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PROPOSAL FOR FREE-TRADE AREA WITH
ISRAEL :

MONDAY, FEBRUARY 6, 1984

U.S. SENATE, -
CoMMITTEE ON FINANCE, .
Washington, DC.
The committee met, pursuant to notice, at 2:32 p.m., in room SD-
216, .(ll)iirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.
Present: Senators Dole, Chafee, Danforth, Packwood, Heinz,
Symms, and Grassley.
The press release announcing the hearing and the prepared
statements of Senators Dole and Baucus followﬁ

(?nu Release No. 84-~105)

FINANCE COMMITTEE ANNOUNCES HEARING ON PROPOSAL FOR FREE'TRADE AREA
WiTH ISRAEL

Senator Robert J. Dole, Chairman of the Committee on Finance, announced today
that on Monday, February 6, 1984, the Committee will hold a hearing on an Admin-
istration proposal to establish a free-trade area with Israel. President Reagan and
Prime Minister Shamir announced their intentions to pursue such an arrangement
last December. Under the ;:ropoul. each country would provide duty-free treatment
to products imported from the other. \

he hearing will commence at 2:30 p.m. in Room 8D-215 of the Dirkssn Senate
Office Building.

STATEMENT OF SENATOR DOLE ON THE P:oposnn UNITED STATES-ISRAEL FRRE-TRADE
REA

1 am pleased to welcome Ambassador Brock and our private sector witnesses here;
today to testify on the President’s proposal to create a free-trade area with Israel.
Based as it is on a Presidential commitment to Israel and sound economic advan-
taﬁ‘es to the United States, the proposal deserves our most serious attention.

he 1983 trade ﬂfures released a week ago starkly revealed a detoriorati?’g US.
export position, which contributes substantially to the record-setting trade deflcits
we are incurring. U.S, exports last year dropped 5.6 ’?eroent; this resulted in a $1.6
billion trade deficit with the E.C., the flrst since 1972, and a $38 billion deflcit in -
manufactured goods—a startling reversal of the surplus enjoyed l;y the United
States as recently as 1981, Combined with sharply increased demand for imports re-
sulting from the economic recovery in this country, the decline in U.S, exports is a
cause for serious concern. ' :

The high value of the dollar, the loss of export markets in developing countries
because cf their debt problems, and foreign unfair trade practices all contribute to
the difficulties faced by U.8. exporters. ucing the budget deficit will help their
competitiveness by lowering interest rates, thereby contributing to more realistic ex-
chan&e rates; aﬂﬂreseivelg, challenging unfair trade practices domesticaily and in
the GATT hopefully will rinﬁAbem;r iacipline to the international trading system.
The U.8. recovery also will bring along the economic recoveries of our tr: ng Fartﬁ
ners and encourage them to import more, even while we bear the brunt of their

0]
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exports in the short run. But all of these things take time and can be of little com-
{(ox;t fo the firms and workers struggling to be competitive in the international mar-
etplace. l .

In contrast to long-run stategies, the proposal for a free-trade area with Israel
offers some immediate benefits to U.S. exporters. Forty percent of U.S. exports to
Israel are dutiable, some at significantly protective rates. By comparison, ninet;
gercent of imports from Israel into the United States enter duty-free. Even with th

isparity, the United States enjoys a trade surplus with Israel. A free-trade area
would apgear, because or its mutual elimination of duties, to be of immediate and
greater advantage to U.S. exporters than those in Israel.

Further, because of the free-trade arrangement that Israel has im&l:mented with
the E.C., U.8, exporters of manufactured goods will be increasingly disadvantaged in
competing with E.C. exporters for the Israeli market. By negotiating a free-trade
area of our own, we can eliminate this disadvantage.

The mutual elimination of tariffs on goods traded between the United States and
Israel thus offers a simple, concrete way of offering support for U.S. exports and,
because most Israeli 1mf>orta already enter duty-free, it appears to be a proposal in-
volving little cost. But I am also concerned that we use this opportunity to address
bilaterally some non-tariff issues that the multilateral trading system has not
proven very capable of addressing effectively, If at all. In particular, it is my view
that a U.8.-Israel free-trade arrangement should not be im lemented without some
provision for disciplining Israel’s export subsidies. To do otherwise would be unfair
to U.S. workers and firms that compete with Israell imports, Further, the United
States should fursue agreement on such matters among like-minded countries
where the multilateral sf:tem is incapable of moving forward on its own. Similarly,
we should explore with Israel the possibilities of including trade in services in the
agreement, and covering other trade matters of interest to this country.

The committee will hear today from various witnesses that are concerned about
the impact of the pro arrangement on their industries. It is my underutandln%
that the administration will refrain from making final judgments of the scope o
product coverage of the arranf:ment until the International Trade Commission
completes an economic study this spring. It is my intent to ensure that any negotia-
tion and lproclamatlon authority approved by the Congress with regard to this pro-
posal will include provisions safeguarding the interests of all U.S. firms and work-
ers, while providing maximum flexibility the Ambassador Brock so that he can ne-
gotiate a meaningful agreement.

I have agreed to sponsor the administration’s proposal when it is finalized, and in
view of the substantial benefits offered by the successful conclusion of such an
agreement with Israel, I intend to seek committee consideration and wa(rproval of a
s,i)ecmc proposal at an early, appropriate time. I hope the testimony today will con-
vince the members on the committee of the proposal’s merit, and persuade them to
Join me in this effort, while pointing out those issues to which we need to pay par-
ticular attention, \

STATEMENT BY SENATOR MAX Baucus, COMMITTEE ON FINANCE

INTRODUCTION

Mr. CHAIRMAN. I welcome this opportunity to discuss the possible establishment
of a free trade zone between the United States and Israel,

As you know, World-wide economic growth depends, in large part, on the free flow
of &;)hoda among nations committed to fair trading practices.

at's more, Israel is a solid and strategic al?v of the United States.

Especially now, as tensions mount in the Middle East, we must work hard to in-
creaso cooperation between the United States and Israel. Certainly, trade is one
area where increased cooperation will benefit both of us.

THE FREE TRADE ZONE PROPOSAL

I}: the first place, a free trade zone agreement would help the U.8,

Israel is a small but important customer for U.8. exports. In 1982, we exported
Israel §850 million more than we imported. And, as the Chairman knows too well,
we don’t have many trade surpluses animore.

Establishing a free trade zone will help us increase our exports to Israel even
more. :
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There are two main reasons v;hy. First, about half our current exports to Israel
are subject to duties. With a free trade zone, these duties would largely be eliminat-

Second, the EC and Israel already have established a free trade zone. We must
follow suit or else risk our traditional trade surplus, with Israel.

Of course, a free trade zone would also help Israel. Ninety percent of Israel’s ex-
ports already enter the U.S. duty-freé. But the establishment of a free trade zone
woud provide free access for products not covered by the generalized system of pref-
erences. And it would assure a stable, long-term U.S. market.

CONCLUSION

Mr. Chairman, I support the proposal to explore the establishment of a free trade
zone,

At the same time, I recognize that some U.8, interests object. Their views are le-
gitimate and important, and I urge the administration to give them appropriate con-
_ sideration during the negotiating process.

I am confident, Mr. Chairman, that when our negotiators return to this commit-
teet with a draft agreement, the overall benefits to both of our nations will be appar-
ent.

: I look forward to reviewing such an agreement, and I assure our negotiators of
my support as they begin their talks with their Israeli counterparts.

The CHAIRMAN. Let me say at the outset that we are pleased to
have Ambassador Brock and our private sector witnesses here
today to testify on the President’s proposal,to create a free-trade
area with Israel. Based as it is on a Presidential commitment to
Israel and sound economic advantage to the United States, the pro-
posal deserves our most serious attention.

I would ask that my entire statement be made a part of the
record. It has some statistics and some matters that I think we will
be touching on.

I might add that in contrast to long-run strategies for addressin
the trade deficit, the proposal for a free-trade area with Israe
offers some immediate benefits to the U.S. exporters, Forty percent
of U.S. exports to Israel are dutiable, some at significantly protec-
tive rates. By comparison, 90 percent of imports from Israel into
the United States center duty free. Even with this disparity, the
United States enjoys a trade surplus with Israel. A free-trade area
would appear because of its mutual elimination of duties, to be im-
mediate and greater advantage to U.S. exporters than to those in
Israel. . Further, because of the free-trade arrangement that Israel
has implemented with the EC, U.S. exporters and manufactured
goods will be increasingly at a disadvantage in competing with EC
exporters for the Israeli market. It just seems to me that this
matter deserves our serious attention, consideration. We will hear
today from a number of witnesses in this regard,

I have aﬁreed, as I am certain other members of this committee
will be willing to agree, to sponsor the administration’s l}‘:roposal
when it's finalized. I just visited with Ambassador Brock, and I
think it’s his hope that we can have the hearing, study the record,
then put the proposal together and have it introduced.

Before we hear from Ambassador Brock, Senator Pete Wilson of
California would like to make a brief statement.

STATEMENT OF HON. PETE WILSON, SENATOR FROM THE STATE
OF CALIFORNIA

Senator WiLsoN. Thank you, Mr. Chairman.
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Mr. Chairman, 1 appreciate the opportunity to appear today
before the Committee on Finance and express my views on the
Reagan Administration’s proposal to explore and, hopefully, to es-
tablish a free-trade area with Israel, which would allow for duty-
free trade between our two countries.

Mr. Chairman, the State of Israel is one of the great democracies
of the world, a true voice of freedom in the Middle East, and one of
our most important allies. Unfortunately, to maintain its very ex-
istence, Israel has, over the years, been compelled to pay a great
price—not only in blood, sweat and tears, but also in terms of its
own economy. Israel’s economy refularl experiences the devastat-
inf impact of large deficits and triple digit inflation. It is to Prime
Minister Shamir’s credit that in addressing these problems he has
chosen to follow a path of free trade in order to strengthen Israel’s

economy. '

Mr. C{)airman, like you and the members of this committee, I am
a strong proponent of free trade for as competition between our do-
mestic industries generate research and development and, thus, im-

rove products and services at lower prices, competition between
ndustries on an international level creates beneficial effects. It
benefits all the consumers and markets that are visited.

The industries in each country produce those products and serv-
ices which they can produce most efficiently. This benefits the
world economy, and, ultimately, all consumers. -

But, Mr. Chairman, as with all propositions, with free trade
there are important caveats. The first is that it be, in fact, free
trade upon an equal footing. Tariffs are only one impediment to
free trade. As we all know, unreasonable nontariff barriers must
also be removed before a trade can truly be called free trade.

Second, free trade must encompass the notion of fairness. And
fairness can exist only in the absence of foreign governmental sub-
sidies to those industries seeking to export to the U.S. markets. By
this measure, some of our trade with some of our European allies is
not free because some products are receiving illegal subsidies. For
example, the Department of Agriculture has found that Italian and
French wines, those produced at least by coops, have been heavily
subsidized, And this along with protectionist tariffs has made free
trade really an empty phrase in terms of the American wine indus-

try.

r¥ was hoping someone would bring Ambassador Brock a glass of
ooc}l1 (California chardonay so that this can be a little less painful
or him, :

It’s my understanding that Ambassador Brock has asked that the
International Trade Commission conduct an expedited study on the
effects on U.S. markets of a free trade area agreement with Israel.
That he has asked that the study include the taking of testimony
at public hearings. And that among the questions to be addressed
is whether or not Israel provides any subsidies to its industries
which would violate our trade laws. No one has suggested to me
that such subsidies exist. But their nonexistence, obviously, must
be confirmed before any agreement is reached.

Mr. Chairman, having stated these caveats, I wish to express my
full and strong endorsement for the actions of the administration
and for that of the actions of this committee in seeking the enact-

\
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ment of legislation that will grant the President authority to nego-
tiate and conclude a free trade area agreement with Israel. I
lieve that such an agreement can be in the best interest of both our
countries. '

Thank you.

The CHAIRMAN. Thank you very much, Senator Wilson. We will
make your entire statement a part of the record, and we will work
with you to lean’a little on the Ambassador on your other problem.
Maybe it's not a problem.

e prepared statement of Senator Pete Wilson follows:]

TesTiMONY BY HON. PeTE WiLSON, U.S. SENATOR FROM CALIFORNIA

Mr. Chairman, I appreciate the opportunity to a%pear today before the committee
on Finance and express my views on the Reagan Administration’s proposal to estab-
lish a Free Trade Area with Israe! which would allow for duty-free trade between
our'two countries.

Mr. Chairman, the State of Israel is one of the great democracies of the world, a
true voice of freedom in the Middle East, and one of our most important allies. Un-
fortunately, to maintain its very existance, Israel must pay a great price—not onl,
with sweat and tears, but also with its economy. Israel’s economy regularly experi-
ences the devasting impact of large deficits and triple-digit inflation. In addressing -
these problems, it is to Prime Minister Shamir’s credit that he is following a path of
free trade in order to strengthen Israel’s economy.

Mr. Chairman, 1, too, am a strong proponent of free trade. For, as competition
between our domestic industties generates research and development and thus im-

roved products and services at lower prices, competition between industries on an
nternational level creates the same beneficial effects. The industries in each coun-
" try produce those products and services which they can produce most efficiently.
{8 benefits the world economy and, ultimately, all consumers.
Mr. Chairman, as with all propositions, with free trade there are important cave-

ats,

First, tariffs are only one impediment to free t * &, unreasonable non-tariff bar-
riers must also be removed before trade can be truly free trade.

Second, free trade must encompass the notion of fairness, and fairness can only
exist in the absence of foreign government subsides to those industries seeking to
export to the U.S., market. By this measure, come of our trade with some of our
European allies is not free, for some products are receiving illegal subsidies. For ex-
ample, the Department of Agriculture has found that the Italian and French wine
industries are heavily subsi and this—along with protectionist tariffs—makes
free trade with these countries im) e,

It is my understanding that Ambassador Brock has asked the International Trade
Cominission to conduct an expedited study of the effects on U.S. markets of a Free
Trade Area nﬁroement with Israel, that the study will include the taking of testimo-
ny at public hearings, and amung the questions to be addressed is whether or not
Israel provides any subsidies to its industries which would violate our trade laws.
No one has suggested to me that such subsidies exist, but their non-existence should
be confirmed before any agreement is reached.

Mr. Chairman, with these caveats aside, I want to express my full and strong en.
dorgement for enactment of legislation granting the President authority to negotiate
and conclude a Free Trade Area agreement with Israel. I believe that such an
agreeTh mint can be in the best interests of both of our countries.

ank you, .

The CHAIRMAN. Senator Danforth, do you have a statement?

Senator DaNFORTH. No, thank you.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. No.

The CHAIRMAN. Senator Packwood.

Senator Packwoop. No.

The CHAIRMAN. Mr. Ambassador, we are happy to have you
before our committee again. We will be pleased to hear from you
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and also Mr. Tracy, Deputy Under Secretary of Agriculture for
International Affairs.

Mr. Ambassador, your statement will be made a part of the
record. You may wish to highlight or to summarize the statement,
or proceed in any way you wish,

STATEMENT OF AMBASSADOR WILLIAM E. BROCK, U.S. TRADE
REPRESENTATIVE .

Ambassador Brock. Thank ls;ou, Mr. Chairman. I will try to do
that without commenting on the wine problem. We can do that at
some later date. :

I do thank you for the chance to testify on what I think is a very
imgortant new trade initiative of the President. President Reagan
and Israeli Prime Minister Shamir agreed on November 29 of this
past year to begin discussions between our two countries on the es-
tablishment of a two-way free trade area between the United
States and Israel. We have never negotiated an agreement of this
the. We do have experience in undertaking one-way free trade
through our Caribbean Basin Initiative. We've also had a free trade
agreement with Canada in the automobile sector. But we have
never attempted an agreement which fully meets the definition of
a free trade area in terms of the scope and the degree of reciprocal
access which is contemf)lated in our agreement with Israel,

The free trade area is formed when two or more countries elimi-
nate duties and nontariff barriers on substantially all trade be-
tween them. Many countries are linked today by such free trade
arrangements, although the agreements vary substantially in con-

nt.
If T may, I will IiuSt summarize a couple of points, First that the
GATT does permit free trade areas or customs unions as a devi-
ation from article I as long as we meet certain well defined crite-
ria. I will state at the outset that we anticipate that both countries
can and will meet the criteria and be fully consistent with our
GATT obligations.

Beyond the GATT definition, I want to point out one fact. We do
expect to include other items, including services, and investment in
the agreement to further liberalize our bilateral relations, as well
as to establish the precedent of including these important areas in
our bilateral and multilateral agreements.

I might sag, as I think you have noted, Mr. Chairman, that we
have not made a final decision on the most apfropriate type of au-
thority to implement such an agreement. But I do want to express
my interest in working with this committee and your colleagues on
the House side to develop that approach which is most effective in
resolving the issue. .

Now, If I may, I will just sketch it very briefly, the Israeli-United
States a Proach. We have had these conversations now ongoin
since 1981 with varying tempos. The matter has received a goo
deal more attention since the President and the Prime Minister
agreed this past fall. I think you can anticipate that we are going
to have around 5 months or so of negotiations. I think you can an-
ticig te that it will be similar to the arrangement that Israel has
with the European Community, but broader. As I have already
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mentioned, we specifically would include such items as services and
investment, if that is in agreement with the Israeli Government.

In terms of trade impact, I think the numbers are fairly well de-
fined. We presently import about 1.2 billion from the state of
Israel. We export about 1.5. Of the imports that we receive from
Israel, 90 percent are already duty free, either because of zero duty
under the most-favored-nations’ approach or because of GSP.

The major imports from Israel include cut diamonds, tomato
products, resistors, internal combustion engines, electrical articles,
and high fashion apparel such as swim wear. About 40 or 45 i»er-
cent o tour exports are dutible, with tariffs averaging at about 10.3
percent.

The problem we face, I think, is self-evident, because they have
an agreement with the European Community in the industrial
area. As that agreement phases in, our producers and products face
an increasing disadvantage, the nearly $8 billion Israeli market.

This is particularly true in the industrial sector, But we also be-
lieve our agricultural exports could increase significantly under a
free trade arrangement; particularly, given the relative lack of ag-
ricultural coverage under the European Community-Israel free
trade area.

I might mention the most significant present exports to Israel.
They include soybeans, grains, kraft paper and textile fibers, tung-
sten engines and engine parts, computers and other office machin-
ery, electronic and electrical e%aip ent and, transportation equip-
ment. In other words, it's fairly broadly based.

In addition to facing high duties or relatively high duties on a
whole range of these products, our firms currently experience diffi-
culty as a result of numerous nontariff barriers. And we believe
that a free trade arrangement would provide us with an opportuni-
ty to eliminate many of these barriers as well.

u We will also have to address the question of Israeli subsidy prac-
ices.

In sum, the advantafe of the United States negotiating a free
trade area with Israel is that we stand to gain unrestricted access
to an $8 billion Israeli market which is %rowin and growing very
nicely, a market in which a high proportion of imports are dutible
now and in which many nontariff barriers exist in exchange for
eliminatinf duties on essentially 10 percent of our own imports
from Israel, and providing secure access on products currently cov-
ered b{ the GSP.

I think the fact that the Israeli labor force is limited in size,
their labor costs are higher than all of the developing countries
and their populace is highli educated would argue that while they
undoubtedly will increase their exports to the United States under
such an arrangement, they are certainly not likely to flood our
market with low cost labor intensive products. And the net of this
is to be of substantial benefit, in my judgment, to both parties.

I think that’s sufficient; Mr. Chairman, just to indicate the state
of play. We have begun our conversations. We are continuing
them, And we very much appreciate the interest and the involve-
ment of this committee as we pursue the matter to a conclusion,
hopefully, sometime in late spring or early summer.

e CHAIRMAN. Thank you very much, Ambassador Brock.
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[The prepared statement of Ambassador Brock follows:]

STATEMENT OF AMBASSADOR WILLIAM E. BROCK BEFORE THE SENATE FINANCE
COMMITTEE

Mr. Chairman, I want to thank the Committee for providing the o portunitl(}"i to
discuss an important new trade initiative. President Reagan and Israeli Prime Min-
ister Shamir agreed on November 29, 1983 to begin discussions between our two
countries on the establishment of a two-way free trade area between the United
States and Israel. The United States has never negotiated an agreement of this
&pe. We have experience in undertaking a one-way free trade area through our

ribbean Basin Initiative. We also have a free trade agreement with Canada in the
automobile sector. But we have never attempted an agreement which fully meets
the definition of a free trade area in terms of the scope and the degree of reciprocal
access which is contet%yl!ated in our agreement with Israel,

A free trade area (FTA) is formed when two or more countries eliminate duties
and non-tariff barriers on substantially all trade between them. Many countries are
linked today by such free trade arrar&ements althou%l:‘these ai}-eemonu vary sub-
stantially in context. The EuroBean mmunfty, the European Free Trade Associa-
tion (EFTA), and the EC-Isracl Free Trade Area are but a few examples of the exist-
ence and variation of these agreements. Each existing free trade area is different in
terms of coverage, number of participants and approach to staging of the agree-

ment.

The GATT permits free trade areas or customs unions as a deviation from Article
I (Most Favored Nation Treatment) under Article XXIV, as long as the agreement
meets certain criteria. Free trade areas approved under the GATT must be designed
“to facilitate trade between the consitituent territories and not to raise barriers to
the trade of other contracting parties with such territories.” Free trade areas must
cover “substantially all the trade” between the parties and must be staged into
effect within a "reasonable” length of time. The agreement we anticipate with
lili?elt\‘vm have to meet these criteria in order to be fully consistent with our GATT
obligations,

Beyond the GATT deflnition we ex to include services and investment in the
agreement to further liberalize our bilateral relations as well as to establish the
precedentwof including these important ereas in our bilateral and multilateral
agreements,

We have not yet decided the most appropriate type of authority to implement an
agreement with Israel, but will bs working with Congress in the coming months to
accomplish this. I would like to take this op?ortuni y to describe to you in more
detail what the Israelis have proposed to us, the economic merits of this initiative,
and the status of our discussions.

THE 1S8RAEL!I PROPOSAL

The Government of Israel proposed the idea of a U.S.-Israel free trade area in
1981, At that time, interagenc%vwork began on determining the benefits of such a
proposal to the United States. We also initiated informal discussions with the Gov-
ernment of t to determine their interest in a free trade area. It was the view of
Egyptian officials that establishment of a free trade area was not in their economic
interest at that time.

Changed political circumstances in the Middle East led us to post%(]me further
consideration of the Israel free trade area. However, last year, Israeli officials again
approached us and asked that we reconsider the proposal, Further interagency work
was undertaken and this fall, with concurrence of the Trade Policy Committee, 1
recommended to President Reagan that the U.S. agreée to begin negotiations with
Israel on a two-way free trade area.

It is expected that the U.S.-lsrael Free Trade Area would be somewhat similar to
the agreement Israel has with the European Community, although with consider-
ably e:épanded coverage. However, unlike the EC-Israel agreement, the agreement

he U.S. would enter would be consistent with the requirements of Article XXIV of

the GATT. We expect to negotiate a comprehensive ment covering not only
tariff elimination on substantially all trade, but also dealing with subsidies, safe-
guartls, rules of origin and a number of other subjects, including services and invest-
ment.

Under the terms of the EC-Israel Agreement, imports of industrial products from
Israel were granted duty-free entry after July 1, 1977, except for certain gensitive

roducts on which full EC concessions were delayed until December 31, 1979, Israel,
or its part, eliminated duties on about 60 percent of its industrial imports from the
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EC in five stages by January 1, 1980. Duty-free treatment for the remainder was to
be staged in by 1985, with two possible two-year extensions granted to Israel at s
cific stages. Israel has asked for both of these extensions and will eliminate duties
on all industrial products by January 1, 1989.

In addition to trade in industrial products, the 19756 Agreement provided for pref-
erential treatment of agricultural and processed agricultural oodls) traded between
Israel and the EC. Despite the limits imposed by the EC's Common Agricultural
Policy, the Community agreed to make tariff reductions on about 80 percent of its
agricultural imports from Israel. Israeli exporters, however, must still comply with
the requirements of the CAP and are often faced with the imposition of minimum
prices, tariff qitlxgtas and voluntary restraint agreements. Due to the continued exist-
9;(‘:10 of these EC practices, Israel's tariff concessions to the EC have been quite lim-

ited. .

The EC-Israel agreement also includes rather detailed provisions on safeguards,
countervailing duties, antidumping, rules of origin, national security and consulta-
t%on and dispute settlement. Our own agreement would likely contain similar provi-
sions.

\ ECONOMIC BASIS FOR THE UNITED STATES-ISRAEL FREE TRADE AREA

Total U.S. imports from Israel in 1982 were $1.2 billion, while total U.S. exports
to Israel were $1.5 billion About 90 percent of U.S. imports from Israel currently
enter the U.S. duty-free, cither on a MFN or GSP basis. Major U.S. imports from
Israel cut diamonds, tomato products, resistors, internal combustion engines, electri-
cal articles, and high fashion apparel products such as swimwear.

On the export side, about 40-45 percent of our exports to Israel are dutiable, with
tariffs averaging about 10.3 percent. However, U.S, products increasingly are facing
a disadvantage in the $8 billlion Israeli market as a result of the Israel Free
Trade Area. This is particularly true in the industrial sector where our trade direct-
ly parallels that of the EC. We also believe that our agricultural exports could in-
crease significantly under an FTA particularly given the relative lack of agricultur-
al covera%e under the EC-Israel Free Trade Area. Our most significant exports to
Israel include grains, soybeans, kraft paper, textile fibers, tungsten, engines and
engine parts, computers and other office machinery, electronic and electrical equip-
ment, and transportation equipment.

In addition to facing high duties on a wide range of products entering the Israeli
market, U.S, firms currently experience difficulty as a result of numerous Israeli
non-tariff barriers. We believe that the free trade agreement provides the opiportuni-
ty to eliminate many of these barriers. The issue of Israeli subsidy practices will
also have to be addressed in the agreement.

In sum, the advantage of the U.S. negotiating a free trade area with Israel is that
we stand to gain unresiricted access to an $8 billion Israeli market in which a high
proportion of imports are dutiable and in which many non-tariff barriers exist, in
exchange for eliminating duties on essentially 10 percent of our own imports from
Israel and providing secure access on products currently covered by GSP. Some
Pseople may claim that this still does not look like a fair deal when one considers

raeli access to our large market. However, the fact of the matter is that the size of
the Israeli market and economy effectively limit their ability to take undue advan-
tage of the U.S. market. The Israeli labor is limited in size, their labor costs are
higher than all other developing countries and their L}:ospv.llace is highly educated.
They undoubtedly will increase their exports to the U.S. under an FTA, but they
are unlikely to flood our market with low cost, labor intensive products.

STATUS OF DISCUSSIONS

We began our formal FTA negotiations with Israel on January 17 in Washington.
This first round of discussions focused heavily on the overall framework of an agree-
ment, on the kinds of provisions which would have to be included and on the
manner in which we will proceed with future negotiations.

While we have agreed at the outset that the agreement should meet the GATT
criteria of coverage of substantially all trade between us, we will not undertake de-
tailed negotiations on product coverage and staging until we have obtained econom-
ic advice from the International Trade Commission on probable economic effects of
eliminating U.S. duties. We have requested this advice from the ITC and it has been

romised within four months of the request date, The ITC will be holding public
earings in the next few months on all products which are currently dutiable in the
United States. We already have initiated discussions with our private sector advi-
sors, and these will continue throughout the negotiations. In addition, the Trade
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Poli(;%' Staff Committee will be holding hearings in conjunction with ITC hearings in
an effort to obtain further advice from the private sector.

We believe that our discussions with the Israelis got off to a promising start and
we are cautiously o%imistic that we can achieve agreement within the next six
months or so. While U.S, procedural and legal constraints prevent us from negotiat-
ing product coverage at this time, we do believe that we can use the interim period
to discuss the other i)rovisions that will be necessary in the ments, such as
non-tariff barriers, rules of orgin, services and investment and safeguards

We have ageed to continue our discussions during February. A working-level team
will travel to Israel next week to gather more information about Israel's imgort
practices. We expect that a full delegation meetin§ will then take é)lace in Washing-
ton and I plan to meet thereafter with the Israeli Minister of Industry and Trade,
Gideon Patt to assess the status of our discussions.

As our discussions with Israel proceed in the coming months, I look forward to
conferring with you on a regular basis. Thank you again for giving me the opportu-
nity to address you today.

The CHAIRMAN. Mr. Tracy, do you have a statement?

Mr. Tracy. Mr. Chairman, no, I have no statement. I am simply
here to lend my support to Ambassador Brock and to answer ques-
tions if asked.

The CHAIRMAN. Fine. If it’s all right with the Ambassador, we
might hear briefly from Congressman Gephardt, who, as I under-
stand, just recently returned from Israel, and who would like to
speak in support of this proposal. Congressman Gephardt, we are
pleased to have you with us today.

STATEMENT OF HON. RICHARD A. GEPHARDT, A US.
REPRESENTATIVE FROM THE STATE OF MISSOURI

Mr. GEpHARDT. Thank you, Mr. Chairman. Members of the com-
mittee, it's my honor to be here and to just take a brief moment to
give some of the insights I was able to gain in a trip both to Israel
and to Egypt in January. And on both occasions, I was able to dis-
cuss with re?resentatives of those countries this proposal, and I
think some of the things I have learned might be of some use.

I guess you know without saying that the economic situation in
Israel is a very serious one. And while this proposal would not
solve that situation, it certainly could not hurt it. And I think it’s
the kind of solution that we need to look for in trying to help Israel
meet its economic crisis. As you all know, that country had a 190-

rcent inflation rate last year, with the possibility of the rate dou-

ling next year. Thirty percent of their budget goes to Kay interest
on outstanding debt; 30 percent of the budget is for the military,
much of which obviously goes for military parts sent by the United
States. It has a marginal tax rate of 60 percent on income above
$20,000 a year. And, of course, that doesn’t include the Social Secu-
rity tax in their country or the 15-percent value added tax. So they
have a very tough and, I think, declining economic situation. And
if you combine this with the present political deadlock in Israel, I
th;r;k the possibility of very substantial economic problems are
real.
I think, obviously, there is widespread agreement in our country
and in Israel and in Egypt at the highest levels of government and
in the population at large that the Camp David peace process and
the grocess of the present administration is the best hope for the
Middle East. Central to that is demonstrating that through peace
and economic development governments in the Middle East can
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provide more for their people than through continued warfare. The
failure of economic development in Egypt or Israel, I think, would
destroy this ongoing peace process.

As far as I could tell, a free trade agreement with Israel would
do a great deal for the Israeli economy at virtually no cost to the
American taxpayer; greater trade would likely prove to be benefi-
cial for our economy as well.

I brought the subject of a U.S.-Israeli free trade agreement up at
a meeting with President Mubarak of Egypt, and he felt that this
would be a positive development for the entire region. He did not
indicate that Egypt would like to receive equivalent treatment as a
sizable percentage of government revenues in Egypt comes from
tariffs on imports. I think it's very unlikely that Egypt would
pursue a free trade agreement with the United States in the fore-
seeable future, although he did express interest in talking about it
with our American trade representatives.

In short, I would strongly urge that we grant negotiating author-
ityto the U.S. Trade Representative as soon as possible. I commend
wu for these timely hearings and will urge my colleagues in the

ays and Means Committee to act as expeditiously as possible on

-- this matter.

Some of you may remember that I had gravé reservations, as I
know some of f%(ou did, about the Caribbean Basin Initiative and
some of the effects that would come from that to parts of the
American economy. I don’t think those worries are present in this
situation. I think that it is a plus for our economy; I think it's a
plus for one of our strong allies in the Mid-East. And I think as
soon as we can negotiate a fair treaty we should get on with trying
to make it a reality. ’

And I appreciate the opportunity to be here.

The CHAIRMAN. Thank you very much, Congressman Gephardt.

[The prepared statement of Congressman Gephardt follows:]

.. STATEMENT OF U.S. REPRESENTATIVE RICHARD A. GEPHARDT OF MISSOURI

Mr. Chairman, I appreciate the opportunity to share with you some of the in-
sights from my recent trip to Israel and Egypt, especially as it relates to the estab-
lishment of a l!':ree Trade Area with Israel.

I do not think it is possible to overemphasize the seriousness of the economic situ-
ation Israel finds itself in today.

190% inflation last year, with a possibility of this rate doubling next year.

80% of the budget to pay interest on outstanding debts.

30% of the budget for the military.

A marginal tax rate of 60% on income above $20,000.00, and this does not include
social security or the 16% Value Added Tax.

If you combine this economic morass with the present political deadlock in Israel,
the possibility of an economic collapse is very real.

There is widespread agreement in the United States, Israel and in Egypt, at the
highest levels of the governments and in the population at large that the Camp
David peace process is the best hope for the Middle East. Central to the Camp David
accord js demonstrating that, through peace and economic development, govern-
ments in the Middle East can provide more for their people than through continued
warfare. The failure of economic development in either Egypt or lsrael would de-
stroy the peace process. )

A Free Trade Agreement with Israel would do a great deal for the Israeli econo-
my at no cost to the U.S, taxpayer. Greater trade would likely prove to be beneficial
for our economy as well,

35-438 0 ~ 84 ~ 2
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1 brought the subject of a US-Israeli Free Trade Agreement up in a meeting with
President Mubarak of Egypt. He felt that this would be a positive development for
the entire region.

He did not indicate that Egypt would like to receive equivalent treatment, and as
a sizeable percentage of government revenués in Egypt come from tariffs on im-
ports, I think it is very unlikely that Egypt would pursue a Free Trade Agreement
with the U.S. in the foreseeable future. .

In short, I would strongly urge you to grant negctiating authority to the United
States Trade Representative as soon as possible. I commend you for these timely
hearings, and I will urge my colleagues in the Ways and Means Committee to act as
expeditiously as ible on this matter. If there are any questions, I would be
happy to answer them,

The CHAIRMAN. Are there any questions of Congressman Gep-
hardt? If not, we can excuse Congressman Gephardt and zero in on
Ambassador Brock. Does anybody have any questions?

Senator Chafee?

“Senator CHAFEE. I noticed Congressman Gephardt said that he
had some serious misgivings about the Caribbean Basin Initiative,
but he doesn’t see those in this situation. I suppose his misgivings
about the Caribbean Basin Initiative were because as some of the
products, perhaps from Missouri, were going to be affected. Is that
a fair statement?

Mr. GEPHARDT. No, it really isn’t. It went to my concern that the
area would be used as a conduit for goods that were manufactured
in other areas. And I was concerned about the way the legislation
was written regarding value added. I really don’t think that’s a
worry with Israel. I think there are some worries about certain
commodities. I would hope that we not exempt anything. I think
there are ways to deal with those situations where there may be
real pressure on parts of our economy—they can be dealt with as
the treaty is negotiated. )

_ Another concern I had with the Caribbean countries was “he fact
that very few of the countries there have wage scales that are an{-
where near the United States, and that could prove to be a prob-
lem with some of the parts of our economy. I don’t think that’s the
case in Israel.

Senator CHAFEE. Well, if you have suggestions on how you can
handle these special problems that will result from a treaty like
this, I would be glad to hear them. I mean obviously one’s attitude
on this legislation is whose ox is being gored. And in this instance
the ox that I represent is being gored. %Lau%lhter.]

And I'm hearing some pangs of anguish and cries of anguish.
And I'm not sure what you meant by if you give the Ambassador--
you recommended that we give the negotiating authority to Ambas-
sador Brock. Now once we do that, the horse ig out of the barn.
And then you suggested that arrangements could be made to take
care of particular situations. What kind of arrangements?

Mr. GErpHARDT. Well, my suggestion would be that we put a limit
on either various areas or any area where an impact is shown to
come about, an adverse impact to some part of the American econ-
omy over a period of time. Then they could be reviewed either by
the Office of the Trade Representative in negotiations or by the
Congress to see if some measure shouldn’t be taken to try to over-
come that adverse impact.
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I think there’s a way to structure the treaty so that we can
ensure that no part of our economy is quickly and adversely im-
pacted by the treaty.

Senator CHAFEE. Yes, but Congress would have lost whatever
control it might have by that point. We would be complet,el{)ede-
pendent upon Ambassador Brock considering what might a
minor phase in the grand picture as he sees it, but a very impor-
tant phase to some arcas of America. And so I'm a little leary of
%:tting loose the tether here, the tether on Ambassador Brock, that

Mr. GEPHARDT. Perhaps there is a way to write the authority in
the legislation so that there’s a requirement that if certain events
occur—and I'm not sure if you can write that adequately—but
there would have to be a return to the Congress for the Congress to
review that situation, and perhaps speak to it.

Senator CHAFEE. Well, we certainly appreciate your taking the
trouble to come here and hearing your thoughts. Thank you.

Mr. GEpHARDT. Thank you.

The CHAIRMAN. Are there other questions of the Congressman?

[1'1\}1\0 response.] ‘

e CHAIRMAN. Thank you very much. We appreciate your testi-
mony.

Mr. GepHARDT. Thank you.

The CHAIRMAN. Now we will turn to Ambassador Brock. Under
the early bird rule, Senator Chafee will be recognized first.

Senator CHAFEE. Mr. Ambassador, you heard in my questions to
Congressman Gephardt my concerns. And they relate particularly
to the jewelry business.

have been a fervent supporter of free trade, and I have been
especially opﬁosed to protectionism for those industries which are
amongst the highest paid industries in our Nation, but which have
not been prepared to come down on their wages in order to be
more competitive. Particularly, 'm speaking of the steel industry
- and the automotive industries, which have the highest paid indus-
trial wages in our Nation.

But now we are dealing with an industry that is amongst the
lowest paid in our Nation—the jewelry industry. I know no one
will quarrel with that ﬁroposition. No one is earning $23 an hour

lus fringe benefits in the jewelry industry. The wages are closer to
6.50 an hour. And Mr. Runci from the Manufacturing Jewelers
and Silversmiths is going to be testifying later, and I would appre-
ciate if you or your people would review that testimony because
%hlis i(xls a very serious problem particularly in my State of Rhode
sland. ‘

Now the Israeli jewelry industry is a very mature industry, It's
not something that is just striving to catch on; 85 percent of the
country’s jewelry is exported; 77 percent of those exports come to
the United States. And it’s the second largest supplier of precious
metal jewelry in the United States.

Now what protection are we ioing to have for that industry if we
should agree to I);our fproposal that we give you negotiating author-
ity to, in effect, have free trade?

Ambassador Brock. Well, there are a number of elements in the
response to that question. And let me say at the outset that as a
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matter of background that I do know the Senator’s position, and it
has been noble, and I'm very grateful for the leadership you have
shown. There is no Senator or Member of the House that has been
more consistent and more supportive of the concept of freer trade
in this country than the Senator from Rhode Island. And I greatly
apggeciate that.

when you say that you have got a problem, I listen and I pay
attention. '

Senator CHAFEE. I mean I haven’t come in here and sought pro-
tection for our machine tool industry or other industries like that.
But this is right on the margin. This is a low wage industry which
employs a whole series of immigrants, people who have come from
the Far East, from Columbia, from all over. We've got a league of
nations in our plants. That's the way these people are starting up
the economic ladder, and to knock them out through unlimited im-
ports in this area, particularly in the gold chain area, is extremely .
concerning to me. It's of great concern.

Ambassador Brock. Let me try to list some of the elements of
assurance. First, in the negotiation itself we have asked for the
advice of the ITC in terms of trade impact. That will be given ap-
g‘ll':)ximately in May, I think. So we have that study ongoing now.

at’s to evaluate just what problems may or may not be involved
in this kind of an agreement.

Second, if severe problems do appear, then you obviously are
going to take that into consideration as you negotiate. No agree-
ment is going to be brought into fullrforce and effect across the
range of all products on the day of si%::ature. Both countries prob-
ably will want to take some time to phase this program in. So you
do take that into account. And, again, you look at the specific prob-
lem areas and you take that into consideration.

Third, we have asked the Government of Israel to do something
more, considerably more, than they agreed to do in their arrange-
ment with the European Community. We have asked that they
take into account areas that you have not asked about, such as
gervices and investment. But we have also asked that subsidies be
on the ne%otiating table so we can take into consideration any gov-
ernmental intervention that would create a trade impact of an
negative consequence in the United States. We have that as an ad-
ditional safeguard, if you will.

So with all that, coupled with the existence of U.S. law, which
provides for full safeguard treatment of affected firms under any
normal trading circumstance, as well as this type of arrangement,
it seems to me that we have the 1imssibility at least of dealing very
carefully and precisely with the kind of problem that you raised. I
can'’t tell you precisely what we will do because I don’t know. But I
do know that we are worried about it. We are going to watch it.
We'’ve sought the advice of the best geople we can get. And we are
going to listen to the testimony of the industry and take that into
consideration.

Senator CHAFEE. Well, am I correct in thinking there are two ap-
proaches to this? One is for the Congress to give you unfettered ne-
gotiating authority, subject only to whatever limitations you choose
to impose as you outlined in the answer to my previous question.



15

The other agproach is for Congress to say that you can negotiate
in A, B, C, and D or in every section but E, F, and G, something to
that effect. Am I correct that these are the two approaches that we
might take?

mbassador Brock. Well, obviously, the latter is not an ap-
proach which we would support, Senator.

Senator CHAFEE. Has it been done? Is that a technique that Con-
gress has followed?

Ambassador Brock. It is.

Senator CHAFEE. Take the CBI. In the CBI we said 'you can’t ne-
gotiate in textiles, in shoes, in cameras, or whatever it was. Isn't
that the way it was done?

Ambassador Brock. Yes,

Senator CHAFEE. By the time we were through, everybody had
cut out their little area.

Ambassador Brock. You had made the negotiations more diffi-
cult and less productive. That’s correct. [La:ghter.

Senator CHAFEE. But it wasn’t an unprecedented action?

Ambassador Brock. No, it wasn’t unprecedented. No. But, Sena-
tor, if I may, there may be a third way of doing it. And that is to

ive us authority without trying to list a whole series of exceptions

ecause once you start that, I don’t know where you stop. And that
is to say whatever you do, bring it back to this body for approval.

_Senator CHAFEE. The thing that bothers me in the administra-
tion’s suggestion, is that each industry would have to bargain. The
jewelry industry is just a little teeny part of the big picture, a part
that might be thrown out, or thrown off the negotiating table as a
sacrifice for something bigger—soybeans or something—in return
for our little gold chains. Thus we lose control. Is that not so under
the proposal you have up here now?

Ambassador Brock. Not really because you will be involved, the
staff of this committee will be involved, this industry will be in-
volved as we go through this process. You know how we operate.
We try to take into consideration all of these concerns. You have a
right to express that.

But I will tell you, Senator, that when you are engaged in a
broadly based negotiation, every item that is taken off the table
makes the negotiation that much less achievable and productive
and worthwhile. You know that. The whole purpose of multilateral
negotiations has been to achieve a balance of concessions and op-
portunities across the range of our economic acitivity. It does not
mean that you don’t take into account those who would be most
severely affected. You certainly do. -

Senator CHAFEE. Let me ask you a final question. I know my
time is up, Mr. Chairman. )

I didn’t quite understand—but I believe it was in your state-
ment—that whereas there is currently basically free trade with
Israel, except for a few products, having this completely free trade
operation proposal would ensure that nontariff trade barriers
would disappear. I missed something there. If they are not disap-
pearing now, why would nontariff trade barriers disappear when
trade barriers came down? .

Ambassador Brock. Because we are not just neiotiating tariffs.
We are negotiating a free trade arrangement which is comprehen-
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sive by the very nature of the arrangement, which we have never
done before I grant you. But which under the GATT is reguired to
be substantially large enough to cover substantially all trade.

We simfp}y aren’t going to spend all of our time on tariffs. As a
matter of fact, that would not be a productive exercise because
most of the world’s trade is not impeded anymore by tariffs. It is
impeded more by nontariff barriers. But when gou do something
like this, obviously, you are going to put a lot of attention on the
nontariff barriers. And we think in both areas. Both in tariffs
where they do affect some 40 percent of all that we sell to Israel, as
weli as in the nontariff areas, we have opportunities for more busi-
ness.

Senator CHAFEE. Is this going beyond manufaciured goods and
agricultural products? Are you getting into services in this too?

Ambassador Brock. Yes, sir.

Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

The CHairmaAN. Thank you.

Senator Danforth.

Senator DANFORTH. Mr. Ambassador, right now about 90 percent
of Israel’s exports to the United States are duty free. If you negoti-
ated this agreement with Israel, the other 10 percent would be
duty free. If we began whittling away at that 10 percent by making
exceptions, there wouldn’t be very much left, would there?

Ambassador Brock. No.

Senator DANFORTH. Most of the industries which are covered by
the 10 percent, the 10 percent of Israel’s exports that are dutiable,
are industries, such as the jewelry industry, shoes, textiles, and
others that are similarly situated—the weaker U.S. industries. Is
that right?

Ambassador Brock. Well, I'm not so sure I would describe them
as weaker. They are some very strong industries, but they have
been particularly beset by imports.

Senator DANFORTH. And the reason that they are not covered by
tbte. G;meralized System of Preferences is that they are import sen-
sitive

Ambassador Brock. That’s correct.

Senator DanrForTH. Now with respect to the GSP, the GSP pro-
aram expires in January 1985. There are many detractors of the

SP and one of the allies of extending it is the State of Israel. If
we were to grant this negotiating authority, would that moot out
the support of those who support Israel for the GSP extension?

Ambassador Brock. In my judgment, it would not. But I think
the proper people to ask would be those who would have to take
that position.

Senator DANFORTH. Why do you think that it-should not moot
out the support for extending the GSP? ‘ :

Ambassador Brock. Because we have had conversations on the
subject, and I believe that the Government of Israel, which has
been a remarkably true and leyal supporter of GSP throughout the
process, would continue that.

Senator DANFORTH. To grant negotiating authority is not the
same as to conclude successful negotiations.

Ambassador Brorx. No.
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Senator DANFORTH. And negotiations, especially if we are hoping
to get something out of the hegotiations as well as give something
up in the negotiations, take some time. The GSP runs out in less
than a year. So for time reasons, if for no other reason, there
would be a continued Israeli interest in the GSP, I would think.

Ambassador Brock. Well, I would hope that on a parallel track
to the consideration of this approach, the Senate and the House
would give active consideration to extendinf GSP. We have offered
that legislation to the Congress, as you well know, Mr. Chairman,
and your own subcommittee. It is important to our national inter-
est that we extend GSP this {ear.

?Senator DANFoRrTH. It would be important to Israel, too, wouldn’t
it

Ambassador Brock. Very, very much so.

Senator DANFORTH. For the reason that to grant negotiating au-
thority and to conclude negotiations are two very different things.

Ambassador Brock. Well, let’s put it a different way. If there is
any phasein of a new agreement during that time, they would need
GSP if for no other reason than to maintain the benefits they now
have. Otherwise, if you were going to phase something in, they
could lose those benefits.

Segator DANFORTH. May I ask one other question, Mr. Chair-
man?

The CHAIRMAN. Sure. ‘

Senator DANFORTH. We hope to get something out of the negotia-
tions, as well as give something up. Right?

Ambassador Brock. Yes, of course. ,

Senator DANFORTH. Who would be the likely beneficiaries in the
United States or don’t you know yet? Are there those who clearl
?avel;omething to gain by entering into these negotiations wit

srae :

Ambassador Brock. Yes. And, frankly, they cover a very broad
range. The grain producers of this country would clearly benefit.
The people in tractors and heavy equipment, engines, pharmaceuti-
cals. I could provide a pretty extensive list of those that are pri-
marily affected by tariffs now. And, frankly, they are not only the
40 percent of our exports that are covered by duties—40 to 45 per-
cent—but there are a number of areas where we have new opportu-
nities that we see. We're still in the process or consulting with our
private sector to gauge their own economic benefit. And it appears
to be substantial.

Senator DANFORTH. The Europeans are now being granted prefer-
ential treatment by Israel that the United States is not being
granted; isn’t that right? '

Ambassador Brock. That is correct. :

Senator DANFORTH. And it would be your belief that the negotia-
tions could equalize those opportunities so that we would be in a
better opportunity of taking advantage of those markets.

Ambassador Brock. They will equalize and do a bit more because
the European agreement does not cover agricultural products to an
effective degree, and ours, we hope, would do something. ,

Senator DANFORTH. Do you think that this agreement would im-
prove our trade balance?
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Ambassador Brock. There’s no question that it would improve
ou:iltotal trade, our employment, and I think our trade balance as
well,

Senator DANForTH. Thank you.

The CHAIRMAN. Thank you. ‘

Senator Packwood, I think, had to leave. Senator Heinz. )

Senator HEINz. In your testimony—I arrived in the middle of it—
have you decided as yet whether you are going to be country specif-
ic or not in the proposal you send us, or are you going to seek a
broader grant of negotiating authority?

Ambassador Brock. It is very much my hope that we would not
be country specific, Senator.

Senator HEINz. That ‘;'ou would not be country specific?

Ambassador Brock. Yes. The difficulties that I think are obvious,
and we really don’t want this thing to get bogged down in so much
detail. That's the reason we will resist exceptions.

But if we follow the course of being not country specific then we
will have to come back, in my judgment, to you for that which we
have achieved.

Senator HEINz. Do you have any other ideas whether the nons
cificity would include all countries or would there ‘be a limitation
on countries that could be included?

Ambassador Brock. I don't see any reason for an exemption.
Common sense will exclude quite a few, like something over 140.
But there are some that we would like the opportunity to at least
have some conversations with, and then come back and see if that’s
what you all would like to do.

One of the concerns that has been expressed to me is that this
not be authorities to begin a new trading round in a multilateral
sense, We are not seeking that. And I want to assure you of that
fact. But I do think, that as we have negotiating authority to nego-
tiate in the nontariff areas, for example, and bring back any agree-
ments for a response from the Congress, that coverage of the tariff
area would be very beneficial in this case.

‘Senator HEINz. So you would subsume tariff cutting authority in
this negotiating authority if you had your way?

Ambassador Brock. It has to include that. That’s really—you
start by negotiating and then you move to the nontariff areas—
services and investment.

Senator HEINz. Would that be like old section 124?

Ambassador Brock. Could be. Could be 102. I think that’s where
we would like the advice of this committee and the people here. We
would like to work with you and develop the best approach.

Senator HeiNz. What would be the difference between what you
are asking for and the kind of grant of negotiating authority that
could lead to a new multilateral trade agreement?

