cannot stand alone. Just having a heart materialize before
you would make for a pretty funny looking person, but it is a
necessary organ in the body. I think the same is true with respect
to voluntary restraints.
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The second is that, as was pointed out by our witnesses, the
Government has had its share of complicity in this problem. I
think we can't just walk away from it.

Gentlemen, thank you very much.
Mr. BROCK. Thank you, Senator.
Mr. BALDRIGE. Thank you, Senator Danforth.
[The prepared statements of Ambassador Brock and Secretary of

Commerce Malcolm Baldrige follow:]

STATEMENT OF AMBASSADOR WILLIAM E. BROCK, U.S. TRADE REPRESENTATIVE

I welcome this opportunity to appear before the Subcommittee to discuss the auto
trade issue and to present the Administration's position on S. 396 and similar quota
legislation. I will be pleased to respond to your questions along with my colleagues
following my oral statement and that of Secretary Baldrige.

Secretary Lewis has already described the work of the President's Auto Task
Force and Secretary Baldrige will discuss the general problems facing the American
auto industry. I will expand on the trade policy issues raised by the automotive
problem and specifically discuss the question of legislated import restraints.

As I have stated before, the current crisis in the American automotive industry
cannot be explained solely in terms of imports. It is a fact that the import share of
the U.S. auto market rose from 17.7 percent in 1978 to 26.7 percent in 1980 and was
28.8 percent last month despite some recent recovery in domestic car sales. It is a
fact that Japanese market share rose from 12 to 21 percent over this same period
and was 23.8 percent last month, an all time high. But it is also a fact that of the
2.6 million unit sales decline in U.S. built cars from 1978 to 1980, import substitu-
tion accounted for just 400,000 units. This is one reason why I have also stated that
import restraints cannot be the sole solution to the industry problems.

Capital formation, tax and regulatory policy, as well as those steps which must be
taken by the companies and labor themselves are at the heart of the solution to the
industry's problems and require primary and urgent attention. As a first step, the
President's economic program must be enacted to foster additional capital for indus-
trial expansion, to lower interest rates and to put money back in the pockets of our
citizens, so that they can effectively purchase new cars, other durable goods, and
homes-the demand for which has suffered so much under the previous economic
policies.

Many in the auto industry believe that some form of import relief could contrib-
ute to the industry's recovery by aiding the industry in generating additional cash
flow and employment and by reducing dealership losses. They argue that the
current depressed situation in the auto industry and related industries is costing the
U.S. economy billions of dollars in lost Gross National Product, tax revenues, and
transfer payments to unemployed workers (over $2 billion in Trade Adjustment
Assistance payments could go to auto workers in fiscal year 1981). Further, they
argue that the U.S. market is the only major auto market not protected by substan-
tial tariffs or other barriers from Japanese exports.

Therefore, they conclude that the U.S. market will be used to absorb increasing
quantities of Japanese exports as Japanese manufacturers continue to increase their
capacity for parts, knocked down kits and finished, fully-assembled vehicles-par-
ticularly as Japanese home market demand remains sluggish. There is also concern
about increased taxes on domestic Japanese auto consumption which have been
proposed and their effect on trade.

Auto industry and labor leaders that I have talked to have agreed that a cutback
in imports alone is not the major solution to their long term problems. However,
they feel that something must be done quickly to reverse the financial erosion in
the industry and gve the industry time to accomplish major investment plans-
costing more than 0 billion over 5 years-that will lead to greater labor productiv-
ity and to higher mileage and higher quality automobiles in the future.

Others who also want the U.S auto industry to become more competitive argue
that moderate import restrictions will not accomplish that goal and will instead
penalize other groups in the economy, and possibly the industry itself. They say that
import restrictions are an inefficient way of transferring financial capital to the
U.S. auto manufacturers as restrictions will also likely raise import car prices,
sending more dollars abroad, and increase consumer costs.

They also argue that import restrictions endanger the free trade policies this
Government has maintained over the last 40 years and run directly counter to the
private free enterprise spirit being espoused by the present Administration.
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Members of the Trade Policy Committee, under my chairmanship, have been and
continue to consider seriously whether some kind of import relief should be a
necessary component in the auto recovery package. At this time, however, no
definitive advice has been sent to the President. We would hope to announce a
decision on this issue at the time other Administration auto policy is made public.

In reference to S. 896 and similar legislation which would impose unilateral
export quotas on Japan, this Administration is opposed to this particular method of
relieving import pressure. This legislation, as currently drafted, raises some serious
problems both with our commitments contained in the General Agreement on
Tariffs and Trade, and with domestic law which provides a mechanism for import
relief. It may be possible to draft legislation that is more consistent with our GAWT
obligations and the thrust of the domestic import relief statutes of removing these
decisions from the political arena. However if import relief is necessary, negotia-
tions still remain preferable to legislated quotas.

In stating that this Administration prefers the negotiation route, I want to make
two points plainly: First, this Administration firmly believes that the President
clearly has Constitutionally based authority to negotiate government to government
restraint agreements on exports to the United States. Furthermore, special legisla-
tion providing antitrust immunity to parties involved in this agreement is not
needed if such a restraint agreement is implemented properly by a foreign govern-
ment. The Attorney General concurs with my views on this matter. Secondly, while
no decision has yet been made on the question of import relief, it follows that the
Administration will reach a decision with a clear understanding of the law and on
the basis of what is in the best interests of the United States.
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UNITED STATES-CANADIAN AUTOMOTIVE PRODUCTS TRADE
(in mftm of U.S doMa)

Tot U.S. " TOW U.S. Total VA
hilpats bulgaw

1966 .................................................................................................................... $1,375 $819 + $556
1967 .................................................................................................................... 1,889 1,406 + 483
1968 .................................................................................................................... 2,634 2,274 + 360
1969 ................................................................................................................... 3,144 3,061 + 83
1970 .................................................................................................................... 2,936 3,132 - 196
1971 ................................................................................................................... 3,803 4,000 - 197
1972 .................................................................................................................... 4,496 4,595 -99
1973 .................................................................................................................... 5,726 5,301 + 426
1974 .................................................................................................................... 6.777 5,544 + 1,233
1975 .................................................................................................................... 7.643 5,801 + 1,842
1976 .................................................................................................................. 9,005 7,989 + 1,016
1977 .................................................................................................................. 10,290 9,267 + 1,023
1978 ................................................................................................................... 10,964 10,492 + 472
1979 ........................................................................................ . . . . ........ 11,221 8,914 + 2,307
1980 ................................................................................................................... 10,450 8,581 + 1,869

' Estimated.

UNITED STATES-CANADIAN AUTOMOTIVE PRODUCTS TRADE
[in M of sU.S dolls

U.S exports U.S. sports

CARS
1970 .............................................. ................................................................................. $631 $1,474
1971 ................................................................................................................................... 985 1,924
1972 ................................................................... ........................................................... 1,075 2,065
1973 ......................................................................................... . . . . . . . ............ 1,439 2,272
1974 ................................................................................................................................... 1,657 2,595
1975' ...................... ........................ 2,142 2,809
1976 ................................... 2,354 3,477
1977 ............................................... 2,655 3,795
1978 .............................. 2,613 4,129
1979 .............. ............. 2,853 3,424
1980 .................................................... ............................................................................. 2,925 3,802

TRUCKS
1970 ................................................ 263 564
1971 ................................. ...... ....................................................................................... 334 587
1972 .............. .................................. .................................................................................. 504 713
1973 .................................................................................................................................... 643 789
1974 ........................................................................... ....................................................... 916 887
1975 .................................................................................................................................... 922 917
1976 .................................................................................................................................... 985 1,363
1977 .................................................................................................................................... 1,057 1,841
1978 ................................................................................................................................... 1,158 2,036
1979 .................................................................................................................................... 1,526 1,809
1980 .................................................................................................................................... 1,050 1,891

PARTS
1970 .................................................. 2,042 1,094
1971 ...... .......... .................................. 2,484 1,489
1972 ................................................... ............................................................................ 2,917 1,817
1973 .................................................................................................................................... 3,644 2,240
1974 .................................................................................................................................... 4,203 2,062
1915 .................................................................................................................................... 4,579 2,075
1976 .................................................................................................................................... 5,666 3,149
1977 .................................................................................................................................... 6,578 3,631
1978 ....................... . ................. ........ . . . ................................................................ 7,193 4,327
19 9 ......... .......................................................................................................................... 6,842 3,681
1980 .................................................................................................................................... 6,475 2,888

ElStimated,

77-112 0-81-6
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SUMMARY OF COMMENTS BY SECRETARY OF COMMERCE MALCOLM BALDRI0E

Secretary of Commerce Malcolm Baldrige tc. -y emphasized the serious condition
of the U.S. automobile industry, noting that the 4.2 billion dollars in losses experi-
enced by the industry last year was the most any industry in history has ever lost.

The Secretary said that it now appears likely that the industry will lose close to a
half billion dollars more this year, imperiling the industry's ability to finance the
vitally-needed program of retooling and modernization.

He noted that the 6.6 million U.S. made cars sold last year represented the lowest
sales in 19 years, and though sales rose in February of this year to an annual rate
of 7.4 million units, this amount was still lower than sales in all but three of the
last 15 years.

The Secretary stressed that import sales remained strong, with Japanese import
penetration of the U.S. market reaching a record high 23.8 percent in February. He
cautioned that Japanese car sales may increase even more in the near future. If this
January's level of imports were to continue we would import 2.4 million Japanese
cars in 1981.

A point the Secretary emphasized was that, if the Administration decides that a
restraint on Japanese auto exports is a necessary part of the package being devel-
oped to assist the auto industry, a voluntary restraint, agreed upon by the Japanese
government, would be preferable to a legislated quota.

The Secretary indicated that the Administration was presently considering wheth-
er to seek such a restraint, but such a decision would be difficult, involving both
costs and benefits. On the cost side many fear restraint would drive auto prices up
sharply, but the Secretary said he did not agree. He noted that existing excess
capacity in the United States and the long term marketing strategy typically
preferred by the Japanese should minimize increases in prices.

The Secretary closed by noting that a decision would be made soon and will be
announced in the context of an integrated package of actions to assist the auto
industry.

STATEMENT OF MALCOLM BALDRIGE, SECRETARY OF COMMERCE

Mr. Chairman, I appreciate the opportunity to testify before you today on a
matter that deeply concerns both the Administration and the members of this
subcommittee. The serious condition of the U.S. automotive industry requires our
immediate attention. The U.S. automobile industry lost $4.2 billion in 1980-the
most any industry in history has ever lost. Moreover, it now looks like the industry
will show another loss in 1981. Some current Wall Street estimates are for a loss of
close to a half billion dollars.

The cash flow picture is even worse. Profits and depreciation are internally
generating far less cash than is required to finance the industry's critically-needed

0 billion investment program. The U.S. auto industry had a $9 billion cash flow
deficit last year, and some current Wall Street estimates now indicate the industry
will have a further cash flow deficit of $5 billion in 1981 and $3 billion in 1982.

Financial and economic conditions in the industry have become critical, and some
assistance is essential in order to help the industry through this extremely difficult
period.

It was this need for action that led to the introduction of the bill now before this
subcommittee. It was this same need that led President Reagan, as one of his first
steps in office, to create a Cabinet-level task force to address the problems confront-
in gour auto industry.

This task force was charged with the responsibility for preparing an integrated
package of government measures that would help restore the industry's vitality.
The package which we are developing will be a comprehensive one, encompassing
actions in several areas which will, in conjunction with the Economic Recovery
Program, foster the industry's return to competitiveness. The task force was given
six weeks to accomplish its review and submit proposals to the President. As,
Secretary Lewis has indicated, the work of the task force is nearing completion. We
will shortly be sending our report to the President for his review and decisions.
The current condition of the auto industry

The current situation in the auto industry is bleak. The 606 million domestic cars
sold in 1980 represented the lowest sales in 19 years. Sales in February 1981 rose to
a seasonally-adjusted annual rate of 7.4 million units, but even that sales rate was
worse than the sales volume in all but 3 out of the last 15 years. Moreover, the
February sales increase was due largely to a surge occurring during the latter part
of the month in response to cash rebate programs introduced by Ford and General
Motors. These programs will bolster sales figures in the coming weeks, but they
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expire in the third week of March. Thus, without some change in the underlying
problems, it is likely that the sales figures for domestic cars will drop off again late
In March.

Import sales, however, have continued to be strong. Japanese penetration of the
U.S. car market in February rose to a new record level of 28.8 percent. Total import
penetration was at a near-record 28.7 percent.

Japanese car sales may, in fact increase even more in the near future. Census
Bureau import data show that 20 thousand Japanese cars were imported in Janu-
ary. If that rate were to continue for the rest of the year, the Japanese would be
sending us 2.4 million cars in 1981--ap a full 20 percent from 1980. Viewed another
way, 2.4 million Japanese cara would be about 25 percent of the 9.7 million total car
market we see for 1981.

The damage done to small business and their employees by the low level of auto
sales is sometimes overlooked. Only 50-60 percent of the value of the components
going into a car are typically produced by the auto companies themselves. The rest
of the components are purchased from supplier companies-most of whom are small
or medium-sized firms. Additionally, 1600 U.S. car dealerships went out of business
or stopped handling U.S.-made cars in 1980, and virtually all these firms were
considered small businesses. Chrysler lost one out of every 8 dealers in 1980, and
Ford lost one of every 12. The loss of these dealerships has placed U.S. auto
companies in a weakened marketing position, and will make it more difficult for
them to maintain or expand their share of sales when the market recovers. The loss
of any more will further weaken them.

The auto industry is not waiting idly for someone else to address its problems. In
response to changing competitive conditions in the world marketplace, the domestic
auto industry had already begun to retool itself to produce a greater quantity of
fuel-efficient cars before the abrupt shift in consumer demand toward such kars in
1979. You can argue that the industry should have started its transition earlier, and
that auto industry management misread the signals of the marketplace. Certainly,
the management of the U.S. auto industry is not without its faults, but the U.S.
government has to take a large share of the blame. The government held down the
price of gasoline and gave strong signals that it would continue to hold down the
price of gasoline in the future. This led consumers to keep buying large cars long
after they otherwise would have switched, and gave the industry confused signals.
As late as 1979, for example, there were waiting lists for large, V-8 autos. The
excessive and costly regulations imposed on the industry by the government have
also contributed to the present problems of the industry.

The automobile companies are now in the midst of their transition-the most
massive revitalization effort in industrial history. This retooling effort will cost an
estimated $80 billion, with $65 billion in investment scheduled to take place in the
next five years. In contrast, the U.S. auto industry spent only $50 billion on
worldwide capital improvements during the entire decade of the seventies.

Making such a tremendous investment puts an enormous strain on their capital
structure. This would be true even if sales were strong and the industry were very
profitable. But the huge losses the auto manufacturers incurred last year, the added

now expected for this year, the decline in the number of dealerships, and very
importantly the increasing difficulty in obtaining external financing, magnify the
dangerous situation the industry faces.

With this in mind I believe that the interests of our nation would best be served
by taking steps which would ensure that the auto industry has the ability to
generate the cash flow needed to complete these investments and become fully
competitive.

Effects of the economic recovery program
Since a good part of the domestic auto industry's current difficulties can be

attributed to unfavorable general economic conditions, a return to a more robust
economy should provide some relief to domestic auto producers. The President's
Economic Recovery Plan is aimed at achieving a stronger rate of economic growth,
along with a gradual but sustained reduction in inflation. Interest rates and financ-
ing conditions in general can be expected to improve steadily under this perform-
ance. According to our forecasts these turnabouts will be sufficient to restore the
U.S. auto market to about 11 million units per year by 1983.

However, even with an improvement in general ecotiomic conditions, the indus-
try's underlying problems will still remain until modernization is completed. Fur-
ther steps may have to be taken to ensure lasting success for domestic producers.
We are exploring additional measures which might also serve as a source of some
relief. And, no matter what government does, the major responsibility for revitaliza-'
tion will rest with the industry itself.
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Comment on the Danforth/Bentsen bill
The President has not yet decided whether a restraint on Japanese auto exports

should be negotiated. However, if the Administration does determine that restraint
is needed by the industry, we believe that we should first attempt to obtain a
commitment for restraint from the Japanese Government through a government-to.
government negotiation-and not through legislated quotas.

A voluntary restraint of Japanese auto exports imposed by the Japanese Govern-
ment would have certain advantages over a quota. A legislated quota is too inflexi-
ble and presents many additional problems. The impo ition of a quota could be
contrary to our obligations under the GAIT. Japan could therefore seek compensa-
tion in the form of other trade concessions, or could withdraw concessions on
products of interest to the United States.

Successful implementation of a voluntary restraint on Japanese auto exports
would obviate the need for a bill imposing a quota on imports of Japanese autos. If
we decide to pursue such a course of action in our auto package and it proves
unsuccessful, it may be necessary to pursue alternative measures.

Any decision to seek restraint of auto exports from Japan would be a difficult one
requiring careful evaluation of both the costs and benefits. There would certainly be
gains to the industry in terms of added sales, employment, and cash flow. There
would also be economic gains to the nation in terms of reduced unemployment
payments as workers were re-hired. Such reduced payments together with the added
taxes re-employed auto workers would pay, are estimated at $16,000 per worker.

There would also be costs. The most significant concern on the cost side is the
degree to which restraint on Japanese car exports would cause car prices to rise.
Some feel that large price increases would be inevitable. I do not agree. I see strong
market forces which would serve to minimize any price increases.

In the first place, Japa.iese auto makers have always planned their marketing
strategies for the long run. I do not believe they would adopt a short-run pricing
strategy of soaking the market for all they could charge during a period of tempo-
rary restraint. They would toe too concerned for the effect this would have on their
market positions once any temporary restraints ended. Moreover, part of the effort
to seek voluntary restraint could encompass a negotiated restraint on price in-
creases.

Of equal significance is the fact that U.S. car markets have considerable unuti-
lized capacity for making fuel efficient small cars. US. car companies can now
make around 3 million new design small cars (almost all of which are front wheel
drive) at an annual rate. So far this model year, however, those cars have been
selling at an annual rate of only 2 million-leaving excess capacity of 1 million
units per year. This excess capacity means that there would be stiff competition for
sales among the U.S. car companies even if Japanese exports were restrained. Large
price increases are unlikely in that situation.
Conclusion

Mr. Chairman, we have devoted many hours of our time since the President
established the auto task force in January to examine meaningful ways to assist our
auto industry, which would at the same time be compatible with our other policies,
both domestic and international.

The auto industry faces a critical challenge during the next several years, and
most of the industry's difficulties were not of its own making. Competition from the
Japanese, increasing integration of the industry worldwide, and other developments
in the international arena require our domestic industry to revitalize itself on an
urgent basis. The investments required cannot be delayed. Ensuring the industry's
ability to make those investments is the objective at which the auto task force's
efforts are aimed.

I believe an effort to help the indsutry by imposing a legislated quota would be
counterproductive. We should be, and are, exploring the possibility of voluntary
restraint on the part of the Japanese as part of an overall set of steps to aid the
industry.

Senator DANFORTH. Now here is what I would like to do, because
it is now about 12:15; if we could hear from Senator Fannin now,
and then Messrs. McElwaine and Connelly, I wonder if Mr. Young,
Mr. Koplan, and Mr. McCammon could come back so we can start
again at about 1:45.

Does anybody have any problems with that?
[No response.]
Senator DANFORTH. No problems. Very well.



81

Senator Fannin, a distinguished former member of this commit-
tee, and if you could give the room just a little while to clear out,
because some people are leaving now, and then you will have our
undivided attention.

Mr. FANNIN. Very well.

STATEMENT OF HON. PAUL J. FANNIN, FORMER U.S. SENATOR
Senator DANFORTH. Let us proceed.
Senator Dole has had a meeting with Ambassador Okawara,

from Japan, and has handed the Ambassador a letter. He has
asked that the letter be included in the record, which it will be.
And also, that a copy of it be available at the press table, and it
will be available.

[Senator Dole's letter follows:] U.S. SENATE,

COMMITTEE ON FINANCE,
Washington, D.C., March 9, 1981.

His Excellency YosHIO OKAWARA,
Ambassador of Japan,
Embassy of Japan, Washington, D.C.

DR MR. AMBASSADOR: As you know, Senator Danforth is holding hearings today
on the legislation which le has introduced to restrict the importation into the
United States of automobiles manufactured in Japan. In introducing this legislation,
Senator Danforth stated that he did so "reluctantly" and had taken this action only
because of the critical state of this vital industry.

As President Reagan stated at his news conference on Friday, an administration
task force is presently completing work on an automotive industry report and will
be presenting its recommendations to the President in the near future. While no
final decisions have been made, it is clear that reductions in imports are an option
under consideration. Among others, eight Governors have urged the President to
negotiate voluntary import restrictions. Senator Danforth and several administra-
tion spokesmen have also indicated their preference that such restrictions be mutu-
ally agreed to by the U.S. and Japan rather than imposed by legislated quotas. This
is also my preference.

Should the United States and Japan be unable to resolve this problem in a
mutually acceptable manner, the distinct possibility exists that legislation imposing
mandatory quotas will proceed in either or both Houses of Congress. I believe this
could have unfortunate consequences including increasing pressures on other as-
pects of our trading relationship. Such a development could impede efforts being
made to ensure that both Japan and the United States gain the greatest possible
benefits from the multilateral trading system. Our countries are the cornerstone of
this system and the failure to mutually resolve the automobile import problem can
only detract from its strength and ability to maintain and enhance the open world
trading system.

It is my hope, and I know it is the hope of Senator Danforth, that this issue will
be quickly resolved in order that we may move on to a discussion and resolution of
other issues under consideration between our countries.Sincerely yours, BOB DOLE, Chairman.

Senator DANFORTH. Senator Fannin, you are a former and very
distinguished Member of not only the Senate, but of this commit-
tee. You spent a number of years on this committee, working on
the problems of international trade. It is an honor to have you
back with us again.

Mr. FANNIN. Thank you, Mr. Chairman, and members of the
committee.

This committee is to be commended for holding these hearings to
determine what can be done to assist in maintaining a healthy
automotive industry in our Nation, and still be fair with other
nations that are importing cars to this country.
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Mr. Chairman, I did work on this problem from the mid-1960's to
1977, when I left the Senate.

Since presently about 80 percent of our car imports are from
Japan, they are creating our most immediate problem, as has been
brought out today.

Part of the time, while I was in the Senate, the shoe was on the
other foot. The Japanese were fighting to keep any American car
from being shipped into their country.

At that time, I observed the hopelessness of getting American
products into Japan, if the Japanese Government did not want
them to compete with their manufactured products.

Just an illustration. In the early 1970 s I was a member of a
congressional delegation meeting in Tokyo with the Japanese Gov-
ernment and business leaders to discuss trade and tariff regula-
tions. As one of the spokesmen for the Senate Members, I asked if
Japan would assist the United States in correcting the inequities in
the GATT schedules on United States export of cars into Japan.
Their answer was a firm no. They stated they were satisfied with
the provisions.

Why wouldn't they like the stipulations which gave them full
access to our markets, for a 41/2-percent tariff, going down one-half
of 1 percent a year, with their tariffs at that time being 17.5-
percent base, with an additional charge on each American car for
weight, wheelbase, motor size, and so forth, bringing the total
import fee to 100 percent or more, usually doubling the price of
even the medium-size car.

Mr. Chairman, although I do favor having negotiations to see
what can be done, I feel it is far more equitable for the United
States to take the action you are advocating on their exports into
our country today, than it was for them to practically eliminate
our cars when they could not compete.

Now, Mr. Chairman, I feel there is another factor of tremendous
importance-in fact, more important-than what we are talking
about at this time or have talked about so far this morning. This
has direct relationship to trade. And that is the factor of impor-
tance to our Nation of defense responsibilities of the other nations
of the free world, and particularly the Japanese.

Now, I would just like to discuss regarding the Japanese respon-
sibility to share in the defense of the free vorld and their nation, I
uote excerpts from a speech I made in th e Senate on May 15,
975, when I said:
Japan was a devastated nation, but one with great determination. They have

made an industrial comeback that has been the envy of the world.
We have participated in that endeavor, being the greatest foreign contributor to

their efforts in making this remarkable recovery. But, we have a responsibility to
the American people to recognize the responsibility the Japanese have to our
nation. This relationship of complete dependence must cease and the Japanese must
accept the burden of defense which their productive economy can sustain.

That is a quote from what I said on the floor of the Senate.
I made many other speeches, both on the Senate floor and here

in the committee room, regarding this subject.
When Japan was getting their exports moving, they were spend-

ing less than one half of 1 percent of their gross national product
on defense, whereas the United States was spending from 5,to 10
percent of our gross national product.
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I believe the United States -will subsidize the Japanese Govern-
ment in the next year by $50 billion or more.

Back over the years, while their country was becoming a world-
wide leader, it is my opinion that the United States subsidized
Japan with several hundred billion dollars. That has been done by
the United States assuming most of what should have been Japan s
fair share of defense expenditures for the maintenance and in-
creased building of a military complex for the protection of the
countries of the free world.

Japan has one-half the population of the United States, approxi-
mately, a gross national product of approximately 40 percent the
size of the United States, and growing.

I feel that Japan has an obligation to have a defense budget of at
least one-third the size of that of the United States.

On that basis, they should have a defense expenditure next year
of not $11 or $12 billion, but over $50 billion.

Many leaders in Japan recognize this need for greater defense
spending. This was brought out at a meeting in Tokyo in the last
part of September, last year, when recently former defense chief
Asao Mihara stated, "Under the security-treaty system"-and I am
just quoting excerpts from his speech-"the Japanese people were
able to fully exercise their national energy, concentrating their
efforts, first on recovery from World War II, and then on the
development of our economic strength and to attain the status of a
great economic power, becoming the country with the second high-
est industrial production in the free world."

He gave the United States credit for making that possible, by our
taking over their defense obligations.

Mihara said that there was no mutualness in the current secu-
rity treaty since, although the United States was obligated to
defend Japan, Japan was not required to do the same.

And, he continued, "This may have been permissible when
Japan's economy was only one-tenth that of the United States, but
today, when the ratio is 1 to 2, the treaty needs to be revised."

Another former defense minister, Shin Kanemaru, said, "Japan's
defense posture is so weak it cannot be considered a fighting force
and urge the nation to improve drastically its defense forces."

Now, that was said just last year, just a few months ago. Japan
should heed the words of its own defense ministers.

One of the leaders of Japan's economy, Heigo Fujii, a vice presi-
dent of Nippon Steel Corp., has this to say back in the early
seventies, when he wrote an article in a book titled, "Japan and
Current World Affairs." I quote:

Until some years ago, there was almost no defense spending by Japan. It was
because Japan was able to divert the greater part of its capital accumulation to both
public and private investment that it was able to achieve such a rapid economic
growth.

We continue treating Japan as a devastated nation, long after
they were stronger economically than our Nation.

Now, no longer can we accept excuses of the Japanese Constitu-
tion or obsolete treaties prohibiting a defense buildup. The freedom
of all Western countries is at stake with Japan one of the most
vulnerable to Russia's powerful navy and air forces.
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Whatever needs tW be done, Mr. Chairman, to enable Japan to
meet their fair share of the free world's defense must be rapidly
accomplished.

If we had subsidized Chrysler to the extent of the 15 or 20
percent or more of their budget, as we have subsidized Japan and
its industries, Chrysler would be prosperous today.

Now, what are my conclusions as to the actions that should be
taken?

No. 1, immediately Japan and the United States should negotiate
an orderly marketing agreement as a temporary measure. If the
Japanese refuse to act with fairness in this regard, we must at once
cut back on their imports and certainly your legislation would
accomplish that objective, Mr. Chairman.

No. 2, within 3 years of the defense expenditures of the United
States-of the Japanese-within 3 years the defense expenditures
of the Japanese should equal the average of the NATO countries-
on a gross national product basis.

The NATO countries and Japan should equal the United States
in defense spending on an equitable formula basis within 5 years.

No. 3, the failure of Japan to increase their defense expenditures
on a fair and equitable basis comparable to the NATO nations will
result in a continuance of the United States subsidy to their econo-
my.

Therefore, if the Japanese insist their industries have the unfair
advantage over our industries, we must follow the lead of other
nations in drastically reducing their imports that are flooding our
markets.

Mr. Chairman, I worked on this for many months; in fact, years.
I have a more elaborate statement for the record. I do feel very
keenly about this. I think it is something that should be recognized.

Senator DANFoRTH. Senator Fannin, your entire statement will
be printed in the record, in full.

Your testimony has been most helpful in putting this problem in
perspective.

You know, I think it is easy in this country to adopt a defeatist
attitude when no defeatist attitude is called for. This problem with
the American automobile industry has been short-ViVd. It has
come about in the last few years, and has in large part been due to
governmental policy.

In addition to that, as you pointed out, the Japanese have had
the luxury that we have not had, of investing very few of their
resources in providing for defense requirements where we have
undertaken a tremendous defense effort that is to continue as the
leader of the free world.

I don't think that it is true that Japan produces a better product
than we do. As a matter of fact, according to the figures of the
National Highway Traffic Safety Administration, the six most dan-
gerous automobiles that are sold in this country are all made in
Japan. That is not a better product. That is a worse product.I think that the American automobile industry will be able to
recover, provided that we give it some breathing room. But we
don't have, as you pointed out, a relationship of parity, of equity,
between the United States and Japan. Free trade in this case is a
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one-way street. It does not go the other way. We do not have ready
access to the Japanese market, as they have to ours.

In addition to that, they are able to invest a substantial portion
of their gross national product in industrial development, where we
have this tremendous defense requirement.

Mr. FANNIN. Mr. Chairman, one of the last television companies
to go offshore was Zenith Corp. I worked with their chairman of
the board, for quite a number of months, trying to assist them in
getting their product into Japan.

They could compete in Japan, from the standpoint of price and
quality of product, but they could not get the product into Japan.
They finally gave up and had to go offshore to do their manufac-
turing.

But, I witnessed that in one industry after another, the indus-
tries that I have been involved with in private business, so I knew
just what was happening and how serious it was to this country.

I tried, and the testimony is in the Congressional Record. I can
give you reference to it, where I had discussion on the Senate floor
with other Senators, but we did not have the support that would
bring the legislation through. So, we were unsuccessful.

Senator DANFORTH. Senator Grassley?
Senator GRAssLEY. Thank you, Mr. Chairman.
Senator Fannin, you obviously feel the Japanese ought to spend

a greater share of their GNP on defense, as a responsible partner
in the preservation of peace.

The only thing that I misunderstood, if I did, is whether or not
you feel that this course of action is a substitute for any restriction
on imports?

Mr. FANNIN. Well, naturally I feel that if we had burdened the
companies in Japan and the taxpayers in Japan with the defensive
expenditures that have been involved percentagewise in the United
States, our gross national product from theirs, they wouldn't be in
that enviable position of having the edge over us in the manufac-
ture of cars.

You can subsidize any company, 15 or 20 percent or more, they
are going to be eminently successful in their operations, unless
they have very poor management. That is what we did with Japan.
We adopted them, and then when they became of age, we didn't
drop them. We just kept carrying them through as if they were
still forlorn. So, we are still doing it today. This absolutely has to
stop.

We face a far greater threat in the future than we have faced in
the past if we don't do something about this.

Senator GRASSLEY. Very well. Senator, that explains the situa-
tion in 1981. Now, if we were to convince them to spend a larger
percentage of the GNP on military, is that your answer today for
the problems of too many imports into the country?

Or do you still think we ought to restrict the imports as well?
Mr. FANNIN. I feel both ways. I feel that cannot come about

overnight. So, it is disastrous to our companies. We cannot afford
to have Chrysler go under, when here they are one of our compa-
nies that is building military equipment. We are dependent upon
the automotive companies for a tremendous percentage of our de-
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fense. equipment, if we became involved in any problems as far as
the military is concerned.

So, we can't afford to let those companies go under.
I am a free trader, if you ever had free trade. But, you can't have

free trade with GATT. They talk about GATT. Well, I worked on
GATT for a long, long time. GATT is not always the answer. We
never had the votes in GATT to get what I felt was fair and
equitable.

It is just like we were in the United Nations, and of course, it
came out of the United Nations. So, I don't think GATT is going to
be the answer.

I think we must have something adopted, at once, if they are not
willing to work on the problem, that will accomplish the objective
we are talking about.

Senator GRASSLEY. Senator, do you feel that Congress should
enact this restriction or it should be negotiated bilaterally?

Mr. FANNIN. We have attempted to negotiate with them and
failed.

I can remember back when I asked the Japanese if they wouldn't
assist us in trying to make these changes that we are talking about
and they said no, they like it, as it is. They had a tremendous
advantage.

So, they are not willing, evidently, they are not willing to do that
today. So we have to get tough with them. We have to get just as
tough as they have been in the way they handled us. They have
pushed us around long enough.

Senator GRASSLEY. Would you vote for Senator Danforth's bill, if
you were still a Member of the Senate?

Mr. FANNIN. After the Trade Representative, Ambassador Brock,
had made his attempt and was not proceeding with success imme-
diately, then I would support the bill.

Senator GRAssLiY. Thank you, Mr. Chairman.
Thank you, Senator Fannin.
Senator DANFORTH. Senator Fannin, just one other question,

based on your experience. Some people say, well, if we impose
restrictions on the Japanese, they will retaliate.

Given the fact that the Japanese now have $10 billion trade
surplus with the United States and would have much more to lose
in a trade war than we would, given the fact that they did not
retaliate against the Europeans when the Europeans imposed
import restrictions on automobiles, given the fact that as far as I
know, the Japanese have never retaliated against the United
States and the United States has never retaliated against Japan,
what, based on your experience and your judgment, would be the
possibility of Japanese retaliation against American restrictions on
automobile imports?

Mr. FANNIN. You don't retaliate with your best customer. If they
were cut into half, there would still be more than what they are
being able to get into other countries of the world. So, why would
they retaliate? What do they have to retaliate about? They are just
happy to stay as it is, stay like they are, but I wouldr't worry
about them retaliating.

I know, I take some Japanese periodicals, and I receive informa-
tion through that source. There is a real change in attitude in
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Japan. I think they are really concerned about it because, they
have a right to be.

Their country, of course, when they start talking about what
they want to do, they look back and see what we did for them, in
the early 1970's, when we were working trying to get our cars in
Japan, and were unable to do so, we were taking 30 percent of
their exports, total exports.

The European Eeconomic Community was taking 5 percent, and
they have double our population.

We tried to assist the Japanese into getting more of their exports
into the European countries.

So, we have been the friend of the Japanese all the way through;
in fact, we adopted them, as I say, and we carried them too long.

Senator DANFORTH. Senator, thank you very much.
Mr. FANNIN. Thank you very much for permitting me to appear

before the committee.
[The prepared statement of Senator Fannin follows:]

PREPARED STATEMENT OF HON. PAUL J. FANNIN, FORMER U.S. SENATOR

Mr. Chairman, members of the Finance Committee, as I will illustrate later in my
remarks, I believe the United States will subsidize the Japanese Government in the
next year by fifty billion dollars or more.

Back over the years, while their country was becoming a world-wide leader in the
electronic industry, the steel industry, and becoming the largest ship-builders in the
world as well as builders of more cars than any other nation, it is my opinion that
the United States subsidized Japan with several hundred billion dollars.

This has been done by the United States assuming most of whit should have been
Japan's fair share of defense expenditures for the maintenance and increased build-
ing of a military complex for the protection of the countries of the free world. Since
the early sixties, Japan's economy has been in a position to allocate a larger share
of their GNP than have most of the NATO nations, including the United States, but
as you know, has only devoted a small percentage of their GNP compared with the
NATO countries.

Japan, being relieved of the principal part of their fair share of defense obliga-
tions, has been able to have lower taxes or individuals, business and industry, and
to give special concessions on interest rates, along with many other inducements for
the romotion of manufacturing, especially on items to be exported. This savings
has teen a great factor in their steel, ship-building and other industries, having
such a rapid and successful growth.

For about ten years of my tenure in the US Senate, I was involved with our
Japanese trade relationship. In that connection, my work outside the Senate was
with American corporation executives who were promoting exports, with our State
Department, the Japanese Embassy officials in Washington; and in Japan as a
Congressional Delegate where we were trying to get Japanese cooperation for more
equitable trade and tariff regulations. ,

Although I devoted considerable time on this subject before becoming a member
of the Finance Committee, most of my work on this problem was in connection with
the Finance Committee which was responsible for Tariff and import quota, recipro-
cal trade agreements and revenue matters generally. I quote from a speech made by
me on the floor of the Senate on January 26, 1973.

"In the years just after World War II the United States was so dominant in world
trade that we could virtually ignore foreign economic relations. Political relations
were foremost in the minds of our government leaders and we could afford to be
generous in trade agreements."The situation began to change by the mid-1950's, and it should have been evident
by the 1960's that trouble was ahead. The Kennedy Round of Trade Negotiations
was supposed to ease trade problems, but it only compounded them as far as the
United States was concerned. We demolished our barriers to imports, but got
nothing in return.

"In 1971, we had our first trade deficit of the century. In 1972 our trade deficit
plunged even deeper and continued downward." I made many other statements on
this subject on the Senate floor, in Finance Committee meetings and to various
groups in Arizona and other states.
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As a result of this lack of awareness and concern, our government did not
seriously challenge discrimination against U.S. goods in Foreign Markets. We toler-
ated the closed economy of Japan, and at the same time, we maintained a substan-
tial open-market policy on imports of goods into America.

I'm not taking away from the greatness of Japanese industries or their workers.
Again, I am saying, we have, and are still subsidizing Japan, Inc., by relieving them
of financing their fair share of the free world defense including their own defense.

Auto manufacturing is the bloodstream of our nation's economy, creating one out
of every twelve manufacturing jobs in addition to being one of the largest purchas-
ers of basic materials.

As our automobile factories decrease in production capabilities so does our poten-
tial defense effort in time of war.

Chrysler is a large producer of tanks and other defense materials, as are the other
automotive companies.

A good percentage of our war production during World War II came from these
companies and the conversion to war-time production of these plants would be only
a fraction of the time it would take to build new factories.

This committee is to be commended for holding these hearings to determine what
can be done to assist in maintaining a healthy automotive industry in our nation
and still be fair with other nations that are importing cars into this country.

Since presently about 80 percent of our car imports are from Japan, they are
creating our most immediate problem. Part of the time while I was in the Senate,
the shoe was on the other foot. The Japanese were fighting to keep American cars
from being shipped into their country. At that time I observed the hopelessness of
getting American products into Japan if the Japanese government did not want
them to compete with their manufactured products and I understand that circum-
stance still prevails today, even in the automotive industry.

Now they say, "We do not have any tariff on American cars shipped into Japan"
but I know your committee has determined all the other requirements on car
imports including modifications, so realize we pay a tremendous penalty in export-
ing cars to Japan.

In the early seventies I was a member of a Congressional delegation meeting in
Tokyo with the Japanese government and business leaders to discuss trade and
tariff regulations. As one of the spokesmen for the Senate members, I asked if the
Japanese would assist the United States in correcting the inequities in the General
Agreement on Tariff and Trade Schedules on United States exports of cars into
Japan: Their answer was a firm "No." They stated that they were satisfied with the
provisions.

Why wouldn't they like the stipulations which gave them full access to our
markets for a 4 1/2 percent tariff going down 1/2 percent a year with their tariff at
that time being 17 2 percent base with an additional charge on each American car
for weight, wheel base, motor size, etc., bringing the total import fee to 100 percent
or more usually doubling the price of even a medium size car.

The world situation has changed dramatically since we negotiated agreements
with Japan. Thirty years of varying degrees of prosperity have changed the world
order. The commitments made and responsibilities assumed by the United States for
an overwhelming share of the defense of the free world is no longer a viable
solution to actual defense requirements. Events in recent years and more pointedly
in recent months clearly illustrate the necessity of the other free nations of the
world to carry heavier commitments.