Ambassador Brock. In the conversations that we are presently
having with our trading partners about a new trading round, we
are looking at the types of items that ought to be on the afenda.
Most of them are nontariff items. We are talking about including
services under the GATT. We are talking about including invest-
ments. We are talking about finalizing a safeguards code. Dealin,
with agricultural fgro lems, high technology. Very few, if any o
those, require tariff-cutting authority.
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Senator HeiNz. My impression of the Tokyo Round was that
most of our problems that we sought to deal with in the Tokyo
Round were also nontariff barriers.

Ambassador Brock. That’s right.

Senator HEINz. And that the way we dealt with them was to cut
our tariffs in return for getting the subsidies code or the dumping
go‘(;le, g?nd so forth. Why is that not the same kind of pattern for the

uture

Ambassador Brock. Could be, but we haven’t got a whole lot left
to cut, Senator. We haven’ Vgot much left to give. We are the most
open market in the world. We have the lowest tariffs in the world.

e don’t have many things left with which to bargain. It seems to
me that you would look for other areas because there is not a
whole lot left to give in the tariff area. What countries are seeking
now, at least the developing countries that I have talked to—more
of them are seeking some assurance of market access than they are
a reduction in tariffs.

Senator Heinz. If there is not a whole lot left to give, why should
zvee five you much authority to give what we have got left? [Laugh-

I,

Ambassador Brock. Well, I can go to——

Senator HEINZ. I'm not being facetious.

Ambassador BrRock. I understand.

Senator HEINz. If the hypothesis is you can only get if you give,
and if we have got nothing left to give, what’s the point in giving
you the authority for these little residual dribs and drabs?

Ambassador Brock. First of all, when you are dealing with a spe-
cific country, there are some areas where a little bit of give can be
very important to them on {'ust a small number of products. I think
I was referring to a multilateral negotiation, such as that which
would take place in a new trading round. I don’t think tariffs will
 be our most useful weapon, but I would hate to have any negotia-
tor go to a new trading round without the ability to negotiate on
tariffs because you would deprive him or her of a very useful tool.
But the tool will have greater value with individual countries. I
accept that. And that’s why I think in this particular case we could
use this authority. We do have to have it with regard to Israel.
Otherwise, the negotiations really don’t mean very much.

Senator HeiNz. For my last question: Do you anticipate that at
some point you will be in a position where we will be able to sit
down and discuss with you again with greater specificity what you
are looking for from other countries? I gather you are not prepared
to discuss here and now what we are looking for with respect to
specific countries. :

Ambassador Brock. And a new trading round or in this context.
Well, it isn’t that we are not re%ared. I think you and I have both
heard an awful lot of people in this country say that they are pre-
pared to do business with almost anybody if they play by the same
rules that we play. :

Senator HEINZ. That lets everybody out.

Ambassador Brock. It does. But one of the values of this kind of
an agreement is that it says we are both going to play it by the
same rules. Now if you can reach that kind of an agreement with
anybody—1I think Americans are ready to compete. We just want to
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be sure that it’s fair and equitable and that we have a fair chance
of selling our product. So I don’'t have any objection to talking to
anybody on that kind of a basis. There are not a whole lot that will
be interested in talking to us on that kind of a basis. I guess that’s
the point. But if they want to talk, sure, we will talk. That’s the
whole idea of trying to write a good solid agreement the first time.
~ Senator Heinz. It would just be my expectation that if you want
a broader grant of authority, that we ought to know what objec-

tives, in a more specific way, you hope to achieve by getting it. ‘

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Symms,

Senator Symms. Mr. Ambassador, right along the line of what
Senator Heinz was talking about, would you welcome a new round.
of negotiations dealing with the subject of indirect subsidies?

Ambassador Brock. Sure. I don’t think we could achieve it in the
next 12 months. I think it would take a good deal of time and effort
to sell the urgenc{eof that. But as far as the United States is con-
cerned, we could begin that talk right now because we are really
fetting damaged by the process of subsidies, the largest single prob- -
em in the world trading system in terms of the practices of other

oxlrlernments, in my judgment. Second only to the value of the
ollar.

Senator Symms. Well, I, in ieneral, don’t have any problem with
your fproposa;l, frankly. I think that in a general sense it's a good
1dea for us to try to trade with our friends and allies and strength-
en the economy on both sides.

I have had some concern in two other related allies of ours—free
China and free Korea. That is quite a dramatic change in the GSP
for them. Where Senator Chafee has a problem possibly with im-
ports of jewelry from Israel, well in m part o the country we
export large agricultural commodities to Taiwan and to Korea. And
if they can’t sell in our markets, they can’t buy from us. So that
concerns me. _

It looks like a conflict to me to be reducing the GSP to Korea, to

South Korea, and free China and Taiwan at the same time we are
going the other wafy in Israel when they are all three very stron
alalliles and friends of the United States and important to us strategi-
cally.
. Ambassador Brock. Senator, it has been the policy of this admin-
istration—and I think the implicit policy of the Congress—that as
nations mature and become world class competitors in industrial
sectors that they move into acceptance of the responsibilities im-
plied by that competitive circumstance. ‘

Senator SymMms. You think a 50-percent cut, though, in 2 years
might be a little rigid? .‘

mbassador BROCK. I'm not sure that I know the basis of that
figure, but if it simply is in accordance with U.S. law when we
reach a competitive needs circumstance, $50 million approximately,
50-percent import penetration to the U.S. market, we really don’t
have any flexibility in terms of graduation. That's what the law

says. ,

ﬁut let me remind you that while Korea and Taiwan are terribly
important trading partners of ours, and I accept the essence of
your question, I think they both have free, healthy trading situa-

\
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tions with the United States. I don’t think either one of them is

_complaining. I think they have done very well. And I think there
are solid grounds for our expressing concern with our access to
their markets, particularly in the case of Korea. They have had a
liberalization last fall, but there is a way to go over there. And it is
true that Americans have a right when a country has become a
world class competitive—certainly Korea’s shipbuilding, steel, tex-
tiles and other areas—should we not have the same access to those
markets that they have to ours.

Senator Symms. Thank you.

The CHAIRMAN. Senator Grassley.

Senator GrAssLEY. Will the agricultural economy of this country
be helped by this move of free trade?

Ambassador Brock. Yes, sir.

Senator GrassLey. With Israel?

Ambassador Brock. Yes, sir.

Senator GrassLEY. Then along that same line, any exemption of
agricultural products and commodities from the agreement would
in turn hurt American agriculture? .

Ambassador Brock. You would have to expect that. Yes.

Senator GrRASSLEY. Does our trade surplus with Israel occur irre-
spective of military sales? Or let me ask you this—or is that a sig-
nificant factor in our surplus?

Ambassador Brock. The surplus numbers that I gave you did not
include the military sales, so it would be larger if you included the
military sales.

Senator GrassLey. Third, and last, what U.S. industries in par-
ticular do you see facing stiffer domestic competition if we grant
Israel’s mutual agreement with the President for free trade?

Ambassador Brock. Jewelry.

Senator GrassLEY. Pardon?

Ambassador Brock. Jewelry. I have been thoroughly advised of
that fact. [Laughter.] :

Senator GrassLEY. All right.

Ambassabor Brock. The present products that we receive from
Israel are in these basic sensitive areas: Textiles, footwear, jewelry,
citrus, cut flowers, and some chemicals.

Senator GrassLey. Mr. Chairman, that’s all.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE, Mr. Chairman, just one quick question.

In your colloquy with Senator Danforth about those sensitive in-
dustries in the United States, I think he suggested that products

- couldn’t come in under GSP in those areas, and your answer was
that that was right. ‘ ‘

But there’s a gap here. Jewelr}y is covered by GSP. A large quan-
tity of jewelry now comes in from Israel under the GSP. So I
wouldn’t want any misunderstanding that the statistics that we
currently have on the imports from Israel show that a substantial
portion of them are already duty free. What this proposal would do
18 to let the balance in, and I am concerned because we are already
undergoing intense competition from duty-free imports from Israel
under GSP.

Ambassador Brock. You are absolutely riggt. And maybe I mis-
understood, but I thought we were talking about what if GSP were
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to terminate. And I provided a hypothetical answer to the effect
that we might be phasing in some items for zero duty coverage. If
an item was coming in under GSP now from Israel, and GSP were
to expire, and it were phased in under the agreement over a 3-year
period, then Israel would lose some of its ;l:resent benefits during
that period if GSP were not renewed. And that's what I was trying
to say. I don’t know if I said it very well or not.

Senator CHAFEE. Well, thank you very much, Mr. Ambassador.

Thank you, Mr. Chairman.

The CHAIRMAN. I am going to submit some questions in writing,
but I just want to ask a couple for the record.

[The questions from Senator Dole and Senator Pryor follow:]

SenATE FINANCE COMMITTEE QUESTIONS

Question 1. With regard to this proposal, there may be some concerns among
Members of Congress that the Administration may have commenced tariff negotia-
tions without pre-established negotiating authority carefully delineated by Congress,
as was the case for previous tariff negotiations. Indeed, in your statement you refer
to “formal negotiations” that began on January 17, yet you also note that “U.S. pro-
:iedux;al and legal constraints prevent us from negotiating product coverage at this

me.”

(a) Have the discussions with Israel speciﬁcall; addressed product coverage, in-
cluding the ibility of exceptions from coverage

(&) Your basic proposition is that “substantially all” trade must be covered in
order for there to be a free trade ment at all. Is there any reason why the
Con, should await the ITC report on probable economic effects before enacting
tari negotiating authority? Would it facilitate your negotiations to have authority
:lglw, rather than later? Will you submit the agreement to Congress for final approv-

Answer. (a) No. We have made clear to the Israelis that no d!scussion of product
coverage can take place until we receive probable economic effects advice from the
1J.S. International Trade Commission (USITC). This advice has already been re-
quested and should be received by the Administration in late May. We have begun
to discuss the parameters of the agreement, excluding product coverage, and will -
continue to discuss such issues as non-tariff barriers, rules of origin, possible dispute
settlement and notification procedures and other issues which are not directly relat-
ed to product coverage.

(b) No. Con, need not await the ITC report to enact tariff negotiating author-
ity. It would facilitate our negotiating with Israel greatly to have broad tariff neio-
tiating authority in place as soon as possible. In any event, we will submit the
agreement we reach with Israel to Congress for final approval. With regard to the
fotential concern of Congress that negotiations have commenced without pre-estab-
ished negotiating authority, the Administration since the commencement of this ex-
ercise has endeavored to conform to the detailed procedural requirements that have
been set out in the Trade Act of 1974 in Sections 102 and 181-135. These provisions
require the President to seek advice from the USITC and private sector advisors,
request ITC hearings, conduct Executive Branch hearings, and confer at early
stages with the Senate Finance Committee and the House Ways and Means Com-
mittee. These procedures have been the guide to Administration action on this
issue. The Administration has also anticipated that final Con ional review of
any trade a%:'eement that was concluded by the President would be an integral part
of accomplishing the United States’ objectives.

Question. 2. The President, in his State of the Union address, referred to a possi-
ble new “round” of trade negotiations. In recent months other matters have arisen
suggesting the need for tariff negotiating and proclamation authority; for example,
the agreement with Japan to reduce tariffs on semiconductors and computers. Do
you anticipate requesting negotiating authoritg limited to the U.S.-Israel Free Trade
Area, or do you believe it is necessary to seek broader authoritg?

Answer, The Administration is seeking broader authority than simfly limited to
the establishment of a U.S.-Israel FTA. It is our belief that the President could use
this authority to conclude highly advantageous and GATT-consistent arrangements
with select trading partners to promote freer trade on a bilateral basis.
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The Administration does not seek, nor would it use this authority to begin a new
round of multilateral trade negotiations.

Question 3. Ninety percent of imports from Israel enter the U.S. duty-free. The
firms and workers in industries that produce articles within the other 10 percent
presumably consider their industries to be import sensitive and will seek to be ex-
empted from the proposal.

(@) Do you anticis)ate that the proposed free trade area would eliminate duties on
articles now dutiable?

(b) If so, what assurances can you give the affected workers and firms that they
will not be significantly affected by the duty eliminations?

(¢) Would maintaining the current level of duty free imports satlsiy the GATT
standard that requires free trade areas to encompass “substantially all’’ of the bilat-
eral trade?

Answer.

(a) We intend to adhere closely to the GATT re%uirements pertaining to free trade
areas, including the one that “substantially all” trade be covered in a potential
agreedm?in%l'l‘o meet this requirement, we would have to eliminate ta:iffs on articles
now dutiable.

(b) We are examining appropriate ways to deal with sensitive product areas in
these negotiations, including measures such as staging and safeguards. The USITC
will hold public hearings, as will the Trade Policy Staff Committee (TPSC), as part
of our ne!%otiating {)rocess. We will take the views of interested firms and workers
into careful account as we move toward final negotiations,

(¢) In entering a Free Trade Area with Israel the Administration is concerned
that the terms of any agreement conform with the GATT-imposed requirements for
a free trade area, but is particularly concerned that the optimal economic benefit be
derived from the arrangement, Fortunatelﬁ', by conforming with the GATT require-
ments, the Administration believes that the United States will also reap the bene-
fits of the most open, beneficial and economically interrelated arrangement between
the two countries possible.

The GATT definition of a free trade area in Article XXIV requires the elimina-
tion of duties and other restrictions on trade on “substantially all trade” between
two countries. There is no precise definition of the term. GATT working parties on
this issue have not offered a consensus position. The term is understood to be both a
quantitative as well as qualitative measure of the degree to which bilateral trade is
conducted without tariff or other trade restrictions. Therefore, as the process contin-
ues, it will not be possible at any time to state exactly the percentage of trade which
must be duty free in order to represent “substantially all trade” according to the
GATT definition.

Although at the present time a large percentage of U.S.-Israel trade is conducted
on a duty-free basis, it is not necessarily the case that this is the optimal free trade
environment which the Administration would like to establish with Israel. The cur-
rent state of relatively free trade between the two nations is a result of trading pat-
terns developed in response to trading barriers. Trade will increase in areas where
there are minimal trade restrictions.

To achieve the most open environment of free trade it would be necessary to
eliminate barriers on as much of the entire potential universe of trade between the
two countries as possible. That is why it is contemplated that restrictions on all
products and as many non-tariff barriers as can be identified will be removed by the
agreement. In addition, such a course will also enable the United States and Israel
to conform to the Article XXIV requirements of the GATT.

Question 4. Can g&u state with more specificity what U.S. exports are being disad-
vantaged by the Israel free trade arrangement, and in addition, predict what
other export industries may expect to benefit from the proposed agreement?

Answer. We have received complaints that a variety of U.S. products are being
disadvantaged in the Israeli market as a result of the EC-Israel agreement. These
products include fiberglass products, slide fasteners and parts, wire of various sub-
stances, including cogper. culture medium (for beverages), food additives, compac-
tors, x-ray equipment, film and graphic arts processors, computer tapes and discs
and cellophane. In addition to these products which could benefit from the negotia-
tion of duty free treatment similar to that received by the EC, I believe that we can
expand our exports in a number of areas, including high-technology j)toducts (e.g.
computers and data processing equipment), paper products, aircraft and other trans-
portation ezuipment, and in the area of agriculture, grains, some processed foods,
tobacco, and perhaps in some meat categories. This list is obviously not exhaustive,
but it does give some indication of the types of products for which there is growth
potential as a result of this agreement.
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Question 5. You suggest that the agreement will address Israeli export subsidy
practices. Will an agreement be conditioned on Israel’s commitment to eliminate
these subsidies and/or to join the Subsidies Code?

Ansgwer. As part of the FTA agreement we will require Israel to eliminate export
subsidy practices,

Question 6. Will the proposed arrangement have any adverse impact on other U.S.
trading partners?

Answer. No. The GATT Article XXIV requirements state that no GATT member
can be disadvantaged more by the existence of a free trade agreement than they
were under conditions prior to that agreement. As the United States intends to con-
form to these reqlt:irements it is expected that our other trading partners will con-
tinue to receive the same treatment they currently do in the U.S. and Israeli mar-

ets.

Question 7. Mr. Ambassador, I understand that the Administration may ask the
Congress for general negotiating authority, not authority limited ?eciﬂcally to
Israel. I am concerned that the Administration may be sliding—sideways, as it
were—into a new round of trade negotiations without adequately consulting with
the Congress. Is it the intention of the Administration to consult with the Congress,
- should you decide to engage in a new round of multilateral negotiations? What. type
of negotiating authority does the Administration contemplate?

Answer. The Administration, in seeking negotiating authority to conclude a free
trade arrangement with Israel, is not seeking negotiating authority to begin a new
:gu{xd of multilateral negotiations and would not use any authority it received for

at purpose.

The authority contemplated by the Administration would only be sufficient to
enable the President to enter into comprehensive Free Trade Arrangement with
Israel and perhaps extend such arran%ments to other trading partners, if that ap-
pears to be in the best interests of the United States.

The best agproach for accomgplishing this would be through an amendment to Sec-
tion 102 of the Trade Act of 1974. Under this provigion the President currently has
the authority to seek the modification of non-tariff barriers which have a trade dis-
tortive effect. An amendment which would extend this authority to the negotiation
of tariff barriers as well would give the President the flexibility to negotiate a full
and comprehensive agreement which would provide for the optimal balance of inter-
ests between the U.S. and Israel.

By adoptinﬁhis legislative :&ﬂroach the Congress need have no fear that agree-

ments would be entered into out proper Congressional consultations, or review
by other interested ‘parties.
The provisions of Section 102 with regard to non-tariff barriers are well known

and already in place. The procedural requirements set out in Section 102 itself, as
well as Section 131-185 of the Trade Act of 1974, provide for early conference with
both the Senate Finance and House Ways and Means Committees, ITC advice on all
tariff items and some selected non-tariff barriers, and advice from the private sector
received tbrough Executive Branch hearings, I'f‘C hearings and the entire private
sector advisory program, Most important, any agreement the President would con-
clude would have to be returned to Congress for full review and implementation,
following the procedures of Section 151.

_Section 102 authority, expanded to include tariff items, is, in the Administration’s
view, sufficient to conclude an arrapgement with Israel and for other free trade ini-
tiatives, with full Congressional and private sector participation. It is not legislation. .
which would authorize a new round of multilateral trade negotiations.

Question 8. Mr, Ambassador, we now have a serious trade problem, with the mer-
chandise trade deficit expected to reach $100 billion for 1984. If the Administration
decides to pursue a new round of trade negotiations to expand international trade,
what sort of support will you advocate to help out the workers and industries in-
jured by further trade expansion? In your view, are the Trade Adjustment Assist-
ance and Job Training Partnership programs sufficient for this purpose?

Answer. I agree with you that we now have a serious trade problem, and as you
know I have beer: doing my level best to turn that situation around. However, there
is general agreement that the reason why the U.S. has lost much of its competitive
edge in international trade is because of the high value of the dollar which makes
American exports expensive and imports relatively cheap. In addition, the Ameri-
can econon:iy has been growing much faster than that of other countries resulting in
brisk American purchase from abroad.

If we decide to pursue a new round of trade negotiations it would be with the
view of improving the world trading system and opening up foreign markets to U.S.
goods. We as a matter of fact expect that any possible trade talks would result in an
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increase in U.S. jobs through exports, particularly in the high technology and serv-
ices industries, and we do not expect any adverse impact on American workers,
Does this mean we expect no future need for trade adjustment assistance? The
answer of course is that there will be a continued need for adjustment assistance.
&o;vsever. we hope that the need will not increase as a result of any possible trade

The TAA and the Job Training Partnership Act (JTPA) are designed to take care
of present problems, and we are closely watching to see how well the JTPA, which
only recently went into effect, can handle the job. i

RespoNsEs 10 QUESTIONS Posep By SENATOR DaviDp H. PrYOR ON THE PROPOSED
UN1TED STATES-ISRAELI FREE TRADE AREA

igﬁstionl 1. Will the negotiating authority you seek be broader than this FTA
with Israel.

Answer. As I mentioned in my testimony before the Senate Finance Committee, I
would prefer to seek broader negotiating authority at this time. The administration
will be submitting a legislative proposal on this issue in the near future.

Question 2. What type of safeguard provisions will be part of the ment you
intend to negotiate? Will it have more definition and teeth than the EC-Israel FTA?

Answer. At this time we have not yet determined the exact type of safeguard pro-
vision that we would seek in the U.S.-Israel FTA. We are aware, however, that we
must work within the context of existing U.S. law to determine the type of provision
we seek. I believe that it is most appropriate to examine the question of safeguards
after we have received advice from the ITC on the probable economic effects of
eliminating U.S. duties and have begun our negotiations on product coverage.

Question 3. How will you deal with balance of payments provisions, like those in
the gc-lsrael FTA agreement, that normally override all other terms of the agree-
men ‘ )

Answer. We are very aware of the need to ensure that concessions are not under
mined by frequent use by Israel of GATT lefal actions for balance of payments rea-
sons. At this time we are reviewing possible ways to address this problem in the
context of the FTA, but we have not yet determined which approach to adopt.

Question 4. You stated at the hearing that you expect an additional $8 billion in
trade to result from this FTA for our country. Please give your reasons for this
statement and also list the products you believe would go to Israel that aren’t doing
so under existing law.

Answer. My statement at the hearing referred ;v additional access to an $8 billion
market, not to a specific increase in trade of $8 billion. I do believe that we can
:igx&ificantly increase our trade performance in the Israeli market under a free

rade area.

The Israeli market is currently protected by duties averaging over 10 percent on
aprroximataely 45 percent of their imports and by numerous non-tariff barriers. We
believe that the combination of these two factors and the existance of the EC-Israel
Free Trade Area has limited our ability to compete effectively in the Israeli market.
With the establishment of a U.S.-Israel FTA, all of these factors would be nullified.

I believe that we can expand trade in a number of areas, including high technolo-
gy products, (i.e. comEuters and data processing equigiment). paper products, and
aircraft, In addition, there are a number of products which currently are negatively
affected by the EC-Israel Free Trade Area which could benefit from a free trade
area between the U.S. and Israel. These products include fiberglass products, slide
fasteners, co(rper wire, culture medium (for beverages), food additives, compactors, x-
ray film an graf»hic arts processors, computer tapes and discs and cellophane and
numerous agriculture products.

Question 5. With all the U.S. aid %oing to Israel today, perhaps $1.7 billion, isn’t
this already substantial help to the Israelis? In some areas this aid may already be
allowing them to compete with U.S. suppliers. :

Answer. The aid we have provided to Israel over the past years has indeed helped
Israel. However, the Israelis would like the opportunity to reduce the portion of aid
funding from the U.S. by expanding their trade and thus becoming more self-suffi-
cient and less reliant on continued U.S. aid funds, The gradual reduction of Israel’s
reliance on U.S. aid for its economic survival is also in the interest of the United

States.
Question 6. Wil} certain volume quotas (restraints) be part of the agreement?
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Answer. We have not yet determined whether or not certain t{\gpes of quotas
would be a part of a staging scenario for the ment, although this is a possibili-
ty which will be considered when we receive ITC advice.

Question 7. In your negotiations with lsrael, will current GSP be a given or con-
sidered a concession from the U.S.?

Answer. GSP eligible items will ve treated as currently dutiable items and staging
of duty elimination would be initiated from the MFN rate of duty on these items.
However, we believe that Israel should retain access to the GSP program while the

stag:":f is bein&,comglewd.
oy tteion bg A ill the Administration be proposing appropriate legislation perhaps
Yy September
Answer. We ho;ixa to discuss with the Senate Finance Committee Members the
most appropriate legislative approach to negotiate and implement such an“agree-
ment. We ex&ect that it will be necessary to obtain Congressional approval for some
form of tariff negotiating authority with the understanding that any agreement
would be subject to Congressional approval under expedited procedures contained in
the Trade Act of 1974.

The CHAIRMAN. Now as I understand, you refer in your state-
ment to formal negotiations that began on January 17. There
might be some concern among Members of Congress that the ad-
ministration may have commenced tariff negotiations without any
preestablished negotiatin% authority. My question is, Have the dis-
cussions with Israel specifically addressed product coverage, includ-
ing the possibility of exceptions from coverage?

Ambassador Brock. No. We are being very careful to wait on
that until the Congress has acted. And even then we will have to
wait grobably further for the ITC’s findings to be sure of our
ground.

The CHAIRMAN. That was my second “guestion. Do you think it's
necessary to wait for the ITC report? Would it make it easier for
you to facilitate your negotiations to have the authority now rather
than later?

Ambassador Brock. It would make it much more comfortable to
have the authority. We, obviously, are going to take the ITC’s find--
ings into account as we proceed with the final phase.

e CHAIRMAN. So there’s no need to wait for that?

Ambassador Brock. No.

The CHAIRMAN. That wouldn’t be a problem?

Ambassador Brock. Not at all.

The CHAIRMAN. You suggested in your statement that you will
address Israeli export subsidy practices. Will an agreement be con-
ditioned on Israel’s commitment to eliminate these subsidies and/
or to join the subsidies code?

Ambagsador Brock. I'm reluctant to say what the final agree-
ment will contain, Mr. Chairman, until we see it. But I think the
indications are that the Israelis are willing to discuss this kind of
question. Now I don’t know about the code, but certainly in terms
of their own practices. And I think we expect to make a good deal
of progress in the area.

he CHAIRMAN. Will the dpropo:s;ed arran%gment have any adverse
impact on other U.S. trading partners? That may be something
that you are not prepared to answer at this time. 4

Ambassador Brock. No; I really don’t think so. It seems to me
that these sorts of arrangements have the primary effect of in-
cressing the totality of trade. It will give us a competitive opportu-
nity that we might not otherwise have. But I don’t think it would
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disadvantage others. My own judgment is that the more of this sort
of thing we could do, the better off the world trading system is.

The CHAIRMAN. Is there any likelihood that Egypt might recon-
sider its particiﬁation in the free trade area? .

Ambassador Brock. I honestly don’t know. I talked to the E%yf)-
tian president and its government on more than one occasion. Told
them precisely what we were thinking about, how it was proceed-
ing, where we intended to go, how much time that might take, and
what the composition might be, and suﬁgested that since we were
concerned about the Camp David accords and the economic devel-
opment of both Israel and Egypt, that if they felt it was in their
interest in any fashion that I would welcome that. And then we
would proceed to see what we could do.

They said at that time that they did not believe it was in their
interest to pursue this course. They know both in public and in pri-
vate of our expressed willingness to engage in similar conversa-
tions with not just Egypt but with other friends around the world.
And if they want to change, they have every right to do so. We
would welcome that. .

The CHAIRMAN. In addition to its apparent economic rationale,
the free trade arrangement, if it's agreed to, could also advance the
U.S. foreign policy goals in the Middle East. Is that in fact another
consideration supporting this proposal?

Ambassador Brock. Well, I would very much hope so. It's not on
the negotiating table, but it certainly is in my mind.

The CHAIRMAN. You also indicated that you are thinking about
including service industries in these arrangements. Again, is that
in process? You may not be prepared to say what type of restric-
tions on services trade that you set to eliminate, but have you iden-
tified something specifically that you are goin(gl to be looking at?

Ambassador Brock, We have officially told the Israeli Govern-
ment that we would like to include services. We haven'’t gone too
much beyond that yet. We will consult with our private sector,
with theirs, with their government and see where we go. We would
like to include it.

The CHAIRMAN. You also indicate that you will include “invest-

ment.” I'm not certain what that means.
. Ambassador Brock. As you know, we have been involved in writ-
ing bilateral investment treaties or agreements around the world, a
number of which will be before you this year. We have a good
friendship, commerce and navigation treaty with Israel, but we
would like to look at the investment question to be sure that there
is a free flow of capital between the two of us. And if we can im-
prove that aspect of the agreement, we will do so.

The CHAIRMAN. Are there other questions of Ambassador Brock?

[PI‘}IIO response.]

e CHAIRMAN. Mr. Tracy, do you have anything to add?

Mr. TrRACY. I'm just fine.

The CHAIRMAN. Good.

Mr. TrAcy. I speak for agriculture, Mr. Chairman, whether they
like it or not. Thank goodness.

The CHAIRMAN. We need hegm.

Senator DaANFORTH. We need a continuous USTR for agriculture
and others.

35-438 0 - 84 - 3
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Ambassador Brock. You will have my sugport of agriculture and
the Department of Agriculture as long as they have such outstand-
ing people in charge. -

The CHAIRMAN. As I indicated at the outset, we are going to look
at this hearing record, and we have yet a number of witnesses to
hear. We want to work with you dand get a bill drafted if we can,
one we can agree on, and move on it as quickly as we can.

Senator Symms.

Senator Symms. Mr. Chairman, I just want to thank the Ambas-
sador, and particularly thank him for his attitude about indirect
subsidies and encourage you that we are working on legislation
that deals with that. And we hope that you can support an effort to
get a new round of nefotiations on indirect subsidies, because I
think it really is of critical importance to a continued world if we
are going to trade in it.

Ambassador Brock. Senator, I appreciate your interest, and I
look forward to working with you.

Senator Symms. Thank you.

Ambassador Brock. It's a subject of very real concern to me.

The CHAIRMAN. Thank you very much, Mr. Ambassador, Mr.
Tracy. We appreciate it.

Ambassador Brock. Thank you.

The CHAIRMAN. Now we will start with the first panel and we
have a number of them. The first includes Tom Dine, executive di-
rector, American Israel Public Affairs Committee; Mr. Elmer
Winter, representing the American Jewish Committee; and Mr. E.
Jay Finkel from Porter, Wright, Morris, and Arthur, representing
the Zionist Organization of America. We will suggest that you try
to summarize your statements. We have some 20 witnesses to hear
in the next hour and 20 minutes. So if you can give us your best
2% minute summary, it would be appreciated. '

Tom, do you want to kick it off?

STATEMENT OF THOMAS A. DINE, EXECUTIVE DIRECTOR, AMERI-
CAN ISRAEL PUBLIC AFFAIRS COMMITTEE, WASHINGTON, DC

Mr. DiNe. Thank you, Mr. Chairman, for the opportunity to testi-
fy before this distinguished committee on a proposed free trade
area between the United States and Israel. ‘

* 1 would like to summarize my testimony and ask that the full
text be inserted in the record.

The CHAIRMAN. It will be made a part of the record. All state-
ments will be made a part of the record as though given in full.

Mr. DinE. Thank you very much.

[The prepared statement of Mr. Dine follows:]
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TrsTIMONY OF THOMAS A. DINE, EXECUTIVE DIRECTOR, AMERICAN ISRAEL PuBLIC
AFFAIRS COMMITTER

Thank you, Mr, Chairman for the opportunity to testify before
this distinguished committee on a proposed Free Trade Area between
the United States and Israel, Appearing with me are Mr., Douglas-
Bloomfield, AIPAC's Legislative Director, and Mr, Steven Rosen, AIPAC's
Research Director., I will summarize my testimony and ask that the

full text be inserted in the hearing record.

AIPAC is a domestic American lobby concerned with American foreign
policy. On our Executive Committee sit the presidents of the 38
major American Jewish organizations representing more than four-and-

one-half million members throughout the United States.

AIPAC strongly supports the establishment of a Free Trade Area
(FTA) between the United States and Israel as goodltradé policy and
sound foreign policy for the U.S. It would be a meaningful step
towards solidifying the unique relationship between our two demo-

cratic nations and a way to provide mutual benefits for both countries.

Israel shares with the U.S. a heritage of democratic traditions
and Judeo-Christian values, and is a member of the family of free
nations. Its democratic character is rooted in the principle that
government derives its legitimate power from the people, who express
themselves through open elections, unfettered freedom of speech,
free trade unjons, a robust free press, and other rights protected
by an independent judiciary. Israel is one of the great success
stories of the democratic experience in the modern world. 1In
addition, poll after poll has shown that Americans have felt a special

affinity for Israel since its birth as a nation in 1948, That support
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has also been reflected here in the Congress which has been
consistent in its moral, economic and military support for Israel

throughout the years.

Israel is jadditionally,a country of considerable strategic
importance to the U.S. and the West. Its critical location at the
anchor of the Mediterranean basin and in the heart of the Middle Ea§t,
the fighting strength of its armed forces, and its commitment to
prevent Soviet-allied forces from becoming the dominant powers in
the region, make Israel a strategic ally of great value in this

critical part of the world.

But Israel's strength and free institutions depend on the health
of their economic foundations. These are, as you well know, under

great stress,

To put the problem in perspective, it is important to begin with
a recognition that today's Israel in fact constitutes one of the
more impressive economic achievements of the postwar years., A
nation of impoverished imqigranCS returned to a land almost barren
of naturul resources. Within a few years, Israelis built agricultural,
industrial, and service sectors comparable in their level of develop-
ment to many of the nations of Europe. This is reflected in ‘the stati-
stics of per capita production, and in the visible evidence you witness

when you travel throughout the country,

This- remarkable development in a few short decades was achieved

primarily by the hard work and entrepreneurial spirit of the
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people themselves, in an economy that rewards free and intelligent
enterprise. It is also an example of what people can accomplish

in a free and unfettered market.

But Israel is, at the same time, staggering qnder the burden
of financing its defense, as it tries to mafntain a military balance
with an enormous coalition of adversaries who have almost as many
aircraft and tanks as NATO, Since 1973, several of the Arab League
states have enjoyed an enormous infusion of wealth generated by inflated
oil prices, and they have dévoted a great share of this to amassing
arms against Israel. As a result, Israel is forced to devote over
a third of its resources to defense - compared to 6% in the U.S.

and 1% in Japan.

Another particular factor that imposes a great strain on the
Israeli economy is the refusal of 1itsneighbors to engage in normal
trade. Beyond denying their own markets, the Arabs have employed
the economic boycott and petro-pressures to close many Third World

markets to the Jewish state.

As a result, Israel as a trading nation dependent on imports
and exports, has been forced to concentrate largely on the markets
which remain open in Europe and the United States as its principal
trading partners. These are the lifeline of its economic existence,
and thus fluctuations in the import duties and policies of these

markets reverberate throughout the Israeli economy.

The unique character of U,S.-Israel economic relations also
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argues for the establishment of an FTA. The United States, through

an annual $2.6 billion aid program, recognizes the need to strengthen
Israel's ecnnomy ip furtﬂerance of U.S. national interests. ﬁeginning
in 1974 with the creation of the U.S.-Israel Joint Fommittee on Trade
and Investment, the United States has been looking at ways to help

enhance the trading relations between our two nations.

The BEuropean nations have taken a major step towards enhancing
their own relations with Israel by admitting it as an associate
member of the European Common Market and signing a Free Trade Area
agreement with Israel. This allows Israel duty-free access to the
second largest market in the world, reciprocated by progressive duty-free

access for European products in lIsrael.

Now, President Reagan declared on November 29, 1983, that the
United States has agreed to open negotiations to create a similar
relationship. This is an hl;toric event, as it would put the United
States on the same footing as the free nations of Europe in their

conduct of economic relations with Israel.

A U.S.-Israel FTA would also be of significant benefit tn the
United States. The United States is Israel's largest trading partner.
Twenty-three percent of Israel's exports go to the U.S., and twenty-five
percent of its imports come from here. For the United States, Israel
represents our second to third largest market in the Middle East. Israel
imported last year more than $1.7 billion in civilian goods from the
United States, thus creating about '50,000 U.S. jobs, based on the Department
of Commerce principle that each $1 billion in expo¥ts creates 30,000 jobs,
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The United States has always enjoyed a highly favorable balance
of trade with Israel, resulting in a 1983 trade surplus in excess of
$500 million. Most of Israel's exports to the United States (90%)
already enter duty€ree while only 55% of U.S. exports to Israel have
duty-free status, Israel thus has thé potentfal for being a far stronger

market for the U.S. if a Free Trade Area were established.

Mr. Chairman, if we do not take action, there are reasons to
believe that the competitive posit}on of American exporters to the
Israeli market will suffer. The terms under which European exports
enter Israel are improving as the provisions of Israel's agreement with
the European Community come into effect. U.S, firms will soon be
at a competitive disadvantage in comparison with their European
counterparts. This can be prevented if a Free Trade Area is established.
This will protect our thriving exports to Israel in such areas as
metal-working machinery, electronic components, electronic production
and test equipment, and computers. Indeed, these and other industries
would significantly expand their shares of Israel's $8 billion market

under an FTA,

Israel would, under the terms of a Free Trade Area, also of
course be able to expand its exports. It could, over time, help
to reduce Israel's balance of payments gap and its reliance on
U.S. economic assistance.

But the threat to American industry would be minimal. Israel is
unlikely to flood the American market, because it is not a cheap labor

enclave, As a very small country with a relatively high-prficed labor

.
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force, Israel would find it difficult to undercut prices of U,S.
manufacturers and flood U,S. markets with cheap, labor-intensive products--

even if they all entered the U.,S. duty-free,

Nor will Israeli agricultural exports have a negative net effect
on the U.S. farmer. Indeed, our agricultural exports to Israel
exceed by nearly eight to one those of Israel to the U.,S. ($421 million
compared to $53 million, in 1982). The American farmer, therefore,
is likely to benefit, as he holds or expands his market share
against European competitors and as he ber2fits from Israeli toch-

nological advances.

In summary, establishment of a Free Trade Area is a step we can
take to help Israel while helping ourselves, In taking this step,
we will join our European allies in stating that Israel is a pait
of the family of free nations. It will be good for the U.S. economy,
strengthen a vital ally in the Middle East, and reaffirm the bonds
between ourselves and a fellow democracy.

1 would also like to say a word about the importance of renewing
the Generalized System of Preferences which is due to expire in
January, 1985. During the years that the GSP has been in existence,
both the U.S. and Israel have benefitted as Israel made considerable
concassions in order to gain GSP treatment for its products, At present,
35% of Israel's exports to the U.S. come in duty-free under the GSP,
Until a Free Trade Area is fully established, the GSP will continue

to be an important element in U.S,-Israel trade relations.

Thank you, Mr. Chairman.
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Mr. DiNE. AIPAC strongly supports the establishment of a free
trade area. It is good trade policy and sound foreign policy for the
United States. In its implementation, it would be a meaningful step
toward solidifying the unique relationship between two democratic
nations, and a way to provide mutual benefits for both countries.

Israel shares with the United States a heritage of democratic tra-
ditions and Judeo-Christian values, and is a member of the famil
of free nations. Poll after poll show Americans feeling a special af-
finity for Israel since its birth as a nation in 1948, That support
has also been reflected here in the Congress, which throughout the
years has been consistent in its moral, economic, and military sup-
port for Israel. Israel is additionally a country of considerable stra-
tegic importance to the United States and the West. Its critical lo-
cation at the end of the eastern Mediterranean and in the heart of
the Middle East, the fighting strength of its armed forces, and its
commitment to prevent Soviet-allied forces from becoming the
dominant powers of the region, make Israel an ally of great strate-
gic value in a critical part of the world.

But the strength and free.institutions of Israel depend on the
health of their economic foundations. These are, Mr. Chairman, as
you well know, under great stress.

To put the problem in perspective, it is important to begin with a
recognition that today’s Israel in fact constitutes one of the most
impressive economic achievements of the post-war years. A nation
of impoverished immigrants returned to a land almost barren of
natural resources. Within a few years, Israelis built agricultural,
industrial, and service sectors comparable in their level of develop-
ment to many of the nations of Europe. But Israel is at the same
time staggering under the burden of financing its defense as it tries
to maintain a military balance, facing as it does an enormous coali-
tion of adversaries who possess about as many aircraft and tanks

as NATO.

Since 1978, several of the Arab League States have enjoyed an
enormous infusion of wealth generated by inflated oil prices, and
};hey 1hxa.ve devoted a great share of this to amassing arms against
srael. .

As a result, Israel is forced to devote over a third of its GNP to
defense, comf:ared to about 6 percent in the United States, and 1
percent now in Japan.

Another particular factor that imposes a great strain on the Is-
raeli economy is the refusal of its neighbors to engage in normal
trade. Beyond denying Israel their own markets, the Arabs have
employed an economic boycott and petropressures to close down
many Third World markets to the Jewish state. As a result, Israel
as a trading nation dependent on imports and exports is forced to
concentrate largely on open markets in Europe and in the United
States. These trading partners are the lifeline of Israel’s economic
existence and, thus, fluctuations in the import duties and policies
of these markets reverberate throughout the Israeli economy.

Regarding the European market, those nations have taken a
major step toward enhancing their own relations with Israel by ad-
mitting it as an associate member of the European common
market, and signing a Free Trade Area Agreement with Israel.

S0
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In that regard, President Reagan declared on November 29, 1983,
that the United States has agreed to open negotiations to create a
similar relationship. This is a historic event, as it would put the
United States on the same footing as the free nations of Europe
and their conduct of economic relations with Israel. A United
States-Israel free trade area would also be of significant benefit to
the United States. The United States is Israel’s largest trading
partner. Israel imported last year more than $1.7 billion in civilian
goods from the United States, thus creating about 50,000 American
g;bs based on the Department of Commerce principle that each $1

illion in exports creates 30,000 jobs. :

The United States has always enjoyed a highly favorable balance
in trade with Israel, resulting in a 1983 trade surplus in excess of
$600 million. If we do not take action, Mr. Chairman, there are rea-
sons to believe that the competitive position of American exporters
to the Israeli market will suffer because of the EC agreement with
Israel. Israel would, under the terms of the free trade area, also be
able to expand its exports. It ‘could, over time, help to reduce Isra-
el's payments gap and its reliance on U.S. economic assistance.

But the threat to American indust?v would be minimal because
Israel is not a cheap labor enclave. Israeli goods are unlikely to
pour into the American market. As a very small country with a
relatively high priced labor force, Israel would find it difficult to
undercut prices of U.S. manufacturers and flood U.S. markets with
cheap labor-intensive products, even if they all entered the United
States duty free.

In summarf', establishment of a free trade area is a step we can
take to help Israel while helping ourselves. In taking this step, we
will join our European allies in stating that Israel is an integral
part of the free world. It will be ﬁ)od for the U.S. economy,
strengthen a vital ally in the Middle East, and reaffirm the bon
between ourselves and a fellow democracy.

Thank you, Mr. Chairman,

The CHAIRMAN. Thank you very much.

STATEMENT OF ELMER WINTER, REPRESENTING THE AMERICAN
JEWISH COMMITTEE, WASHINGTON, DC

The CHAIRMAN. Mr. Winter.

Mr. WINTER. Mr. Chairman, and members of the committee my
name is Elmer Winter. I'm chairman of the Committee for the Eco-
nomic Growth of Israel. We are a nongrofit organization consisting
of 116 U.S. business executives and 28 Israeli business executives.
And our role is to expand the business relationships between Israel
and the United States.

It’s further our goal to help Israel become financially independ-
ent. By way of further introduction, I come from the business side.
I'm the cofounder and past president of Manpower, Inc., an inter-
national company operating throughout the world and four offices
in Israel. I'm also a;l)lpearing on behalf of the American Jewish
Committee, where I have served as the national president for 2
years. :

And I, too, appear before you in support of the U.S. administra-
tion’s proposal to establish a free trade area with Israel. I believe
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that the implementation of this program would be to the mutual
benefit of the United States and Israel.

I have in my statement that I have submitted to you seven rea-
sons why I believe the proposed FTA will be to the benefit of both
countries. Certainly, it will provide and open new export opportuni-
ties for U.S. manufacturers. Opportunities for the purchase of
gootd.s xlllmde in America in Israel will certainly be expanded dra-
matically.

I've also indicated in my statement that the proposed FTA would
open new R&D opportunities for U.S. companies in Israel. There
are many American companies now that are conducting research
in Israel, and I believe, as I pointed out in my statement, that the
FTA would assist in the expansion of that type of R&D, which
would benefit American companies.

Then I point out that the proposed FTA will provide new oppor-
tunities for U.S. companies operating their plants in Israel to sell
their products in Europe. There are some 150 American companies
operating facilities in Israel, and I think that this would be of great
importance to them.

Then I point out the proposed FTA will provide to Israel an op-
portunity to reduce her deficit and the balance of payments in rela-
tion to the United States.

I do want to point out that Israel has bitten the economic bullet.
And I point it out in my testimony here, and a number of ways in
which this has come about. Israel is definitely moving in the direc-
tion of trying to correct some of the ills of the past, the devaluation
of the shekel by 30 percent is one indication of that. The proposed
Government cuts of 8 to 9 percent, painful as they may be, will cer-
tainly assist toward bringing economic stability to the country.

And then a reduction of some 50 percent in the level of Israel
Government subsidization of basic goods and services will make a
material difference in the reduction of the budget.

Then I point out in No. 5 that the proposed FTA will assist Israel
in becoming financially independent of the United States in the
future. And I think that is something that we in this country
would certainly welcome. I know the Israelis would. And I think

this would provide the engine for that to come about.

* I did try to point out—because my whole background is in the
area of employment—that the proposed FTA will not adversely
affect jobs in the United States. And I give the three reasons why I
believe this will be the case.

Then, lastly, I point cut—and it’s something that we ought to be
thinking about in the future—a Mid-East common market. And
that I would hope the U.S. Government would address itself to at
some point. I think that could well provide the cement that will
hold any peace agreement together that will be forthcoming in the
years ahead. So for all of these reasons I would urge the U.S.
Senate to support the administration’s proposal for the develop-
ment of a free trade area with Israel. Thank you very much.

The CHAIRMAN. Thank you, Mr. Winter.

[The prepared statement of Mr. Elmer L. Winter follows:]
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TestiMoNY oF ELMER L. WINTER, CHAIRMAN OF THE COMMITTEE FOR EcoNoMic
GROWTH OF ISRAEL AND HONORARY NATIONAL PRESIDENT OF THE AMERICAN JEWISH
COMMITTEE

My name is Elmer L. Winter. "I am Chairman of'the Committee
for Economic Growth of Israel (CEG-1), a nonprofit organization
consisting of 116 US business executives and 28 Israeli business
executives. Our role is to expand the business relationships
between Israel and the United States. It is further our goal
to help Israel become financially independent. By way of further
introduction, I am the co-founder and past president of Manpower,
Inc., an international company operating through 1000 offices
in 31 countries -- with four offices in Israel,

I am also appearing on behalf of the American Jewish Com-
mittee. I have served as national president of the American
Jewish Committee, one of the leading American Jewish organiia-
tions concerned with promoting closer United States poficical,
military qnd economic ties with Israel.

1 appear before you in support of the US Administration's
proposal to establish a Free Trade Area with Israel. I believe
the implementation of this program would be to the mutual bene-
fit of the United States and Israel.

In the work of CEG-1 over the past seven years, as business.
executives, we have assisted a large number of US and Israeli
companies in their efforts to make business connections leading

to expofcs from the US to Israel; exports from Israel to the
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United States; investments by US companies in Israel and the
exchange of technologies between business organizations in
both countries. We also have assisted American companies in
finding research partners in Israel. lWe operate on a business-
to-business basis. We do not receive any financial support
from the Government of Israel or the Government of the United
States. We believe that our efforts helped improve and cement
the business relationships between the US and IQrael.

We fully support the development and the implementation of
the proposed Free Trade Area between the USA and Israel for the
following seven economic reasons. (I will leave to others the
important political beneficsvthat the proposed FTA will provide
to the US and Israel in screngthening their long-standing and

important relationship.)

1) The proposed FTA will oﬁen new_export opportunities for US
" manufacturers.

At the present time Israel provides an important export
market for US manufacturers. The exports are in excess of $1.5
' SiliiBn of civilian goods annually. The Department of Commerce
estimates lhét‘éxports from the US to Israel generate approxi-
mately 100,000 jobs in the QSA.

In the implementation of the FTA, increased exports of
products made in the USA will be generated because of the lower-
ing of tariffs imposed by Israel against US products. This will
mean increased US jobs and an increased share of éhe market in

Israel for American-made products. This will also assist the
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US in reducing its deficits in its trade overall of $69 billion.
Israel offers an $8 billion market to US manufacturers. The
proposed FTA will offer ready access to this large and profitable
market by US exportérs. B
By Israel reducing tariffs against US products, US manufac-
turers will have an.opportunity to be more competitive against
products made in Europe, which will be sold in Israel at reduced
tariffs. It is 1mpoftanc to note that Tariffs on EEC products
to be sold in Israel will be reduced to zero starting in 1987.
Many US manufacturers told us of their difficulties in sell-
ing their products in Israel because they cannot compete with
products made in Europe. This situation will worsen as Israel
will be réquired to reduce tariffs on products made in Europe
as part of Israel's EEC arrangements. The implementation of the
proposed Free Trade Area between Israel and the United States

wiii lessen the impact of this problem.

2) The proposed FTA will open new R&D opportunities for US

companies in Israel.

There are over 105 US companies operating in Israel. Many

of these companies are conducting R&D in Israel using the tech-
nology developed by private Israeli companies and Technion,
Weizmann Institute, Hebrew University, etc. These companies
are the beneficiaries of the substantial grants provided by the
Government of Israel and the Bi-national Research Development
Foundation (BIRD-F). This foundation was created jointly by
the United States and Istrael with each country providing $30

million for R&D purposes.
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Many new breakthroughs have been accomplished by US com-
paries through their R&D in Israel. The proposed FTA will ex-
pand the R&D opportunities in Israel for US companies since the
products flowing from this R&D will lead to the manufacture of
products that can be exported from the US abroad. These newly
developed products will also be of benefit to US buyers both in

industry and at the consumer level.

3) The proposed FTA will provide new opportunities for US com-

panies operating their plants in Israel to sell their prod-

ucts in Europe.
Israel enjoys a ducy-free situation for expdrca to EEC coun-

tries. Many US companies are unable presently to sell their
products in Europe because of tariffs imposed by European coun-
tries. By operating plants in Israel, these US companies can
manufaétute‘and sell their éroducta competitively in Europe.

By adopting the proposed FTA plan, more US companies will be
able to sell their USA-produced components to Israel duty-free
for inclusion in a final product to be assembled in Israel and
sold to EEC countries. This, in effect, will provide additional

export opportunities for US companies.

4) The proposed FTA will provide to Israel an opportunity to

reduce her deficit in the balance of payments in relation-
ship to the United States. '

Israel suffers from an annual deficit in her balance of
payments with the United States to the extent of $300 million.

In 1982 exports from the US to Israel amounted to $1.5 billionm.
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" In 1982 exports from Israel to the United States amounted to
$1.2 billion thus constituting a net deficit against Israel
in the amount of $300 million.

This deficit contributes in a substantial way to Israel's
overall annual deficit of $5 billion.

Israel cannot be a strong and viable nation with an annual
deficit of $5 billion per annum. It is to the interest of the
United States that Israel be economically strong and that her
economy be viable. By increasing the opportunities to Israel
to sell more products in the United States duty-free (beyond
the 2,700 items now provided for), Israel will have an oppor-
tunity to eliminate her negative balance of payments with the
United States. '

It is important to note that Israel has bitten the economic
bﬁllet to help pull herself up by her own boot straps. This
effort might well be termed, "And now for the good news."