In regard to Japanese responsibility to share in the defense of the free world and
their own nation, I quote excerpts from a speech I made in the Senate on May 15,
1975, speaking on defense commitments of the free world nations. "We've had a
relationship with Japan that has been in effect since World War II. This relation-
ship has proved the ability of the victor to assist a nation that has gone down in
defeat in making an almost unbelievable comeback. Japan was a devastated nation,
but one with great determination; and they have made an industrial comeback that
has been the envy of the world. We have participated in that endeavor, being the
greatest foreign contributor to their efforts in making this remarkable recovery."

"But we have a responsibility to the American people to recognize the responsibii.
ity that the Japanese have to our nation."

"This relationship of complete dependence must cease, and the Japanese must
accept the burden of defense which their productive economy can sustain." End of
quote.

When Japan was getting their exports booming, they were spending less than
of 1 percent of their Gross National Product on defense, whereas the United States
was spending from 5 to 9.3 percent of our GNP. In the seventies we averaged about
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5.5 percent while Japan was still spending only around 1/2 of 1 percent until late in
the decade when they claimed they worked up to %i/o of I percent of GNP in 1979.

As I understand-in the United States 1981 budget ending September 30, 1981, we
will spend 5.5 percent or more of our GNP on defense. The total budget amount for
1981 will be about $650 billion with over $170 billion for defense if present proc-
tions hold. This does not include the US billions spent in the Middle Est andoter
areas of the world that affect the oil lanes on which the Japanese are even more
dependent than the United States.

The 1980 reported Japanese budget ending April 1, 1981, provided for total ex-
penditures of $202.8 billion with defense expenditures at $10 billion, including $1
billion for supporting U.S forces in Japan.

The Carter budget submitted for 1982 ip approximately $740 billion with defense
spending listed at approximately $180 billion. In the new Reagan budget, reported
defense expenditure will be near $200 billion, or about 7 percent of our GNP. That
is, of course, dependent on Congressional approval.

The reported contemplated Japanese budget for their fiscal year ending April 1,
1982, will be $223.8 billion with defense expenditures as reported, being around $12
billion, or about 1 percent of Japan's GNP.

This indicates that just our increases in defense spending will amount to over four
times their total defense budget.

Japan has one-half the population of the United States, a GNP of approximately
40 percent the size of the United States with a budget that was running about one-
third the size of the United States. I feel that Japan has an obligation to have a
defense budget of at least one-third the size of that of the United States.

On that basis they should have a defense expenditure next year of not $12 billion
but over $60 billion.

This year if Japan equaled economically troubled Great Britain's 5 percent de-
fense expenditures as a percentage of GNP, the free world's defense budget would
increase by 20 percent.

Following is a comparison of some of the free world nations in regard to the
percentage of their defense expenditures as to their GNP:
For the year 1979: Percent

U nited S tates ............................................................................................................ 5.0
G reat B ritain ............................................................................................................. 4.7
T u rkey ........................................................................................................................ 4.5
B elgiu m ...................................................................................................................... 3.5
W est G erm any ....................................................................................................... . 3.4
F rance ........................................................................................................................ 3.3
C an ada ........................................................................................................................ 1.8
Japa n .......................................................................................................................... 0.9

Russia's defense expenditures are estimated to be averaging about 15 percent of
their GNP.

Senator Orrin Hatch, shortly after coming back from participating in the October
1980 Tokyo Conference to Commemorate the 20th anniversary of the United States-
Japan Mutual Security Treaty, reported the following from speeches of two former
Japanese Defense Chiefs. Former Defense Chief Asao Mihara stated, "The Japan-
United States security system actually has played a decisively important role as a
pillar of freedom, peace, security and prosperity for Japan for nearly thirty years.
Under the security-treaty system, the Japanese people were able to fully exercise
their national energy concentrating their efforts, first on recovery from World War
II and then on the development of our economic strength and attaining the status of
a great economic power, becoming the country with the second highest industrial
production in the free world."

Mihara said there was no mutualness in the current security treaty since al-
though the United States was obligated to defend Japan, Japan was not required to
do the same. "This may have been permissible when Japan's economy was only one-
tenth that of the United States," said Mihara, "but today, when the' ratio is one to
two the treaty needs to be revised."

Another former Defense Agency Chief, Shin Kanemaru, said, "Japan's defense
capabilities should not be determined by arbitrarily mathematical formulas sitch as
the current government policy restricting defense expenditures to 1 percent of the
GNP."

Kanemaru also said that the "Japanese defense posture is so weak it can not be
considered a fighting force," and urged the nation to improve drastically its defense
force.

Japan should heed the words of its own defense ministers.
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American Ambassador to Japan Mike Mansfield, had some success in getting
Japan to build up their defense budget and I praise him for that effort. But still it's
just a start, and we must insist that more be done... many times as much,

One of the leaders of Japan, Heigo Fujii, a Vice President of Nippon Steel
Corporation had this to say in the early seventies- when he wrote an article in a
book titled "Japan and Current World Affairs." i quote: "Defense spending now
requires only 8 to 9 percent of Japan's national budget and until some years ago
there was almost no defense spending by Japan at all. It was because Japan was
able to divert the greater part of its capital accumulation to both public and private
investment that it was able to achieve such a rapid economic growth."

"To the best of our knowledge it was, unfortunately, Japan that started the
Pacific War, and, as a result paid a great price .. . and lost. If the United States,
which had paid the greatest sacrifices since Pearl Harbor had demanded half of
Japan's territory or even the island of Kyushu; Japan, under the conditions existing
at the time the war ended was in no position to say "No." However, the United
States did not seek any territory whatever. Instead, America provided 3V2 billion
worth of economic aid to Japan, and earnestly cooperated in Japan's economic
reconstruction. At the same time the United States abetted Japan in setting up the
new system called Democracy in Japan. All this made possible the economic growth
Japan has achieved today." End of quote.

No longer can we accept excuses of the Japanese Constitution or obsolete treaties
prohibiting a defense buildup. The freedom of all Western countries is at stake with
Japan one of the most vulnerable to Russia's powerful navy and air forces.

Whatever needs to be done to enable Japan to meet their fair share of the free
world's defense must be rapidly accomplished.

If we had subsidized Chrysler to the extent of 15 to 20 percent of their budget, as
we have subsidized Japan and its industries, Chrysler would be prosperous today.

What are my conclusions as to the actions that should be taken to keep many of
the leading manufacturers of our nation from bankruptcy and to give equitable
treatment to the Japanese during these troubled times when the very survival of
the free world is threatened?

Number One: Immediately Japan and the United States should negotiate an
orderly marketing agreement as a temporary measure. If the Japanese refuse to act
with fairness in this regard, we must at once cut back on their imports and insist on
changes in GATT to protect our interests.

Number Two: Within three years the defense expenditures of the Japanese should
equal the average of the NATO countries on a GNP basis. The NATO countries and
Japan should equal the United States in defense spending on an equitable formula
basis within five years.

Number Three: The failure of Japan to increase their defense expenditures on a
fair and equitable basis comparable to the NATO nations will result in a continu-
ance of the United States subsidy to their economy. Therefore, if the Japanese insist
their industries have the unfair advantage over our industries, we must follow the
lead of other nations in drastically reducing their imports that are flooding our
markets.

Senator DANFORTH. The next witnesses are Robert McElwaine
and Edward G. Connelly, representing the American International
Automobile Dealers Association.
STATEMENTS OF ROBERT McELWAINE, EDWARD G. CONNELLY,

AND DR. BART S. FISHER, COUNSEL, AMERICAN INTERNA-
TIONAL AUTOMOBILE DEALERS ASSOCIATION
Mr. MCELWAINE. Mr. Chairman, with regard to the time limita-

tions, Dr. Fisher has prepared a very brief statement and it will
only take a few minutes, on the legal and economic impacts of S.
396. I wonder if at the conclusion of my statement, Dr. Fiher
might have a few extra minutes to present that?

Senator DANFORTH. Certainly.
Mr. MCELWAINE. Thank you, sir.
Well, here we are again, Mr. Chairman. We seem to come down

to just thee and me in these hearings, almost inevitably.
We have submitted a detailed statement to the committee on S.

896. I will not try to expand on that or even to comment oh It,
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really. We .think it is a very complete statement. It offers our
proposal for a realistic and practical remedy to the problems of the
domestic automobile industry. We commend it to your attention,
sir.

On S. 396, where we would like to focus our comments, with all
due respect, Mr. Chairman, to your own legislative authoring of
this particular bill, we regard it as Neanderthal legislation.

In its flat, unequivocal establishment of numerical limit on im-
portations of automobiles from Japan, it makes no allowance for
changes in the marketplace, in international currency exchange, in
the state of the economy, or the needs of the consumers.

It violates nearly every international trade agreement to which
the United States is a party. It shatters all these carefully crafted
procedures for dealing with trade disputes that the Congress has so
laboriously created over the years, and procedures, which I might
add, we are trying very hard to enforce on all our trading partners.

S. 396 would create severe problems for the American chemical,
machine tool, computer, aircraft, and agricultural industries. It
would, in effect, ask these industries to sacrifice their export sales
in order to subsidize the domestic automobile industry.

I think to fully appreciate the impact that S. 396 would have on
the economy and on the automobile industry in particular, we have
to look very carefully at that industry. This industry has just
survived the most difficult year in its history, a year when the
requirements for massive infusions of new capital investment coin-
cided with one of the poorest sales years in recent history.

But "1 now stands poised for the greatest resurgence in the
history of the automobile industry.

I think to get the true picture, we have to look at General
Motors, which in effect accounts for two-thirds of all domestic
automobile sales.

General Motors announced loss of $763 million for 1980. It
caused a great deal of astonishment, the first loss in the history of
this corporation, in the United States.

But I think a closer examination of those figures is a little
revealing. Only 9 percent of that loss was incurred in the United
States; 91 percent of General Motor's loss in 1980 took place in
their overseas operation.

In this country, their losses were $71.9 million, on sales of nearly
$47 billion. That was less than a fraction of 1 percent of their total
sales.

Their losses in the United States were only 3 percent of the
profits they made in the immediate preceding year.

It seems a virtual certainty that GM's operations in 1981 are
going to be on a profitable basis.

The Ford Motor Co. is also projecting a profitable 1981. Philip
Caldwell, the chairman of Ford, has stated that between 1982,
which is only next year, and 1985, car sales in the United States.
will run at an annual rate of 12.5 million units a year. That is 10
percent higher than the previous record year for this industry.

Now, it is possible to challenge the forecasts of the automobile
industry executives on the grounds that they have to win share-
holder confidence in their organization, and to build up their ex-
ecutives' employee morale.
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Senator DANPoRTH. You haven't been speaking to the bankers.
Mr. MCELWAINE. We have, indeed, sir, and I think the bankers

and the investment analysts who have to appeal only to the hard-
minded investors have to be looked at.

Such a respected analyst as Clarence Lee, of Old Kent State
Bank, in Michigan, forecasts that U.S. passenger car sales will
approach 10 million in 1981, 12 million in 1982, and even more in
1983, and that is his lowside prediction.

On the high side, he says we may sell 14 million cars in 1983,
and 15.5 million cars in the United States before 1987, a 5-year
span during which we are talking about holding restrictions on
cars in some of the testimony given here.

The same kind of statements are being made by David Eisenberg,
of Sanford Bernstein, and others.

Small wonder then, that the domestic manufacturers are licking
their chops at the prospect of limiting Japanese imports to 1.6
million cars, in a 15-million-car market, cutting them from 21
percent of the market to only 11 percent of the market.

We are poised for a huge takeoff. The pent-up demand for auto-
mobiles in this country is so great today that all that is required to
trigger this demand is a return of consumer confidence in the
economy and reasonable interest rates.

Mr. Chairman, I have run out of time. I would like to ask Dr.
Fisher to make his statement, at this point.

Senator DANFORTH. Dr. Fisher.
Dr. FISHER. Thank you, Mr. Chairman.
My comments will be directed to the legal implications of your

bill, Senator. I think it is important that they be taken into
account.

Essentially, there are three legal concerns that your bill raises.
The first is, as has been mentioned already, the section 201

process. To enact your bill would undermine the purposes and the
functions of a section 201 process which this committee has careful-
ly crafted since the Trade Act of 1974.

It would constitute a clear signal to American industries in
competitive difficulty that their salvation lies here in the Congress
instead of with the administrative procedures that you have care-
fully crafted over the years.

you would virtually destroy the independence of the U.S. Inter-
national Trade Commission by announcing, in effect, that the Con-
tgrs will override the Commission's decisions if you don't like
them, agree with them, or if they turn out to be unpopular.

Your bill would substantially undermine one of the major
achievements of our trade negotiators in the Tokyo Round of trade
negotiations, the winning of commitments by other governments to
employ the same type of fair, open, and careful administrative
procedures that we employ, before imposing limitations on imports.

I must submit I have a parochial interest in this case, since we
thought we had won this case in the International Trade Commis-
sion, and now we find that defeat was about to be taken out of the
jaws of victory.

Congress would in effect be telling other nations that this coun-
try will itself ignore the determinations arrived at through such
procedures when it is expedient to do so.'
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I have no doubt that other industries who lose at the Interna-
tional Trade Commission will tromp right up here to the Hill, if
they lose, and hope to get relief, if your bill passes, following the
negative determination of the International Trade Commission.

The second concern we have is that your bill would totally un-
dermine the GATT articles that we have agreed to. There are six
areas of concern.

First of all, your bill contravenes the very heart of GATT, the
most-favored-nation principle, enunciated in article I of the GATT.

This provision has been in our trade agreements since the 14
points announced by Woodrow Wilson. The theory behind it is that
it avoids retaliation when we go and bilaterally retaliate against
other countries.

The second problem raised under the GATT is that it violates
GATT's article 11, flat prohibition against quotas, except in certain
very carefully defined situations of which this is not one.

Third, article XIII of GATT provides that if pursuant to some
exception provided for in the GATT, such as a waiver from its
provisions, quantitative restraints are to be imposed, they must be
imposed on a most-favored-nation basis, and your bill, of course,
does precisely the opposite.

Fourth, under article 19 of the GATT, import limitations may be
imposed only where imports cause or threaten serious injury to
domestic producers.

Now, as you well know, we just went through that process in the
International Trade Commission. Under our own procedures there
was a lack of sufficient finding of such injury.

Now, to then go ahead after this negative finding would, I think,
raise serious questions in the minds of our trading partners.

The fifth problem under the GATT is that of compensation.
Senator you are dealing with a product that values $6.4 billion in
imports. You are obligated under the GATT article 19, to provide
compensation to our trading partners should this bill pass. That is
an imPortant factor to take into account.

Sixth, the question of retaliation. Under GATT article 19(3Xb), if
this bill is passed, our trading painters will be entitled to retaliate
against us.

Finally, I might raise the question of our Treaty of Friendship,
Commerce and Navigation with Japan. We have more than 100
FCN treaties. We have negotiated 14 FCN treaties since 1946.

Article 14 of the United States-Japan FCN Treaty prohibits the
United States from imposing any restrictions on imports of Japa-
nese products unless similar restrictions are placed on the imports
of products from every other country.

Unlike the GATT, there is no waiver provision from this treaty.
Finally, I would just add, under the United States-Canadian

Automotive Parts Agreement, there is a serious question. We have
that agreement pursuant to a waiver. Why would the Japanese
continue to endorse that VO waiver if they are going to be dis-
criminated against by. legislation such as you have proposed?

So, we do have serious questions of a legal nature that I think
are not Quixotic, that we do not just raise for questions of philo.
sophical purity. They go to the very heart of our international
trading system.

77-112 0-81----1
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If your bill passes, sir I am afraid we will unravel the whole fine
fabric of our commercial obligations. It concerns me greatly.

Thank you.
Senator DANFORTH. Did you have a comment?
Mr. CONNELLY. Could I express one thought?
Senator DANFORTH. Of course.
Mr. CONNZLLY. As I have told you before, I am an automobile

dealer. I am from Cincinnati, Ohio. The-thought that comes into
my mind this morning, Senator, as I listened to the testimony that
has been given is, first of all, I do realize that it is your desire to
protect the American car industry.

But it appears to me that perhaps the real problem is the
American people themselves. They are the ones that are buying
these cars. Maybe they are trying to tell us something. Maybe they
are trying to tell us that they don't want the Government to take
away their free choice, that they don't believe protectionism will
make the American industry more competitive, that protectionism
won't help the inflation battle.

Government witnesses this morning have indicated that the Gov-
ernment may very well have caused the American car problem.

I suggest that further Government interference, vis-a-vis protec-
tionism will only cause further problems.

Thank you, Senator.
Senator DANFORTH. Gentlemen thank you very much.
Mr. McELwANz. Thank you, Mr. Chairman.
Mr. FISHER. Thank you.
Mr. CONNELLY. Thank you Mr. Chairman.
Senator DANFORTH. We will stand in recess until 1:45 p.m.
[Whereupon, at 12:45 p.m., the hearing was adjourned, to recon-

vene at 1:45 p.m. the same day.]
(Prepared statement of Mr. Robert M. McElwaine, president

American International Automobile Dealers Association follows:j

I.
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jLqussion of &Ierican Znternational Autombile Dealers Association

. 5. 296 would'be unfair to American consumers and would have
extremely adverse effects on imported automobile dealers.
:t would disable imported automobile dealers from sharing
in the benefits of the upsurge in automobile demand that is
expected to begin in late 19 1.

Z:. The recent DOT Report confirms AZADA's earlier testimony to
this Subcommittee that the current problems of the automobile
industry axe due to the shift in demand to small cars, the
inability of domestic producers to satisfy tIat demand, the
decline in overall ecnomie activity and the high cost and
tight availabAIlty of credit. The Report further confirms
that the biggest problem confronting American automobile
producers is that of financing the conversion of their
facilities to the production of small, fuel-effaeLant cars.

ZUZ. 5. 396 would not address this problem. :t will do nothing
to improve the competitive position of AmerLan-based producers
vis-a-vis foreign producers.

IV. DOT's Report, properly Lntepreted, does not support restrictions
on imports. Any support for import Limitations in the Report
is based on pure speculation.

V. S. 396 would have serious international trade implicationes

A. :t would undermine the authority of the UISTC and the
entire Section 201 process.

B. :t would contravene Articles I, XI, XIZI and IX of the GATT.

C. it would violate our Treaty of VrLendshLo with Japan.

V1. This Subcommittee should concentrate on relief measures that
would directly address the industry's problems and needs.
AZADA proposes,

A. A special refundable investment tax credit of 10 percent
for investments by automotive manufacturers in new plant.
and equipment, and in research and development, within
the United States, or, alternatively, extension of the
10 percent energy tax credit, made refundable, to invest-
ments by automotive manufacturers in energy-related
capital equipment.

3. raster depreciation for investments in new plant and
equipment.

C. A temporary moratorium on Federal income taxation on
foreign earnings repatriated by U.S. automobile manu-
facturers.

D. Reduction of regulatory burdens on U.S. automobile
manufacturers.

I. Expanded assistance to unemployed automotive workers.
ft,
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March 9, 1981

BEFORE THE

SUBCOMMITTEE ON INTERNATIONAL TRADE

COMMITTEE ON FINANCE

UNITED STATES SENATE

STATEMENT OF ROBERT M. McELWAINE, PRESIDENT

AMERICAN INTERNATIONAL AUTOMOBILE DEALERS ASSOCIATION

INTRODUCTION

Mr. Chairman

My name is Robert M. McElwaine. I am President of the

American International Automobile Dealers Association ("AIADA").

With me is Edward 0. Connelly, AIADA's Chairman of the Board,

and a dealer of imported cars in Cincinnati, Ohiot and our

counsel, Bart S. Fisher of the law firm of Patton, Boggs A Blow.

We appreciate the opportunity to present our views to this

Subcommittee once again on the question of restricting imports of

foreign made cars into the United States. We previously addressed

this Subcommittee on January 15, 1981 on essentially the same

subject as part of our testimony on the problems facing our

automobile industry in general. Today, our testimony will focus

more specifically on the issue of import restraints, the issue

raised by S. 396.

As we informed this Subcommittee in our January 15 testi-

mony, AIADA represents 4,500 American small businessmen who, with

their 140,000 employees, sell and service imported automobiles.
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Our annual payroll of wel over 02 billion is exceeded only by

those of the ten largest industrial corporations in the United

States. Our assets in this country total more than $8.6 billion.

We pay more than $607 million in taxes annually. Zn short, we

constitute an integral part of the American automobile industry,

a part that contributes importantly to the economy of our nation.

In our January 15 statement, we explained why import

restrictions would provide little, if any, tangible relief to our

domestic automobile industry. We observed that the'industry's

present depressed state is due to a combination of factors: the

abrupt shift in demand to small cars, the inability of domestic

producers to satisfy that demand and the overall decline in demand

for new cars brought about by the recession of 1980. Moreover,

the industry has had problems recovering from the shocks of

1979-80 because of the current high cost and reduced availability

of credit and higher car prices. As we observed in our statement,

restraining imports would have absolutely no positive effect on

these factors.

In addition, we stated that the major problem confronting

domestic automobile manufacturers today is that of financing

their effort to increase production of small fuel-efficient cars.

Again, we showed that import restraints would do nothing to help

our automakers solve this problem. At the same time, import

controls would result in a net loss of American jobs, would cost

close to $250,000 for each job produced and would drive up the

a
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price of all cars, further worsening the decline in overall auto-

mobile demand.

8. 396 had not yet oeen introduced at the time we testified

in January. Thus, we did not discuss the effects of any partic-

ular form of import limitations Since today's hearing is speoifi-

cally on S. 396, the issue of import quotas is before this

Subcommittee.

Mr. Chairman, the adverse consequences that inhere in all

forms of import restrictions are far worse with respect to numer-

ical quotas. They are the most unfair form of import restraint.

The.quotas proposed in B. 396 would have particularly serious

effects on the American consumer and on the American businessmen,

and their employees, in the imported car sector of the domestic

automobile industry.

Those industry analysts with the best track records are

virtually unanimous in predicting boom yepns ahead for the

American automobile industry. The pent-up demand for automobiles,

after nearly two years of lagging sales, is so great, they insist,

that a stabilized economy and lower interest rates will result

in record-breaking sales years during the 1980s. They also pre-

dict that this boom may start to materialize as early as the

second half of 1981,

Such a respected analyst as Clarence Lee of Old Kent State

Bank in Michigan says that auto sales by 1984 will surpass 12.6

million units and could reach 1597 million units. Seen in this

light, numericaL restrictions on imports would impose an intoler-

able burden on the American consumer, as well as on the imported
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automobile dealer. Limited to 1.6 million units per year for

example, in a 15-million car sales year, imports would constitute

less than 11 percent of the total market, down from about 26.7

percent in 1960.

The result will be a serious shortage of small fuel-

efficient cars, the cars that will be in greatest demand at that

time. The American consumer will be denied the freedom to choose

the type of vehicle that he or she will need and want. Moreover

the American imported automobile dealer will be unfairly precluded

from sharing in the benefits of the upsurge in demand.

Mr. Chairman, the quota contained in S. 396 is unjustified

by the realities of the American automobile market. Like all

forms of import restraints, 5. 396 would be ineffective ineffi-

cient and unfair.

NTH1 U08. AUT2MOBILE INDUSTRY, 1950'

On January 11 1961, shortly before we testified before

this Subcommittee, then-Secretary of Transportation NeLl Gold-

schmidt transmitted to former President Carter a report entitled

'The U.S. Automobile Industry, 1980.' That Report was prepared

by the Department of Transportation ('DOT') pursuant to both a

Presidential directive and a Coagressional mandate. It is an

extensive study of the present and future prospects of the

American automobile industry. It contains a number of very

thoughtful and perceptive insights into the problems that confront

our industry.
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Unfortunately, the Report's more significant and meaning-

ful observations and conclusions were overshadowed in the public

mind by the suggestion# made by Hr. Goldschmidt in his letter of

transmittal, that the United States Government *should negotiate

an import restraint agreement with the Japanese.' That suggestion

was not contained in the Report itself. Nor do the information

and observations made in the Report readily support such a sug-

gestion. Nonetheless, that one statement, made in one sentence

of the transmittal letter, has come to be identified with the

Report.

Because the Report is extensive and represents a consider-

able amount of DOT's time and effort, we recognize that this

Subcommittee may give it very careful consideration. Indeed,

there is much in the Report that deserves such treatments

However, if the Report is to be so regarded, it is essential that

it be interpreted accurately and that the misconceptions that

have thus far characterized the'public discussion of the Report

be dispelled.

The Report has been cited in numerous quarters as pro-

viding support for measures, such as 8. 396, to restrict imports.

4r. Chairman, that view is mistaken. In fact, the DOT Report

establishes that imports have = caused cur industry's problems,

nor are they likely to hinder Its recovery. Thus, the Report

substantiates what we told this Subcommittee on January 151

import restraints would provide the domestic automobile industry

with little, if any, relief.
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IMPORTS AND THE INDUSTRY'S CURRENT PROBLEMS

Like the United States International Trade Commission

("USITCO), whose findings we cited in our earlier testimony, DOT

did not attribute the current difficulties of the American auto-

mobile industry to increased imports. Instead, it confirmed our

position that American producers' problems have been brought about

primarily by the shift in demand from large cars to small, fuel-

efficient cars in the wake of the fuel disruptions of 1979-80.

It observed that domestic manufacturers "were not ready for the

unexpected and rapid change in consumer tastes" and could hot,

therefore, supply the small cars that came to be in great demand.

As a result, the market share of small imported cars increased.

Thus, DOT, like the USITC, viewed the recent increase in imports

as a concurrent consequence of the same factors that have caused.

our industry's distress, not as an independent cause of that

distress.

DOT also observed, as did the USITC, that the 1980 economic

downturn, high interest rates and tight credit have markedly

reduced sales volumes, thereby hindering the industry's recovery.

These problems, DOT stated, have been "compounded by the increased

loss of sales to imports." However, the Report leaves no doubt

that the major cause of Detroit's problems has been the sharp

increase in small car demand and the inability of American

automakers to satisfy that demand.

That the "increased loss of sales to imports" has not been

a significant part of the domestic automakers' problems is borne

V
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out by the sales figures for 1980. Sales of American-made auto-

mobiles decreased by 1.74 million units from 1979 to 1980. How-

ever, sales of imported cars increased by less than 69,000 units.

Increased imports thus accounted for less than 40 of the decline

in sales of domestic cars in 1980. Moreover, in January 1981,

sales of imports were actually 18.51 lower than in January 1980,

while sales of domestics contInued to drop. It is clear that the'

other factors cited by DOT and the USITC, particularly the decline

in economic activity and high interest rates, are responsible for

our industry's present condition.

IMPORTS AND THE INDUSTRY'S FUTURE PROSPECTS

1. DOT's View Of The ruture

Mr. Chairman, it is significant that DOT's Report does not

concentrate on the past. Nor does it attempt to assign blame for

Detroit's current state. Rather, it concentrates on the future,

looking ahead to what the worldwide automobile market will be

like and what American manufacturers' place in that market will

be. In so doing, DOT has performed an extremely useful service

for everyone involved in the automobile industry. Equally as

important, it has provided this Subcommittee with a reference

point from which to analyze the efficacy of 5. 396.

The essence of DOT's analysis of the future can be sum-

marized as follows

The worldwide automobile market is becoming more intensely

competitive. That competition will occur in markets all over the
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world, particularly in open markets such as ours. Because of

uncertain fuel supplies and rising fuel prices, the cars of the

future will be small and fuel-efficient. All automobile pro-

ducers, including American producers, will be concentrating on,

and increasing their output of, such carso Consequently, the

products offered by the various world manufacturers will be

more homogeneous. This relative lack of product differentiation,-

at least with respect to size and fuel-efficiency, means that

future competition will be based largely on price and, to some

extent, on quality.

In addition, worldwide capacity for the production of

small cars will expand considerably. At the same time, future

automobile demand, both in the United States and worldwide, is

uncertain. Hence, there exists a threat of considerable small

car overcapacity. Such overcapacity would further intensify the

price competition that is already expected to occur. Since price

will be the basis upon which consumption decisions will be made,

and success will depend only those manufacturers who can produce

cars at the lowest cost will be able to survive the competitive

challenge.

2. The Challences Pacing American Automakers

Based on this view of the future, DOT sees the challenge

facing American automobile producers as essentially two-fold.

First, they must increase their capacity to produce the "cars of

the future,' , small, fuel-efficient cars. They have already

begun to do so, and have committed substantial amounts of capital
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to that effort. It is expected that by 1985, two-thirds of all

American-built cars will be small, compared to only one-third in

1978i The average fuel economy of domestically-built cars will

increase to 31 miles/gallon from less than 19 miles/gallon in

1978. However, it is taking a massive reconversion effort to

meet these goals. As we pointed out in our January 15 statement

to this Subcommittee, capital requirements have skyrocketed at

the very time that the cost of capital has increased to record

high levels. Sales, and thus profits, are slumping at the very

time that domestic producers are most in need of funds. Although

domestic producers are expected to attain their objectives, it

will not be easy. Moreover, DOT expects foreign producers to

develop new products as well, requiring a double effort on the

part of American producers to catch up.

The second challenge relates closely to the first.

According to DOT, foreign manufacturers, particularly the

Japanese, purportedly have a considerable cost advantage over

American producers. DOT estimated that cost advantage to be

$1000 - 1500 per car, although that figure appears to be greatly

exaggerated. In order for American manufacturers to compete

effectively, they must substantially reduce this cost advantage.

Thus, they must improve productivity, reduce labor and material

costs and operate more efficiently. At the same time, their

current capital requirements will impose on them additional

costs, in the form of debt servicing, making it even more diffi-

cult for them to close the cost gap.
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The major adverse consequence that DOT foresees from these

challenges is that American producers, in an effort to reduce

costs, will turn increasingly to foreign sources of parts and

components and/or will relocate production facilities abroad.

As a result, automobile industry employment will decrease substan-

tially, while our industrial base will be further eroded.

3. Imports And The Industra's Challenges

Given DOT's view of the task facing America's automobile

producers and the problems they confront, it is diffic-'I-to see

how import restraints would help. With respect to the first

challenge, import restraints would not enable American producers

to increase their output of small fuel-efficient cars. As the

USITC concluded. uThe transformation of the industry will take

place in the absence of any import relief and would not be seeded

by relief . . . . The record shows that all investment glans for

domestic production are independent of import relief." (emphasis

added).

Moreover, import relief would provide American automakers

with little, if any, additional capital with which to finance

reconversion. Only a very small proportion of the recent decline

in sales of domestic automobiles is attributable to imports.

Curtailing imports woulJ not increase domestic sales volume suf-

ficiently to contribute in any meaningful way to American pro-

ducers' capital requirements. The sales figures for January 1981

confirm this fact. Even though, as mentioned earlier, import

sales dropped by 18.5%, sales of domestics dropped by 20%. Hence,

0
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reducing imports, by quotas or otherwise will not induce an

increase in tha sales of American-made cars.

Nor could import restraints prevent foreign manufacturers

from proceeding with the development of new products of their

own. In any event, such new product development by foreign

producers is not so certain a prospect, nor will it be so easy a

task, as DOT has suggested. Pew Japanese cars are "state-of-the-

art* vehicles. For example, most have rear-wheel drive rather

than front-wheel drive. Both Toyota and Nissan (Datsun) will

have to undertake large-scale reconversion efforts of their own

in the near future in order to modernize their product lines.

As for the second challenge, restraining imports into the

United States would not serve to reduce any "cost advantage"

that Japanese cars supposedly have over American-made products.

Obviously, any such cost advantage derives from production costs

that occur in Japan and in this country. To restrain imports

will neither raise Japanese producers' production costs nor

reduce those of American manufacturers. Thus, any cost gap would

subsist whether imports were reduced or not.

Furthermore, there is no proof, nor did DOT state, that

Japanese producers have used any such "cost advantage" to under-

cut %merican prices in order to cut into domestic car sales.

DOT opoke of a cost advantage, not a price advantage. Indeed,

prices of Japanese cars are virtually the same as those of compar-

able American-made cars. Moreover with the recent strenthening

of the yen, Japanese car prices are increasing faster than are
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American car prices. As USITC Commissioner Paula Stern found,

*the success of imported automobiles has not been based on any

competitive price advantage. Sales of imported cars increased

in 1979-80 simply because such cars are fuel-efficient and were

available at a time when fuel-efficient American-made cars were

not.

In fact, it is questionable whether any such *cost advan-

tage" as that suggested by DOT exists. DOT cited only one

study to support its figure. It attributed the supposed cost

advantage to lower Japanese labor costs and better productivity.

Yet even the DOT observed that Japanese automotive labor compen-

sation levels are fully two-thirds those of the United States.

Furthermore, according to testimony of the United Automobile

Workers union ("UAW*) at the USITC hearing conducted in November,

Japanese labor costs are increasing at a faster rate than are

those in the United States. As for productivity, the UAW testi-

fied that American autoworkers are at least as productive as are

Japanese workers. In addition, both the DOT and the USITC staff

noted that American automobile industry productivity will increase

considerably in the near future. Hence, the two linchpins of the

purported Japanese "cost advantage," i.e., lower labor costs and

better productivity, are less significant than DOT acknowledged.

More importantly, the gap is rapidly closing.

4. Imports As a Perceived Threat

Thus, Mr. Chairman, import restraints woUld not assist the

domestic industry in meeting its challenges for the future. We
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wish to emphasize that even DOT did not contend that such

restraints would aid the industry's recovery. Instead, it sug-

gested that imports could, under certain circumstances, threaten

that recovery. Although the Report does not go on to recommend

that imports be restrained, Mr. Goldschmidt did. However, he,

too, based his recommendation entirely on his belief that imports

may threaten recovery. In essence, then, his recommendation to

curtail imports was based solely on speculation.

The Report mentions three ways in which foreign cars could

conceivably derail our industry's recovery efforts. First,

because of the cost advantage that Japanese cars supposedly have,

Japanese manufacturers are purportedly in a-position to manipulate

their cars' prices in order to maintain their share of the

American market. In addition, they can lower their cars' prices

in order to-k"i domestic producers from raising American small

car prices sufficiently to attain needed profits. Second,

customers who have purchased foreign cars because of the recent

fuel crisis may remain loyal to imports, thus reducing forever

the market share available to domestic producers. And third,

foreign manufacturers supposedly have cars available that are

even more fuel-efficient than those that they currently sell in

the United States. In the event of a future "energy shock," they

may begin to send those cars here in increasing numbers. Mr.

Goldschmidt seemed to summarize the cumulative effect of these

threats when he alleged that if imports are not restrained,

'/7-112 0-81--8
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domestic automaker. may face the "permanent loss of additional

market share to Japanese producers."

Mr. Chairman, all of these concerns are highly specula-

tive. None is grounded in tact or experience. Neither singly

nor in combination do they make a compelling case for import

quotas.

a. Price manipulation. As mentioned earlier, the

supposed "cost advantage" that Japanese cars possess is greatly

exaggerated. Even if it were not, there is absolutely no evi-

dence that foreign automobile producers have ever tried, or will

ever try, to increase their market penetration by undercutting

American car prices. Domestic producers apparently had little

fear that the Japanese would do so when they set their prices

for their new, small fuel-efficient 1981 models. They raised

their prices on small cars considerably and geared their small

car prices not to import prices, but to each other's.

More importantly, DOT's Report itself states that the

major price constraint on domestic car producers is the fact

that consumers have traditionally allocated a constant share of

their income to automobile ownership and operation. Domestic

producers could not, therefore, raise their prices beyond the

limits set by this constraint in any case. Indeed, their recent

pricing behavior suggests that they may have reached these limits

already.

6
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b. Customer loyalty. The USZTC found there to be little

support for the view that consumers having chosen imports-in

growing numbers, will not return to domestic cars for their next

purchase.* Testimony at the USITC hearings indicated that there

is far too little evidence upon which to draw any definite con-

clusions concerning consumer loyalty to imports. To the extent

that evidence does exist, it supports DOT's own finding that

repurchase loyalty is higher for American-made cars than it is

for imports.

c. More fuel-efficient foreign cars. None of the major

Japanese automobile manufacturers sells a car abroad that is

smaller or more fuel-efficient than the cars it already sells in

this country. This statement is true for Toyota, Nissan, Toyo

Kogyo (Mazda), Honda, Mitsubishi (Colt, Arrow) and Isuzu. Some

other Japanese producers make -very small, very fuel-efficient

*mini-cars." However, these cars are unsuitable for export to

this country because they would not meet Federal safety standards

and could not economically be modified to do so.

d. Loss of additional market share. American automobile

manufacturers are turning out more small fuel-efficient cars than

ever before. These cars sold extremely well until very recently,

when tight credit and hi;h interest rates severely dampened

sales of all cars. Even during these depressed times, Chrysler's

new "K-cars" have continued to sell well. At the same time,

import sales have decreased markedly from their early summer high.
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Since the increase in imports was due largely to the unavail-

ability of domestic small cars, and since such cars are now, and

will continue increasingly to be, available, it is unlikely that

import penetration will increase again. Only if another "energy

shock" like that of 1979-80 occurs, and the supply of domestic

small cars is inadequate, may imports' market share grow again.

Three other factors mentioned in the Report may have led

Mr. Goldschmidt to recommend import restraints. The first is

the belief that Japanese producers plan to expand production by

200 by 1983, with much of that growth targeted for the American

market. However as DOT noted, the Japanese Government has

assured our Government that Japanese producers have no plans to

increase production for export to the United States. Japanese

investment plans are intended primarily to modernize present

facilities, increase production efficiency and increase produc-

tion of components for which the American Big Three have already

contracted. The widespread notion that Japanese producers are

gearing up for an all-out sales offensive against the United

States is an illusion.

Another factor mentioned in the Report is that increased

imports will reduce American automobile industry employment by

8,500 jobs per 100,000 imports. Even if this fact were true, it

does not support import restraints. Import penetration may

increase only in the event of another "energy shock." In such

an event, even if imports were curtailed, consumers would not

buy American cars, for, by hypothesis, such cars would not be

0
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sufficiently fuel-efficient. Thus, whether imports increased or

notj sales of domestic cars would decline and American auto jobs

would be lost.

Furthermore, the accuracy of the potential job lose figure

cited by DOT is questionable. An economic analysis performed by

Dr. Charles Pearson of the Johns Hopkins School of Advanced

International Studies concluded that a 700,000 unit decrease in

imports would add at most 14,000 auto sector jobs, or 2,000 jobs

per 100,000 imports. Significantly, each such job would cost

consumers and taxpayers at least $245,000 per year in higher auto-

mobile prices and other economic and social costs. At the same

time, over 40,000 American jobs in the imported automobile segment

would be lost.

Perhaps the primary impetus behind the import restraint

recommendation is DOT's view that *increased foreign competition

* . . has suddenly made North American production less competi-

tive.0 DOT fears that so long as American-based multinational

producers must reduce their production costs, they will be tempted

to relocate their facilities overseas, where costs are lower.

However, if foreign competition in the American market is reduced,

the pressure to reduce production costs will ease. American-based

multinationals will then continue produ-jtion in this country. In

short, in DOT's view, domestic automobile producers will continue

to invest in the United States only if they can pass on the added

cost of their production inefficiencies to their captive American

consumers. That, of course, is the classic case of protectionism.
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Stmglv Put. DOT's analysis suggests that the actual Pre-

sent threat to the American automobile industry is not that

foretn manufacturers will displace American producers. It is

that American producers will leave of their own accord. The

future threat is not from cars produced abroad by foreign pro-
ducers. It is from cars produced abroad by American-based

multinationals.

If DOT's analysis is correct, the case for import

restraints is a case for pOrmanent controls on imports. American-

based producers will always lag behind foreign manufacturers in

competitiveness if foreign competition is eliminated from the

American market. If American manufacturers' lack of competitive-

ness justifies import controls today, it will continue to justify

such controls ten years from today. Mr. Goldschmidt as much as

admitted this fact when, in calling for import restraints, he

declined to set a specific time limit on such controls.