The changes taking place to help improve the economy of Is-
rael are:

A) The devaluation of the Israeli shekel vis-a-vis the

US dollar by 30% and the creeping devaluation averaging
0.3 to 0.5% a day make investment in Israel more at-
tractive. Israel's inflation will be offset by the
devaluation of the shekel, thus protecting American
investment.

B) The proposed government budget cuts of 8-9%, painful

as they will be, will provide economic stability by

reducing rampant inflation. The Government of Israel
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D)

E)

F)
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proposes to cut the equivalent of $600 million out of
its $21.5 billion budget. It is hoped that Prime
Minister Shamir can obtain the consent of those af-
fected to accomplish the budget cuts Cohen-Orgad has
suggested. _

A reduction of 50% in the level of the Government's
subsidization of basic goods and services will help
reduce the budget.

A complete freeze on the hiring of public service work-
ers will further bring down government costs.

A decline of 7-10% in real wages will increase Israei's
ability to'be more competitive in worldwide export
markets.

Israel has stemmed the flow of fofeign currency abroad.
Israelis can no longer buy or sell foreign currencies;

they are limited to taking $3,000 when they go abroad.

This should provide encouragement to the United States as

Israel moves in the direction of regaining economic viability.

5) The proposed FTA will assist Israel in becoming financially

independent of the US in the future.

We, in CEG-1, are committed to assisting Israel to become

financially independent of the USA. We believe it is to the

best interest of the United States and Israel that Israel work

to a point where she will be able to stand economically on her

own two feet.

Our group has designed a plan, "A Plan to Make Israel Fi-

35-438 0 - 84 - 4
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nancially Independent in 1990." This plan calls for the ex-
pansion of trade between the United States and Israel; the
increase of R&D by US companies in Israel; the development of
joint R&D projects by US and Israel in energy, agricultural
development, medical technology, etc.

The proposed FTA will help move Israel towards economic
independence. This will gradually reduce the funds that the
United States Government commits annually to assist Israel to

meet her economic needs.

6) The proposed FTA will not gdversély affect US jobs.

We are concerned about the high unemployment that exists

in America. We do not want to suggest any plan that would
contribute to the lessening of job opportunities in the US.

We believe the proposed FTA would add jobs for Americans

for the following reasons:

A) The FTA will increase the opportunities for the export
of US-made products to Israel thus creating more Ameri-
can jobs.

B) ps manufacturers will be able to sell more products --
employing more workers in the US -- as a result of sales
in EEC countries of American-made products via Israel. '

C) There will be an expansion of products made in the US
using new technologies developed through joint R&D in
Israel.

Israel is not a low labor cost country. The Israeli-made

products that will benefit from the proposed FTA will be in
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the hi-tech field. This will have a minuscule effect on the

employment picture in the US.

7) The proposed FTA will be the first step towards the future

development of a Mid-East Common Market.

We in CEG-I, believe that it is important that we prepare now
for the development of a Common Market in the Mid-East -- a market
which would include Israel and her Arab neighbors; We believe
that when peace comes between these countries that open trade will
be the cement that will hold the peace together.

It 1s our belief that the US can and must play a major role
in bringing about a Common Market in the Mid-East. This may well
ﬁrovide the incentive for some Arab countries and Israel to meet
and resolve their political differences. The .proposed FTA be-.
tween the United States and Israel could provide the vehicle for

a successful launching of a Mid-East Common Market.

In conclusion, we again strongly urge the United States
Senate to support the administration's proposal for the develop-

ment of a Free Trade Area with Israel.

STATEMENT OF E. JAY FINKEL, PORTER, WRIGHT, MORRIS, &
ARTHUR, WASHINGTON, DC, REPRESENTING THE ZIONIST OR-
GANIZATION OF AMERICA

b '{‘hfe lCHA!RMAN. Mr. Finkel, if you could summarize, it would be
elpful.

Mr. FINKEL. Thank you, Mr. Chairman. I'm E. Jay Finkel with
the law firm of Porter, Wright, Morris & Arthur. I'm appearing
this afternoon on behalf of the Zionist Organization of America.
The Zionist Organization of America supports a United States-
Israel free trade area, which will have positive economic advan-
tages for the United States. An FTA will, first, avoid U.S. exporters.
being at a disadvantage in competing in the Israel market against
EEC exporters who already have an FTA with Israel.

Next, it will help U.S. consumers obtain economical high quality
household use items from Israel. Third, it will give the United
States better access to Israeli high tech research and high tech
products complementing our own.

Fourth, it will facilitate United States-Israeli joint ventures in
world trade and may help U.S. firms to penetrate EEC markets.

And, fifth, it will point the way as a prototype for similar ar-
rangements with other countries.
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The Zionjst Organization of America has a few suggestions on
technical a%:s of the proposal, one of which is that product cov-
erage should be 100 percent. Any exceptions will lead to many ex-
ceptions. We believe that a pandora’s box does exist there, once we
move away from the principle of complete coverage.

Second, the phasein timetable should be rapid but it should rec-
ognize Israel’s need for a longer time to adjust than the U.S. econo-
my requires.

And, third, the origin rules should be no more stringent than in
the recent Caribbean Basin Initiative.

The Zionist Organization of America believes the FTA will be
trade expanding and GATT consistent. An FTA will help Israel to
earn its way through commercial sales and so ultimately have less
need for official U.S. aid.

The United States and Israel are both strong democracies with
market economies and a spirit of private enterprise. An FTA will
provide economic strength in support of our joint aims for regional
peace in the Middle East.

That, Mr. Chairman, is a summary of the fuller statement which
I have submitted for the record.

Thank you.

The CHAIRMAN. Thank you. ,

[The prepared statement of Mr. E. Jay Finkel follows:]
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) STATEMENT OF E. JAY FINKEL, ESQ.,
ON BEHALF OF THE ZIONIST ORGANIZATION OF AMERICA
BEFORE THE SENATE COMMITTEE ON FINANCE
CONCERNING FREE TRADE AREA ARRANGEMENT
WITH ISRAEL, FEBRUARY 6, 1984
I am pleased to appear before this Committee today on
behalf of the Zionist OrganizationAof Ame;ica (ZOA) in
support of the proposed free trade area arrangement between
the United States and Israel. ZOA believes such an arrange-
ment to be a logical and desirable extension of one of the

United States' most important international relationships.

While there is undoubtedly political significance to
any move that éreates closer ties between the United States
and Israeli economies, ZOA believes a free trade area
arrangement with Israel can be entirely justified in terms
of the resulting economic advantages to the United States,
without referencé to political considerations. The concept
is fully consistent with the principles of free and open
trade. It is also consistent with existing international
obligations of the United States. We commend Ambassador
Brock and his colleagues for having sufficient flexibility
to respond constructively to Israel's suggestion that a
free trade area be considered, and we urge the Congress to

.
.
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take the legislative steps necessary to permit the arrange-
ment to be negotiated and implemented at the earliest *

possible time.

U.S.-Israel trade is significant by any standard. In
1982, Israel provided a market for $1.5 billion of U.S.
goods, and for a larger volume of U.S. total merchandise
exports than to Sweden, India or Colombia. The potential
for U.S. exports is much greater, since the total Israeli
import market is in the neighborhood of $8 billion. In the
;ame year 1982, the United States imported $1.2 billion of
Israeli products. Imports into the United States from
Israel, important though they are to Israel in terms of its
export earnings, represent only a fraction of one percen¥
of total U.S. imports. U.S. exports to Israel, however,
represent fifteen percent of total Israeli imports, making

the United States one of Israel's largest single suppliers.

The composition of U.S.-Israel trade is noteworthy,
too: over a quarter of U.S. exports to Israel are agricul-
tural, providing a market for over $400 million of products
of American farms. Only a small peréentage, less than
5 percent, of U;s. imports from Israel are agricultural; of
the balance, nearly half consists of essentially non-compet-

. ing diamonds, leaving a current level of manufactured goods

imports of about one-half billion dollars.
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Among the reasons ZOA believes a free trade area with
Israel would be beneficial to the United States are the

following:

1. To avoid being disadvantaged vis-a-vis Common

Market Suppliers. Roughly 40-45 percent of U.S. exports to

Israel are now subject to Israeli import dufies.'These
duties average slightly over ten percent. Since 1975, 'how-
ever, Israel has beeh phasing in a free trade area arrange-
ment with the European Economic Community (EEC), or Common
Market. That phase-in is approaching completion with

respect to manufactures, so that in the near future, EEC
exporters will face no tariff barriers in Israel. Unless

the United States enters into a comparable free trade area
arrangement, U.S. exporters of goods to Israel who are
otherwise as efficient as their EEC counterparts will never-
theless suffer because they will be facing an Israeli
tariff., The situation is somewhat different with respect to
agricultural exports to Israel. Here, with an arrangement

in place, the United States could obtain an absolute advan-
tage vis-a-vis EEC exporters because the Israel-EEC arrange-
ment still allows for significant tariffs on European

exports to Israel.

2. To obtain benefits for the U.S. consumer. Imports

of consumer goods help avoid inflationary pressures and
ease the burden on hard-pressed family budgets. Reasonably-.

priced, high quality Israeli goods have established‘an

E
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excellent reputation in the U.S. market. A free trade Area
will allow U.S. consumers to take advantage of these manu-
factured, processed agricultural and agricultural products
for household us;. Since some of these goods now enter
under Generalized System of Preferences (GSP) arréngéments
whose future is uncertain, the free trade area would énsure

their continued availability in the U.S. marketplace.

3. To facilitate U.S. access to Israeli high-tech capa-

bilities. The United States and Israel both enjoy preemi-
nent positions in the development and exploitation of
various advanced tachnologies. Israel's successful high-
tech strategy of development has yielded results that are
frequently complementary to U.S. areas of emphasis. A free
trade area arrangement will thus allow U.S. high~tech firms
‘to acquire, at less expense, componentry for incorporation
into new products or sophisticated equipment needed for

research or for production of high-tech products.

4. To open new opportunities for U.5.-Israeli joint

ventures aimed at world markets. Increased two-way trade

within a U.S.-Israel free trade area will inevitably open
further possibiliﬁies for U.S. companies to join with
Israeli companies in profitable joint ventures. Together
they could address new opportunities in third markets.

Because Israel would occupy a unique position as the common



51

member of both free trade areas -- the U.S. and the EEC --
U.S. access to European markets could be enhanced. By pool-
ing product development, production and marketing skills
with Israeli partners, American firms otherwise hesitant to

enter the export arena would find it far easier to do so.

5. To provide a prototype for similar arrangements

with other U.S. trading partners. As a pioneering effort in

U.S. trade policy, the U.S.-Israeli free trade arrangement
could serve as a prototype for future such arrangements
with other U.S. trading partners. To the extent those

future arrangements can become multilateral -- that is,
structured to include all countries with which the United
States has a free trade area arrangement--the negotiating
posture of the United States within the GATT-oriented world

trading system will be enhanced.

The foregoing reasons for U.S. support for a free
trade area with Israel have been stated in rather general
terms, because the dialogue between the official delega-
tions of the two governments is still at a fairly concep-
tual level. Nevertheless, certain technical issues can be
identified on which ZOA would like to indicate its views as

to the approach U.S. negotiators might take.
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First, as to product coverage, there is of course the
need to qualify under the "substantially all" criterion of
GATT Article XXIV, If Israeli negotiators should propose
that all tariff classifications, without exception, be
within the scope of the arrangement, ZOA would hope that
the United States would respond in kind. The utility of the
arrangement depends on its comprehensiveness, and if one
U.S. producer group succeeds in establishing its product on
an "exceptions" or "sensitive" list, the pressures for

other substantial derogations will be intense.

Second, the timetable for phasing in the reduction to
zero of mutual tariffs should be as rapid as possible. But
it must also consider the fact that the ability of a large
diversified economy like ours to digest a series of tariff
reductions is much greater than that of thé smaller Israeli
economy. A slower phase-in rate of tarrif reductions for
Israel than for the Unites States will be essential to
ensure that the implementation of the arrangement is
successful. Such features were incorporated into the

Israel-EEC agreement of May 11, 1975.

Third, rules of origin for defining goods eligible for
free trade area treatment should reflect the fact that
Israel's small economy is dependent on numerous imported
materials and components for its industrial output. Trans-

formation and value—added rules should therefou: e be
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liberal. In this regard, the recent U.S. experience in
fixing a 35 percent local content rule for purposes of the
so-called Caribbean Basin Initiative may be a useful prece-
dent.

The free trade area proposal is sound public policy
both with respect to U.S. tradé policy and in the broader,
long-term context of the U.S.-Israel relationship. As trade
policy, ZOA believes it likely to be trade-expanding,
rather than trade-restrictive, and therefore entirely
within the spirit of GATT. As conceived by both sides, it
would.be in a form explicitly authorized by GATT Article
XXIV and thus would be an aspect of multilateralism rather
than a rétrograde step towards bilateralism. The United
States has long since accepted Article XXIV-sanctioned

arrangements among other countries.

In relation to the long-term U.S. Israel relationship,
the direct economic benefits that would accrue to the
United States have already been outlined. In addition, it
is eminently sensible for the United States, which provides
substantial economic assistance to Israel, to help that
country to reduce its economic aid requirements by allowing
it to earn more dollars in the U.S. marketplace. That this
can be done through private enterprise transactions between
the two market economies is an extra benefit that deserves

recognifion.
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The United States and Israel share common values of
international conduct and a common goal of achieving a
general Middle East peace. U.S. interests are served by
actions that help Israel to remain strong militarily and
enable it to ccontinue to practice its vigorous form of demo-
cracy in a region where autocratic rule is unfortunately
endemic. As in the case of the United States, a strong
Israeli economy is a foundation-stone of over-all Israeli
national strength. The proposed free trade area arrangement
holds promise of giving new developmental impetus to the
Israeli economy, wﬂile at the same time conveying substan-
tial benefits to the United States. The’arrangement /

deserves the support of the Congress.

The CHAIRMAN. Senator Chafee has to depart at 4. Maybe we
could just have Mr. Runci come up. And Senator Pell is here. He
has another commitment. Pull up a chair there and we will slip
you in next here.

Senator Pell, Senator Chafee.

Senator CHAFEE. Mr. Chairman, I want to thank you very much
for permitting Mr. Runci to go on. He represents the Manufactur-
ing Jewelers and Silversmiths in our State, which I mentioned ear-
lier, is a very substantial sector of our economy.

Senator PeELL. Mr. Chairman, I know full well that the jewelry
industry is highly important to our State and I am glad to join in
welcoming Dr. Runci. I also see other old friends in the panel of
witnesses and trust the chairman and the committee to produce a
Solomon-like solution.

The CuAIRMAN. We will work out something.

STATEMENT OF MATTHEW A. RUNCI, ASSISTANT EXECUTIVE DI-
RECTOR, MANUFACTURING JEWELERS AND SILVERSMITHS OF
AMERICA, INC.

The CHAIRMAN. Mr. Runci, if you could summarize your state-
ment, it would be appreciated. We know what the issue is. Senator
Chafee sort of zeroed in on that. And it has just been referred to by
Mr. Finkel, so maybe you could just highlight the issue.

Mr. Runct. I have a one page summary, sir.

Mr. Chairman, my name is Matthew Runci. I'm assistant execu-
tive director of the Manufacturing Jewelers and Silversmiths of
America. MJSA is the principal national trade association repre-
senting approximately 2,200 manufacturers of precious and cos-
tun:le jtta;velry as well as findings, chains, and other jewelry-related
products. ,

¢
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Our membership employs about 87,000 persons throughout the
United States. More than a third of these companies employing ap-
?roxi(tlnately 23,000 persons are located in the State of Rhode

sland. .

I appear before the committee today, Mr. Chairman, to express
our unqualified opposition to the inclusion of jewelry and jewelry-
related products in the proposed free trade area between the
United States and Israel. And our reasons are as follow:

Israel currently ranks as the second largest supplier to the
United States of precious metal jewelry.

Second, the jewelry industry in Israel is well developed and
highly competitive in international trade. Israeli sources report
that 85 percent of the country’s jewelry production is exported.

Third, Israeli jewelry exports continue to enter the United States
largely duty free despite the fact that GSP eligibility was suspend-
ed for two product categories after competitive-need ceilings had
been exceeded.

In 1982, more than 97 percent of shipments entered the United
States duty free.

Fourth, the U.S. Jewelry Commodity Group registered a trade
deficit of $980 million in 1982, an increase of 21 percent over the
previous year. Imports of precious metal jewelry now hold a 25-per-
cent share of the U.S. market. Imports of gold chain, which consti-
tute the largest portion of Israeli shipments, now hold a 60 percent
share of the U.S. market. The domestic jewelry manufacturing in-
dustry is slowly beginning to emerge from a depressed condition
due to the nationwide recession, inflation, and the volatility of pre-
cious metal prices. This industry is fragmented, and over 80 per-
cent of the manufacturers employ fewer than 20 persons each.

Employment in the industry is now stable after a 4-year period
of decline. In Rhode Island, which accounts for about 20 percent of
the national total precious jewelry industry employment, employ-
ment has declined at roughly twice the national rate since 1978.

Ten firms manufacturing gold chain in the State of Rhode Island
alone have sought or are now receiving Federal assistance under
the trade adjustment assistance program for import impacted busi-
nesses. Our association, as a result, is currently preparing an in-
dustry-wide assistance proposal for chain manufacturers which will
soon be submitted to the ITA.

That concludes the summary of my statement, Mr. Chairman.

[The prepared statement of Mr. Matthew Runci follows:]
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Statement of Matthew Runci
HanufacturingAggézgggg Exg§?5§¥§m?§§§°§§rAmer1ca Inc.

Mr. ch;irman; Qy name is Matthew A. Runci. } ;m Asgigtant
Executive Director of the Manufacturing Jewelers & Silversmiths of
America. MJSA is the principal national trade association representing
approximately 2200 manufacturers of precious and costume jewelry, as
well as findings, chain, and other jewelry-related products. Our mem-
bership employs about 87,000 persons throughout the United States.
More than one-third of these companies, employing approximately 23,000
persons, are located in the State of Rhode Island.

1 appear before your committee today.to express our unquali-
fied opposition to the inclusion of jewelry-related products in the
proposed free-trade area between the United Scatés and Israel. We
are deeply concerned by the prospect of an indefinite extension of
tariff-free privilege to a nation which already ranks as the second
largest supplier of jewelry of precious metal to the United States and
whose jewelry manufacturing industry is highly competitive in inter-
national trade. Further, we maintain that the dqmestic 1nduatry. now
slowly emerging from the recession, even while experiencing an overall
import penetration level of 25 percent, would be subjected to probable
further adverse economic impact as the result of such a move. Moreover,
that particular industry segment which would feel the effects of this
proposal Fnat directly, namely manufacturers of gold chain who are
‘located priqatily in the State of Rhode Island, are currently experi-
encing market penetration of 60 percent by directly competitive im-

ported product.

BACKGROUND
MJSA has made numerous appearances before the Subcommittee

on Trade of this Committee, the Ways and Means Committee of the House,
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and the International Trade Commission. The record of these appear-~
ances stretches over the last four and one-half years. In every ln-
gtance our position has been that further extension of tariff-free
privilege to nations with demonstrated international competitiveness
in jewelry manufacturing could only adversely affect domestic producers.
Thus, we opposed in 1979 a petition by Israel to subdivide into separate-
ly eligible categories for purposes of the Generalized System of Prefer-
ences (GSP) the then existing single TSUS category for precious metal
jeﬁelry. The effect of such a proposal, we argued, would be to increase
by a multiple of five the total value of shipments that might enter the
U.S. duty-free from any eligible beneficiary country. As a result of
this move, we held the intent of Congress in establishing a competitive-
need formula would be circumvented, since the petitioning nation had
reached the existing statutory limit and was transparently seeking &
means to extend and expand eligibility. The petition was subsequent-
ly approved, with amendments, but with its original intent intact.
Our Association filed appeals at every available opportunity thereafter.
We have before us today a proposal which 18 clearly intended
to achieve a similar objective. As Congress conducts its review of
the GSP, many have called acce.gion to the queacion of continued
eligibility for the more economically advanced of the developing
nations. Israel certainly ranks high among those eligible countries
and is perhaps, therefore, concerned with its future status follow-
ing the expiration of current statutory authority. A bilateral
agreement, much as the one proposed, would geem to pose a means to
insure continued preferential zero-tariff treatment regardless of
the outcome of the GSP review. For reasons enumerated in the state-
ment which follows, MJSA, on behalf of jewelry manufacturers in the

United States, must take objection to the inclusion of jewelry products

.
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’

ISRAEL'S STATUS AS A SUPPLIER TO THE U.S. MARKET

Israel ranks as the second largest supplier of precious
metal jewelry to the United States. Shipments through the first
three quarters of 1983 totalled $65.5 million, representing 10,1
percent of the total U.S. imports of this commodity during the period.
In 1982, shipments to the U.S. totalled $91.9 million, or 8.2 percent
of the total U.S. imports.

Italy is the largest supplier to the U.S. of precious metal
jewelry. Shipments through the first three quarters of 1983 totalled
$334.9 million, representing 46.3 percent of total U.S. imports of
this commodity during the period. In 1982, Italy's shipments to the
U.S. totalled $516.5 million, or 59.7 percent of total U.S. imports.

The rankings of principal suppliers of precious metal jewelry
to the U.S. market are shown in Exhibit 1. 1Israel has ranked not
lower than fourth position since 1978, and has occupied the second
position since 1981. Further, Israel's share of total U.S. imports
of this commodity has increased steadily since 1977, when it accounted
for 3.6 percent of the total, through 1983 (nine months), when it
reached 10.12 percent. This annual growth is shown in Exhibit 2.

Israeli government and jewelry industry sources continue
to highlight the importance of the United States in their overall
marketing plan. Nella Yaacobi, director of Israel Export Institute's
Jewelry Center, was reported as predicting in the fall of 1983 that
the nation's total exports of gold jewelry in that year were expected
to exceed $130 million, of which more than $100 million (or 77 percent)
was exported to the U.S. Confirming that U.S. exports now form the

backbone of the Israeli industry, the same source acknowledged that



69

85 percent of the country's total jewelry production is now exported.
-Besides the United States, other principal markets are the United
Kingdom, West Germany, and Japan.

Because of the extreme importance of the U.S. market,
Israelil manufacturers closely monitor fashion trends in America. One
manufacturer, Jacob Tobias, head of Tobias Jewellery Ltd., Ramat Gan,
Israel, reported that he visits the United States seven to eight times
each year, changing about 65 percent of his merchandise annually as a
result of market information collected here. Further, manufacturers
interviewed by a representative of the American trade press emphasized
that the Israeli industry concentrates on producing downscale mer-
chandige in order to keep price points low for better penetration of
the U.S. market.}/ -

The jewelry industry sector reportedly comprises 140 com-
panies, of which 131 are involved in exporting. The five largest com-
panies provide 70 percent of exports, while 126 smaller companies
combined have an export volume of $13 million to $35 million per year.
Gold chains account for over 70 percent of annual production, the
rest consisting of ornamental and wedding rings, bangles, earrings
and other gift atticles.l/

An examination of Israeli's exports to the U.S. reveals

“ that gold necklaces and neck chains of various styles* have remained
the predomiﬁant product. At the same time, their share of total
Israeli exports to the U.S. has declined from a high of 97 percent in
1978-79, to about 50 percent in 1982 (Exhibit 3). Shipments of other

1/ "ggod Israel Fair Prices Draw U.S. Buyers," National Jeweler, May 16,
~ 1983, p.3.
2/ Aushandel, June 24, 1982, p.3

*TSUS Items 740.11-740.13 and 740.70. Prior tov 1980, chain was not
broken out separately from other gold jewelry.

35-438 0 -~ 84 - 5
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gold jewelry*, a broad category which includes many types of articles,
including bracelets, pendants, and other finished jewelry incorporating
gold chain of similar or identical style to that classified as above,
has grown rapidly from 21.7 percent of total to just under S0 percent
in 1982 (Exhibit 4).

Precious metals analyst Mark Delevan Harrop has reporc;d
that Israel continues to emphasize new, less costly, mass-produced
machine-made rope chains in its U.S, marketing progtam.l/ At the
same time, Beny Pomerantz, director, jewelry, giftware, and light
industries for Israel's Ministry of Trade, was recently quoted by
U.S. trade press sources as having emphasized government encourage-
ment for growth in non-chain-related sectors of the Israeli jewelry
industry. Large factories are now reported producing jewelry mounted
with precious and semi-precious stones intended for export to the
U.S., Europe and Japan.Z/

It would appear, then, that with unspecified encouragement
from the gov?rnmenc of Israel, jewelry manufacturers have begun to
diversify their production, while at the same time maintaining pro-
duction of mass-produced machine-made chain of various types which
qualify for duty-free treatment under the GSP. Overall industry pro-
duction has apparently been adjusted in such a way as to make best
use of tariff preference arrangements and domestic labor supply.

In spite of the changing mixture of product shipments, or
rather perhaps, as a direct result of it, Israeli jewelry exports con-

tinue to enter the U.S. duty-free at a consistently high rate. 1In

y Gerwitz Report, (November, 1983), p.4
2/ National Jeweler Newsletter, (January, 1984)
*TSUS Item 740,14
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1977, more than 97 percent of shipments entered the U.S. duty-free
under the GSP. In 1982, the last full year for which data is avail-
able, still more than 97 percent of Israeli exports entered the U.S.
tariff-free (Exhibit 5). This performance is rather remarkable in
light of the fact that during this period Israel was twice denied
GSP eligibility for important product categories after exceeding
statutory competitive-need limits. This action occurred first in
1981, when by Executive Order, the Administration restored duty on
two categories of product (TSUS Items 740.11, Rope, Necklaces, and
Néck Chain, and TSUS Item 740.70, Chainiin Continuous Lengths). One
year later, TSUS Item 740.11 from Israel was 'graduated" and duty
permanently restored since exports to the U.S. had continued to grow
(50 percent) between 1980 and 1981 after duty was reapplied. In the
case of TSUS 740.70, this category was redesignated as GSP-eligible
by the Administration in 1982.

Not only did the restoration of duty on certain products
have no significant impact on Israel's ability to export its products
to the U.S. duty-free, but it also had no diace;nible long-term im-
pact on Israel's balance of trade in jewelry producte with the U.S.
The value of exports has risen from $35 million in 1978 to $92 million
in 1982 (Exhibit 2). During the same period U.S. exports to Israel
have remained inconsequential. For practical purposes, therefore, the
U.S. has had and will likely continue to have a net trade deficit with
Israel in jewelry which is roughly equal to the value of Israel's

exports to this country annually.

JEWELRY AND RELATED PRODUCTS: OVERALL U.S. TRADE PERFORMANCE

The jewelry commodity group registered a significant increase

in its trade deficit in 1982 over the previous year. The total reached
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$980 million, an increase of 21 percent over the $807 million in
1981 (Exhibit 6).

U.S. jewelry imports rose 12 percent, reaching over $1.0
billion in 1982, Exports fell 19 percent, from $233 million to
$188 million. Italy was the majoJ source of imports, with $525
million. Switzerland was the primary export market, accounting for
$71 million, or 38 percent of all U.S. jewelry exports.

Much of the overall 1ncreas§ in jewelry imports resulted
from a 22 percent rise in precious metal jewelry imports. These
imports increased from $706 million in 1981 to $864 million in 1982.
Italy, at $516 million, surpassed all other countries with 60 percent
of precious metal imports. Israel was second at $92 million. Italy's
reputation for finely crafted, stylish and competitive jewelry is
held accountable for its strength in the U.S. market. This reputation
is further enhanced by the continuation of a coordinated and aggressive
government-supported marketing program.

The decline in jewelry exports between 1981 and 1982 was
due to decreased U.S. exports of both precious metal and costume
Jewelry. Precious metal jewelry exports dropped 19 percent, from
$141 million to $114 million. Costume jewelry exports fell by 18
percent, from $82 million to $67 million., Switzerland, at $69 million,
was the primary market for precious metal jewelry exports. Japan, at
$10 million, was the major market for costume jewelry exports. The
strong value of the U.S. dollar in 1982 made imports more attractive,
while contributing to sales difficulties for exports, sgain except

to Switzerland (Exhibit 7).



PROFILE OF THE DOMESTIC INDUSTRY
Precious Metal Jewelry (SIC 3911)

The precious metal jewelry industry has been experiencing
ecopomic difficulties for the past several years. The nationwide
recession, inflation and stagnation which have persisted since 1979
have reduced consumer buying power and have created high levels of
unemployment. Since precious jewelry is a product whose purchase
can most easily be deferred in times of economic hardship, industry
sales remained flat between 1979 and 1982 before beginning a gradual
recovery during the second half of 1983.

During the period from early 1976 to January 1980, gold
rose steadily in price from $130 per éroy ounce to a brief peak of
$875 per troy ounce. As inflation ran rampant, people turned to
investing in and collecting hard assets including gold and gold
Jewelry. Industry sales rose dramatically during that period. Be-
ginning in 1980, tﬂe price of gold began to drop precipitously. A
year and a quarter later, the price was at $400 per troy ounce where
it has remained since. As the price of gold fell, demand for precious
metal jewelry also fell sharply.

GOLD USED IN THE KARAT GOLD JEWELRY INDUSTRY WAS 65 METRIC
TONS IN 1975, FROM THAT LEVEL, IT INCREASED YEAR-BY-YEAR
TO 82 METRIC TONS IN 1979. 1IN 1980, THE LEVEL DROPPED TO
47 METRIC TONS, AND IT DECREASED FURTHER TO 45 METRIC TONS
in 1981,

The impact on the jewelry industry was enmormous. Bankrupt-
cies, or financial embarrassments, as they are known in the industry,
multiplied. Unemployment increased and profits all’but disappeared.
Competition intensified and profit margins shrank. )

Problems in the domestic industry were worsened by imports.

Rising demand in the period prior to 1979 .encouraged foreign pro-
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ducers to obtain a share of the market. Imports increased dramatic-
ally from 7.2 metric tons in 1975 to 43.2 metric tons in 1979. As
demand fell, imports, in terms of tonnage, fell also, but there was
a permanent loss of share of the market to domestic producers. In
1972 the import/new supply ratio for SIC 3911 was 0.049. It rose
to 0.234 in 1979 and has since leveled off at 0.200.

The industry, as defined by SIC 3911, has total sannual
sales of $3.75 billion at manufactured prices. This translates to
$10 to $12 billion at retail prices. It is generally labor intensive
and currently employs 37,000 workers. Manufacturing is regionally
concentrated, principally in the New England area and the greater
New York Metropolitan area, with smaller concentrations in the mid-
Atlantic, Florida and Caiifornia areas. Manufacturing is fragmented
into a very large number (2,200) of small firms. Of the 2,200, 1,800
have fewer than 20 employees each. The four largest manufacturers
account for only 18 percent of total production. Cost of entry into
the industry tends to be low and the production technology is well
known. With only a few exceptions, there is no manufacturing brand
recognition, and the key to retail sales is the final retail outlet.
Thus, manufacturers have to compete vigorously on the basis of price
and service to secure distribution.

The raw material costs are both high and extremely volatile. .
Through the 1970's, as precious metals prices rose sharply and con-
tinuously, the custom was for manufacturers to own their raw materials.
In the rising market, they profited from price increases in the com-
modities as well as from their normal operations. During that pericd,
financing was through conventional bank borrowings. When metal prices
fell, commodity inventory profits'cur;ed into very significant losses.

It became clear rhat metal speculation and jewelry manufacturing
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were two separate businesses. At that point, most manufacturers turned

from borrowing money to buying gold to leasing gold. Under the leasing

program, a producer leases a quanlty of gold and, depending upon his
volume, pays a charge of from 3 1/2 to 5 percent per year based on

the daily market price. The manufacturer processes the gold as he

normally would. When he ships to his customer, the sales invoice

price is based on that day's market price of gold. Simultaneously,

he calls the leasor and buys the equivalent number of ounces of gold

from his leased stock at the same price. He settles his account for

the gold for which he has committed on the usual terms. Thus, the
manufacturer has accomplished two things:

1. His financing costs are reduced from the 12 percent to 14 percene
he would pay to brrow money to buy gold to the 5 percent that he
has paid to lease the gold; and

2. He has taiken no speculative risk. He buys and sells gold on the
game day at the same price.

This leasing or consignment concept can be extended to all
levels of the industry right back to the mine. In the extreme, it
would mean that the speculative risk is entirely absorbed by the miner.
Jewelry Chain

The jewelry chain industry is a sub-divisicn of the precious

' metal jewelry (SIC 3911) industry. It shares many of the character-
istics of the parent industry but also exhibits some significant
differences. No definitive separate statistical information is avail-

able on the domestic jewelry chain market. The following discussion

is based on estimates obtained from the literature, from discussions with

several manufacturers and from import data published by the Department
of Commerce.

The total domestic market for precious metal jewelry chain

s
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is estimated to be in the $500 million to $550 million range. Of the
total, 40 percent is produced domestically and 60 percent is imported.
This is in sharp contrast to the overall jewelry industry for which
imports are 25 percent of the total domestic market.

Domestic production figures are taken from a 1982 study pre-
pared by the Manufacturing Jewelers & Silversmiths of America Inc.
under an ITA grant (#99-26-07105-30). In that study, we estimated

domestic production as follows:

Production
Year (Millions of Dollars)
1976 $ 105
1977 $ 162
1978 $ 212
1979 $ 244
1980 $ 219

Import figures are taken from several Department of Commerce
tariff categories. Chain imported in continuous lengths is covered
in TSUSA 740.7000 (rope, curb, cable, chain made of precious metal
and produced in continuous lengths). Prior to April 1980, chain
imported in the form of finished necklaces was included in the "basket"
category, 740.1020, and no separate figures are available. Effective
April 1, 1980, necklaces were broken out as 740.11, rope; 740.12,
mixed link; and 740.13, other. These categories were changed to

740.1010, 740.1015 and 740.1025, respeétively, during 1981.



Total imports are as follows

Type of Chain

Continuous lengths

Rope

Mixed link

Other
Total

*12 Months
**Estimated

Country of Origin

Peru
All others
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Imports (millions of §)
................. BT memmmacmcmcmman—nam——
Last 9 First 5
Months Months

1980 1981 1982 1983
$ 6.1% $ 2.6 $ 6.5 $ 3.0%%
7.7 13.5 18.6 8.6
3.1 6.9 4.6 1.5
152.3 284.3 373.4 117.7
$169.2 $307.3 $403.1 $130.8

Imports (millions of §)

---------- D e (L R

Last 9 First 5

Months Months
1980 1981 1982 1983

$ 1.5 $ 3:8 $ 3.2 -
24.5 41.1 44,8 14.0

124.5 243.5 324.3 "102.6
-- 2.1 2.8 1.3
4.5 4.3 13.9 6.9
14.2 12.5 14.1 6.0

$169.2 $307.3 $403.1 $130.8

Total

Combining the figures for domestic production with the

figures for imports and using reasonable estimates for the years

missing in each series provides the following domestic market totals:



Domestic Market Average Price
Year ($ - millions) of Gold - $/tr/oz
1976 $ 205 $ 125
1977 292 148
1978 382 193
1979 444 304
1980 444 613
1981 507 460
1982 603 380
1983 514% 410

*(Annualized from five-month figures)

The market in terms of dollars is more volatile than in
terms 6f units because of the fluctuations in the price of gold. 1If
the dollar figures are corrected for the price of gold, the units
produced in 1982 were 130 percent of those produced in 1976 and 1983
units will be only 6 percent above 1976 units.

Sales of chain are subject to the same general economic
factors as jewelry in general. Deep consumer recessions reduce sales
and change product mix. Occasionally, fashions change and help to
increase sales, e.g., it has become acceptable for men to wear gold
chains and this has boosted the market. The recent downturn, however,
has resulted in severe overcapacity and numerous failures in the chain
industry. Imports continue to be a very major £rob1em. )

It is estimated that there are about 40 domestic chain pro-
ducers. The bulk of the domestic industry is centered in Providence,
Rhode Island although some chain is made in New York, South Carolina
and Florida. Eleven firms ptoducé half of the value of total ship-
ments. Thus, their sales average $10 million per year each. The 30
smaller firms average $3 million per year each in sales.

Most chain is of ''classic'" or standard design. However, in
recent years, there has been a move to high fashion chain including
tri-color, florentine finish and bevelled herringbone. The Italian

industry is a leader in-the high fashion segment of the market. The
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Italians are algo currently the major producers of chainmaking
machines. This gives them a significant edge in the high fashion
market since they do not make the tooling available for a new de-
sign until they have obtained market share.

Chain manufacturing technology is well known. The basic
chain is made from wire on chainmaking machines which can be run in
a semi-automatic mode. Machine tooling is varifed to produce different
designs. Secondary operations convert the basic chain to the final
end-product. When the industry is experiencing a depression, chain
machines are readily available from failed manufacturers so the cost
of entry is low. In fact, chain mechanics can and do buy one or two
machines and are reported t& produce chain in their garages at night.
Although they are not a significant source of product, they do help
to further depress the market.

Chain manufacturing is far less labor intensive than jewelry
in general. The industry average product has a labor content of 16
percent of manufacturing cost, whereas chain has a labor content of

8 percent to 10 percent (based on $400 per troy ounce gold).

EMPLOYMENT TRENDS

Employment in the precious metal jewelry industry (SIC 3911),
in which manufacturers of gold chain are classified, increased steadily
during the 1970's from a low of 31,000 in 1971 to a peak of nearly
44,000 in 1979. By 1981, the number of employees had declined to ;
low of 36,700 nationwide and has remained relatively stable since that
time. Current employment is probably about 37,000.

Rhode Island has traditionally accounted for approximately
20 percent of the national employment total in this segment of the
industry. However, between 1978 and 1981, Rhode Island's employment
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level in precious metal Jewelry manufacturing declined at nearly twice
the rate of the national industry average. Employment in the state among
firms classified under SIC 3911 declined by 2,500 jobs over four years
(Exhibit 8).

The total impact on industry employment in Rhode Island during
this period has been greater, however, because of the ripple effect in
related and support industries. Manufasturers of findings and castings;
contract shgps engaged‘in soldering, engraving, faceting, electroplating,
assembly, and polishing; and suppliers of equipment, tools, precious
metals and other materials have all been affected. In total, jobs lost
since 1978 in this industry segment and related trades may number as

high as 10,000 in Rhode Island alone.

CONCLUSION

To summarize, the Manufacturing Jewelers and Silversmiths of
America is opposed to the possible inclusion of Jewelry -
related products in the proposed free-trade area between the United
States and Israel. Our reasons are as follows:

1. 1Israel currently ranks as the second largest supplier to the United
States of precious metal jewelry.

2. The jewelry industry in Israel is well developed and highly competi-
tive in international trade. Israeli sources report 85 percent of
the country's jewelry production is exported.

3. Israell jewelry exports continue to enter the U.S. lar ely duty-
free, despite the fact that GSP eligibility was suspended for two
product categories after competitive-need ceilings were exceeded.
In 1982, more than 97 percent of shipments entered tariff-iree.

4. The U.S, jewelry commodity group registered a trade deficit of
$980 million in 1982, an increase of 21 percent over the previous
year. Imports of precious metal jewelry now hold a 25 percent share
of the U.S. market. Imports of gold chain, which constitute the
largest portion of Israeli shipments, now hold a 60 percent share of
the U.S. market.
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The domestic jewelry manufacturing industry is slowly
beginning_to emerge from a depressed condition due to the
na:ionwide recession, inflation, and volatility of precious metal
prices.

This industry is fragmented and over 80 percent of the manufacturers
employ fewer than 20 persons each.

Emgloymenc is now stable after a four-year period of decline (1978-
1981). In Rhode Island, which accounts for 20 percent of the
national total industry employment in this sector, employment

has declined at roughly twice the national rate.

Ten firms manufacturing chain in Rhode Island have sought or are
receivin% federal assistance under the Trade Adjustment Assistance
Program for import-impacted businesses. MJSA is preparing an
industrywide assistance proposal for chain manufacturers which will
soon be submitted to the International Trade Administration.
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EXHIBIT A

The Importance of R.l1. to the U.S, Jewelry Industryx
Employment: 1970-1981

Year R.I. u.S. R.1./U.S.
1970 19,411 72,294 26.9
1971 © 17,789 67,373 26.4
1972 18,854 71,665 26.3
1973 20,649 74,598 27.7
1974 22,409 78,254 28.6
1975 20,517 73,691 27.8
1976 23,911 . 81,958 29.2
1977 26,274 84,239 31.2
1978 30,910 91,138 33.9
1979 28,112 " 89,435 3l.4
1980 24,572 80,344 30.6
1981 22,779 78,600 29.0

* Includes Precious Metal Jewelry (SIC 3911), Silverware and
Eollow Ware (SIC 3914), Jeweler's Materials and Lapidary
Work (SIC 3915), and Costume Jewelry (3961).

Source: County Business Patterns 1970-80, R.1., U.S, Dept. of
Commerce Annual Survey of Manufacturers, U.S, Bureau
of Census.



EXHIBIT 1
U.S. IMPORTS FOR CONSUMPTION BY PRINCIPAL SOURCES

PRECIOUS METAL JEWELRY
Value (1,000 dollars)

SOURCE ;1978 E 1979 : 1980 . 1981 : 1982 : 1983 égigﬁs) :
Italy i 353,771 549,390 291,260 ¢ 391,355 516,539 334,939
Israel : 34,469 . 60,191 . 48,765 . 75,956 . 91,908 . 65,376
Hong Kong © 47,269 52,000 ¢ 62,027 G 73,249 ° 80,061 62,050
Switzerland : 22,647 . 33,828 . 60,738  : 59,929  : 55,932 . 41,999
Peru : 82 7,856 P11,298 7,131 P 18,389 P 18,330
FR Germany : 13,762 : 16,596  : 14,303  : 19,464 . 17,812 . 13,342
France ‘7,518 ' 6,348 ° 9,027 ° 10,463 © 11,45 ° 9,553
Lebanon : 316 513 . 1,872 : 5,225 : 10,275  : ===
Thailand ‘6,944 ¢ 7,188 ° 6,857 : 8,809 - 8,315 10,455
Spain : 12,173 . 13,340 : 9,276 : 6,798 : 7,188 . 7,297
All Other P42,294  © 47,326 ¢ 39,851 G 47,964  © 46,400 40,096

Total Imports : 541,244 : 795,170  : 555,273  : 706,344 . 864,273  : 603,437

gL



EXHIBIT 2

ISRAEL: EXPORTS AS PERCENT U.S. IMPORTS
OF PRECIOUS METAL JEWFLRY
- Value (1,000 Dollars)

N : : : : : (Nine
SOURCE : 1978 : 1979 ; 1980 : 1981 : 1982 ; 1983 Months)
Israel : 34,469 : 60,191 i 48,765 P 75,956 91,908 ‘65,376
Total Imports : 541,244 $ 795,170 i 555,273 P 706,344 864,273 {603,437

% Total 1 5.23% Po6an . P oe.2m P o7.72% io8.2% P 10.12%
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EXHIBIT 3
IMPORTANCE OF GOLD CHAIN IN

ISRAEL EXPORTS TO U.S.
Value (1,000 Dollars) .

1977 1978 1979 1980 1981 1982
Gold Chain : . :
(TSUS 740.11-13, : . : . : :
740.70) © 13,357 . 33,745 : 58,904 © 26,631 : 45,749 © 45,076
Total 14,518 35,095 60,310 48,855 }76,323 } 91,666

% Total P92.0% i 96.2% P97.7% P 54.5% * 59.9% 149,29

B s et e e et



EXHIBIT 4

IMPORTANCE OF OTHER TYPES OF GOLD JEWELRY
IN ISRAEL EXPORTS TO U.S.
Value (1,000 Dollars)

- = - S - >~ T o = > T = " = - - . -~ = - - - - - -~ - -

1980 1981 : 1982

Gold Jewelry :
(TSUS 740.14) ¥ 10,636 S 32,048 44,185
Total ‘48,855 P 76,323 © 91,666

% Total Poo21.7% o41.9% 48.27%

e 0 - T . - - - " - - - -~ - — -~ -



EXHIBIT 5
DUTY-FREE SHIPMENTS AS %

TOTAL ISRAEL JEWELRY EXPORTS TO U.S.
Value (1,000 Dollars)

77 1978 1979 1980 io1981 Po1982
Duty-free (GSP) © 14,166 | 34,618 N/A P 47,467 } 71,100 89,263
Total 14,518 35,095 60,310 48,855 76,323 91,666
% Total : 97.6% 98.7% : N/A 97.2% 937 97.4%

.--_-_----_-_--..----__..---_.._____—-_--_--_----..----_---_---......-..-----..----.._____-__-_-_----..___------___-__-



Exhibit 6
IMPORTS AS A PERCENT OF CONSUMPTION/EXPORTS AS- A PERCENT OF PRODUCTION
2

1970-198
PRECIOUS Imports as a % Exports as a %
Domestic* Apparent of Apparent of Domestic
Production Imports Exports Censumption Consumption Production
1970 770.9 29.1 41.8 758.2 3.8 5.4
1971 821.5 3.8 31.4 825.9 4.3 3.8
1972 981.8 50.6 39.9 992.5 5.1 4.1
1973 1174.7 63.2 70.2 1167.7 5.4 6.0
1974 1233.4 84.3 72.7 1245.0 6.8 5.9
1975 1514.0 100.5 74.9 1539.6 6.5 4.9
1976 1766.0 177.8 84.9 1858.9 9.6 4.8
1977 1907.7 307.1 86.9 2127.9 4.4 4.5
1978 2131.4 542.4 133.8 2540.0 21.4 6.3
1979 2554.7 793.6 151.8 - 3196.5 24.8 5.9
1980 2740.5 544.9 253.7 3031.7 18.0 9.2
1981 2770.0+ 695.5 201.3 3264.2 21.3 7.3
1982 2800.0+ 854.4 152.8 3501.6 24.4 5.4
COSTUME
Imports as a % Exports as a %
Domestic* Apparent of Apparent of Domestic
Production Imports Exports Consumption Consumption Production
1970 450.9 47.5 6.6 491.8 9.7 1.5
1971 479.6 46.9 6.2 520.3 9.0 1.3
1972 441.7 51.5 7.0 486.2 10.6 1.6
1973 494.7 62.4 10.7 546.4 11.4 2.2
1974 544.2 78.7 16.6 606.3 13.0 3.0
1975 737.0 85.8 22.2 800.6 10.7 3.0
1576 695.0 121.0 27.8 788.2 15.4 4.0
1977 781.5 136.8 31.5 886.8 15.4 4.0
1978 808.1 160.5 54.2 914.4 17.6 6.7
1979 772.2 167.6 63.2 876.6 19.1 8.2
1980 857.2 T 199.0 79.5 976.7 20.4 9.3
1981 895.0+ 230.1 85.1 1040.0 22.1 9.5
1982 910.0+ 2i4.8 67.2 1057.6 20.3 7.4

*Value of Shipments
viotimates

8L



79

EXHIBIT 7

1982 JEWELRY TRADE PERFORMANCE AT A GLANCE

(A1l figures expressed in thousands of dollars)

PRECIOUS METAL JEWELRY

LY R T XF XY BE BQ K% _BF J) T}

1 IMPORTS - PRINCIPAL SOURCES i
= COWNTRY moumi
s Italy $516,539 §
! Israel 91,308 !
1 Hor.g Kong 80,061 |
o Switzeriand §5,932 ¢
i Peru 18,389 I
= FR Garmany 17,812 1
§ France 11,454 3
= Lebanon 10,275 1
b Tailand 8,315 =
i Spain 7,188 §
AN Other 46,400 i
1 Total tmports §864,273 =
‘ll-l_i-l-l-l-l-l-l-l-l-’

l—l-l-l-l-l-l-l-l_l-l!
i EXPORTS - PRINCIPAL MARKETS ]
j coumree a1
§ Switzerland 68,93 1
= Japan 8,551 |
1 Hong xong 6,986 =
= Canada 4,749 |
1 France 3,935 2
j United kingdom 2,1% 1
¥ FR Germany 2,522 i
] Mexico 2,228 %
e Netherlands Antilles 1,853
] Haiti 1,455 =
s Al Other 10,53 |
b totar exvorss $114,488 |

© N 0 . .

COSTUME JEMELRY

'l-l-l-l-I-lnl-l-l-.-l-=
i IMPORTS - PRINCIPAL SOURCES []

-
1 QuIR aowr 1
i Hong Kong $51,943 !
= Taiwan 37,782 ]
I Japan 28,013 «
= Korean Republic 21,874 }
1 1y 6,744 =
1 France 5,53 1
- Switzerland 4,755 "'
J Philippines Republic 3,908 3
= [India 2,761 1
1 FR Germany 2,513 o
i A1l Other 12,371 1
- Total Imports $178,250 i

o & o ¢ o 0 o e -

i-'-'----—--r--—o—'--—°l

- EXPORTS - PRINCIPAL MARKETS i
5 COUNTRY AMONT
s Japan $9.912 §
1 canaca 8,870 =
i Uni ted Kingdom 6,163 1
* France 5,557 i
§ Australia 3,428 §
= Hong Xong 3,387 1
I Ireland 3,035 .o
® FR Germany 2,838 |
I switzertand 1,787 =
i Netherlands 1,12 |
1 A1 Other 2,119 §
1 Total Exports $66,610 =
.-'-l-l-l-l-l-l-l-.-l-ll
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EXHIBIT §

Eaploysent in Jevelry and Jewelry-Related Industries
Rhode Island and United States
1970-1981

COSTUME (SIC3961) PRECIOUS (SIC3911)

Year R.I. u.s. R.I1./0.8. R.I. U.s. R.1./U.8,
1970 7,568 19,583 38.6 6,386 32,242 19.8
1971 6,950 18,193 8.2 6,054 30,979 19.5
1972 7,571 19,753 38.3 6,384 32,343 19.7
1973 8,336 21,963 38.0 6,940 33,936 20.5
1974 10,285 22,541 45.6 7,285 34,408 21.2
1975 9,653 22,266 43.4 5,802 32,619 17.8
1977 12,592 24,924 50.5 8,615 39,954 21.6
1978 15,325 27,487 55.8 9,485 41,992 22.6
1979 13,807 26,309 52.5 9,126 43,688 20.9
1980 12,188 23,407 52.1 7,568 37,961 19.9
1981 10,964 23,400 46.9 7,074 36,700 19.3

XChange +44.9 +19.5 . +10.9 +13.8

1970-81

IChange -28.9 ~14.9 -25.4 -14.4

1978-81

The CHAIRMAN. Senator Chafee, Senator Pell.