Mr. Chairman# S. 396 is not the answer to our industry's

current problems. It will not result in increased sales volume.

It will not increase the capital available to domestic automakers.

It will not reduce production costs or make our industry more

competitive. As USITC Commissioner Stern observed$ an import

quota would merely be reliefif directed at one of the symptoms

rather than at the cause of (our industry's) problems.* (emphasis

added).

V
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EFFECTS OF S. 396 ON UNITED STATES INTERNATIONAL TRADE POLICY
Mr. Chairman, in our January 15 statement, we explained

that the imposition of controls on automobile imports would have

adverse effects on our country's international trade policy.

In particular, we noted that the USITC found, pursuant to Section

201 of the Trade Act of 1974, that imports are not a substantial

cause of injury, or even of the threat of injury, to our domestic

automobile industry. We stated that for Congress to limit imports

in the face of such a negative injury determination by the USITC

would have serious implications.

First, to enact S. 396 would undermine the purposes and

functions of the Section 201 process. It would constitute a

clear signal to American industries in competitive difficulty

that their salvation lies with the Congress instead of with the

administrative procedures that the Congress has carefully crafted

over the years. S. 396 would virtually destroy the autho'1ty and

the independence of the USITC by announcing, in effect, that the

Congress will override the Commission's decisions whenever those

decisions--which are based upon criteria established by the

Congress--turn out to be unpopular.

Second, S. 396 would substantially undermine one of

the major achievements of our trade negotiators in the Tokyo

Round trade negotiations: the winning of commitments by other

governments to employ the same type of open, careful and fair

administrative procedures that we employ before imposing limita-

tions upon imports. Congress would in effect be telling other
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nations that this country will itself ignore the determinations

arrived at through such procedures when it is expedient to do so.

Third, 8. 396 would violate our nation's obligations under

the General Agreement on Tariffs and Trade (*GATT*). It would

contravene the very heart of the GATT, the most-favored-nation

principle enunciated in GATT Article I.-/ In addition, it would

clearly violate GATT Article XI's flat prohibition against the

imposition of quantitative restrictions except in certain enumer-

ated circumstances that do not apply here.!-/ Purthermore,

Article I, 1 1 of the GATT provides

l. With respect to customs duties and charges
of any kind imposed on or in connection with
importation or exportation or imposed on the
international transfer of payments for imports
or exports, and with respect to the method of
levying such duties and charges, and with
respect to all rules and formalities in connection
with importation and exportation, and with
respe-t to all matters referred to in paragraphs
2 and 4 of Article III, any advantage, favor,
privilege or immunity granted by any contracting
party to any product originating in or destined
for any other country shall be accorded immedi-
ately and unconditionally to the like product
originating in or destined for the territories
of all other contracting parties.

~/ Article XI, 1 I of the GATT provides:

1. No prohibitions or restrictions other than
duties, taxes or other charges, whether made
effective through quotas, import or export
licenses, or other measures, shall be instituted
or maintained by any contracting party on the
importation of any product of the territory of
any other contracting party or on the exportation
or sale for export of any product destined for
the territory of any other contracting party.

0
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Article XIII of the GATT provides that if, pursuant to some excep-

tion provided for in GATT, including a waiver from its provisions,

quantitative-restrictions on imports are imposed# they may not

be applied against imports from any one nation unless they are

similarly applied to such imports from all nations.!/ S. 396,

by restricting imports from Japan alone, would contravene this

provision.

Moreover# under Article XIX of the GATT, import limitations

may be imposed only where imports cause or threaten serious

injury to domestic producers." The United States has implemented

this principle by requiring that those who would restrict imports

first obtain an affirmative injury determination from the USITd.

Here, the USITC has, of course, made a negative injury determina-

tion. An international dispute-settlement panel asked to rule on

the issue would very likely regard the quota imposed by S. 396

as lacking a sufficient finding, under our own procedures, of

serious injury or threat thereof. Such a determination would come

precisely when the United States is trying to strengthen the pro-

visions of Article XIX of the GATT with respect to open and public

justification of trade restrictive actions by other nations.

!/ Article XIII, 1 1 of the GATT provides:

1. No prohibition or restriction shall be
applied by any contracting party on the importa-
tion of any product of the territory of any
other contracting party or on the exportation of
any product destined for the territory of any
other contracting party, unless the importation
of the like product of all third countries or
the exportation of the like product to all third
countries is similarly prohibited or restricted.
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If, despite the clear terms of the GATTI S. 396 is enacted,

the United States must obtain a waiver, under Article XXV, 1 5 of

the GATT, from its obligations. Absent such a waiver, action

taken pursuant to S. 396 would violate our international legal

obligations.

Fourth, S. 396 would violate our Treaty of Friendship, Com-

merce and Navigation with Japan, 4 U.S.T. 2063. Article XIV of

that Treaty forbids the United States from imposing any restric-

tions on imports of Japanese products unless similar restrictions

are placed on imports of products from every other country. Unlike

the GATT, the Treaty does not provide for a waiver from the obli-

gations that it imposes, but rather provide only for consultation.

See Article XXIV.

Mr. Chairman, we have shown that import restrictions will

not help our domestic industry. Moreover, they are fraught with

legal and foreign policy complications. We wish once again to

remind you of the cogent observation of your former colleague,

Senator Adlai Stevenson: "It would be wiser for the United States

to help industry beat foreign competition than to protect it from

such competition." There are other, more viable measures than

import quotas that can help our industry finance its retooling

costs, lower its costs of production and regain its competitive

strength.

SUGGESTED RELIEF PROPOSALS

Mr. Chairman, we indicated earlier that DOT saw the two

major problems to be addressed in providing relief to the domestic

0
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automobile industry are i) to enable that industry both to

finance its reconversion effort and, at the same time, to remain

competitive, during a period of slack demand and (ii) to induce

that industry not to source its products from, and export its

production facilities to, other countries. Thus, as we stated in

our January 15 testimony, proposals for relief should have a dual

aim: Ci) to provide domestic automobile manufacturers with addi-

tional investment capital and (ii) to give them incentives to

invest that capital in the United States rather than abroad.

In our January statement, we submitted for this Subcom-

mittee's consideration proposals for relief that would, unlike

S. 396, address these objectives directly. We note with some

satisfaction that both you# Mr. Chairman, and Senator Bentsen,

your co-sponsor of S. 396, have emphasized that you intend to

offer relief measures similar in nature to those we proposed in

January. We wish to resubmit our proposals to you in the hope

that you will realize that they should be enacted as alternatives,

rather than merely as supplements, to S. 396.

1. Tax-Based Investment Incentives

a. Refundable tax credit. AIADA supports the provision

of a refundable tax credit of 10 percent for new investments

made within the United states by any automobile manufacturer in

the following activities:

i. acquisition or construction of new plant

and equipment, or modernization of existing plant

and equipment, particularly plant and equipment
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aimed at increasing automobile fuel-efficiency and/

or safety and

ii. research and development activities,

particularly research and development aimed at in-

creasing automobile fuel-efficiency and/or safety.

This new tax credit would supplement the existing general

investment tax credit of 10 percent. It would be refundable,

ioe., payable in cash, to companies that make qualifying invest-

ments but do not have tax liability against which to set off the

credit.

Such a tax credit would provide additional funds and

incentives for profitable companies to invest here at home. More

importantly, because it would be refundable, the credit would pro-

vide companies that are not currently earning profits with the

funds and incentives to improve their productivity and competi-

tiveness by maintaining an efficient capital base. Further relief

could be provided by making this credit available, at least for

machinery, when new equipment is ordered rather than when it is

placed in service. This measure would reduce the heavy burden

of financing the costly launch phase of a new product line.

b. Extension of energy tax credit. If such a sweeping

investment credit is unacceptable, some relief can be provided

by extending the 10 percent energy tax credit, which is now appli-

cable only to investment in energy conservation and alternative

energy equipment, to equipment used to produce fuel-efficient

automobiles. Such an energy tax credit -- which, again, would

4%
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supplement the already-existing 10 percent investment tax credit

-- would provide an additional incentive for the production of

.fuel-efficient vehicles. Like the broader proposed tax credit,

this new energy investment tax credit should be refundable in

order to help unprofitable manufacturers to make the necessary

investments in retooling.

Both of our proposed tax credit programs could be limited

in duration. In addition, they could be structured so that the

Government could eventually recoup the credits, e.g., by reducing

credits in profitable years, by reducing the ability to carry

forward losses or by some other means.

c. Accelerated depreciation. We support the granting of

accelerated depreciation allowances to automobile manufacturers

for new plant and equipment installed within the United States.

This proposal could be implemented in conjunction with the more

general "10-5-30 proposals currently under discussion in other

contexts. Alternatively, an accelerated depreciation program

could be directed particularly at the automobile industry. On

January 30, 1981, Representative James Dunn of Michigan intro-

duced H.R. 1519, which would make such tax relief, as well as

other tax-based benefits, available to automobile manufacturers.

We hope that both houses of Congress will take up that measure

without delay.

Such a tax revision would immeasurably improve the compet-

itive position of our industry. Indeed, in a submission last

year to the Subcommittee on Trade of the House Ways and Means
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Committee, representatives of American automobile manufacturers

commented on the importance of such tax assistance in the early

period of an investment program. They noted the advantages that

Japanese companies have in this areas

The Japanese law continues to provide auto
companies with an extraordinary additional
-first year write-off of 25 percent of the
cost of machinery and equipment. When
combined with normal depreciation, this
allows companies such as Toyota to write
off as much as 45 percent of the cost of
machinery and equipment in the first year
of use. Under the U.S. tax system, (U.S.
automakers are] generally limited to writing
off about 11 percent of the cost of such
fixed assets in the first year, plus the
investment tax credit of 10 percent.

Assistance similar to that available in Japan would aid American

producers enormously in reducing whatever cost advantage Japanese

producers may have over their American counterparts.

d. Moratorium on repatriated earnings. As the DOT Report

recognizes, our multinational automobile producers need stronger

incentives to invest in the United States rather than abroad.

One way by which to encourage such investment is to induce them

to invest some of their overseas earnings here at home. Thus,

AIADA proposed a moratorium of at least one year on the imposition

of Federal income taxes on repatriated earnings of overseas sub-

sidiaries of automobile manufacturers located in the United

States. This measure would create a direct incentive to bring

home large pools of funds that, at present, are being used to

create jobs abroad.

4
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During the 1970s, American-based multinational automakers

significantly increased their capital investment abroad, For

example, General Motors' (OGM") overseas capital expenditures

increased from 14 percent of its total capital expenditures in

1974 to over 36 percent in 1980. Ford's overseas capital spending

constituted 26.5 percent of its total capital outlays in 1979,

compared to 21 percent in 1977. It is expected that about 25

percent of American-based producers' capital outlays in the next

five years will be spent outside of North America.

These overseas capital expenditures are coming largely

out of the overseas earnings of our multinational automakers.

In 1979, GM earned 13 percent of its total net income, or $376

million, overseas, while Ford netted earnings abroad of $1.35

billion. Although GM lost money overseas in 1980, Ford continued

to earn substantial profits abroad. Both Ford and GM testified

before the USITC that they believe in returning to a country in

investment what they get out of it in income. Thus, as they lose

money on their American operations, they can be expected to con-

tinue to invest a large part of their net earnings abroad. If

the automobile industry in the United States is to recover, these

companies must rechannel those investments to this country.

e. General considerations. We expect that if these pro-

posals were implemented, automobile manufacturers would pass the

benefits directly through to consumers in the form of lower

prices. The success of automakers' recent rebate programs indi-

cates that such a price reduction would help release the pent-up
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demand that has accumulated during this period of extremely high

interest rates. More importantly, in the long run, such lower

prices would enable American producers effectively to engage

in the intense price competition that DOT foresees as character-

izing the future worldwide automobile market.

Our proposals directly address the most pressing need of

the American automobile industry the need to generate sufficient

capital to survive the current economic slump, to make the rapid

transition to the production of more fuel-efficient automobiles

and to maintain the capital base that the industry must have to

be competitive.

All of our proposals are non-discriminatory. Their bene-

fits would apply to foreign companies manufacturing automobiles

or conducting research in the United States as well as to American

manufacturers' operations in this country. As a result, the pro-

posals would present no problems either under the GATT (which

does not, in any event, directly address such investment incen-

tives) or under United States commercial treaties. Moreover, the

proposals would create incentives for foreign companies to invest

in job-creating facilities in the United States.

Our proposals are addressed to the supply side. We have

not made proposals on the demand side, i.e., proposals intended

directly to stimulate consumer demand, for two reasons. First,

rebate programs and other measures to stimulate demand are

primarily matters for the automobile companies. Our proposals,

by increasing funds available to the automobile companies, will
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make it easier for them to lower prices and to take other actions

to stimulate automobile demand. We do not believe that it is

appropriate for the Government to grant direct rebates or other

incentives to automobile consumers.

Second, even if such action were appropriate, there is no

feasible means by which the Government can stimulate new car

demand directly. On the one hand, if rebates or consumer tax

credits were granted for the purchase of American and foreign-

made cars alike, the Government would, in effect, be subsidizing

the purchase of foreign automobiles. We do not believe that such

a proposal is politically realistic. On the other hand, to grant

rebates or incentives exclusively for the purchase of Aierican-

made automobiles would constitute a clear violation of our

nation's international obligations under the "national treatment"

principles of the GATT and commercial treaties. For these rea-

sons, we do not sunport that aspect of Rep. Dunn's bill, H.R.

1519, that would provide a tax credit to consumers primarily for

the purchase of certain new, domestically-produced automobiles.

2. Regulatory Relief

The Federal Government can contribute to the automobile

industry's recovery by changing its approach to regulation.

Several recent studies show that there is considerable room for

cutting back particular existing or planned rules without substan-

tially retreating from the overall goals of regulation. For

example, the report of President Reagan's Transition Task Force

on Transportation suggests that the tremendous cost of many safety

77-112 0-81-9
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standards and recalls ordered by the National Highway Traffic

Safety Administration ("NHTSA") may not be Justified by their

benefits.

Many questions have been raised about specific NHTSA

rules, e.jg, the five-miles-per-hour bumper standard and the

requirement for air bags or other passive restraints. Secretary

of Transportation Drew Lewis has already announced plans to delay

implementation of the latter standard and to alter the method by

which the program is to be effected. Perhaps more significantly#

Rep. Dunn has introduced a second bill, H.R. 1518, which would

require Federal agencies to revise or eliminate certain regula-

tions in order to minimize the regulatory burden on our automo-

bile industry. We support those regulatory reform measures that

would save our industry money without undermining the environ-

mental, safety and fuel-economy benefits that such regulations

have already brought about.

Estimates vary as to the amounts that a reduction in regu-

lations can save the American automobile industry. The Office of

Management and Budget (ONBv) has estimated that the industry

will have to spend about $1.9 billion over the next five years to

comply with current and planned health and safety regulations.

OMB Director David Stockman has compiled an informal list of

specific rule changes that he estimates could save the industry

over $2 billion in the coming years. We provided that list to

you in our earlier testimony.
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The EPA, to its credit, has already begun a review of rules

that could lead t.o changes saving the industry $600 million over

the next five years. We hope and expect ehat that agency, and

all regulatory agencies, will do whatever they can to eliminate

unnecessary and unduly costly regulations. Furthermore, we

endorse the recommendation, contained in Mr. Goldschmidt's

letter, that future relations between Government regulators and

the industry be cooperative rather than adversarial.

3. Additional Assistance For
Unemployed Autoworkers

The greatest misfortune of the current slump in the auto-

mobile market is the fact that so many autoworkers, have been put

out of work. AIADA sincerely sympathizes with these workers

and fully supports any proposal that will alleviate their diffi-

culties. The measures that we have proposed will enable some of

these workers to regain their auto-related jobs by stimulating

activity in that sector.

However, as DOT, the USITC and the Congressional Budget

Office have All concluded, overall employment in the automobile

industry will be substantially reduced in the future because of

technological developments, American producers' investments

abroad, improved productivity and other- structural changes. We

wholeheartedly support measures that would provide for retraining

and alternate industry employment programs-for these workers.

In addition, we support the expansion of current unemploy-

ment and adjustment assistance programs to aid unemployed auto-

workers during this transitional period. Consequently, we
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disagree with the recommendations contained in a recently-

completed report prepared by OMB, that the adjustment assistance

program be cut back. Such assistance is absolutely vital to

ensure that unemployed autoworkers do not bear a disproportionate

share of the entire industry's burden of adjusting to the new

conditions of competition that will characterize the automobile

market of the future.

CONCLUSION

There is no question that the American automobile industry

needs assistance in completing its effort to once again become

competitive. The assistance given it should be aimed at the

problem that is hindering that efforts the industry's difficul-

ties in generating sufficient capital to finance its investments

while remaining competitive. The measures that we have proposed

will provide our automakers both with capital and with incentives

to invest that capital in the United States. The import quota

contained in S. 396 would do neither. We urge this Subcommittee,

as we did in January, to devote your time and efforts to fashion-

ing relief measures, such as those that we have proposed, that

will be of material, tangible benefit to our industry.

Thank you very much.

b
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AFTERNOON SESSION

Senator DANFORTH. The committee will come to order.
The next witness will be Mr. Howard Young, special consultant

to the president, United Auto Workers, and Mr. Stephen Koplan,
legislative representative, AFL-CIO.
STATEMENTS OF HOWARD YOUNG, SPECIAL CONSULTANT TO

THE PRESIDENT, UNITED AUTO WORKERS AND STEPHEN
KOPLAN, LEGISLATIVE REPRESENTATIVE, AFL-CIO
Mr. YOUNG. Mr. Chairman, I am Howard Young. I am special

consultant to the president of the United Auto Workers.
Doug Fraser apologizes for not being here himself, but he had to

be in Detroit. He asked that I express my appreciation to you and
Senator Bentsen and others, for moving this effort forward to the
greatest extent that we can.

We have submitted a written statement, which I would ask to be
inserted in the record, but in view of the time schedule, with your
permission, I will summarize it.

What we point out in our statement is that the situation in the
auto industry is quite bad, as has been detailed several times today,
but more important, that it is not improving significantly.

Just to cite one statistic that I think has been use less than
others, if you look at the corporate income taxespaid or not paid
by the three auto companies, there is roughly a $5 billion swing in
collections by the Government in 1980 as compared with 1978.

In 1978, the three companies paid roughly $2.5 billion in Federal
income taxes. In 1980, they end up with a credit of roughly $2.5
billion. So, the Government is out roughly $5 billion, as a result of
what is going on in the auto industry.

We point out in our statement that the auto industry has been
and certainly can continue to be a vibrant and highly productive
industry. The recent problems that have been experienced have
been more product oriented than production oriented.

Also, as far as we can see and looking at data that we and
others have put together, the fevel of productivity in the U.S. auto
industry continues to be as high as, and we believe higher than theJapanese.We know that there are many conflicting reports on this, but a

lot of the studies only look at part of the Japanese auto industry or
otherwise don't adjust for changes in product mix that are going
on.
. In recent years, there is no question that their productivity
increases have been higher than ours; in fact, we have had dropoffs
in the U.S. industry's productivity, but they are clearly related to
the low volume level that has been produced, rather than the
manner in which cars are built.

We state, and this point has been made several times this morn-
ing, we have never suggested that controlling imports would fully
solve the problem that we face.

But, as you said, Mr. Chairman, it is an essential aspect of
getting the problem taken care of.

For the U.S. Government to demonstrate that it is prepared to
adequately control the level of imports, and also to take some
action through a content requirement on where automobiles will be'
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built that are sold in this country, is essential; in order to indicate
to both the domestic as well as the foreign companies, that we wish
to have a healthy, dynamic industry in this country.

The proposed legislation to impose a 1.6-million-unit limit on
imports would be a substantial help, a lower limit would help even
more. The point was made this morning that the specific figure is
one that could be open for discussion and a lower figure could be
justified by experience.

But it is absolutely essential both that there be a limit and that
movement be made rapidly in the near future to make it clear that
an effective limit will be imposed.

Then we indicate in our statement, a range of other actions that
have to be taken in order to deal with the situation.

The point was made earlier that interest rates are a very severe
part of the problem. Something must be done about monetary
policy.

We agree with the idea that a tax credit for people who buy
more fuel-efficient cars would make sense. We proposed in the past
that there be a scrappage bounty to get the worst performing old
cars off the road, that would help both the fuel efficiency and the
emission situation. Also, a refundable investment tax credit for this
industry would make sense, in view of their profit situation.

The trade adjustment assistance program, instead of being scaled
back, must in fact continue with greater emphasis on retraining
and relocation.

No matter how effectively we deal with the problem, large num-
bers of workers will be dislocated and they must be helped.

As I said earlier, an essential long-term point is there must be a
content requirement as to where cars are built.

Thank you very much.
Senator DANFORTH. Mr. Koplan.
Mr. KOPLAN. Thank you, Mr. Chairman.
My name is Ste phen Koplan. I am a legislative representative for

the American Federation of Labor and Congress of Industrial Orga-
nizations.

At the outset, if I may digress from my statement, Mr. Chair-
man, I would like to compliment you on the initiatives that you
have taken to deal with this very serious problem.

While much attention is focused on the big three auto makers
and the United Auto Workers as the union representing most of
their employees, AFL-CIO unions represent the majority of work-
ers in the broad automobile industry.

Two out of every three jobs in the industry have been held by
workers who make machinery, steel, aluminum, glass, electronics,
rubber, plastics, and other products which are assembled into auto-
mobiles.

In addition to these production jobs, AFL-CIO unions represent
many thousands of workers employed in auto-related services.

The AFL-CIO believes that action is needed at once to curb
imports of automobiles and parts because the massive dislocation of
production in the auto industry is continuing to destroy production,
jobs, and communities throughout the United States.

Nearly 1 million Americans have become jobless primarily be-
cause of the failure to act on imports. Unless action is forthcoming
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from the Congress, the world will continue to act as if this market
now and forever is designed only for their exports, and U.S. produc-
ers will continue to lose their competitive position or move abroad.

This is not free trade, Mr. Chairman, it is a very expensive, one-
way street that will continue to harm American workers.

Workers who need jobs have paid too much of the price for this
failure to act. They need to work, Mr. Chairman.

In Toledo, Ohio, last week 5,000 workers lined up for 90 jobs, in
an auto battery plant, according to the New York Times.

On February 16, the AFL-CIO executive council adopted the
following statement on this subject: Immediate import relief and a
requirement for domestic content is urgently needed for the auto
industry and the parts suppliers.

The AFL-CIO supports S. 396, introduced by Senators Danforth
and Bentsen, as an important step in this direction and urges swift
enactment in the Congress.

Existing laws should be examined and improved to insure speedy
relief to industries when the threat of injury from imports is evi-
dent;

These laws also should be adjusted to assure that the producers
of major and essential components can receive appropriate relief
from injury caused by imports.

We believe that S. 396 is a step in the right direction, but we
would urge several improvements.

First, a reduction from the proposed 1.6 million limit to a limit of
1.2 million imports of Japanese autos per year.

We feel that the 1.6 million limit, in S. 396, will be too generous
an amount, because it is based on a period 1978 to 1979, during
which automobile imports from Japan had already surged to a
substantially higher level. A more representative period, say the
average of 5 years, 1975 to 1979 would result in a limitation at 1.2
million cars.

Second, we urge inclusion of a content requirement. If this is not
done, the United States will lose the technological advantages of
the modern auto industry and become merely an 'assembler of
technology produced in other countries.

The U.S. imports of auto parts shot up 122 percent between 1975
and 1979; from $4 billion to over $10 billion.

The deficit moved from a $1.6-billion surplus in 1975, to a $1.3-
billion deficit in 1979.

U.S. cars may include American technology in the future, but
that technology will not be produced in America unless this coun-
try acts to make sure that we have a technological future.

The idea of domestic content is not new or unusual. The United
States and virtually every other country of the world have adopted
provisions, at various times, for various reasons to include require-
ments that certain amounts of a car or other, products be made
within their borders.

Most countries have much higher requirements in law and/or in
practice than the United States.

The attached tables submitted to the International Trade Com-
mission by the United Auto Workers, give a sense of the extent of
this practice.
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What the tables do not show, however, is that there has also
been an effective de facto content requirement, in Western Europe,
that creates an enormous advantage for producing there.

Between members of the European Community and members of
the European Free Trade Association, that is in most of Western
Europe, there has been a duty-free transfer privilege for production
within their borders. But a tariff on parts and cars, from the
outside, tariffs that are generally higher than those of the United
States. The effect encourages production in Europe.

Many European countries also have quotas and gentlemen's
agreements or other regulations to keep out a flood of car imports.

The United States is the most open large market. U.S. industry
is the most injured; not from free trade, but from Government
actions, worldwide.

Other countries are not only enlarging the content requirements,
they are also demanding that foreign investors both produce a high
percentage of the car in their countries and export from those
countries.

The result, U.S. and foreign companies are encouraged to expand
in those countries and export parts to the United States.

The fact that the United States has neither quotas nor high
tariffs, nor high content requirements means that the pressure is
to move the rest of the auto supply industries abroad. That can
mean the death of a viable, U.S. auto industry.

An appropriate content requirement is essential to assure that
we have a healthy auto industry and not one that merely assem-
bles parts.

When they appeared before the International Trade Commission,
the United Auto Workers asked for a content provision that set up
a high tariff and quotas. Relief from quotas would be given if
products contained a phased-in content requirement, up to 75 per-
cent, by 1983.

The AFL-CIO supported that request. Such an amendment could
assure that there would be more than an assembly unit available
for autos in the United States in the year 2000.

But such a provision should contain a direction that is more than
a mere percentage figure, a direction to include engines and other
parts necessary for the production of a car.

Precedent for such content directions can be found in the orderly
marketing agreement on color TV's where certain TV picture tubes
and other parts necessary for the production of a TV set were
included in the quota arrangement.

Third, immediate action is needed to limit the import of parts.
We recognize that the parts of a car are many and complex and
the data on imports of parts are not as complete as data on imports
of cars. It will be necessary to obtain the necessary data on parts
on an item-by-item basis in order to craft an effective limit.

In making this recommendation, we are not suggesting that any
action be taken that would either disrupt immediate production
plans or slow down passage of effective limits on the imports of
cars or the inclusion of a content requirement. Action can no
longer be postponed, Mr. Chairman. Congress must act to make
sure that the United States has a viable automobile industry that
produces modern technologically efficient automobiles.
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We pledge to work with you in that regard.
Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Young, on page 5 of Mr. Fraser's testimony, it is indicaT-e

that you seek both short-term relief and permanent legislation
which would require substantial North American content vehicles
sold here; is that correct?

Mr. YOUNG. Yes, sir.
Senator CHAFPE. This then is more than just temporary relief

from the imports?
Mr. YOUNG. That's correct, sir. We have been making this pro-

posal for over a year now. We believe that action is needed now to
make it clear that adequate domestic content will be required for
automobiles sold here, because the investment decisions that will
affect models down the road are being made now and over the next
several years.

We think the situation is such, both in our own country and due
to the practices of other countries, that it must be made clear that
it will be required that there be adequate domestic content for
automobiles that are sold here.

Senator CHAFEE. What is adequate?
Mr. YOUNG. We propose that certainly, where you reach the

economically efficient level, such as a quarter of a million cars per
year production, that it be 75-percent domestic content such as now
contained in the fuel efficiency legislation.

For smaller model runs, the figure could be phased down. The
figure could be phased in over a number of years. We don't propose
that the 75 percent go into effect immediately.

Senator CHAFEE. Chat is the problem with the automobile indus-
try in this country?

There are automobiles being sold. The Japanese seem to be doing
all right. What is the matter with the American car?

Mr. YOUNG. I believe that the major problem is that they missed
the boat. That whatever the reason, clearly the market took a very
sharp turn. The auto companies were not adequately prepared for
that sharp a turn. This is an industry that doesn't turn around
very rapidly. It takes a fair amount of leadtime to get everything
into place. I believe that while the auto companies are selling
better cars now, or cars better adapted to the needs of the market
than they were before, they are not there fully yet. They don't
have the models fully developed that everyone wants. They don't
have the ones that everyone wants in full supply. We are simply
working toward that solution.

What we are highly concerned about is that if the importers
continue to make the inroads they have been making, that when
the U.S. companies are fully prepared, it will be that much more
difficult, if possible, to recapture the market.

Senator CHAFEE. You heard the testimony from Mr. Baldrige,
saying that there is capacity for a million units available to meet
the increased production; was that accurate?

Mr. YOUNG. I understood Mr. Baldrige to say that that capacity
was coming on line and would be there, that it is not there now.
That is my impression, for those cars that are selling well, the
companies do not have excess capacity, particularly when you look
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at the need for engines and transmissions and everything down the
line, aside from just assembly.

I think that what is often looked at is what is the capability of
assembling a large number of vehicles. However the constraint is
often the engines and transmissions. Clearly, we don't have excess
capacity in those areas.

Some of the best selling cars, unfortunately, contain engines, for
example, that are imported.

Senator CHAFEE. What is the absenteeism rate of the United
Automobile Workers?

Mr. YOUNG. I don't have figures currently. I am told that the
rate is down from where it has been in past years, but I don't have
a hard figure.

Senator CHAFEE. Is it fair to say'that the rate has been shock.inIy h' ih?inr. IOUNG. Absenteeism has been a problem. One of the prob-

lems, in looking at the figures, is that the companies often tend to
publish figures as absenteeism that combine periods when people
are away when it was known that they would be away from the
job, when they are scheduled to be away or when they are sick or
when there is a death in the family, along with all the other, if you
will, unexcused absenteeism.

I think the area to focus on is the unexcused absenteeism. That
is clearly too high. We have been working with the companies to
bring it down.

Senator CHAFEE. The other absences are provided for by the
contract?

Mr. YOUNG. That is right, but those are absences that can be
planned for and shouldn't interfere with the productive efficiency
of the plant.

Senator DANFORTH. Mr. Young, one of the points that was raised
this morning is that some have alleged that the autoworkers are
very handsomely paid, that the salary rates are substantially
larger than they are in most other fields of employment, and that
the autoworkers should themselves see that there is-that they
have a stake in trying to improve the competitive position of the
U.S. automobile industry.

I wonder how you would respond to that.
Mr. YOUNG. Well, as it was mentioned, Mr. Chairman, we don't

think that our members are the best paid, but they are well paid.
They also are highly productive. They have worked in an industry
that is highly productive. They have turned out a product that sold
well, at least until recent years.

We have never blocked the introduction of technological im-
provements. We have never tried to hamper the productivity of the
industry; in fact, we have encouraged the companies to build on
that.

We understand that when there are difficult times, that every-
body has to sit down and work those out. We have just gone
through that with the Chrysler Corp.

If I may, Senator Chafee mentioned, when I came in this morn-
ing, that as far as he knew, no one took a pay cut. That is incor-
rect.
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Chrysler workers, this week, are earning $1.15 less per hour than
they were earning last month. They took an absolute cut in their
pay, not simply a forfeiture of future pay increases.

We recognize that those things have to happen and have to be
worked out, and whatever has to be done in that area, there will
have to be changes on the company side of the fence as well as the
workers and the unions.

But, I think as the point was made here several times this
morning, we also believe that no action of that type by itself can
save the industry or can significantly improve the situation we are
in.

It is essential that there be adequate action, and in view of the
way the process takes place in the Government, and in view of the
way this has been discussed for the last year and a half, it seems to
us that we cannot come to grips with whatever may need to be
done at the private level, until it is very clear what will be done in
the public arena.

Senator DANFORTH. So, your view is that Government has a part
to play, that the auto companies have a part to play, that the
UAW has a part to play in trying to restore health to the auto-
mobile industry?

Mr. YOUNG. Yes, sir.
Senator DANFORTH. That is the position of the UAW?
Mr. YOUNG. That's our position. The precise manner in which

that part gets played out, and what it is that is important, are the
issues that have to get discussed.

I think some of the most important issues that relate to the
industry are not what is going to happen next week, but what's
going to happen 1, 2, and 3 years down the road; in terms of how
the productive facilities will be made, in terms of where Ford,
General Motors, and Chrysler will invest their new capital, what
decisions will be made now that will affect that environment down
the road. That is why it all has to come together.

But, exactly how it is implemented, is the issue that has to be
worked out by the parties.

Senator DANFORTH. Could you and Mr. Koplan give us some
estimates as to unemployment, both among UAW members and
AFL-CIO members, as a result of automobile imports?

Mr. YOUNG. As a result of imports? That gets fairly hard to
untangle. The reason is that there is not yet agreement over what
the impact of the imports has been.

One of the witnesses testified this morning about the substitution
effect due to imports, I think the figure he used was 400,000 vehi-
cles.

But, as we pointed out to the International Trade Commission,
that is merely the result of looking at the raw figures of what was
the increase in imports. When you have a shrinking total market,
you would expect the number of imports to drop just like every-
thing else.

So, we contended to the International Trade Commission that in
fact the substitution effect was substantially larger. That if one
had looked at how many sales there would have been for imports if
they retained the same share of the smaller market, you would
have seen a much bigger effect.
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So we don't have a hard figure there. We never claimed that the
200,000 plus members who we have laid off in the big three, and
the spillover into other areas, is entirely due to imports, but a
substantial piece of it, probably 30 to 40 percent is.

Senator DANFORTH. How many UAW workers now are out of
jobs?

Mr. YOUNG. In the three main auto companies, almost 200,000
workers are on long-term layoff, and another 30,000 to 40,000 are
on temporary layoffs, they know when they will be recalled.

Then, we have members in parts supplier companies, and there
are others which end up at least matching those figures. In total,
the best impression we have is that about 1 million people are laid
off due to what is happening in the auto industry.

Senator DANFORTH. About half of them would be your members;
is that right? Roughly?

Mr. YOUNG. Yes.
Senator DANFORTH. Mr. Koplan.
Mr. KOPLAN. I have some of them, Mr. Chairman. Between Octo-

ber of 1978 and October 1980, employment in the industrial sector,
classified as motor vehicles and equipment, fell by 289,000.

During that same 2-year period, 141,000 jobs disappeared in the
primary metal industry; 100,000 to car dealerships; 36,000 in the
automatic stamping industry, and 26,000 in the tires and inner
tube industry. a

Many additional workers lost their jobs in various industrial
groups that supply the auto industry, but whose job loss is not
separately identifiable from the general employment data.

We have been using the figure that nearly 1 million Americans
have become jobless, primarily because of the failure to act on
imports.

I was interested this morning, to hear Ambassador Brock testify
that his figures are between 750,000 to 1 million.

Senator DANFORTH. By imports, you mean automobile imports?
Mr. KOPLAN. Yes, and the importation of parts as well.
Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Young, could we explore a little bit further the $1.50 an hour

cut taken by the Chrysler workers? As I understand it you are
saying that last week they were earning x dollars, and this week
they are earning x, minus $1.50 per hour; is that correct?

Mr. YOUNG. $1.15.
Senator CHAFEE. Excuse me, $1.15.
Am I correct in that?
Mr. YOUNG. Yes, sir.
Senator CHAFEE. In other words, they are actually receiving less.

It is not the foregoing of a potential increase in the future?
Mr. YOUNG. That's correct; yes, sir.
Senator CHAFEE. Is that $1.15 off the $19.50 or $19 plus, which

we've been told was their average pay per hour with fringes?
Mr. YOUNG. The $1.15 is out of their actual wage rate. If you

figure the impact of that on their total pay, the figure that corre-
sponds to that $19.50, it is about 25 percent higher because of its
impact of overtime pay and holiday pay and on certain other
benefits.
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Senator CHAFEE. What reduction have the Ford and GM workers
taken, or any of the others?

Mr. YOUNG. They have not taken any reductions.
Senator CHAFE.. Why not?
Mr. YOUNG. First, because the companies haven't asked for it.

Second, because the situation is nowhere near as critical as it was
with the Chrysler group. As I indicated to the chairman, the most
important reason is because in any event, whatever we would
discuss with the companies, the key to solving the problem is
assurance that there will be adequate public policy.

You just can't expect the workers to make that kind of a sacri-
fice if they don't know that it is really going to solve the problem.

It may be that a different kind o an adjustment is the right
answer in Ford and GM.

In Chrysler, we are faced with a totally different situation than
we are faced with in Ford and General Motors. We were faced with
a company that was about to go bankrupt.

Senator CHAFEE. You heard pretty alarming testimony this
morning about the condition of the other companies, particularly
Ford. I don't know what your definition of critical is, but it would
seem to me the critical circumstances seemed to have arrived at
Ford.

Mr. YOUNG. As far as I can tell, they are not in the same kind of
desperate situation that Chrysler was in. We would obviously like
to avoid that. But, I really come back to the more fundamental
question, that in Chrysler, you were in a situation where there was
a public policy solution in place; namely, the loan guarantee. The
wage concessions and other concessions that the workers made, and
gains that they received in return, in other forms of participation,
in decisionmaking, in a profit-sharing plan for the future, and
things of that nature, those were all worked out against the frame-
work of having an effective public policy solution for that particu-
lar situation.

Here we are in a position where the public policy solution is
neither implemented nor even agreed upon. Until that is in place,
it is impossible to even figure out what the appropriate details of
the private action should be.

Senator CHAFEE. I h&.%e a little trouble understanding why ac-
tions wait upon so-called public policy. Suppose our public policy is
to remain the same?

Mr. YOUNG. Our belief is, that in that case, the problem won't
get solved.

The labor component of GM and Ford's activities, at least the
labor component that we bargain about, is only about 30 percent of
their total costs. While that is not insignificant, we don't believe
that either in the near term and certainly not in the long term, not
in terms of shaping their investment decisions, and the decisions of
the other manufacturers, that will be adequately affected by some-
thing we work out at the bargaining table.

We -believe there has to be the kind of activities that have been
talked about here in order to solve that problem.

Senator DANFORTH. Go ahead.
Senator CHAFEE. Mr. Young, I have a little problem with the

position you and your union and the others have taken here.
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Namely, what you are saying is that your workers, the most
highly paid industrial workers in the Nation, have a problem. And
the way to solve that problem is to impose higher costs on other
workers who are working for far less than yours.

Now, if that is fairness, it will take some explaining.
Mr. YOUNG. Well, if I may, what we are saying is the Nation has

a problem. That we are dealing here with an industry that is
strategic to the Nation, with an industry that every other nation
approaches as a strategic industry, and that is why every other
nation has in fact built up special arrangements for their auto
industries, has encouraged their development, has encouraged
them to flourish.

We think that the Nation will have a problem, and has a prob-
lem, due to the illness in the auto industry, in terms of its financial
impact on the Federal budget. I mentioned the question of taxes
the company pays. Others have pointed to the question of taxes
which the workers would pay if they were working, of benefits
which they now receive. More important than that, auto has been
one of the leaders in productivity improvement in this country.
The auto industry has pulled up the whole level of productivity in
manufacturing.

As I said, with respect to the last 2 years, I don't think that
anyone would dispute that the reason there have been productivity
problems is because of the low volumes at which the companies are
operating. They always show productivity declines when that hap-
pens. When they pull out of it, productivity snaps back.

The auto industry has been the center for innovative develop-
ment. It has been a high productivity center. It does stand at the
center of much of the economic activity in the Nation.

So that it is perfectly true that our members have a problem in
terms of their own job, but the Nation as a whole has a problem.
We believe it is essential that we all solve that problem.

Senator CHAFEE. Mr. Young, you have indicated your members
haven't come forward with any solution to the problem on their
art or concessions because it wasn't viewed as critical. I don't
now what your definition for critical is, but I do know that

Senator Danforth and the others have stated that it is critical.
So your workers, in fact, are the economic royalists of the indus-

trial labor movement; isn't that true?
Mr. YOUNG. I wouldn't characterize them as economic royalists,

if that means they are gettirig paid something they are not entitled
to. I think their productivity levels and the situation they have
been in has justified their earnings.