Senator CHAFEE. Mr. Runci, I made the statement earlier in
questioning Ambassador Brock that the employees in your industry
are to a considerable degree first generation immigrants from the
Far East, the Southeast Asia, from Colombia, from Portugal. Is

“that a correct statement?

Mr. Runcr. Yes, that is correct, Senator.

Senator CHAFEE. And what about the average wage in your in-
dustry, roughly? I know you have toolmakers and so forth, but take
for the production, the foot press operator, for example,

Mr. Runcr. Senator, I believe the figure that you mentioned ear-
lier of $6.50 an hour is a fair representation of average.

Senator CHAFEE. Including fringes?

Mr. Runcr. Yes, sir.

Senator CHAFEE. Thank you.

The CHAIRMAN. Senator Pell.

Senator PELL. In our State your industry is by far the largest in
the number of employees. It is of very real economic importance. I
know the fine job that you and Dick Frankovich have done on
behalf of the industry and I congratulate you on it.

Mr. Runct. Thank you very much, Senator.

C};I‘l;e CHAIRMAN. Thank you, Mr. Runci, and Senator Pell, Senator
afee.

As I understand, Mr. Sadd, you oppose this legislation?

Mr. Sabp. Yes.

The CHAIRMAN. Well, let me just address a question or two to the
other group.

Based on the testimony we have just heard, do you expect Israel
? olff?.t?' 100-percent product coverage, without any exceptions, Mr.

inke .

Mr. FINKEL. Mr. Chairman, it is my understanding from informal
contacts that to date at least the Israeli objective in negotiation is
100-percent coverage.
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$20 and less item. Maybe it’s now aroun
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Mr. WinTER. Also I think it’s important to note that jewelry does
come in under GSP today. And I think it’s to the extent of some
$50 million. And I don’t know how much more beyond that would
be involved if this FTA was approved.

The CHAIRMAN. Do you want to comment on that, Senator
Chafee?

Senator CHAFEE. As Mr. Runci testified, 97 percent of the jewelry
that comes in now is free from duty. And I suppose that's a two-
way street. One, you could say, well, what’s 3 percent more? And
the other is, what more do you want besides 97 percent? But we’ve
got to discover whether that’s 97 percent in dollar value, which I
presume it is, and whether most of it is in the high cost jewelry, as

gosed to what we call costume jewehgr, which, of course, is the

$30 or less. We have con-
siderable part of that market which we do not wish to lose because
of the effect on these very people that we were discussing earlier.

Mr. WiINTER. Mr. Chairman, could I just answer a question of
Senator Danforth on the continuation of the GSP beyond the end
of the year? :

The CHAIRMAN, Sure.

Mr. WINTER. It's my understanding that the FTA, if passed this
year, would phase in these tariffs over a period of years. And I
would certainly think it's important to continue the GSP during
that interim period. And if you asked that question, it would be my
answer at this point. :

The CHAIRMAN. Do you have other questions?

Senator DaNrForTH. I do. I just want to reiterate the same point.
And that is you are here now for the free trade area proposal. We
had hearings on the GSP, I guess, a couple of weeks ago and you
were not here for that. Thirty-five percent of imports into the
United States from Israel are now duty free under the GSP. And I
was just curious as to the degree of interest. I mean should we read
in anything from your absence from the GSP hearings? Do you feel
strongly about the continuation of GSP? Is your feeling on the con-
tinuation of GSP in any way lessened by whatever we do with re-
spect to the free trade area?

Mr. DiNE. Senator, if I could answer your point. It’s a good point.
It's a fair point. We were told by the committee staff to wait until
this hearing to comment both on the GSP and the free trade area.
And that’s the reason.

I'd also like you to know we have been in informal contact with
members of this committee on that particular point. So we've tried
to comment as positively as possible, o

SS;;xator DanrorTH. And what is the degree of your feeling on the

Mr. DiNe. Very much in need because it's an unstable system.
It’s not busin -sslike to keep it going, but until there is a free trade .
zarse; it seems to me that it makes common sense to continue the
Mr. WINTER. I think if you keep in mind the EEC, that took a
period of some 8 years before it has been completely phased in. So
youtewould have to have some GSP to maintain the support of the
system.
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Senator DANFORTH. I just want to say the GSP issue is very
much in doubt. It has people who feel very strongly against it and
who will fight very hard to keep it from being reauthorized. There-
fore, those who feel strongly the other way are going to have to
fight just as hard to get it reauthorized.

Mr. DiINE. I understand your message.

The CHAIRMAN. Mr. Finkel, do you believe that Israel is willing
in this agreement to refrain from subsidizing its exports to the
United States? Have you had any informal discussions on that?

Mr. FINKEL. I have not, Mr. Chairman. But as Ambassador Brock
said, that subject and additional subjects such as services and in-
vestment are very high agenda items for the discussions. I am cer-
tain that that question will be addressed in the course of the nego-
tiations. I'm equally certain that Ambassador Brock will make it
clear that the United States will look at the subsidy situation ac-
cording to criteria that the United States has adopted with respect
to subsidy treatment by our trading partners. And I'm sure that
the overall negotiation will reflect a fair and just outcome.

Mr. DinE. If I could, Mr, Chairman. In my informal conversa-
tions, I know that Finance Minister Cohen-Orgod and Trade Minis-
ter Gideon Patt, are very conscious of what Ambassador Brock is
up against. And, frankly, they are free traders and they are free
market people. And they know they have got their work cut out for
them internally. But they are looking forward to cooperating with -
Ambassador Brock.

The CHAIRMAN. I appreciate that, Mr. Dine. :

I have about three or four additional questions, but we have a
number of witnesses, so I'm wondering if it will be all right if I
submit them in writing and then we will have it for the record be-
cause I think it’s important we make a complete record. Ambassa-
dor Brock has indicated he would rely on the record very heavily
as he gets into drafting legislation. So I will ask, if you are willing,
to submit questions in writing in maybe the next week or so. -

Mr. DINE. Sure.

The CHAIRMAN. Thank you very much. We appreciate it.

[The information referred to follows:]

SeNATOR DoLE's QUESTIONS SUBMITTED TO0 MR. FINKEL AND MR. DINE AND THEIR
REsPONSES THERETO !

Senator DoLe. Mr. Finkel, do the agricultural, chemical and general manufac-
tured products industries have a legitimate basis for concern about increased ex-
ports from Israel? B

Mr. FINkEL. Mr. Chairman, if Israel were a country with low production costs,
like some of the Asian countries with which we have had and still have import
problems, there rg:'fht be a legitimate basis for concern on the part of the U.S. sec-
tors you mentioned. But Israel isn’t in general a low-cost producer. It hasn't a big
labor force; the labor force it does have is accustomed to wage levels and employee
benefits that are much closer to our standards than to Asian standards; investment
capital is relatively scarce and expensive; and many production inputs must be im-
ported at substantial cost. We showld therefore not see dramatic price differentials,
with Israeli goods flooding in when duties are removed. Our over-all experience with
GSP supports that view. Of course, if there were no increase likely in U.S. imports
from Israel, there wouldn’t be much incentive to the Israelies to go ahead with this
proposal. But—and I'm agreeing with Ambassador Brock on this point—given the
relatively small size of Israel’s production base in relation to the size of the U.S.
market and the U.S. firms supplying it, I don't think U.S. ﬁroducers are going to
experience any significant adverse effects. I also don’t think that any foreseeable

1
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effects will be measurably more important to U.S. producers than technological
change, or domestic labor costs on U.S. interest rates or any of the dozens of other
competitive factors that have an impact on any given industry and that Israel has
nothing to do with.

Senator DoLk. Would inclusion of a safeguards provision be a serious detriment to
the agreement? And would exce‘?tions for the remaining dutiable products be a seri-
ous detriment to the agreement? ,

Mr, FINKEL. I see no objection to safeguards available to both parties as an inte-

al feature of the agreement. In fact, safeguards are a useful concept, both to en-

ance the confidence of the parties in initially accepting the agreement and to ad-
dress J)roblems that may arise in its implementation. We had them in the Tokyo
Round, and they are part of the Israel-EEC free trade area agreement. But we have
to be clear what we mean by safeguards: they should not be devices by which effec-
tive progress on duty reduction is brought to a halt. And they should be able to be
invoked only when a serious problem has arisen on a sensitive product. I persona‘l)av
feel they should be transitional and not extend beyond the duty-reduction period;
once the duty-free point is reached on both sides, they should be assimilated into the
general safeguard provisions of our trade laws.

Exceptions from the product coverage of the arrangement are a very different
matter. Once some.exceptions begin to be granted, there is no real basis to deny
others, and of course at some point it becomes impossible to meet the GATT test of
coverage of “substantially all” the trade between the partners. It's the purpose of
safeguards to promote adjustment; an exception is a blunt instrument that says
we're going to shield an industry indefinitely. We should remember, too, that excep-
ll:(iott;s are a two-way street that can impair our own access to particular Israeli mar-

ets.

Senator DoLe. Do you expect Israel to offer 100% coverage?

Mr. FINKEL. As I mentioned earlier, I do not know for a fact that they will, but I
believe so and I believe that is Ambassador Brock’s impression also.

Senator DoLe. Do you believe Israel is willing in this agreement to refrain from
subsidizing its exJ)orts to the U.S.? -

Mr. FINkEL. I don’t want my response to be seen as conceding that any particular
Israeli practice constitutes a subsidy of the kind that is objectionable by accepted
standards of international trading relations. This general area is one that has been
talked about by the parties before. Ambassador Brock has said that it will be includ-
:gl tl: thqttopics to be negotiated, and that the Israeli government is willing to nego-

iate on it.

Senator DoLE. Are labor costs in Israel substantially comparable to those prevail-
ing in the U.S.? )

r. DINE. While it is difficult to compare labor costs in Israel directly with those
in the U.S,, they are relatively comparable. Labor in Israel is not cheap. The over-
whelming majority of Israelis are unionized, and Israel’s trade unions have tradi-
tionally played a strong and influential role in the Israeli economy. Although the
average lsraeli take-home salary is lower than the average American paycheck, Is-
raeli workers get a series of free benefits in addition to their salaries which Us.
workers do not, including complete health benefits, maternity and military reserve
benefits, telephone services, professional literature, pension and education funds
and bonuses throughout the year. .

General living and working conditions in Israel also differ substantially from
those in the U.S. Worker productivity is lower, as is the overall standard of living.

Senator DoLe. Need U.S. industries fear a flood of low-cost imports resulting from,:

this proposal?

Mr. DiNE, As I mentioned in my testimony, this proposal will not lead to a flood
of low-cost imports from Israel for several reasons: the relatively high cost of Israeli
labor; Israel’s advanced level of dependence on imports for raw materials and for
other components for manufacturinﬁ into finished goods; the high costs of transport-
ing oclxis thousands of miles; and the small size of Israel and its limited productive
capabilities.

genator DoLe. How will the free Trade Agreement advance U.S. foreign policy in-
terests in the Middle East?

Mr. DINE. U.S. foreign policy interests in the Middle East, as enunciated by sever-
al Administration spokesmen, are: to secure peace and stability in the region; and to
assist our friends and strengthen the pro-western, democratic forces in the area.
Concluding a Free Trade Agreement with Israel will help to advance both those
_ goals. It will help the peace process by bolstering the economic security, self-reliance
and self-confidence of a nation central to that process and one whose vulnerabilities
have made it an object of invasion three times in its short history. It will strengthen

P

v



84

U.S. bonds with America’s most reliable and only democratic ally in the Middle
East. It' will also help Israel expand its exports and thus reduce its balance of pay-
ments deficit and its reliance on U.S. economic assistance.

Senator DoLe. What industrial sectors in Israel are particularly protected still by
tariffs and would be of interest to U.S. exporters?

Mr. Dine. Israeli tariffs are particularly high for consumer goods and luxuty
items. These are areas where the U.S. is competitive and enjoys special prestige and
name recognition among Israeli consumers. :

Among the consumer products which presently have a high tariff but where the
tariff against EC items will be eliminated by 1989 are: tractors, cars, other transport
vehicles, clocks, TVs, padper and paperboard, fabrics, certain kinds of footwear, glass-
ware, bolts and nuts and screws of iron and tobacco products. '

Some other examples of products where U.S. exporters are disadvantaged by tar-
iffs compared to the EC currently are: copper wire, celjophane, fiber glass products,
computer discs and magnetic tapes, culture medium, refrigerator and air condition-
ing flexible piping, compacters, X-ray film and graphic arts processors, toner and
developer for laser printers, and zippers.

Other major U.S. exports to Israel facing duties are: electrical goods and appara-
tus, automatic data processing machines, fasteners, medical apparatus, controlling
instruments, certain chemicals, engines and engine parts, construction machinery,
telecommunications equipment and wrought plates and sheets,

STATEMENT OF DAVID J. SADD, EXECUTIVE DIRECTOR, NATION-
AL ASSOCIATION OF ARAB AMERICANS, WASHINGTON, DC

The CHAIRMAN. Mr. Sadd, I have you on a separate panel go you
may ﬁroceed. And we hope you can summarize your statement.
And the entire statement will be made a part of the record.

Mr. Sapp. The National Association of Arab Americans welcomes
the opportunity to present testimony to this committee. We are
deeply concerned that U.S. trade and economic policy in the Middle
East promote U.S. national interest in the region, and contribute to
the well-being of both the United States and the countries of the
Middle East. Trade is an important component of our Nation’s for-
eign policy. It can help to strengthen our partnership with coun-
tries that share our concern for peace, stability, and mutual eco-
nomic growth. Yet the United States must e steps to ensure
that our trade relations with foreign countries do not endanger
yittil d(zsmestic industries, nor centradict our broader foreign policy
interests.

Establishing a free-trade area with Israel, unfortunately, threat-
ens to do both. We are opposed to the free-trade proposal on the
basis of economic grounds. We believe there is an inherent limita-
tion of the Israeli market for U.S.-manufactured goods, and there is
a threat to U.S.-high-tech industries, based on a 50-percent subsi-
dized R&D framework for high-tech products in Israel.

We are opposed to the United States-Israeli free-trade proposal
on (folitical grounds. We believe it furthers an imbalance in U.S.
trade policy toward Israel and the Arab world, and further appears
to reward Israeli policies which are perceived in the Arab world
and much of the rest of the world as illegal or immoral.

I'd like to make a couple of comments on the economic side.
Israel is a country with a quasi-socialist economy, recently de-
scribed in Forbes magazine as living well beyond its means, with a
chronic budget gap closed only by massive infusions of U.S. aid,
huge borrowings, sale of Israeli bonds, large-scale fundraising in
Jewish communities. In addition to a crushin military burden,
Israel supports a pervasive welfare system and a relatively high
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standard of living that the economy is simply not big enough to
support. )

The small size of the Israel, its instability, and the high level of
Government intervention presents inherent limitations for Ameri-
can exports. Further, Israel’s objective of dramatically increasing
high-technology exports directly threatens U.S.-high-tech indus-
tries. .

Israeli industry enjoys a degree of Government subsidy and as--
sistance unparallel to other Western free-enterprise societies.
American companies with no such Government incentives will find
it difficult to compete in Israeli markets. We note with particular
concern that the Israeli Government provides a 50-percent subsidy
to the development of new high-tech products in Israel, and we
note with additional concern the easy flow of U.S. research provid-
ed to Israel through the Bird Foundation and through other tech-
nology-sensitive arrangements, such as the development of the Lavi
Aircraft.

In closing, we want to propose that if the administration seeks to
go forward with a free-trade agreement it should select a country
where there is some real potential advantage to the United States.
If the object is to bail out the Israeli economy, we should stick with
economic aid where the exposure to the American economy and the
effect upon American jobs is measurable and controllable.

Thank you.

[Thc,a prepared statement of Mr. David J. Sadd follows:]
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e A s ST o

THE SENATE COMMITTEE ON FINANCE, FEBRUARY 6, 1984
The National Association of Arab Americans welcomes the opportunity to present
testimony to this committee on the establishment of a free trade area with
Israel. As representatives of the more than three miilion Americans of Arab
descent across the United States, the National Association of Arab Americans
is deeply concerned that U.S. trade and economic policy in the Middle East
promote U.S. national interests in the region and contribute to the well-being'

of both the United States and the countries of the Middle East.

Trade is an important component of our nation's foreign policy. It can help
to strengthen our partnership with countries that share our concern for peace,
stability, and mutual economic growth. Yet, the United States must take steps
to ensure that our trade relations with foreign countries do not endanger
vital domestic industries, nor contradict our broader foreign policy
interests. Establishing a free trade area with Israel, unfortunately,

threatens to do both.

In this regard we will address our concerns ;s follows:
I. The Economic Advisability of a U.S.-Israeli Free Trade Area
A. The threat to U.S. high-tech industries
B. Inherent 1imitations of the Israeli market for U.S.

manufactured goods
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I11.  The Political Advisability of a U.S.-lsraeii Free TradeAAreér
A. Preferential treatment for Israel in view of current
" Israeli policies
B. Increased imbalance in U,S. trade policy toward Israel and
the Arab world

II1. Conclusions and Recommendations

1. The Economic Advisability of a U.S.-Israeli Free Trade Area

The proposed free trade area (FTA) would eliminate tariffs on all trade
between Israel and the United States. While the United States has encouraged
industrial growth in less-developed countries by lowering import tariffs
through the Generalized System of Preferences (GSP) and the Carribean Basin
Initiative, a free trade area is an unprecedented measure. Currently, 90
percent of all Israeli imports already enter the United States duty-free due
to Israel's most favored natfon status and its eligibility under the GSP., The
remaining 10 percent of Israeli imports are largely from the citrus and
textile industries.

Why, then, should there be a need to establish a free trade area with Isradl?
There is considerable evidence to indicate that there is no such need. Israel
is not a less-developed country. It has a relatively high GNP per capita of -
$4,500, and enjoys a high standard of 1iving. Although Israel is experiencing

economic problems at the moment, many of these problems can be traced directly
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to controversial policies that have been carried out by {ts government,
including the 1982 invasion and occupation of Lebanon and the continued
construction of settlements in the occupied Arab territories (at an estimated

annual cost of $600 million).

On the other hand, the establishment of a free trade area may well help Israel
at the expense of domestic American industries. High technology industries in
the United States are particularly vulnerable. High-tech is a pivotal growth
industry in the United States éhat is vital to U.S. national security. The
United States should take measures to ensure our continued position of

leadership in that industry.

Israel seeks to increase dramatically its exports of high technology products
to the United States. In 1981, high-tech exports amounted to $1.2 billion, or
33 percent of total Israeli industrial exports. By 1991, the Ministry of
Trade hopes to increase the level of high-tech exports to $6.8 billion, or 62
percent of total industrial exports. At that rate of growth, U.S. imports of
certain Israeli high-tech products would soon exceed the competitive needs
1imit under the GSP, rendering Israeli high-tech exports ineligible for GSP.
The competitive needs 1imit, which is $57,688,000 for a given product this
year, was designed to protect American industry and jobs from an influx of

duty-free goods into the domestic market.

The threat to American high-tech industry is compounded by the fact that the
cost of developing new high-tech products in Israel is about one-half that in
the United States. In addition, the United States has indirectly aided in the
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development of the Israeli high-tech industry through massive infusions of
military and economic aid. The Israeli government has, for a number of years,
subsidfzed research and development in {ts high-tech and defense related

industries.

A free trade area with Israel will also have a negative impact upon the
Aerican citrus industry. Moreover, U.S. citrus growers already find it
difficult to compete in northern European markets follcwing the agreement

bet{neen the EEC and Israel to lower tariffs on Israeli oranges.

The size of the Israeli market and the Instability of the Israeli economy
presents inherent limitations for American exports (see Attachment A). If the
United States intends to negotiate bilateral agreements establishing free
trade areas as a method of ’promotmg more 1iberalized international trade, it
would be better served by negotiating first with a country whose market for
American manufactured goods is much greater and the benefits to domestic
industry can be more easily demonstrated. Brazil, for example, with its
sizable population has a $15 billion market, compared to only $8 billion for

Israel.

In 1983, Israel imported $2.3 billion worth of goods from the United States.
Israel received, however, $2.485 billion in U.S. aid. One may ascertain from
this that $185 millfon of U.S. 4id was not even spent in the United States.

In the Continuing Budget Resolution for 1984, moreover, Congr-ess authorized
$550 mi11ion For the development o‘:“ the Israeli Lavi afrcraft, $250 million of
which may be spent in Israel. As a result, American defense contractors were
effectively robbed of $250 million in business, and American workers were

deprived of at least 7,000 jobs (see Attachment 8).

K. 4
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If a "buy American" .standard does not apply even to the expenditure of
American aid, it is difficult to imagine that American products will compete
favorably in Israel. Congress has a responsibility, therefore, to ensure that
the United States does not promote industrial growth in Israel at the cost of
U.S. Jobs and tax revenues.

I’
Indeed, Israel has not always shown a gredisposition to buy from America the
goods that it needs. In its purchase of coal, for example, Israel has favored
South Africa over the United States (see Attachment C). Despite massive U.S.
economic aid, in 1982 Israel purchased only 96,495 tons of coal from the
United States and 700,000 tons from the apartheid country of South Africa.
One could question the morality of this, particu1arlx in view of the suffering

in Appalachia due to the worst coal slump in decades.

Further, the Israeli government plays a role in economic affairs considerably
larger than the role the government of any industrialized Western country
plays. The Israeli government is responsible for half of all industrial
investments. It affects pricing by means of subsidies and the capital market
by supporting interest rates and directing credit. Even with the elimination
of tariffs, American manufacturers would have to compete with government

! subsidized industries.

II.  The Political Advisability of a U.S.-Israeli Free Trade Area

Mr. Chairman, our members have long perceived a fundamental imbalance in U.S.

policy toward Israel and the Arab world. Last December, following the
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Reagan-Shamir summit, the agreement to negotiate a free trade area with Israel
was announced concurrently with the strategic cooperation agreement. 1In
return for generous trade concessions, an unprecedented level of U.S, grant
assistance, and broader strategic and military cooperation, Israel offered no
political concessions. Instead, 1t reaffirmed its rejection of the Reagan
peace plan and 1t§ refusal to put a freeze on building Jewish settiements in
the West Bank. It continues to oppose any arms sale to Arab countries. It
refused to make a commitment to inform the United States before taking
unilateral military action against its neighbors.

Since the passage of the Jackson-Vanik amendment, our trade relations with the
Soviet Union have been directly related to that country's policy toward human
riglits and emigration of Soviet Jews. Is not freedom, dignity, and
self-determination for the Palestinians equally precious? Many of the
Palestinian inhabitants of the occupied territories have been subjected to a
pattern of deprivation of their human rights by the Israeli government and the
Israeli occupgtfon forces. Christian and Moslem institutions are threatened
by -israe]i extremist groups in the West Bank. We submit that Israel should be
held accountable for its policies, which have caused much suffering for
Palestinians and Lebanese in recent years. If trade is indeed an extension of
our foreign policy, then trade concessions for Israel should be contingent
upon behavior which is compatible with America's national interests and high

moral standards. .
Preferential treatment for Israel in the area of trade is particularly

puzzling in 1ight of the vast market potential of the Arab world. Proponents
of a U.S.-Israeli free trade area pofi.t to a potential $8 billfon market for

35-438 0 - 84 - 7
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U.S. companies. Yet in 1982 the Arab world collectively imported well over
$70 billion. In 1983, the United States enjoyed a $4.6 billion trade surplus
with the Arab world, Congress, however, has imposed restrictions which make
it difficult for U.S. companies seeking to export to the Arab world.
Antiboycott regulations, and complexities surrounding the Foreign Corrupt
Practices Act (FCPA) undermine American competitiveness in Arab markets.

Ironically, while it is illegal for American companies to bribe foreign
officials for lucrative contracts, a U.S. congresswoman recently learned on 2
trip to South America that Israel has bribed South American military officials
not to purchase arms from the United States, but to buy from Israel instead
(see Attachment D). Nonetheless, the Administration is prepared to offer

unprecedented trade concessions to Israel,

Conclusion and Recommendations

Mr. Chairman, establishing a free trade area with Israel presents considerable
1iabilities for certain domestic U.S. industries, while it offers the U.S.
economy as a whole only questionable benefits. If the Administration is
intent upon negotiating viable, mutually beneficial agreements, then its
initial effort should be directed toward a country that has a more promising
market for American exports. Moreover, the importance of our domestic
Mgﬁ-tech industry for national security should compel us to ensure that that

industry remains fully protected.
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On the political level, Israeli actions over the past two years, including the
invasion of Lebanon and continued rejection of the Reagan peace initfative,
makes trade concessions to Israel unconscionable. To the extent that trade
can be used as leverage to moderate Israeli policies and gain political
concessions, the United States should seek to promote Israelf policies which
cofncide with U.S, interests and objectives in the region,
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M E PA R C Issue Analysis

Background

ISRAELT ECONOMY

DATE: December 1983

—a

1. INTRODUCTION

As new [sraeli Prime Minister Yitzhak Shamir took office, a major banking
crisis focused interfiationa) attention on the plight of Israel's economy. The
crisis, which began 1n September, had been brewing for months. Bank shares,
artifically supgorm by the big Israel! banks, had become dangorouny
dverpriced in the past year or more, offering real profits of 25 percent or
higher to investors eager to beat triple-digit inflation, Hundreds of
thousands of 1sraelis had bought the shares and their holdinr amounted to
approximately $7,6 bi)1fon, an amount aqual to one-third of Israel's GNP.

But as rumors mounted that the Israel{ shekel would be substantially devalued
this fall, some investors began to sel) bank shares in order to buy foreign
currencies. Soon, the trickle became a4 flood. HMore and more shares were,
dumped on the market, and the banks were exposed. [n a scramble to save their
stock, the banks borrowed as much as $) bilifon from domestic and foreign
sources in order to buy up their own shares from the public. But the rush
continued, and as a panic mounted, the government agreed to intervene. It
closed the Tel Aviv stock exchange and guaranteed the value of the bank
shares. It also devalued the shekel by 23 percent and slashed subsidies on
food and fuel by as much as 50 percent,

As the dust settled, analysts tried to determine the causes of the crisis and
to assign blame. The most vulnerable immediate target was Finance Minister
Yoras Aridor, who had presided over three years of triple-digit nflation, a
"°""'"‘§ Mfcnco-of-pcynnu deficit, and a qrMng foreign debt that in 1983
reached $21.5 dillfon, or over $20,000 per Israel{ household, On October 13,
Aridor, already unpopular, was forced from office after his controversial plan
to 1ink [srael's economy to the dollar provoked public outrage.

It was *lear to many observers, however, that the banking crisis was not only
the result of recent mismanagement, but of chronfc economic problems that have
plagued Igndel for years., Aridor's policies, while indeed ?uutionablo. had
only exachtbated old maladies. Menachem Begin's Likud coalition had come to
{o\m in 1977 promising economfc reform to correct problems it blamed on the
abor leaders who had governed lsrael for 30 years. Quite apart from

© 1983 Middle East Policy and Reseorch Center
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government management, however, some of [srael's economic difficulties can be
attributed to factors inherent in the geographical, political, social, and
1deological character of the Zionfst state.

11.  BACKGROUND ,

Three major factors have shaped the lsraeli economy over the years, The first
13 the hostile political and natural environment 1n which the new state was
planted, The boycott of Israel by neighboring Arab states, a succession of
wars, and the scarcity of natural resources 1n the region, have all left marks
on the economy, Israel devotes & disproportionate share of {ts resources to
defense (currently 30 percent of the budget); imports almost all of 1ts fuel,
materials for processing, and machinery; end, despite an intensive
agricultural developmen grogmu, lacks the water resources to become
gelf-sufficient in agriculture, To help counter these expensive drawbacks,
Israel has relied since 1ts birth on massive infusions of foreign capital,
mostly from the Unfted States and Jews around the world, [ts dependence on
these sources, and 1ts foreign debt, have grown markedly over the years.

- The second factor 1s Israel's Zionism, 1ts state {deology. Zionism promises &
home in Palestine for any Jew who wishes to settle there, regardless of the
1imited resources of the region, While the huge influx of {mmigrants, many of

them highly skilled, helped fuel Israel's boom years, {t also saddled the
goverment with an imnu burden of social welfare, New {mmigrants are
guaranteed houses and jobs, 1n effect, a “minimum standard of 1iving," besring
no necessary relatfon to their productive capacity. In recent years, as
productivity 1n [srael has declined, wages and the standard of 11ving have
continued to rise. Even the Likud has felt compelled to “deal kindly with the
people” throuxﬂh subsidies and other benefits, despite {ts commitmant to free
enterprise, Another economic burden arising from lsrael's Zionist 1deology s
the government's financial support of the network of settlements in the
Joccupied territories. Wnhile work on the settiements has slackened, and the
burden has eased, these settiements were a drain on lsraeli resources
throughout the 19608 and 70s.

While the first two factors are more or lass “deterministic"-«fnherent in
Israel's Yocation and the nature of Zionisme-the third factor 1s more
unpredictable: the effect on Israe) of international economic and political
events, such as world inflations and recessions, and the 1973 of1 embargo.

The interplay of these three factors is Inrrly responsible for one of the
most important charscteristics of the Israeli economy: the extremely lnrgo
role played by the government fn economic affairs, Israel has sometimes been
described as a “quasi-socfalist” state as a result, but the reality is more
complex, The Israe){ economy can best be described as a "mixed" economy, in
which three major sectorse-public, collective, and private~-interact in a
complicated and sometimes uneasy relationship, ;

© 1983 Middle Ean Policy and Research Center
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A, The Major Sectors

1. Public Sector: The Government

The Israeli government plays a role in economic affafrs considerably larger
than the role of the government of any industrialized Western country, e
roots of this role go back to 1948, when a severe economic crisis followed on
the heels of independence. The government was faced with thousands of new
immigrants, an Arab boycott, and severe shortages of housing and food, It
intervened forcefully, with measures that included rationing, exchange
controls, and complete protection of manufacturing. These measures were later
rolaxed, but the government continued to shape the economy both directly and
indfrectly, [t s involved in nmng resources through taxation, borrowing
and fund-rafsing, and in allocating them through investment, financing, and
ownership. The government is responsible for half of all {ndustrial”
{nvestments, through loans from the development budget, and is the largest
single employer, In the 1960s, total public sector expenditure ranged from 40
t0 50 percent of the GNP; 1n 1962, government expenditures equaled 90 percent
of the GNP, The government affects pricing by means of subsidies; the capital
market by supporting interest rates and directing credit; and land

allocation. It deterwines fiscel and monetary policies, exercises controls
over {mports and foreign exchange, and provides social services.

It 1s notable that in spite of the farreaching {nvolvement of the state in
Israe)'s society and economy, almost all efforts to carry out comprehensive
economic planning have failed. In addition, despite al) 1ts power and
influence, the Israeli government has never used its role to concentrate
1ndunr1|f development n state enterprises, Apsrt from fts ownership of key
projects n infrastructure, defense industry, utilities, fuels, and the
development of natural resources, the government prefers to encourage private
investment. To this end, it contributes equity capital toward large projects
with other investors, sometimes selling its shares after & project s
established to raise funds for new investments, It provides credits, grants,
and tax benefits for desired investments, as well as assistance fn foreign
marketing. This package of incentives cost the government 20 percent of the
value of industrial investments in the 1970s, contributing to the high level
of govermment spending.

2, Collective Sector: The Histadrut

Some of the basic institutions of the Israelf economy are rooted in the early
effort of the late 19th and early 20th centuries to colonize Palestine,
Certain of these, such as the Histadrut (Labor Federation) and the Jewish
National Fund, were originally created to carry out 1imited economic functions
related to settlament in Palestine and have retained some of these functions
today. The Histadrut, which has froum to have the most {mportant economic
function of the so-cafhd National Institutions, was founded in 1920 as the
General Federation of Hebrew Workers in Eretz [srael, It represented a merger

© 1983 Middle East Policy and Research Center



~

. after the government, and it contributes over 20 percent of

- ISSUE ANALYSIS: Background
December 1983 Page 4

of two rival labor Zionist parties and became the “administrative backbone” of
the “yishuv", or settiement process. The Histadrut directed colonfzation,
economic production, and labor employment on the early “kibbutzim” (collective
c?rlcmwnl settiaments), and took responsibflity for defense through fts
military arm, the Haganah, At independence, the Histadrut remained
structurally and financially autonomous, but 1t is closely associated with the
govarnment in {ts economic activities and 1s described in some Israelf
statistical presentations as a “quasi-governmental® sector.

Today, the Histadrut 1s a major factor in the Israeli economy. Over 50
percent of the population belongs to the Histadrut, efther through labor union
affiliation (the organization perfodically negotiates basic agreements on
wages and working conditfons with management in different fields), or in order
to participate in the Histadrut's insurance coverage. Israsl has no national
{nsurance ?un. tronfcally, the labor activities of the Histadrut have become
only a small part of fts |c{1vmn. handled by one of numerous specialized
departments. The Histadrut also owns a network of businesses and banks, (in
all, over 2,000 enterprises), including holdin, corporations, industrial
concernt., and agro-industries, covering one-third of the net product of
airicultun. construction, transportation, and communications; one«fifth of
aining and manufacturing; one-sixth of trade and m‘vlcn* and one-tenth of
banking, finance, and real estate. The Histadrut s the "2,'," cwioyor.

o GNP,

Despite the Histadrut's “collective” ownership, fts structures and
organizations are those of Western capitalism, and it maintains ¢lose ties
with many multinationa) corporate and financial fnterests, through numerous
subsidiaries and associated companies abroad.

3, Private Sector

Private enterprise in Israel accounts for 60 percent of the net domestic
product and 1 concentrated in banking, finance, resl estate, trade, and
services, where it represents 90 percent of the total, Private owners
represent 73,8 percent of the NOP of mining and manufacturing; 67 percent of
agriculture; and more than 50 percent of construction, Private owners operate

percent of the fndustrial establishments in lsrael and employ 70 percent of
the industrial workers.

8, Qther Economic Areas
1. Kibbutzim and Moshavim

Despite the {deological importance assigned to kibbutzim and moshavim
(collective villages) in Irrael, they have never been economically dominant
and are now less of a factor in the Israelt economy than ever before. Begun
in the 19th century as & socialist agricultural enterprise, with capital,
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1and, stock, and buildings held in common, the kibbutz has come to rely more
and more on fndustrial enterprises to survive as Israelf agriculture has
become dominated by privately owned agri-businesses., More than 40 percent of
kibbutz income comes from industria) praduction, while approximately 3§
percent o' kibbutz income 1s invested 1n industry. Kibbutzim contribute only
about 12 percent of Israel's GNP, mostly from industria] enterprises,
Contrary to stereotype, 50 to 60 percent of kibbutz labor 13 hired, mostly
from among Arabs or Sephardic (Arab) Jews, and these 1aborers are concentrated
in_industrial production, Hired workers do not share in the benefits of
collectivization; the kibbutz has become & management, rather than a labor
cooperstive, In the 1970s, only about 3 to 4 percent of the Isrself
population 11ved on kibbutzim, while 4 to 5 percent 1ived on moshavim,
Ninety-seven percent of the kibbutzim and moshavim are affiliated with the
Histadrut Worker's Company, the labor department of the Histadrut.

2, Agriculture

Agriculwrc has occupied a position of ideological eminence in Israe) ever
since Theodore Herzl, Zionism's “founding father,” advocated & Jewish “return
to the land® as a crucial factor in founding & viable Jewish state, But
agriculture has never attained a great economic importance, In 1982, it
accounted for less than 7 percent of Israel's GNP, Agriculture grew rapidly
in the 19508 as a result of the expansion of cultivated 1ands as well as
better 1rrigation methods, but by the mid-1980s all fertile lands were under
cultivation, and planners realized that Israe) could not hope to become
complately self-sufficient in agriculture. Production has since shifted from
food products for domestic consumption to high value products for export,
especially nuts, flowers, and citrus crops, Despite self-sufficiency in most
fruits and vegetadles, goultry. €ggs, and dairy products, Israel must import
many fam products, fncluding meat, vegetable oi), and grain,

Since 1960, agriculufn has also become less significant as a source of
eployment for Israelfs, The tota) number of agricultural workers has
decifned to less than 10 percent of the work force and the number of hired
1aborers, espcially Arabs from the occupied territories, has increased,

3. Industry

Industry has grown faster than any other major sector of the Israeli economy,
and since the mid=1970s has contributed about 33 percent of the GNP and 87
percent or more of comsodity exports. In the early years of the state, food
processing, textiles, and buflding mater{als were the most important
industrial products. In the 19608, the diamond industry grew dramatically.
From oxgoru worth $6 millfon in 1962, the 1ndu:try today accounts for more
than half the world trade in cut and polished diamonds., Diamonds are [srael's
1argest export, and the diamond industry c::loys over 25,000 people. However,
the foreign exchange earning potential of the diamond industry {s 1imited by
the high costs of importing rough stones (mostly from South Africa), so that
only'om-ﬂfth of the-value of diamond exports represents foreign exchange
earnings.
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structuralth, lsrael{ industry is & mixture of some large plants and a large

- number of small plants and shops. Seventy percent of establishments have

fewer than 10 workers, and acount for only about 12 percent of {ndustrial
employment. Seven percent of the plants employ 68 percent of fndustrial
workers, The large plants are responsible for over 80 percent of industrial
exports, while the numerous small plants tend to produce for local
consumption. Industry {s mostly privately owned; public enterprises are .
concentrated in defense, petrochemicals, of1 refining, shipyards, and mining;
and Histadrut affiliated plants are mostly in basic metals, minerals, wood,
machinery, and quarrying.

4, Foreign Trade

{srael has always had a large trade deficit as a result of limited natura)
rasources, the need for industrial development, and & populace accustomed to
Western standards of 14ving. B8ecause of foreign exchange ?msurn. however,
the governmant has long sought to develop exports, especially after efforts to
channel the demand for consumer goods toward import substitution {n the 19608
omy increased Israe)'s dependence on fmports.

Between 1950 and 1976, exports grew at an uvon?c rate of 18 percent & year,
and accelerated to 21 percent between 1970 and 1976, when they reached $2.4
bill1on. Howaver, exports have never approached the volume of imports. In
1983, for example, the difference between imports and exports 18 expected to
exceed $2,6 billion,

$ince the 1970s, emphasis has been given to science-based {ndustries such as
chemicals, metal products, electronic and military c?utpunt. and diamonds;
Mduurh{ rather than agricultural products now domfnate the export sector.
The u{or foreign markets are ;M Common Market countries of Europe, with
which lsrae) concluded an affiliate membership agreement in 1976, North and
South America, and Asia.

Tourism has also been an important earner of foreign exchange, and efforts
nave been made to fmprove resort facilities. However, the volume of tourists
has varied greatly because of the “security situation in the region,

111, HISTORY OF GOVERNMENT POLICIES

Although the Israsl{ economy has developed significantly since {ndepedence,

from “producing olfve ofl and flour to Jet fighters and missiles,” certain of

its characteristic features, such as its import surplus and dependence on

foreign capital, have never changed, Various governments over the years have p
addressed in different ways the problems these features pose, with varying
degrees of success.
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A, 1948 to 1967

After three years of economic crisis following the 1948 war, Israel
exparienced one of the highest growth rates in the world, From 1950 to 1967,
the economy expanded at an average rate of 10 percent a year, comparable only
to Japan, South Korea, and Taiwan, Per capita annual growth in.this era
averaged only 3.4 percent, however, because of the rapid population incresse.
From 1948 to 1951 alone, slmost 700,000 immigrants entered Israel. Their
number drogpcd to 64,000 batween 1962 and 19 » but rose again to 165,000
between 1984 and 1957,

The ratio of the trade deficit to the GNP declined steadily, from 26 percent
in 1962 to 14 percent in 1966, mostly because of the rapid increase in
exports, led by citrus, processed foods, and textiles. Despite the dependance
of these exports on imports of materials for processing, some experts believe
that only a moderate tax ncrease accompanied by a decresse in government
:g%ginq would have eliminated the balance-of-payments deficit by the early

One important factor in Israel's rapid growth was the influx of skilled
labor. But the main factor was, of course, the massive volume of forefgn aid
that reached Israe) from various sources, enabling 1t to cover fts import
surplus and build up 1ts foreign currency reserves. From 1950 to 1973, Israe)
received $18 bil1ion from U,S, grants and loans, world Jewry, bond sales, and
German war reparations. The war reparations included shipments of trains,
buses, and other infrastructure materials, as well as cash payments to the
lmof! overnment and to individual Israelis, Israe) ‘also benefited from
forolgn nvestments, which averaged $100 mi111on & year from 1960 to 1967,
Ofrect investments and licensing agreements a1so gave Israeli entrepreneurs
access to advanced Western uchnolo?y greatly mprovln? the efficiency of
1sraalf enterprises. From 1960 to 957. the net capital inflow from these
sources averaged $561 mil1ion annually, more than offsetting & $459 miil1on
annual import surplus,

But even this prosperity was accompanied by hazards. Foreign indebtedness
increased dramatically from about $410 mill{on 1n 1954 to approximately $1.6
billfon in 1967. An indexing system, adopted in 1952, Vinked wage increases
and other benefits to the cost of Hvtng and contributed to an average annual
inflation rate of 5.4 percent between 1985 and 1966, considerably higher than
the 1.8 percent annual rate 1n the United States during the same period.

In 1962, the goverrment took steps to force Israeli production to compete
internationally. It switched from a multiple to & unified exchange rate,
devalued the Israeli pound, and reduced tariffs and administrative
restrictions, In 1964, faced with continued rapid growth, inflation, a large
import surplus, and vu‘ncnblo foreign currency reserves, the government chose
4 policy of *mitun,” or restraint, reducing state-financed investment, raising
taxes and trying to slow consumption,
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By 1966, it had become clear that development plans aimed at import
substitution were unrealistic, and'the Israelt fonrmnc enacted a
comprehensive reform program aimed at shifting labor and capital to
export-orfented industries. This was followed in November 1967 by a
substantial devaluation of the pound.

These messures backfired, since they came at a time when immigration and
foreign investment were decreasing, While 228,046 immigrants had arrived
between 1961 and 1964, only 81,337 came between 1965 and 1968, Forefgn
fnvestmant decreased from $163°m{1110n in 1963 to $83 m{)14on fn 1966, 1n
addition, several large development projects were completed in these years,
The net resuit was recession, Unemployment rose to 10 percent; investments,
especially in housing and ?ubuc services, deciined; and [srael's GNP growth
rate fell to 1 percent in 1966, increasing only to 2.2 percent in 1967,
figaf::ant:y; owsver, both public and private consumption continued to grow
in these years, '

8, 1967 to 1973

The six-day war breathed new 11fe into Israel's sluggish economy, as the
government 181d out huge expenditures to cover the costs of the war. [mports
of military hardware increased dramatically, Partly because of France's
embargo of mm? sales to Israel, facilities begun origmlly for repair
and maintenance of foreign weapons were converted to adapt existing weapons
and even to produce new ones. By 1978, Israe){-made weapons had become &
major foreign exchange earner, Military expenditures as percentage of GNP
Jumped from 11 percent 1n 1966 to 24.1 percent in 1972, fense, dominated by
govermment-owned plants under the Ministry of Defense, 1ed an impressive -
growth in the manufacturing sector, and helped g’l‘vo the economy & growth rate
of nearly 10,5 percent between 196 and 1973, e government also stimulated
the growth of science-hased industries by providing low interest credit, tax
incentives, tariff protection, export premfums, export insurance, and
marketing assistance, Investments tripled, and there was a rise in both
public and private spending. :

But these years also mark the beginning of the inflationary spiral in lsrael,
In 1971, {nflation was 12 percent; it was 13 percent in 1972, and 20 percent
in 1973, Increased consumption, devaluation, rising fuel prices, inflation in
the West, and Israel's monetary policies, which had fafled to neutralize the
large inflow of foreign funds, all contributed to the problem.

The rising inflation rate had political side effects, since 1t hit some
Israel{s harder than others. “Socia) justice® began to emerge as a political
{ssue, as Jewish immigrants from Arab countries found themselves falling
behind European Jews. Income fnequality, which statistically resembled the
disparity in the {ndustrialized economies of the West, was actually worse than
1t appeared, as a result of tax evasion and fringe benefits in certain sectors.
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In response to political pressure, the government adopted new tax laws to help
the poor and rafsed welfare and subsidies, policies which increased the budget
deficit and encouraged consumption, By 1973, the high inflation and growing
balance of payments deficit were compounded by a slowing of the GNP growth
rate to 3 percent,

C. 1973 to 1977

JThe 1973 war, in which Israel lost many expensive weapons, accelerated the
nation's economic plight, A vast rearmsment program roquind vast
expenditures abroad, not only to replace lost weapons, but also to compete in
the accelerating arms race with the Arab states. These expenditures were
financed mostly by a huge increase in U,S, afid, which reached an average of
$1.5 bi111on a year between 1973 and 1978, In 1972, U.S. aid had been
approximately $475 mi1lion, 88 percent of that in loans, As a result of the
new aid levels and new expenditures, the balance of payments deficit rose from
an average of $0.5 billion to §) diftion a year to $3.4 billion a year after
1973, The size of the army doubled, and the productive sector suffered from
this loss of manpowsr. To make matters worse, 1974 and 1975 were years of
global inflation, Since Israel fmports almost 411 of 1ts raw materials, price
rises forced it to deplete its foreign currency reserves.

The Labor government, concerned over the increasing foreign debt and balance
of payments deficit, decided to reduce consumption through tax increases, cuts
tn subsidies, and devaluation of the gound. 03¢ measures slowed the
economy, Imports declined and the balance of payments deficit improved,
decreasing from a peak of $4 bil1don 1n 1975 to $3.3 bi11ion in 1976,

But, as fn 1966 to 1967, this slowing severely affected investments, while
fafling to cut consumption or improve productivity, especially {n the swollen
public sector., Gross domestic capital formation declined sharply, and the GNP
growth rate fell to 2 percent in 1975,

Part of the problem lay with the ruling coalition, dominated by worker's
parties and heavily influenced by the Histadrut. These groups refused to
accept measures that would fmpose hardship on workers; that 1s: any cuts in
subsidies, public services or other benefits. The economic role of government
had become extremely strong under Labor. By 1976, the public sector's share
of fixed gross investments was 40 percent: The ratio of govcmnnt
expenditure to the GNP was 97 percent, and taxes equaled 53 percent of the
GNP, Sixty percent of the Israeli labor force was in service industries,
Targely because of governmental and quasi-governmental economic activities, as
well as because of the trade and transportation network associated with high
Tevels of imports, The government had ?rldually assumed an immense role fn
the collection and allocation of Israell resources, but because of ideological
and political factors, was unable to cut efther public or private

consumption. It avoided severe crisis only by the use of short-term
financing, and by depleting !«mlsn currency reserves. The 197576 experience
u’s :'bnd portent, and contributed to the defeat of Labor in the 1977
elections.

4
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1n 1976, the sftuation improved somewhat, as the government imposed a
value-added tax and devalued the currency. The West had partially recovered
from {ts economic probiems, and the Unfted States was able to help Israel by
almost doudbling the amyunt of ?nnts as opposed to loans in {ts total aid
package, from $642 millfon in 1975 to $1.2 bi1lion 1n 1976. ’

0. 1977 to 1982

In 1977, the Likud coalition of Menachem Begin came to power in Israel
promis‘ln? a “new economic policy” to attract foreign {nvestment and make
Israel! fndustry more competitive abroad. While the basic goals of the Likud
resembled those of the deteated Laborites-«full employment coupled with
economic growth--the Likud was orfented towsrd free enterprise rather than
socialism as the basis of economic policy, Begin promised to free the market
from some of the controls imposed by Labor and to let market forces assume a
1arger role in the allocation of resources.

But the Likud was also a coalition government, more fragile than past Labor
coalitions, The two main factions within the Likud were the Herut and the
Liberals, The Herut depended for support largely on low-income people and
vowed to maintain full employment and social welfare programs. The Liberals,
many of whom were {ndependent businessmen, sought economic opportunity in
lafssez-faire economic policies. Inevitably, these two groups soon found
themselves sp)it over economic goals.

The first steps taken by the Likud involved 1{beralizing the financial
sector, The government floated the pound on the foreign exchange market
eliminated currency controls, slashed export subsidies, and reduced sublidlu
on basic commodities, The impact of the currency devaluation was softened by
the complex indexing system, which by 1977 included wages, pensions, welfare
benefits, and bank accounts, a1) indexed st 80 to 85 percent of the inflatfon
rate, Any gap was made up in basic wage increases negotiated by the powerful
?l:fugut. and by {nvestments, which many Israelfs began to use tp beat
ntlation. w

U
’ S

>
The government failed to accompany 1ts monetary policies by a reduction in
government spending. Begin refused to endorse cuts in defense or social
services, which made up well over half the budget. Annual repayments on the
foreign debt were also fixed, leaving 1ittle room for cuts. The Treasury was
forced by the budget dericit to print mere currency, and thd mosey supgw
{ncreased by 39 percent in 1977 and by 45 percent in 1978, The Centra) Bank
also borrowed large sums of money on the Eurodollar market, further increasing
the supply. A vast monetary expansion occurred in Israel, Liquidi
increased as more Israelis invested in indexed assets such as the "Patan”
dollar-1{nked accounts. Public expenditures and public employment rose, and
real wages kept ahead of inflation, which moved fnto triple digits.
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.Exports did rise 25 percent, partly because of stepped-up arms sales to
countries 1ike Chile, Nicaragua, and South Africa. Nonmilitary export
commodities stagnated. Foreign investments also increased by more than 50

ercent, to $165 mi11fon, but this was sti11 less than in the years before

973. Much of the economic growth that did occur paid for more imports. The
balance of payments deficit rose from 32,6 billfon in 1977 to $3,25 billfon in
1978, an amount equal to one-quarter of the GNP, High inflation discouraged
fnvestments in productive sectors, Instead, hundreds of thousands of Israelis
began to speculate, especially in resl estate and the stock market.

Before 1977, bank shares had fluctuated freely with the market. In that year,
Bank Hapoalim bog:n “regulating” 1ts share prices, and soon other major banks
followed suit. on, over 700,000 [sraelis, one in every three adults,
attracted by the real profits {n shares, invested in the market. The scene
was being set for the crisis of 1983.