I don't want to leave a misimpression. I think that the situation
we are in is a critical one for everyone. What I said or meant to
say is that neither Ford or GM are in the degree of critical situa-
tion that Chrysler was in 2 months ago, and to some extent contin-
ues to be in.

We had a company there that literally was days away from
bankruptcy, as far as we could tell. As far as I know, that is not
the case at either Ford or GM. They are simply different kinds of
situations. I would just repeat that is not really the primary issue.
The primary issue is that in Chrysler, an overall solution was in
sight.
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In both Ford and GM and for the parts suppliers and others, we
don't see an overall solution in sight unless we get the kind of
actions that are being talked about here.

Senator CHAFEE. Mr. Young, you consistently speak about the
productivity capabilities of your workers, and what has been
-achieved. Wehave a situation here where for price or for quality or
for some other reason Americans don't want to buy your cars in
the quantities you would like. You have said that the solution is
keep them from being able to buy the Japanese cars. I find that a
very odd solution.

I think you either have to improve your productivity, improveyour stylng, or improve your sales technique. It was indicated this
morning that Americans just don't understand how good our cars
are.

But, I find that a little difficult to understand. The premier
advertisers in the world can't get the point across. I think it comes
down to quality and price and not being able to match what the
Japanese are providing.

Until you are able to do that, I find I am a little reluctant in
providing some form of a governmental solution.

Regarding Chrysler, Mr. Young, I voted against the Chrysler
loan. But, to show my confidence, I immediately went out and
bought a Horizon.

Mr. YOUNG. I share your confidence. I just ordered a K car.
Senator CHAFEE. Good. Well, I am loyally sticking by Chrysler.
Would you respond to the problem of price and quality?
Mr. YOUNG. Yes, sir.
I think that you have several problems wrapped up, but in a

sense it is almost the chicken and an egg problem. You don't have
a product here where-even if tomorrow we all agreed that some
single action would make the cars less expensive or make them be
perceived of having higher quality, or whatever else is involved-it
could be implemented overnight.

We believe there was slippage in the attention that was being
paid to the quality of American cars.

We think that the public rightfully perceived that those cars
were not as good as they should have been. We think that is now
on the right track. We have initiated actions with the companies to
work jointly on the production line to improve quality. But it can't
all be done there. A lot of it comes through in the design stage.
When cars are recalled by the thousands, that is not because
somebody assembled them wrong. It is because they were designed
wrong in the first place.

But, whatever the answer may be, it takes a significant amount
of time to put that into place. I think the problem has been that
many of us think back to when the auto companies had changed
models very rapidly from year to year in making fairly cosmetic
changes that didn't change things substantially. They forget that if
we really want to deal with the fundamentals of car changes, it
takes a lot of lead time.

What we are saying is that not only must the quality be turned
around, not only must the industry get back to higher volume
levels which in itself will reduce the costs per car, but that it takes
time to get there, and that in the meantime, we can't allow foreign
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competitors to get such a strong foothold that we won't be able to
turn the situation around.

That is why we believe that you have to act, in a sense, before
the problem is solved all by itself, because the problem can't be
solved all by itself.

Senator CHAFEE. What does General Motors provide for retiring
assembly line workers?

Mr. YOUNG. We have full benefits for retirement at age 62 or for
30 years of service.

Senator CHAFEE. If you came to work at age 25, you would retire
with full benefits at age 55?

Mr. YOUNG. You could retire at that age, but you wouldn't
necessarily.

Senator CHAFEE. But would you still receive full benefits?
Mr. YOUNG. Yes, sir.
Senator CHAFEE. Mr. Young, I previously indicated that I had

some difficulty with this legislation. There is a doctrine in equity
called clean hands, which describes those who, only after having
done everything possible, ask for relief.

You are seeking this relief, but you have made no proposals.
When I say you, I refer to the workers and union you represent.
You have made the kind of proposals requiring a contribution on
the part of the people you represent to solve this problem.

You have fringe benefits, which are beyond the reach of the
people I represent in my State.

You have wage rates that are way beyond anything we have ever
thought of.

Yet, you are asking that we be forced to pay a higher price in
order to solve a problem. It may be a national problem, but certain-
ly you have a far greater stake in it than I or than those from my
State.

A voluntary solution to the problem has not come forward. You
are saying, "Restrict the imports." But the problem is far deeper
than that. I would find some satisfaction if all of you had some
kind of a proposal.

Take the Chrysler situation. I would not call a $1.15 an hour
reduction a magnificent sacrifice.

Mr. YOUNG. Well, I am sure you know, Senator, that is not the
extent of what the changes were at Chrysler. That was what was
done the third time around. There were two prior rounds of agree-
ments to make changes.

Also, the $1.15 does not measure what, as you referred to earlier
was forgone. What the $1.15 measures is the absolute cut in terms
of where they were and they were already behind the Ford and
GM workers as a result of agreements that had been made the first
two times around.

Mr. KOPLAN. Let me just make a few comments, Senator.
One, we don't view this proposed legislation as a final solution to

the problem. We view it as a way to give the companies the
breathing room that they feel is necessary.

Senator CHAFEE. Mr. Koplan, you go way beyond breathing room.
You have this matter of content which the sponsors of the bill have
never suggested.
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This content factor is something extremely substantial. I don't
know how that squares with GAT or anything else.

Mr. KOPLAN. May I respond to you this way, Senator, and to
show you the seriousness of the problem as we see it, with regard
to content.

Back on January 15, when Mr. Millet testified on behalf of the
Automobile Importers Association, Senator Danforth asked him to
comment on some earlier testimony by Ambassador Hormats, that
Japanese manufacturers are increasing their capacity by 20 per-
cent, and that the United States is likely to be the target of this
increased capacity.

Now, at that time, Mr. Millet testified that he didn't think that
was necessarily going to result in higher sales of automobiles as
units, but then went on to say, and I am quoting:

I would say also, that undoubtedly the increasing capacity in Japan is probably
for components such as transaxles, engines, transmissions, and whatnot that are
being ordered by domestic companies for production in the United States.

Toyo Kogyo is supplying transaxles. Isuzu Motors is supplying
diesel engines. Mitsubishi is supplying engines for Chrysler.

That is undoubtedly a lot of the extra capacity he is referring to,
that is Mr. Millet, referring to Ambassador ormats' testimony.

Now, our concern is that i this is the case, if Japan is increasing
its capacity to export these components to flood our market with
components, even with this legislation, we could simply end up as
the people who tighten the nuts and bolts on the cars and the
workers that we represent, members of the AFL-CIO affiliates,
work in the supplier industries and services. So we have a real
concern. I think Mr. Millet's testimony bears this out, that simply
eliminating the unit number of cars that come in might not be a
solution, even a temporary solution, to the problem.

Senator CHAFEE. Thank you.
Thank you, Mr. Chairman.
Senator DANFORTH. Thank you both.
[The prepared statements of Mr. Fraser and Mr. Koplan follow:]

77-112 0-81--10
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SUMMARY OF STATEMENT OF
DOUGLAS A. FRASER

ON THE DOMESTIC AUTO INDUSTRY
AND HOW TO REVIVE IT

March 9, 1981

For two years the U.S. auto industry has been in terrible shape. Unprecedented

corporate losses, numerous plant closings and layoffs in the 200,000-range are all grim

reminders of the industry's devastated condition. Surging imports, particularly from

Japan, have been a major cause of the U.S. auto industry's recent difficulties.

With the proper set of policies, the U.S. auto industry can rebound. Auto is not a

sunset industry. The industry has a long track record of generating high annual increases

in output per worker and still Is the most productive auto industry in the world. Given

some breathing room, the Industry will be more than capable of meeting the competitive

challenge of the Japanese auto industry.

Temporary import relief will lead to substantial increases in employment in the auto

industry. We estimate that restraints from 1981 through 1983 could translate into

100,000 to 125,000 jobs depending on the exact form the import relief takes.

Other steps beside import relief are required. First, something should be done about

the overly restrictive monetary policy which has made the auto industry's situation

even worse. The government should seek ways to stimulate new car sales through tax

credits and scrappage bounties. The trade adjustment assistance safety net should not

be gutted. Instead it should be expanded to cover those workers who are now unjustly

denied benefits. Finally, we are now convinced more than ever that some form of

legislated local content requirement is the only sound long term solution to the auto

trade situation.
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STATEMENT OF
DOUGLAS A. FRASER, PRESIDENT

INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE
AND AGRICULTURAL IMPLEMENT WORKERS OF AMERICA, UAW

ON T[HE DOMESTIC AUTOMOBILE INDUSTRY
AND HOW TO REVIVE IT

before the
SUBCOMMITTEE ON INTERNATIONAL TRADE

SENATE COMMITTEE ON FINANCE

March 9, 1981

It is a privilege to testify before this Subcommittee on behalf of the 1.2

million members of the UAW.

I want to congratulate Senator Danforth and Senator Bentsen for their

efforts in behalf of the auto industry; and I particularly want to thank Senator Danforth

for calling these hearings so soon after the January 14 hearings. We in the UAW

agree that time is running out for the industry and its workers. With the help of

Senator Danforth, Senator Bentsen and the other cosponsors of S.396, Congress is

considering an important step in tackling the immense problems plaguing the Industry.

What is required is breathing space for U.S. auto, and S.396 goes a long way toward

providing it. The bill would not eliminate all of the damage suffered by the industry

from the massive increase In import penetration of the past two years, but if

strengthened, it could dramatically reduce the permanent damage that will otherwise

be incurred in the years ahead while the industry is being restructured.

The Continuing Problems of the U.S. Auto Industry

For two full years now, the U.S. automobile industry has been operating

at levels usually associated only with the worst 2-4 months of a major recession.

Domestic vehicle sales at a level 30 percent below 1978, over 1,600 dealer bankruptcies

in just 18 months, plant closings in double digits, shift eliminations and unprecedented

levels of Midwestern unemployment all reflect its disastrous situation.



144

The list of major plant closings and production cutbacks at Ford, Chrysler

and GM is contained in our January 14 testimony. What I can add today is that things

are no better. We have 90,000 workers presently laid off at GM (19%); 64,000 at

Ford (37%); 45,000 at Chrysler (46%); and 8,000 at AMC (30%). Given the forecast

of demand and the anticipated rate of import penetration, we don't expect more than

30,000 of those 207,000 workers to be recalled to their jobs before late fall at the

earliest unless the industry is given import relief quickly.

Slumping sales have translated into staggering corporate financial losses.

General Motors lost $763 million in 1980, its first year in the red since 1921. Ford

lost $1.5 billion - composed of a $2.0-billion domestic loss offset by $475 million in

foreign profits. Chrysler posted a $1.7 billion loss for 1980. Including AMC's and

VWA's losses, the U.S. auto industry lost $4.7 billion in 1980 on North American

operations. Compared to just two years ago, the turnaround from a profit to a loss

position approaches $10 billion.

In 1980, the U.S. auto companies experienced their worst sales year since

1961. At the same time the imports set sales records and absorbed 27 percent of the

U.S. passenger car market, up from the 18 percent they took in 1978. The surge in

imports from Japan more than accounted for the total 1978-80 increase. The Japanese

share of the U.S. car market in 1980 was 21.3 percent, up from 12.2 percent in 1978.

And the prognosis is for even greater Japanese penetration in 1981, unless

something is done. January and February data refute the pipe dream that the worst

is overt the Japanese alone took 22.1 percent in January, and grabbed 23.7 percent in

February, despite the domestic industry's ambitious rebate scheme. Overall, imports

took an all-time record 29 percent of the U.S. car market last month.
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Auto is the Center of the U.S. Industrial Base

The auto industry and its suppliers constitute one of the most important

Industrial/commercial complexes in the U.S. economy. In a good year, this complex

directly employs 1.5 million people. On average, according to the Bureau of Labor

Statistics, every job in auto creates 2.3 additicaal jobs in steel, rubber, glass, textiles

and other industries. In 1979 the automobile industry used 21 percent of the steel

consumed in the United States, more than 50 percent of the malleable iron produced,

34 percent of the zinc, 12 percent of the primary aluminum, 13 percent of the copper,

and 60 percent of the synthetic rubber.

Moreover, the jobs in and connected to the auto industry are the kind on

which a sound industrial economy Is built: hard, often tedious, but highly productive

work historicaUy remunerated at a level that integrates the worker Into the society

he or she toils to build.

We are now hearing arguments that the auto industry should be classified

as a "sunset" Industry which should be phased out rather than assisted. These arguments

are based in pait on the belief that, in terms of productivity, the U.S. industry lags

far behind its Japnese competition. The facts, however, are quite different.

First, over the last two decades productivity in the American auto Industry

has increased at a compound ra0, of 3.4 percent per year. This substantial rate of

increase far outpaced the overall inercise in productivity recorded by U.S. manufacturing

ap a whole, and came on top of aly eady-high absolute levels of output per worker.

Such a track record simply doesn't fit the secularly declining productivity performance

characteristic of "sunset" industries.

Second, those who argue that output per worker in the Japanese auto

industry surpasses output per worker in the U.S. industry are simply wrong. The

evidence usually cited in support of this erroneous conclusion is the simple comparison
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of vehicles per person. There are obvious shortcomings with Inferences based on such

a comparison, because simplistic calculations of vehicles per head correct neither for

mix differences nor for differences in vertical integration. The other "evidence",
41

consists of process-by-process engineering studies which purport to demonstrate the

superior productivity of the Japanese auto industry, but actually look at only small,

unrepresentative, slices of the industry in both the U.S. and Japan. k

UAW economists have compared the relevant productivity series for the

U.S. and Japanese auto industries provided by government agencies, and they are

convinced that the U.S. industry maintains a lead over its Japanese competition,

although the gap in productivity between the two which was substantial as recently

as 1978 has narrowed significantly in the last couple of years. But that is easy to

explain. Operating flat out and regularly adding sizable and predictable increments

to capacity, the Japanese industry achieved substantial gains in productivity in the

1978-80 period. In contrast, productivity in the U.S. industry stagnated.

But the recent productivity doldrums of the U.S. auto industry do not

mark the beginning of a trend. Instead, they are a cyclical phenomenon explained by

the 23 consecutive months of depression conditions in the industry. Virtually every

U.S. auto and truck plant is operating significantly below optimal levels of output.

Capacity utilization in the U.S. auto industry slumped from 89 percent in 1978 to a

record low 58 percent in 1980. Low capacity utilization in this Industry historically

translates Into stagnating, or even falling, labor productivity in the short-term. Further-

more, there has been an additional adverse impact on productivity caused by the Big

Three's scramble to retool their plants over the last year and a half to produce a far

greater proportion of small cars in their output mix.
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There is no reason to believe that, as it gets back on its feet, the U.S.

industry cannot match its Japanese competition stride for stride with respect to gains

in labor productivity. Moreover the Japanese auto industry is unlikely to continue to

record the increases they have chalked up over the past few years. The U.S. Industry,

under the right set of policies, is poised to record substantial productivity gains,

assuming it can generate the required resources to continue retooling and - more

importantly - that it can recapture a significant amount of its lost market share.

Past history shows that productivity will Jump during the upswing as plants operate

under more and more efficient conditions. In 1976 and 1977, as the industry came

out of the 1974-75 slump, it recorded productivity gains in the area of 7 percent a

year. There is reason to believe such gains will be repeated or surpassed in some of

the years ahead. With all of the investment in new tools, many of the factories will

be far more efficient than before.

We have confidence in the U.S. auto industry's long-term vitality, but we

are also convinced that both short term import relief and permanent legislation requiring

substantial North American content in vehicles sold here in high volume are necessary.

Immediate Import Relief is the Critical First Step on the Road to Recovery

To get the industry back on its feet requires a systematic approach. The

critical first step in that approach is import relief. Furthermore, the U.S. industry

faces a grave threat of even further injury. The Japanese government recently

announced a hike in their commodity tax on vehicles. Such an increase will further

dampen the sluggish demand that has characterized their home market for the last

year or so. Furthermore, the European Economic Community (EEC) has talked tough

to the Japanese about their dramatically increased 1980 share in the Common Market,

and there is every indication that the EEC plans to prevent any further increases in

the Japanese share. Coupled with the significantly increased capacity of the Japanese

industry, it seems likely that more Japanese production will be diverted to the U.S.
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The U.S. can no longer afford to be the lone sitting duck in this situation. Quick

action is essential.

What follows are our estimates of what the year 1983 will look like for

the Industry, with and without import relief. The projections start with the year 1978.

The 1978 U.S. new vehicle market totaled 15.42 million units, some 0.75

million-above its normal (or trend) level of 14.67 million. Imports of 1.355 million

Japanese cars, 645,000 European cars, and 340,000 foreign-built trucks - for a total

of 2.34 million units - amounted to 15.2 percent of the market.

The U.S. market will grow, we estimate, at 1.78 percent per year on

trend, resulting in a "normal" 1983 volume of 16 million new cars and trucks.

Without import relief, we believe that the 1983 market will be composed

of nearly 3 million Japanese cars (25 percent), some 600,000 European cars (5 percent),

and - because of the higher tariff and light truck fuel economy regulations - 250,000

foreign-built trucks. The total would be 3.8 million units, or 24 percent of the projected

1983 market That level of imports would be associated with only 775,000 U.S. jobs

in the auto industry (SIC 371), which is only about 10,000 more than the depressed

employment level of 1980.

In our opinion, there is a strong case for holding Japanese imports to a

level as low as 1.2 million units annually over the next three years. This would, at

the projected 1983 level of demand and making allowance for the job Impact of

productivity gains, translate into about 890,000 jobs in SIC 371, more than 125,000

above current levels.

8.396, as presently structured, would hold Japanese passenger car imorts

to 1.6 million units in 1981, 1982 and' 1983. We estimate that import relief of that

amount would translate into an employment level of 865,000 in SIC 371, some 100,000

above current levels.

4
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These figures cover just the direct job gain in the primary industry.

Linkages to steel, textiles, glass, and other industries will boost total employment by

2-3 times the levels discussed above.

Six Other Ste"s

There are several other steps to help auto that we asked Congress to

consider in our January 14 testimony.

First, something must be done about monetary policy. The excessive use

of tight money to fight inflation has made the auto Industry's situation even worse.

Second, the government should help stimulate new car sales. We support

a tax credit for consumers who trade in a used car owned a year or more for one

whose fuel economy is at least 6 mpg greater.

Third, we call for a scrappage bounty to speed up the retirement of the

23 million cars 10 or more years old.

Fourth, we support an extra 10-20 percent refundable investment tax

credit for those investments used to produce cars and light trucks that achieve at

least 5 mpg over the current year's average fuel economy requirement and are produced

in existing facilities.

Fifth, we are dismayed about the damage proposed for the worker

adjustment assistance program. In 1980, U.S. free trade policies admitted $131 billion

in manufactured imports. Yet the Administration wants to cut a TAA program that

in fiscal 1982 will cost little more than one percent of that. That program arose

from a special covenant made with labor arising out of the Trade Expansion Act of

1962: "free trade" yes, but only within a system of special adjustment assistance for

workers displaced by that trade.
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The President's budget plan proposes a 76 percent cut in TRA benefits.

It is especially dismaying that the rationale is that TRA keeps workers from seeking

jobs in other sectors, when the only study I know of (Michigan Employment Security
4d

Commission, 1980) found that 78 percent of autoworkers receiving TRA wanted to be

retrained and that 38 percent would gladly relocate to get a good job.

The way the Administration proposes to change TRA benefits would destroy

the very concept of "adjustment assistance," which was not meant to be an adjunct

to the unemployment compensation program but a separate form of income maintenance

for which workers in import-prone industries implicitly traded their job security!

If the present efforts to help the auto industry are successful, some of

the sting will be taken out of these proposed cuts for autoworkers. But what of

workers employed in other industries? Are they to get neither import relief nor

adjustment assistance? We submit that that would be grossly unfair.

Sixth, we are more convinced than ever that legislated local content

requirements.are needed to solve the auto trade problem. The legislation should require

that, by 1985, all production--compatible vehicles with yearly sales in excess of 200,000

units contain at least 75 percent domestic content. Local content requirements tied

to sales volume should be phased in beginning with the 1982 model year.

Companies have an obligation to generate employment in countries in

which they enjoy substantial sales volume. Sales in North America by VW, Toyota,

Nissan, and Honda long ago reached levels at which full scale assembly and major

component manufacture could be efficiently accomplished here; yet only VW has

significant local content (about 65 percent) today. Our concern extends beyond inducing

Japanese auto investment in North America. We are increasingly alarmed by the sharp

rise in foreign sourcing by the Big Three as well. Content legislation should be 'seen

as a tool to retain a domestic small car industry as well as a means to attract foreign
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automotive capital.

Import relief will have a significant, positive and long-lasting Impact on

employment in the U.S. auto industry. We believe that the relief suggested In S.396

will lead to the recall of substantial numbers of autoworkers now on indefinite layoff.

By contrast, if no relief is forthcoming, only a few of the autoworkers on indefinite

layoff have any hope of recall.

We recognize that employment in the U.S. automotive industry is not

likely to regain its 1978 peak levels, because of technological change, the shift to

smaller cars, and the moderation of the rate of market growth. But unbridled expansion

of Japanese exports to the U.S. will substantially increase the job loss, and wiU make

it difficult if not impossible to manage the shrinkage of the industry without further

mammoth human suffering.

opeiu494
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SUMMARY
STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE REPRESENTATIVE

AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SUBCOMMITTEE ON TRADE, SENATE COMMITTEE ON FINANCE,

ON S. 396 AND THE CURRENT SITUATION OF THE
DOMESTIC AUTOMOBILE INDUSTRY

March 9, 1981

1. The AFL-CIO supports S. 396 which would limit the import

of autos from Japan for three years.

2. At the same time, we urge several improvements.

First, a reduction from the proposed 1.6 million limit to a

limit of 1.2 million imports of Japanese autos per year. The

reduction would be based on the average of automobile imports

from Japan during the period 1975 through 1979.

Second, we urge inclusion of a content requirement. This

could be phased in up to a 75 percent level by 1983. Relief from

quotas would be forgiven if products contained a phased-in content

requirement.

Third, we urge immediate action to limit the import of parts.

In order to craft an effective limit, it will be necessary to

obtain the necessary data on parts on an item-by-item basis. In

making this recommendation, we are not suggesting that any action

be taken that would either disrupt immediate production plans or

slow down passage of effective limits on the import of cars or

inclusion of a content requirement.

4
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STATEMENT.OF STEPHEN KOPLAN, LEGISLATIVE REPRESENTATIVE,
AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS

BEFORE THE SUBCOMMITTEE ON TRADE, SENATE COMMITTEh ON FINANCE,
ON S. 396 AND THE CURRENT SITUATION OF TIl-

DOMESTIC AUTOMOBILE INDUSTRY

March 9, 1981

My name is Stephen Koplan. I am a Legislative Representativo

for the American Federation of Labor and Congress of Industrial

Organizations (AFL-CIO).

While much attention is focused on the basic big three automakers,

and the United Auto Workers as the union representing most of their

employees, AFL-CIO unions represent the majority of workers in the

broad automobile industry. Two out of every three jobs in the

industry have been held by workers who make machinery, steel, alumi-

num, glass, electronics, rubber, plastics, and other products which

are assembled into automobiles. In addition to these production jobs,

AFL-CIO unions represent many thousands of workers employed in auto-

related services.

The AFL-CIO believes that action is needed at once to curb

imports on automobiles and parts, because the massive dislocation of

production in the auto industry is continuing to destroy production,

jobs and communities throughout the United States. Nearly one million

Americans have become jobless primarily because of the failure to act

on imports. Unless action is forthcoming from the Congress, the world

will continue to act as if this market now and forever is designed only

for their exports, and U.S. producers will continue to lose their com-

petitive position or move abroad. This is not free trade, Mr. Chairman.

It is a very expensive one-way street that will continue to harm

American workers.
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Workers who need Jobs have paid too much of the price for

this failure to act. They need to work, Mr. Chairman. In Toledo,

Ohio, last week, 5,000 workers lined up for 90 Jobs in an auto

battery plant, according to the New York Times.

On February 16, the AFL-CIO Executive Council adopted the

following statement on this subject:

"Immediate import relief and a requirement for
domestic content is urgently needed for the auto
industry and parts suppliers. The AFL-CIO supports
S. 396, introduced by Senators Danforth and Bentsen,
as an important step in this direction and urges
swift enactment in the Congress. Existing laws should
be examined and improved to assure speedy relief to
industries when the threat of injury from imports is
evident. These laws also should be adjusted to assure
that the producers of major and essential components
can receive appropriate relief from injury caused by
imports."

We believe that S. 396 is a step in the right direction. But

we would urge several improvements. First, a reduction from the

proposed 1.6 million limit to a limit of 1.2 million imports of

Japanese autos per year. We feel that the 1.6 million limit in

S. 396 would be too generous an amount, because it is based on a

period (1978-1979) during which automobile imports from Japan had

already surged to substantially higher levels. A more representative

period -- say the average of five years (1975-1979) -- would result

in a limitation at 1.2 million cars.

Second, we urge inclusion of a content requirement. If this is

not done, the United States will lose the technological advantages of

a modern auto industry and become merely an assembler of technology

produced in other countries. The U.S. imports of auto parts shot up

122 percent between 1975 and 1979 -- from $4 billion to over $10 billion.
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The deficit moved from a $1.6 billion surplus in 1975 to a $1.3 billion

deficit in 1979. "U.S." cars may include "American" technology in

the future, but that technology will not be produced in America unless

this country acts to make sure that we have a technological future.

The idea of domestic content is not new or unusual. The United

States and virtually every country of the world have adopted provisions

at various times for various reasons to include requirements that

certain amounts of a car or other products be made within their borders.

Most countries have much higher requirements in law and/or in practice

than the U.S. The attached tables submitted to the International Trade

Commission by the United Auto Workers give a sense of the extent of

this practice. What the tables do not show, however, is that there

has also been an effective de facto content requirement in Western

Europe that creates an enormous advantage for producing there.

Between members of the European Community and members of the European

Free Trade Association -- that is in most of Western Europe -- there

has been a duty-free transfer privilege for production within their

borders, but a tariff on parts and cars from the outside -- tariffs

that are generally higher than those of the United States. The

effect encourages production in Europe. Many European countries also

have quotas in "gentlemen's" agreements or other regulations to keep

out a flood of car imports.

The United States is the most open, large market. U.S. industry

is the most injured, not from free trade, but from government actions

world-wide. Other countries are not only enlarging their content

requirements, they are also demanding that foreign investors both

produce a high percentage of the car in their countries and export
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from those countries. The results U.S. and foreign companies are

encouraged to expand in those countries and export parts to the

United States. The fact that the U.S. has neither quotas, nor high

tariffs, nor high content requirements means that the pressure is

to move the rest of the auto supply industries abroad. That can mean

the death of a viable U.S. auto industry.

An appropriate content requirement is essential to assure that

we have a healthy auto industry and not one that merely assembles

parts.

When they appeared before the International Trade Commission, the

United Auto Workers asked for a content provision that set up a high

tariff and quotas. Relief from quotas would be forgiven if products

contained a phased-in content requirement -- up to 75 percent by

1983. The AFL-CIO supported that request. Such an amendment could

assure that there would be more than an assembly unit available for

autos in the U.S. in the year 2000. But such a provision should con-

tain a direction that is more than a mere percentage figure, a

direction to include engines and other parts necessary for the pro-

duction of a car. Precedent for such content directions can be found

in the orderly marketing agreement on color TVs where certain TV

picture tubes and other parts necessary for the production of a TV

set were included in the quota arrangement.

Third, immediate action is needed to limit the import of parts.

We recognize that the parts of a car are many and complex and that

data on imports of parts are not as complete as data on imports of

cars. It will be necessary to obtain the necessary data on parts on an

item-by-item basis in order to craft an effective limit. In making
k
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this recommendation, we are not suggesting that any action be taken

that would either disrupt immediate production plans or slow down

passage of effective limits on the imports of cars or inclusion of

a content requirement.

Action can no longer be postponed, Mr. Chairman. Congress must

act to make sure that the United States has a viable automobile

industry that produces modern, technologically efficient automobiles.

7-112 0--8111
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Senator DANFORTH. The next witness is Mr. David McCammon,
vice president of corporate strategy and analysis, Ford Motor Co.

Senator CHAFEE. Mr. Chairman, I wonder if Mr. Young would be
good enough to send me the absenteeism statistics.

Mr. YOUNG. I will send you whatever we can get, yes, sir.
Senator CHAFEE. Fine. Thank you very much.
[Material was subsequently submitted:]

INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE
& AGRICULTURAL IMPLEMENT WORKERS OF AMERICA-UAW,

Detroit, Mich., March 18, 1981.
Senator JOHN H. CHAFFEE,
Dirksen Senate Office Building,
Washington, D.C.

DEAR SENATOR CHAFEE: When I testified on S. 396 on March 9, 1981 you asked I
supply data on absenteeism.

We have received no such data from General Motors during the past 18 months,
although we have made a request for such data. If you do receive such information
independently, please be aware that in the past General Motors included as an
absentee any employe who was absent at all during a pay period regardless of the
reason for the absence. Needless to say, that inflates the absenteeism tremendously.

I assume you will be receiving absentee data directly from the Ford Motor
Company since you requested that from Mr. McCammon.

Sincerely,
HOWARD YOUNG,

Special Consultant to the President.

STATEMENT OF DAVID McCAMMON, VICE PRESIDENT,
CORPORATE STRATEGY AND ANALYSIS, FORD MOTOR CO.

Mr. MCCAMMON. I am David McCammon, vice president of corpo-
rate strategy and analysis for Ford Motor Co. With me is Jack
Barnes, director of corporate projects for Ford.

[The prepared statement of Mr. McCammon follows:]
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STATEMENT OF D. N. McCAMMON
VICE PRESIDENT, FORD MOTOR COMPANY

BEFORE THE SENATE FINANCE SUBCOMMITTEE ON
INTERNATIONAL TRADE

March 9, 1981

Ford Motor Company weloomes the leadership and concern that

Chairman Danforth has demonstrated once again as this subcommittee con-

tinues its examination of the problems confronting the U.S. auto industry.

Automotive issues are receiving increasing national attention, as well

they should. The problems are real; the vitality of a fundamental

national asset is at stake; and the time has become even more urgent

for meaningful and effective solutions.

At the time of the January hearings of this subcommittee, the

industry had just concluded the worst production year since 1961. Since

then, 1980 financial results have been announced -- a staggering loss of

$4.2 billion in world-wide earnings for the industry. In the past 20

years, the worst year had been an industry profit of $2 billion (in 1980

dollars). In sharp contrast, Japan moved into first .place in world-wide

auto production and captured a record 21.1% share of the U.S. car market.

Moreover, the brief period since the hearing has seen a further

deterioration in the immediate outlook for the domestic industry:

- The corner simply has not been turned as we had hoped.

First Quarter production schedules have been cut by 17%

from those planned in December to a level 13% below last year.

- Security analysts predict the industry will incur further

losses of $500 million to $1 billion in the First Quarter,

worse than last year's First Quarter loss of $458 million.



171

- Domestic manufacturers have begun very large rebate pro-

grams to stimulate car sales -- in spite of the enormous

expense and the fact that most sales under these programs

are simply pulled ahead from later in the year.

- Even with February results inflated by rebates, sales for

the past 60 days have run at an annual rate of' only 7.1

million domestic cars.

- The Japanese share of our car market has increased further

to 23% so far this year.

- And, Japanese auto shipments to the U.S. were up 16% from

year ago levels, as were stocks of Japanese cars.

So as the First Quarter draws to a close, it's now clear that

1981 will not be a good year for domestic %uto producers. And that's

very bad news for the 200,000 auto workers still on indefinite layoff --

most for ten to eighteen months -- and for the owners and employee of

thousands of domestic dealerships and supplier plants throughout the

country. Nearly 1 million people have lost their jobs as the impact of

depressed auto production has spread through the economy. A serious

situation has now become eveij more serious; solutions that once may

have seemed reasonable are now wholly inadequate.

There is little point in going back into history to distribute

blame for the present situation. Instead, a national consensus Is

needed about where we go from here with an industry that has been

required to undergo the most massive and expensive retooling in history

and one that has suffered heavily from conflicting national policies and

priorities.
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Opinions differ about what solutions are needed, but the

fundamental question is whether or not the United States wishes to

have a strong automobile industry. If this question is not answered

affirmatively with effective actions, the inevitable result will be

to encourage the transfer of more auto manufacturing and U.S. jobs

overseas.

We, as manufacturers, are already going all-out to address

the issues we can do something about; but government must do its part

through changes in tax, regulatory, and trade policies. There is unity

among U.S. manufacturers on actions required in each of these areas --

as demonstrated by the February 3 letter to the President from the

Chief Executives of nine U.S. car and truck producers.

We are encouraged by discussions under way in the

Administration and the Congress in these areas. It must be recognized,

however, that regulatory relief will be prospective -- that is, it

will help us to avoid important cost and price increases in the

future, but it will not reduce costs significantly today. And the

business tax proposals, which we support, will actually be of no near-

term benefit to Ford without refundability.

The most immediate requirement, however, is to increase U.S.

car volume and employment. The single most effective means to achieve this

increase is to limit imports of Japanese cars -- promptly and decisively.

We were invited today to speak to the legislation introduced

by Senators Danforth and Bentsen, S. 396, and we applaud its intent.

We believe, however, that levels such as 1.6 million Japanese cars are

simply too high to do today's job.

4
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Statements by Japanese leaders suggest Japan agrees that car

exports to the United States should be reduced -- the key issues are

level and duration. In this regard, it might be helpful to look at

other countries. In the European Community, for example, governments

seem determined to limit Japanese cars to an overall share of 10%. We

see no reason why Japan' s share of our car market should be more than

Europe's 10%. Translating this share to the U.S. market would represent

imports of about a million Japanese cars.

If such a limit were established for five years, it would create

some 67,000 jobs for auto workers in 1981. In total, 178,000 jobs would

be created throughout the economy. Cash flow for the domestic auto

producers would be increased by $1 billion this year. Over the five

year period, the total cash flow benefit would be some $5.6 billion --

roughly equal to losses the industry has incurred since mid-1979.

Both the level and the duration of import limits are criti-

cally important to helping the industry get back on its feet. Compared

with a 1.6 million limit for 3 years, a limit of 1 million for 5 years

would add three to four times the jobs and cash flow during the critical

1981-85 period needed to complete the $80 billion conversion of

domestic plants and product,.

This temporary restraint will not be inflationary. Even assuming

as much as 15% higher prices for Japanese cars, the effect would be more

than offset by savings in unemployment costs and by the added tax revenues

which will follow automatically as gains in U.S. car sales put our plants

and people back to work. American taxpayers already are bearing the

77-112 0-81-12
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$3 billion cost of auto-related unemployment and tax revenues lost to

federal, state, and local governments. This really amounts to a subsidy

to support extraordinary levels of car imports from Japan -- hardly in

keeping with the spirit of scrutinizing every dollar of taxpayer expense U

with great care.

As for U.S. car prices, our fundamental motivation is to

increase our volume of car sales. One of our basic cost problems is

underutilized facilities at today's volume of sales; only more volume

can alleviate these penalties and raise productivity immediately.

Furthermore, the full history of U.S. car price behavior when Japanese

car prices rose in response to a stronger yen demonstrates a clear

pattern of price restraint by individual U.S. car manufacturers aimed

at recapturing volume from imports. We at Ford would do so again if,

under import limits, Japanese prices were increased by supply/demand

distortions.

Finally, temporary restraint is fully consistent with the

Administration's economic program which we heartily support as the pre-

scription for a healthier America. The goals of auto import restraint

are to get a key sector of the economy moving; to reduce the drain on the

Treasury of unemployment and other transfer payments; and to return

thousands of Americans to taxpaying status.

Mr. Chairman, we ask support of the subcommittee in achieving

these critical goals and in helping the auto industry to mair tamn its

traditional commitment to investment and jobs in the United States.

4
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INDEX TO EXHIBITS3

General Problem

1. 1980 U.S. auto production hit a 19-year low: Japan was number 1.
2. The 1980 industry loss of $4.2 billion was extraordinary: analysts

project further losses.
3. The Japanese share of U.S. car sales in 1979-80 was extraordinarily high.
4. Japan has built capacity for export since 1973.
5. Japan protected its auto industry for a generation.
6. Imported vehicles are restricted in most other major auto-producing nations.

Immediate Problem

7. U.S. auto production cuts, layoffs, and supplier and dealer closings have
been substantial.

8. January-February car sales in 1981 are below 1980.
9. First Quarter U.S. auto production is down 13% from last year.

10. Japan's auto exports to the United States are up in 1981.
11. Stocks of Japanese cars in the United States rose 16% in 1980.
12. Import limitation is the most important action to assist auto capital

formation. -
13. A 10% share limit, or 1 million Japanese cars, is more than Japan's share

in the EC and total industry sales in several countries.
14. Actual sales of Japanese cars would be substantially higher than nominal

limits.
15. A 3-year 1.6 million limit would not reduce Japanese share substantially.
16. The shorter the duration of limits, the less the gain in U.S. car sales.
17. Import limits would cause many import buyers to switch to U.S. cars.
18. Substantial cuts in Japanese car imports would mean major gains in U.S.

car sales, jobs, and cash flow.
19. A 5-year limit creates more jobs and cash flow both short and longer term.

Inflation Issues

20. Trade restrictions don't necessarily cause large Japanese price increases.
21. Japanese prices might increase 8.5% to 15% under import limits.
22. Import limits would not be inflationary.
23. There is excess capacity in 1981 for domestic small cars.
24. There will be excess capacity for domestic small cars in 1981-85.
25. History of U.S. car prices when Japanese prices rose in response to yen

revaluation.
26. When Japanese cars lost their price advantage, they lost market share.
27. U.S. car price increases have been less than the CPI.

Other Issues

28. Japan would have no grounds to retaliate.
29. The automotive industry is at the center of the U.S. economy.
30. Ford's program for fuel efficient products.
31. The public supports import restrictions.

Ford Motor Company March 9, 1981
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1980 U.S. AUTO PROWOTIal HIT A 19, R WV
JAPAN WAS KUMU 1

U.S. and Japanese Production of Care and Trucks

Sources Ward's Automotive Reports; Japan Automotive Manufacturers' Au ooiation

U.S. Car and Truck Productions (Mile.)

Eatizated Eoonomy-Wide Job Impact (000)

1978 1980 1&8 o/(u) 1978
12.9 8.0 (14.9)

Exhibit I

V

Millions
of Units
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8

6 6.6
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THE 1980 INDUSTRY LOSS OF $4.2 BILLION WAS EXTRAORDINARY
ANALYSTS PROJECT FURTHER LOSSES

(Bile.)
$10.0

7.5

5.0

2.5

0

(2.5)

(5.0)

General Motors

Ford

Chrysler

American Motore

Total

memo:
1979

Second
Half

(Bile.)
$ 0.4

AFTER-TAX EARNINGS
(Incurred Dollars)

1980
First u

Quarter Year
(Bile.) (Bile.)

1981
Security Analysts' Estimates

First Quarter Full Year
(Bile.) (Bile.)

$ 0.2 $(0.8) $(0.2)-$ 0.1 $ 0.4-$ 1.4
0.1 (0.2) (1.5)

(0.8) (0.5) (1.7)

(0.5) (0.7)- 0

(0.1)- (0.3) (0.3)- (0.8)

-0- -0- (0.2) NA (0.1)- 0
(0.3) .5) 4.2) $(O.5)-$(1.O) $(1.2)-$ 1.1

Source: Company annual reports and press releases;
Sanford Bernstein, Drexel Burnham, Merrill
Reynolds, Goldman Sachs, and Paine Webber

projections by security analysts at
Lynch, Capital Research, Dean Witter

exhibit 2
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Exhibit 3

THE JAPANESE SHARE OF U.S. CAR SALES IN 1979-80 WAS EXTRAORDINARILY HIGH

Market
Share

30%

20%

10%1.

0
1970 '71 '72 '73 '74 '75 '76 '77 '78 '79 1980

U.S. Car Sales (Milo)
Japanese Imports 0.3
Other Imports 0.

Total Imports 1.2
Dometic

Total Industry 3

0.6 0.6 0.7 0.6
0 1.0 1.0 0.8

-P5 7 7- T-

0.8
0.8

0.9
0.6-T.5

1.4i
0.6
2.0

1.3 1.7 1.9
0.7 0.6 0
2.0 2.- 3

q7. 8.2 6

Source: MVMA Retail Sales Reporting

2. 5%

Total Car Import Share
18.5

15.2
.8' "°/16.5

I.8 12.5
9.5 12.0

6.6 Japanese Car Share66 96.8

I I I 1 1 119
I

I

w
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ubibit 14

JAPAN HAS BUILT CAPACI Fo EXPO SINCE 1973

Millions
of Unit0

14

121

10

8

6

4i

2

0
1969 '70 '71 '72 '73 '74 '75 '76 '77 '78

Javanese Production (Millions of Units)

'79 180 ,1 1982
Proj. Projected

Capacity

Export

Domestic

Total

Memo:
J' lpnese Exports
to the U.S.

Sales of Imports
to Japan (000)

0.9 1.1 1.8 2.0 Q 2.6 2.7
.8 4.2 4. a 5.0

5. k 7. 1

3.7 4.14 4.6 4.9 6-.5

7. U. oo 10 .0 AL.8* EL.8
4.o 4.2
6.6 6.9

0.3 o.4 0.8 0.9 o.8 1. 0.9 1.4 1.8 1.9 2.0 2.4(e)

18 17 19 25 32 40 43 41 42 50 60 45(e)

*Japan Economic Journal and Journal of Comerce.

Source: JAMA; Journal of Commerce for 1981; and DOT study/press reports.

12.8

Total Production •

8.5

5,
'4.'

;.1 5.0 5.0

' Production for
Doestio Sales

I * a a a a a I I I I I | t I-L

11 r"t^1rm anA ri *sCLUCLUVOW W"

10.0,
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Exhibit 5

JAMA W- TUTED ITS AUJTO INIXJOM FOR A GWL~TAICU

Selected Quotes From the Report of the Controller General*

" In the early 1950's :apan decided to develop its own passenger oar industry.
This goal was achieved by excluding imports; by preventing foreign invest-
ment, with the exception oV licensing of foreign technology which falls
under Japants Foreign Investment Law; and by granting preferred status to the
domestic automobile industry.

" Japan excluded imports by prohibitive tariffs and by highly discriminatory
codity taxes. Even as late as 1972, the commodity tax on the typical
sie foreign car was double the rate on the typical slso :apanese car.

Tariff Rates

Passenger Car Rates Based on Wheelbase Length of
Less than 270 M More than 27 ma

Apr
Apr
Apr
Nov

1955
1962
1969
1971
1972
1972

10.0%
40.0

36.0
10.0
8.8
6.4

35.0%
35.0
17.5
10.0
8.8
6.4

Commodity Tax Rates (Prior to 1971)

Rates Based on
304.8 mm ..

greater than 3000cc

50%
40
1.0

Vheelbases/!gine Sizes of
270-304.6/ less than 270mm
2000-3000cc less than 2000co

4o%
30
30

20%
20
15

A variety of government raaures gave the industry (1) greater access to
capital, (2) a preferred claim on scarce foreign exchange, and (3) a share
in the tax stimulus program designed for high growth.

" The funds the industry received from the Japan Development Bank were esti-
mated by the Boston Consulting Group to be about 9 percent of total cost of
passenger car facilities, 1951-55. Even more significant than the amount,
bovever, was the "signal" such loans gave to the commercial banks, the pri-
mary source of outside funding, that automobile companies were to be given
priority on loan applications. Thirdly, the industry participated in the
tax schemes designed for high growth both through rapid depreciation and
overseas market development.

*Uniute #tatss-Japan Trade: Issues and Problems (ID-79-53),
paes 41-43, September 1979

AP

1951
1962
1966-70



181

Ehbit 6

IMPORTID VEHICLE ARE RETRICTKD IN MIST OTHER MAJOR AUTO-PODUCING NATIONS

1980
Japanese Car
I-or a nE

1981 Restrictions (In "0ol NEgsktaes)
Effective Local Content

t Rate Reu et
Quota on

jawanese Imvorts

2110 4.9%

it Germay 20364

United r-ndm

"nitod States 8,947

*Loss than 0.1%.

* 185-205% OR 95%

* 60-100% OR 51%

50% Permit only

75% OR 90%

61%j/

14%

14%W

14%W

14% 1W

OR 90%

2,200 light vehicles
per year

3% sare

10-11% shae

3%

lominal rate of duty in Spain is 37%,
beoaus of additional taxes.

but the effective rate is about 61%

Nominal rate of duty in the &ropean Oommnity is 11%, but the effective rate
is about 14% because of oif base (fob cost plus insurance and freight) and
value-addd taxes.

The U.S. is virtually alone among auto producing countries in not restricting
Japaneseo imports with high duties, quotas, and local content requirements - thue,
the O.8. has been a prime target for Japanese cars.

1980 car
LAUAV

im4l

98T msula

Argentina

5k5

Italy

?raw*e

1,5

1,873

2

2.8%

10.5%

11.9%

21.1%

1,514
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U.S. AUTO PRODUCTION CUTS, LAYOFFS, AND SUPPLIER AND
DEALER CLOSING HAVE BEEN SUBSTANTIAL

Exhibit 7

Produotion Cuts Since 1978 Haye Cost 900,000 Jobs

1980 (Below)
1978 1979 1980 1978

Cars 9.2 8.4 6.4 (2.8)
Trucks 3.7 _ 1.6 (21)

Total 1E.c y JK I c ()

Estimated Eoonomy-Wide Job Impact (000) (900)

Closed Businesses

137 Supplier Plant Closings Michigan 60 Illinois 9.
Ohio 21 - New England 8
Indiana 10 16 Other States 29

Trend of Domestic and _Imort Dealers

1/1/81
1//7117 1/1/80 Amount oi(o) 1/1/79

Domestic Dealers
Total Domestic Dealers 24,343 214,135 23,469 21,864 (2.271)

Less: Import/Domestic Duals 1 828 2 028 2 549 3.200(e) 172
Exclusive Domestic Dealers 315 17 202" TWW( 1 -3*43)

j~t,. Deal.ers
Excluives 4,476 4,467 4,537 4,600(e) 139
Import/Domestic Duals 1 828 2 028 2549 3,200(e) 1
Total Import Dealers 6,304 6,'489 7:086 7,800 1,311

Meme: Import Dealers As Pot
of Total Dealers 22% 23% 24% 29% 6 Pts
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Exhibit 8

JAIUARY-FRMA R SALES IN 1981 ARE BEZOW 1980

Seaeona!- AdJueted Annual Rates (Mile)

121- Total 12I Total

Imports Domestic Industry Imports Domestic Industry

January 2.9 8.6 11.5 2.3 6.8 9.1

February 2.7 7.7 10.4 2.8 7.4 10.2

Year-to-Date 2.8 8.1 10.9 2.6 7.1 9.7

1981 +/- 1980 Year-
to-Date -0.2 -1.0 -1.2

- As A Percent - 7% -12% -11%

Jaaee Or o anese -th -

Car - January 1981 21.2% 4.7% 25.9% 21.8% 5.2% 27.0%
- February 1981 21.8 5.1 26.9 23.9 5.0 28.9

- Year-to-Date 21.7% 5.0% 26.7% 23.0% 5.0% 28.0%

Sources MVMA Retail Sales Reporting
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Exhibit 9
FIRST QUARTER U.S. AUTO PRODUCTION IS DOW 13%

FROM LAST YEAR

I A
U.S. First Quarter Car and Truck Production

First Quarter 1981 Above/
Production below ) 1980 _
191) 1910 Units Percent

Cars
Ford 324 348 (24) (7)
ON 981 1,170 (189) (16)
Chrysler 168 169 (1) (1)
AMC 21 51 (30) (59)
W 4__7 _ .8 _.1) (2)

Total L! 1,8 (245 -(14)%

Cars and Trucks
Ford 175 531 (56) (11)
ON 1,211 1,397 (186) (13)
Chrysler 185 206 (21) (10)
AMC 40 78 (38) (49)
VW 59 55 4 7
Other' 32 )10 (8) (2)

Total 2j002 ,30 (05) (13)3

*Primarily heavy trucks; International Harvester volume strike-
adjusted for First Quarter 1980.

U.S. First Quarter 1981 Production Compared
with Year-End 1980 Projections*

281 First Quarter Actual (Worse)
rJ. . Dec. 150 _than Projection

Actual ProJ. Units Percent

(000)

Cars 1,541 1,853 (312) (17)4

Cars & Trucks 2,002 2,404 (402) (17)3

*December 23, 1980 projection for cars; December 8, 1980 for trucks.

4
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exhibit 10

Units
5OF

400

300

200

JAPAN'S AUTO EXPORTS TO TEE UNITED STATS AR up IN 1981

000)

1976 1977 Q 29 3Q 4Q IQ 2Q 3Q-__ 4Q 1Q 2Q 3Q .Q 10
Avg Avg 1978 1979 1980 19..
Qtr Qtr

Source: JAMA and public statements by the Minister of International Trade and Industry.

World Briets

Japan's Vehicle Exports Rose 33% in January
From a Year Earlier to a Record531,539 Units

TOKYO-Japan's mutor-vehicle exports to Europe jwmped 42', to 124.211 units within January rose 33, from a year earlier and exports to the Common markett aloneIncreased 0.9,t from December 190 to a amot.ntlng to 96.516 units, a 33c rise from arecord 531.5n units. the Japan Automobile year earlier.Manufacturers Association said. Separately the Japanese economic news.Officials said the main reason for the In. paper Nithon Keizat reported that seven Jap.crease was brisk exports to the U.S. and Eu- anese auto makers were considering holdingrope. They added that shipments to develop- down exports to the L.S. to the year-ear.I countries remained steady. Ir's leel of L., million unit in an effort toExports to the U.S. market roge I1' ease the growing trade friction between Ja.from a year earner to 20P920 units. Exports pan and the U.S.

--The Wall Street Journal, March 2, 1981

450

435

2310
263 +71%
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xhlblt 11

STOCKS OF ;_RA.ww CAR4 y TOH3P ~T "M?~IFO 16' -rl 1980

Units
(000)

350 r-

325

275

250

225

0'
Jan. Feb. Mar. Apr. May June July Aug. Sept. Oat. Nov. Dec. Jan.
1980 1981

a

Sources Ward's Automotive Reports

V
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Exhibit 12

IMPORT LIMITATION IS THE MOST IMPORTANT
AUTO CAPITAL FORMATION

ACTION TO ASSIST

I f ~ton Ford I

* Ford's Proposed Regulatory Changes

* Tax Changes:
- The Administration's 10-5-3 Plan

Limits on Japanese Imports, Nominal Terms of:
- 930,000 Cars and 5 Years
- 1,200,000 Cars and 5 Years

- 1,'00,000 Cars and 3 Years
- 1,600,000 Cars and 3 Years

Mid-point Estimate Of
Cash Flow Improvemen t s

1901-1951981 Period
(eies) (Bile)

$0.1 $o.4*

$ 0 $ 0

$o.4. $2.0
0.3 1.5

0.2 0.7
0.1 0.6

*On an industry basis, savings to customers would reach about $5 billion
annually by 1985.
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thibit 13

A 10% 8UU LIMIT OR 1 MILLION JAPANUsE CAMS M 4 TAN JAWNS saR
IN TO 30 AND TOTAL ,N U sa"s IN SIT3AL CONME .

Jae o Share of Car Sales in Wetern awope

Restricted Markets
United Kingdom
France
Italy
Spain

West ermWW

All Other Markets
Norvay
Finland
Ireland*
Denmark
Netherlands

Belgium/Luxemburg
Sitserland
Austria
Sweden
Portugal*

19276 1977 1978 197

9.4% 10.6% 11.0% 10.8%
2.7 2.6 1.8 2.2
neg neg neg neg
nfag neg nog neg

Mmn -1980
st. Industry
1980 Sales

(Nils)

11.9% 1.5
2.8 1.9
ne 1.4
neag 0.5

1.9 2.5 3.7 5.7 10.5 2.4

28.3%
21.9
11.5
16.5
16.8

18.0
8.9
6.0
8.2
14.8

Subtotal Other Markets

All Western Europe

Meow: Japanese Share of:
EC Car Sales
U.S. Car Sales

*loal as&mbly required.

25.4%
21.8
15.5
17.1
19.8

19.1
12.1
5.7
10.1
13.9

20.14%
20.14
21.8
13.7
19.0

17.5
12.6
7.0
9.7

16.o

24.2%
23.8
25.4
18.1
19.6

17.6
16.1
12.:4
10.1
10.6

39.8%
36.2
31.1
30.7
26.2

24.0
22.5
19.6
13.6
7.2

0.1
0.1
0.1
0.1
0.5

0.4
0.3
0.2
0.2

*0t

14.6% 16.1% 16.2% 17.4% 24.4% 2.0

_,2 _ ..~. _% .._ _.% 0 9.7

4.5% 5.9% 6.2% 7 .Og

9.3 12.5 12.0 16.5

**49,000

8.3
8.9

SourOes Industry Souries

0

Annual Car Industry Sales in Selected Markets

Canada 1,014 993 914
Brasil 800 830 794
Mexico 227 268 287
Spain 622 588 573
Benelux 1,l1 1,011 882
Italy 1P179 1,328 1,413
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Exhibit 14

ACTUAL SALES OF JAPANESE CARS IOULD BE SUBSTANTIALLY HIGHE
THAN NOMIN AL VOLUME LIMITS

Unit Salies
930,000 Nominal Limit
Base Availability

Supplemental Sources:
Ohio Honda Plant (2 Shifts)
2 More Japanese Plants (1 Shift)
Stock Drawdown
Third Country Production
Total Supplemental Sources

Total Availability

1,600,000 Nominal Limit
Base Availability
Supplemental Sources
Total Availability

Market Share
Total Availability:

930,000 Nominal Limit
1,600,000 Nominal Limit

Memo: Total Car Industry (Mile)

Japanese Care Available for U.S. Sale

(000) (000) (000 (000) (000)

I 930 930 930 977 1,025

1 50 I t ) h

150 150

1,080 1,080

50502O

1,150

120

100

1,361

270

1,739

1,600 1,600 1,600 1,680 1,764
150 150 220 87 711

1,750 1,750 -IT- 2067 2, 478

11.6% 9.9% 9.3% 11.8% 16.6%

18.7 16.1 11.5 17.8 23.6

9.35 10.9 12. 11.6 10.5

Historical U.S. Sales & Shares for Japanese Care

1973 1974 1975 1976 1977 19 18 1979 1980

Sales (000) 747 592 807 928 1,377 1,328 1,740 1,893

Share (Pet) 6.6% 6.8% 9.5% 9.3% 12.5% 12.0% 16.5% 21.1%

Memo: Total Industry
(Mils) 11.3 8.7 8.5 10.0 11.0 11.1 10.5 8.9

Souroes MVMA Retail Sales Reporting

77-112 0-81- 18
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Exhibit 15

A J:YER 1.6 !OMT LW W M ROMUCE APA.gr 5EJE SUBSTANrTY

Percent Japanese Share of U.S. Car Market
30

25.0

2D "i~aese Share

1 66 .1 ..

1/).55

10 99.39

6. otntil hai wthPotential Share with
3-Year 1,600,000 Unit 5-Year 930,000 UnitNominal Limit Nominal Limit

I A A I I a I I I

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

A nominal limit of 1.6 million Japanese imports in near the range of
free demand estimate#.

* A three-year limit would miss the repurchase period of buyers from the
1979/80 ip:ort surge.



191.

Exhibit 16

THE WNOfTM THE J NATION O7 LIMITS,
THEM.LES T, IN l IN U.. CAR ULM

P Iof 1To fILL we OF UKIT

. The proportion of intended import buyers who will "switch"
and buy a U., oar depends on the length of the limitation-
related wait.

. Very few people will wait five years.

s A short limitation period would result in substantial
"waiters" and fewer "evitchers".
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_Jm0RT L VUW unW WI= 2oET Bum To savzz To U.S. CAM

-Small Oar Prospects Vhose First
.boio I A

Rev Now Nov
Anma flinnJ ca0 ZIG AWO &S U.os-1AI!I Uar Onol IT,

Voul t Bother me at 111 3% 32% 82%
* I'd Duw a UA..-built Car but It

VouldBother oa Attle

0 I'd Al a U..-built Car but it
VoualdBther ae a Lot 22 17

* 1 Vouldn't &W a .8.-built Oar
Under mW oiroumstances

Total (Inad. Don't Know) %

. Late last summer, a telephone surey %as oonduoted through 11,000 interviews
which identif id statistically significant slples of prospective oar buyers
who intended to purchase Japanese, lurpean, or U.S. small oars' within the
next three years.

. Of the prospects for $apanese oars, 66% said that they would buy American oars
It imports were limited; only about blt of them were bothered even a little
about limits.

emotionon Posed

'Veil,, suppose that by the time you go out to u yyour next n w (KANE O A) the
following .wll have happened: the .S. and othar governments hae agreed on a
Vy to reduce the number of Imported cars coming into this country. You then
wi face the following situation: All imported oars are available In fewer
numbers, resulting In extended waiting periods of 8 to 12 months 9 $800 to
$1,000 higher prices, Noe U.S.-built small oars are readily aaolae, they
are priced below the imports, and offer about the same gas viloage as the
Imports. ohih one of the (above) four statements best describes your overall
attitude It all these things happened?'

41
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Exhibit 18

SUBANAIAL OUTS I JAPAN= OAR IMOKS VOU MAN
mK oAMN a US. OA a m. JoBR9, AND CASE F ,

1981 zrot With
lloolnl Yole Ott

Total U.0, Oa nustr Demand 9,350 9,350

Japanese Car Sales:Assume "No Litalt" Share of' 21.1f (1980) 1,975 1,975
Under Import LiLts- Nominal Volume 930" 1,600

- Drawdow of Inventory* 10 5
Tal Japanese sales TAU

Reduction in Japanese Sae Car Sa 895 225
Memo: :&pane Shane Under Limits 11.6% 18-7S

Iggoreaso in U.8. 2gir 8ale
O}r*$$ Potential WDOIline 10 Japanese Sales) 895 225

Less: European Substitution (5%) 45 10
Japanese Buyers Who Wait (2-50) ._ __-

Actual Increase in Sales of U.S. Cars 805 210

Auto nufaotuers 1 oars/job) 67 18

Auto Parts and Materials Suppliers 67 18Rest-of-2,0oonon 4

Total Jobs Created (4.5 oars/Job) +T"

Jmn o0
PrO-Tax VOLable Pfit M1se:
- Per Unit $1,850 $1,850
- Billions (x 805,000/210,000 oars) 1.49 0.39

Estimated Effeotive Tax Rate (Pot) 30% 30%

After-Tax Cash Flow (Billions) $1.04 $0.28

Memo: Ford After-Tax Cash Flow (Bile) $0.40 $0.11

*10% share as in Western Burope (also equals 1976 Japanese sales in the U.S.).
*'Extra imports Wfore-limits begin and reduced inventory later an sales decline.
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aIltbit 19

A 5A11* kmT OwnTI "mB JOB ND R8 usI mO MOW AND &am.=

*

Kid-point Ietimtes Of
nmltia lami

IR ear IMit - IIIC IA al l

Total U.S. Car Sales (Milo)

Average Annual U.S. Jobs (000)

Total cash Flow (Bile) - Industry
- ord

2.1

155
$2.9

1,.1

3.1

230

1.7

3.9 
0.8

0.8

0.4

3.9
175

45.O6

Total U.S. Oar se (Nil) 1.7 2.4 3.0 0.6
Average Armual US. Jobs (000) 125 180 135 120

Total Cash Flow (Bile) - nutr, 4 . $44 0

Total U.S. Oar Sales (Mile) 1.4 2.0 2.4 0.4

Averae Annual U.S. Jobe (000) 100 145 110 85

Total cash now (Bile) - Industry *1.9 *2.8 *3.5 $0.5
- Ford 0.7 1.1 1.2 0.2

Total U.s. Car Sales (Mils) 1.1 1.5 1.8 0.2

Average Annual U.S. Jobs (000) 80 110 80 47

Total Cash now (Bile) - Industry *1.5 21 2.6 $0.3
- Ford 0.6 0.8 0.9 0.1

I.



195

ABhibit 20

TRADE RW-TRI0TI9ki MCIXT DCUS ILY QAUS 1ARG jAAE PMCEIIIRA

Janaoso Price Car.s Blow .omntiti in rit&i, (11% Sh 11ar i11)

5044 Japanese

Retail . Ford

Ford Fiesta 1.lL $8,655
Toyota Starlet 1.2L 8,50 $ -151
Datsun Cherry 1.1L OL 7,279 -1,276

lord Escort 1,3L $9,799
Toyota Corolla 1.3L 8,135 $-1,66.

Ford Capri 1.6L $11,349
Toyota Celica 1600 ST 11,012 $ -337
Honda Accord 9,794 -1,555

Individual Japanese Firm Priced Differently in 1980

Britain* Franoe* Netherlands Oermany
Price Increaseb

Datsun 2.0 82S 7.7% 2.0%
Toyota 6.0 16.0 7.1 5.7
Mazda NA 2.4 7.0 7.5
Honda NA 5.7 10.9 11.5

Memo: Yen Revaluation 2.7$ 1.7S 1i.8% 15.7%

Market share limited to 11% in Britain; 3% in France.

Rooovery of U.S. Tuck Tariff
Toyota Datsun

Standard, Relar-Bed Pickup Pickup
April 1980Wholesalerice $4,208 $4,212

January 1981 Wholesale Price 5,199 5,215

Percent Price Increase 24$ 24%
Average Car Percent Price Increase by January 1981
(Implied Pricing for Economics) -- r.-d
Implied Percent Price Increase for Tariff Recovery P t

Equivalent Tariff Increase on Wholesale Price* lax 18
Implied Tariff Pricing as Percent of Tariff Costs

I•Tariff increase ot 21% ad valorem is applie4 at FA value --

L about 65% of vholesale price
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22hibit 21

JAPANIS P31M I T X 3 D 8.5 TO 12 wDa 2O LuS

.Thwigooal inorasse in mnaeme Oar Pr(ice

W'o Liit 3apanese Share (Pot)

Limited Japanese Shze (Pot)

Percentage Decline in Share (Pot)

2,120,00 car indg~ti19U0 1950 Rimeor
Waes 0M Share

20.2$ 21.1% 22.0%

11.6 a.6 u.6'

413% 45% 117%

Memo:
9.8 million
Industry #
Higher 6hare

22.0%

11.0

50%

eI rootPie inorese 1.2 1.9 137 4m

Japanese practice in Europe and on trucks in the U.S.
could actually rise by substantllUy lss than 15% -

suggest oar prices
say, perhaps by 8.5%.

Different Sales Mxoq Suggest Jaanoso Firms Could Pollov

DIfferont riontg StMtooies Uhdor Imorl ILimtts

1980 S.a. alos Volume (000)

Subooao*t Sggoslaty Coppact j Total

Toyota 367 16h 36 12 579

Datsun 279 93 63 82 517

Honda 325 51 - - 375

Masda 62 4 55 - 161

Subaru 131 - - 131

Mitsubishi 1o6 23 - 129

Total L2 70 9- 9± 189

Source: HYMA U.S. Sales Reports

A

I
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Ixtbit 22

now U3=6 nJ w0 H UMiu

I 1 Itteot With MNol Volur Of1930,000Is 2 i . 000

8.5% to 15% 2% to 5%
l oeanreagg on Jgvw-s C4ePeroftt ROOe

Per Average Car ($6,500 retail)

Billions (x l,000,000/1,750,000 or@)

P td ax o &=14%-(Billions)TRA, e t. to Auto Ocpn Workers

($10,400 eaoh**)
Un employment, food Stmps, eto. to Supplier

and Other Workere ($8,100)
Added Tax Reveawe uad Transfers (30% Per

etch $6,000 U.S. oar x 805,000)
Total Improvemt in Payment & Taes

Net Anti-Infationiaz Moeot (Bils)

$550 to $975 $130 to $325

$(0.6)0to(l.05) ' $(0.)to(0.6 )

$0.7

0.9

$1.95 to $2. 4

$0.2

0.2

$0.2 to $0.7

Cmapt, limit* ehmul not asoan oureaa In price* of go& cawe because eta
a) *i'to 2 m11il. ezsee oapmait~r fbi'U.S. sms2aol &M; (b) U.S. pro-.

&Mstivi #mW on& flow isovmmom from higher U.S. p~ftutio volume.*vlmaetwpwAd.ym ot T1S benefit ; on-gsil tranefi wumalA be abouto#,to

1980 V.8w 4 f1oi with op" (10) (10)
Iffeot of Lim t on, $auoe Care:

- 895 ,000/225O00 Fever Oar Isport0
(,5000/or) $4.o. $1.0

- Prioe Increase (70% of retail) (0.1)to (0.7) (0.1)to (0.4,)

Net savings In Imports $ 34 to $3,7 A 0.6 t $0.9
Potential 191 U.S. Defioit With Japan $(6.3)to$(6.6) $(9.l)to$(9.,)

uti-ZnIfLationma Incre.e in Vein. 1% to 3% No&
o1 f t Dllar
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Ibfbit 23

TIrE IS Umu gAAOIT 1W1 An

1951 AveWa
SPA Nstro-HihW

MOU NS 811'St-

h uott 560 T5- UIP/Wf 1901
- t/ -~p46 360

?a±Wmont/2oUphT y 350

cho~tt1415O- Clwwtte 85 73
xmsau/stwbirde54 73

- )op/&UbLd 30 270

. maro/trebird

co/oisnJ30 270
- K-Can514

AND
. spirit 110 90
w Conoord 190 1

VV

- abbit .90
Total/Average___ ___

Memos btimate Average Japanem Import fuel Soonomy

1981 ol 8tau d

26

31
27
2-0
22

31
29

31

.
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AJ1t a4
=IUO I" 9wo 3, oM -8

(93tooo WMM,JWeMm IWmet U20)

Inlnwtar Waa Volume

$&an OZ W8 Volumo

o*nfl'o (Jaw' Aval4abiL1t

- 9YJ.Ix~ nMOSn,'l, i Iup:w Li, dt
• . h11 4 " s o, 7 -

-Ohio goo"a Plant
- To No Japanese Plants

Suabtotal - Japanese Availablity

Otbr uapowta

Total imports
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Exhibit 27
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J, D. P r & otep (Nationwide# representative sample of 5,248 oarohers, started during the 1979 energy oris, sub"Vently verified with
two more surveys with independent, matched seples)

Questions Do you feel that the U.S. Government should intervene to
restrict the number of oars imported fro Japan?

Answer, es
No 2
Not Sure 23

New York Tiaes/OD8 Poll (1,517 interviews nationwdide, June 18-22, 1980)

Questions Which do you think is more important - to protect workers'
Jobs at the cost of higher prices for some products, or to be
able to buy foreign goods at lower prices at the cost of some
unemploymnt in this country?

Answers Job protection
Lower prices
Both
Don't know 9

_ Detroit e Press/ ket n.on Reseah Pollt1#203 Interviews nationwide, September 2-9p 1900)

Questions ould you favor or oppose government action slowing down the
import of foreign oars to help the American auto industry?

Answers Ikvor &3
Oppose 
Don't know 3

%en 16 percent of the foreign oar drivers said they favored import ourbs.'

Roper Sre
Pblio Opinion Magazine in September 1980 reported: "A Roper survey this
sumer found that about a two-thirds majority believe the government should
act more forcefully to lUnit foreign oar imports. 0

Limit number of Japanese oars 2)
Plaoe higher tariffs 20
Negotiate limit with Japanese 18
Do nothing 30
Don't know 5
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Ford welcomes the leadership and concern that Chairman Dan-
forth has demonstrated once again, as this subcommittee continues
its examination of the problems confronting the U.S. auto industry.

Automotive issues are receiving increasing national attention, as
well they sho-,ild. The problems are real; the vitality of a funda.
mental national asset is at stake; and the time has, become even
more urgent for meaningful and effective solutions.At the time of the January hearings of this subcommittee, the
industry had just concluded the worst production year since 1961.

Since then, 1980 financial results have been announced-a stag-
gering loss of $4.2 billion in worldwide earnings for the industry.

In the past 20 years, the prior worst year had been an industry
profit of $2 billion.

In sharp contrast, Japan moved into first place in worldwide
auto production and captured a record 21.1 percent of the U.S. car
market.

Moreover, the brief period since the hearing has seen a further
deterioration in the immediate outlook for the domestic industry.

The comer simply has not been turned as we had hoped. First
quarter production schedules have been cut by 17 percent from
those planned in December to a level 13 percent below last year.

Security analysts predict the industry will incur further losses of
$500 million to $1 billion in the first quarter, worse than last year's
first quarter loss of $458 million.

Domestic manufacturers have begun very large rebate programs
to stimulate car sales-in spite of the enormous expense and the
fact that most sales under these programs are simply pulled ahead
from later in the year.

Even with February results inflated by rebates, sales for the past
66 days have run at an annual rate of only 7.1 million domestic
units.

The Japanese share of our car market has increased further to
23 percent so far this year.

Japanese auto shipments to the United States were up 16 per-
cent in January from year ago levels, and stocks were up 16
percent also.

So, as the first quarter draws to a close, it's now clear that 1981
will not be a good year for domestic auto producers. That's very
bad news for the 200,000 auto workers still on indefinite layoff-
most for 10 to 18 months-and for the owners and employees of
thousands of domestic dealerships and supplier plants throughout
the country.

Nearly 1 million people have lost their jobs as the impact of
depressed auto production has spread through the economy. A
serious situation has now become even more serious; solutions that
once may have seemed reasonable are now wholly inadequate.

There is little point in going back into history to distribute blame
for the present situation. Instead, a national consensus is needed
about where we go from here with an industry that has been
required to undergo the most massive and expensive retooling in
history and one that has suffered heavily from Conflicting national
policies and priorities.
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Opinions differ about what solutions are needed, but the finda-
mental question is whether or not the United States wishes to have
a strong automobile industry.

If this answer is not answered affirmatively, with effective ac-
tions, the inevitable result will be to encourage the transfer -of
more auto manufacturing and U.S. jobs overseas.

We, as manufacturers, are already going all out to address the
issues we can do something about; but Government must do its
part through changes in tax, regulatory, and trade policies.

There is unity among U.S. manufacturers on actions required in
each -of these areas-as demonstrated by the February 3 letter to
the President from the chief executives of nine U.S. car and truck
producers.

We are encouraged by discussions underway in the administra-
tion and the Congress in these areas. It must be recognized, howev-
er, that regulatory relief will be prospective-that is, it will help us
to avoid important cost and price increases in the future, but it will
not reduce costs significantly today.

The business tax proposals, which we support, will actually be of
no near-term benefit to Ford without refundability.

The most immediate requirement, however, is to increase U.S..
car volume and employment. The single most effective means to
achieve this increase is to limit imports of Japanese cars-prompt-
ly and decisively.

We were invited today to speak to the legislation introduced by
Senators Danforth and Bentsen, S. 396. We applaud its intent. We
believe, however, that levels such as 1.6 million Japanese cars are
simply too high to do today's job. -I Statements by Japanese leaders suggest Japan agrees that car
exports to the United States should be reduced-the key issues are
level and duration.

In this regard, it might be helpful to look at other countries. In
the European Community, for example, Governments seem deter-
mined to limit Japanese cars to an overall share of 10 percent.

We see no reason why Japan's share of our car market should be
more than Europe's 10 percent. Translating this share to the U.S.
market would represent imports of about 1 million Japanese cars.

If such a limit were established for 5 years, it would create some
67,000 jobs for autoworkers in 1981.

In total, 178,000 jobs would be created throughout the economy.
Cash flow for the domestic auto, producers would be increased by

$1 billion this year. Over the 5-year period, the total cash flow
benefit would be some $5.6 billion-roughly equal to losses the
industry has incurred since mid-1979. -

Both the level and the duration of import limits are critically
important to helping the industry to get back on its feet. Compared
with the 1.6 million limit for 3 years, a limit of 1 million for 5
years would add three to four times the jobs and cash flow during
the critical 1981-85 period needed to complete the $80 billion con-
version of domestic plants and products.

This temporary restraint will not be inflationary. Even assuming
as much as 15 percent higher price for Japanese cars, the effect
would be more than offset by savings in unemployment costs and
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by the added tax revenues which will follow automatically as gains,
in U.S. car sales put our plants and people back to work.,

American taxpayers are already bearing the $8 billion, cost of
auto-related unemployment and tax revenues lost to Federal, State,
and local governments.

This really amounts to a subsidy to support extraordinary levels
of car imports from Japan-hardly in keeping with the spirit of
scrutinizing every dollar of taxpayer expense with great care.

As for U.S. car prices, our fundamental motivation is to increase
our volume of car sales. One of the basic cost problems is underuti-
lized facilities at today's volume of sales; only more volume can
alleviate these penalties and raise productivity immediately.

Furthermore, the full history of U.S. car price behavior when
Japanese car prices rose in response to a -stronger yen demon-
strates a clear pattern of price restraint by individual U.S., car
manufacturers aimed at recapturing volume from imports. I

We at Ford would do so again, if under import limits, Japanese
prices were increased by supply-demand distortions.

Finally, temporary restraint is fully consistent with the adminis-
tration's economic program which we heartily support as the pre-
scription for a healthier America.

The goals of auto import restraint are to get a key sector at the
economy moving; to reduce the drain on the Treasury of unemploy-
ment and other transfer payments; and to return thousands of
Americans to taxpaying status.

Mr. Chairman, we ask support of the subcommittee in achieving
these critical goals and in helping the auto industry to maintain its
traditional commitment to investment and jobs in the United
States.

Senator DANFORTH. Thank you.
Senator CHAFEE. Mr. McCammon, on page 5 of your statement,

you talk of underutilized facilities at today's volume of sales. What
does that mean?

Mr. MCCAMMON. The industry presently has 5.4 million capacity
for small cars. This is shown on exhibit 23 of the material we
handed out. The demand, we believe, is around 3.6 million units.
The industry, therefore, is operating at about two-thirds of its
capacity for small cars.

Senator CHAIF. This is very important, Mr. McCammon, be-
cause we have heard various testimony here. You were here, I
believe, this morning.

Mr. MCCAMMON. Yes, sir.
Senator CHAFEz. You heard Secretary Baldrige say there was one

million units of unused capacity. Then, Mr. Young testified that he
thought that was a reference to a million units coming on stream.

As a representative of Ford Motor Co., you are telling us now
that there presently exists 5.4 million small-car capacity?

Mr. MCCAMMON. Yes, sir.
Senator CHAmFE. You are selling 3.6 million.
Mr. McCAMMON. That is the estimate for 1981.
Senator CHArn. Why aren't you selling the difference?
Mr. MXCAMMON. Part of the reason is the economy, and the

other part of the reason is the Japanese imports.
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Senator CHAFEE. In other words, a person would rather buy, a
Japanese car than buy your car?

Mr. MCCAMMON. Some people, 20 percent of the market, buy
Japanese cars; 80 percent do not.- It is sometimes a fine line on how
a person makes an individual decision. Some are very wholly com-
mitted to the purchase, others are not.

Senator CHAFEE. Well, you said the problem was the Japanese
imports. How is this the problem?

Mr. MCCAMMON. Well, if your question is, why are they buying
some of their cars instead of our cars---

Senator CHAnSE.,.Aren't they buying in dramatically increaWd
amounts?

Mr. MCCAMMON. Oh, absolutely. Well, they make good cars, and
sodo we. Their cars have tremendous momentum going for them.
The consumer perception of their fuel economy and quality is very
high. It will take time for us to turn this around. We have come
out with some excellent products and are coming out with more.
The Escort that Ford came out with this year---

Senator CHAFZE. You are talking about momentum; you have 80
percent of the momentum and they only have 20.

Mr. MCCAMMON. I think momentum is where you are increasing.
They are definitely increasing their. share. Our momentum is in
the other direction. Ours is declining.

Senator CHAFEE. Is price a factor?
Mr. MCCAMMON. Price is one of the factors. Perception of fuel

economy and quality is a part of it. We are making great progress,
I think, on the fuel economy front. The Escort that we came out
with this year has better fuel economy than most of the Japanese
imports. It has more room inside than any Japanese imports.

Senator CHAFEE. Isn't one of the problems that you don't know
how to advertise the cars?

Mr. MCCAMMON. No. We advertise and they advertise. As a
matter of fact, the Japanese probably out-advertise us 2 to 1, on a
per-unit basis. There is a lot of advertising. We are both trying to
convince the customer that we have the best products on the
market. We are suggesting that we have a lot to do in the areas of
fuel economy, quality and other things that will take a period of
time and that we are asking for that period of time so we can
accomplish that job.
. Senator CHAFEE. You indicated price was a factor; yet, unques-

tionably, labor costs contribute as a factor in any automobile. Mr.
Young just testified that you have never asked for a reduction in
the wage rates; is that true?

Mr. McCAMMON. We have been having discussions with the
UAW on this and other matters. We have not, at this point, for-
'mally asked that the contract be reopened.

As you heard, one of the key ingredients in all this is public
policy ,from everyone's standpoint. I think it is clear from" Mr.
Young s comments that the UAW realizes they have a part to play.
We have a part to play, as management. I think the Government
has a part to play.

Senator CHAFEE. I am ailittle confused aboUt this attitude toward
the Government. Since when do people rush to Washington every
time there is a problem?
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Why should we make a decision which contradicts the long-
standing policy of this Federal Government, when, you are not
attempting to settle your own problems?

Mr. MCCAMMON. We are attempting to solve a lot of our prob-
lems.
"Senator CHAFEE. The wage rate is a decided factor in an auto-

mobile. Yet you haven't discussed it seriously with the UAW. I find
that incredible, and impossible to understand.,

You're here seeking relief before you've attempted to work out
your problems with your own unions.

Mr. MCCAMMON. We have had continual discussions on this sub-
ct. I think one of the key ingredients to how it all comes out is

how the whole effort comes out. There isn't just one thing that
needs to be done. This is a major problem. It needs to be attacked
by all ways we can bring to attack it.

This is one ingredient. We are working on this one ingredient
with the UAW, along with manyother things with them in terms
of employee involvement, better quality. We have to work on thou-
sands of things simultaneously. This is one facet of that effort.

Senator DANFORTH. Yes, sir.
Would you describe to the committee the plans of the Ford Motor

Co. for investment in retooling for new plants and equipment over
the next 5 years? .

Mr. MCCAMMON. Our announced capital expenditures 'for our
company are $20 billion for the 5-year period, 1981 through 1985.

We have to completely redo our product line as part of the
conversion to smaller, more fuel-efficient cars. For example, we
have to convert from less than a quarter of our engines being four-
cylinder engines to more than three-quarters being four-cylinder
engnes.

These are huge expenditures. They take time to do, and take a
great deal of money to accomplish.

Senator DANFORTH. If your capacity to produce small cars is now
greater than your sales, why would you have to spend so much forretooling? ' 'Mr. MICAMMON.Well, part of the problem right now, as I indi-

cated, was a matter of perception among the public exactly what
the situation is. In fact, some people are willing now to spend $900
more for an Accord, for example, than a Fairmont in order to save
a nickel a day of gas.

It isn't always a rational decision that is going on out in the
world of car buying. There are some people who don't take the
time to completely analyze what the situation is. We have to get
our point across, as has been suggested. We are trying our best to
do that.