E‘ 1979, the situation was so bad that the ?ovormnt was forced to ban, and
en to ration, capital imports. Food and fuel prices were allowed to rise to
near market levels, a step that enabled the govarnment to keep the budget at
the same level, in real terms, in 1979, Proposals were made to cut ministry
budgets, curta¥l the cost of 1iving increases, and limit subsidized credits to
industry and agriculture, but the need for real susterity measures was lost on
& public cushioned from the impact of inflation, Some analysts also blame the
Likud for lw:gcrionco and/or inopportunism, Begin, 1n particular, was said
to know less than the man in the street about economic affairs and only wanted
somehow to "keep everyone happy."

It 1s fmportant fn this :ontext to note that U.S. aid and other capital
jmports were instrumental in maintaining this situation. As & leading lsraeld
banker commented 1n 1979, “The public here doesn't pay the price of
inflation. The United States and the Jewish people around the world do
that," In effect, U.S. ?omrosuy enabled Begin's politically divided
government to follow an {nconsistent and destructive economic policy, “Mflton
without the Friedman,” according to Israel! economist Meir Merhane.

In 1980, Yfga) Hurvitz replaced Simha Erlich as finance minfster., In the same
year, Israel was hit by the "second of) shock,” nqu!ring the government to
allocate more resources to pay for fuel, and to cut subsidies and devaluate
the currency more frequently. These pciicm reduced the balance of payments
deficit, and consumption actually decreased in Israel for the first time in
yaars, Hurvitz only lasted a year in office, however, and was replaced just
before the 1981 election campaign by Yoram Aridor. Under his direction, the
Israel{ economy deteriorated even more rapidly.

In many Western countries, there 18 a “political business cycle.” In an
election year, voters are wooed by loose credit terms which tend to dfsappear
after the election as the government restores tighter monetary controls. In
Israel, the Likud abandoned fts two-year austerity plan during the 1981
campaign, partly in order to lure disaffected young and Sephardi voters. The
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government fncreased subsidies, cut taxes on luxuries, printed more money, and
encouraged the banks to support share prices. Israelis went on a spending
spree just as they entered the war in Lebanon. The artificial prosperity
helped return the Likud to power, but it also paved the way for disaster,

After the election, the government declined to impose tighter monetary
controls, Aridor blamed inflation not on the influx of capital and monetary
expansion resulting from high goverament. expenditures, but on pqcholoqical
factors related to the public's “expe “ations® and "porcortions. Thus
rather than fighting inflation and deficits through the classical solutfon of
budget cuts, devaluation at a higher rate than inflation, and wage controls,
Aridor's “correct economy' “massaged” inflation by m:if{cally slowing
devaluation to 5 percent a month, holding down prices of subsidized goods by
incnu!ng subsidies, and holding down nterest rates. Since imports are a
major part of the consumer price index in Israe), the rise in subsidies pushed
up the govormnt‘! deficit, while curbs on exchange rates reduced the
{nternational competitiveness of Israeli products, These interactions caused
an {mport surge, The civilfan import surplus, which had been $2,2 bil1fon in
1981, jumped to $4 billfon in 1982, while intlation reached 130 percent,

The atmosphere was rife with speculation, The stock market rose 60 percent 1n
1980, 26 percent in 1981, and 70 percent in 1982, With share profits so high,
Israelis rushed to play the stock market, Investment in government
index<11nked bonds slackened, as did interest in regular savings schemes,
which were 1imited by taxes and other restrictions. Spending on financial
assets ?rw by 31 percent in real terms in 1982, while spanding on physical
assets increased by less than 6 percent. The GNP stagnated. It was the first
fatlure of the economy to grow since 1966,

€ 1982

Despite all the bad news 1A 1982* 1983 shaped up as the worst year,
economically spuk(ng in Isree)’s past three decades. In January, the stock
market fell drastica {y in one week, after the goverrment announced minor
changes in the rules govm\ing wutudl funds, Only bank shares survived
undamaged, Israel's budget deficit rose to $11 billfon, The foreign dedt
fm $850 mi111on during the first half of 13983, following a r’cord rise in
982, reaching $21.45 billfon, over $5,000 rr capits, lsrael's
talance-of«payments deficit, which had reached $4.7 b11114n 1n 1982, was
expected to reach $6.5 di11{on 1n 1983, despite & mirhed atcrease in ofl
prices and an fncrease in military exports. Part o7 \he rise grew from the
artificial :ugport of the lsraeli shekel, Forel currom'.{ reserves dropped
$230 mi114on between July and September, and am 98 mi1lion in
September, The eovcmnnt printed the equivalent of $1 billfon in the first
five months of FY«1933, which addog to a money supnly already bloated by Yoans
from world capftal markets. This fueled inflation, which was expected to
reach 150 percent. The shekel became more and more obviously overpriced, and
the government was forced to increase the rate of devaluatjon to 7.1 percent
in July and to 7.5 percent in August.
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Exports also declined in 1983 to $3.1 billion, while imports fncreased to $5.6
billion, The GNP remained stagnant for the second year in a row at
approximately $20 billfon. Almost unbelievably, the public prospered.

Average gross wages increased 6.6 percent in real terms over 1982, and private
consumption continued to increase. Buf, as the summer drew to a close, the
public became uneasy about the economic situation. One sign of this came
after the August devaluation, when investors failed to transfer foreign
currency bought before the devaluation back into shekels, obviously fearing
another major devaluation. .
Arfdor's aides had warned him durin? the summer that without strong measures
the economy would face a major crisis within a year. Aridor responded with
proposals for a $1 million budget cut, just before Begin resigned in
September. The ensuing political realignments distracted Israelis from
economic affairs and paralyzed the ?overmnt. The Central Bank and the
Treasury conspired to maintain public calm, fssuing periodic statements that,
despite the statistics, Israel's economy was healthy and would soon recover
from passing problems,

Public anxiety grew stronger in September. Aridor proposed that Israe) accept
less military assistance from the United States in return for a larger
proportion of grants, angering Defense Minister Moshe Arens and -drawing public
attention to Israel's desperate need for cash. In the same month, the
govermment. released Israel's annual economic report which contained more grim
figures, fueling fears that Israel's creditors had begun to lose confidence in
Israel’s economic viability, and that Israel might face problems obtaining
more credit in future years. The specter of repayment problems, further
depletion of forefgn currency reserves, and drastic austerity measures pushed
Israelis to sell their most prized fnvestments--bank shares--in exchange for
safer foreign currencies. As Shamir pulled his new government to?ether. fear
turned into panic, The proposed austerity measures seemed suddenly not only
necessary but imminent, Thousands of shares were dumped on the market, as
'?fc"ﬁ’ gn to $30 mi11ion a day in the first days of October. The bubble had
nally burst. . .

1V,  CONCLUSION

In the wake of the October financial crisis, many analysts agreed on the
inmediate remedy for Israel's economic malaise: the government must attack the
balance of payments deficit, cut private consumption and the budget, and
impose tighter monetary controls. The new finance minister, Yigal
Cohen-(lrgad, has promised to undertake reforms aimed at these goals and to try
to stimulate economic growth. Reportedly, Cohen-Orgad's economic philosophy
rests on the belief that Israel must drastically reduce its dependence on
foreign aid, As a member of the Knesset under Aridor, he outspokenly called
for realistic exchange rates for the shekel and criticized the lag of
devaluation rates behind inflatfon. He opposed “unnecessary" social welfare
?rogr]an':s, and voted against providing free public high school education to all
sraelis.
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Cohen-Orgad is known to favor economic advance through government promotion of
science-based industry, and has said he intends to concentrate more on
increasing exports rather than reducing exports, although he believes both are
necessary. He feels Israel would do well to imitate the policfes of South
Korea, which has overcome simflar economic problems by concentrating its
resources in "high-tech” industries 1ike electronics, medical equipment, and
bio-technology.

But the new finance minister faces formidable political and economic hurdles.
Like his predecessors in the Likud, he juins a fragmented political coalition
in which the finance minister lacks Bolitical clout. Under Labor, the post of
finance minister went to a power broker from the majority earty. Under 8egin,
it developed into a minority party position of “asymmetric power--to spend
but not to cut.

Already, Shamir's government faces internal and external political pressure
not to touch social welfare programs, The Histadrut staged & nationwide
two-hour strike in October to demonstrate popular opposition to proposed
budget cuts; and Tami, a minority party within the Likud, has threatened to
withdraw from, and thus destroy the coalition if welfare benefits are

touched. The only effective counterweapon to worker-party pressure, according
to some analysts, 1s the threat of unemployment, which mi?ht backfire on a
government with such a slim majority, in a state where full employment is an
accepted national goal of any government and {s expected by the Israeli public,

Another ominous sign, in some eyes, is the speed with which the Shamir cabinet
moved to bafl out fnvestors caught in the recent banking crisis. The
government agreed to shoulder ‘the burden of any major losses, raising doubts
about its determination to carry through any true austerity program,

Without strong action, however, observers predict the crisis wil) worsen, The
recent measures saved the capital markets from collapse, but they have not
ameliorated the chronic problems of the productive sector. Unless the wage
indexing system {s modified, the recent devaluation will worsen inflatfon, and
the gap between the foreign currency earnings of industrial exports and local
costs of production will remain. Indeed, 1n the month after the crisis,
according to some reports, inflation reached a level equivalent to 900 percent
a year,

Worse, the current crisis could affect the amount of credit at the disposal of
businesses and consumers, causing a chafn reaction: reduced demand for
finished products and raw materials, layoffs, and rising unemployment.

Despite the prevailing gloom, the Israeli government and the banks believe
Israel will recover from this crisis. They point to the fact that Israel's
credit image has not been damaged in the West. U.S, reaction to the proposed
reforms has been very positive, a fact of extreme importance to Israel's
ability to raise credit. Not only does the U.S. aid program provide
one-quarter of Israel's annual budget, but many commercial banks, which tender

N
© 1983 Middle East Policy and Research Center
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short-term loans to Israel, take their cue from Washington. Significantly,
U.S. economic support of Israel has been unwavering 1n recent months. In
early November, Congress voted to grant Israel $550 millfon to develop fts
Lavi fighter piane, which is expected to beef up Israel's arms exports in the
future. There has also been a tentative agreement with the U.S. Office of
Management and Budget to provide all of U.S. military aid to Israel
(approximately $1.275 billion) fn grant form,

8ut any fmprovement in Israel's economy, based mainly on fmproved terms of
foreign afd, raises a contradiction that has plagued Israel since its birth:
economic growth has always occurred at the expense of economic 1ndeg¢ndence.
This sober truth would remain even 1f Israel's “security situation,” long the
scapegoat of its economic problems, were completely transformed. Even if a
comprahensive peace settlement disarmed the Middle East tomorrow, and Israel's
army were disbanded, the nation would still owe an average of $1.4 billfon a
year in interest and principal payments on outstanding loans for the next 15
years, The roots of the problem 1ie not only in the Rolicy responses of
different governments, but in historical factors which have shaped the Israel{
economy since its inception, In this 1ight, the current crisis appears part
of much Targer and more intractable probiems. .

© 1983 Middle East Policy and Research Center
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DECEMBER 20,1983

U.S. is helping Israel compete

against American firms_

By ROBERT HAZO.
Special to the Courler-Post

rather than

F-16, F-18, or the P-20, cre absorbed into the
Israrell air.force st 3 cost of mor: than 43 billlon.
Using the Commerce Department formula, this
would transiste into as additivnal 72,000 lost
American Additional

.THE PRESIDENT has aiso agreed to resume
deliveries of U.S.-made cluster bomb weapons to
Israel. despitechargesthat Iscael used the bombs
‘in Labanon in both 1978 and 1942 in violation of
the U.S. Arms Export Council Act and specific
Israstl sssurances rding their use.

Finally, President has indicated that
the United Statesis willingtonegotiateanaccord:
on duty-free trade between the United States and
I Tarnel. Such an accord would heip to stimalate
{1sraell export industries and increase sales of
Israeli goods to the United States, thereby adding
to the already burgeoning deficits in oer overall
balsace of psyments, .
| Insnera when domestic spending in the United
‘States isbeing strictly limited or drastically cur-
tailed, the enormous economic benefits given to
Isras) area source of serious concern and contro-

nomicconcessions, particularly whenby doingso
American jobs are lost and American exports

The writer is policy resesrchdirector for the
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, Congressional Record

th
PROCEEDINGS AND DEBATES OF THE 98 ™ conGREss, FirsT sEssiON

WASHINGTON, THURSDAY, OCTOBER 27, 1983

No. 143

ISRAEL BUYS SOUTH AFRICAN
COAL WHILE U.8. COALFIELD
LOYMENT GROWS

HON. NICK JOE RAHALL If

OF WEST TIRCINIA
IN THE ROUSE OF REPRESENTATIVES
Thuriday, October 27, 1983
¢ Mr. RAHALL Mr. Speaker, on &
number of occasions 1 have openly
criticized the Japanese {or dramatical.
ly reducing their purchases of US.
coa) while tncreasing their purchas:

from olher exporting nations.

1. make these criticisms because of
the large (rade imbalance between the
United States and Japan, which is con-
tinuing to grow. and due (o the fact
that rather than buy from an ally, the
Jopanese are now investing tn cosl-re-
lated factlities n countries such as the
Soviet Union and China.

1 firmaly believe that o certain depree
of reciprocity must be mainlsined be-
taeen the United States and its trad-
ing partners, especially when those
trading partners benefit grestly from
their relationship with this Nation.

1 make no country exempt, and for
this reason must extend my criticsm

to fsrael.

When the Israelis look for coal. they
do not Jook to the United States—the
largest and most stable source of coal
in the worid. Rather, the Lsraelis go to
South Africa and purchase coal pro-
duced by sisve labor from an spart-
held government.

Mt Spesaker, Lsrael is the beneficiary

of approximately one-third of the U.8.
foreign-sld package receiving many
billions of dollars in grants and loans
from our Gosernment. In effect. U8,
citizens and businesses are paying
taxes which support Israel's military
and economy. Yet, those taxpayers in
southern West Virginia and through-
out the Appalachian coalfields are suf-
fering {rom the wors\ coal slump In
decades today. There is massive unem-
ployment and misery (n the hills and
hollows of Appalachis with about 32
percent of the coal labor work force
now on the unemployment rolls,

In 1982, lsrael purchased 700.000
tons of coal from South Africa, yet
bought only 98495 tons from the
United States This trend continues in
1983. Recertls, the lsraell Electric
Corp. took delirery of South African
coal from the 160.000-ton coal-catrier
Hadcra.

I would submit that South Africa
has done very litule for Israel. Mean.
while. U.S. servicemen have died (n
Lebanon due to circumstances crested
&3 8 result of the Israeli invasion of
that country last year, Furthermore, it
is expected that the U.8:a1d package
o Israel 1n 1984 will be increased in
excess of the $2.8 billion 1983 level of
support. .

So ‘I* would sugrest, Mr. Speaker,
that Israel consider these issues while
it buys coal from South Alrica and
make s determination of what South
Africs has done for Istael and what

the United States has done for Israel.

The cholce should be clear.e



" THE ROCKFORD REGISTER STAR

111 .

ATTACHMENT 0

THURSDAY,AUGUST 18,1983

Martin says Israel
blackballing U.S. firms

Bm); Kurt i_’:‘t’m

Chiles, D-Floride, renking Demsocrat on the
Sermty Budget Committes.

The of the trip, she said, wes to
determine whether us.
sends to South Ameérica
for Internetional Develop
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Senator Symms. No questions.

Senator DANFORTH. I have no questions. I will be happy to intro-
duce a free-trade-area bill myself for the Arab countries at such
tim;; when oil is sold on a free-market basis to the West. [Laugh-
ter.

Mr. Savp. I believe there is a relatively low tariff in most of the
Arab countries and they may be seeking the removal of some tariff
barriers for the export of refined oil products, et cetera, in the
United States. I think many of the Arab countries would welcome
a free-trade proposal.

Senator DANFORTH. Maybe we can do business.

Thank you, sir. :

Senator DANFORTH. Next we have Mr. Rossio, Mr. Zollinger, Mr.
Satterford, Mr. Nehmer, and Mr. Karmel.

STATEMENT OF ROBERT D. ROSSIO, PRESIDENT, LINDSAY OLIVE
GROWERS, REPRESENTING THE CALIFORNIA OLIVE ASSOCIA-
TION :

Mr. Rossto. Mr. Chairman, thank you.

Bob Rossio is my name. I'm president of the California Olive As-
sociation, which is a nonprofit trade organization made up of seven
members, all in California, who produce the entire U.S. output of
black, ripe and green olives. I'm also president and chief executive
officer of Lindsay Olive Growers, a 416-member farmer-owned coop-
erative headquartered in Lindsay, CA. We grow and sell olives.

On behalf of our members, on behalf of the California Olive As-
sociation, I speak in opposition to the proposal that a free-trade
area be made between the United States and Israel. And since Mr.
Brock made his interesting answers, his replies to some questions
earlier today, I'm very concerned about the scope of this inquiry
because I thought it was just a free-trade area between the United -
States and Israel. And it seems to me that in Mr. Brock’s mind
that it is not country specific; that the authority he seeks will be
enlarged to include countries other than Israel; and we are very
much opposed. ‘

My industry is in trouble from itself. We don’t need anybody
coming in from somewhere else to drop more olives on an already
overburdened U.S. supply situation. That’s point No. 1, We don’t
need any new competition. I've got enough from Spain, enough
from Mexico, and I don’t need any more from Morocco or Israel.
And with Brock’s view of this as being not country specific, then
tariff free for Israel today is tariff free for Morocco tomorrow.

Israel, a country that is grand, heroic, and all of these things.
Also very aggressive olive-growing country. They have about 3 to 4
million people, They have 35,000 bearing acres of olives. This coun-
try, this United States, has 200-plus million, 82,000 bearing acres in
California. They have 85,000 bearing acres in Israel, I guess, wait-
ing to come in tariff free to the U.S. :

We don’t need it because we have plenty of supplies on hand at
the moment. They already are in this market with a modest tariff,
5 cents a pound. There is nobody in my industry that thinks that 5
cents a pound is going to keep anybody out of town. But they are
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already here, and they have already taken business away from us
in Detroit and in other cities of the country with the tariff.

They offer nothing new. They offer nothing unique. They offer
nothing different. They simply offer the same things that we are
producing now at a much, much cheaper price. And, again, I
submit to you that we don’t need that.

We are very import sensitive in California. Foreign producers
have environmental control and possibly processing advantages
over domestic suppliers. And, finally, the domestic producers in
this country join together in a marketing order, assess themselves
funds in support of greater consumption by consumers. All foreign

roducers like Israel or others who would do so—I wouldn’t keep

pain, or Morocco, or Mexico out of this—all of these other produc-
ers merely come in to take away from our market, to cannibalize it
and they bring us nothing except their ability to do so.

And we would like very much to see fit to keep them out just as
they did in GSP hearings. Israel has petitioned 8 of the last 4
years, I think. And each time they have, the GSP resolved to not
give them any further preferential tariff.

Thank you.

Senator DANForTH. Thank you, Mr. Rossio. I'm reminded of Sen-
ator Long’s statement of several years ago when he said if God had
not intended us to have the three-martini lunch, why did he put so
man]?" olive trees in the Holy Land. [Laughter.]

[The prepared statement of Mr. Robert D. Rossio follows:]
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BEFORE THE UNITED STATES
SENATE COMMITTEE ON FINANCE

HEARING ON PROPOSED FREE-~TRADE
AREA WITH ISRAEL

STATEMENT OF THE CALIFORNIA OLIVE ASSOCIATION

My name is Robert D. Rossio and I am President of the
California Olive Asgsociation. This nonprofit trade association
has but seven members, all in the State of California, who
produce all of the\U.s.-grown and processed canned ripe and
canned, bottled or bulk green (so-called Spanish-style) olives,

I am also President and Chief Exqcueive otticer'ot
Lindsay Olive Growers, a 4l6-member grower-owned cooperative
.headquartered in Lindsay, California. Our members grow olives.

On behalf of cur 416 members--the majority of whom
represent small family farms--and on behalf of all of
California's estimated 1,500 olive growers, I want to speak in
opposition to the proposed creation of a free trade area
between Israel and the United States for duty-free import of
olives.

We have enough trouble in our industry from our olive

trees themselves--we don't need to look for external problems.
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Presant estimates are that we will go into 1985's harvest with
a full year's supply of olives on hand. Our industry annually
sells about 80,000 tons of California-produced olives.
Approximately 65,000 tons are processed as Calgfornia ripe
olived, the balance as green Spanish-styles. in addition to
this domestic volume, the U.S. imports about 40,000 metric tons
of olives--most of them Spanish green olives. When our
industry is short--as it was two years ago in a few key styles
or sizes-~importers were quick to seize on the opportunity to
bring in black California-style olives, Last year over half a
million cases of such olives were imported in addition to the
regular green olive imports.

We are a small industry. We are very import-
sensitive. We have had a difficult time building our market.
Consumption rates have been slowly increased over the years,
but only with our aggressive marketing actions and our
collective determination to create a viable market for
California-grown and processed olives. We joined together in a
marketing order for the primary purpose of esgablishing
industry-wide standards for quality and size-grades and
reaching out to our customers. Our generic advertising and
-metchandising grograma have been willingly paid for by our
farmer-members becauae they believe that they must make an

investment in the marketplace as well as in the land. This
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current marketing year, for example, we are spending

3/4 million dollars in marketing order support of our

industry. Lindsay Olive Growers will spend more than this
amount of money in support of its own brand--Lindsay--and other
processors in our industry will make their own brand-related
expenditures. I make this point only becauae’toreign producers
do not pay any marketing order expenses. They do not
contribute to the building of our industry: they only take
away. They cannibalize.

So we are not anxious to see any further incentives
offered to foreign producers. They have enough incentives
already to last a lifetime.

Poreign exchange rates so strongly advantage the
importer that if all other advantages were ignored we could not
effectively compete on the east coast or in the midwest except
at a net margin loss to our members. In addition to this
gserious disadvantage, we ate constrained in other ways. Our
growers are restricted as to sprays they may use in their
cultural practices. No control over such sprays is exercised
at the time of import to this country. The standards of our
quality grades and cook or process requirements do not apply to
tee importer in the same manner as regquired of domestic

producers.
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Wa are not naive about the economic impact of tariff
removal. Tariffs on olives are not only about 5 cents a
pound. That's only 35 cents a gallon, only $1.40 a case of
4/1 gallon style. But it is a gesture of consideration for the
differences between foreign cost environments and our own, It
does not attempt to deal with possible subsidy offsets, but it
recognizes a principle of domestic protection. This is
important to us. Israel has sought special consideration for
olives in at least three of the past four years in the general
system of preferences for tariff, Each time, after hearings,
the Administration has denied their request. Now it seems to
us that they are merely trying the other doors to the White
House since the one marked GSP seems closed.

We are a country of over two hundred million people.
We have about 32,000 bearing olive acres. Spain has slightly
less than a million bearing acres. 1Italy hag a like amount.
And there are many bearing acres in Greece and Morocco and -
Mexico.- And in Israel-~this heroic, struygling, aggressive,
brave country of slightly over three million people--there are
about 35,000 bearing acres of olives waiting to be sold
tariff-free in the U.S.

We are concerned thit an incentive now to Israel on
olives will become a threat to us on olives. And we believe

that it is a small step from tariff-free Israeli olives to
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tariff-free Moroccan olives and tariff-free Spanish olives.
There is no doubt in our minds that such action could only
result in no olives for California producers.

We can't do anything about the foreign exchange rates
except hope that you, your congressional counterparts, and this
Administration do something about them. We can't do anything
about highly subsidized foreign producers whose governments
offer export incentives in the form of low-interest loans, or
capital project rebates, except to hope that our government
will at least keep the rules of the competition fair and
commensurate for the players.

We can't do anything about environmental controls
which forbid California growers to use certain sprays but allow
imports to have used them. And we can't do much abeut foreign
opportunists who see this enormously successful machine-like
buyer called the American consumer and want to rush in under
our labor costs, under our capital expenses and outside of the
controls and expenses of our marketing order to cannibalize our
induétry. But hearings such as this give me the chance to do
at least one of the things Americans are envied for: 1I can
complain - loudly to the highest levels of my government and
gtill go home safely tonight.

Thank you very much.
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SUMMARY

1. Nd&heed for additional product exists., Present and
'expécte;l inventories will be surplus to sales demand.
2. - Isra}li 0lives now sell far below domestic olives and
" other imported olives, obviating the need for tariff
relief,
3. Out/industry is very import-~sensitive. Foreign

mpocta merely take away from the domestic market;

they do not add to it.

4., - Itenms oéﬁared are not new, unique or different than
those now available.

5. Foreign producers have environmental control and
processing advantages over domestic suppliers.
Competition from these sources is unfaii.

6. Domestic producers contribute through a marketing
order to a merchandising fund to; the purpose of
increasing consumption. Poreign producers take
advantage of this without participagion. They only

cannibalize the available market.

STATEMENT OF DAVID L. ZOLLINGER, EXECUTIVE VICE PRESI-
DENT, CALIFORNIA TOMATO GROWERS ASSOCIATION, INC,
STOCKTON, CA

Senator DANFORTH. Mr. Zollinger.

Mr, ZoLLINGER. I'm David Zollinger, and I'm the executive vice
president and chief negotiator of the California Tomato Growers
Association. I'm also the chairman of the California Ad Hoc Com-
mittee on Tomato Imports. .

I'm appearing before you today on behalf of 587 California
tomato growers, and 16 California processing entities of tomatoes
and tomato products. The industry at large is deeply concerned
with the Froposed United States-Israeli free trade area, and its po-
tential effect on the U.S, tomato processing industry.

Essentially the United States does not export processed tomatoes
or tomato products other than to Canada. The effect which we are
discussing is the impact on our domestic and Canadian markets,
which we have built over the past 20 years.

It is apparent that the {}'esent duty rates have not served as a
barrier to exports to the United States by Israel. The country is
currently able to grow, pack, ship, pay duty, and sell for a profit at
prices that in many instances are less than the U.S. industry’s cost.
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Eighty-five percent of Israeli tomatoes processed are exported
now. Israel has dominated the import market of tomato sauce with
86.5 percent of total tomato sauce in 1982 imports. Information
compiled by Dr. Lee Garoyan, who is a professor at the Universit;
of California, Davis, indicates that a 1984 on-sight study of Israeli
processing tomato industry states, that if a free trade were to come
to pass between the United States and Israel, the Israeli industry
would expand from 330,000 metric tons of raw product to 450,000 to
500,000 metric tons in 1 7year.

It is very feasible for 760,000 metric tons to be produced in just a
few years. In ag products in 1982, Israel exported to the United
States $36 million in ag trgroducts. They imported $6 million. Of the
$86 million, 50 percent of that was tomatoes.

Total returns for processing tomato business contribute directly
to the economies in 19 States, benefiting thousands of families and
many other areas which provide related services to the tomato in-
dustry. Usi‘x)lg the conservative multiplier of a total of four times
the raw gr uct value, grocessing tomatoes generated $1.5 billion
to the U.S. industry in 1983,

Dr. Garoyan concludes his report with a statement:

If the free trade area proposal is signed, the affect will be a subsidy to the Israeli

tomato grower by the U.S. Government. The U.S. grower and processors do not re-
ceive Government subidy.

We ask for an exclusion for tomatoes from this free trade area
pact by statute.

Senator DANFORTH. Thank you, sir.

[The prepared statement of Mr. David L. Zollinger follows:]

1)
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STATEMENT TO THE SENATE COMMITTEE ON FINANCE
February 6, 1984

EXCLUSION OF PROCESSED TOMATOES AND TOMATO PRODUCTS
FROM THE UNITED STATES-ISRAEL FREE TRADE AREA

My name is David L. Zollinger, and I am appearing before
you on behalf of the 337 California growers and the 15 California
proceahing entities of tomatoes and tomato products.

The industry at large is deeply concerned with the proposed
U.8.~Israel free trade area and its potential effect on the
United States toamto processing industry. Essentially, the
United States does not export processed tomatoes or tomato
products, other than to Canada. The effect which we are discussing
is the impact on our domestic and Canadian markets which we have
built laboriously over the past 20 years.

It is apparent that the present duty rates have not served
.48 a barrier to exports Ebithe United Qtates by Israel. The
country is currently able to grow, pack, ship, pay duty and sell
for a profit, at prices that in many inﬁtinces are less than the
v.s. ikdue;ry'a cost. As an example, one tomato canner located
in Pennsylvania reports his cost on #10 crushed tomatoes delivered
to New York is $12.679, compared to the same item from Israel and
delivered to New York selling for $12.60.

Israel ranked third among foreign suppliers of canned tomatoes
in 1982, after Italg and Spain, accounting for 14.8 percent of

total 1982 imports. Israel ranked fourth among foreign suppliers
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of tomato paste in 1982 after Taiwan, Mexico and Portugal. Israel
accounted for 12.65% of total 1982 imports of tomato paste,
shipping more paste than Italy or Spain. Israel dominated the
import market for tomato sauce, with 86.5% of total 1982 imports.

Information compiled by Dr. Lee Garoyan in a 1984 on-site
study of the Israeli processing tomato industry states,"If a free
trade area were to come to pass between the United States and
Israel, the Iarasli industry would expand from 330,000 metric tons:
of raw product to 450 to 500,000 metric tons in one year. It is
very feasible for 750,000 metric tons to be produced in just a
few years."

The pxssent level of imports of tomatoes anq tomato products
is consericﬁlng the normal growth of our domestic industry. Our
tggg{_g.s. maxket has stood at the 7 million processéd ton level
for the past five years. Six million tons of this market are

‘ produced and processed in California, which is capable of producing
10 to 12 million tons of processing tomatoes with its present LandJ
and equipment, and 8 million tons could be processed in current '~
California facilities. More than 7 million tons are being sold ,1'T"}
in our domestic market, but our United States industry, compoaq& o

of both growers and canners, is not reaping the benefits of thé‘ o

sales growth. Processed tomato imports in 1981-~83 averaqed‘the: ) ‘
equivalent of 529,000 tons of raw tomatoes per year, 8 perceﬁé¢§£ ‘

U.S. consumption, equivalent to the production from 20,000 ackés.“ fi

United States gxowers are suffering from the economic impact

resulting in part from the growth of imports. The grower value off '
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the 1982 crop of tomatoes for processing was estimated by the U.S.
Department of Agriculture at $522.4 million; the 1983 value
estimated by USDA is $475.1 million. California's grower returns
fell from $421 million in 1982, to $386 million in 1983.

The total returns from the processing tomato business
contribute directly to the economies in 19 states, benefiting
thousands of families, and in many other areas which provide related
services to the tomato industry. Using the conservative multiplier
. of total value of 4 times th raﬁ product value, processing
tomatoes generated $1.5-billion to the U.S. economy in 1983.

Dr. Garoyan concludes his report with the statement, "If the
free trade pact 1J:signed, the effect will be a subsidy to the
Israel tomato grower by the U.S. government." The u;s. growers
and processors do not receive government subsidies.

It is essential for the economic well heing of tomato growers
and processors that the current MFN rates of duty be maintained
on the items being considered. The California Tomato Growers
Association urgently requests Congress to exclude the three tomato

products from the proposed Free Trade Area Agreement by statute.

35~438 0 - 84 - 9
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CALIFORNIA TOMATO GROWERS
ASSOCIATION, INC.

P.O. Box 7398
Stockton. California 95207
209/478-1761 STATEMENT TO THE SENATE COMMITIEE ON FINANCE

February 6, 1984

EXCIUSION OF PROCESSED TOMATCES AND TOMATO PRODUCTS
FROM THE UNITED STATES~ISRAEL FREE TRADE AREA

The California Tavato Growers Association submits this sutmary of the written
statement urging that prucessed tamatoes and tomato products be excluded from the
proposed United States-Israel Free Trade Area. Our concern relates to the following
productss

'lgmialg:n No. 141.65, Tomato Paste and Sauce, mn which the MFN rate of duty
.6%;

TSUS Item No. 141.66, Tomatoes otherwise prepared or preserved, on which the
MR{ rate of duty is 14.7%) and

TSUS Item No. 140,74, Tomatoes, dried, desicated, or dehydrated, reduced to
flour on which the MFN rate of duty is 13%.

That the current MFN rates of duty are not an inpediment to tamato producers
imports is substantiated by the fact that Israel ranks third among foreign suppliers
of canned tomatoes, (14,8% of total 1982 imports) fourth among foreign suppliers of
tomato paste, (12.65% of total 1982 imports) and first among foreign suppliers of
tomato sauce, (86.5% of total 1982 inports). Further, Israel's share of the inports
market has grown substantially in both tomato paste and prepared products since 1980,
from 1,28 of total imports of tamto paste in 1980, to 12,68 in 1983, and from
10.4% of prepared products in 1980, -to 26.1% in 1983,

The business of growing and processing tomatoes in the United States is a huge
enterprise directly benefiting thousands of families, contributing directly to the
econcmies in 19 states where processing tomatoes are grown, and to many other related
industries in additional areas of the United States which are engaged in supplying
both growers and processors with guods and services such as farm equipment, food
processing equipment, containers, fiber and hauling.

USDA has estimated the value of the 1983 crop of tomatoes for processing at
$475.1 million. California growers were paid $386 million for processing tomatoes
in 1983, which represented a reduction of $35 million from the 1982 figure,
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STATEMENT TO THE SENATE COMMITTEE ON FINANCE
February 6, 1984

EXCLUSION OF PROCESSED TOMATOES AND TOMATO PRODUCTS
FROM THE UNITED STATES~ISRAEL FREE TRADE AREA
SUBMITTED BY DAVID L. ZOLLINGER

Executive Vice President
California Tomato Growers Association

The United States processing tomato industry at large is
deeply concerned with the proposed U.S.-Israa} free trade area
and its potential effect on the United States tomato processing
industry. Essentially, the United States does not export
processed tomatoes or tomato products, other than to Canada.
The effect which we are discussing is the impact on our own
domestic and Canadian markets which have been built laboriously
over the past 20 years. . ‘

It is obvious that the present MIN duty rates on TSUS Item
No. 141.65, Tomato Paste and Sauce, on which the duty is 13.6%:
TSUS Item No. 141.66, Tomatoes otherwise prepared or preserved,
on which the MFN rate of duty is 14.7%; and TSUS Item No. 149,74,
Tomatoes, dried, desiccated, or dehydrated, reduced to flour, on
which the MFN rate of duty is 13%, have not served as a barrier
to exports to the United States by Israel, The country is currently
able to grow, pack, ship, pay duty and sell for a profit at prices
that in many instances are less than the U.S., industry's cost.
As an example, Furman Canning Company, which is located in
Pennsylvania, reports that Israel is delivering #10 crushed

tomatoes to its customers at $12.60 delivered. Furman Canning
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Company's actual cost on #10 crushed tomatoes delivered to New York
is $12.679. Present import duty on this item at .147% on cost FB
Israel amounts to $1.41, which would bring the item to $11.19 if
the import duty were removed, $1.489 below the Furman Canning cost.

Israel ranked third among foreign suppliers of canned tomatoes
in 1982, after Italy and Spain, accounting for 14.8 percent of
total 1982 imports. 1Israel ranked fourth among foreign suppliers
of tomato paste in 1982 after Taiwan, Mexico agd Portugal., Israel
accounted for 12.65% of total 1982 imports of tomato paste, shipping
more paste than Italy or Spain. Israel dominated the import market
for tomato sauce with 86.85% of total 1982 imports. According to
the most recent reporting period by Foreign Agricultural Service
from July 1, ;993 to November 30, 1983, Israel accounted for 67
percent of the total value of all sauce imported during the period,
moved to first in canned tomatoes, with 33 percent of the value,
and was fourth in imports of tomato paste, with 8 percent of the
total value.

Imports of these products over the past five years and Israeli
percentage of total volume imported, as reported by the Department

of Commerce, are shown in the following chart.
TOMATO PASTE (lbs.)

Year Israel Total 3
1983 16,698,729 160,742,004 12.6
1982 25,048,974 198,029,353 12.6
1981 10,954,188 65,202,175 16.8
1980 314,834 25,465,289 1.2
1979 298,998 42,054,052 7.1

1978 239,030 50,990,645 4.7
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TOMATO SAUCE

Year Israel Total %
1983 16,476,625 236,226,127 69.7
1982 18,954,172 21,824,299 86.8
1981 8,008,791 9,116,339 87.9
1980 1,299,742 1,651,098 78.7
1979 2,474,353 12,793,422 i 88.6
1978 634,237 7,116,183 89.2
PREPARED, NOT PASTE/SAUCE
1983. 48,772,442 186,708,619 26.1
1982 24,713,804 167,017,976 14.8
1981 14,355,621 97,227,954 14.8
1980 4,148,889 39,880,425 10.4
1979 5,497,885 45,566,276 12.1
1978 7,451,389 74,164,976 10.0

Statistical analysis of the total Israeli agricultural import
-axport relationship for 1982 and the first 11 months of 1983
reveals the following figures.

U.S. Agricultural U.S. Agricultural
Exports to Israel Imports from Israel

1982 calendar year.......... $6.3 million $36.1 million
1983, 11 months, Jan.-Nov... §7.3 million $34.5 million

Of the total 'mports from Israel, tomato products accounted
for $18,571,000 or more than half.

Dr. Lee Garoyan, University of California economist, was
commissioned by an ad hoc committee of California growers and
processors to conduct an on-site study of the Israeli processing
tomato industry. 1In his preliminary report Dr. Garoyan states,
"If the U.S. government grants a trade-free pact, the effect will

be a subsidy of the Israel industry by the U.S, taxpayer. I'm
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convinced area and production of tomatoes will expand faster as

a result, and the output will be shipped to the U.S. in competition
with California production. The history of perishable and
horticultural crops in Israel has been that once a crop becomes
favorable (profitable), Israel's industry expands rapidly and
retrenches only when the crop becomes unprofitable, or when'
producers in other countries, through their governments (or EEC)
get voluntary constraints accepted by the Israel powers through
their government. The Israel government works very closely with
its agricultural industries.”

Dr. Garoyan's report continues, "Israel's processed tomato
production is largely for U.S. markets, about 85% of its output
of concentrate, whole, and crushed peeled tomatoga are sold to
major comﬁanies in the United States.

~=-="The Israeli processing sector has facility utilization
advantages over California processors. Processors work citrus
(oranges and grapefruit) from December-May in the forms of
concentrate, single strength juice, and fruit segments. From
late June-mid October, they process tomatoes and other vegetables.
Thus facilities are used about nine to ten months.

"Labor rates in canneries are also much lower in Israel.
Many of the hourly workers are 'Arab', who are paid $1.00/hour
for preparation and inspection line work, while a typical mechanic
may receive $320 per month.

-=-="All processors combine to negotiate advantageous ocean

rates that are lower than published tariffs. It is clear the
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industry can do well at the current 36 cent price level F.0.B.,
since many are expanding tomato capacity.

-=="The percent of the tomato crop grown for processing
utilized for various products has changed over time. The Israeli
industry appears to be very sensitive to changes in market demand
and responds quickly. For example, processors continue to shift
toward diced and crushed canned tomatoes, while the total
percentage of the crop under the canned category also has increased.

~==*Much hope is given to working out a trade free agreement
with the U.S. Given the latter, Israel would probably expand
production to the limit of present production capabllity, i.e, to
450,000-500,000 m.t., very quickly. Given a trade free status, I
believe new capacity would result, and plants not presently in
tomatoes would enter. Conceivably, prqduction could approach
750,000 m.t., raw product within severaliyears.“

The present level of imports of tomatoes and tomato products
is constricting the normal growth of our domestic industry.
Processed tomato imports in 1981-83 averaged the eéulvalent of
529,000 tons of raw tomatoes per year, 8 percent of U.S. consumption,
equivalent to the production from 20,000 acres. Our total U.S.
market has stood at the 7 million processed ton level for the past
five years. Six million tons of this market are produced and

~processéd in California, yet California is capable of producing
10 to 12 million tons of processing tomatoes with its present land
and equipment, and 8 million tons could be processed in current

California facilities. More than 7 million tons are being sold in
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our domestic market, but our United States industry, composed of
both growers and canners, is not reaping the benefits of the
sales growth. i

William F, Allewelt, president of Tri/valley Growers, the
largest processing cooperative in California and largest private
label packer of tomatoes and tomato products, in a speech delivered
at a January, 1984 meeting of the Western Agricultural Economics
Council on problems and issues in agricultural marketing, stated
in part:

"Domestic market growth of processed tomatoes in the U.8.
continued to expand until the middle '70s , when annual consumption
stabilized at a rate slightly above the equivalent of 7 million
tons of raw product. California's growers benefited from this
latter growth, as well as from a displacement of imports, because
of the productivity edge gained with their advanced technologies
for growing and harvesting tomatoes.

"For the remainder of the '70s, domestic sources heavily
dominated .U.S. supplies with imports relatively stabilized at a
modest shqre'equivalent to about 200,000 tons of raw product annually.
However, imports more than tripled this prior rate in the 1981/82
marketing year and currently are entering the country at volumes
that can exceed the equivalent of 1 million tons annually.

"This enormous increase of import competition by no means is
stimulated this time by a supply shortfall of domestic production.
It is clearly responsive to home government incentives and to the

price premium in the inflated exchange rate of the U.S. dollar,
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which in turn has been largely constructed since 1979 by the
tug-of-war of our fiscal and monetary policies.

"Under these import pressures, the income loss to U.S. tomato
producers has been enormous. 1In 1979, California's price to the
grower averaged near $56.50 per ton, in 1983 about $3,00 less.
with acreage gields about the same in both years, this drop in
unit price equates to more than an $18 million decline in 1983
gross income. Adjusting for inflation over the 5 year intervening
period, the real drop in grower income last year was close to
$20 per ton, or more than $120 million totally.

"Given the strategic policy orientations of the U.S8. to the
array of foreign suppliers, it is evident that continued attrition
of California's tomato production base and of its farm and community
income can be prevented only by political and diplomatic
intervention not by conventional marketing skills."”

The total returns fromllhe processing tomato business
contribute directly to the economies of 19 states where processing
tomatoes are.commercially produced, benefiting thousands of
individuals and families. As an example, Mr. Allewelt reports
that the processing industry payroll for California's cannery
workers exceeds $20 million weekly during the seasonal processing
peak. Additional areas of the United States are engaged in
supplying both growers and processors with goods and services
such as farm equipment, food prqcessing equipment, containers,
fiher, warehousing and distribution. Using the value multiplier

beyond the farm gate of $4 expended for labor, materials and
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services required to convert raw produdt to finished products,
for each $1 of gross farm income, in 1983, processing tomatoas
generated $1.5 billion to the economy of the state.

An exclusion from the United States-Israel free trade area
for processed tomatoes and tomato products is vital to the future
of the United States processing industry, as well as the allied
industries that service the processing industry. Thg‘ggppetitive
vitality of our tomato processing industry and equity within our
own markets must be maintained. Tomatoes, California's largest
processing commodity, must not be allowed to suffer th fate of
many other canned commodities formerly produced in the state and

now produced only in foreign areas.

Senator DANFORTH. We are going to have to recess just for a few
minutes. I think Senator Dole'will be here very shortly. But there’s
a vote now on the floor of the Senate, and it has about 8 more min-
utes to go so I'm going to have to leave.

The CHAIRMAN. I’'m here now. Mr. Satterford.

STATEMENT OF ROBERT SATTERFORD, REPRESENTING THE
AMERICAN DEHYDRATED ONION AND GARLIC ASSOCIATION,
SAN FRANCISCO, CA

Mr. SatTERFORD. Thank you, Mr, Chairman.

I'm Robert Satterford, counsel for Basic Vegetable Products,
which is a member of the American Dehydrated Onion and Garlic
Association, and I appear todai in behalf of the association.

The association consists of the four leading U.S. onion and garlic
dehydrators. This is a small, highly specialized industry with facili-
ties concentrated in California and Nevada, in rural areas where
our presence is critical to the local economies of those areas.

The association strongly opposes inclusion of dehydrated onion
and garlic products in a free trade area agreement with Israel. The
reasons are set forth in the written statement previously submitted
to the record. »

And, additionally, the association is concerned about the infusion
of competing foreign dehydrated onion and garlic products into a
domestic market which is stabilized in size, and promises to remain
flat for the foreseeable future. :

We are also concerned with the possible loss of our export
market in Western Euroge when Spain and Portugal join the EEC
within the next 2 years. That market is worth about $20 million to
the industry now.

If and when that happens, Israel, which has substantial business
in that area, would likely suffer a significant shrinkage of its
market and could be expected, given an opportunity to compete fa-
vorably under a free trade area agreement with the United States,
to market its products aggressively in this country.
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Thus, to establish Israel as a free trade area without exempting
dehydrated onion and garlic products, which are dutiable items
now, could have the effect of bringing strong foreign competition
into a no-growth domestic market in the United States. This would
have materially adverse effects on our processing industry, the
farmers who grow onions and garlic for dehydration, and the local
economies of the areas where these are located.

The association, therefore, recommends that to avoid causing se-
rious injury to this relatively small agricultural industry that de-
hydrated onion and garlic products be excluded from any free trade
area agreement.

And 1 mifht, Mr. Chairman, take specific exception to the sug-
gestion made earlier by Congressman Gephardt that we can take
out all the exemptions and work out problems on an ad hoc basis
as they occur. The onion and garlic business is a commodity related
business. It is very volatile. Competitive edges and increments are
very small. And by the time the Government got through studying
t&he problem, irreparable damage could be done to the American in-

ustry.

Thank you very much.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Robert Satterford for the Ameri-
can Dehydrated Onion and Garlic Association follows:]
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STATEMENT OF THE AMERICAN DEHYDRATED ONION & GARLIC ASSOCIATION

Introduction
This statement is being submitted on behalf of the American Dehydrated Onion and
Garlic Association (ADOGA) in response to the United States Senate Finance Gom-
mittee's scheduled public hearings with regard to the_Administration's proposed
free-trade area policy for the pending trade agreement with Israel. ADOGA mem-
ber firms strongly oppose any U.S. tariff reduction to zero for their products:
TSUS 140.40 Dehydrated Onions
TSUS 140.30 Dehydrated Garlic .

TSUS 140.65 Onion Flour
TSUS 140.60 Garlic Flour

Purpose of the Asgociation

The American Dehydrated Onion & Garlic Association is comprised of the four
leading U.S. manufacturing companies which specialize in the production of
dehydrated onions and dehydrated garlic products. Member firms operate six
plants, located in relatively small rural communities, one in Nevada, the others
in central California. There 18 one dehydrator with a single plant in California

that is not associated with ADOGA.

The Association was created in 1956 as a nonprofit voluntary organization with
headquarters in San Francisco. Its primary purpose was to establish and maintain
standards of quality, unify the nomenclature and increase product consumption.
Over the years congiderable sums have been invested in research areas including
improvement in raw product varieties for dehydration, in cultivation practices

and packaging.

ADOGA's principal objective has continued to be to improve the quality of the
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dehydrated product among member firms and to promote product consumption. The

consumer has benefitted from the consistent high standards of quality domestic

products offered by ADOGA member firms.

Description of the Industry

This is a relatively small agricultural industry but it has significant economic
impact in the rural areas where it is concentrated in central California and
Nevada. The majority of ADOGA's farmer-suppliers of raw product, from 80 to 90
percent under contract, are in California. According to the U.S. Department of
Agriculture, in recent years about 23,000 to 30,000 acres of onions for processing
have been planted and harvested with an annual farm value of up to $56 million;
with garlic, about 15,000 acres, having an annual farm value of about $30 million.
In 1980 (the latest available year) ADOGA members produced 123.2 million pounds

of dehydrated onion products and 43.4 million pounds of dehydrated garlic products.
ADOCA member firms employ annually somewhat over 3,000 persons in the production
of dehydrated onions and about 1,400 in dehydrated garlic operations. Seasonality

in employment has been virtually eliminated.

About 80 percent of the industry's dehydrated output is sold to industrial users:
namely, food processors and the food service industry, where the products are
used as seasonings or food flavorings. About twenty percent of the output reaches

the retail consumer, usually packaged and distributed by spice manufacturers.

Unfair Competition with Imports and Importance of the U.S. Tariffs

ADOGA member firms find it virtually impossible to compete with imports from
low-wage, low-cost developing countries and from non-market countries such as
4

Mainland China, which fix product prices to suit their own purposes without

regard to cost. The competition is unfair.

The U.S. tariff schedules have helped the growth of this industry over the years
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by reducing the price gap between domestic and forasign products. There are
four U,S. tariff lines applicable to ADOGA's output:

Garlic, dried, desiccated or dehydrated TSUS 140,30, 352 duty

Onions, dried, desiccated or dehydrated TSUS 140,40,
MTN-Staged reduction in duty from 35% to 25% by January 1, 1987

Garlic Flour TSUS 140.60, 35X duty

Onion Flour TSUS 140.65, 35% duty

The U.S. tariff reduction on dehydrated onions was a concession won by Israel

and Egypt during the Tokyo Round of negotiations.

Following harmonization with the Brussels Nomenclature in 1983, the flour items
will be combined with their respective related principals. This will have the

effect of reducing the duty on onion flour to 25% by January 1, 1987,

Trade with Israel

Fore;sn trade with Israel in dehydrated onions and dehydrated garlic has been
minimal in recent years. Israel has the capability and the facilities for de~-
veloping and increasing 1hex output particularly of dehydrated onions. Details
of-her production and total exports are not available but the European Community
(EC) reports that imports in 1982 of dehydrated onions totalled 22,665,000 kilo~

grams of which Israel supplied 191,000 kg. valued at $361,000 ecu's.

Israel fears the loss of the EC fruit and vegetable market within the next two
years when Spain and Portugal are expected to join the EC group of 10 nations.
Exporters from the United States also expect to lose sales to the EC for the
same reason and are attempting to develop new markets in Asia and Latin America
to replace the declining areas. Shifting her EC sales to the U.S. will merely

add to U.S. problems,

Israel's proposed free trade to the EC by 1987 will have virtually no effect on
the U.S. dehydrated onion and garlic trade since Israel rarely makes such pur~

chases from the U.S. Israel has ample supplies to meet her domestic demand.
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Impact of Free Trade Area on U.S. Exports

Elimination of Israeli tariffs on dehydrated onions and dehydrated garlic would
have little impact on U.S. trade since this would not create any demand for
ADOGA's products. Israel has ample domestic supplies and exports her own pro-~

ducts.

Impact of Free~Trade Area on U.S. Imports

U.S. imports from Israel, particularly of dehydrated onions, may be expected to

rise precipitously. The imported products minus the tariff markup will be able

easily to undersell the relatively higher priced domestic products. The quality
of the Israeli product compares favorably with the domestic product and will

succeed in capturing a significant share of the U.S. market.