Senator DANFORTH. It is clear, though, that Ford is going to have
° to be building more small cars 5 years from now than it does

today?
Mr. MCCAMMON. Absolutely.
Senator DANFORTH. And more than it has the capacity to build

today?
Mr. MCCAMMON. That is right. We are doubling.
Senator DANFORTH. There will have to be $20 billion of increased

spending: byf Ford, over the next 5 years -for retooling; is that right?
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Mr. MCCAMMON. That is absolutely right.
Senator DANFORTH. Now, last year Ford Motor Co. lost. how

much money?
Mr. MCCAMMON. $1.5 billion.
Senator DANFORTH. Do you look for this year to be a profitable

year or a losing year?
Mr. MCCAMMON. Most analysts, security analysts believe that

this will be a losing year for Ford Motor Co. I am not supposed to
project on behalf of Ford.

Senator DANFORTH. It is difficult, isn't it, because of perceptions
and the problems you have with bankers and so on?

Mr. MCCAMMON. That is part of the problem. Also; we just aren't
supposed, to project forward earnings in a public situation.

Senator DANFORTH. Right. Is it fair to say that the company,
when it is losing money, may have some difficulty coming up with
the $20- billion needed over a 5-year period of time for the purpose
or retooling?

1Mr. MCCAMMON. Yes. There are two things that work here. One
is that the losses you mentioned,, and the other is the needs are so
much greater than ever before. The needs are far greater. The
period of time leading to this period of the $20 billion expenditure,
the expenditures are actually a third that level. Adjusting for
economics, they are probably about 60 percent today's level.

S, we have a giant leap imeor n of exedtr. At the
same time, our profitability is the worst in history.

Senator DANFORTH. Now when the editorial writers say, well,
Ford is going to do very well, the automobile industry is going to do
very well iu. 191, amn they are just going to continue to. make
lwi; cars, if we provide import relief; thkr wil just provide& tkem
with a disincentive to, move toward smafier care and they will go
right back to~ "l same- oldt habi ofbuilin g large cap.&

I that a fair matement or is that an incorrect statement?
Mr.. McClumm. That is absohdtey wrong., We ame totally com-

mitted, to converting our pro&t line. The only risk at all is
whether we wil have the money 'o do, it., It is not that we would
think of backing 91! We do. 't want tw, back cf W ast to do
overythimg that .isl y.4 WA~fiJ

The onL, risk at am ?' in~ tiw other d1*c4~,ta woe wouldW 'be

&me, people also say, well, it we PVmi&
il 0- fi ~ ,iwthe

companies weuki sim ra e tm*rpriw- ae it w, bw i aiw.
ary.

Would it be, Ford~s intention to raise their prices if import limita-
tions were imposed? .,

Mr. McC~mum. What we want is, volume an& jobs. That is our
motivation. We have undetilized facilities. We are operating at
about 60 percent of our capacity. Productivity has been spoken to.
Productivity depends importantly on volume. That is a good way to
get productivity.

Also, we want to keep our dealers happy. Have them stay in
business. Keep our suppliers in business, and keep them healthy.
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Another very important thing and a reason why we would be
motivated to go for volume, not for price, is to increase our owner
body, people buying Ford products.

It is in our best interest that somebody buy a Ford product
because they are more likely to buy it again.

Senator DANFORTH. So it is your answer that the approach you
would take would be to increase volume rather than increase
price?

Mr. MCCAMMON. Yes.
Senator DANFORTH. Senator Chafee?
Senator CHAFEE. Mr. McCammon, you have spoken a good deal

about productivity. What is the absenteeism rate at Ford Motor Co.
on the production line?

Mr. MCCAMMON. I think it is in the range of 5 percent, Senator
Chafee.

Senator CHAFEE. Is that as of right now or over the past 5 years?
Mr. MCCAMMON. It has improved. It has improved from prior

levels$
Senator CHAFEE. Would you be good enough to provide me with

statistics showing what the absenteeism rate has been since 1976? I
assume those are readily available; are they not?

Mr. MCCAMMON. I would be happy to provide those.
[The material was subsequently submitted:]

PwOPOsED RESPONSE TO SENATOR CHAFEE'S INQUIRY REGARDING COMPANY
ABSzENTEISM

Ford U.S. hourly absenteeism in 1980 improved somewhat compared to experience
during the latter part of the 1970's. For example, Ford's average rate of "short-
term' absence (less than 40 hours per week) for 1980 was 4.8 percent compared with
6.1 percent for 1977. Included in this measure of short-term absence are factors for
which significant improvement probably cannot be expected-ju duty, military
service, funeral attendance and other personal busies. The AWOL and. medical
absence portion of this rate, however, is an area where continued efforts to control
abuses may produce substantial improvement. In 1980, Ford's AWOL/Medical ab-
sence rate dropped to 3.0 percent from the 3.9 percent 1979 rate-an improvement
of nearly 25 percent-helping to make last year s performance the best in the past 6
years. Such improvement, of course, also has been influenced in our judgment by
adverse economic conditions in the auto industry and indefinite of subsntial
numbers of young, short-service employees, who as a group have tended to be more
absence prone than older segments of the work force. Using the same example of"short-term" absence, 1980 experience was slightly better than that of 1975 during
the Company's last comparable economic downturn period.

FORD U.S. "SHORT-TERM" ABSENCE RATES
[In pWt

1975 1976 1977 1978 1979 1980

AW OL/Medic l ..................................................................................................... 3.3 3.2 3.9 3.8 3.9 3.0
Total "ShortTerm" ............................................................................................ 5.1 5.0 6.1 5.9 5.8 4.8

Mad 24, 1981.

Senator CHAFFE. Do you have a contract with the UAW which
provides, as Mr. Young indicated, that there is retirement after 80
years or at age 62?

Mr. McCAMMON. I believe that is the contract.
Senator CHAFzE. With full benefits?
Mr., MCCAMMON. Yes.
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Senator CHAFEE. Would you comment on the request of Mr.
Fraser and the UAW for permanent legislation requiring a North
American content for vehicles?

Isn't that what you are here for?
Mr. MCCAMMON#. We are not seeking that today, but that may be

what this country will have to do in the long run. This is' what a
lot of countries have had to do in order to support their domestic

* industries.
It is hard to say, but we think it is probably in the best interest

of this country, long run, to have automotive production here. If it
requires, down the road, that there be some sort of legislation, that
may be the case.

Senator CHAFE. Do you require this because you are not able to
compete in price and quality?

Mr. MCCAMMON. At the present time, we have made great
strides on quality. So, I think that will be under control as soon as
that becomes a part of the public's perception.

The price is a difficult issue. In 1978, the cost to produce a
Japanese car landed in the United States, was not much difference
from the cost of our producing a car in the United States.

In 1979, the first quarter, something dramatic happened, and
everybody knows the first thing that" happened and that is that
suddenly oil and gas became very expensive and people, bought
small cars.

The other thing they don't think about too often is this oil
shooting up in cost weakened the yen. The yen had been strength-
ening. That was one reason why our cost and the Japanse cost
were relatively close to one another.

Since early 1979, the ;yen has weakened relative to the dollar and
as a result, the cost situation has widened to the point it is at
today.

In the long run, we have to make major improvements in this,
cost differential. We have to attack it on all fronts, labor costs,
productivity, quality and regulatory relief.

Every way just has to be attacked in the long run. We can't say
exactly how it will come out. It depends somewhat on the yen.

Senator CHAEE. Do I understand from your comments made in
connection with the North American content, that being here may
be the first step in a campaign which will involve very substantial
legislation restricting automobile imports or contents into the
country?

Mr. MCCAMMON. There has already been legislation, Senator
Chafee, in that regard. The domestic--

Senator CHAFEE.. I want to know the Ford Motor Co. position.
Mr. MCCAMMON. I was about to give that. That there has already

been legislation that domestic companies have to have 75 percent
North American conttt in order for their cars to count. So we are
already operating under a domestic content rule.

The imports do not have the same rule.
Senator CHAFE. Do I understand from your testimony and in

answering to questions, that you anticipate a 15-percent price in-
crease with this limitation in imports? I

Mr. MCCAMMON. We are suggeting that the imported cars might
go up as much as 15 percent. We would be surprised if they would,
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by the way., In Europe, where they are limited, they have not gone
up. They stayed well below E~uropean cars.

When they had a truck tariff, in the United States, they did not
price for the whole truck tariff. So, they may not go up.

But, on the other hand, if we grant that they would go up as
much as 15 percent, then we still believe this would not be infla-
tionary.

Senator CHAFEE. Does it mean that people would buy your cars
and just pay more than they Would be paying normally?

Mr. MCCAMMON. Well, if you are speaking of the prices of our
cars, we addressed that and said that what we are going after is
volume. That's what we need. That would improve productivity,
help the dealers, help the suppliers and help us build owner body.

So, our motivation is increased volume, not to increase in and
exploit any price opportunity that occurs because of supply-demand
distortions caused perhaps by Japanese limitations.

Senator CHAFEr. Don t you see this as more than a temporary
problem, or is it a temporary piece of legislation you- are asking
or!

How long would you want the limitation on the imports to last?
Mr. MCCAMMON. We believe that it is important that it lasts in

the range of 5 years. The longer the period of time, the greater the
effect on the domestic industry and its opportunity to do every-
thing it has to do in the next 5 years. There is a big difference
between 3 and 5 years.

In the third year, if it is a 3-year proposition, people can simply
wait. If it is a third year of a 5-year proposition, they are unlikely
to wait to buy new cars.

Senator CHAFE. What should the limitation be on import
volume?
I Mr. MCCAMMON. We suggested that the Europeans are up in

arms about imports into Europe, and 10 percent is the share that
the Japanese presently have in the European community. We see
no reason why their share of the U.S. market should be greater
than 10 percent either. That would be about 1 million units in a 10
million year.

Senator CHAFEE. Mr. Chairman, I don't have any other questions.
I do have a comment if this would be the appropriate time.

Senator DANrORTH. Yes.
Senator CHAUi. Mr. Chairman, I am shocked by the testimony

received today. The automobile manufacturers and the union are
saying, "We are waiting for a national policy." They appear to be
throwing up their hands not knowing what to do.

We have had testimony from the Ford Motor Co., and from the
UAW, saying that they are not going to negotiate on a contract.

7 'They are not going to do anything about these wage rates which
are the highest in the Nation, or their retirement benefits.

They are turning to Washington to wait for a national policy. It
seems to me, coming from that great community of free enterprise
in Detroit, that this is a radical change. Go to big brother, the
Government, and let them come up with a solution to the problem
and then we might do something. I feel very disappointed.

Senator DAN~om. Mr. McCammon, I will give you an opportu-
nity to respond to that. Do you believe that big brother has beepi a

.0
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benevolent big brother in dealing with the automobile industry
over the last few years or has big brother perhaps been something
less than benevolent.

Has the Government been a part of your problem or has Govern.
tent been viewed by the automobile industry as a kind of a cornu-
cop, heaping blessings upon you?
.M. MAMMON. Well, the Government has been a thorn in our
side. Everybody knows about the regulations that have kept our
industry on the dead run to meet, in some cases, standards that
were really not in the public welfare, but nevertheless, required a
total, all-out effort to accomplish. Even this had an effect on our
ability to do some other things that may have been more produc-
tive in the long run.

I think it is generally recognized that the regulations have been
quite a burden for the U.S. auto industry to bear.

In addition, as was mentioned earlier, the policy of keeping gas
prices low in the United States was definitely ajrlicy that hurt
our long-run progress toward fuel efficient cars. There is no ques-
tion in my mind there.

Senator DANFORTH. Can the present problem of the automobile
industry be traced to Government energy policies?

Mr. McCAmMON. I think you could spend months, years, tracimg
the problems of the industry. In fact, some people do that. I think
all of us share the blame. Certainly, management, in looking
back-

Senator DANFORTH. Is there any. doubt that Government has a
substantial amount of dirt on its hands, to use Senator Chafee's*
phrase?

Mr. MCCAMMON. I sure think so. I think they do, Senator Dan-
forth.

Senator DANFORTH. It is not just regulations. Senator Chafee
pointed out that the bumper standards and so on applied to all cars
sold here. But the various regulatory requirements on your plants,
on emission controls and so on, those are peculiar to the United
States; aren't they?

Mr. MCCAMMON. That's correct.
Senator DANFORT. Now, with respect to labor, if you were in

Mr. Fraser's shoes, would .you be resting easy at night regarding
what Ford and GM are going to do or would you expect Ford and
GM to follow Chrysler in asking the UAW for various restraints
and rollbacks?

Mr. MCCAMMON. I think the UAW is fully aware that everybody
has to make a contribution to getting this industry back on its feet.
Nobody cafl stay out of it. We need every possible area of help. I
think there is no question they have that well in mind and they
are considering what they should do.

Senator DANFORTH. Now, do you believe that you and the UAW
are here simply to ask Government to do something without any
commitment on your part?

Mr. MCCAMMON. No.
Senator DANFORTH. Or do you believe that there is a solid com-

mitment on the part of the automobile manufacturers to spend
substantial amounts of money to retool, if you have the money
available?
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Mr. MCCAMMON. Right.
Senator DANFORTH. Do you believe that the UAW recognizes that

it also has a commitment to, if necessary, adjust its compensation
program to make sure that Americans can sell a competitive car at
a competitive price?

Mr. MCCAMMON. I think we are all fully aware of the problems.
We all have to give it our all to make this industry healthy again.

Senator DANFORTH. Thank you very much.
That concludes the hearing.
[Whereupon, at 3:07 p.m., the hearing was adjourned.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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American Importers Association
AtA ii 11 West 42nd Street, New York, NY 10036 212 - 944 - 2230

March 3, 1981

The Honorable John C. Danforth
Chairman, Subcommittee on International Trade
Committee on Finance
2227 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

This letter is being written for inclusion in your

record of the hearings of March 9th on the current situation of

the domestic automobile industry.

We write to you to register our opposition to S. 396,

H.R. 1954 and the other bills singling out Japan for legislative

quotas, at rollback levels, on its automobile exports to the

U. S. These bills are not only a violation of our international

obligations under GATT, but are contrary to the "free market"

approach to solving economic problems advocated by this

Administration.

Increased automobile exports from Japan are a symptom of

the problems of the domestic industry created by poor quality

control, short-sighted management decisions, high interest

rates, and the cheap energy policy pursued by previous

Administrations. Indeed, the U. S. International Trade

Commission has already determined that imports are not a

substantial cause of injury to the domestic industry.
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The Honorable John C. Danforth
March 3, 1981
Page Two-

In addition, the American Importers Association would

also like to register its opposition to a "voluntary" restraint

agreement with Japan. Such an agreement would subject Japanese

manufacturers to antitrust suits from their American dealers.

Once in place, these agreements are almost impossible to end and

their very existence retards the readjustment necessary by the

industry receiving protection.

By lifting gasoline price controls, the Reagan

Administration has already taken a decisive step toward con-

vincing the domestic automobile industry that it must make an

unequivocal change in its production facilities toward smaller

more gas-efficient vehicles. Other actions presently contem-

plated by the Administration and the Congress to improve the

overall lot of U. S. business through changes in tax policy, and

deregulation would indeed help Detroit. Import restraints

whether negotiated or legislated, are not the answer!

Sincerely,

Mr. Gerald O'Brien

Executive Vice president

GO:jpp
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BEFORE THE SUBCOMMITTEE ON
INTERNATIONAL TRADE COMMITTEE ON FINANCE

UNITED STATES SENATE

STATEMENT OP THE
AUTOMOTIVE MATERIALS INDUSTRY COUNCIL

OF THE UNITED STATES
(a.k.a. AMICUS)

OF COUNSEL

Paul D. Cullen
COLLIER, SHANNON, RILL & SCOTT
Washington, D.C. 20007

AMICUS
Suite 308
1055 Thomas Jefferson St. N.W.
WashiWnton, D.C. 20007
(202) 965-6231

I
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The Automotive Materials Industry Council of the'United States amicusUS")

appreciates the opportunity of submitting this statement for the record of the public

hearings on . 396 and the current situation of the U.S. automobile Industry.

AMICUS Is a coalition of manufacturers that supply materials and parts

esmntlal to the production of finished motor vehicles. In our previous testimony before

this Subcommittee on January 9, 1981, we presented facts and figures demonstrating that

suppliers of materials and parts make up the largest segment of the domestic automotive

Industry. For every worker engaged in the assembly of a finished automobile, 3.3

workers are employed In the production of materials and parts. The Department of

Transportation estimates that- there are over 40,000 supplier companies located in

virtually every state. These companies range In size from small and medium sized

business situated In local communities throughout our nation's industrial heartland to

large national and in some cases multinational corporations. Automotive supplies

represent an important segment of our. nation's industrial base. All supplier companies

will be profoundly affected by the outcome of the present crisis facing the major

automobile producers.

The difficulties presently facing automobile suppliers may be Illustrated by

examining the importance of automobile manufactures to the nation's steel Industry.

Something approaching, a quarter of the domestic steel industry's sales volume is

attributable to the American automotive Industrys demand for our various products.

This significant percentage includes both direct sales of iron and stel mill products to

automotive producers, and sales of steel (either directly or indirectly through warehouses

and steel service centers) to manufacturers of automotive components and parts.

77-112 0-81-16
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It is not possible to quantity precisely the lope to the steel Industry in

sales, profits and employment that can be directly and specifically attributed to

increased automotive imports as such. But clearly there is a marked effect on, the

economic position of this industry.

For example, on average, cars contain approximately 2000 pounds of raw

steel equivalent (or about 1600 pounds of steel mill products). When these cars are

manufactured by domestic producers, much of that quantity would normally be supplied

by domestic steel producers. Thus, for every 100,000 cans imported, sales of as much as

100,000 tons of raw steel equivalent, which could have been bought from domestic mills

or domestic warehouses and service centers, are lost.

With respect to Jobs, it has been estimated that, on average, one million tons

of output of steel mill products would be worth about 5000 steelworker Jobs. As a matter

of simple arithmetic, then, one million compact cars imported from overseas that might

have been produced in the United States using domestic steel would represent the low of

5000 American steelworker Jobs. In addition, we estimate each steelworker Job

generates three additional Jobs in the U.S. economy which would also be lost.

As domestic sales of American-made cars have continued to fall throughout

1980, so have shipments of domestic steel to this country automobile producers. For

example, in 1980 direct shipments of steel to the U.S. automotive industry dropped by

approximately 35% in comparison with 1979 shipments.

Overall, the operating rate of this country's steel production facilities fell

from more than 87% for 1979 to under 73% for 1980. At one point in the third quarter,

the U.S. steel industry's operating rate dropped to as low as 51.7% and never rose above

86% in the third quarter of 1980. And since mid-1979 there has been a work force

reduction of 48,000 production workers. Some of that loss obviously comes from a

decline In the industry's sales to the domestic auto industry.
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Accordingly, the automotive Industrys return to healthy sales volumes and

its ability to recoup markets lost to Imports are of vital concern ,to the U.S. steel

industry. The same type of Impact can be measured In other Industry groups such as the

glass, plastics, rubber and foundry Industries.

Various witnesses who have come before this Subcommittee have expressed

concern that the Imposition of restrictions on Imports from Japan would endanger

America's leadership role In promoting free trade among the nations of the world. We

respectfully disagree and suggest that just the opposite will likely occur if effective

relief Is denied this vital segment of our nation's industrial base.

The United States market is the largest and most lucrative market in the

world. It s also the most open and free market In the world. This is true both asa

general proposition as well as specifically in the ase of trade in automobiles (See

Exhibits 5 and 6 to the testimony of the Ford Motor Company). Our nation's preeminence

among nations who favor free trade came about following World War 9 when the other

Industrial nations of the world were devastated by the war and when our home market

was secure. Even In our own country, however, our willingness to reduce tariff barriers

and our ability to promote free trade was possible only because short term Interim relief

was available to eliminate hardship when industry segments were especially hard hit by

Import surges. Indeed, it is questionable whether any nation of the world Including our

own could risk an all out commitment to free trade if temporary relief from Import

surges such as provided for in Section 201 of the Trade Act of 1974 ware not available.

This Committee must ask Itself what will happen to our nation's strong

commitment to free trade if major segments of our automotive industry-the cornerstone

of our Industrial base-are permitted to go under. It Is our judgment that the
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implications of such a event for our entire economy will be, so profound and so adverse,

that our nation's long term commitment to free trade would be placed ln serious

jeopardy.

The prospects for the domestic automotive industry are extremely bleak at

the present time. It Is diffloult to isolate one specific cause for the industry% present

problem. There is no one single remedy which will resolve al of the problems facing our 4
Industry. It is certain, however, that the relentless surge of imports is a major obstacle

to its recovery. AMICUS favors the negotiation of voluntary restraint agreement

between our government and the government of Japan. If such an agreement is not

forthcoming, serious consideration must be given to the imposition of legislatively

improved quotas.

Washington, D.C.
February 9, 1981
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,I ,March 10, 1981

The Honorable
John C. Danforth
United States Senate
Washington, D. C. 20510

Dear Senator Danforth:

We have reviewed the testimony presented at the March 9 hearing
with great interest. All of the issues you have considered at
recent hearings -- regulatory reform, capital. formation and tax
revisions, and imports -- are critically important to us. We
expect that this series of hearings will mako an important contri-
bution toward defining a comprehensive federal program to revita-
lize the U. S. automobile industry. We appreciate the leadership
you have shown in the discussion of these issues and in developing
solutions to these problems.

We believe the Chrysler position on these subjects is widely
understood, partly as a result of several appearances before you
at recent hearings. Regulations now add over $1,000 to the retail
cost of a new car. Future regulations could add another $600 (not
including air bags). We, like many others, are convinced that the
public benefit of these regulations is far less than the cost.
Therefore, we should review these regulations, keeping the ones of
net benefit to the public and revising or eliminating those which
cost more than they are worth.

Excessive regulation also works against the public interest in other,
less obvious, ways. At this time, 25 percent of our research and
development staff is working on future regulatory requirements.
These resources would be much more productive if they could be used
for car and truck cost reduction and for development of more fuel-
efficient cars and trucks demanded by the public.

It is well known that the industry as a whole will have great
difficulty in raising capital to finance new products and new
technology for the 1980's. Recent tax proposals, providing greater
depreciation deductions or liberalized tax credits, do nothing to
help capital formation or reduce tax costs for the companies with
the greatest need -- those companies which are expending billions
of dollars annually to improve our Nation's energy and trading
positions and which are incurring losses or have loss carryforwards.
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The Honorable
John C. Danforth
March 10, 1981
Page 2

While refundable investment tax credits and/or energy credits would
be helpful, they would not provide the additional capital needed to
develop and retool for all the new products required. Inasmuch
as the Administration's business tax proposals would be of sub-
stantial benefit to only those members of our industry which are
profitable, what is needed is tax legislation which would also
help those of us which have accumulated huge operating loss carry-
overs during 1979 and 1980. Such legislation could be in the form
of "deduction equivalents", i.e., each qualifying business would
receive a "capital recovery payment" equal to the tax benefit which
would have been derived from its R&D and/or depreciation deductions
had the business been profitable (corporate tax rate times the
deduction). This would allow all companies, both taxpaying and
non-taxpaying, a current capital recovery benefit for their quali-
fying deductions. Such legislation need only be enacted for a
three to five-year period.

In your most recent hearing you examined the question of import
restrictions or agreements. We continue to believe that a negotiated
or voluntary agreement with the Japanese should be reached, and
that legislation should be enacted only if the Japanese fail to
cooperate. We feel sure hearings like this one are powerful evidence
that if an agreement is not made quickly the Congress itself will
act. The record of the January 15 hearing before your committee
contains additional discussion and detail on our proposals.

More and more people are coming to understand the problems of our
industry, due in no small part to these hearings. We await the
final recommendations from your committees with optimism. Since
we did not appear at the March 9 hearing, we take this opportunity
to offer our continued cooperation to you and your staff. If we
can help, please get in touch with us at any time.

Sincerely yours,

C. M. Kennedy
Director
Federal Government Affairs

a.
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consumers for world trade

STATEMENT TO THE SENATE FINANCE COMMITTEE
SUB COMMITTEE ON INTERNATIONAL TRADE

MARCH 9, 1981

S.396 - QUOTA ON AUTOMOBILE IMPORTS FROM JAPAN

Consumers for World Trade (CWT) is a national, nonprofit,
membership organization, established in 1978. CWT supports
expanded foreign trade to help promote healthy economic
growth; provide choices in the market place for consumers;
and counteract inflationary price increases. CWT believes
in the importance of increasing productivity through the
efficient utilization of human and capital resources. CWT
conducts its educational programs to keep American consumers
informed of their stake in international trade policy and
speaks out for the interests of consumers when trade policy
is being formulated.

DIRECTORSJoan A. Braden* Doreen L. Brown Isaiah Frank
Hendrik S. Houthakker Lonnie King Peter F. Krogh

Fred Sanderson Philip H. Trezise

Raymond Garcia
William Matson Roth

J.M. Colton Hand
Seymour J. Rubin

A
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S.396 - QUOTA ON AUOIOBILE SPORTS IMOiN JAPAN

Consumers for World Trade strongly opposes S.396, a bill to

impose quotas on the Importation of Japanese automobiles, for the

following reasons:

The American consumers would be the principal victims of such

protectionist action.

The recent deregulation of oil and OPEC triggered price increases

on gasoline make small fuel efficient care a necessity for most

Americans. It is important that the consumer be awarded an opportunity

to shop, compare and buy with care an automobile which will meet his

needs at the best possible price. Quotas will deprive the consumer of

this opportunity, by narrowing his choice in' the market place and

artificially increasing the purchase price of the product.

Import quotas are inflationary and discourage both productivity

and competitiveness.

Trade restrictions are not beneficial to a stable domestic economy,

either in the short or long-run, and are generally self-perpetuating.

The immediate inflationary effects of quotas are self-evident: the

cost of the imported product rises in response to a limitation of

supplies, and, soon after, the cost of the domestic product rises In

response to the easing of competition. These price increases, coupled

9,
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with higher energy costs, and high interest rates, will compound

the increasingly heavy financial burden the American consumer has

been forced to bear.

Benefits to the American industry are uncertain, yet the risks

to the consumer are documentable.

It Is likely, under these circumstances, that the consumer will

postpone purchasing a new car, thus counteracting the benefits

intended for the domestic industry. On the other hand, the costs to

the consumer of automobile quotas has been the subject of a number of

studies (see attached impact data). Although actual figures may vary

in some of these studies, they all indicate clearly that protectionist

measures have a negative effect on the U.S. economy, and a severe

economic impact on the American consumer.

In a letter to the Editor of the CWT Newsletter (August 1980). a

consumer from Tucson, Arizona wrote:

. "...Uopefully now, with stiff competition from foreign imports,

the American auto industry will see fit to improve their product to

meet America's economic and energy problems, and at the same time reduce

the amount of unemployed worker in the industry.

Should this happen, in the future I will be able to find an

American car that meets my needs."

Consumers for World Trade endorses these sentiments and urges this

committee to reject 8.396.

A,
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1348 Connecticut Avenue NW Washington D.C, 20038(202) 784835

consumers for world trade

CONSUMER IMPACT DATA FOR
TRADE RESTRICTIONS ON IMPORTED AUTOMOBILES*

Federal Trade Commission Report Data 4 -

Avallabilty of cars

- Tariff would reduce imports by about 1 million cars.

- Quota would reduce imports by about 700,000 cars.

Inflationary Impact

Tariff would raise Import prices by about $1,160 per car.

- Quota would raise import prices by about $527 to $838 per car.

Cost to the Consumer

- Tariff would cost consumers between $5.6 billion and $6.6 billion.

- Quota would cost consumers between $2.9 billion and $4.9 billion.

" Ihe cost to consumers would probably outweigh the gross benefit of profits to
the producers by at least $1 billion, with the differences going to importers;
tariff revenues for the government; increased costs of domestic automakers;
and the cost of administering the quotas."

Results of a study by Charles Pearson, economist, Johns Hopkins School of
Advanced International Studies

- Quota would cost consumers $245 000 per year per job restored (includes
- calculation of Jobs lost in the imported automobile industry).

- ariff would cost consumers $395,000 per year per job restored.

*This data does not apply to S.396. It refers to the quotas and tariffs requested
in the Ford-UAW petition to the International Trade Commission, and is
intended only to emphasize the impact on the consumer of import restrictions
on automobiles.

r9-,
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Testimony of Joseph Z. Coberly, Jr.
Council for a Competitive Economy

on AUTOMOBILE IMPORTS
Before the House of Representatives

SUBCOMMITTEE ON TRADE
Friday, March 7, 1980

Good afternoon, Mister Chairman and members of the subcommittee.

I am Joseph Coberly, vice president of Coberly Ford in Los Angeles,

one of the largest Ford dealers in the country. I am also a vice

chairman of the board of the Council for a Competitive Economy, a

new national membership organization of businesspeople dedicated

to the market economy, unhampered by regulation, subsidies, or

protectionism.

I have been a Ford dealer since 1960. My father started his

Ford dealership in 1916 and was involved with other American

auto companies. I stress my ties to domestic automakers because

I am here today to urge that Congress not restrict the importing

of automobiles. I say this because I believe that any form of

trade restriction--from tariffs to quotas to local-content laws

to requirements that foreign companies build plants here--will

ultimately harm all concerned. The victims will include the

American consumers, Americans involved in the export and import

of autos, the auto workers and the automakers themselves. I say

this knowing that within 300 feet of my business stands one of the

nation's largest Datsun dealerships.

410 Firs Street, S.E. Washigto, D.C. 2003
(202) 543786
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The harm to consumers is obvious. Judging by their behavior

over the last several years, a great many want foreign cars, even

when they are more expensive than their domestic counterparts.

They want them for many reasons--fuel-efficiency, styling,

engineering. Consequently, to deprive them of the opportunity to

buy the cars they want is to harm them. Their liberty--their

ability to enjoy their lives--will be diminished.

In other words, the effort to impose restrictions on foreign

cars is a conspiracy to thwart the American consumer.

Restrictions on imported autos certainly harm Americans

involved in the imported-auto business. What can possibly justify

government interference with the liberty and peaceful activities

of forty-five-hundred imported-auto dealers and their one-hundred-

forty-thousand employees? By what standard are they sacrificed

to the one-hundred-fifty-thousand United Auto Workers now on

indefinite layoff?

The harm to these groups is obvious. Less obvious, but no

less real, is the harm that would be done to the domestic auto

industry and its workers if imports are somehow restricted. How

strangely How can limiting rigorous competition harm our manu-

facturers? Before I answer this, allow me to comment on the

embarrassing spectacle now before us.

It is a cliche to state that free people acting in an open,

competitive economy is what made American great. It is a cliche

because it is so obvious and well-known. The desire to produce

and achieve prosperity in the face of rigorous competition lifted

civilization to heights never imagine by the richest feudal nobleman.

The challenge and the will to do better was all it took.

Today that is changed. To quote a recent editorial in the
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Calif9rnia's Orange County Register, "Today the world is witnessing

the spectacle of American workers and businessmen groveling before

their competition." The president of the United Auto Workers goes

to Japan "begging that his workers be protected from competition."

And now, we see high placed executives of some American automobile

companies calling for restrictions on imported cars. Why is this?

In my opinion, it is simply because these manufacturers have been

caught with their pants down.... too many big and medium sized cars

and not enough small cars with the body styles, engine choices,

drive trains, transmissions and accessory combinations which today's

automobile market is demanding. No wonder their profits are down

Now let me say that the Council and I are dedicated to the proposition

that profits are good, that businessmen should strive for the highest

possible profits and that they have an absolute right to them. But we

have NO sympathy for businessmen who seek government intervention to

maintain their profits.. .because that interferes with the rights of

others.

The automakers and autoworkers at the very least want Japanese firms

to build plants in the United States and to use locally-produced parts.

But these are bad ideas. If such measures were efficient, the Japanese

companies would have already done so. But note that it is only the

Japanese competitors who are being so pressured. GM isn't pressuring

its Japanese affiliate, Isuzu; nor Ford its affiliate, Toyo Kogo; nor

Chrysler its affiliate, Mitsubishi. The restrictions are to be limited

to the Big Three's comp-.tition only. That sheds light on the real motives,

which tend to be couched in patriotic terms.

The question, then, is how the restrictions being proposed will

harm the automakers and the workers themselves. First, history teaches

that trade restrictions inevitably bring retaliation.
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So we can expect that our auto exports will suffer; if we block

theirs. Second, any shelter from the competitive forces of the

market will tend to make our manufacturers soft. American auto

consumers vote with their dollars. When they decided they wanted

- -small, fuel-efficient autos, they turned to the firms that were

offering them. This, in turn, induced those who were offering

less-efficient cars to change their ways.

Today, consumers are demanding efficiency that exceeds even

the government's standards. And the automakers are scrambling

to serve them. Competition has forced them to make a better

product, and it will continue to do so if allowed.

Stiff competition is what keeps firms primed and alert to

the ever-changing tastes of consumers. It cannot be in the

long-run interest of the auto companies to be protected from

consumer demand. It is even less in the interest of their

workers. Stagnation is not good for them either. In the market

economy, competition would induce the auto companies to invest

capital that would make their workers more productive. This of

course would raise their wages. Any protectionist scheme that

retards this process makes workers less productive and, so, less

affluent, than they would otherwise be.

In addition, the market always holds untold and unforeseen

opportunities. Protectionism inhibits the need to search for

them. For example, assume that because of market conditions, it

is more economical for Japanese firms to make a substantial

number of the cars driven in America. If that is so, the market

will divert domestic capital and labor to products for which we

have an advantage. By not allowing this process to work, we deny

6-
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workers and entrepreneurs--and consumers--more lucrative

alternatives to the current situation.

There is a grain of truth in the claim that foreign firms

have an unfair advantage over domestic firms. But the unfairness

comes not from the Japanese--who have served American consumers

well despite their lack of natural resources and great distance

from our market. The unfairness comes from the U.S. government's.

intervention in the economy. Inflation, the energy crisis and

regulations have taken the starch out of American industry, made

it soft, timid, unwilling and largely unable to compete. The

government's inflationary monetary policy--with the resulting

havoc on profits, depreciation and tax brackets--has taken a fantastic

toll on productivity, as this committee well knows. The energy

crisis--an exclusive product of federal energy policy--has also

greatly harmed the industry by causing an abrupt change in

consumer tastes and the sudden need for retooling. Finally.

regulation--if by nothing but the sheer weight of the paperwork--

has greatly impaired the agility necessary for firms to respond

quickly to consumers.

All of this raises costs, and, to the extent the Japanese

have lower costs, the regulations place American firms at a

disadvantage. To name one example: The limits placed on cheap

imported steel raise costs to our automakers by fifty-to-seventy-five

dollars a ton, according to automotive analysts. Let's remove

those barriers to GompetitLon, rather than whipping up

resentment against the Japanese.



Some people have argued that the Japanese can compete unfairly,

because they pay their workers less than American firms do, and so

they can charge less for their products. There are two things to

be said: Our laws governing collective bargaining may indeed

enable the United Auto Workers to force an uneconomic wage on the

automakers. If so, the union has only itself to blame for lost

sales and layoffs.

But even if this is not the case, we would be foolish to

restrict Japanese cars. If the Japanese can produce good cars

more cheaply than we can, they should. It does no one any good

to force consumers to pay more for cars than necessary and to

keep American workers in inefficient jobs. If consumers could

buy cheaper cars, the money saved would go perhaps toward whole

new industries that produce things we can make more cheaply than the

Japanese. That's the beauty of the international division of

labor, and the law of comparative advantage.

The fear of cheap imports is unfounded. If they were really

dangerous, it would follow that Japan could totally destroy our

economy by giving us everything we want for free. But how could

that be bad? We'd then have all the goods we want, plus all of

our productive resources and labor free to produce anything else

we needed. But of course, the whole idea is absurd because the

Japanese sell to us only so they can b from us.

Other people have argued that the Japanese have their own

barriers to limit the entry of our cars. This is true. But

erecting barriers here is like cutting off your nose to spite

your face. Increasing the amount Americans have to pay for goods

is hardly a way to teach the Japanese a lesson. Imagine if

*
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Japanese ports were destroyed and physically unsuitable for our

ships to enter. Would it make sense for us to destroy our ports

to get even?

I urge you to remember that imports--especially cheap

imports--are benefits to our people. Exports are the payments

for those benefits. Whom do we hurt when we deny ourselves of

them or make it impossible for other countries to buy American

products?

Goods trade against goods at home and abroad. Limiting imports

in any way must hurt our people and our ability to export.

The best way to persuade the Japanese to remove their barriers

is to remove ours. They will soon see the great benefits of

international free trade.

The term "American ingenuity" is an honorable one. It was

used to explain the marvelous advances of our market system. In

seeking a solution to America's decline as a productive nation,

we must realize that the American people haven't changed. There are

still great automotive engineers and entrepreneurs in this country.

The problem is that the incentives have changed. And only one

institution could have changed them: the government.

I know of no inherent reason why domestic auto firms cannot

be as responsive to consumers as Japanese and European firms. The

antagonism toward foreign businessmen is misplaced. They are

living up to the American dream. More power ,to them American

producers and workers must not allow themselves to forget that

great dream and ask for special favors. Instead, they should

demand that the shackles of government regulation be removed so

they may again strive to realize it.

As a Ford dealer, I welcome free competition because I know

I'll have a better product to sell as a result. As a citizen of

the world, I welcome it because I know that liberty, prosperity

and peace are at stake.

Thank you. I am happy to answer any questions the committee

has.

77-1i2 0-81-16
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a
Council

fora
Competitive

Economy
Powdent 9 March 1981

Senator John Danforth
Chairman, Finance Subcommittee on International Trade
2227 Dirksen Senate Office Building
Washington, DC 20510

Dear Senator Danforth:

Last week the American people witnessed the appalling
spectacle of autoworkers destroying a Japanese oar with
sledgehammers. Their glee at this irrational act should
disturb all advocates of peace, social cooperation# prosperity
and liberty.

Unfortunately, some responsibility for the attitudes that
produce such an act lies with members of the U.S. government
who have encouraged the fallacious view that auto imports
are harmful and undesirable. Introduction and promotion of
S.396 have contributed to this unsavory atmosphere. The
Council, a national business membership organization dedicated
to a free, competitive economy, is concerned.

I have enclosed a statement presented last spring before
the H6t'se Subcommittee on Trade by Joseph R. Coberly Jr.,
a vice chairman of the Council. Mr. Coberly owns one of the
largest Ford dealerships in Los Angeles, so you might expect
him to favor import restrictions. On the contrary, he has
taken a principled stand for free trade, and he eloquently
states the Council's position against import restrictions of
any kind.

Auto imports have not harmed the domestic auto industry.
A Japanese car can do nothing until an American decides he
prefers it to any alternative. The word hamP' is misleading
in matters of trade, but if anyone is "harming" the industry,
it is the American buyers or foreign cars--not the foreign firms.
We have cherished the freedom of consumers in this country,
but that ii what is assaulted in S.396. Comparisons of Japanese
export policy to warfare are inappropriate: No one is forced
to buy a foreign car. All the Japanese firms can do is offer
their cars and hope for willing buyers. To limit auto Imports
to 1.6 million or any arbitrary level, whether by legislation
or "agreement," is to tell several hundred-thousand Americans
their freedom is expendable. And the rest will have to pay

410 Fivt S9eir, S.E. Wssbtos, D.C. 20W3
(202)5M4-3756

V.
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Senator John Danforth
Subcommittee on International Trade
9 March 1981
Page Two

higher prices.

Coddling the auto industry will not help it. In fact, it
is being severely damaged by the uncertainty that now exists.
If the industry were sure that restrictions would not be imposed,
it would be increasingly sensitive to opportunities to improve
its competitive position. Holding out hope for intervention
necessarily diminishes its sensitivity to unforeseeable
opportunities. In fact, the industry will never know precisely
what adjustments are needed unless we have free trade. The
"breathing room" rationalization is wrong. Import restrictions
will provide not breathng room, but a breather, a chance to
stall. That is the last thing the industry needs. If it is
going to compete, it needs to move immediately. This intervention
will only give the industry a chance to forestall adjustment to
market conditions.

The government simply has no business getting into this
issue. I urge you and the subcommittee to reject protectionism
in all its forms. The American auto industry has been a victim--
of U.S. government fiscal, monetary, energy and regulatory
policies. You can do your part by removing these burdens. But
do not consign the American people's liberty to the trash heap
in a futile attempt to help the American auto firms.

Thank you for your attention.

Singerely, ~

Richard W. Wilcke
President, Council for a Competitive Economy

RWW/slr
Encl.
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General Motors is pleased to have this opportunity to submit

a statement to the Senate Subcommittee on International Trade

regarding 8.396 and the current state of the automobile industry.

The United States automotive industry experienced a period of

unprecedented decline during 1980. Total industry vehicle sales

(including imports) of 11.5 million units in 1980 were down more than

18 percent from 1979. For U.S.-based manufacturers, the decline was

closer to 25 percent -- down to the lowest level in almost 20 years.

Consequently, production in the United States was sharply curtailed,

with hundreds of thousands of auto industry employes affected by

the resulting layoffs.

Despite decreased employment and other cost-reduction measures put

into effect at General Motors, we were not able to reduce costs in line

with declining volume. Nor were we able to fully recover through higher

prices the increased economic costs of labor, materials and other factors,

including equipment required by government regulations.

The result was that in 1980, GM sustained a losss for the first

time since 1921. Despite a return to profitability in the fourth quarter,

the loss for the year amounted to $762.5 million. As a whole, the after-

tax losses of the U.S. auto companies exceeded $4 billion in 1980.

During this period of extreme financial pressure on GM and

other U.S. manufacturers, it is imperative to press forward

with investment programs to improve the competitiveness of the

domestic auto industry. These massive investment programs that

are already in progress will cost the domestic auto industry

$70 to $80 billion through 1985. General Motors is committed to an

investment program of $40 billion worldwide on major product redesign,

new products and plant construction or modernization during the five

years from 1980 through 1984. In addition, we expect to spend another

$40 billion from 1985-1989.



This massive investment in new products, product redesign and

facilities is absolutely necessary for us to be fully competitive.

However, it has imposed -- and for a'number of years will continue

to impose -- a major challenge to our financial resources.

Our policy has been, and continues to be, to maintain

a strong financial position which relies primarily on

internally-generated funds to meet the long-term capital needs

of the business. Given the cyclical nature of the automobile

industry -nd the potential for substantial volume fluctuation,

as well as the substantial operating leverage created by the

sizeable capital investment required in our business, we believe

that prudent business practices would suggest that we avoid

further compounding these risks by the addition of significant

financial leverage through high debt levels. Consequently, our

capital structure has been relatively debt-free.

However, in 1980, the decline in earnings coupled with

increased capital expenditures made it necessary for General

Motors and its consolidated subsidiaries to borrow $1.3 billion

in additional long-term debt. These borrowings were made available

for the worldwide operations of the Corporation for repayment of

existing borrowings, for working capital and for capital

investments, including debt or equity investments in subsa.diaries

or associated companies.

Looking ahead to 1981, we are optimistic. There has already

been some recovery from the low point reached last May when credit

restraints depressed retail oar and truck sales in the United

States. Overall vehicle sales are expected to improve in 1981,
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with the industry's annual rate of deliveries strengthening as

the year proceeds. General Motors anticipates at least 13

million new vehicle deliveries in the United States this year,

compared with 11.5 million in 1980.

Turning to the subject of automobile imports, Senator Danforth

and others have introduced S.396, which, if enacted, would

restrict Japanese imports to 1.6 million automobiles a year

for the next three years. This would be a reduction of about

300,000 units per year from the 1980 import figures. According to

available information, this reduction could be achieved by simply

cutting back on overtime production in the Japanese auto industry.

This reduction could be about doubled by eliminating overtime

completely. In either case, fuch a reduction should not result

in unemployment in that industry.

In its February 3 letter to President Reagan, the Motor Vehicle

Manufacturers Association -- of which we are a member -- said the

following regarding the import situation:

"Government actions are also vital to success and

they carry the same urgency as those under way in the

private sector. MVMA member companies urge the Adminis-

tration and Congress to move swiftly and aggressively in

four critical areas: . . .

"Second, undertake initiatives to persuade the

government of Japan to demonstrate responsible international

behavior by taking action which would result in a voluntary,

immediate and substantial reduction in passenger car

exports to the United States for a meaningful period of

time." . . a
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We continue to support this recommendation. This approach clearly

would be in the national interest in order to help abate the growing

protectionist pressures# both here and abroad, which could result in

lasting ham to important world trade relationships.

In the area of regulatory changes# General Motors has developed

detailed rec muendations of regulations which need rapid government

review and action. We have long supported regulations where there is a

demonstrable health or safety need not met in the marketplace.

Attached are lists of our priority and secondary concerns as to

regulations which might be eliminated or modified without a

significant effect on health, safety or the environment. This

includes the potential savings involved in eliminating or

modifying the regulations shown as priority concerns.

Also attached is a paper that outlines our views on changes

in the tax structure.

These reoounmended actions combined with responsible monetary

and ,fiscal policy will help stem the .iuing inflationary pressures

on both business and the individual.

In summary, General Motors believes the U. S. auto industry

is in its most financially vulnerable period in several decades.

The recomnended changes in regulatory, tax and trade policies are

necessary to create the environment for the private sector to make

its maximum contribution to the nation's progress.

0



246

PRIORITY RECOMMENDED ACTIONS TO IMPROVE COST/EFFECTIVENESS
OF GOVERNMENT REGULATIONS

January 26, 1981

General Motors has long supported regulations where there is a demonstra-'
ble health or safety need not et in the marketplace. This paper includes
several priority regulations which might be eliminated, or modified as
indicated, without a significant effect on health, safety or the
environment. The cumulative effect of these changes would save consumers
and taxpayers billions of dollars.

Subject

1. Passive Restraints

2. 1984 Heavy-Duty Engine Exhaust
Emissions and Test Procedures

3. 1984 Light-Duty Truck Exhaust
Emissions Regulations

4. Light-Duty Diesel Particulate
Standards and Four-Year Waiver
of NOx Standard--1981-1985

5. Bumper Standard

6. National Ambient Air Quality -
Ozone Standard

7. Industrial Wastewater
Discharge to Municipal Sewers

Recommended Action

Eliminate requirement, or at a
minimum, delay and reverse order

Establish 85% standard and con-
tinue current test procedure

Modify 1984 regulations

Maintain 1982 standard of 0.6 gpm
and grant full four year waivers
on all diesels

Reduce from 5 mph to 2.5 mph

Relax the definition of
"attainment"

Allow 3 years leadtime from date
of standards for multiple source
plants

Note: All estimates given represent the best information currently
available to General Motors and are subject to change, given the
variability of regulatory, technological, market and other factors.
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PASSIVE RESTRAINTS

The Reaulation

The current standard, FHVSS 208, requires, in part, that 1982 full-size
car models be equipped with passive restraints -- either tir bags or
automatic belts. These requirements will be extended to intermediate and
compact models in 1983, and to all cars by model year 1984. The standard
was the subject of vigorous legislative activity in the 96th Congress.

The Issue

The mandated phase-in schedule for passive restraints provides a
competitive advantage for the majority of foreign imports. Because of
their smaller size, most import cars will not have to comply with the
standard until the 1984 model year. Thus, for two model years, U.S. full-
size models, which will have to be equipped with passive restraints, are
placed in an unfair competitive position because of this rule.
Intermediate-size models will be adversely affected for one model year,
1983.

Passive systems include automatic belts or air bags. Bath are more
expensive than current belt systems. Both have evoked customer resistance
in the marketplace; the air bags because of their cost, the automatic
belts because of their obtrusiveness. We believe that consumer resistance
will be so great and the use of the restraints so low that the safety
benefits will not justify the costs of this controversial regulation.

Recommended Action

General Motors urges that the passive restraint requirements be
eliminated. Available manual belts provide excellent restraint to
motorists who use them.

There is an immediate need to avoid the sharp economic impediment that
these requirements, which are scheduled to take effect September, 1981,
would place on the domestic car market's recovery. Accordingly, if the
passive restraint requirements cannot be immediately withdrawn, then, at
a minimum they should be delayed and their order of implementation
reversed. Such action would remove the present competitive advantage
afforded most foreign imports, and would release needed capital which is
so vital to the financing of the transition to smaller cars.

If the passive restraint standard were promptly rescinded, GH would be
able to avoid most of the projected $285 million investment for passive
belts in all its cars. Moreover, this regulatory action would save GM
customers $70-$100 per car depending on belt system design. For OM
customers, this represents an annual savings of about $100 million in 1982
and about $600 million in 1984 and beyond. If inflatable restraints are
considered, the additional investment savings would be $60 million, based
on 100,000 units annually. The estimated consumer cost for the inflatable
restraint system based on this volume is $1,000.
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1984 HEAVY DUTY (HD) ENGINE EXHAUST EMISSIONS AND TEST PROCEDURES

The Regulation

EPA set HD engine exhaust hydrocarbon (HC) and carbon monoxide (CO)
emission standards which require 90% reductions from 1969 models. EPA
also promulgated new test procedures, audit and useful life requirements
and maintenance restrictions. This regulation applies to all GM heavy-
duty engines, both gasoline and diesel, used in trucks over 8,500 pounds
GVW.

The Issue

The statute specifies 90% reduction, but permits a less stringent
standard. EPA's other requirements are not required by the law nor were
they contemplated by Congress.

EPA established such stringent standards that they require use of
catalytic converters on gasoline engines -- primarily to meet the 90% CO
standard. This means that compliance will be extremely costly, due to the
need for dual catalytic converters bearing heavy noble metal loadings,
additional AIR pump capacity and increased expense for more stringent
certification tests. These would be required, even though the air quality
improvements which result probably will not even be measurable.
Therefore, the issue is whether such a regulation is really in the public
interest or should it be moderated to a more cost/beneficial level.

The other requirements established by EPA constitute redundant,
nonproductive regulation which -increases costs, reduces engineering
flexibility, and stifles innovation.

Recommended Action

Retention of the current 1981 test procedure and revision in the CO
standard to an 85% reduction would avoid $1,000 per truck in hardware
costs for gasoline engine trucks, principally for catalytic converter
systems. This impact on air quality would probably not even be
measurable. This revision would also save $1,700 per gasoline powered
truck for added unleaded fuel costs over the lifetime of the truck and
supporting equipment. Total annual increased consumer costs because of
this regulatory program equal $950 million.

In addition, GM investment of $100 million, principally for new test
facilities and supporting equipment, could be avoided if current test
proecedures are retained. The new test procedures have not been shown to
be any more realistic than the old ones. European nations have recently
decided to bring their test procedures for heavy-duty trucks into
agreement with the current U.S. test procedures. EPA should revise its
test procedures back to those now in use, so that they can be in
compliance with the General Agreement on Tariffs and Trade and with the
international standards harmonization effort.

Finally, EPA should use the passenger car requirements for "useful life"
and the Acceptable Quality Level (AQL) in its selective enforcement audit
tests.
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1984 LIGHT-DUTY TRUCK EXHAUST EMISSIONS REGULATONS

The Regulation

The 1984 and later model year light-duty truck exhaust emission standards
require reduction of 90% for hydrocarbons and carbon monoxide compared to
1969 models. The regulations also extend the current "useful life"
compliance requirement (five years or 50,000 miles)'to the time when the
engine must be rebuilt (approximtely 100,000 miles) and change the
"average" emissions compliance concept of the Clean Air Act to an "each
and every" vehicle compliance obligation by requiring that 90% of vehicles
(10% AQL) tested during selective enforcement audits comply with the
standards. This regulation applies to all GM light-duty trucks under
8,500 pounds GVW with the greatest impact on the'approximately 1 million
GM vehicles produced each year equipped with gasoline engines.

The Issue

The fuel economy impact of the new' regulations will be much greater than
EPA estimated. In addition, the new standards in combination with the
extended "useful life" requirement and the 10% AQL cause excessive costs
and the air quality need is marginal. Thus, the issue is whether it is
really in the public interest to increase significantly the compliance
obligations for light trucks from those required for passenger cars.

The fuel economy loss in miles per gallon will run from 7% to
13%.

The regulations will add significantly to piece costs (for the
addition of an AIR pump and improvements to the catalytic
converter to extend the useful life from 50,000 to 100,000
miles), test costs and maintenance costs, approximating $110 per
vehicle. While a cost estimate for meeting this standard has
been developed, the technology to produce a 100,000-mile
catalyst capable of meeting the stringent emission levels has
yet to be proven.

The potential consumer savings per model year if the
regulations are postponed would be approximately $710 million.

Consequently, GM believes the public interest is not being well served in

such a regulatory program.

Recommended Action

The most recent light-duty truck exhaust emissions regulation should be
withdrawn and a more reasonable regulation promulgated.

At a minimum, for light-duty trucks, EPA should modify the 90% Acceptable
Quality Level requirements in selective enforcement audit tests to agree
with the level used in passenger car audits, and should also adopt the
50,000 mile "useful life" definition Congress specified for passenger
cars.
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LIGHT-DUTY DIESEL PARTICULATE STANDARDS
AND FOUR-YEAR WAIVER OF NOx STANDARD -- 198-1985

The Regulation

EPA regulations require passenger cars powered by diesel engines to meet 0
0.6 gram per mile (Spi) exhaust particulate standard on 1982 models and a
0.2 gpo level on 1985 diesel-powered cars and 0.26 gpi for LD trucks.
Congress authorized a four-year waiver of the 1.0 gpm NOx standard to 2.5
gpm to encourage the development of diesel engine technology.

The Issue

The particulate standards promulgated by EPA are more stringent than
required and may unnecessarily limit the use of fuel efficient diesel
engines. The 0.2 gpm standard for 1985 is not technologically feasible at
the present time. Even the 0.6 gpm standard for 1982 cannot be achieved
on most engines without a waiver of NOx to 1.5 gp because the technology
for controlling particulates increases NOx emissions and vice versa. In
addition, high altitude requirements add to the problem. California's
requirement of meeting a 1.0 Spm NOx standard at 100,000 miles is a
further disincentive to offering diesels in that state.

Particulate control concepts being researched need much more development
before they can be considered practical. The most promising technology
for meeting a 0.2 gpm particulate standard involves some form of
regenerating particulate trap, but the development remains in the
experimental stage. Additional equipment requirments and other
modifications to the exhaust. system, i.e., insulatiou, heat shields,
etc., likely will be needed.

Cost for the control hardware is difficult to estimate since no feasible
system has been developed. However, cost estimates on the primelconcepts
being developed are in the $600 per car range with annual consumer costs
of about $700 million. It is estimated that GH investment costs will run
$300 million.

The particulate standards should be based on a Clean Air Act requirement
for the control of vehicular air pollution, considering cost, lead time,
and other relevant factors. EPA has chosen to set technology-forcing
standards which will cause unnecessary development costs and dampen
enthusiasm for long-term use of this fuel-efficfent engine. If the
standards were postponed, the effect on ambient particulate levels would
be minimal. Thus, the issue is whether the public interest in conserving
the nation's petroleum resources and supplies is being well served.

Recommended Action

The 1985 0.2 gpm particulate standard for cars and the 0.26 gpo standard
for LD trucks should be rescinded until reasonable control technology is
available. EPA should grant NOx waivers for light-duty diesels to the
maximum extent allowed by the Clean Air Act (1.5 gpm for four years).
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IUMPER STANDARD

The Rewulation
The current standard requires that bumpers be designed so as to prevent
any damage to the vehicle and limit the amount of damage to the bumper
after longitudinal, pendulum and barrier impacts at 5 mph and 3 mph corner
pendulum impacts.

The Issue

There is a considerable body of evidence which indicates that the current
regulation does not meet DOT's statutory obligation to "..,seek to obtain
the maximum feasible reduction of costs to the public and consumer.. "
Studies by OH, Houdaille Industries, and indeed even NHTSA (when correct
data are used) indicate that a standard requiring 2.5 mph instead of 5 mph
impacts would yield a net cost savings to consumers. This result occurs
because of the greater initial cost and replacement cost of the stronger
bumper. Moreover, because of the increased weight of a 5 mph bumper,
millions of gallons of additional fuel are consumed annually by the U.S.
fleet.

If the standard were changed to a 2.5 mph requirement, we estimate that OH
car buyers would realize an initial cost savings of $50 per unit. When
applied to approximately 6 million North American OH passenger cars, this
amounts to an annual consumer cost savings of about $300 million.

A modification of the standard as recommended below would:

- Conserve fuel.
- Save the motorist money.
- Stimulate the automotive industry recovery by allowing manufacturers

to hold down prices.
Be responsive to the Congressional intent.

Recommended Action

The NHTSA should change the current bumper standard to one requiring
longitudinal, pendulum and barrier impact test speeds of 2.5 mph, and
should reduce corner pendulum impacts to 1.5 mph. Also, the 3/8 inch dent
and 3/4 inch "set" limitations on the bumper itself should be removed in
favor of 1979 model year damage limitation criteria (no damage allowed to
vehicle, but bumper can be damaged).



:NATIONAL AMBIENT AIR QUALITY OZONE STANDARD

The Regulation

EPA recently modified ozone standard from .08 ppm to .12 ppm. Compliance
is determined on the 'basis of a one-hour average exceeding the .12 ppm
level more than one day per year on average which constitutes
noncompliance for an Air Quality Control Region (AQCR).

The Issue

The Clean Air Act requires states which cannot demonstrate compliance by
1982 with the ozone standard, to include vehicle I/H programs and very
stringent hydrocarbon (HC) controls on industrial sources -- through
their State Implementation Plans -- in order to get an extension of the
deadline to 1987.

At a less stringent level (5 exceedances per year), many of the Air Qual-
ity Control Regions would no longer be in noncompliance and would be
relieved from having to impose I/l programs.

The 1982 date does not take into account that the stringent automobile HC
controls mandated for 1981 will take several years to become fully
effective in the national fleet because of fleet turnover. In many
regions, these controls would produce compliance without I/H or industry
having to retrofit facilities to achieve unnecessary levels of
hydrocarbon emission controls.

Recommended Action. .......

The Administrator of EPA should relax the standard and indicate to the
states that SIPs will be acceptable without stringent HC controls if pro-
jections indicated no more than five ozone exceedances per year. This
would eliminate the harsh interpretation of the "rare event" compliance
philosophy now used, without jeoparding public health.

The action would save consumers about $1 billion annually between 1982 and
1987 by avoiding unnecessary "inspection and maintenance" programs. GM
investment savings could be up to $1.0 billion over the 1981-1987 period
principally for paint facilities that would not have to be equipped to
meet unnecessary levels of hydrocarbon emission controls. This represents
an additional saving to GH consumers of $120 million annually.
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INDUSTRIAL WASTATER DISCHARGE TO MUNICIPAL SEWERS

The Reulation

The EPA is required to establish pretreatment pollution standards for
introduction into publicly-owned treatment works of those pollutants
which are determined not to be susceptible to treatment or which vould
interfere with the operation of such treatment works. The category or
categories of sources to which the standards apply will be designated by
the EPA as "categorical" pretreatment standards. The standards shell
specify a compliance date not to exceed three years from the promulgation
date. These standards are projected to be promulgated at various times
through July, 1981 by single manufacturing source category.

The Issue

Host of GM's 138 plants are integrated facilities (facilities with several
wastewater categories) and will be affected by at least seven different
categorical pretreatment standards yet to be promulgated. As an example,
compliance with the single source electroplating standards, by October,
1982, will cost GH an estimated $100 million. The other single source
standards yet to be promulgated would require a projected additional $200-
$300 million for compliance. By requiring compliance with each single
pretreatment standard as promulgated, cost effective design of treatment
facilities to treat similar contaminants in multiple wastewater streams
from integrated facilities would be precluded. Redundant and duplicative
treatment facilities will be required and the potential for early
obsolescence of portions of treatment facilities installed to comply with
a single categorical standard will increase significantly.

Recomended Action

EPA should exempt integrated facilities from single categorical
pretreatment standards until three years after the last single standard
affecting an integrated facility is promulgated. This would allow time
for affected industries to minimize expenditures by cost effective design
of treatment facilities.

lGFS/126
1/27/81
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POTENTIAL SAVINGS OF ELIMINATING
OR MODIFNG CIRGAIN NUTIO

Regulatioa/Recomnended Action

1. 1982-1984 Passive Restraints
Passive Belts
NHTSA should eliminate the
passive restraint requirements
that comence with full-size
cars in 1982 model year and
apply to all cars by 1984.

Inflatable Restraints
To equip one car line with air
bags at an estimated option
volume of 100,000 units annually.

2. 1984 Heavy-Duty Engine Emissions
EPA should modify the emission
levels from 90% to 85% control
of CO, retain the current test
procedure, use the passenger car
requirements for useful life,
and the passenger car AQL of 40%.

3. 1984 Light-Duty Trck Emissions
EPA should modify the 90% AQL
and 100,000 mile useful life
requirements to agree with
passenger car 40% AQL and
50,000 bile life.

4. Light-Duty Diesel Particulate
Emissions and NOx Waiver
EPA should maintain the 1982
particulate standard of 0.6
gpm versus mandated 0.2 gpm for
passenger cars (0.26 LD trucks)
until control technology is
available.

EPA should grant the full four-
year NOx waiver (available
under Clean Air Act) from 1.0 to
1.5 8pm through 1985.

5. Jer Standard
NHTSA should reduce the current
bumper standard from 5 mph to
2.5 mph.

6. NAAQ Standard for Ozone
Redefine attainment to include
five annual excursions instead
of just one.

7. Industrial Pretreatxoent
Standards
Exempt integrated facilities
from single categorical pre-
treatment standards until three
years after last standard
affecting integrated facility
is promulgated.

UGFS/1262
1/27/81

GH Cost to Consumer
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SECONDARY RECOMMENDED ACTIONS TO IMPROVE COST/EFFECTIVENESS
OF GOVERNMENT REGULATIONS

February 1, 1981

General Motors has long supported regulations where there is a demonstrable health
or safety need not met in the marketplace. This paper supplements our priority
list of seven regulations, dated January 26, 1981, and covers those areas of
secondary concern, yet very important regulations, which might be eliminated or
modified as indicated, without a significant effect on health, safety or the
environment. The cumulative effect of these changes would save consumers and
taxpayers billions of dollars.

Section I. These recommended changes can be implemented by the Executive Branch*

Subject

1. Redundancy in Enforcement of
Emission Standards

2. Aftermarket Emission Control
Parts

3. The 207(b) Emissions
Performance Warranty

4. Medium and Heavy Truck Noise
Standards

5. Fields of Direct View
6. Theft Protection
7. Restraint System Comfort and

Convenience
8. Fuel Use Act
9. Industrial Boilers - New

Source Performance Standard
10. High Altitude Regulations for

1982-83
11. Hazardous Waste Management
12. Unregulated Emissions
13. Engine Adjustment Tampering

14. Consumer Information
Regulations

15. CO Waiver

Recommended Action

Eliminate redundancy

Withdraw regulation until realistic
solution is found
Defer implementation until an accurate
short test is developed
Rescind 1983 standard (80 dB)

Withdraw current regulation
Withdraw ignition lock requirement
Withdraw current regulation

Relax boiler operating requirements
Allow more extensive use of innovative
technology
Eliminate unnecessary interim standards

Prioritize classification of wastes
Continue current practice indefinitely
Regulation should only apply to idle air-
fuel mixture
Eliminate the current regulations from
cars
Grant two-year industry-wide waiver

*This list does not include items which require Congressional action such as the
Clean Air Act or Capital Formation.

V
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Section II. -Prospective Regulations Which Should Not Be Promulgated

Subject

1. 1984 Light Duty High Altitude
Standards

2. Crashworthiness Ratings

3. Pedestrian Protection

4. Side Impact Protection

S. Chlorofluorocarbons (Freon)

6. Ultimate Medium and Heavy
Truck Noise Standard

7. Heavy-Duty Engine Emissions
Certification Procedures for
Deterioration

8. Heavy Duty Vehicle Fuel Evap-
orative Emission Reduction

9. Indirect Visibility Requirements
10. Rear Lighting System
11. Post-1985 Passenger Car Fuel

Economy
12. Emission Testing at Different

Temperatures
13. Child Restraint Tether

Anchorages (FHVSS 210)
14. Bus Noise Standards

15. Vehicle Refueling Vapor
Recovery

16. Control Location and
Identification

17. Hydraulic Brake System
Inspectability

18. Hulti-Piece Wheels
19. Speed Governors for Commercial

Vehicles
20. 1986 Heavy-Duty Diesel

Engine Particulate Standard
21. 1985 Light Duty and 1986

Heavy-Duty NOx Standard

Recomended Action

Use 1982-83 proportional standards with
maximum test altitudes of 5,200 feet
Withdraw proposed regulation pending
correlation of test to field data
Do research before promulgating a new
rule
Redirect research to investigate sub-
systems test
Need better definition of the problem
and potential solutions
Retain the current 83 dB standard

Retain present procedure

Standard should specify certification
"by design"
Retain existing standard
Retain existing standard
Withdraw ANPRM - Retain 1985 MY standard

Withdraw - proposal unwarranted

Retain present standard

Propose voluntary bus noise standards
in lieu of regulation
Control, if needed, should be at
service station not on automobiles
Retain existing standard

Do not promulgate a new rule

Do not promulgate a new rule
Withdraw in favor of 55 mph enforcement

Withdraw NPRH

Withdraw ANPRM
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SECONDARY RECOMMENDED ACTIONS TO
IMPROVE COST/EFFECTIVENESS
OF GOVERNMENT REGULATIONS

February 1, 1981

SECTION I

THIS SECTION LISTS CHANGES TO EXISTING REGULATIONS THAT THE EXECUTIVE BRANCH
COULD IMPLEMENT.*

Note: All estimates given represent the best information currently available to
General Motors and are subject to change, given the variability of
regulatory, technological, market and other factors.

*This list does not include items which require Congressional action such as the
Clean Air Act or Capital Formation.

W

0*



257

REDUNDANCY IN ENFORCEMENT OF SSON STANDARDS

The Regulation

EPA's. automotive emission compliance requirements are redundant. The'need to
comply is not in question, only EPA'. means of insuring, it.

The ,Issue

Certification is the first compliance process requirement currently costing GM
nearly $48 million a year. Some certification provisions and their related costs
are not needed. EPA is developing additional requirements that could discourage
innovation aimed at fuel efficiency.

Plant Inspections by EPA are a redundant compliance tool because of constantly
improving production processes and quality control that assure our products are
built correctly.

A third enforcement activity evolved when EPA required GM to submit internally-
generated production quality control audit data on exhaust emissions fetus) .

Our current FETS program is far more effective and makes obsolete EPA's fourth
layer of requirements, Selbctive Enforcement Audits (SEA). General Motors has
experienced 63 SEA test orders to date; passing 61 with'the remaining two having
corrective action already underway at the time of the EPA audit.

EPA employs In-Use Surveillance to verify in-use compliance for five years or
50,000 miles. SPAts current testing program can check each major engine family at
least once during its five year/50,000 miles period. Approximately 3.8 million Gm
vehicles have been recalled and repaired by GM at no expense to the owners. This
success rate obviates the need for the other compliance steps described herein.

Clean Air Act Section 208 Requirements give. EPA broad authority to father
information in determining compliance. EPA's requests have been overly broad,
required unnecessary effort in responding, and cast doubt on the need for this
requirement.

EPA's seventh compliance tool, Defect Reporting, requires identifying production
errors, exceeding 25 of one kind, in materials or workmanship. GM's exemplary
voluntary record prior to the regulation proves this requirement unnecessary.

EPA is currently requiring state implemented Inspection/Maintenance (I/M)
programs. In-Use Surveillance is much more effective than I/N because the tests
for compliance are more reliable and cost beneficial.

Performance Warranty - Section 207(b), a ninth requirement, is triggered by I/M
and requires manufacturers to pay for the repair of cars after 1980, that fail the
I/l "short test" even if the failed part is not original equipment nor even
manufactured or authorized by the manufacturer.

Recommended Action

EPA should reduce redundancy by relying primarily on the In-Use Surveillance. and
Recall programs, and eliminate or reduce all other enforcement regulations noted
above.
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AFTERHARKET EMISSION CONTROL PARTS

The Regulation

The aftermarket part self-certification regulations were effective on
December 26, 1980 as a result of requirements added to the CAA in the amendm ts
of 1977. The unacceptability of the proposal was evident at the EPA public
hearings on October 3 and 4, 1979, in which the proposed regulations were
overwhelmingly rejected by all witnesses. Even the automotive aftermarket
associations, which originally lobbied in Congress for the program and drafted
emissions standards for specific parts and systems, did not support' the
regulations as proposed.

The Issue

This program now permits aftermarket parts manufacturers to self-certify that
their parts would not cause the emissions from a car to exceed emission standards
if these parts were installed. It allows each vehicle manufacturer to monitor the
notices of intent to certify aftermarket parts to enable appeal and decertify
decisions. Vehicle manufacturers would be liable for the quality of the part and
installation, despite the fact that vehicle manufacturers have no control over the
parts or the people involved. While these regulations were portrayed by EPA as
not having a significant cost impact, they are in truth "significant major
regulations" (as defined by the President's Executive Order 12044). General
Motors estimates $20 million in non-recurring facilities cost -- and $30 million
annual recurring cost -- for GM alone.

Recommended Action

The aftermarket self-certification regulation should be reconsidered and delayed
until a definitive cost effectiveness analysis can be performed. This delay would
not have a significant negative impact on air quality, aftermarket part
manufacturers, the independent repair industry, or the vehicle manufacturers. :

B.
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TIE 207(b) EMISSIONS PERORANCE WARRANTY

The Regulation

EPA has .implemented the performance warranty provisions of the Clean Air Act by
regulations defining a "short test" for I/M programs. Under this warranty, 1981
and later model care failing an'emission "short test" would be brought into
compliance at the expense of the vehicle manufacturer. However, the "short tests"
OA proposes differ from the test used to certify vehicles and, in fact, no short
test exists, nor is one likely to be developed, which will adequately correlate
with the certification test.

The Issue

The Performance Warranty Regulations fall under Section 207 of the Clean Air Act,
Compliance of Vehicles in Actual Use. The defect warranty and recall provisions
of this Section already are operative. The performance warranty regulations,
inspection and maintenance and aftermarket part self-certification regulations
are going to be very costly to implement; costly to consumers and taxpayers.
Their total cost is expected to run into billions with only a nominal, if any,
improvement in air quality.

Since the Performance Warranty Regulations have just been issued, there has not
been an opportunity to evaluate their impact on the 1981 model fleet. However,
these regulations likely will have a significant adverse impact on the automobile
industry in terms of administrative costs, burdensome procedures for
implementation, warranty costs for parts, diagnosis and repair, and the cost of
warranting a third party manufacturer's part. Although the total cost of
implementing this Performance Warranty has not, been estimated yet, it is expected
to be substantial.

In addition to the administration and implementation costs, the regulations are
currently the subject of litigation in order to clarify the legality of the
requirements.

Recommended Action

The performance warranty regulation should be rescinded L -til a practical way is
found to measure the emissions performance of vehicles in service. Existing In-
Use Surveillance and Recall programs are adequate and much more effective ways of
assuring the emission control performance of cars in use.
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MEDIUM AND HEAVY TRUCK NOISE STANDARDS

The Regulation

The next scheduled noise reduction for medium and heavy trucks will reduce the
naximua allowable sound level from 83 dB to 80 dB on January 1, 1983.

The technical and economic analyses used to justify truck noise standards we.re
made in 1974. Update of these would result in substantial changes to the eco-
nomics of the regulation.

The Issue

Changes required to meet the 80 dB truck regulation in 1983 will increase the cost
of GH trucks to consumers by approximately $365 per unit or $35 million annually.
This does not include the increased maintenance costs on these trucks resulting
from the added complexity of noise control hardware and noise shields which
restrict accessibility for maintenance.

Recommended Action

Enforcement of the 80 dB truck regulation should be rescinded until an updated
cost/benefit analysis demonstrates the need for an 80 dB standard.

el
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FIELDS OF DIRECT VIEW

The Regulation

FMVSS 128 contains windshield transmissibility requirements which will
necessitate a reduction in the amount of tint in certain passenger .€8r
windshields.. The rule also restricts the number and size of obstructions, such as
pillars' in the driver's field of view.

The Issue

The NMNSA has failed to show that windshields meeting the existing requirements
prior to the promulgation of FHVSS 128 represent a risk to the public. Moreover,
such a change could have an adverse affect on occupant comfort in affected
vehicles.

NHTSA also has not demonstrated that vision obstructions on existing vehicles
represent a risk that justifies the need for a standard. Many GM car lines nearing
production and/or projected to run beyond the effective date of this standard will
require costly structural revision to meet the newly promulgated regulation.

Recommended Action

The NHITSA should withdraw the standard.
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THFT PROTECTION

The Regulation

NHTSA has extended the Theft Protection Standard (FHVSS 114) to light trucks and
MP/s and increased requirements for ignition locks with key release buttons or
inhibitors. (These inhibit inadvertent locking of steering on some cars with
floor-mounted transmission levers.) This change will prohibit the current ON
design.

The Issue

The requirements involving light trucks and MVPs (except walk-in vans) are either
already incorporated in Gi vehicles or are scheduled to be included before the
effective date.

NHTSA has not demonstrated the safety need or the cost effectiveness of the
requirement which disallows GM's current steering lock inhibitors.

Recomended Action

NHTSA should withdraw this requirement since the existing standard adequately
addresses any vehicle safety need.

4
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RESTRAINT SYSTEM COffRT AND CONVENIENCE

The Reiulation

NNT$A has issued specific comfort and convenience requirements for manual and
automatic seat belts for passenger cars and light trucks. The manual front
outboard lap/shoulder belt currently used in passenger cars are exempted. NIT$A
believes such a proposal would encourage belt usage.

The Issue

Available information does not support NHTSA's contention that low usage rates of
restraint systems is attributable to a lack of comfort and convenience. A more
logical explanation for the high rejection of restraint system, is the lack of
understanding on the part of consumers regarding the safety benefits of restraint
systems. Ironically, restraint systems judged in consumer surveys offering
high levels of comfort and/or convenience, have not been shown to achieve
significantly higher than qormal usage rates. Thus, the current regulation Is
inappropriate in that it is based on unsubstantiated assumptions regarding any
benefits anticipated from restraint systems which would conform.

Further, the concepts of comfort and convenience which involve subjective percep-
tions by consumers already provide powerful competitive incentives for manufac-
turers to incorporate features which enhance comfort and convenience, especially
for automatic belts. Thus, regulation is unnecessary, and could be
counterproductive if it limits or precludes marketplace incentives. The potential
also exists for increased design costs where regulation restricts a manufacturer's
design freedom to consider less costly, but equally effective approaches.

Recommended Action

The current regulation should be withdrawn pending further review of all
strategies which offer potential for increased seat belt usage. Special emphasis
should be given to strategies which could promote increased restraint usage by
increasing the awareness by the consumer of the benefits of restraint systems.

Consideration of regulatory strategies, e.g. the current regulation mandating
comfort and convenience, should include a determination that: 1) such strategies
will result in increased seat belt usage, and 2) adequate marketplace incentives
do not exist. Furthermore, NETSA should also reconsider its intention to publish
"performance guidelines" for restraint systems in that such activity is
inappropriate as a rulemaking function.



FUEL U S.19 Aa

The Regulation

The Powerplant and Indttrial Fuel Use Act and the regulations implementing it
would require all new and many existing Major Fuel Burning Installations to burn,:
coal as their primary energy source.

The Issue

GH opposes this approach because its implementation would impose overly stringent
exemption requirements. In addition, it may force GH to make large expenditures
to convert existing non-coal capable boilers to coal. OH is committed to the use
of coal in its boilers wherever it is cost effective.

Recommended Action

The regulations should be modified to minimize the costs of compliance or consid-
eration be given to a total iepeal of the Act.

4



INDUSTRIAL BOUM-NEW. SOURCE PEPRH CE STANDARD (NSPS)

The Resulation

EPA it currently developing a New Soutce Performance Standard (NSPS) for indus-
trial " and commercial boilers of' 10' to 250 million' tU.' The leading control
options will likely require the use of baghoues for particulate control, as Vell
as flue gas scrubbing for sulfur dioxide emission control. Environmental impact
studies clearly indicate that these controls are unreasonably costly based upon a
cost/effectiveness analysis.

The Issue

Based on extensive monitoring and modelling data, the cost of baShouses and wet
scrubbers can be shown to be excessive when applied to industrial-Sine boilers.

The estimated cost of baghouses and scrubbers to the total industrial sector will
be $2 to $3 billion between now and 1985. If technological innovations such as the
newly developed ON side stream separator and low-sulfur coal can be used as an
alternate to baghouses and scrubbers, this estimate could be reduced to
approximately $360 million, with only minimal impact on air quality.

For GU2, compliance with the proposed NSPS for the control of sulfur and particu-
lates of the approximately 60 replacement boilers scheduled over the next ten
years is estimated at $153 million; use of the alternate, control strategy is
estimated at $21 million, thus allowing a potential saving of approximately $130
million.

Recommended Action

EPA should postpone the NSPS until environmental data from the use of the GM side
stream separator and low-sulfur coal is analyzed.



IGH ALTITUDE REGULATION FOR 1982-83

The Regulation

EPA has promulgated high altitude emission standards for 1982-83. This regulation
is unnecessary from the, air pollution standpoint, is not required by law and will
result 'in significant certification expenditures and some hardware additions.

The Issue

The Clean Air Act authorizes, but'does not require, EPA to set high altitude
emission standards for 1981-83. Such standards were recently promulgated by EPA
for 1982-83 cars and light trucks.

1981 GH cars will employ emission control technology which provides substantial
altitude compensation. On the average, the 1981 G cars should provide high
altitude emission control similar to the EPA proposal. Thus, the regulations will
result in no perceptible benefit to air quality. However, certain truck models
would require additional equipment to achieve the proposed standard. -- equipment
which will add $70 to the consumer cost per affected vehicle.

There is provision in the regulation for "modification" of low altitude vehicles
to meet high altitude standards.

In addition, the regulation requires cars to be capable of adjustment to meet
standards at both high and low altitudes. This capability is not available on all
cars and thus could eliminate certain high fuel economy cars from national
production. It will most certainly add substantial cost to the car manufacturers'
certification testing burden.

Recommended Action

EPA should rescind the 1982-83 high altitude emission requirements.

4
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HAZARDOUS WASTE NAHT

The Regulation

On May 19, 1980, EPA promulgated hazardous waste regulations under the Resource
Conservation and Recovery Act. Subsequently, several amendments to these
regulations were made by EPA. These regulations include criteria and lists. for
identifying hazardous wastes. EPA did not consider the "degree of hazard" concept
recommended by professional and industrial organizations during the rulemaking
process. Therefore, all identified hazardous wastes are required to meet the same
stringent requirements. This EPA approach does not allow orderly implementation
of controls, imposes unnecessary control costs on less hazardous wastes, and
diminishes efforts to control the most hazardous substances first.

The Issue

EPA estimated that the hazardous waste regulation will impose $310 million capital
cost and $510 million per year operating cost on industry nationwide. The total
cost estimated by the business community was over $2 billion per year.

EPA's failure to consider the "degree of hazard" concept is evident in the listing
of the following two wastes as hazardous in the May 19 regulations. and as amended
on November 12, 1980:

o "7006 - Wastewater treatment sludges from electroplating operations
except..."

0 '7007 - Spent cyanide plating bath solutions from electroplating operations
except..."

F006 is much lower in degree of hazard than F007 because many soluble toxic
constituents have been destroyed or precipitated during wastewater treatment
which generated the sludge. F007 is usually more hazardous than F006 because it
may contain highly toxic cyanides or strong acids which require special
management.