There Will be More Free-Trade Areas in the Futuré

ADOGA member firms foresee the free-trade area policy spreading to other countries,
areas with far greater produétion‘of dehydrated onions and dehydrated garlic
than by Israel. Many of these countries have low wages and low costs of produc~
tion. U.S. industry cannot compete with such foreign imports. The continuing
strength of the U.S. dollar contributes to the attraction of the U.S. market

to 1mpot€s even without tariff reductions. All of which makes the future for
this relatively small, specialized agiicultural industry lo;k bleak 1if the
Administration pursues its present course. ADOGA firms haée ample capacity

to meet domestic needs and have surplus to exporg. It i8 a strange policy to
invite imports to cause injury to U.S. donestic'industry, not onl; to processors
but to their . employees, fnrmer-supplieréﬁand to the small gqﬁna where the plants

G g

oy . - . ¢ .

operate. :
.
Conclusions £

DehydtateJ onions and dehydrated éarllc.products are extremely import-sensitive.
The introduction of a duty-free area w;uld offeg some-benefits to Israel's agri-
culture but could have a devasting effect on this relatively esall U.S. agricul-
tural industry. ADOGA member firms therefore respectfully requesf the U.S.
Senate Finance Committee to exclude these products from the free-trade area

agreement with Israel.
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The CHAIRMAN. Mr. Zollinger?

Mr. ZOLLINGER. Yes.

The CHAIRMAN. I didn’t hear your statement, but I have been ad-
vised that you had expressed the fear that Israeli capacity would
expand to 500,000 metric tons in the short run and up to 750,000
metric tons in several years if duties were eliminated. What would
this increase be at the percent of national consumption?

Mr. ZoLLINGER. National consumption right now is about 7 mil-
lion tons. So that would equate to about 10 percent. Currently, we
im’Fort about 8 percent of national consumption right now.

he problem is we have a—we just completed a study by Dr. Lee
Garoyan from the University of California at Davis. In 1984—it
was just completed. And it shows that the Israeli industry has the
{)otential to expand dramatically because they are highly techno-
ogically advanced, and actually they are pulling out other crops
such as citrus and supplementing tomatoes in their place.

Mr. Satterford, I guess along the same lines—maybe it’s covered
in your statement—what is the level of domestic consumption of
%(oul; products? And, second, what is the level of import penetra-

ion?

Mr. SArTerrorD. The level of import penetration from Israel spe-
cifically is not great at this time. The amounts that have been im-
ported to date have been very -small so we don’t see that as a cur-
rent issue. But if the protections that are available to us now are
reduced or eliminated with respect to Israel or with respect to any
other country which would have similar relief, we foresee an ag-
gressive effort to move into the United States’ market from those
countries. And there are about 12 countries in addition to Israel
which are in this business so the threat is significant.

The CHAIRMAN. On the products that you have talked about—
olives and tomatoes and onions and garlic—what export subsidies
do these Israeli products benefit from? Are there Israeli export sub-
sidies in these areas that you are concerned about?

Mr. ZoLLINGER. Well, in the case of tomatoes during the 1981-82
seasons, Israel had a subsidy. None during 1983, and coming into
this year, 1984 year, they are not talking about a subsidy per se.

Mr. SATTerFORD. In the case of onion and garlic, Senator, we
don’t have any evidence of a subsidy, but the product produced
over there is a product of very high quality which would be com-
petitive here. And we know that they can make it at a lesser cost.

The CHAIRMAN. I would say, as I have said to other witnesses,
that we may have some written questions because we do need to
make a complete record. We may submit questions in writing. Am-
bassador Brock has indicated that he will rely heavily on the
record of this hearing. So if it’s satisfactory to you, we may have
some further questions.

Thank you very much.

I guess we can excuse Mr, Zollinger and Mr. Satterford.

The CHAIRMAN. Mr. Nehmer, have you had a chance?

Mr. NEHMER. No.

The CHAIRMAN. We have also on this panel Mr. Karmel and Mr.
Stephen Koplan who is a frequent visitor to this committee. Mr.
Koplan, I didn’t see you on the list there.
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Mr. KorLAN. I'm on a later list, Mr. Chairman. It seems our
letter got lost in the mail, but arrived Friday.

The CHAIRMAN. We've got to do something about the Postal Serv-
ice, right?

Mr. KorLAN. Yes.

The CHAIRMAN. All right.

STATEMENT OF STANLEY NEHMER, WASHINGTON, DC, REPRE-
SENTING THE AMERICAN FIBER, TEXTILE, APPAREL COALI-.
TION

Mr. NEHMER. Mr. Chairman, my name is Stanley Nehmer. I'm
appearing today on behalf of the 21 organizations which are mem-
bers of the American Fiber, Textile, Apparel. Coalition. A list of
those organizations is attached to my written testimony. I would
ask that the written statement be included in the record.

We certainly appreciate the opportunity to appear here today to
present our views. What we are saying, in summary, is essentially
two things.

First, we oppose bilateral free trade areas. The concept started
recently with the Caribbean Basin Initiative. Today we are discuss-
ing Israel. We know that studies are underway within the execu-
tive branch to extend the concept to other areas. The ASEAN coun-
tries, countries of southeast Asia, have asked to receive similar
treatment to that which the Caribbean Basin countries receive.
And today Ambassador Brock testified that the nefotiating author-
ity which the administration will seek will not be limited to Israel;
it will not be country specifi¢; and it would also include tariff cut-
ting authority, something which Congress has not seen fit to
extend in the last 2 years.

Bilateralism in our trade relationships is a very significant de-
parture from the course of U.S. trade policy in the past. The pros
and cons of such a major shift in our trade policy from multilatera-
lismful)l bilateralism should be studied, discussed and weighed very
carefully.

Ambassador Brock has spoken so many times of the nesd to sup-

rt our multilateral trading system. Today he spoke in support of

ilateralism. The result is that our international trade policy be-
comes politicized,

Our second objection rests upon our concern and our fear of the
adverse impact of the United States-Israel free trade area on the
textile and apparel industry of the United States. For over two dec-
ades the movement of textiles and apparel between countries has
been carried out under the auspices of an interhational arrange-
ment of one form or another. This arrangement provides for order-
ly trade, creates a climate of increased certainty for which import-
ing countries can better adjust to the impact of imports from the
low-wage exporting countries.

In these 20 years, international trade in textiles and apparel has
grown tremendously. One might say that the system has worked
too well and has provided excessive import growth from the point
of view of the industries of the importing countries. In 1983, textile
andt apparel imports into the United States increased by 25 per-
cent.

35-438 0 - 84 ~ 10
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The textile and apparel trade deficit in 1983 was approximately
$10 billion, approximately one-seventh of the national trade deficit.
These industries have lost approximately 300,000 jobs due largely
to imports over the last several years.

The free trade arrangement with Israel or any other country
could only worsen the import problem which the textile and appar-
el industries are facing. An examﬂle of the kind of problem created
by a free trade arrangement is the opportunity which such an ar-
rangement provides for people to circumvent quotas, and obtain
access to the U.S. market illegally.

Finally, Mr. Chairman, Congress has spoken and established im-
portant precedent in the textile apparel area in recognition of the
import sensitivity of textiles and apparel. Congress has granted
special treatment for these products in other preferential trade ar-
rangements such as the Generalized System of Preferences and
more recently the Caribbean Basin Initiative.

Similar treatment has been provided for certain leather prod-
ucts. Therefore, Mr. Chairman, we believe that the creation of a
free trade arrangement with Israel undermines congressional
intent and policy. The fact that the country involved is Israel
makes it no more acceptable to the textile and apparel industry.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Stanley Nehmer follows:]
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TESTIMONY OF STANLEY NEHMER
ON BEHALF OF THE AMERICAN FIBER/TEXTILE/APPAREL COALITION
BEFORE THE COMMITTEE ON FINANCE
UNITED STATES SENATE
ON A PROPOSAL
TO CREATE A FREE TRADE AREA WITH THE STATE OF ISRAEL
FEBRUARY 6, 1984

Mr. Chairman, members of the Committee, I would 1ike to thank

you for the opportunity to appear before your committee. I am
appearing on behalf of the member organizations of the American
Fiber/Textile/Apparel Coalition. The members of the Coalition

are listed in my written statement.

The American Fiber/Textile/Apparel Coalition 1s a national
coalition o( labor and management organizations in the textile
and apparel industry in the United States. Members of the
group are located throughout the nation and produce most of the

textile and apparel items made in this country.

On behalf of the Coalition, we wish to register our opposition
to the notion of bilateral free trade areas. First, we believe
that the attempt to create such a free trade arrangement with

o
Israel could set a dangerous precedent for the proliferation of
)
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similar arrangements with other countries. Next, we believe
that in any such arrangement there will be serious problems
regarding the enforcement of the necessary rules to provide for
orderly movement of goods between the participants. Finally,
we belfeve that to embark on a course of bilateralism in our
trading relationships is a very significant departure from the
course which U.S. trade policy has taken in the past and

requires considerable study.

We have evéry reason to belfeve, moreover, that this 1s not an
isolated, one time endeavor by this Administration. We
understand that studies are underway within the Administration
to look at similar arrangements with other countries. Clearly
there is reason to belfeve that a major shift in our trade
policy is taking place or is being contemplated. We believe
that, until all of the advantages and disadvantages are fully
and openly discussed and weighed very carefully, there should
be no attempt made to establish such a free trade arrangement

such as is being contemplated with the State of Israel,

Although it may be desirable to pursue a policy of
bilateralism, the administration has offered no rationale or
analysis in proposing this particular arrangement which would
support such a shift from our traditional multilateral approach
to international trade. Furthermore, there has been no

opportunity for a full discussion of a bilateral approach
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versus a multilateral approach. In general, what are the
advantages and disadvantages in embarking on such a course of
action? We believe that there are fmportant questions
involving the effect of a bilateral approach on our
5~Ee1ationships with the countries which are members of the
General Agreement on Tariffs and Trade, with our major trading
partners, and with neighboring countries. These are all
elements which must be explored in analyzing whether or not to

pursue s bilateral approach {in trade policy.

We believe that “here are particular problems for textiles and
apparel in such an arrangement. For over two decades movement
of textiles and apparel between countries has been carried out
under the auspices of an international arrangement of one form
or another. This arrangement provides for orderly trade and
creates a climate of increased certainty through which
importing countries can better adjust to the impact of imports
from the lTow wage exporting countries. In these twenty years,
international trade in textiles and apparel has grown

’ tremendously. The quota arrangements and provisfons for
few-to-market suppliers of these products have conferred many
advantages on the low wage exporting countries. One might say
that {t has worked too well and has pirovided excessive import
growth from the point of view of the industries of the
importing countries. 1In 1983 textile and apparel fmports into
the United States increased by 25 percent over the previous
year. That increase amounted to 1.4 billion square yard

equivalents which, to put this quantity in perspective, would
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provide over 6 yards of fabric for every person in the U.S.
today. The often-heard criticisms that the - -government's
textile program and the quota arrangements are too
restrictiveis clearly nonsense in the face of such growth. Thg
Jomestic textile and apparel industry did achieve some growth
in 1983 but that growth was only a fraction of c¢he growth
represented by imports and, unti? a government program permits
the growth of imports to be slowed to the growth of this
market, this industry will be facing very serious problems.

A free trade arrangement with Israel or any other country could
only worsen the import problem which this industry fs facing.
An example of the kind of problem created by a free trade
arrangement is the opportunity which such an arrangement
provides for people to circumvent quotas and obtain access to
the U.S. market illegally. A free trade arrangement extends
the Customs territory of the United States to the borders which
the partner country shares with the rest of the world. But the
U.S. borders are extended without any of the controls which are
provided by the U.S. Customs Service. It would be practically
impossible to monitor the movement of goods across the borders
of any country with which we have such a free trade arrangement
* with any assurance that those goods would in fact be properly
identified as to country of orfgin. When such an opportunity
exists for goods to enter into the commerce of the United:
States through the free trade area, thereby avoiding the duties
or quotas which would apply 1f the goods were imported
directly, we believe that that opportunity will be taken. The
existing restrictions on U.S. imports of textiles and apparel

provide ample incentive to those who would trénsship, falsify
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documents or pursue other means to fraudulently identify
products in order to escape quotas. This activity would only

be promoted by the creation of free trade arrangements.

Finally, Mr, Chairman, the Congress has spoken and established
important precedents in the textile/apparel area. In
recognition of the import sensitivity of textiles and apparel,
Congress has granted special treatment for thése products in
other preferential trade arrangements such as the Generalized
System of Preferences and, most recently, the Caribbean Basin
Initiative. Therefore, Mr, Chairman, we believe that the
creation of a free trade arrangement with Israel undermines
Congressional intent.

Thank you Mr, Chairman.

MEMBER ORGANIZATIONS OF AFTAC

Amalgamated Clothing & Textile Workers Union
American Apparel Manufacturers Association
American Textile Manufacturers Institute
"American Yarn Spinners Association

Carpet & Rug Institute

Clothing Manufacturers Association of America
Industrial Fabrics Association International
International Ladies' Garment Workers Union
Knitted Textile Association

Luggage & Leather Goods Manufacturers of America
Man-made Fiber Producers Associaticn

Natfonal Association of Hosiaery Manufacturers
National Association of Uniform Manufacturers
National Cotton Council of America

National Knitwear Manufacturers Association
National Knitwear & Sportswear Association
National Wool Growers Association

Neckwear Association of America

Northern Textile Association

Textile Distributors Association

Work Glove Manufacturers Association
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STATEMENT OF KENNETH E. KARMEL, GENERAL MANAGER, BRO-
MINE CHEMICAL DIVISION, ETHYL CORP., RICHMOND, VA,
REPRESENTING THE U.S. BROMINE ALLIANCE ‘

The CHAIRMAN. Mr. Karmel.

Mr. KArRMEL. Thank you, Mr, Chairman.

We have submitted a written testimony for the record. And in
this case we do believe subsidies are involved and I think we have
documented that in the written record. I won't repeat that here.

There is only a small market for bromine compounds in Israel so
the mutual elimination cf tariffs is very much a one-way street. Al-
though not well known, the Israelis are powerful in international
bromine markets. They already control 62 percent of the world
markets outside the United States. This has been made possible by
a very unique raw material position they enjoy, but also by govern-
ment. ownership, government sponsorship and government sabsi-
dies. The final key has been the fact that they face no significant
tariffs in the major world markets outside the United States.

Everywhere the Israelis have achieved preferred tariff elimina-
tion, they have subsequently controlled the market. The same, we
feel, would be true here.

The U.S. producers currently have -a technological edge, but we
have been hard pressed to find new and profitable uses, for bro-
mine production has been phased out by the mandated removal of
lead from gagoline. That’s been the major market for bromine in
the United States.

As a result, U.S. bromine production has been flat for 5 years.
We've competed successfully, held our own, if you will, against the
Israelis despite our facing 10-percent duties everywhere we market.
The balance, we feel, is a delicate one. Even with the duty struc-
ture that we now have, we expect significant Israeli penetration of
U.S. markets over the next few years. Duty elimination at this
time would lead to severe and unwarranted hardship on the U.S.
bromine industry. Hundreds of jobs and millions of dollars are in-
volved. And we urge you to exclude bromine chemicals from the
agreement.

Senator DANFORTH. Thank you, Mr. Karmel.

[The prepared statement of Mr. Kenneth E. Karmel follows:]
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UNITED STATES SENATE
COMMITTEE ON FINANCE

STATEMENT TO EXPRESS GRAVE CONCERN ABOUT A PROPOSAL
FOR A FREE TRADE AREA (FTA) WITH. ISRAEL.

Statement. submitted by the U.S. Bromine Alitance. This Alliance currently

includes three of the four U.S. companies that comprise the domestic bromine

producing industry. Thé three companies forming the U.S. Bromine Alliance are:

ETHYL CORPORATION
330 South Fourth Street
Richmond, Virginia 23217

GREAT LAKES CHEMICAL CORPORATION

Highway 52 Northwest
Kest Lafayette, Indiana 47906

DOW CHEMICAL, U.S.A.

2020 Dow Center

Midland, Michigan 48640

Contact Representatives for these companies are:

EIHYL CORPORATION

Mr. Lawrence E. Blanchard, Jr.
Vice Chairman

Nr. Kenneth E. Karmel .
General Manager, Bromine Chemicals

Mr, Max Turnipseed
Manager, Internztional Trade Affatirs

Telephone - (804)788-5675
DOW _CHEMICAL, U.S.A.
Mr. Thomas I. Betts

Director of Government and Public
Affairs

Telephone - (517)636-9273

SREAT LAKES CHEMICAL CORPORATION

Nr. Emerson Kampen
President & Chief Executive Officer

Mr. Robert T. Jeffares
Vice President - Finance

Chief Financial Officer

Ms. Hedf Kinnard
Manager, International Trade Affairs

Telephone - (312)463-2511
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SUMMARY OF POSITION ON PROPQSED FREE TRAGE AREA (FTA) AGRECEMENT WITH ISRAEL

Members of the U.S. Bromine Alliance (Alliance) strongly oppose a FTA agreement
with Israel that would 1nciude‘bromin@ chemicals. The Alliance considers the
bromine chemicals (as further defined in EXHIBIT C) to be sensitive items of trade
that should be excluded from any FTA agreement that may be bilaterally negotiated
with Israel. Inclusion of bromine chemicals in the proposed FTA will cause severe
adverse economic consequences to the domestic bromine industry. Overall benefits
that may be achizved by the proposed FTA will not offset the expected adverse
effects relative to the domestic bromine industry, and unrestrained access to ébe

Israeld market in this sector is of 1ittle or no economic value.

Opposition 4s not necessartly to the overall concept of a FTA with Israel, but to
the specific sector of bromine chemicals being part of any such agreement. This
opposition 1s strictly from a business viewpoint and prompted solely by economic
considerations. The situation the U.S. bromine industry finds itself in, relative
to lsrael, is unique. Israel is the only mejor bromine producer other than the

U.S. industry in the Free World.

Elaboration of this point along with background information and supporting data are
outlined 1n this statement. Analysis and evaluation of this statement should
clearly establish why the Alliance opposes the inclusion of bromine chemicals in a

FTA agreement with Israel.



Bromine 1s a chemical element of the halogen family, a corrosive, chemically
active, dense 11quid. Since it 1s too reactive to be found.as an element in
nature, 1t 1s chemically produced from salt water sources including seawater,
subterranean brines, seawater bitterns and the Dead Sea. Elemental bromine is the
basic raw material) used in the production of numerous other bromine chemicals used
for end-u;e applications including gasoline additives, agricultural chemicals,
flame retardants for plastics and textiles, pharmaceuticals, o1l and gas wel)
completion fluids, fire extinguishing agents, water sanitizers, catalysts and other
industrial chemical intermediates. The U.S. industry (using subterranean brines)
and the Israell industry (using seawater bitterns) are the two major bromine

praducing industries in the free world.

According to the latest U.S. Bureau of Mines report dated Oecember 30, 1983, the

domestic applications using elemental bromine were estimated for 1983 to be:

% of
Application(s) Bromine Used

Ethylene dibromide (EDB) for gasoline additives 45
Various brominated compounds for flame retardants ' 21
calcium, sodium and zinc bromide for o1 & gas ’ 15

well completion fluids
various bromine compounds for other agricultural n

and industrial chemicals ~
Methyl bromide for soi) and space fumigation 8

-3 -
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The free world bromine industry is estimated to have produced 650 mi11ion pounds
of bromine in 1983. Of this total, U.S. aanyfacturers (identified in EXHIBIT A,
page 1) produced 380 mi1lion pounds and the Dead Sea Bromine Group of Israel
produced 154 million pounds. The Israeli bromine industry 1s described in more
detall on page 2 of EXHIBIT A and n EXHIBIT 6. U.S. and Israeli production
together represent about 82 percent of the free world production of bromine. In
1983, 1t is estimated that Israe) suppiied about 62 percent of the free world
merchant market for bromine and bromine compounds outside the U.S. A further
breakdown of the 1983 estimated world elemental bromine production and the free

world consumption of bromine and bromine compounds is outlined in EXHIBIT B.

Annual domestic production of elemental bromine at the estimated 1983 level of
380 militon pounds translates into about $122 million market value using an
estimated 1983 average selling price of 32 cents per pound. Most elemental
bromine, however, is used to produce upgraded bromine chemicals and compounds
with average selling prices in a broad range from 25 cents per pound to over
$1.50 per pound. It ts estimated the total domestic market value for all
elemental bromine and bromine compounds consumed in 1983 was in the range of $325

million.

Domestic bromine production is highly capital intensive. In addition to the
typical plant facilities, domestic producers must invest mi11ions of dollars in
brine wells and equipment. Average costs associated with driliing and equipping
one brine well in South Arkansas is about $1 millton, a cost the Israelt bromine
industry does not have with the Dead Sea as their source of brine. The total
investments on a historica) cost basis for the domestic bromine industry,
1nclﬁd1ng plants, property and brine well system, s estimated to exceed $300
million or about the equivalent to the 1983 market value of the consumed bromine

products.
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U.S. Government actions over the past decade, particularly since 1976, has caused a
direct and major impact on the U.S. bromine industry. The EPA regulations calling
for the phasedown of lead-in-gasoline caused a major reduction in the demand for
ethylene dibromide (E0B), a co-additive used with lead alkyls in the production of
gasoline additives. Since 1976, the EDB demand for use tn gasoline additives is
down 50 percent. This translates to about 150 mi111on pounds of EDB or in excess
of $45 million in lost sales of EDB for gasoline additives. Historical U.S.
bromine and EDB production data reflecting this significant reduction s outlined

in EXHIBIT E.

In addition to the reduced EDB demand for gasoline additives, U.S. government
actions in late 1983 have, in effect, banned the use of €08 as.soil fumigants.
These new regulations will result in an immediate decrease in EDB demand for these
agricultural) uses of another 20-25 mitlion pounds or $6-7.5 mil1lion 1n 1984, and
annually thereafter. The significantly reduced need for E0B 1n gasoline additives,
and the suspension of EDB being used as soil fumigants, 1s essentially eliminating
two major applications for E0B. The other major uses for bromine chemicals are in
flame retardants and completion fluids used in the drilling of o{l and gas wells.
The U.S. bromine industry is primarily dependent upon these market applications to
help offset the significant declines 1n EOB demand that have been caused by factors

outside any control of the industry.

Another continuing concern of the domestic industry 1s the duty-free access the

Israelis already have under the Generalized System of Preferences (GSP). The

import data reflected on EXHIBIT C clearly indicates that flame retardant cpcmlcals

and methyl bromide are both growing imports even without GSP benefits. Assurance
-5-
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of duty-free access under a FTA agreement wil) open the U.S. market for these
products in particular. Products the U.S. industry is counting on for growth areas
to offset reductions in EDB demand.

Other governmental related concerns and burdens of the U.S. bromine industry that
are not factors or cost considerations to the Israel bromine industry include:

(1) Compliance with Toxic Substance Act

(2) Compltance with ever-tightening pollution control regulations

(3) Elimination of DISC tax benefits for U.S. zxports

(4) Superfund taxation

(5) Regulations on methyl bromide, vinyl bromide and necb

(6) Significant capita) investments have been made to meet
stringent exposure regulations on EDB applicable to the
manufacturing locations.

In addition to all of these factors, the U.S. bromine industry 1s faced with
increasing Israell imports of bromine chemicals into U.S. markets. Imports that
have increased from $3 mi114on in 1980 to an estimated $10 mi1l1ion in 1983,
Reference the import statistics indicated on EXHIBIT C. On the export side, the
domestic industry s competing with Israeli imports in Europe, Japan and other
world markets at significant cost disadvantages, including duty-free entry, while
the U.S. exports to those markets are subject to duties averaging over 10 percent.
A description of some other cost advantages the Israelis have relafive to the
domestic industry are outlined in EXHIBIT 6. -

The U.S. bromine industry operated at less than 60 percent of capacity in 1983 and
further E08 reductions in 1984 will not be offset by growth in flame retardant and
completion fluid demands. The Israell bromine production capacity has doubled in
the past five years and their capacity utilization in 1983 was about 90 percent.
The Israell bromine industry 1s the only other major producer of bromine chemicals
in the free world. As already indicated, they'have over 60 percent of the free
world merchant market demand for bromine chemicals outside the U.S., and tn 1983
represented about 25 percent of the free world production of bromine chemicals.
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TAGE R

The increasing Israeli production capacity for bromine chemicals, the duty-free

markets already available to them, (including current GSP benefits) and some of the

additional cost burdens the U.S. bromine industry must compete against (all

breviously outlined in the preceding section about U.S. concerns) represent stt

some of the adverse factors the U.S. bromine industry faces relative to the

Israelis. Some other distinct advantages the Israelis have over its U.S.

competitors include:

(8))

(2)

(3)

(4)

(5)

(6)

Cheaper raw material source. Reference the description of the
Israeli bromine production process outlined in EXHIBIT 6,

Government ownership,

Government assistance through tax rebates, grants, preferential
financing terms, regional development aid and other forms of
assistance more specifically described in EXHIBIT €,

Partial reltance on research and development efforts as well as
investments of the U.S. bromine industry in new product research and
applications particularly in the flame retardant and well ‘completion
fluids product areas. This allows the Israelis to penetrate the
U.S. market on a price basis without regard to having to recover any
prior investments in research and development costs,

Political and monetary considerations sometimes overriding profit
incentives.

Use of government owned shipping 1ines for transportation of bromine
compounds. to their major world markets.



1f the Israelt bromine industry gains unresgricted duty-free access to the
U.S. market, 1t 1s anticipated the domestic bromine industry will be severely
affected by substantial increases of imports from Israel. It is estimated the
import levels indicated 1n EXHIBIT C would increase from the $10 million leve)
in 1983 to levels in excess of $30 mi11ion by the end of 1985.

While Israelt imports increase, certain U.S. markets are decreasing. The
estimated use of £0B for gasoline additives has decreased from 65 percent to
around 40 percent in 1983 over the past six years and this downward trend will
continue. The only other major use for EOB (20-25 mil1ion pounds per year) is
in so41 and space fumigation. This use also has been banned by the government
in late 1983. These actions alone will cause significant decreases in bromine

production needs in 1984 and the future.

The other major uses for brominated compounds are in flame retardants and for
completion fluids. The U.S. industry is primarily depending upon market
growth in these areas to offset the declines in EDB. If the growth in areas
other than EDB 1s taken by increasing imports from Israel, then the entire

U.S. bromine industry will be severely affected.

The Dead Sea Bromine Group began aggressive moves to penetrate world markets
for bromine, brominated compounds and potash in the mid-1970's. Since then,
they have added substantial production facilities for these products and
continue to plan for more. Ouring 1983, they announced expansion plans to
increase their bromine compounds output to 200 miilion pounds before the end

of 1984 and the completion of an additional 1 millton-pound-per-year sodium
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bromate and potassium bromate electrolysis plant at Ramat Hovav, Israel., It

is also important to note their aggressive position in the world potash market.

Potash facilities and production are relevant in analyzing the bromine
industry because bromine 1s a by-product of the potash recovery process used
by the Dead Sea Works, Ltd., a sister company of Dead Sea Bromine. B8oth of
these companies are subsidiaries of the state-owned company named Israel
Chemicals. Of interest 1s the fact that Israeli potash production and exports
Increase while U.S. potash producers are shutting down operations and both
U.S. and Canadian potash producers are indicating some major concerns over
their continuing opportunities to compete for the U.S. potash demand relative

to the Israelis.

American companies are already at a severe disadvantage in sales of brominated
compounds relative to Israel in the European and Japanese markets which are
the largest markets other than the U.S. Imports of bromine chemicals from the
U.S. Into the EC are subject to duttes that average about 10 percent, whereas
the same imports from Israe) have been duty-free since 1977. The EC-Israeld
arrangement, in effect, allows Israel to market their products within the EC
as though it were their domestic market. Prior to the EC-Israel FTA in 1977,
an'American company had nearly all of the market for tetrabromobisphenol A
(TBBPA) in the European Community. TBBPA 1s the world's largest volume flame
retardant. When duty-free access became available to the Israelis, the
dominani market share held by the American company began to decrease. Today,
the Israelis have in excess of 50 percent of the £C market for TBBPA and most
other bromine chemicals. This experience in the EC can easily be translated
into what is 1ikely to happen in the U.S. market with duty-free access for all
brom1ne chemicals being available to Israel.

-9 -
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The Israelis presently have duty-free access to about 40 percent of the world
market for bromine and bromine derivatives. The elimination of U. S. duties
on al) these products will increase the Israelis unrestricted duty-free access
to about 90 percent of all world markets. In contrast, U.S. companies will
not have duty-free access to any world market except the domestic market.
Having duty-free access to the Israel! bromine chemicals market clearly does

not provide any export opportunities to the U.S. bromine industry.

The U.S. bromine industry will be severely affected by a U.S.-Israe) FTA that
would include bromine chemicals. Bromine capacity in the U.S. 1s presently
about 650 mi111on pounds and over 550 million pounds of this capacity is
located in two counties in the southern part of the State of Arkansas. The
Arkansas counties of Union and Columbia are relatively rural areas which
primarily depend upon employment in timber, o011 and qﬁs. bromine and light
industries. Employment levels 1n al) of these areas except bromine have
decreased over the past severa) years, so the bromine industry is critical to
the economic well-being of Unfon and Columbia counties and the companies in
this industry. Substantial increases in Israeli bromine products will have
severe adverse effects. Reference EXHIBIT H for the Resolution of the South

Arkansas Oevelopment Counctl.

The bromine industry currently provides more than 4,000 direct and indirect
Jobs 1in the state of Aernsas. Sales lost to Israell imports will clearly
cause reduced production levels and result in fewer jobs being available. In
addition to the adverse employment impact, the companies with investments in
plants and factilities will experience adverse economic effects as well. The
total estimated investments by the four companies having bromine facilities in
south Arkansas exceed $300 mi1lion.

-10 -
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1t 1s difficult to quantify the tota) adverse effects of a U.S. - Israel FTA that
would cover the bromine industry, but 1t is clear that all the factors related to
the estimated $20 mi114on increase in Israell imports under the proposed FTA would
translate into hundreds of jobs and mi)lions of dollars being 1n Jeopardy. To the
extent that duty-free bromine chemical imports would increase, they would cause an

equal loss fbf the U.S. bromine industry.

The U.S. chemical industry employs directly an average of 20 personnel in
production, packaging, transportation, marketing, product and process development,
quality control and administration, for each $) million of sales. The estimated
$20 mi1140on increase in bromine imports from Israel translates to some 400 jobs
be\ﬁg directly in jeopardy. More than two-thirds of these jobs are concentrated in
Unfon and Columbta counties of south Arkansas. In rough terms, therefore, for éach
$1 mi1110n of bromine chemical imports that replace equal U.S. sales, the result
would be the loss of 20 American Jobs, primarily in Arkansas. In addition to lost
Jobs, U.S. producers have significant investments in existing production facilities
that could be Ydled to the extent of increased imports. The companies and the

American economy would suffer the loss of an economic return on these investments.

Admittedly, the impact of lost employment and the reduction of any economic return
on investments in two Arkansas counties may not be statistically significant for
the American economy as a whole, but 1t would be very significant for the
concentrated areas affected. Similarly, the in1t1a) estimated economic impact on
the domestic industry from a $20 miliion increase of bromine chemica) imports from
Israel does not seem too significant in ovérall trade with Israel or the U.S.

balance of payments, but to the Alllance members 1t 1s serious! Current import

-1 -
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tevels of $10 million plus an addittonal $20 mi11ion would be about 13 percent
of Great Lakes Chemical Corporation's total annual sales and near 60 percent

of Ethyl Corporation's bromine chemicals business.

Serious contraction of the domestic bromine chemicals market, caused by
increased Israeld imports, wil) 1nhibit continuing capital investment that 1s
imperative 1f an industry is to maintain and enhance high levels of
effictency, growth and technological development. Some growth, in step with
the American economy, 1n existing end-use applications wil) occur, but not
sufficient to maintain the adequate output levels from U.S. producers if
additiona! proposed incentives (unrestrained duty-free access) are given to
the Israell bromine industry. This will allow them to more actively and, from
the perspective of the Alllance, unfairly compete with U.S. producers for the
domestic bromine chemicals market. Every displaced pound of a domestically
produced bromine chemical with an Israeli import has, and will continue to

have, an adverse affect on the U.S. bromine industry.

The Alliance submits that circumstances today are no different than on three
earlter occasions when petitions from the Israelis seeking additional GSP
benefits for bromine chemicals were denied. The proposed FTA would be an even
broader and more permanent arrangement than earlier sought GSP benefits, and
will clearly have much more far reaching adverse economic consequences for the
U.S. bromine industry. The Alldance respectfully requests that bromine
chemicals, as previously defined in this statement, be excluded from any
bilaterally negotiated Free Trade Agreenent aﬁreement with Israel that may be

submitted for Congressional action.

-2 -
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Respectfully submitted,

U.S. BROMINE ALLIANCE

february 3, 1984 ay:; > i m
Lawrence E. Blanchard, Jr.

Emerson Kampen
Robert T. Jeffares
Kenneth €. Karmel
Hed! Kinnard

Max Turnipseed
Thomas 1. Betts

U.S. BROMINE ALLIANCE

61) Madison Office Building
1155 15th Street, N.W.
wWashington, 0.C. 20005
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XHIBIT
NE_IN Y

The U.S. manufacturers and marketers of some or all of the bromine products

1isted on EXHIBIT € nclude:

Company Location Bromine Products Plant Location(s)
GREAT LAKES CHEMICAL CORPORATION E1 Dorado, Arkansas
Highway 52 Northwest
P.0. Box 2200

West Lafayette, IN 47906

ETHYL CORPORATION Magnolia, Arkansas

330 South Fourth Street Sayreville, New Jersey
P.0. Box 2189

Richmond, VA 23217

DOW CHEMICAL, USA Magnolia, Arkansas
2020 Dow Center Ludington, Michigan
Midland, M1 48640 Midland, Michigan
*ARKANSAS CHEMICALS, INC. E1 Dorado, Arkansas

Route 6, Box 98
€1 Dorado, AR 71730

MORTON-THIOKOL, INC. Danvers, Massachusetts
Ventron Division .
150 Andover Street
Danvers, MA 01923

*Jointly owned by Great Lakes Chemical Corporation and PPG Industries.

The domestic bromine industry is primarily concentrated in the two states of
Arkansas and Michigan. Over 85 percent of U.S. produced bromine comes from
Unton and Columbia counties of Arkansas. Elemental bromine is then used as
the pri:ary raw material to produce all other bromine chemicals and brominated
compounds . :

MY:1-30-84
Page 1 of 2
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EXHIBLY A
JUENTIFICATION OF THE JSRACLI BROMINE INDUSTRY

‘Ihe Israelt manufacturers and marketers of bromine products 1isted on EXHIBIT D
include:

MEMBERS OF THE DEAD SEA BROMINE GROUP

*  DEAD SEA BROMINE COMPANY LTD.
BROMINE -COMPOUNDS LTD.
Makleff House, P.0. Box 180
Beer-Sheva, ISRAEL 84101

EUROBROM B.V.
P.0. Box 85615, 35 Mauritskade
2508 CH The Hague, HOLLAND

BROOMCHEMIE B.V.

P.0. Box 318, Frankrijkweg
Zevenaarhaven

Terneuzen, THE NETHERLANDS
BROMINE AND CHEMICALS LTOD.
6 Arlington Street

St. James, London SWIA Ire, ENGLAND
BROMOKEN (FAR EAST) LYD.
Dai-1chi Toel 81dg.

4-2, Muromachi, Nihonbashi
Chuo Ky, Tokyo 103 JAPAN
AMERIBROM, INC. -

1230 Broadway
New York, NY 10007

* Subsidiary company that 1s part of the state-owned ISRAEL CHEMICALS.

The Israeli bromine industry is based on getting elementa) bromine as a py-product
from the potash recovery system used by the DEAD SEA WORKS LTD, a sister company to
DEAD SEA BROMINE COMPANY LTD. Reference EXHIBIT 6 for a further descript1on of the

Israeli bromine broduction process.

HT:1-27-84 Page 2 of 2
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XHIBIT
Estimated 1983
1 tal Bromin tion
Mi11tons of Percent of
Pounds free World
World Total 800
U.S$.S.R. 150
Free World 650 100
u.s. ' 380 58
Israel 154 24

Estimated 1983
Consumption of Elemental Bromine

an om S
Milllons of
Poun
U.S. Markets 340
Free World, other than U.S. 30
free World, other than U.S., Merchant Market,
excluding captive use 240
Major Suppliers of Bromine and
Bromine Compounds to Fi11 Demand
h 1 r ¥ .
Milllon of Percent of Percent of
Country Location of Manufacturer Pounds Jotal Demand Merchant Market
Israel 149 49 62
u.s. 50 16 2
U.K. (captive use for 50 16 0
gasoline additives)
France (2/3 captive use for
gasoline additives) 30 10 4
Japan 26 8 n
A)1 Other 5 B 2

MT:1-30-84
Source: U.S. Dept. of the Interior
Mineral Industry Surveys dated 12/30/83



v BXHIBIT C
U.S Bramine Industry Sector Qefined by TSUSA ftem Mumbers
Toritt Schedule of the United States Annotated (TSUSA) P

Scheduted . £1) U.S. imports from Isras! (es reported in item ﬁ)
1987 NTR 1983 NTH Present Proposed -

Toritf Torift TSUSA. ttem Converted . Descri f the Bromine Item(s) 1960, 1981 1982 1383

Rate Rste Nusber TSUSA_Number 5!0&’3 in cusslfluﬂon Wbs W Wbs W Wbs W Wb W

9.1% 168 402.90 2903.69.5000 Pentabromosthy ibenzene (CAS $85-22-3) - - - - - - 6 po3
Tribromocumene (CAS & - None)

7.5 1Hg 403.54 2907 . XX. 00X Other - - - - - - - ]
?673“' . :éu"n. + 403.56 2908. 10.5000 Tetrabramobispheno! A (CAS #79-94-7) N7 380 2,5% 1,572 1,616 870 1,464 2
i3.9% 3.9% 403.59 & 2908, XX.J00XX Other - - - - - - 2 25
203 gikélb + 403,64 *  2909,30.5000 Decabromodipheny! oxide (CAS #!163-19-5) - - - - - - 26 27

2909.30.5000 Octabromodipheny! oxide (CAS #32536-52-0)

1,2-Bis-Pentabromophenoxysthane
(CAS $61262-53-1)

1395 1398 0366  2909.0K.000K Other - - - - - - - A

W% 2.6 W46 2917.39.5000 Tetrabromphthatic Amhyeride - - - - - - - .
5% 183 40552 2925.19.1000 Ethylenebistutrabromophthal imide - - - - - - . -
1598 1395  407.07% 2905.59.1500 Dibromoetyldib - - . - . . .

(CAS #3522-93.8)

2 3.5/1b  415.05  2801.30.2000 Bromine - - - - - - - .
s 5.086 416450 Hydrobromlc acid. 658 181 1,37 320 1,106 526 1,13 22
5.8 3.686  AI7.4400  2827.59.0000 Avmonium bromide e M 4% L W L4 76

Froe 2985 41832 2827.59.0000 Calcium bromide - - - - - 4 om0
151> 1.7€/1b6 42002 2027.51.2000 Potessium bromide “ I 9 6 ISt 105, 9% 26
3.8 5.6  420.505 2629.90.5000 Potassiun bromate - - 16 @ i 8 2 m

/b - S.5¢/1b-6 40.82  2827.51.1000 Sodium bromide 6 19 < - sie us 2,76 1,023
5.7 4086 4216200 2629.%0. Sodium bromste 1,060 B8 1 B 823 1,353 1,217 3,08 2,33

0-mn-m.nmmm. imports in these categories wes 403.60XX and 408.60 in 1960.
identifiable broaine chemical imports not nesrly as easy to determine from public da?s in these TSUSA item Numbers.

03617 Page 1 of
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EXHIBIT ¢

U.S Bromine I Sector Defi by TSUSA Item

ndustry ned
Jarift Schedule of the United Statws Annctsted (

Scheduied
1967 MTN 1983 MTN  Present Proposed

Bore' et St Commried roussind kel hesiodind
3.7% 4456 42.78  2827.99.0000 Zinc bromide - . - - - - - -
3.7% 4436 4528 2925.19.5000 Etthylenebi sbromonorbornane 25 401 176 283 176 2@ - -
(%3 s.Ig 425.9940 Moncbramoscetic acid - - U3 9 288 B4 M7 a4
oi.”tb . oigl’lo + 42928  2903.30.0000 Ethylens dibromide 86 165 644 139 - - - -
3.7% 4.45¢  429.4830 Bromotr| fluoromethene - - - - - - - -
Chiorobromodi f1uoromethane
3.7 4456 429.4360  2903.30.0000 Methy! bromide : 200 6% 2,126 9% 1,615 831 2,811 1,40
2903.59.5000 Hexabromocyc | ododecane
Viny! bromide
Nethylene dibromide
Acstylens tetrabromide
Ethyl bromide ,
Bromachiorasethane
Alky! bromides
i 4.45C 429.9%90 Verious Oibromoneopenty! Giycot - - - 18 - 3 - -
3.% N s 430.200 Various Other - - - - - - 8 39
3.7 N 44%C  432.25  Varlous Otber __ —_ = = = - _ - _m _om
TOTAL GSP INPORTS - Mg 2,602 3,029 4,330 1.5
TOTAL OUTIABLE IMPORTS - M§ 545 1,630 1,224 1,391
TOTAL INPORTS - M3 3,347 4,65 5,554 8,920
) PERCENT INCREASE OVER 1980 39.2 5.9 166.5

¢ - s:.'l‘::o'lh o n::l;: [~ 4 h::lfs, :.0. duz free from isresl, -
- ezs than rate applicable component meteriel.
€1} - Import dats source - 'Anual 1980, 1981 & l&! IN-146/1M-185X, 11-months your-to-date - U.S. Depertment of Comesrce.

03617 . 20f 2
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4 INTERMEDIATES mcuacs
DEAD SEA Dl T scale for |
etrabromoethane (Acstylene Tetra- Ch
BROMINE GROUP MMM
Acetyl bromide baking, brewing. cosmetics
PRIMARY PRODUCYS bromide - o
The Dead Sea Bromine Growp spe- 1-Bromo-2-chlorosthane - R
o n o Bron (Tamethylene chiorobromide)
elemental bromine Chiorobromethane Ammonium bromide
- Alloyl broseides (C,-C,) Potassium bromide
Bromine botted)
Fiirotoare s (154 48% d €25 o) Sodum beomide
» . bromide (C,) Sodium bromate
AGRICULTURAL SOIL & bromide
SPACE wwmcad FLAME RETARDANTS
:2:‘“ .:‘ N “.. ; -Arqdl hlnl':id('c-;)(hcc TthudSanmGn.*u
control of annual and perenaial Cydol ‘ mmmmuulu
'”_u.‘ Ses and soik-b P" o tromide (C.) mm N
certain soil-borne dissases when Decyl bromide (.l styrenics, v
mixed with chioropicrin. For space bromide (C,.} thermoplastics, vinyls, acrylics
fumigation of warehouses. silos, (Lauryd bromide) Th S
for decyl bromde UPE. phenolic. epoxy. PUR, UF
use in greenhouses, pre-plant sofl fu- {Myristyt bromide) (C..) Textiles, Paper and Wood — including
mmwmh:‘nhw- decyl bromide (C..) chipboard,
Octadecyl bromide (C..} A. Reactive lntermedistes
Methy (Stearyl bromide} Brominated phenols
h bromid b  Dibromo-neopentyl
E£DB (ethylene dibromide) B bonylic Acids & D M
EDB/chloropicrin mixtures Monobromoacetic acid (MBAA) Various derivalives
EDB formulations. Bromoacetyl bromide B. Additives
“Monobromoacetic acid esters
SLIMICIDES, BIOCIDES :mwwm mwm
bromide Decabromodipheny
Used in the paper industry for etimi- Dibromo-neopentyi giycol
nation of stimes. #nd for water treat- :mm Tetrabromobisphenol A
tment and disinfection of swimming o-Bromot At N Tetrabromonylene -
pooks. a-Bromobutyric acid esters Various devatives %
Elemental b K { B B: dA ,"'“""".::"I’f"".'“’""::- o
disinfection Halobenzenes 1ted — new apphcations l:'m =
acid (MBAA) Bromophenols o
bis-Bromoacetoxy butene (BBAB) Beomoaniiines The Oesd Se0 Sromine Group offers
MBAA/berayl alcohol mixtures Bromopyridines :‘"9'“""‘?“""" W incledies
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Year
1976
1977
1978
1979
1980
1981
1982
1983(p)

(1) U.S. Department of the Interior, Bureau of Mines.

166

U.S, BROMINE AND EDB PRODUCTION
HISTORICAL DATA(V)

Million Poun

Bromine EDB
Production Pr 10
460 299
43 280
“wr 259
497 289
378 213
n 157
401 180(2)
380 11(2)

P

€08 as
a Percent
of Bromine

d

lon
65
65
58
58
56
42
45(2)
45(2)

EXHIBIT

(2) 1Industry sources think these percentages are probably less than
40 percent in both years, even though they represent the percent-
ages used 1n the Bureau of Mines data. ’

(p) Preliminary estimate based on nine months 1983 data.

MNT:1-31-84
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EXMIBIT F

T F A VERNMEN T
HOUGHT 70 BE AVAILA R N TRY

The remission of 1ndirect taxes on exported 1tems. These taxes are refunded

either by drawback or rebates. ’

a. Custom duties - Recovery of import duties from export of goods.

b. Purchase taxes - Rebate of purchase taxes on goods that are converted for
export.

c. Compulsory duties - Recovery of these duties which are imposed on
imported raw materials which go into making exported products.

d. Rebate of value added taxes are refunded on exported goods

e. Rebate of property and inventory taxes upon exported goods and equipment
used to manufacture exported goods.

f. Travel taxes are rebated for approved exporters.

g. Plus other indirect taxes related to exports.

The Government of Israel helps to finance transportation costs for materials
which move through the Port of Edlat.

The Government of Israel provides direct grants to exporters if their
expenditures for exports exceed 4% of export income.

The Government of Israel provides financing for exporters:

a. Loans to finance imported raw materials. ’

b. Loans to finance working capital for exported goods.

c¢. Loans are made from Israeld Government to exporters with invoices used as
collateral.

d. Industrial firms which export at least 20X of their output are eligible
for favorable credit terms.

2

s

The Government-owned Foreign Trade Risks Insurance Corporation offers
exporters insurance coverage for the risks inherent n foreign trade.

Page 1 of 2

KCW/MT:1-31-84
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HIBIT

6. The Investment Incentive Program of the Government of Israel:
a. Provides cash grants and low cost loans to approved enterprises.
b. Wil pay up to 80% of R&D expenditures for Israeli companies.
c. Wil provide grants to approved investors which export.
d. A company approved for investment incentives may be exempt from income

taxes for up to 5 years.
X
7. Training grants to assist in the training of employees.

8. Export promotion subsidies of one-half the promotion costs up to 8 percent of

export income.

9, Subsidized ocean freight transportattion.

KCW/NT:1-31-84 Page 2 of 2
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EXHIBIT ©
DESCRIPTION OF ISRAELI BROMINE PRODUCTION AND
TA TRY

The Dead Sea Bromine Group has an unlimited supply of bromide-containing brine
from the DeadVSea. By-product bitterns from potash manufacturing facilities
located on the Dead Sea provide the supply brine for bromine production. Large
investments in brine supply and disposal wells and pipelines are not needed for
production from the potash operations at the Dead Sea. Production by domestic
producers in South Arkansas requires one supply and one disposal well for each
10 mi1110n pounds per year of bromine produced. Each supply well requires aﬁ
investment in excess of $1 million and has an average 1ife of about 10 to 15

years. The investment for each disposa) well is less than for supply wells.

The concentration of bromide in the Dead Sea potash-bitterns is about 12,000 ppm,
whereas the concentration of bromides in deep supply wells in south Arkansas
ranges from 2,000 to 5,000 ppm (maximum). As a result of these concentration
differences, the Israelis have an advantage in raw materials, chlorine and

utility (electricity) utilizations.

Brines produced in Arkansas require the payment of severance taxes ($2 per 1,000

barrels) and capital equipment 1s subjected to the payment of property taxes.

Bromine produced in the United States 1s subjéct to superfund taxes of $4.45 per
ton and 1s manufactured from chlorine which pays a superfund tax of $2.70 per ton
of chlorine. Material produced in Israel and sold in the U.S. does not have to

pay these taxes.

Israel's Dead Sea Bromine Group also enjoys the advantage of government ownership
and certain speclal assistance programs further described in EXHIBIT F.
KCW/MT:1-31-84
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EXHIBIT H
Gruth Abansas Dovelopment (rumer!

SOUTH ARKANSAS DEVELOPMENT COUNCIL
————————RESOLUTION

BE IT RESOLVED THAT the South Arkansas Develop-
nent Council strongly opposes the removal of import duties
on bromine ani bromine coupounds from 1lsrael into the
United States. Removal of these import duties is now
u;:eanntd by a move to create a Free Trade Ared between
the United States and Israel.

While it is apparent -that there is now only a
small portion of total imports from Israel into the United
States that ate not already au;},t:ot (1.0 million dollars
of 1.2 million dollars-sre now.exempt), the impact of this
small amount on the economy of Arkansas would be devastat.-
ing. The large natursl economic advantages possessed by
the state-owned Israel- Bromine .Industcy are further lever-
aged by various subsidies provided by their government.

Arkansas produces 0S5 percent of the United
States bromine .supply.’ Tils indultxy' viesently provides
approxinately 1,200 direct snd 3,000 indirect jobs in our
state.

In the best interests of the citizens in the
stats of Arksnsas and in the United States, we, the South
Arkansas Development Council, urge the strongest efforts
in retaining the import duties on bromine and bromine

conpounds.,

Secrelary-Trefsurer

Date: __ Janvar 1984



171

Senator DANFORTH.V‘ There is a statement of Senator Pryor which
will be inserted in the record.
[The statement follows:]

STATEMENT BY SENATOR DAvVID PRYOR

Mr. Chairman, the hearing today deals with a subject of great importance to the
development of trade relations with lsrael and, quite possibly, other nations which
will appeal later for similar considerations. Our actions on this matter will also
have a strong, direct effect on the future of some domestic producers of the goods
that will be affected. Decisions by this administration and this Congress on an Israe-
li Free Trade Area will profoundly affect the future of producers and consumers in
both countries, the tone of relations between the two countries, and the economic
situation of communities here and abroad. It is a very important responsibility.

I support efforts by the United States and Israel to improve trade relations that
serve our mutual interests. This country has many common interests with Israel,
and our economic ties should reflect our strong friendship; moreover, I believe that
trade should receive more attention from our diplomats, and I have frequently
urged our diplomatic officials to spend more time and efforts discussing the products
which our agricultural community supplies to world markets.

While I hope we can find a way to remove trade barriers and assist Israel’s econo-
my, I believe we have a duty to examine the domestic effects of any new trade rela-
tions. I am, in particular, quite concerned about how unlimited, duty-free access to
American markets could affect domestic {)roducers of bromine. That industry’s situ-
ation is unique, and this committee should give special attention to any changes in
:rgdetagreements which might reduce jobs and threaten the future of this troubled
ndustry.

When the bromine question has been examined in the past in the context of GSP
benefits, the postion of domestic bromine producers was quite convincing and was
upheld by the International Trade Commission on all three occasions. I believe the
case is as strong, or stronger, today.

The domesic bromine market has declined in recent years due in substantial part
ot governmental restrictions on the use of certain products, specifically EDB. As a
result, the domestic industry is operating at 58 percent of capacity and faces serious
problems even withut new duty-free competition. By contrast, the Israeli industry is
operating at 90 percent of capacity. There is also little opportunity to acquire new
export markets for domestic bromine, due to duties faced by American producers,
from which their competitors are sometimes exempt.

The potential adverse economic effects on the domestic bromine industry are not
merely speculative. In two counties in South Arkansas, where 85 percent of the do- .
mestic bromine capacity is found, over 4,000 direct or indirect jobs may disappear.
To invite new, duty-free imports of bromine products is to assure increased unem-
ployment and severe economic conditions in that region.

I believe that a trade agreement between the United States and Israel could pro-
vide positive benefits, and I support efforts to that end. At the same time, I believe
that certain ﬁroduct exceptions should be maintained and that this committee ought
to examine those areas very carefully incoming weeks.

Because of the importance of the bromine issue, I am submitting some specific
questions to be answered for the record.

U.S. BROMINE ALLIANCE,
MabisoN OFFICE BUILDING,
Washington, DC.
Hon. Davip H. Pryor,
U.S. Senator,
Russell Senate Office Building, Washington, DC.

DEAR SENATOR PrYoR: You sent me a letter soon after my appearance before the
Committee on Finance and requested answers to a number of questions related to
the proposed Free Trade Agreement (FTA) between the United States and Israel.

.Our res;‘)gnse to your questions on behalf of the United States Bromine Alliance is
attached. We agree that this additional information will help to further clarify and
emphasize the impact an FTC will have on Arkansas and the United States.

35-438 0 - 84 ~ 12
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Your support and the aggressive actions you have taken on this matter are great-
ly appreciated. If I can provide any additional assistance, please let me know.
Sincerely, )
KeNNETH E, KARMEL,
General Manager,
Bromine Chemicals Division, Ethyl Corp.

QUESTIONS SUBMITTED BY SENATOR PRYOR AND U.S. BROMINE ALLIANCE RESPONSE

Question 1. Please state for the record the specific effect the EDB phasedown in
%a:oline has had on four industry thus far and what will be the effect in the future?

you have any dollar figure available?

Answer. Approximately 295 million pounds of ethylene dibromide (EDB) were sold
and used in the U.S. in 1974. Currently we estimate that 164 million pounds of EDB
were produced in the U.S. in 198R. This 141 million pounds per year reduction corre-
sponds to a current annual loss in sales revenue of about $45 million per year for

e bromine industry. A 141 million pounds/yr decrease in EDB demand reduces
elemental bromine production by about 120 million pounds per year. :

EDB was banned for essentislly all agricultural uses in late 1983. This ban will
reduce EDB production by about 25 million pounds per year for 1984 and beyond.
This will mean an immediate loss of about $8 million per year for the bromine in-

dustry.

EI% demand will continue to decline at 5 to 10 percent per year if current phase-
down lations on lead-antiknock fluids continues. There have been leaks from
within the EPA that a proposal to eliminate leaded gasoline in the U.S. might occur
as early as 1987. If such a proposal should be forthcoming, then another governmen-
tal blow will have been dealt to EDB. The impact from such a proposal will result in
6immmﬂtalt}iaf.e reduction of 15 to 20 million pounds per year of EDB and a loss of $4.5 to

ion.

Question 2. If the FTA were approved, how many of the bromine compounds you
produce would be most severely a&emd? Why?

Answer. Directly or indirectly, the majority of bromine comgounds would be af-
fected by an FTA with Israel. The most vulnerable Xroducts by far are flame retard-
ant compounds, particularly tetrabromobisphenol A and decabromodiphenyl oxide.
A few weeks ago, Dead Sea Bromine a.anounced thateit would build a large new fa-
cility with a capacity of 10 million pounds per year to manufacture decabromodi-
phenyl oxide. For the U.S. bromine industry, the flame retardant area is one in
which there is an opportunity to offset losses caused by decreasing EDB £roduction.

The other major area of vulnerability involves heavy fluids, above all, calcium
bromide and sodium bromide, According to a recent Chemical Week article, the
Dead Sea Bromine Group is considering a new 44 million pound calcium bromide
facility which would mean a very major increase of existing production capacity
throughout the world. .

Question 8. Why is the possibility of a $20 million increase in bromine imports
critical to the U.S, bromine industry? )

Answer. The Alliance has estimated that imports from Israel would be increased
by $20 million by the end of 1985 if they obtained duty-free access to the U.S.
market in 1984, ;{‘his amount represents a most conservative estimate of inroads
they might make in this industry. We have submitted data that show that bromine
chemical imports from Israel grew from about $3 million in 1980 to about $10 mil.
lion in 1983. This amounts to a 89-percent compound growth rate with duty imposed.
on some products. Elimination of all duties will certainly accelerate this growth.
Without duty restrictions we would expect the Dead Sea Bromine Group to capture
at least 25 percent of tl{e U.S. market if we look beyond 1986. A 25 percent share of
the market in 1983 (estimated to be $300 million) would exceed 3 6 million. This
share for the Israelis and the demise of EDB will insure that the U.S. is left with a
domestic industry in significant decline.

Question 4. Traditionally, the U.S. has been committed to free trade. Why does
your industry want to continue duties on bromine coming from Israel?

Answer. The Alliance supports the concept of free trade and has emphasized that
we are only requesting that bromine chemicals be excluded from the agreement.
The reasons for this request are not because of philosophical disagreement with free
trade, but because this sigcific domestic industry is vulnerable and will be severely
impacted. Our industr?! as been seriously affected by government-related regula-
tions and is in no position to defend itself from a government-owned company al-
ready enjoying other government-imposed advantages (Example: Duty-Free imports
into ;Jurope and Japan).
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Briefly, the domestic industry has seen its largest volume product, EDB, sched-
uled for extinction by government regulations, and the industry overall is currently
operating at only 58 percent of capacity, Other government burdens on the domestic
industry, but not a cost factor for Israeli imports, will compound our problems. The
Israeli industry currently has duty-free access to the markets outside the U.S., while
U.S. industry products face duties of 10 percent to 20 percent in those same mar-
kets. Other concerns have been expressed, but we are especially worried about com-
petition from a foreign government-owned company that may be motivated by the
need to generate hard currency instead of profit incentives.

Question 5. Is it correct that over 80 percent of current imports from Israel re-
ceive duty-free treatment already? If so, wh'y does your alliance express such a
grave concern over the loss of tariff protection

First: Even though a large percentage of bromine products are at present dutly;-
free for Israel under GSP, the important flame retardants area still enjoys much-
needed tariff protection.

Second: The Generalized System of Preferences (GSP) confers current advantages
on Israel. However, this mag not be available in the future because of either the
expiration of GSP in early 1985 or the graduation of Israel from the system due to
Israel’s status as a very advanced developing country.

Third: Even though the percentage of overall imports which would become dutiy-
free as a result of the Free Trade Area proposal with Israel may appear small,
every additional pound of bromine compounds entering the U.S, market will aggra-
vate an already precarious situation.

Question 6. at is the bromine situation in other markets in the world, say the
EEC and Japan? Do Israeli shipments into those places pay duties, and how does
this compare to our shipments?

Answer. Europe is the largest market and Ja is second largest market for bro-
mine chemicals outside the U.S. There are small amounts of domestic production of
these products in both markets; however, both are net importers. Israel has a FTA
with the European Common Market and is faced with no duties on bromine, bro-
mine derivatives, and most other products. Israel’s bromine products are imported
into Japan duty-free through preferental duty treatment similar to GSP. Products
from the U.S. are subject to import duties in both these important market areas.
The duties avcrage about 10 percent, but are as high as 20 percent on some impor-
tax::froducts. Certainly in large part due to this favored treatment, Israel has cap-
tured over 60 percent of the non-U.S. markets.

Question 7. Will the bromine industry have any offsetting benefits from a FTA
with Israel?

Answer. No. The consumption of bromine products in Israel is very small, and
there are no other related product markets in Israel that would benefit Alliance
members if duties were eliminated.

tion 8. Do we currently ship any bromine or bromine products to Israel? If we
could what kind of duty or other protective barrier would our bromine face?

Answer. In gathering Journal of Commerce data for a one-year period (June 1982
through May 1983) we have found that approximately 600,000 pounds of bromine
products were exported to Israel from the U.S. Duties on imports into Israel for sev-
eral bromine products are listed on the schedule attached. Further U.S. Governmen-
tal export statistics compiled by Schedule B numbers are being obtained and will be
submitted to you under separate cover.

tion 9. Have there been previous attempts to get all bromine from Israel into:
this country duty-free? When were these attempts made and what were the results?

Answer. In 1974, at the request of the U.S. bromine industry, elemental bromine
was exempted from the Multilateral Trade Negotiations under GATT’s (Generalized
Agreement on Tariffs and Trade) Tokyo Round.

In 1974-75, the Dead Sea Bromine Group’s petition to have EDB included in the
list of articles subject to duty-free treatment within the Generalized System of Pref-
erences (GSP) was denied by the Administration as a result of the bromine produc-

ers Of&osition to this petition.

In 1976, the Trade Policy Staff Committee (TPSC) of the Office of the Special Rep-
resentative for Trade Negotiations proposed, by its own motion, to provide duty-free
treatment to imports of tetrabromobisphenol-A, parabromophenol, dibromophenols,
tribromophenols, tetrabromoxylenes, and bromobenzene. The U.S. bromine industry
opposed this action and testified before the TPSC. In early 1977, U.S. Trade Repre-
sentation decided that these bromine compounds should remain dutiable.

In 1981, Ameribrom of Israel petitioned for duty-free status on tetrabromobis-
phenol-A. The bromine industry again opposed this action and testified at hearings
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of tlhe“%zs. International Trade Committee and TPSC. The petition was denied in
early .

In 1981, the TPSC considered GSP benefits for Tariff Schedule of the U.S, (TSUS)
No. 402.80, a broad basket category containing, among others, a series of bromine
compounds. As a result of submissions by the bromine industry opposing this action,
this tariff category did not become eligible for GSP benefits.

PARTIAL LISTING OF CERTAIN BROMINE AND RELATED CHEMICALS CLASSIFIED BY ISRAEL! TARIFF

NUMBER/HEADING
Applicable Israefi tariff rates
iption (including items of interest T
Headog Desciptin (ockdag ) Seredl £EC inports

28.01 Halogens, bromine: .
28.01.1000  Chlorine (percent) ‘8 1
28.01.9900  Other—including Elemental Brom‘ne Free Free
28.30 Chlorides, bromides:
28.30.1000  Calcium chloride (percent) 10 18
28.30.2000 Calcium bromide (percent) 10 8.7

Potassium bromide

Sodium bromide.

Ammonium bromide

Zinc bromide
28.32 Chlorates, bromates:
28.32.1000 Chlorates (percent) 12 12
28.32.9900  Other, including sodium and potassium bromates Free Free
29.02 Halogenated, derivatives of hydrocarbons; saturated acyclics:
29.02.1020  Dibromo-chloro-propane (percent) 12 12
29.02.1030  Ethylene dibromide (percent) 12 12
29.02.1040  Methyl bromide (percent) -12 12
29.02.1050  Bromo fluorides (percent) 2 2
29.02.1090  Other Free Free
29.07 Halogenated derivatives of phenols or phenol alcohols:
29.07.1090  Other, including Tetrabromobisphenol A Free Free
29.08 Eth:lr's aYIndoh%l:genated derivatives; including: Decabromodipheny! Oxide, Octabromodi- Free Free

enyl Oxide.

29.09 Epoxides, with three or four member ring and halogenated, diivatives.............ccucens Free Free
29.15 Polycarboxylic acids and their anhydrides, including derivatives:
29.15.1000  Esters of phthalic or adipic acids, including: Tetrabromophthalic Anhydride (percent).... 12 89

STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE REFRESENTA-
TIVE, DEPARTMENT OF LEGISLATION, AMERICAN FEDERATION
OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

Senator DANFoRTH. Mr. Koplan.

Mr. KoprLaN. Thank you, Mr. Chairman. I will summarize my
statement. ‘

The AFL-CIO appreciates this opportunity to present our views
and our opposition to the administration’s proposal to establish a
free trade area with Israel. This proposal is a matter of grave con-
cern to the AFL-CIO and our affiliate unions.

We believe that the establishment of a free trade area with
Israel or with any country for that matter simply places an addi-
tional burden on American workers who are already paying the
price with unemployment and lost earnings for trade and economic
policies that have resulted in decreasing exports and an eveér-rising
flood of imports. In addition, a bilateral agreement of this kind
flies in the face of the carefully negotiated, theoretically balanced,
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and congressionally approved tariff cuts agreed to in the Tokyo
round and currently being Eut in place.

We urge Congress to withhold the authority to conclude such an
agreement and maintain the minimal protections and safeguards
currently in law.

Exemptions for import-sensitive products such as those contained
in the recently enacted Caribbean Basin Initiative or the General-
ized System of Preferences would not be permitted in the Israeli
frgtla:. trade area. Nor would the minimal safeguards contained in

As this committee knows, the AFL-CIO has historically been one
of the most vocal supporters of Israel in the United States. Our op-
position to this proposed agreement in no way suggests a lessenin,
of our commitment. Rejection of this agreement is not anti-Israeli.
It’s rather a positive expression of concern over the health of U.S.
industry and the employment of American workers.
~ At a time when the United States is experiencing a huge mer-
chandise trade deficit with a rapidly increasing volume of imports,
additional reduction of U.S. tariff and other protections just does
not make sense. It is our firm belief that the Israeli free trade area
proposal is not in the interest of the United States, and can only
contribute to the further decline of the U.S. industrial structure by
increasing imports from Israel.

Our concern over this potential agreement is two-fold, First is
the issue of precedent. If agreement can be reached and Congress
approves, it would be the first such free trade arrangement in U.S.
history. Its establishment would make future requests from other
countries for free trade areas much more difficult to refuse.

This morning we heard Senator Symms comment on South
Korea, and Ambassador Brock commented on discussions with

Egypt.

gg’econd, there are numerous potential problems that are specific
t. such an agreement between the United States and Israel. As |
am sure this committee knows, Israel already enjoys privileiged
access to the U.S. market through its participation in the GSP Pro-
gram. The AFL-CIO has presented its views many times in the
past. We've expressed concern over the inadequacy of GSP provi-
sions designed to provide minimal protection to import-sensitive in-
dufstries, d2nd made suggestions just last week to strengthen those
safeguards.

The establishment of a free trade area would eliminate the little
rotection import-sensitive industries currently have under GSP.
n fact, it is our understanding that this is one of the principal rea-

sons the Israeli Government is seeking such an agreement. They
are apparently concerned that the preferential access granted to
them is too limited and inhibits their exports to the United States
in a wide variety of products.

Industries that might be affected through the elimination of
duties include sophisticated medical equipment and engine parts
and aircraft parts, jewelry, glass, various types of machtiery and
electrical equipment, textiles and apparel, and footwear and leath-
er products. Many of these industries have already been recognized
by Congress as being import sensitive and are experiencing high
levels of unemployment. '
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. C?:ppletion of this agreement would only contribute to their dif-
iculties.

The close relationship that we have had historically with Israel,
emphasized earlier in our testimony; has made our opposition to a
United States-Israeli free trade area particularly difficult. Howev-
er, we strongly believe that such a proposal will not be to the
mutual benefit of the two countries. A weakened, ineffectual
United States is not going to be a helpful ally to Israel. Progress
toward our common goals of freedom, democracy, and economic se-
curity will be better served by the reindustrialization of America.

Mr. Chairman, I am accompanied this afternoon by Mark Ander-
son, trade economist in our Department of Economic Research.

Thank you.

[The prepared statement of Mr. Stephen Koplan follows:]
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84-03
STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE REPRESENTATIVE,
DEPARTMENT OF LEGISLATION,
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE UNITED STATES SENATE, COMMITTEE ON FINANCE,
ON THE PROPOSAL FOR FREE-TRADE AREA WITH ISRAEL
February 6, 1983

The AFL-CIO appreciates this opportunity to present our views in opposition to the
Administration's proposal to establish a free-trade area with Israel. This proposal is a
natter of grave concern to the AFL-CIO and our affiliate unions. We believe that the
establishment of a free-trade area with Israel, or with any country for that matter, simply
places an additional burden on American workers who are already paying the price with
unemployment and lost earnings for trade and economic policies that have resulted in

. decreasing exports and an ever rising flood of imports. In addition, a bilateral agreement of
this kind flies in the face of the carefully negotiated, theoretically balanced, and
Congressionally approved tariff cuts agreed to in the Tokyo Round of the Multilateral Trade
Negotiations and currently being put in place. We urge Congress to withhold the authority
to conclude such an agreement and maintain the minimal protection and safeguards
currently in law.

Free-trade areas such as the one being considered by the U.S. and Israel are a
deviation from Most-Favored-Nation Treatment under the General Agreement on Tariffs
ar;d Trade (GATT), but are permitted as long as they are structured to meet certain criteria.
Among other things, the agreemnent must cover "substantially all trade” between the parties '
and must be staged into effect within a reasonable length 6f time. Therefore, exemptions
for import-sensitive products, such as those contained in the recently enacted Caribbean '
Basin Initiative or the Generalized System of Preferences (GSP) would not be permitted in
an Israeli free-trade area. Nor would the minimal safeguards contained in GSP.

As this Committee knows, the AFL-CIO has historically been one of the }nost vocal

supporters of Israel in the U.S. Our commitment to Israel goes far beyond our trade union
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links with Histadrut. The 1977 AFL-CIO Convention in Los Angeles put it in the following

manner:
"Our support of Israel is not a function of which party is in power at a

particular moment, but rzther is rooted in a deep respect for the extraordinary

achievements of that small country, working through the democratic process,

and in our conviction that the democratic road offers the best hope of progress

and peace for all the countries of that region."

The 1983 Convention stated: "The AFL-CIO reaffirins its support for Israel, the only
democratic state in the Middle East and a strategic ally."

Our opposition to this proposed agreement in no way suggests a lessening of our
commitment. Rejection of this agreemnent is not anti-Israeli. It is rather a positive
expression of concern over the health of U.S. industry and the employment of American
workers,

At a time when the U.S. is experiencing a huge merchandise trade deficit with a
rapidly increasing volume of imports, additional reduction of U.S. tariff and other
protections just does not make sense. For 1983, the U.S. merchandise trade deficit reached
$69.4 billion, alinost 63 percent greater than the deficit experienced in 1982, During the
last year, exports dropped by $11.2 billion, while imports increased by $15 billion. The
Administration predicts deficits in excess of $100 billion for l9ék. For manufacturing, the
international position of the U.S. deterioralted even more dramatically. The traditional
manufacturing trade surplus in the 1970's have now become deficits. The $10.5 billion
deficit in 1982 increased to an astonishing $38.2 billion in 1983 and will be higher in 1984,
This huge deficit has contributed significantly to the deterioration of America's industrial
base and our continuing high levels of unemployment. In a study recently released by Data
Resources, Inc., it was estitnated that this trade imbalance will cost up to two million jobs
this year.

It is our firm belief that the Israeli free-trade area proposal is not in the interest of

the U.S. and can only contribute to the further decline of the U.S, industrial structure by

increasing imports from Israel,
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Our concern over this potential agreement is twofold. First is the issue of precedent.
If agreenent can be reached, and Congress approves, it would be the first such free trade
arrangement in U.S. history. Its establishment would make future requests from other
countries for free-trade areas lqnch more difficult to refuse. The economic and political
rationale given by the Administration for establishing a free-trade area with Israel will be
cited as precedent by tnany other countries in the world. Is this initiative the start of the
process where similar negotiations will soon commence with South Korea or the European
Economic Community? The U.S. inarket is already the most open in the world and the
elimination of the minimal protections now in place will only accelerate the downward spiral
of the nation's industrial strength.

The October 1983 AFL-CIO Convention in a resolution on International Trade and
Investinent reiterated its strong opposition to further tariff cuts and opposed the granting of
Presidential authority to negotiate such cuts.

Second, there are humerous potential problemns that are specific to such an agreement
between the U.S. and Israel. As I am sure this Committee knows, Israel already enjoys
privileged access to the U.S. market through its participation in the GSP program. The
AFL-CIO has presented its views many times in the past. We have expressed concern over
the inadequacy of GSP provisions designed to provide minimal protection to import-sensitive
industries and made suggestions to strengthen those safeguards. The establishment of a ‘
free-trade area would eliminate the little protection import-sensitive industries currently
have under GSP. In fact, it is our understanding this is one of the principal reasons the
Israeli government is seeking such an agreement. They are apparently concerned that the
preferential access granted them is too limited and inhibits their exports to the U.S. in a
wide variety of products. Industries that might be affected through the elimination of
duties include: Sophisticated medical equipinent, and engine parts and aircraft parts,

jewelry, glass, various types of mnachinery and electrical equipment, textiles and apparel,
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and footwear and leather products. Many of these industries have already been recognized
by Congress as being import sensitive and are experiencing high levels of unemployment.

R Completion of this agreement would only contribute to their difficulties.

- We are told, however, that this agreement would be mutually beneficial in that it
would also ensure access to the Israeli market for U.S. exports. We believe that duty-free
access to the $8 billion Israeli market in no way matches the benefit of unfettered access to
the $3 trillion U.S. inarket. Announced measures of the Israeli Finance Ministry to address
their balance of payments problems by increasing exports and reducing imports makes
expectations of larger 1).S. exports unrealistic at best. Further, it is ditficult to understand
how acknowledged Israeli governmental practices of industrial targeting, subsidization and
state-owned entefprises fit in the concept of a free-trade area. While these policies are a
proper and justifiable expression of Israel's domestic political and economic concerns, there
is no reason for the U.S, to believe that trade will take place between the two countries on
the model of Adam Smith.

1t should also be remembered despite the poor state of the Israeli economy, official
unemployment there is only about 5 percent as compared to 8 percent in the U.S.

The close relationship that we have historically had with Israel, emphasized earlier in
our testimony, has made our t;pposition to a U.S.-Israeli free-trade area particularly
difficult. However, we strongly believe that such a proposal will not be to the mutual
benefit of the two countries. A weakened, ineffectual United States is not going to be a
helpfut ally to Israel. Progress toward our common goals of freedom, democracy, and

econoinic security will be better served by the reindustrialization of America.
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Senator DANFORTH. Mr. Nehmer, it's my understanding that
Israel is not a low wage country. _

Mr. NEnMER. Senator, in the areas that we are talking about—
textiles, apparel—their wages are lower than those in the United
States or a proximatelg the same.

Senator DANFORTH. Or approximately the same?

Mr. NenMER. That's right. In the leather products area, they are
actually lower than ours. ;

Senator DanrorTH. Significantly lower?

Mr. NenMER. Significantly lower. Yes. We can provide you with
that information. .

Senator DaNrorTH. We would like to have that information.

[The information from Mr. Nehmer follows:] :

AMERICAN FiBER, TEXTILE, APPAREL COALITION,
' Washington, DC, February 9, 1984.
Hon, RoBrrT DoOLE,
Chairman, Senate Committee on Finance,
Dirksen Office Building, Washington, DC.

DEAR MR. CHAIRMAN: This is in further response to two questions posed by Sena-
tor Danforth to Stanley Nehmer, who represented the American Fiber, Textile, Ap-
garel Coalition, at the Finance Committee’s hearing on the Israel free-trade area on

'ebruary 6, 1984, :

The first question was to identify the specific textile and apparel items that Israel
exports to the United States.

t was suggested to Mr. Nehmer that Israel shipped only a limited number of tex-
tile and apparel ‘categories to the United States, and that these were in the high
fashion area. Contrary to this impression, in 1983, Israel was a major supplier (as
defined by the Commerce Departméent) to the United States of: Men’s and boys wool
sweaters; Man-made fiber hosiery: Miscellaneous man-made fiber apparel; and Con-
tinuous non-cellulosic yarn. -

In 1983, the U.S. imported 21.8 million square yard equivalents in textiles and ap-
parel from Israel, an increase of 165 percent over 1982. These consisted of more
than 40 different categories, as follows: .

Cotton; Hosiery, Coats, Dresses, Playsuits, Knit and woven shirts, Sweaters, Trou-
sers, Dressing gowns, Underwear, Miscellaneous apparel, Sheets, Pillowcases,
Towels, Bedspreads and quilts, and Other cotton manufactures.

Wool: Yarn and tops, Woolen and worsted fabric, Tapestry and upholstery, Other
fabrics, Women’s coats, Knit shirts and blouses, éweabers, Skirts, Women's suits
Women’s trousers, Miscellaneous apparel, Floor coverings, and Miscellaneous wool
manufactures,

Man-made fiber: Yarn, Fabric, Hosiery, Men’s and women’s coats, Dresses, Play-
suits, Women’s knit skirts, Women'’s suits, Woven shirts, Skirts, Women's sweaters,
Trousers, Dressing gowns, Miscellanecus apparel, Floor coverings, and Miscellane-
ous manufactures.

In response to the second question concerning com;i?rative wage rates in the
United States and Israel in the apparel sector, Mr. Nehmer answered that he
thought the Israeli wage rate was about half the U.S, rate. His estimate was based
on Bureau of Labor Statistics (BLS) unpublished data for calendar ﬁar 1981 (com-
piled by BLS in April 1983). According to these data, the hourly labor cost (waﬁ:s

lus fringes) of Israeli workers in the apparel sector was actually less than half the
étsé (EaZt% 9(82.2g6vgzaé)$6.22), a8 was similarly the case with leather and leather prod-
u .69 vs. $6.44). ‘ :

In order to examine more current data, we reviewed Israel’s Central Bureau of
Statistics’ Monthly Bulletin of Statistics and Su %lements, which reports avera&e
monthly earnings of workers in various sectors of the Israeli economy. In May 1983,
the earnings of workers (wages plus some, but not all, fringes) in the clothing sector
of Israel were 20,700 shekels per month, or $478 d)er month in U.S. dollars. Aver:
weeklg earnings (not including fringes) in the U.S. apparel industr{ain May 19,
were $192.41, or approximately $83 I1;(91- month (assuming 4% weeks per month).
Thus, as recent as eight months ago, Israeli workers earnings in the apparel indus-
try weg only lx;lightly more than half the U.S. wage rate.

ncerely, ‘
W. RAy SHockLey, Chairman.
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! Sen‘?tor DANEom‘H. In the textiles would you say significantly
ower

Mr. NEuMER. Yes; lower—no more than what they are in the
United States. Certainly not as low as we find in the Far East.
Nothing like this.

Senator DaNForTH. Right, I mean this is not the classic case of a
country which just has rock bottom wages and is running sweat
Shﬁfs and so on.

r. NEHMER. Not like the $.16 an hour in the Peoples Republic
of China. But when the person is drowning and treading water
trying to stay afloat, if you push his head down a little bit further,
it isn’t going to help him in his ability to survive. That's what we
are saying here.

I should point out that there have been some products from
Israel which have been very important in the textile, apparel,
leather products areas. There was a whole escape clause case in
which Israel leather apparel played a key role.

I think that one of the testimonies today points out an important
arealthat Israel is in. That’s fashion apparel and other types of ap-
parel.

Senator DANFORTH. Is it generally high fashion?

Mr. NEHMER. Generally. But I remember negotiating the first bi-
lateral textile agreement with Israel when I was in the State De-
partment. Much of that was not fashion apparel at that time. Now
since then they certainly have developed. '

I am advised that in textiles and a%parel the average wage in
~ Israel is roughly half that of the United States so my first inclina-
tion was correct.

Senator DANFORTH. What areas of textile do they export to the
United States? Is it across the board or is it specific areas?

Mr. NEaMER. I don’t believe it is across the board. I believe it is
in the apparel area. .

_ Senator DANFORTH. I'm told one of the leading areas is high fash-
ion swimwear.

Mr. NEnMER, Yes; I have seen that in the testimony. I believe
that is correct. Yes. We've seen that advertised.

Senator DanrForTH. Would that be a significant threat to the
United States—high fashion swimwear?

Mr. NeaMmEeR. The U.S. apparel industry is a large producer of
swimwear, yes, fashion swimwear.

I think, Senator, it's not the adverse impact alone. It's the ques-.
tion of trade golicy that we see the United States embarking on
here. First CBI, now Israel, and now we hear that Ambassador
Brock, the administration, will be asking for legislation which is
not country sgecific. Israel has great experience in the textile and
apparel area. Israel can expand their exports to us. The U.S. tariffs
on textiles and apparel are well above the average for all tariffs,
somewhere on the order of about 25 percent. You go from 25 per-
cent to zero, you've got quite a shock.

Senator DANFORTH. Thank you very much, gentlemen.

There is another vote now on the floor of the Senate, and I'm
sure Senator Dole wil] be back in just a couple of minutes for the
next panel.

[Whereupon, at 4:36 p.m., the hearing was recessed.]
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AFTER RECESS

The CHAIRMAN. This is sort of a yo-yo operation here. We've got
votes going on so if you can help us by summarizing your state-
ment, it will be appreciated. I will make it clear that the entire
statement will be made a part of this record—all statements for
this panel and those of the following panel. '

STATEMENT OF W. GLENN TUSSEY, ASSISTANT DIRECTOR, NA-
TIONAL AFFAIRS DIVISION, AMERICAN FARM BUREAU FEDER-
ATION, WASHINGTON, DC

Mr. Tussey. Well, thank you very much, Mr. Chairman.

First of all, I would like to say that the Farm Bureau seeks an
exemption from the proposal for horticultural commodities and
products. I will set about trying to give some of our reasons.

First of all, we think that this is an economic arrangement or a
swap that strongly favors Israel. Under this arrangement Israel
would be getting duty-free access to a market of 234 million people,
with a gross national product of over $3,000 billion. And in return
. the United States would be granted duty-free access to a market of
about 4 million, with a gross national product of about $21 billion.

Also I would like to say—it has been discussed here today wheth-
er there was some subsidies on some of the agricultural products.
In 1980, the International Trade Commission did find that Israeli
roses into the United States were being subsidized. Today, there is
a 22 percent ad valorem duty on roses imported from Israel to
countervail the subsidies that were found to be on those rose im-
ports. And some of our growers wonder if there aren’t other E‘x;od-
ucts that might also be subsidized coming in from Israel. We know
of the rose case because the rose people won that case, and there is
a countervailing duty against it.

So we feel that U.S, agriculture should not be asked to accept ad-
ditional possibilities of subsidized competition because we are al-
ready receiving severe competition from subsidized products from
tBhe 'luropean Community into third country markets and from

razil.

Another important point is that Israel is not a signatory to the
GATT subsidy code. Thus, U.S. producers do not now have to prove
injury regarding dutiable subsidized Israeli imports. The rose
people did not have to prove injury because Israel is not a member
of the GATT subsidy code.

However, if these duties are removed as proposed then the injury
test would apply, and our producers would have to pursue injury
testt;s at a very large cost. Many producers could not afford such a
cost. A

So we think that Israel already has advantages under the GSP
program for duty-free treatment. Nearly 60 percent of Israeli agri-
cultural exports to the United States are eligible for GSP status.
Therefore, it’s for these reasons and one other that I would like to
mention that we oppose the proposal.

As Mr. Nehmer pointed out, this is a departure from the multi-
lateral trade negotiating process toward more bilateral arrange-
ments. We would favor the multilateral approach and we were
~ pleased when a week or so ago Ambassador Brock announced that
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they would seek multilateral trade negotiations, I believe, begin-
ning in 1986.
e appreciate this opportunity, Senator.

The CrairMAN. Thank you.

Glenn, I think your statement indicates that we export about 6.3
million worth of ag products to Israel. We are advised that it’s
much higher—maybe there’s a difference in description.

Mr. Tussey. Yes. I think we picked up the wrong figure there.
We will supply another figure. . '

The CHAIRMAN. Right. I think the USDA indicates it is 297 mil-
lion in exports. Soybeans, 100 million; sorghum, 55; corn, 50; wheat,
61. And we import 51 million. We might check that.

"Mr. Tussey. Yes, we will check that. I think the figure we picked
up is for horticultural products going to Israel instead of total agri-
cultural products.

The CHAIRMAN, That’s probably what it is.

Mr. Tussgy. Yes.

" [The prefpared statement from Mr. W. Glenn Tussey and the ad-
ditional information follow:] . :

STATEMENT OF THE AMERICAN' FARM BUREAU FEDERATION, PRESENTED BY W. GLENN
TussEY, AsSISTANT DIRECTOR, NATIONAL AFFAIRS DIvisioN

Farm Bureau appreciates the opportunity to comment on the' Administration’s.
pro to establish a free-trade. area with Israel. :
t of all, Mr. Chairman, it seems we'should take a look at what is being
swapped for what. Some numbers on potential customers for both parties to the pro-
agreement and the relative size of existing trade benefits to each will give an

dea as to which party would be getting the best deal from this ment,

The Israelis would be getting duty-free access to a market of 234 million people
with a gross national product of over $3,310 billion. In return, the U.S. would be
granted duty-free access to a market of about 4 million people with a gross national
product of about $21 billion.

The present trade balance for horticultural products between the U.S. and Israel
is overwhelming in favor of Israel.

In 1982, the U.8. exported $6.3 million worth of horticultural products to Israel.
We received from Israel $36.1 million worth of such products.

In 1988, from January through November, the imbalance in horticultural prod-
ucts continued. We exported $7.83 million to Israel and imported $34.56 million.

Mr. Chairman, if a free-trade area is formed between the U.S. and Israel to elimi-
nate duties and non-tariff barriers on substantially all trade between the two coun-
tries, it seems that far more trade benefits would accrue to Israel than to the U.S,,
especially in the area of horticultural trade. o

Another concern of the U.S. farmers is the fact that some Israeli horticultural
products are the beneficiary of subsidies as was found by our Government in a find-
ing against Israeli roses in 1980, The offsetting countervailing duty on roses import-
ed from Israel is currently about 22 percent ad valorem.

U.S. farmers and ranchers are already faced with subsidized competition from the
Eurogean Community, Brazil and others. It seems unfair to broaden such subsidy

ibilities at a time when resolutions to maner existing subsidy problems has not
n obtained by our Government in its negotia '11915 efforts, .

Israel is not currently a signatory to the GATT Subsidy Code. Consequently, on
dutiable items impo! from Israel, U.S. producers can get relief from subsidized
commodities and products without proving injury to their industry. If Israel should
be granted duty-free status without qualifications under the proposed_free-trade
area, an injury test would be required. The legal fees to lsursue relief under injury
test requirements are often more than farmers can afford. Thus, horticultural pro-
ducers would find procedures for countering subsidized imports from Israel more dif-
ficult than is currently the case.

This free-trade are;rroposa] could have a considerable adverse impact on U.S,

wers of horticultural commodities and products which are competitive with the
ports which would come in duty-free from Israel.
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The impact could be extensive if the import volume increases substantially in the
gorticultural area. Citrus, flowers, avocados and tomato products are the most sensi-

ve areas.

Growers fear that the Israelis may target the U.S. market and increase their
volume to this country dramatically after receiving duty-free treatment under the
U.S./Israeli Free-Trade Agreement. This prompts Farm Bureau to ask that horticul-
tural commodities and products be exempted from the proposal.

Farm Bureau has consistently supported multilatreal trade negotiations, and we
feel that another round of such negotiations would be more appropriate with trade
benefits much more far reaching and widespread than would be bilateral arrange-
ments such as the proposed free-trade area with Israel. U.S. agriculture supports
measures for freer trade but only if there is a fair balance between the value of
concessions and counter concessions. :

Israel already gets substantial tariff breaks under the Generalized System of Pref-
erences (GSP) am as well as substantial U.S. foreign aid. We understand that
69 percent of the agricultural imports are eligible for GSP status. Israel, while en-
joygfg substantial tariff advantage under GSP, can petition for additional duty-free
exports to the U.S. as other developing countries do under the GSP rules, Therefore,
it would seem that Israel should be accorded neither more nor less tariff advantage
than is accorded our other friends who are equally anxious to develop their econo-
mies.

Mr. Chairman, we will appreciate consideration of our views as legislation is de-
veloped on this free-trade area proposal.

STATEMENT OF BOBBY F. McKOWN, EXECUTIVE VICE
PRESIDENT, FLORIDA CITRUS MUTUAL, LAKELAND, FL

The CHAIRMAN. Mr. McKown.

Mr. McKown. Yes. Thank you, Mr. Chairman.

The CHAIRMAN. Good to see you again.

Mr. McKowN. Yes, sir. And thank you.

Mr. Chairman, Florida Citrus Mutual, as you know, is a volun-
tary cooperative trade association of more than 13,300 citrus grow-
ers in Florida. In addition, I have been asked to speak on behalf of
the Florida Citrus Processors Association, and the State of Florida,
Department of Citrus.

While Florida Citrus Mutual is not opposed in principle to the
negotiation of a U.S.-Israel free trade area, we believe that citrus
Froducts, particularly frozen concentrated orange juice and grape-

ruit juice, should be excluded from the coverage of any such ar-
rangement. The U.S. citrus industry is increasingly sensitive to im-
ports of subsidized products from Brazil and has been required to
contend with duty avoidance practices in recent years.

Our import sensitivity has been confirmed by the consistent
denial of GSP eligibility and the citrus safeguard provisions in the -
CBI. Available import and export figures indicate that exports of
FCOJ from Israel to the EC exceed its total available supply, in-
cluding its imports from Brazil. It is apparent that duty-free treat-
ment for such juice entering the United States will result in a
transshipment of Brazilian products through the free trade area
beneficiary. At the very least, strictly enforced country of origin
certification requirements are necessary as set forth in the CBI
with the other safeguards that were incorporated. We believe these
provisions should be a bare minimum.

However, this will still result in diversion of Brazilian citrus into
the Israel domestic and EC markets, with the bulk of domestic pro-
duction being directed to the United States. The adverse price
impact of these duty-free imports will be substantial.
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FCM requests that frozen concentrated orange juice and grape-
fruit juice and other citrus products be excluded from the coverage
of any free trade area arrangement.

I've summarized my statement that I filed with you, Mr. Chair-
man.

The CHAIRMAN. Thank you very much. We appreciate it.

{The prepared statement of Mr. Bobby F. McKown follows:]
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STATEMENT OF BOBBY P, McKOWN
EXECUTIVE VICE PRESIDENT
PLORIDA CITRUS MUTUAL
Before the
COMMITTEE ON FINANCE

February 6, 1984°

Mr. Chairman, my name is Bobby P. McKown and I am the
Executive Vice President of Florida Citrus Mutual, of Lakeland,
Florida. FCM is a voluntary cooperative trade’ association whose
membership consists of more than 13,300 active Florida citrus growers.
There are an estimated 16,000 citrus growers in Florida, representing
almost 30 percent of the 80,000 plus people directly employed in the
Florida citrus industry in jobs ranging from harvesting to research.

FCM is aw;re of the proposals by the Administration to
enter into a U,S,-Israel free trade agreement., We are opposed to the
inclusion of any citrus products, frozen concentrated orange juice
(FPCOJ), or frozen concentrated grapefuit juice (PCGJ) in such an
agreement, if it is nggotiated. Our position is not intended to
disrupt or adversely affect relations in any manner between our two
Acountrles, but is based on the realities of the marketplace ané the
conditions of worldwide trade in citrus products. In recent years,
increased imports of FCOJ have materially and negatively affected
the Florida and, indeed, the entire U.S. citrus industry. There is
currently in effect a countervailing duty investigation suspension
agreement between the United States and Brazil, whereby Brazilian
export taxes are assessed in order to offset-the benefits of Brazilian

government subsidies to FCOJ processors. In addition to subsidized

35-438 0 - 84 ~ 13
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supplies, we have also been forced to contend in recent times with
various tariff-avoidance schemes. Our industry is not subsidized by
the Federal or State Governments, and foreign subsidization or unfair
duty advantages place extreme competitive pressures on the U.S.
industry. Over the past four years, imports of FCOJ have increased
by as much as 300 percent, and import prices have a suppressive
impact which now dictate the market in many parts of the United
States, Any proposal which would add to the growing import volumes
of both frozen concentrated citrus juices and single strength citrus
juices would seriously damage U.S. growers,

If Israel were permitted to ship FCOJ and FCGJ fiee of
duty to the United States, it is clegr that FCOJ, produced domestically
in £hat country, would be blended with FCOJ from Brazil for shipment
to the United States. The availability of this almost limitless
supply, duty freé, would further erode the chances for U.S. growers
and processors to maintain price levels necessary for a reasonable
return, Our conclusion that such hctivity would occur is not merely
an idle suggestion. The attached Table 1l demonstrates that Brazilian
exports of FCOJ to Israel are substantial, and that in 1981, Israeli
imports of FCOJ from Brazil exceeded four million gallons (at 42
degrees Brix),'or more than 12,000 metric tons.lﬂowever, when the
total avallabiliéy of FCOJ in Israel is computed, by adding its
domestic ;upply with its Brazilian imports, the resulting amount
equals far less than the volume of its exports of FCOJ to Western
Europe. While Israel has a developing citrus industry, it clearly

does not produce the amount qf citrus products reportedly shipped by



189

it to the Buropean Communities and other Western European countries.
A substantial amount of Brazilian juice is apparently imported into
Israel to enable it to maintain its export shipments to the Common
Market., While our exports to the EC are subject to MPH duty rates,
Israeél presently has a free trade agreement with the EC which permits
it to export to Europe at highly preferent'iexl duty fates. If such
treatment were granted for U.S. imports from 1Israel, further
transshipment of the Brazilian product woul’, have to be anticipated.

FCM does not oppose programs of che U.S, which are intended
to assist in the development of the indusfries of our trading partners.
Of course, we are exporters of citrus products. We have recognized
the importance of and supported such recant programs as the Caribbean
Basin Initiative and the renewal of the Generalized System of
Preferences program, where such programs include appropriate
safeguards for the highly import-sensitive citrus industry. The
present U.é. tariff structure as it relates to citrus products has
functioned well to permit adequate quantities of imported FCOJ
supplies when necessary. However, the delicate pricing and tariff
structure which has developed over the years would be seriously
disrupted if the U.S. market were open to large quantities of
transshipped duty-free citrus imports. The.Office of the U.S., Trade
Representative and the Trade Policy Staff Committee have consistently
recognized the probable effect of increased citrus imports in denying
numerous petitions for GSP treatment of citrus products in the past,
since ours is an import-gsensitive industry within the context of the

GSP.
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Accordingly, while FCM supports the overall government-
to-government program, it is important that citrus fruit and citrus
products, particularly FCOJ and FCGJ, be excluded from the coverage
of an'y such agreement, Such an exclusion would conform to longstanding
U.8. policy not to grant conéoss.lon: or unilateral advantages to
countries alteady subject to remedial action under the U.8. trade
statutes (such as the current subsidy offset export tax on Brasilian
FCOJ), If, as the evidence ve have seen establishes, Israel imports
a significant volume of FCOJ in order to maintain its own export
volume, it is loqioal to conclude that any shipments to the U.8. under
a duty~-free arrangement would include blended FCOJ from the cbuntry
which is subject to remedial action, Brazil, A

Furthermore, we do not feel that the problem could
adequately be addressed through country of origin certification
requirements. The recently onacted Caribbean Basin Initiative
provides that an article may not become a product of the beneficiary
countries through simple manipulation or mere dilution with water
so that the product is not "substantially transformed” in the
beneficlary country. At the very least’, a‘ similar certification
requirement, strictly enforced, would be necessary in the
contemplated Freo‘ Trade Area arrangement. Howaver, we feel that even
with suc!; a requirement, market disruption in the U.S. would be
likely. Such an approach would permit a free trade area beneficiary
country with an established citrus industry to substitute imported
Brazilian FCOJ in its domestic and third country export markets,
thus making available substantially all of its domestically~-produced
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juice for duty-free shipment to the United States. The consequences
of such a divetalon would further distort pricing in an already

extremely prico-eenlitive U.8. mar*et.

Therefora, while FCM supports in prinociple the proposed
free treatment area agreement, we respactfully request that frozen
concentrated orange juice, frozen concentrated grapefruit juice, and
cittui products be excluded from the coverage of any negotiated
agreement, consistent with all previous findings of sensitivity of

the domestic citrus industry.
We will bes pleased to provide any additional information

and data which the Committee may find helpful,
\ : .

TABLE 1

BRAZILIAN EXPORTS OF FCOJ TO ISRAEL

Gallons Metrio
(42° Brix) Tons

1974 379,300 1,100
1975 3,073,500 8,914
1976 5,001,300 14,508
1977 1,945,400 5,642
1978 3,210,800 9,312
1979 3,552,800 10,304
1980 2,673,900 7,758
1981 4,190,000 12,182
1982 1,803,909 5,231.9 (estimated)

¥
Source: Florida Citrus Mutual Economics Division
(1/17/84) '



Year

1979
1980
1981
1982

Ave,79-82
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TABLE 2
FCOJ AVAILABILITY IN ISRAEL

Israeli Imports Total
Production from Brazil Availability
memamnnncmnoe (Mal:ri¢ TONB) ~==~w= ———
16,700 10,300 27,000
21,200 7,800 29,000
14,700 12,200 26,900
. 39,100 5,900 45,000
22,928 9,050 31,975

Source: U.8, Dept. of Agriculture, Foreign Agricultural Service

Year

1979
1980
1981
1982

Ave.

79-82

TABLE 3
ISRAEL: FEXPORTS8 OF FCOJ

To EC To_other w«sterg,nuropa%/ Total
mommcennnnenes (Matric TONG) =wmmwerncreccccececnnnn
68,900 5,600 74,500
66,700 4,400 71,100
70,300 4,500 74,900
77,800 5,000 82,800
70,925 4,875 75,800

Y Includes Norway, Finland, Sweden, Austria and Switzerland

\

Source:

U.8. Dept. of Agriculture, Foreign Agricultural Service
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STATEMENT OF EUGENE L. STEWART, STEWART & STEWART,
WASHINGTON, DC, REPRESENTING ROSES, INC.

The CHAIRMAN. Mr. Stewart. _

Mr. STewART. Thank you, Mr. Chairman. :

On behalf of Roses, Inc. we are privile;red ana pleased to appear
before you and Senator Danforth today. To show our concern, I'm
accompanied by the president of Roses, Incorporated, a rose

ower, Mr. Len Busch; Mr. Chip Wright, who is chairman of the

mport action committee, a rose grower; Mr. Jim Krone, the execu-
tive vice president.

We wish to summarize our testimony briefly with three essential
facts and then technical recommendations based upon the Israeli-
EC arrangement as a precedent for what we recomimend.

As the gentlemen from the Farm Bureau indicated, the Com-
merce Department has determined that Israel has subsidized the
production and export of roses and on past importations a counter-
vailing duty rate of 27.9 percent is being im .

Our first recommendation is that in any bill that you report au-
thorizing negotiations you require that the agreement include a
provision that existing countervailing duty and antidumping orders
remain valid and in effect with respect to commerce from Israel.

Second, roses were determined by the President, with the advice
of the STR and a finding bg' the International Trade Commission,
to be import sensitive and duty-free treatment under the GSP was
. denied to roses from all developing countries, including Israel.

Therefore, roses are established to be import sensitive. And re-
cently the ITC in a preliminary antidumping injury determination
, g)cﬁn l?i reasonable indication of injury to roses by imports from

Om aa "

Our second recommendation, .therefore, is that any bill that you
report require the trade agreement to include either a provision ex-
cluding roses from duty-free treatment under any agreement as
import sensitive, or that a specific quota we established equal to
imports in the most recent year, 1988, so that duty free treatment
would apply only to that quantity and after that quantity the regu-
lar duty would take hold.

There is a comparable provision in the EEC-Israeli provision.
And in our text of our statement we have cited chapter and verse
in that respect.

The third recommendation or reference that we give to you is
that we call to your attention that in the Canadian-U.S. Automo-
tive Products Trade Agreement the House Committee reports spe-
cifically pointed out that either country was free to invoke Article
III, part two of GATT, the antidumping and countervailing dut;
provisions, should unfair competition occur within the framewor
of the free trade agreement. We, therefore, recommend that the
bill, ang' bill, reported by you re?uire the trade agreement make
applicable the provisions of U.S. law with respect to antidumping
duties, countervailing duties, Section 387, complaints against other
unfair methods of competition, the escape clause and Section 301 of
the Trade Act of 1974,
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And we point out that in the Israeli-EEC agreement there is a
specific provision for the normal safeguard provisions to apply to
imports in either direction.

hat completes my time, Mr. Chairman. Thank you for the privi-
lege of &:;esenting our testimony.

The CHAIRMAN. Thank you. .

[The prepared statement of Mr. Eugene L. Stewart on behalf of

Incorporated follows:]
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Summary of the
Testimony on Behalf of Roses Incorporated
before the Committee on Finance, U. §. Senate

re Proposal for Free-Trade Area with Istael
February 6, 1984

(1) fresh cut roses are import sensitive to duty-free

imports;

(2) the domestic rose growers are faced with unfair

competition from subsidized imports of roses from

Israel and Colombia; and

(3) there ls a reasonable indication that the domes-

tic rose growing industry is being materially injured

and is threatened with material injury by reason of
the importation of roses from Colomblia at less than
fair value.