Recommended Action

EPA should revise the May 19, 1980, regulations to incorporate the "degree of
hazard" concept.
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U0 EULATED SMISSIONS

The Regulation

ZPA has indicated that it plans to require manufacturers to run extensive product
tests and health effects studies related to possible exhaust emissions which are
presently unregulated.

The Issue,

The 1977 Clean Air Act Amendments state that, effective with 1979 model-year
vehicles, no emission control device or element of design shall be used if it will
contribute to an unreasonable risk to public health, welfare, or safety. To date,
EPA has issued certificates of conformity based on manufacturers' statements that,
to the best of the manufacturer's knowledge and belief, the emission control
devices being used comply with the requirements of the Act. However, EPA has
indicated that it plans to require these statements to be based upon extensive
product tests and health eifects studies. The detailed test program outlined by
EPA in a draft proposal in late 1978 would cost manufacturers hundreds of millions
of dollars per year.

The amount of testing proposed by EPA is such more than needed to effectively
monitor unregulated pollutants. The requirements of the legislation can be
satisfied by a continuing, orderly research-oriented study of the sort that has
been in existence for some time in General Motors. In this program, we review new
control system concepts and new engine design types for the probable occurrence of
unregulated emissions, and test for unregulated pollutants that are suspect. We
also assess potential effects on air quality and public health. Areas of
particular concern are studied in more detail, either within GH or by outside
contractors.

Recommended Action

IPA should continue the current compliance-statement procedure.



269

ENMin AD-uS1h,,, TAMPERING

The Regulation

The Parameter Adjustment or anti-tampering regulation forces manufacturers to
design engines so as to eliminate engine system adjustment features or to limit
their range of adjustment. The regulation is ambiguous and EPA has been forced to
make arbitrary judgments for each proposed design. Furthermore, carburetor idle
mixture screws are the only adjustable feature for which tamper resistance can be
justified, according to EPA's own field surveillance data.

The Issue

The basis for this regulation is field surveillance work which indicated that
misadjutmant of the air/fuel mixture at engine idle was a caon occurrence.
Subsequently, EPA issued a broad regulation affecting this adjustment and several
others which have not been demonstrated to be field prole. The final rule,
publishe4 on January 12, 1979, required four parameters toN be sealed In the first
two years, beginning with 1981 (idle mixture screws and choke in 1981, ignition
timing and idle speed in 1982). GH voluntarily included an idle mixture screw
sealing cover on all of its cars beginning in 1979, two years before the rule
became effective. In the. spirit of discouraging tampering, ON voluntarily
provided tamper-resistant features for chokes in the 1980 model year.

EPA has been vigorously enforcing this regulation in an arbitrary manner by
requiring detailed approval of every design proposed. Decisions about the
accessibility of adjustments have been highly subjective and have added
considerable complexity and cost to the carburetor choke mechanism for 1981.

EPA has responded to industry concerns about the excessive cost and rescinded the
1982 idle speed requirement on August 26, 1980 and the 1982 Ignition tMing
requirement on October 28, 1980.

ON is currently negotiating with IPA to rescind the 1981 choke tamper resistance
requirements. The action was initiated by a CH letter dated November 20, 1980
pointing to a continued lack of justification from recent EPA surveillance
studies. If EPA drops this requirement, ON new car buyers will save $28 million in
1982 with commensurate savings in future model years.

ecoemeded Action

EPA should rescind all Parameter Adjustment requirements except those for idle
mixture screws.

, 77 -1 0-81- 18
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CONSUMER INFORMATION REGULATIONS

The Regulation

The current Consumer Information Regulations require manufacturers to provide
information 'to NHTSA, to customers and to prospective customers about stopping
distances and tire reserve load.

The Issue

This consumer information is costly to disseminate and has proven to be of limited
value. It generally has been ignored by the customer. Reports from dealer
showrG8as indicate that buyers rarely ask for this information. Compliance with
the Consumer Information Regulation costs GM approximately $750,000 each year.
Stopping distance of cars and tire performance are already regulated by other
standards.

Recommended Action

NNTSA should eliminate the current Consumer Information Regulation requirements
as they relate to passenger cars since they have little perceived customer value
or safety benefit.

lIlS/A3SI
1/29/81
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CO WAIVER

The Reoulation

A standard of 3.4 pm CO becomes effective in 1981, however Congress provided for
waiver to 7.0 gpm CO for both 1981 and 1982. Emission control technology has been
developed to meet this statutory standard but with increased cost and in sow
cases lost fuel economy and reduced driveability.

The Issue

Most experts agree that granting an industry-wide two-year CO waiver would have
insignificant effect on air quality and public health. A balancing of risks shows
that the increased cost to mot the statutory standard far exceeds any possible
benefit.

An industry-wide CO waiver could save GH consumers about $140 million for model
year 1982 or a savings of '$70 per vehicle for those vehicles not previously
granted CO waivers for 1982. However, at this late date, it is unlikely that GH
could take much advantage of the potential savings. Nevertheless, it is in the
nation's best interest that EPA grant an industry-wide waiver.

Recomended Action

EPA should grant an industry-wide two-year waiver.
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SECONDARY REC(ENDED ACTIONS TO
IMPROVE COST/EFFECTIVENESS
OF GOVERNMENT REGUMATIONS

February 1, 1981

SECTION II

T111S SECTION LISTS PROPOSED REGULATIONS WE1IClf RmULn NO? RI .PItDEIIIAATID*

Note: All estimates given represent the beat information currently available to
General Motors and are subject to change, given the variability of
regulatory, technological, market and other factors.

*This list does not include items vhich require Congressional action such as the
Clean Air Act or Capital Formation.

of

TRIS SECTION LIM PROPOS19D REGUIATIONS WRICH SHOULD NOT BE -



1984 LIGfT-DIT HIGH ALTITUDE STANDARD
Te Prposal

The Clean Air Act (CAA) requires that, beginning with the 1984 model year, light-
duty vehicles =mat meet sea level standards regardless of the altitude at which
they are sold. EPA is prepar$gn a report to Congress on the economic impact and
technological feasibility of meeting sea level standards at all altitudes.
Available data support proportional standards (i.e., standards, similar tO those in
effect at high altitude for the 1982-83 models) for high altitude area.
Furthermore, the data support the enforcement of standards at altitudes no higher
than that of Denver. EPA has already indicated that the standards should be
enforced at altitudes no higher than 6,000 feet.

1 Issue

IWhen high altitude regulations were promulgated for the 1977 model year, they were
met vith strong resistance from dealer organizations. Consequitly, the Clean Air
Act was amended in 1977 to.plAce certain limitations on IPA iik promulgating new
high altitude regulations prior to the 1984 model year. These imitations provide
that PA could not establish high altitude regulations before 1981 and that the
standards could not require a greater percentage reduction than is required for
sea leveI vehicles.

The CW Amendments of 1977 also specified that, beginning with the 1984 model
year, vehicles must meet sea level standards regardless of the altitude at which
they are sold. Congress obviously had some concern about the visdom of requiring
manufacturers to met the standards at all altitudes because they required EPA to
report to Congress, by October 1, 1978, on the economic impact and technological
feasibility of meeting tke sea level standards at all altitudes.

Unfortunately, EPA has not yet reported to Congress on the 1984 altitude issue.
Nevertheless, the EPA report, which will probably be issued within a few months,
will stgnificantly'impact the 1984 high altitude issue in the forthcoming Clean
M~r Adt review.

Recorded ActIo

SPA is* justified in recommending to Congress proportional standards (same as in
effect for 1982-83) f9r 1984. Also, EPA is justified in recomending that testing
at Denver's altitude (essentially 5,200 feet) would be adequate to Judge
compliance.
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CRASHWORTHINESS RATINGS

The Proposal

Through enactment of Title II of the Motor Vehicle Information and Cost Savings
Act, the Department of Transportation is charged with the task of developing
methodology to determine the characteristics of passenger cars relative to their
damage susceptibility, crashworthiness and ease of diagnosis and repair. The
Secretary must then devise means to communicate this information to the public.
The NHTSA has issued (1-16-81) a Notice of Proposed Rulemaking.

The Issue

NHTSA has conducted extensive and expensive laboratory crash testing of cars at 35
mph with the stated presumption that such tests may reliably indicate relative
crashworthiness differences. Such data, NHTSA has stated, may be utilized to
create vehicle crashworthiness ratings. The agency has publicized the test
results in their recently issued "Car Book."

The proposed rulemakinS essentially requires automobile manufacturers to certify
their cars' crash performance at 35 mph ("Pass" or "Fail" the related crash
protection standards), provide substantiation of the certification to the Agency,
and provide a window sticker, indicating 1) failure to meet occupant crash
protection requirements at over 30 mph crash test speed, or 2) success at meeting
occupant crash protection requirements at 35 mh (or hi her) crash test speeds
(no certification at speeds between 30 and 35 mph are Allowed).

General Motors has consistently supported consumer information vhat is meaningful
and that will be used by consumers in their purchase decisions. Such information
must be accurate, reliable, and readily understood by the public to be of value.
The proposed rulemaking, the NHTSA public comments, and the representation (such
as the "Car Book") of the 35 mph crash test results as indicative of real world
crashworthiness are misleading to the public. Test technology does not exist to
allow such laboratory crash testing to be reliably correlated with. real-world
highway accident performance. At the present time, test dummies are ,not acesiate
representations of humans, and the injury criteria used in conjunction with these
dummies lack strong medical foundation. Also, the close relationship of a frontal
barrier test impact with a real world frontal impact still must be established.

The continuation of the NHTSA 35 mph crash testing, dissemination of test results,
and the proposed rulemaking before research and development provides the proper
test tools, are inappropriate from a technical viewpoint, misleading to the
public, and are wasteful of the taxpayers' money.

Recommended Action

NHTSA should change their program to one of research and development which
responds to test technology questions. Further, publication of laboratory crash
test results such as NHTSA's recent "Car Book" should be immediately discontinued.
In addition, NRTSA should recall the NPRM on this subject until such questions can
be properly answered.
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PEDESTRIAN PROTECTION

The Proposal

NNTSA has recently issued a proposal for rulemaking on pedestrian protection.

The Issue

The basic assumptions made by NHTSA that this standard will save weight and not
require additional cost are incorrect. The standard probably will require "soft
face" designs which, particularly for smaller vehicles, are generally more costly
and add weight. The NHTSA has not completed planned research which is needed to
estimate the benefits associated with this proposal.

Recommended Action

NHTSA should withdraw the proposed rulemaking until the necessary research data
have been gathered and analyzed.
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SIDE IMPACT PROTECTION

The Proposal

NHTSA has indicated its intent to require full vehicle crash tests to establish
compliance to a new standard on side impact performance.

The Issue

GH's primary concern over this issue is that the NUTSA will decide to require
compliance to a standard based upon full vehicle crash tests using crude duties
and questionable injury criteria. Further, analyses of real-world accident data
has shown that injury mitigation potential would be more properly addressed by
adopting sub-system tests and incorporating design changes in response thereto.
GM cannot support a standard that might exclude alternative side impact test
strategies potentially yielding more consumer benefit in less costly or less
complex ways. GM has publicly offered its cooperation in the development and
evaluation of viable alternatives.

Recommended Action

NHTSA should redirect its research activities to include consideration of alter-
native, more effective test strategies for improving side impact protection. In
addition, it should actively solicit the cooperation of industry to investigate
and evaluate these alternatives.

V
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C FLORFofloCARBONS (FRIOX)

The Proposal

EPA is considering regulation of the non-aerosol uses of chlorofluorocarbons
(CFCs) based on National Academy of Sciences (NAB) studies which state that the
increasing ozone depletion rate is. cause for concern, if worldwide uses of CFCs
continue at today's rate.

The Issue

EPA has already cut the U.S. usage of CFCs by 50, by banning CFC use in aerosol
sprays in 1978. Now EPA plans to reduce CFC use further by either limiting pro-
duction to current levels or by limiting production up to 70% of current pro-
duction in the future. The effects of this proposal have not been adequately
assessed. There are no currently available substitutes for OH's major uses (i.e.,
automotive air conditioning refrigerant R-12 and flexible seat foam blowing agent
i-11).

If a change to any known alternate refrigerant for vehicle air conditioning sys-
tems is required, the machinery, equipment and tooling for the current systems
would have to be replaced. If an alternate refrigerant were selected now, we
estimate that it would take General Hotors 5-7 years to test, develop and place
into production a system that would be compatible with the new refrigerant.

If General Hotors were to change to an alternate blowing agent used in flexible
seat foams, the development time to place such a foam into production is currently
estimated at 2-3 years.

The Clean Air Act requires the Administrator to study the CFC problem worldwide
and make recommendations. A CFC regulation is not mandatory and no effective date
is specified in the Act. EPA's current proposal for production restrictions via
economic incentives is not permitted by the Act.

General Motors would have to invest approximately $400 million for new machinery,
equipment and tooling for both vehicle air conditioning and for flexible seat
foams to use alternatives to CFCs.

Recommended Action

EPA should postpone any regulatory actions until the problem and potential solu-
tions are better defined.
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ULTIMATE MEDIUM AND HEAVY TRUCK OISE STANDARD

The Proposal

In the truck noise regulations originally proposed in October 1974, the EPA
included plans to limit truck noise to 75 dB. However, when the regulation was
finally published in 1976, based upon an evaluation of the technology and
economics by the Administrator, it required a reduction to only 80 dB.
Subsequently, EPA has stated that it is the intent of the agency to further regu-
late to 75 dB, probably by 1985.

The Issue

EPA has spent, and is spending money to build prototype trucks at the 75 dB level
to try to demonstrate the viability of a 75 dB regulation. These prototype trucks
do not offer any new technology compared to that demonstrated and reported by the
DOT quiet truck programs starting in 1974. The DOT reports on these programs were
part of the EPA evaluation of the viability of a 75 dB regulation in 1976.

There is no new information today that should change the conclusion of the Admin-
istrator in 1976. The technology for attaining the 75 dB sound level for trucks
still requires engine and transmission enclosures, the cost and complexity of
which are out of proportion to the benefit attained. The production cost to the
consumer for the noise control hardware installed on a prototype truck recently
outfitted by an EPA consulting firm was estimated to be $1500.

The EPA intention to require 75 dB is being pursued without any indication of new
technology being available and without an appraisal of the benefits ensuing from
regulations already in effect. This expressed EPA intent forces industry to
divert resources from more pressing problems.

Recommended Action

EPA should stop pursuing the goal of a 75 dB regulation on medium and heavy trucks
until:

1. The improvement in the environment resulting from 83 dB trucks has been
properly evaluated.

2. There is a demonstration of noise control technology, other than total
enclosures for engines and transmissions, that would be more cost beneficial
and more practical for field use.
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HEAVY DUTY (HD) ENGINE EMISSIONS CERTIFICATION PROCEDURES FOR DETERIORATION

The Proposal

First proposed as part of the 1984 HD exhaust emission package, this provision was
withdrawn and recently reproposed in an ANPRM on 1985 LD and 1986 HD NOx.

The Issue

EPA intends to implement a system of testing HD engines to establish certification
deterioration factors. This system would require that engines be placed in
vehicles which are in service. Periodically, the engines would be removed from
the vehicles for emission testing and then reinstalled for further use.

The GM cost estimate for the program as originally proposed in 1979 is
approximately $10 million just for the initial model year. GM considers the
current durability test requirements to be adequate.

Recommended Action

The "in-service" procedure to determine deterioration factors would be unduly
complex and add considerable expense. The durability test should continue to be
accomplished on an engine dynamometer and completed prior to start of production.
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HEAVY DWT VEHICLE FUEL EVAPORATIVE EMISSION REDUCTION

The Proposal

EPA has proposed an unduly complex heavy-duty (ED) vehicle evaporative emission
certification procedure.

The Issue

In Hay, 1980, EPA proposed evaporative emission rules for RD vehicles patterned
after existing rules for light-duty (LD) vehicles. Because of the larse number of
different truck models necessary to satisfy the variety of truck uses, the size of
the RD test fleet would be almost as large as that for LD vehicles. Considering the
difference in LD and HD vehicle sales, the HD test burden would be
disproportionate. Vehicle certification would be further complicated by the
proposed requirement that manufacturers of incomplete vehicles ,somehow determine
the final configuration of vehicles to be completed by secondary vehicle builders
in a worst case configuration and procure these completed vehicles for
certification testing. Thus, the vehicle manufacturer becomes responsible for the
actions of others.

IPA's approach to HD vehicle evaporative certification is particularly absurd in
view of California's successful and cost effective control of HD vehicle evapora-
tive emissions. Since 1973 California has certified control systems "by design"
i.e., by projecting light-duty vehicle system design data to establish heavy-duty
vehicle corpliance.

Recoameuded Action

EPA should take the long overdue action of adopting the California regulatory
concept of "by design" certification. If some additional type of testing is
deemed necessary, it should be limited to system component testing in order to
preclude the need for large new building facilities and oversized test equipment
which would cost GH an estimated $6.5 million (1980) dollars. It also would avoid
annual data-fleet certification costs estimated $1.3 million (in '80 dollars).
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INDIiCT VISIBILITY MQUIPHENTS

The Proposal

RIITSA has proposed amendments to FleSS 111 which among other things would require
the drivers to see a significantly greater area in their rearview mirrors.

The Issue

NETSA has not demonstrated that a safety need exists for additional regulation of
indirect visibility.

This proposal would require outside mirrors on every passenger car to be made
considerably larger. Anticipated costs would be about $75 million. In addition,
the requirements for the inside rearview mirror of sporty and hatchback models
could require major structural redesign. Some truck models also may require major
structural redesign. ON has estimated the engineering and tooling costs of this
proposal, applied to one vehicle line, at $18.6 million.

Recommended Action

NNTSA should not promulaste the proposed changes to the standard since a safety
need has not been established, and the associated costs could be substantial.
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REAR LIGHTING SYSTEM

The Proposal

The NHTSA has just released a NPRH that would require all passenger cars manu-
factured after September 1, 1983 to have an auxiliary high-mounted stop lamp.

The Issue

Two NHTSA studies have indicated that vehicles using a single, high, center-
mounted stop lamp in addition to the current stop lamps tend to be involved in
fever rear end accidents. However, a definitive cause for this apparent accident
reduction has yet to be determined. The addition of an auxiliary high center-
mounted stop lamp will also increase costs substantially beyond the NHTSA
estimates of $4.45 to $5.21 per car.

Recommended Action

NHTSA should forego this proposal pending a further study to fully determine the
causes for the observed effects. This would allow for less restrictive design
constraints and assure that anticipated safety benefits will be realized.
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POST-1985 PASSENGER CAR FUEL ECONOMY

The Proposal

The Energy Policy & Conservation Act (EPCA) gave DOT the authority to set
standards beyond 1985. Once such standards are finalized, Congress has 60 days to
review them. DOT on January 20, 1981 issued an ANPRM on this subject.

The Issue

Beyond 1985, there are numerous questions that virtually preclude a responsible
comtment by anyone -- whether in industry or government -- to a specific level
of fuel economy. There are so many external factors of unknown dimensions that
could influence consumer purchase decisions that it is only possible to speculate
as to what level of fuel economy will be closest to what consumers will demand.
Standards that exceed consumer demand can result in lost sales and reduced
employment. Standards that are lower than what consumers want are obviously
unnecessary. One of the largest factors that will affect consumer purchases and
the most difficult to predict is the price of gasoline beyond the next year.

Recommended Action

The AKPRH should be withdrawn -- DOT should retain the 1985 27.5 mpg standard
since manufacturers are currently responding, and will continue to respond, to
consumer demand for higher fuel economy.
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EMISSION STING AT D M CTRItTUMS

The Proposal

EPA is developing regulations which would require emission testing of vehicles at
temperatures above and below the temperature at which the standard emission test
is run. These regulations would require major new expensive facilities and add
significantly to the certification test load. There is no current evidence, to
our knowledge, that indicates air quality benefits resulting from this effort and
expense.

The Issue

EPA believes that the the Clean Air Act empowers them to expand certification
testing requirements to include operating temperatures and conditions not now
included in the Federal Test Procedure. In September, 1978, EPA issued sn Advi-
sory Circular which attempted to implement such changes without even using normal
ruleasking procedures. General Motors responded by questioning the need,
authority, and proposed method of implementing these requirements. G believes
that these additional testing requirements are not mandated by the Clean Air Act
nor required from the standpoint of air quality in view of the many other existing
layers of compliance.

General Motors has voluntarily supplied data to EPA which demonstrate that present
control systems at temperatures different from the standard test temperature
provide about the same proportional control as they do at the standard
temperature. Thus, elaborate new test requirements would not provide any
significant additional air quality benefits.

For the 1980 model year, the added cost to General Motors for additional testing
and new facilities to comply with EPA's proposed requirements would have been
approximately $20 million. Thereafter, the cost of testing would be about
$500,000 annually.

Recommended Action

EPA should cancel this activity.

1 *4
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CHILD RESTAIN TETHR ANH RS (FNVSS 210)

The Proposal

The NRA proposes requiring anchorages for child restraint system (CRO) top
tether straps at each rear seat position in passenger cars, tWVs and light trucks.

The Issue

The NHTSA indicates that its proposal is based on studies which have found that
top tethers on child restraints are properly secured to the vehicle about half of
the time. The NHTSA believes that a significant increase in the rate of top tether
attachment can be achieved through requiring vehicles to provide tether anchors at
all rear seat positions.

However, NHTSA's own review of studies has also shown that the lap belts needed to
secure the CRS to the vehicle are used about half of the time. The similarity of
usage rates in these two instances strongly indicates that a significant change in
attachment rate for top tethers would not occur if anchorages were provided.
Additionally, most child restraints are not even equipped with top tethers.

Recommended Action

OH recommends that this proposal be withdrawn on the basis that negligable benefit
and unnecessary cost would result from this regulation.

77-112 0-81-19
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BUS NOISE STANDARDS

The Proposal

In September 1977, EPA proposed progressive exterior bus noise standards of 83 dB,
80 dD and 77 dB. - EPA has not yet promulgated the regulation. These standards
would apply to school buses, transit buses and intercity buses.

The Issue

General Motors has proposed voluntary standards for transit, suburban and
intercity buses on the following schedule:

.... Sound Level Standard (dB)
Effective (Not to Exceed)
Date Exterior Interior

Jan. 1, 1981 83 83

Jan. 1, 1983 80 80

This is an improvement on the schedule we believe is being considered by the EPA.

It eliminates the 77 dB exterior noise standard proposed by the EPA.

Inasmuch as a 77 dB transit bus conforming to all other performance requirements
in this country has not been demonstrated, the technical risks of initially
regulating to this level are prohioitive. It is probable that this level of
regulation would require a fully enclosed engine compartment. Sufficient time
must be allowed to design and adequately test such unproven features for
durability.

Recommended Action

We suggest that EPA accept voluntary standards for transit, suburban and intercity
buses and thereby avoid costly administrative burdens for government and industry
alike without redeeming benefits.

EPA should not consider the 77 dB level until it has been demonstrated that buses
operating at that level will meet performance, maintenance, and durability
requirements.

With regard to voluntary standards for school buses, it continues to be the
General Motors position that school buses be controlled to the same level as
medium trucks. This would allow for the most expeditious control of this class of
buses on a voluntary basis. Responsibility for compliance to the voluntary
standards would be accepted according to the proposal contained in the Federal
Register, Vol. 42, No. 176, September 12, 1977, Page 45776 et seq, Noise Emission
Standards for Transportation Equipment Buses.

-r :i
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VEHICLE REFUILING - VAPOR RECOVERY

The Pr2posal

The Clean Air Act (CAA) requires EPA to examine proposals relating to refueling of
vehicles to determine the feasibility of requiring new vehicles to utilize on-
board hydrocarbon control technology as opposed to recovery utilizing stationary
equipment at service station fueling sites. A decision to go on-board not only
would involve more cost per unit of emissions controlled, but would impose
national control which is not needed in many areas.

The Issue

EPA is required by the CAA to impose regulations requiring on-board control if it
finds that approach (compared to service station control) feasible and desirable.
However, that judgment must, by law, consider cost effectiveness; GH estimates the
cost is about three times greater for on-board control in dollars per ton of
emissions prevented. The estimated cost per car of on-board control hardware is
$16 to $24 per car which translates to $100 to $150 million per year to purchasers
of GH vehicles.

If control of refueling emissions is actually required in certain areas it can be
obtained quickly and more cost effectively with service station control. On-board
control would involve a national program, regardless of need and require more than
ten years to become effective -- as a result of the time needed to replace older
cars without this type of control.

Recommended Action

If control of refueling emissions can be justified, it should be confined to ser-
vice station control in those areas where it can be shown to be necessary and cost
effective.
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CoNTRL WCTJoM Mn,.,IDPTIxCATZoR

NETB has requested manufacturers' future plans for control locations and
operating modes. it is N!TeA's belief that there is a safety hazard when drivers
are distracted from the road while searching for unfamiliar controls.

The industry has already achieved som degree of standardization through several
SMl end ISO Recoemended Practices. OH has achieved a fairly hih degree of
standardization of nay controls within our own product lines. There ts no con-
elusive evidence thst further control standardisation could reduce accidents.

It Standardization "of control locations
proposed, it could require the redesign and
function control stalks (i.e. turn signal
included) steering wheels, dd even radios.
a negative effect on competition.

UffA should not
standardization until
contribute to vehicle

and ot~erating odes is eventually
tooling of instrument paels, Multi.
levers with other control functions
It could restrict innovation and have

impose further control location and operating mode
it can be shown that each specific control requirement can
safety.

14

Ii,



LC DA SYS , INSPECTADILL.

Ike Provosel

NNITa is considering a standard which would require that consumers and mechanics
be able to inspect brakes without removing a wheel.-

The Igsue

We believe that a thorough evaulation of the condition of a brake system can only
be made following removal of the wheel (and brake drum where applicable).'

The Inspection openings required by such a standard could cause increased exposure
of brake components (i.e. linings, springs, etc.) to weather and contamination,
thus causing premature wear and possibly necessitating additional maintenance.
N)ITUA has not yet published a proposal detailing actual inspectability
requirements. for this reason, the total impact of such a regulation cannot be
assessed.

Recoemeaded Action

NVTSa should not promulgate a rule requiring brake Inspections without wheel
removal.
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The Provosel

NXTSA has been petitioned by the Insurance Institute for Highway Sefety to ban the
production of multi-piece wheels (used on medium and heavy duty trucks).

The Issue
Although some designs of multi-piece wheels have experienced separation when
damaged or mis-assembled, the frequency of such occurrences is very low. Accord-
ing to the National Wheel and Rio Association, it is one per 1,347,000 tire
changes. Usually only a few designs have been involved, some of which are now out
of production. The only alternative - one-piece wheels - uses a different series
of tire sixes than do multi-piece wheels. Even if there is sufficient capacity to
manufature one-piece wheels for all truck production, there does not appear to be
sufficient capacity to manufacture the needed tires.

Recommended Action

NHTSA should withdraw the proposal to categorically ban multi-piece wheels. It
could result in a shortage of one-piece wheels and tubeless tires that would
restrict truck production. NHTSA first should determine if those few designs with
higher incidence of separations are still in production, and if so address then
individually.

'41
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SPED GOV MOS FR COM CIAL VYWICLES

The Proposal

Trailway Bus Company has petitioned KMTSA to establish a standard to limit com-
mercial vehicle speed to 57 moh. Trailways subsequently, withdrew their support
of this regulatory action.

The Issue

Speed may be limited through restrictions of engine power and drive ratios, engine
speed governor, or road speed sensing governors. The beat of theae devices to
not likely to control speed better than plus or minus seven mph. In order to keep
all commercial vehicles from exceeding 57 nph, some vehicles, therefore, would be
limited to speeds as low as 43 mph. This would be unacceptable, and would lead to
irate cuatomeria widespread defeat of the system, high warranty costs and traffic
congestion. Many commercial drivers have indicated a concern that speed limited
vehicles are not safe due to such problems as restricted passing performance. The
cost of these systems could be more than $100/vehicle..

Recommended Action

NHTSA should not respond favorably to this petition. Risorous enforcement of
existing speed laws is a more cost effective solution to the problem of excessive
vehicle speed.
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1986 11MW DUTY D1L BoxN-a WAM M STANM
The Pro osa-

On December 23, 1980 the IPA Administrator proposed in an 33 a psrticulate
standard of .25 g/hp-hr for heavy-duty engines for 1986.

Th Lue
EA data show that by using engine modification and trap oxidation, the proposed
standard can be met by using a 60% efficient trap oxidixer and online modification
to reach the particulate emissions of the best enines currently produced.

OH has not been able to assess the full 'Impact of this proposal in teas of
hardware costs or feasibility. However, compliance by OH engines is predicated on
successful introduction of trap devices on light duty diesels the prior year.
Fuel-fired traps vill be required consequent to practice of idling HD diesels for
extended periods In cold veather.

Recoomendod Action

Withdraw NM31U. Suggest Congress direct that an NAB committee be formed to assess
existing and potential future technology.

14
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19$5 LIMN TLYTUCn AN D 196 AVY DT INOIDN ROX STADA

On January, 13, 1981 the VA Administrator proposed i an ANlU more strinlent NOx
standards for, 1985 light duty trucks (UWT) and 1966 heavy duty engies (NV).
This notice also proposed stringent in-use durability programs.
The Isogj

The Clean Air Act of 1977 set a statutory )ex reduction of 753% from an uncontrolled
baseline determined from tests of used vehicles/engies, but allowed a lesser
standard with concurrence of MAN if a 75% reduction is not feasible on a
technology, cost, lead-time or fuel economy basis. The baseline determined is
unrealistically low and its validity is incresotngly questionable. Theassociated
75% reductions to 0.9 g/mile for T and 1.7 g/hp-hr for N3 are consequently
unattainable and the ANIlE addresses standards of 1.2 gpm for LOT and 4.0 g/hp hr
for RDS. An NAB committee is assessing compliance technology under ZPA oontraot.
The California Air Resources Boad also plans to reassess the feasibility of the
5.1 g/hp-hr NOx standard adopted for 1984 because of doubts ihat technglogy exists
for concurrent, compliance with the ZPA particulate standard NIM.

The ANMlE also includes an in-use durability program, similar to that proposed as
part of the original 1084 D) ruleaking, and requires a manufacturer to show
reasonable likelihood that maintenance will be performed, requires minimum
maintenance intervals for electronic engine controls and makes minor changes to
the DX transient test procedure.

ON has not been able to ssess the full impact of this proposal In terns of
hardware cots or feasibility.

Racomended Action

Withdraw ANPRE and work with the NAS committee to make them fully aware of our
technology and economic assessment and convince them that the 'PA baseline ROx
data are invalid.
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Reom ndations on T L oislation

There Is need for quick action by Congress on an investmeat-
oriented tax reduction package and for renewed restraints on Vederal
spending. both approaches are absolutely essential to reduce inflation
and to stimulate the Investments necessary for .rel oonomic growth.

The auto Industry has embarked on an extraordinary multi-billion .a
1llar capital investment program to respond to the oomptitive demands

of the marketplace. Zn addition to pursuing consistently anti-inflationary
fiscal and monetary policies and to reducing the burden of government
regulation, the Vdera Government can encourage growth in the automobile
industry and the entire economy by trx changes geared toward increasing
saving and investments and productivity. To that end, the following
priorities should be stressed.

OAcoeleraled gerestio Ior Plant egg kuiment - 0ones-Conable
to-iapropoeLv isno prezrraepprPen

* An important provision is that doduct4ons and Inyestment tax
credits would be allowed on recoverable costs as soon as the
costs are incurred, rather than held In abeyance until the
related asset ia complete and ready for use, This *as-spent*
provision 'should be retained Irrespective of what depreciation
approach is passed.

e The recovery rod for n d used in the auto
industry wouldbi redue" graauaazy Xran sent minimum life
of go$ years (i.e., 12 years class life less 0 percent allowable
reduction) to five year. with a 10 percent investmnt tax credit.
However, because the shorter recovery period would be phased
in over a five-year period, the full tax benefit would not be
achieved for several years.

s The recovery period for (dIes, ligs and fixtures used
In auto manufacturing) we t -extended from the present
three-year life with a 3-1/3 peroTnt tax credLt to the five-

r eife for machinery and equipment with a 10 percent Investment
ax credit. Investment in special tools represent a high pro-

portion of the capital dutlays needed to produce now models. ,
e To reduce cash flow problems in the early years, the change in

treatment of special tools should be phased In In a manner consistent
with the phase-in schedule for machinery and equipment.

• Corporate Tax Rate Ieduction

0 The existing maximum Income tax rate of 46 percent (on taxablo
income over $100,000) should be reduced one percent per year
until a tax rate of 40 percent is reached.

e Reducing corporate income tax rates is the best long-term
approach to encourage Investment because it would provide an
absolute benefit rather than merely accelerating recovery of
capital costs.

14
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0 Alternativell, changes more specifically directed to the auto
Industry ooUd Includes

*~vnvear docain1g o maifnro e
. Allowing

Lipment
instead of the current nsne-and-a-half-year-U fe

• gno-YgO Wr1 4Ltff o 01 in 5i0 fOo1p Allowing oneyear
wrftoozz zcr S&L special tools instead of the current three-
year life.

F en ai 12nvoemonZm LK . A now class of oft*y

Ox DO Do OOI ~tond to allow he auto Industry to
blaim the 10 percent energy tax credit for all capital
expenditures, Including Special tools, utilized for the
manufacture of fuel efficient motor vehicles. Nxtension of
the existing energy tax credit would provide significant
tax savings and, thus, aid In meeting the capital requirements
needed to meet market demand for increased fuel e.onomy.

0
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Senator John Danforth, Chairman
International Trade Subcommittee
Senate Finance Committee
2227 Dirksen Senate Office Building
Washington$ Do C. 20510

a*# So 39f

Dear senator Danforths

American Honda Motor Co., Inc. appreciates the opportunity to

present its views to the Subcommittee. American Honda opposes the

imposition of quotas on Japanese automobiles as a response to the

market shift to small fuel-efficient vehicles and the recession.

However, as a Japanese manufacturer committed to U.S. car produc-

tion, these comments are directed to our particular concern' with
g. 396, which does not accommodate Honda's USo. production.

The U.s, Congress and the past and present Administrations

have encouraged Japanese automobile investment in the U.S. For

economic and business reasons, Honda decided to undertake such an

investment several years ago. We have begun construction of an

automobile plant that will cost upwards of $300 million in

Marysville, Ohio. It will produce 120,000 cars a year.

tA



Production will begin in late 1982 with the 193 model Acoords

The plant is an integrated facility and will contain stamping,

welding, painting, and injection molding operations as veil as

final assembly and can be expanded if market conditions warrant.

All of this will be done under applicable U.S. foreign trade sone

regulations.

S. 396 as now drafted does not accommodate this Ohio

production. Under the bill, production from a foreign trade sone

is treated like an import from Japan. 'Entered' is defined as

'entered or withdrawn from varehquse for consumption within the

customs territory of'the United States." Thus, a shipment from

the Marysville plant will be treated the same as a shipment from

Japan to Los,Angeles for the purposes of this legislation.

instead of encouraging investment in the U.S. by a Japanese

automobile manufacturer, 5. 396 fails to recognise that

investment.

We feel inclusion of our U.S. production in the quota from

Japan is unjust. This point was raised and thoroughly discussed

in both American Honda's testimony before the International Trade

Commission on October 81 1980 on the Section 201 Trade Act case,

OCertain Motor VYhicles and Certain Chassis and Bodies Thereof,'

and In the post-hearing brief filed in that case on October 20,

1980 by American Honda. Indeed, both petitioners, the United Auto

Workers and the Ford Motor Company, agreed that there is a need.

fot special consideration for Honda's Ohio production.
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Placing U.S. production under a quota creates a disincen~ive

for Japanese auto manufacturers to locate in the U.S. Honda

believes this is not the intent of S. 396. Therefore, we

respectfully recommend that an amendment be adopted which excludes

Japanese automobiles produced or assembled in a foreign trade sons

from the quota.

Moreover, in anticipation of Honda's Ohio production

beginning in late 1982, the Company urges the Subcommittee to

consider special treatment for its imports in 1981 and 1982.

Sincerely,

" Toni A. Harrington
Washington Representative
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Statement subm.ted by David J. Steinber, d Ufa* council
or an Open World economy, in hearings subcommittee on Inter-

national Trade of the Senate Committee on inance, concerning .pro-
posed control of automobile imports, March 9, 1981
(The U.S. Council for an Open World Economy is a private, nonprofit
organiaation engaged in research and public education on the merits
and problems of achieving an open international economic system in
the overall public interest. Zt in no way speaks for, or ,s obli-
gated to, any private interest concerned wit any aspect of the
automobile businoss Zts sole standard is the total public interest.)

Our Council's views on the plight of the UI.S. automobile in-
dustry, and on a prudent, constructive policy response, were most
recently presented to your Subcommttee two months ago. Our pre-
sentation to the current hearings reaffirms our advocacy of a
coherent auto-industry redevelopment strategy directly addressing
the real problems and needs of this major U.S. industry, which is
a major ocaonent, not only of the nation's industrial base, but
also of the nation's mobilization base per so.

Even if import restraint were a practical, effective way to
buy adjustment time (in some cases it is, in the case of automo-
bis it is not), it should be only one component of a comprehen-
sive adjustment policy involving commitments by government, the
industry and the industry's labor fore*. Legislation authorizing
(but not establishing) such control should be only one facet of a
total legislative package dealing with all aspects of the policy
that require legislative action. A bill concentrating on import
control, especially a bill establishing a particular import quota
(such as 5. 396 now before the Subcommittee) is the wrong route.
zt may acquire a life of its own. Its simplicity and political
attractiveness (however shortsighted) may in fact delay or divert
the attention that should be given to legislative measures that
happen to be more complex and time-consuming. Import control is
a subsidy. If used at all (and then only if justified by strict
standards), it should be related to a carefully devised, annually
reassessed, industrial-adjustment plan, and its cost should be
made known to the nation.

The import controls of other ma jor auto-importing countries
deserve our closest attention and call for the most constructive
remedial measures. U.S. legislation establishing automobile import
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restrictions is the wrong respond A U.S. initiative seeking
a fro*-trad• arrangment involving all &uto-producting countries
(denying freo-trade treatment to auto exports from countries not
yet prepared to fully open their omelAo markets to foreign auto-
mobilos) is the right response. The obstacles to such a pact areuen tLl nevertheless, the effort is worth Mauna. Bettor to
t and fail than not to try at all. We musy do i1 we can to
ra t he a hto of the International dialogue on world trade in
automobiles. imhe port controls of other auto-importing countries
should not be the example we follow.. We ast seek a more prudent.
more produo"tie standard. ,,

The notion that Import control would buy time for rebuilding
the U.S. automobile industry, and would restore the jobs of thou-
sands of U.S. workers now out' of work in the auto industry and
related ontrisoos, rests on the risky, if not faulty# assumption
of substantial substitution of new-U.S.-car purchases for the foreign
cars denied entry during the prescribed period of iuport control.
such substitution is not automatic, particularly if import controls
result in higher prices for all new cars. Zf the import controls
are on Japanese oars alon*, the substitution of now U.S. care for
the Japanese cars denied entry is made even less likely by the
continued, unrestricted availability of cars from other countries.

The effect an U.S. auto-making jobs is also influenced by
risi g automation in the U.S. industry. This, and the overall
need to restructure the U.S. auto industry, underscores our Council's
view that the coherent state my needed for redevelopment of the U.S.
auto Industry should be part of a coherent strategy to redevelop
the UoS. transportation systsn besides other benefits, such a
transportation policy (stressing fuel efficiency and fast, safe
trnport) would help generate alternative employment for U.S.
workers whose, jobs in automobile and related production can no
longer be sustained.

Congress should press for earliest development of this type
of strategy by tho Adinistration, makng known its readiness to
cooper ato with suitable legislation where neede.=._.

0