On the basis of the precedent offered by the Agreement
between the European Economic¢ Community and the State of Is-
rael, and the Canadian-U.8. Automotive Products Trade Agree-
ment, the Committee should include in any bill which it reports

authorizing the establishment of a free trade area between the
United States and Israel provisions which -

. exclude fresh cut roses from the duty-free
treatment otherwise provided for by the legislation; or

., alternatively, place quantitative limitations
on the volume of fresh cut roses which may be imported duty-.
free from Israel equal to the total imports from Istael in
1983; |

.. preserve the existing countervailing duty
order and duty assessments on fresh cut roses from Istael; and

. ., make all imports from Israel subject to the
existing U.S. domestic law provisions for escape clause, anti-
.dumging duty, countervailing duty, Sec. 337 and Sec. 301
relief, X
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- Testimony on Behalf of Roses Incorporated
before the Committee on Finance, U. §. Senate
re Proposal for Free-Trade Area with Istael

February 6, 1984

Mr. Chairman and members of the Committee:

This testimony is presented on behalf of Roses Incor-
porated, the trade association representing the domestic rose
growers., While we are presenting our views through a single
spokesman today, our witness group includes Leonard 8. Bugch,
owner of Len Busch Roses, Plymouth, Minnesota, President of
Roses Incorporated; Christopher "Chip" Wright, President of N.
H., Wright, Inc., Cranbury, New Jersey, Chairman of the Import
Action Committee of Roses Incorporated; James C. Krone, Rxecu-~
tive Vice President of Roses Incorporated, Haslett, Michigan;
and Eugene L. Stewart, Esq., Special Counsel to Roses Incorpor-
ated, Washington, D. C.

We have 179 members operating commercial rose green-
houses, located in 32 States: Alabama, Arkansas, Californla,
Colorado,  Connecticut, Florida, Georglia, Hawaii, 1Idaho, Illi-
nois, Inc}iana, Iowa, Kansas, Kentucky, Maryland, Massachusetts,
Michigan, Minnesota, Missouri, New Hampshire, New Jersey, New
York, North Carolina, Ohlio, Oregon, Pennsylvania, Tennessee,
Utah, virginia, Washington, Wisconsin and Wyoming.
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In‘1983 the member; of Roses Incorporated produced and
shipped to the U. 8. market an estimated 373.3 million rose
blooms, with a farm gate value of $100.6‘million. These green-
houses are predominantly family-owned, small businesses._lﬂln
‘1983 they represent a capital investment of about $67 miliion.

and employ a %ork force of abqut 3,500 persons.

~ The Honestic comercial greenhouses producing roses
have been, and are being, increasingly affected, adversely, by
surging imports of fresh cut roses. By 1983, foreign roses had
captuced 25% of the U.S. market, up from 8% in 1980!
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U. S. Imports for Consumption of Fresh Cut Roses
by Principal Sources, 1980-1983

Period ZCOIombia‘ ; Israel ; Netherlands : QOther ; Total

Quantity (million blooms)

1980 . 29.9 5.0 1.4 2.2 ¢ 38.5
. 1981 ¢ 52.9 6.2 3.2 5.2 : 671.5
1982 : 75.4 5.3 5.2 8.3 : 941
1983 ¢ 98.7 4.3 7.2 15.9 126.1
: Value (thousénds of dollars)
1980 : 5,471 . 31T 386 : 385 ¢ 6,613
1981 : 11,078 @ 320 833 : 869 : 13,100
1982 : 16,049 : 295 : 1,158 ;1,338 ;18,840
1983 : 26,000 : 441 1,719 . 2,565 @ 30,725
; Average unit value (cents per loom)
1980 T T T SRS | R
1981 : 21 : 5 26 : 17 19
1982 : 21 : 6 22 : 16 H 20
1983 : 26 HE [+ 24 : 16 ! 24

Source: USITC Publication 1450, November 1983, Table 9; Bureau of the
Census, IM 148, .
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Israel is not t;xe.larqest, but it is one of the prin-
cipal sources of fresh cut roses imported into the United
States. In Israel, the production of fresh cut flowers, in-
cluding roses, for export is Iheavily subsidized. Counter-
vailing duties have been assessed at the rate of 27.94% ad
valorem to offset the net benefit of subsidies bestowed upon
Israeli rose growers and exporters under ten programs: the
Encouragement of ‘éaiait:al Investment Law; Government-Guaranteed
Minimum Price program; preferential short-term financing; gov~
ernment funding of the exclusive exporter of fresh cut flowers,
AGREXCO; cash payments to growers for greenhouses; cash pay-
ments to fresh ocut flower packir;g houses; cash payments from
the Export Promotion Fund; fuel grants to rose growers; long
term loans granted to AGREXCO; and a capital fund granted
AGREXCO. Federal Reqister, Vol. 49, No. 4, January 6, 1984,
pages 924, 928.

In addition, roses from Israel are severely under-
valued for customs purposes. Notice in the above table the low
unit value of Israell roses compared with imported roses from
all other sources, This undervaluation results from the Gov-
ernment owned and subsidized exclusive export organization,

AGREXCO, transferring fresh cut rvses to its wholly owned U.8,
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affiliate at nominal prices instead of prices which reasonably
reflect the fair value of the imbotted roses. As a result of
this 58% undervaluation, the 8% ad valorem rate for ordinary
customs duties is reduced effectively to 3.4%, while the coun-

tervailing duty rate is reduced effectively to 11.7%.

Heretofore, roses from Israel and other develuping
countries have been determined to be noc‘entitled to duty-free
treatment under the Generalized System of Preferences because
of the import sensitive status of the domestic product. Feder-
al Register, Vol. 46, No., 102, May 18, 1981, pp. 28779, 28780

(Case No. 78-24).

%
Moreover, roses and other fresh cut flowers from Col-

ombia, the predominant supplier of imported roses to the U.S.
market as shown by the above table, have again been found to be
_subsidized by the Colombian government. Previously, the Treas-
ury Department found in 1974 that exports of fresh cut flowers
to the U.8. from Colombia received subsidies equal to 10.4% of
their ad valorem value from the Colombian government. In that
case, as in the recent Commerce Department investigation, the
administering authority accepted an agreement from the Colom-
bians to divert the subsidies from direct to indirect support

of exports of roses instead of imposing countervailing duties
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to offset the unfair advantage of the government subsidies.
Federal Reqgister, Vol. 39, page 26922. Recently, following an
affirmative preliminary determination that the net subsidy
conferred on exports of Colombian roses and other cut Eiowers
to the United States was equal to 5% of the export value, Fed-
eral Register, Vol. 47, No. 215, Nov. 5, 1982, page 50314 et
geq., the Depgrtmem: of Commerce entered into an agreement with
the COlombiax:x exporters suspending the ocountervailing duty
proceeding amj the collection of subsidy-neutralizing counter-
vailing ducie§ in exchange for promises that they would re-
nounce these subsidies. Federal Register, Vol. 48, No., 12,
Jan. 18, 1983,‘\9. 2158 et seq. '

In addiciqn, the Commerce Department has recently
initiated an aptidumptng d'uty investigation of fresh cut roses
from Colombia. ' Federal Register, Vol. 48, No. 208, pp. 49530
et seq. The prlﬂumtnary determination is due on March 9, 1983.
Meanwhile, the E\‘ International Trade Commission has determined
that there is A reasonble indication that an industry in the
United Btates i‘s materially injured, or is threatened with
material injury, by reason of the imports from Colombia of
fresh cut roses that are the subject of the antidumping duty
investigation. USITC Publication 1450, November 1983.
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Finally, the domestic rose growers are noy threatened
anew by the blanket duty-free treatment which has just been
extended to imports of fresh cut roses from the Caribbean coun-
tries under the Caribbean Basin Initiative. Fresh cut roses
are exported to the United States from Guatemala, Costa Rica,
Panama, Jamaica, and the Dominican Republic. In 1983 a total
of 7.2 million roses were imported from these Caribbean coun-
tries, each of whom has been designated by the President as
eligible for duty-free treatment of their exports to the United
§tates. Proclamation 8133, November 30, 1983; Proclamation
8142, December 29, 1983. For comparison, a total of only 3.4
million blooms were 1mportqd from these ocountries in 1981.
-Thus, on a dutiable-basis, imports from the Caribbean producers
now opgitlﬂd to duty-free treatment have increased by 112% in
jusi:/two years time, The irony of the duty-free treatment now
extended to these countries is manifested by the fact that it
was at the request of the Dominican Republi¢c and Psnama that
the USTR and the ITC considered and on their advice the Presi~
dent ruled against duty-frye treatment for fresh cut roses
under the Generalized System of Preferences because of the
import sensitivity of roses and the probable adverse economic
offect of duty-free impovts on the domestic producers. Federal
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Register, Vol. 46, No. 102, May 28, 1981, pp. 28779, 28780.

The point of this background information is simply

this: \

(1) fresh cut roses are import sensitive to duty-free
imports;

(2) the domestic rose growers are faced vith wfair
competition from subsidized imports of roses from
Israel and Colombia; and

(3) there is a reasonable indication that the ‘domes-
tic rose growing industry is being materially injured
and is threatened with material injury by reason of
the importation of roses from Colombia at less than
fair value,

Under these circumstances, Roses Incorporated requests
that the Committee include the following provisions in any bill
which it reports which would authorize the establighment of a

free~-trade area with Israel:

A. Fresh cut roses are import sensitive products
which should be excluded from the duty-free treatment; or, at
least, subject to a quantitative limitation of 4.3 million

35-438 0 - 84 - 14
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blooms prorated equally by calendar quarter, entry to be con-
ditioned upon validated certificate of origin [Israel has a
close working relationship with the flower auction at Aalsmeer,
Netherlands with the ccimon use of export terminal facilities
which could result in the use of the Israeli duty free privi-
lege as a gateway for diversion of dutiable roses from other
countries through the Netherlands}. Precedent: the EEC 1973
Trade and Cooperation Agreement with Israel. Art. 5 of Protocol
1 on the application of Art. 2(1) of the Agreement, EC OJ L136-
10, 28.5.75.

B. All imports from Israel should be subjéct to the
safequard (escape clause) p;ovision of Sec. 201 of the Trade
Act of 1974, the unfair competition provisions of the Trade
Agreements Act of 1979 (the countervailing duty and antidumping
duty provisions, Title VII of the Tariff Act of 1930, as amend-
ed), Sec. 337 of the Tariff Act of 1930, as amended, and Chap-
ter 1 of Title III of the Trade Act of 1974 as amended by Title
IX of the Trade Agreements Act of 1979. Precedents: Article
12, 13, 14, 15, 16 and, 25, Agreement between the European Eco-
nomic Community and the State of Israel, OJ No. L 136/3, 28.5.-
75; Secs. 301, 302, 503, Automotive Products Trade Act of 1965,
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H. Rept. 537, 89th Cong. 1st Sess., p. 5: “The (Canadian-U.S.
Automotive Products Trade Agreement] permits either Gobernment
to take action consistent with its obligations under part II of
the General Agreements on Tariffs and Trade (GATT) (art. III).
Part II of the GATT includes provisions permitting contracting
parties to take antidumping (and countervailing duty] measures

and escape clause actions."

Conclusion

On thé basis of the precedent offered by the Agreement
between the European Economic Community and the State of Is-
rael, and the Canadian-U.S. Automotive Products Trade Agree-
ment, and in the view of the import sensitivity of fresh cut
roses, and the ongoing injury which the domestic producers are
experiencing from unfairly traded and duty-free imports from
Isr@el, Colombia, and other countries, the Committee should
include in any bill which it reports authorizind the establish-
ment of a free trade area between tﬁe United States and Israel

provisions which -

.. exclude fresh cut roses from the duty-free

treatment otherwise provided for by the legislation; or
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.. alternatively, place quantitative limitations
on the volume of fresh cut roses which may be imported duty-

free from Israel equal to the total imports from Israel in 1983;

.. preserve the existing countervailing duty

order and duty assessments on fresh cut roses from Israel; and

.. make all imports from Israel subject to the
existing U.8., domestic 1law provisions for escape c¢lause,
antidumping duty, countervailing duty, Sec. 337 and Sec. 301

relief.
Respectfully submitted,

Roses Incorporated
- by:
Leonard S. Busch, President
Christopher "Chip" Wright,
\ Chairman, Import Action Committee
James C. Krone, Executive Vice
President

Eugene L. Stewart, Special Counsel.

Washington, D.C.
February 3, 1984.
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The CHAIRMAN. Senator Danforth.

Senator DANFORTH. No questions.

The CualrMAN. Well, again, I would say to this panel, as I have
to others, that there may be some questions that we would want to
submit in writing because ’Iyou have raised a point I hadn’t heard
about, the EC agreement. There may be other thin%s that develop.
And we can check those figures, Glenn, and see if they are correct.
We will probably be getting back to you with a few written ques-
tions. '

Thank you.

The CHAIRMAN. Our final panel is Ms. Kaye, general counsel,
Elscint; Mr. Lee Collins, Bank Hapoalim; Dr. Felix Zandman, presi-
dent and chief executive officer, Vishey Intertechnolc;gy, represent-
ing the American-Israel Chamber of Commerce; and Harris R. Till,
senior vice president of the United Midwest International Corp.

Again, we would hope that you could summarize your state-
ments. The entire statements will be made a part of the record.

STATEMENT OF MS. LORI-NAN KAYE, GENERAL COUNSEL,
ELSCINT, INC., BOSTON, MA

The CHAIRMAN. Ms. Kaye.

Ms. Kaye. Good afternoon Mr. Chairman and Senator Danforth.
I am Lori-Nan Kaye, corporate secretary and general counsel of
Elscint, Inc., the U.S. subsidiary of Elscint Limited, an Israeli com-

pany.

Ef;cint is a company which is entirely devoted to the high tech-
nology, medical diagnostic imaging equipment market. The stock of
our parent company, Elscint Limited, is traded over-the-counter in
the United States and many of our shareholders are American.

Elscint, Inc. is predominantly involved in the sales and service of
the company’s equipment, and, with the acquisition in late 1983 of
certain assets of Xonics, Inc., our company begins 1984 with over
1,000 employees in the United States.

The manufacture of Elscint’s ultrasound equipment occurs in our
Boston, MA, headquarters, as does various research and develo
ment, Althm‘ligh 1983 figures have not yet been compiled, in 1982
Elscint, Inc. disbursed approximately $6.5 million to U.S. business-
es for rent, utilities, communications and travel. As export agent
for our dparent company, which uses on average 50 percent Ameri-
can-made components in its products, we purchased, again in 1982,
approximately $14 million in goods and supplies from American
concerns.

Thus, Elscint has a strong concern with respect to trade between
the United States and Israel from the dual perspectives of both a
United States and an Israeli business. Although Elscint’s imports
now enjoy duty free importation under the GSP, inherent in the
GSP is the uncertainty of whether the competitive need limits will
be exceeded in any year, thereby losing benefits for the succeeding
year. This uncertainty is great for Elscint since we are a high tec
company, and a small import volume of our products could dis-
qualify us from benefits. .

The establishment of a free trade area between the United States
and Israel would alleviate any uncertainty with respect to the im-
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portation of our products, and would encourage competition in the
health care market in the United States.

To date, the GSP has been very helpful in furthering Elscint's
efforts to bring affordable health care to U.S. consumers. A free
trade area would be even more valuable. ‘

The CHAIRMAN. Thank you.

[The prepared statement of Ms. Lori-Nan Kaye follows:]



209

. ]
B‘ : ' ' | | 'r ]( : 930 commonwealth avenue
. boston, massachusetts 02215
tetephone (617) 739-6000

LORI-NAN KAYE
GENERAL COUNSEL :::(6319752‘787981 43

BEFORE THE
COMMITTEE ON FINANCE

UNITED STATES SENATE
ON THE PROPOSAL FOR FREE-TRADE AREA WITH ISRAEL
FEBRUARY 6, 1984

Members of the Committee:

My name is Lori-Nan Kaye., 1 am the Corporate Secretary and
General Counsel to Elscint, Inc. in Boston, Massachusetts.

Elscint, Inc, is the U.S. subsidary of Elscint Ltd. of
Israel, a manufacturer of medical diagnostic imaging equipment,
such as CT scanners and gamma cameras,

I am submitting this written statement because Elscint, Inec.
imports from lsrael CT scanners and gamma cameras as well as
other highly advanced medical diagnostic imaging equipment.

These articles currently onter the United States duty-free under
the GSP program. For reasons more fully explained below, this
duty-free treatment has assisted Elscint in becoming more
competitive in the United States which, as a result, has
benefitted many Americans. The purpose of my statement is to
urge you to continue this duty-free treatment on a more permanent
basis through the establishment of a Free-~Trade Area with Israel.

Elscint Ltd. is a corporation whose shares are publicly

traded over~-the~-counter in the United States. At the end of
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February 1983, approximately 8.5 million shares of Elscint
ordinary F Series shares outstanding were held by American
shareholders. Shares of Elscint Ltd. are valued at approximately
$18.00 per share on the over-the-counter exchange.

Elscint, Inc., a wholly-owned subsidiary of Elscint Ltd., is
a U.S. corporation with headquarters in Boston, Massachusetts.
Elscint, Inc, and its subsidiary, Elscint Imaging, Inc. employ
about 1,000 American citizens in the United States, with an
annual remuneration (in 1983) of approximately $16 million.
Elscint, Inc. is a U.8. manufacturer of ultrasound equipment
which is produced in Boston, We also engage in research and
development in the United States. In addition, Elscint, Inc.
dispersed approximately $6.5 million in 1982 to U.S. businesses
for rent, utility services, communications services and travel
service;. Finally, Elscint, Inc., as agent for Elscint Ltd. i)
Israel, is a very large purchaser from American suppliers., At
least 50% of the component parts in Elscint's gamma cameras and
CT scanners are U,S. made, In 1982 alone, Elscint, Inc.
purchased approximately $14 million in goods and supplies from
U.S. businesses. Thus, to the extent that duty-free treatment
assists Elscint in becoming more competitive in the United
States, many U.S. citizens and businesses profit.

In December of 1983, Elscint, Inc., acquired certain assets
of the xonic;. Inc. relating to its x-ray product line. By this
acquisition, and the formation of a wholly-owned suysldiary
called Elscint Imaging, Inc., Elscint, Inc. added more than 400
persons to its payroll. It is expected that this growth will
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benefit many U.S. citizenq_and businesses through the x~ray
product line, much of which will be manufactured in the U.S.

Now, without being too technical, I would like briefly to
discuss some of the products Elscint manufactures, Computerized
tomography (CT) scanners are complex x-ray devices operating in
conjunction with a computer to provide images of the human
body. 1In general, the scanners direct x-rays through the body
which are then sensed by an array of radiation detectors. The
radiation detectors receive the radiation which is passed through
the patient and converted into electrical impulses, The
electrical signals are digitized and fed into a computer
system. The computer then takes the data and reconstructs a
clinical image. The resulting image seen by the physician is a
cross-section, or slice, of a particular portion of the body. CT
_ technology is very beneficial to the physician and to the patient
in that it often obviates the need for exploratory surgery in
order to make or confirm a diagnosis. CT Eechnology also is used
in place of other invasive diagnostic techniques which could be
more dangerous or painful for a patient. In addition, this
technology can shorten hospital stays because scans can be done
on an out-patient basis,

Gamma cameras, which have been used since the late 1960's,
use gamma rays to produce a visual image on a cathode ray tube of
internal tissue, usually an organ. The patient undergoing a
gamma camera study is injected with a radioactive material which

collects in the tissue being studied. The camera is then placed
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near the tissue area and receives the gamma rays emitted by the
radiocactive material.

The gamma camera contains (1) devices which control the
viewing angle of the.camera, (2) a scintillator crystal to
convert the gamma rays discharged from the tissue into a light
pulse, (3) an array of photo multipliers behind the scintillator
crystal to change the light pulse to electrical form, and (4) an
electronic system. The light pulses are converted to electrical
form, and are then translated to spots on the picture tube., The -
entirety of such accumulated spots presents an image of the
tissue area under tnvestlgétion, from which a diagnosis can be
made.

Elscint is a dynamic company which has devoted much time,
effort, money and brain power to research and development. Both
our CT scanners and gamma cameras contain design features that
other manufacturers of similar products do not provide.
Elscint's gamma camera has been acclaimed by experts as being
several years ahead of the field. Our gamma camera has a vqry
high count rate capability. This means that the computer can
acquire much data in a short period of time and thus form the .
image of the organ very quickly--much more quickly than most
other gamma cameras do, A clear, accurate image is produced\in
less time. This has a distlinct benefit: in performing a quicker
scan, it is possible more accurately to monitor fast moving
organs, especially the heart. For this reason, our system is
preferred for use in certain heart studies that require

monitoring the passage of radicactive material through the heart,



213

As for Elscint's CT scanner, Elscint markets what we &all a
Satellex scanner system., The Satellex system consists of a
*host" installation, containing the CT scanner gantry and the
central computer, and a "remote"™ station, which has a CT scanner
gantry that transmits data by telephone lines to the host station
for processing. In other words, the host computer power is
distributed betwcen several gantries. The Satellex system is
usually purchased jointly by several small medical institutions
with limited resources and small patient bases. The total cost
of a Satellex system to institutions is slightly less than the
price of one of the single, top~of-the-line scanners offered by
other CT scanner manufacturers.

The Satellex system has been very well received in the
United States, in particular by customers in smaller rural
areas.— Without the Satellex system, it would be unlikely that
these institutions could afford a CT scanner, and patients would
be deprived of this valuable diagnosgic tool.

Other Elscint products lnélude ultrasound, mammography,
conventional x~ray, and digital florography and digital
subtraction angiography. Elscint is also in the process of
pursuing Pre-Market Approval for its nuclear magnetic resonance
scanner. In short, Elscint is a total diagnostic imaging
company--one~yhich not only offers all imaging modalities, but
one whose single focus is the advancement of this important
sector of\the health care market.

Elscint technology assists in bringing diagnostic treatment

to more patients at less cost. Obviously, one very important

’
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factor reducing costs has been the savings in import duties.

Even though the duty on the imported products, which ranges from
2.3% to 4.4%, is in the low to medium range, the products
imported by Elscint are very high-valued items-~one CT scanner
alone can cost up to $1,000,000. In the aggregate, the duty-free
entry saves considerable sums, which savings are then pass on to
health care consumers.

Under the existing GSP mechanism, it is difficult for
Elscint to know whether or not it will exceed the competitive-~
need limits in any given year. This is because we, unlike most
GSP eligible countries, manufacture high technology items. A
relatively modest volume of those items is sufficient to
disqualify us from GSP benefits, 1If a free-trade area were,
established with Israel, the present uncertainty would be
removed.

As you are well aware, the cost of health care has become
almost an unbearable financial burden for many. - Elscint is very
committed to finding ways to bring its valuable and sophisticated
diagnostic equipment to the public at reasonable costs, To date,
the GSP program has been of great ;ssistance in furthering our

efforts. A free-trade area would be even more valuable,



215

STATEMENT OF LEE COLLINS, VICE PRESIDENT, BANK
HAPOALIM B.M,, LOS ANGELES, CA

The CHAIRMAN. Mr. Collins. ‘

Mr. CoLLiNs. Mr. Chairman, my name is Lee Collins. The free
trade area will, to some degree, be a replacement of the GSP as far
as Israel is concerned. The GSP has been a vital instrument for
world economic stability and peace. The GSP, one, strengthens the
economies of the LDC’s through increased exports, and provides
American industry with export markets for our own products.

Two, it reduces the LDCs’ dependence on forei%n aid, and helps
shrink their huge deficits. Three, it moderates political unrest and
instability abroad. Four, it provides some negotiating leverage in
our diplomatic efforts abroad. And, five, it offers the American con-
sumer a wider choice of less expensive goods; thereby, moderating
inflation.

I am concerned that GSP benefits for Israel will be reduced or
that the GSP itself will not be renewed. This would be detrimental
to American exporters who shigesome $2 billion worth of non-mili-
tary goods to Israel. It would be extremely detrimental to Israel,
our most reliable military ally in the Middle East, which is suffer-
ing from severe and unique financial burdens despite our forej
aid assistance. A strategic military asset such as Israel has been for
the United States requires and deserves the reinforcement of eco-
nomic support. Under an FTA, Israel would continue to receive the
benefits now afforded it under the GSP, but without the continued
gongern that such benefits might be lost on a product-by-product

asis.

The United States would also benefit substantially from an FTA.
Currently, 90 percent of U.S. imports from Israel enter duty free,
either under an FN basis or under the GSP. Whereas, only 55 per-
cent to 60 percent of U.S. exports enter Israel duty free. An FTA
would provide duty free access for U.S. exporters to a significant
market of $8 billion consisting of high technology electronic equip-
ment, computers, communication systems, metal working machin-
ery and other civilian goods.

Israel’s existing agreement with the EC gives the European ex-
porter an edge over the U.S. exporter for this $8 billion market.
The increased trade that would result from an FTA with Israel
would strengthen both the economy of the United States and
Israel. And, in particular, would help Israel become more self-suffi-
cient and less dependent on aid. Thereby, reinforcing our foreign
policy objective worldwide of trade; not aid.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Lee Collins follows:]
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6505 WILSHIRE BLVD,
LOS ANGELES, CALIFORNIA 90048

BEFORE THE
COMMITTEE ON FINANCE

UNITED STATES SENATE

ON THE PROPOSED FREE TRADE AREA
BETWEEN THE UNITED STATES AND ISRAEL

FEBRUARY 6, 1984

My name is lee Collins. I am currently Vice President of.
Bank Hapoalim located in Los Angeles, California. Bank Hapoalim
is an Israeli bank, licensed to do business in California and
elsewhere in the United States.

I was formerly U.S, Commercial Attache at the American
Embassy in Israel. Having been Commercial Attache, I can speak
to the question of how a Free Trade Area (FTA) would benefit
Israel since I have seen how Israel benefitted from the GSP.
This I can 4o both as an American banker and as an on-the~spot
observer of how duty free treatment benefits a developing
couﬁtry. )

since the FTA will, to a certain degree, be a replacement
for the GSP as far as Israel is concerned, let me first comment
on the GSP p;ogtam in general.

I regard the GSP as a vital instrument for world economic
stablility and peace. During the past two years the global

recession forced several lesser developed countries into loan
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defaults, some banks have collapsed, and the international
financial system was threatened. .
Several American banks rescheduled and stretched out the
loan repayments for these lesser developed countries - giving
them a "breather" to get their economies moving again., But the
ultimate solution for all countries in financial distress is to
increase their exports so as to provide the earnings necessary to
pay off their huge debts%
I' believe the GSP playéd an important role during this
global financial crisis. Without GSP help, some of these
countries may not have held on as long as they did, This life-
supporting role which GSP provided in the past years will be ;ven
more crucial in the years ahead as the world economy begins to
recover from its worst battering in over 50 years.
The globhal recession shows some modest signs of recovery.
It will take years before these struggling nations are
sufficiently stregthened. Without the renewal of the GSP there
is less hope. With renewal, there can be more optimisim. For
these reasons, the United States should seriously consider
renewing the GSP,
Since the committee recently held hearings relating directly
to the GSP, lét me here make only a brief summary:
1. There is a kind of "synergism® in GSP. It both
- strengthens the economies of the LDC's through
increased exports and provides American industry
with export markets for our own products. Thus

it's a two way street.

o ea.
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2. The GSP reduces the LDC's dependence on foreign
aid and helps shrink their huge deficits.,

3. The GSP moderates political unrest and instability
abroad which otherwise would turn the LDC's into a
*ripe plum" for the Soviet Union., By contrast, a
stable society is more likely to remain free and
democratic, a major foreign policy goal of the
United States.

4., The GSP provides some negotiating leverage in our
diplomatic relations abroad. Economics and our
own national security interests are clearly
linked.

5. The GSP offers the American consumer a wider

choice of less expensive goods, thereby moderating

inflation,

It is my understanding that there is talk of not renewing
the GSP or perhaps reducing the benefits available to certain
countries. Frankly, I am concerned by this.

I am concerned because it would not benefit our own American
exporters, who, for example, enjoy a large market penetration in
Israel of about $2 billion worth of agricultural products, high
technology instruments, and other manufactured goods (all non-
military).

Israel's ability to purchase these goods from us is made
possible in part by the GSP duty-free benefits on Israel's
exports to the U.S. and would also be possible under an FTA.

-3 -
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Such benefits provide Israel with the export earnings and the
wherewithal to buy from the U,.S,

As a former U.S. Commercial Attache at the American Embassy
in Israel, I observed both the agonizing economic distress of
that tiny country and the strong strategic relationship between
Israel and the United States in that region of the world.

1 feel -~ but for Israel -- as our most reliable military
ally in the Middle East, the Russian Bear would be sipping the
waters of the Persian Gulf today. Tiny Israel has thus far
foreclosed the Russian threat to the very "jugular vein" of our
Western allies ~~ Mideast 0Oil.

And what has been Israel's recompense? Unfortunately Israel
has:

A crushing military burden amounting to almost 40% of
her GNP, the highest per capita military budget in the
worldl

A balance of payments deficit of $4 billion, the
highest debt per capita in the world! Almost half of
this has to be borrowed abroad.

A trade deficit in excess of $2.5 billion!

Total debt-servicing ran approximately $3.5 billion in
19831 ‘

Almost 200% inflation!

A very precarious financial situation, indeed.

Despite these heavy burdens, Israel has made good progress,
but she is not out of the woods yet, not by a long shot, and

continued full support under the GSP or under an FTA is

35-428 0 - 84 -~ 15
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essential. All of the economic strains mentioned above put her
in too delicate a position "to rock the boat" for several years
to come. Israel is not sufficiently strong economically to "go
it alone".

Reducing Israel's exports by reducing duty free benefits in
any way-would cost us dearly in our own exports to Israel. It
would also weaken Israel's role as our strategic military ally
*vis a vis" Russia's aspirations in the Middle East. 1In the
absence of our owr military presence in that turbulent area, our
own Pentagon may well ask this question: How could the United
States strategically position a battleship the size of Israel --
that would be laden with all of the military hardware we might
need in a moment's notice? ‘

A Strategic Military Asset (such as Israel has been for the
U.8.) requires the reinforcement of economic support., It seems
to me that it would be counter-productive to weaken our ally
economically - and then expect our Military Alliance to remain
strong.

In a recent statement, former Assistant Secretary of State
Nicholas Veliotes, now U.S. Ambassador to Egypt, stated -

*Support for Israel's security and econoric well being is a basic

firm principle of American Foreign Policy".

Therefore, I do not believe that Israel should be weakened
economlcallyzbecause of failure to continue duty free benefits,
Such a step would only undermine American exports to Israel,
Currently, Israel is the third largest 1mportcr of U,8, products
in the Middle East.
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Another point worth noting is that, like other LDC's, Israel
is struggling with an energy problem. When Israel withdrew from
the Sinai, as a gesture of peace to Anwar Sadat, she returned the
Abu Rhodesh oil fields, which had supplied 100% of her oil
needs. Israel, in effect, ‘traded these oil fields for a vague
promise of peace, and got in return a $2 billion annual oil
bill.

It is also my understanding that lsrael was requested to
offer concessions to the U.S. on our exports to Israel, in return
for GSP benefits, and that this reciprocity was not required of
other nations importing U.S. products., Nevertheless, we are
exporting more to Israel than we are buying from her.

Despite our large foreign aid assistance, Israel's economic
strains continue to increase. However, former Assistant
Secretary of State Veliotes stated that most of the economic and
military assistance for Israel actually remains in the United
States to pay for military hardware and other goods and services,

I have dwelt, perhaps, too long on the GSP; however,
literally all of what Ilhave said would also pertain to a free
trade area, Under a free trade area, Israel would contine to
receive the benefits now afforded under the GSP but without the
continued concern that such benefits might be lost on a product-
by-product basis. Such security would be of extreme importance
to Israel's ;xporters.

Of more importance, the U.S. could benefit aubstaptially
from a free trade agreement with Israel, Presently 90% of U.S,

imports from Israel enter duty-free already,; either under an MFN
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.
basis (558%) or under GSP (35%), whereas only 55% to 60% of U.S.
exports enter Israel duty-free., Obviously, this imbalance could
be rectified with an FTA with Israel.

Such an agreement would tend to moderate the concern often
voiced in Congress that American exporters are unfairly
treated. An FTA with Israel would address this issue and would
provide a balanced reciprocity in trade relations. Furthermore,
Israeli exports to the U.S, amount to less than one half of 1% of
total U.S, imports worldwide.

An FTA with Israel would provide duty~-free access for U.S.
exporters to a significant market of $8 billion, consisting of
high technology electronics equipment, computers, communication
systems, and metal working machinery, etc., Israel's currently
substantial purchases of this type of equipment could be further
increased. .

Moreover, Israel presently has in effect, the EC-Israel FTA
(European Community-Israel free trade agreement) which provides
duty~free access for most European industrial goods into this
Israeli $8 billion import market. That puts the American
exporter at a competitive disadvantage vis-a-vis the European
exporter to Israel.

It would appear from a review of the Israel-EC agreement,
that we would do well for our own American exporters to pattern a
similar arr;hgement between Israel and the United States,

Such duty-free access to the third largest import market in
the Middle East would provide long term economic benefits for the
U.S. as well as strengthening our political and military
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relations, Such closer ties could enhance the Mid-East peace
process.

The increased trade that would result from an FTA with
Israel would strengthen both the economies of the United States
and Israel, and in particular would help Israel become more self-
sufficient and less dependent on aid. "Trade not aid" is a
foreign policy objective of the U.S., and an FTA with Israel
would be a step closer to that goal,

Most importantly, however, an F?A would be a two way street,
with duty free trade flowing in both directions. This would
eliminate the inequities of the GSP perceived by U.S8. industry:
U.S8. industry would have the right to sell in Israel on the same
terms that Israel sells in the U.S8. This cannot but help to
better strengthen relations between the two countries. And
cannot but help to strengthen Israel's fragile economy -~ which
as I said earlier, can only benefit the U.S. in the long run.

I urge this Committee and Congress to carefully consider our
own national interest in its evaluation of the GSP and the FTA

proposal.

STATEMENT OF DR. FELIX ZANDMAN, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, VISHAY INTERTECHNOLOGY, INC., MAL-
VERN, PA, REPRESENTING THE AMERICAN-ISRAEL CHAMBER
OF COMMERCE

The CHAIRMAN. Dr. Zandman.

Dr. ZANDMAN. Members of the committee, I am Dr. Felix Zand-
man, president and chief executive officer of Vishay Intertechnol-
ogy of Malvern, PA, a U.S. company. We are an electronics manu-
facturer with plants in the United States, Israel and other coun-
tries. We are listed on the New York Stock Exchange.

I'm associate national chairman of the American-Israel Chamber
of Commerce and Industry. I am also the chairman of the Commit-
tee of American Investors in Israel, which represents companies
with industrial plants in that country.

Today I am testifying in support of the proposed free trade area
on behalf of the American-Israel Chamber. With me is Sidney N.
Weiss, special counsel to the Chamber on trade matters.

The Chamber is a U.S. nonpolitical and nonsectarian trade asso-
ciation consisting of hundreds of United States corporations. This
organization is a recipient of the E Award of the President of the
United States for an outstanding contribution to the export expan-
sion program of the United States of America.
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The Chamber supports the implementation of the free trade area
because it would be of economic benefit to both countries. The
United States will benefit in the following ways:

One, under the free trade area, all U.S. imports into the Israeli
market would be duty free.

Two, establishment of a free trade area will help the U.S. prod-
ucts to compete more effectively with European products that will |,
enjoy duty free treatment in Israel by 1989.

Three, through the free trade area with Israel, American prod-
ucts will be able to enter the European markets more easily, if
there is value added in Israel.

Four, the implementation of this free trade area will also stimu-
late'texchanges of technical know-how and research and develop-
ment.

In conclusion, the free trade area will deepen an important com-
mercial relationship, lower prices to the consumers of both coun-
tries, create jobs and opportunities in both countries.

I would like to add that our company, Vishay—our products
which are exported to Israel must pay customs, duties, up to 30
percent, while our European competitors pay almost none or none.
We are, therefore, penalized. If we have access to the Israeli mar-
kets custom free, our exports would increase. Also, our company's
froducts in Israel, sophisticated electronic components developed in

arge part through originally Israeli R&D, imported into the
United States and are sold to U.S. defense contractors. The savings
resulting from the elimination of U.S. customs duties will be passed
to our U.S. customers. Therefore, we request that Congress act fa-
vorably on this proposal.

Thank you.

The CHAIRMAN. Thank you.

[The prepared statement of Dr. Felix Zandman follows:]
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TESTIMONY OF
AMERICAN~- ISRAEL CHAMBER OF COMMERCE AND INDUSTRY, INC.
500 FIFTH AVENUE
NEW YORK, NEW YORK 10110
(212) 354-6510

BY
DR. FELIX ZANDMAN
PRESIDENT AND CHIEF EXECUTIVE OFFICER
VISHAY INTERTECHNOLOGY, INC.
ASSOCIATE NATIONAL CHAIRMAN OF THE AMERICAN-ISRAEL
CHAMBER OF COMMERCE AND INDUSTRY, INC.
BEFORE

THE UNITED STATES SENATE FINANCE COMMITTEE HEARING ON
THE UNITED STATES-ISRAEL FREE TRADE AREA

FEBRUARY 6, 1984

Introduction

I am Dr. Pelix Zandman, President and Chief Executive Officer
of Vishay Intertechnology Inc. of Malvern, Pa., an electroniecs
manufacturer with plan%& in the United States, Israel and other
countries, 1 am Associate National Chairman of the American-
Israel Chamber of Commerce and Industry, Ine. I am also the
Chafrman of The Committee of American Investors in Israel, which

represents companies with industrial plants in that country.

Today, I am testifying in support of the proposed Free Trade
Area on behalf of the American-Israel Chamber of Commerce and
Industry, Inc., With me is Sidney N. Weiss, special counsel to

the Chamber on trade matters. The Chamber is a United States
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non-political and non-sectarian trade association comprising
hundreds of United States corporations. Our membership consists
of some of the most important exporters of United States produets
to Israel, importers of Israeli products into the United States,
and American investors in Israel. The organization is the
“reclipient of the E Award of the President of the United States
"For an Outstanding Contribution to the Export Expansion Program

of the United States of America'.

As a trade assocliation concerned with trade between Israel
and the United States, we have polled a number of our member
firms as well as other firms doing business with Israel on the
matter of establishing a Free Trade Area between the United
States and Israel. We found the American business community
doing business with Israel supports the establishment of the
Free Trade Area, Several of these business people asked us to
convey their position to you, which we will do later in this

testimony.

In short, in the Chamber's view, the elimination of trade
barriers contemplated by this proposal will have a salutary
effect on the expansion of bilateral trade bctween the United
States and Israel. We believe that Congress should give this

proposal prompt and affirmativeraction.
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Page
1. BENEFITS OF THE FREE TRADE AREA TO ISRAEL AND THE UN[TEb STATES

The benefits of the Free Trade Area to each of the two

countries would be significant, although not identical,

A. Benefits to the United States

The benefits to the United States from the implementation

of the Free Trade Area are as follows:

First, the $8 bill}on yearly Israeli import market will be
open to United States exports on a completely trade-barrier-free
basis. Currently, United States products (and other countries'
products) are subject to customs duties, which, especially in
the consumer field, are quite high. In the Appendix to this’
testimony, we have set out a listing of the duties on produects
from the European Community and the United States together with
the percentage of the market held by United States imports. With
the elimination of all tariffs on products originating in the
European Community by 1987, the United States will-be In a elear
disadvantage in the Israeli market without a Free Trade Area.
With a Free Trade Area, the United States will unquestionably

increase its market share.

We expect that elimination of Israeli customs duties will
open the Israeli consumer goods' market to Americap products on

the basis of quality and price, without distortions due to tariff
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and non-tariff barriers. The United States' success in selling
American products in Israel in competition with European, local,
and other products will assume global significance. The
successful sale of United States products in Israel on a free
trade basis will be conclusive proof to éther éountrles. with
much larger markets, of the feasibility to eliminate barriers

and disincentives to the importations of United States products.

Second, the Free Trade Area will give the United States
easier terms of entry into the European Common Market,
Fortuitously, both the European Economi¢c Community and the United
States will have Free Trade Areas with Israel. Therefore United
States products shipped to Israel, physically transformed and
with added value, will be granted duty-free entry into the
European Economie¢ Community by virtue of the Israel-European

Free Trade Area.

Of course, in certain respects, the same can be done even
today if administrative stéps are taken, involving drawbacks on
customs duties paid in Israel for those raw materials from which
exported goods are being manufactured. The Free Trade Area,
however, will help eliminate burdensome paperwork and difficult-

to-retrace pricing distortions,

Third, the existence of the United States and Buropean Free
Trade Areas with Israel will encourage much closer economie

cooperation between the United States and Israel. Itwill serve as
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an incentive to the establistment of joint ventures in Israel
“to help market the products of United States high technology on

a duty-free basis throughout Europe.

Fourth, the establishment of a Free Trade Area with Israel
will generate additional funds for Israel from Its inereased
exports to the United States. Traditionally, the Israeli economy
prefers United States-made equipment and products. Therefore,
in all probabllity, the funds generated from increased Israell
exports will be utilized for purchases from, and payments td.

the United States.

B. Benefits to Israel

Israeli exports are unjustly disadvantaged in the world
markétplace because of factors not related to the quality and
efficiency of its products. These disadvantages would be reduced
by the Free Trade Area. Israel currently has one of the highest
per capita debts of ahy country. This is primarily the result
of Its expenditures on defense. To service and retire its debt,
Israel must export a great part of its production. Because of
the political situation in the Middle East, Israel's trade with
its neighbors 1{is nepligible. Thus, together with its
extraordinarymilitary burden, Israel has to transport its exports

thousands of miles;

Moreover, much of the exports from the world's developing
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countries rely on low cost labor. Israel is an exception to
this rule. The quality of the Israeli worker, coupled with the
fact that Israel is a deeply rooted democracy with a highly
organized labor movement, results in Israeli products being known
for their technological advancement, sophistication, and style,
rather than low price. Consequently, Israeli products are often

uncompetitive in countries imposing high or restrictive tariffs,

In recognition of these factors, and in accordance with {ts
own interests, the European Economic Community has established
a Free Trade Area with Israel. The European-Israel Free Trade
Area provides that the zero tariff level will be reached by 1989

for almost all non-agricultural commodities and products.

At present, approximately 90% of Israeli exports to the
United States are entered free of duty. Over one-third of those
exports are entered under the Generalized System of Preferences
(GSP). The GSP, while beneficial to ISrael, contains certain
drawbacks to Israel, which would be eliminated by the
establishment of a Free Trade Area. The proposed Free Trade
Area would have a number of advantages to Israel.

The first advantage to Israel of a Free Trade Area |is
certainty in regard to the status of its future ;xports to the
United States. Under the present GSP system, a country, product,
or "eountry-product pair" may be "graduated", that is, eliminated

from GSP benefits if certain limits are reached. 1In 1983, for
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example, if a country accounted for more than $57.9 million of
the imports of an article to the United States or over 50% of
the value of total imports of that article, then its GSP benefits
for that product would be eliminated. Under the Free Trade Area
proposal, there would be no threat of elimination, once the
qualifying products were identified. This would enable the
market to make rational decisions on production, capacity and

the like.

The second benefit for Israel of a Free Trade Area with the
United States is expanded access to the United States market.
Israeli articles will not be restricted to the GSP annual dollar
limit. In addition, all products, whether curreqtly dutiable,
free of duty, or under GSP, would be free of duty under the Free

Trade Area proposal.

. The third advantage to Israel of a Free Trade Area with the
United States is that access to the United States market would be
on a free, open, and reciprocal basis, unencumbered by extraneous
constraints. The Free Trade Area will be a concrete expression
of the benefits to be realized from free trade. Each country's
products will compete freely in the marketplace of the other. As
a result, consfderations such as per-capita GNP and other criteria
not directly related to the subject would not be the determinants
of one country's products ability to be successfully sold in the
market of the other. Efficiency, quality and price would be the

only determinants of the competitive advantage for a product of
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one country in the market of the other country.

C. The United States and Israel Have Common Commercial
Interests Which Would Benefit from the Implementation
of the Foreign Trade Area

.

In addition to each country's unique benefits to be derived
from the Free Trade Area, the United States and Israel have
common economic and commercial interests which ﬁould benelit'

from the implementation of the Free Trade Area.

First, both the United States and Israel are heavy investors
in research and development and exporters of know-how. That
means that the Free Trade Area will not result in the drain of
one country's intellectual property to the other country's
advantage. A more likely scenario is that both countries will
cooperate in the joint development of new technologies whenever

mutually desirable.

Moreover, the United States and Israel have a commonality
of interests in protecting intellectual property. Both countrfes
are alert to the fact that their exports of technological products
to third country markets contain billions of dollars worth of
intellectual property. Both countries are therefore extremely
aware that these rights must be protected against theft,
conterfeiting and infringment, The enforcement of intellectual
property rights is vigorous in both countries because the

protection of these rights ensures the future growth industries
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in both countries.

The second mutual benefit to both countries derives from
the fact that both countries have active and independent labor
movements linked to, and nurtured by, democratiec lnsfitutions.
American workers are justifiably wary of efforts to liberalize
trade when it is at tihne expense of American jobs énd Amer ican
" wages earned through a vibrant and demoeratic labor movement.
In the case of Israel, its labor movement is among the most
active in the world. The wages, benefits and social protection
it has achieved can be claimed by very few nations in the world.
Therefore, the establishment of the Free Trade Area will benefit

the workers in both countries.

Finally, the United States~Israel Free Trade Area would be
a continuing testimony to the concept that two countries ecan
practice open and free trade among themselves while at the same
time providing to their workers decent wages and working
conditions and the most advanced social welfare and medica)

systems and facilities.

II. THE VIEWS EXPRESSED IN THIS TESTIMONY REPRESENT THE VIEWS
OF THE MEMBERSHIP OF THE AMERICAN-ISRAEL CHAMBER OF
OOMMERCE AND INDUSTRY, INC.

As I stated above, the American-Israel Chamber of Commerce
and Industry, Ine. represents a broad sector of the American

commercial community between Israel and the United states.
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We polled a number of United States corporations in our
membership in major product categories. All support the

ifmplementation of the Free Trade Area.

For example, Mr. Joseph Pinto, Vice President of White
Westinghouse Ine., 930 Fort Duquesne Blvd., Pittsburgh, Pa.
15222, states, "We are for the establishment of a Free Trade
;:;; between the United States and Israel. Our firm exports
appliances to Israel. Any lowering of the customs duties covering
the products we sell can only help us to increase our sales to".

Israel. It lowers the cost of our products to the,lsraeli“v'

consumer thereby broadening our customer bé§g;"
‘ .

* -

Mr. LarryMaltin, Vice President of Kulicke & Soffa Industries
Ine., 507 Prudential Road, Horsham, ?a. 19044, states, "Tﬁere is
a strong mutual interest between the'supplieys of American ébdﬁs”f
to Israel and the Israeli suppliers to the United States market.
We know this well in light of our experiencé as [n;estors‘ﬁn
Israel's industry in the electroniecs f}eld. an activity which'
is accompanied by the transfer of goods between the twb countr{es.m

"A Free Trade Area will prevent the creation of an econqmié
disadvantage for exporters of American goods to Israél, h
disadvantage which will take place when United States products
become non-competitive on the Israeli market versus European
products enjoying zero duty under the evolving agreement between

Israel and the European Economic Community.
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"We have noticed as well a strong interest in Israel to
further develop trade relations with the United States, whieh
at least partially would help offset a long-term reliance of

Israel on the United Stdates for military and economie support.

"As long as there is a United States national interest in
~ maintaining its close relations with Israel, it is apparent to
our company that wemust strive to ecreate optimum trading relations
between thé two countries. A Free Trade Area corresponds to

this need."

Mr. Ernest G. Wohlwill, Vice President of ISC Transport,

Ltd., International Trade Forwarders, 71-08 51st Avenue,

Woodside, N.Y. 11377, stqtes, "As international freight

forwarders who sbecialize in trade with Israel, we believe that

'such legislation would Belnutually profitable to both the United

"States and Israel.

4

LVAL bresgnt, United States exporters are competing at a
distinet disadvangage, due not only to the strength of the United
States éﬁrrency. but also to the fact that Israel is now a member
of the European Economic Community, thus permitting entry of
goods from member countries without payment of duty, whereas
simiihr goods, imported from the United States, are subject to
high duty assessment. This increased cost to the Israeli importer,
in many instances, will eliminate the United States exporter as

a

a serious competitor.-

35-438 0 - 84 - 16
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*On the other hand, the rather limited quantities 6!
specialized Israeli products, such as medical electronies, ete.,
imported into the United States will not present any serious
threat to dqmestic manufacturers, as they represent a minute
percentage of the demand in the United States market. Furthermore,
many of the end products manufactured in Israel are made from
raw materials and parts and components imported from the United
States. Increased imports into the United Sfates of Israeli
products through elimination of duty tariffs would, therefore,

ereate additional business for the United States exporter.

"We wholeheartedly support your contemplated hétlon, and

hope that your mission will be successful."

)
Mr. Seymour Trevas, President of Travers Tool Co. Ine., 25-
26 50th St., Woodside, N.Y. 11377, states, "The establishment of
a Free Trade Area between the United States and Israel will help our

country export more to Israel.

"We are also interested in a Free Trade Area from the
viewpoint of our aetivity as importers of tools, from Israel and

from other countries.

"Presently, higher quality tools from Israel strive to
compete with tools from low wage and low quality sources on the
United States market. The availability of the Israeli tools on

our market on a duty-free basis helps American industry purchase
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quality products at & reasonable price. That keeps the United
States inflation from growing. Moreover, the availability of
high quality tools at moderate prices helps our manufacturing

facilities and our export potential."

Mr. Rudolf Rumeld, Senior Vice President of Solcoor Ine.,

2 Park Avenue, New York, N.Y., 10016, states, "We are an importer
and exporter specializing in trade between Israel and the United
States. We believe that the establishment of a Free Trade Area
between. the United States and Israel will assist our exports from
the United States to Israel. We are hindered greatly in expanding
our exports by the inability of the United States produets to compete
with European products on the Israeli market. The relative
disadvantage of the United States versus European products on the
Israeli market is due to the lower tariffs already paid by the
Europeans in Israel, as well as to the fact that European currencies

are presently undervalued.

"Our interest, as well, is to develop imports from Israel
to the United States, which needs products typical to Israel's
industry. High quality imported products at moderate prices
help us reduce inflation in the United States. Availability of
technologically advanced Israeli raw materials and intermediate
goods reinforces American industry and makes it more competitive
fn turn in international markets. The fact that the Israeli

. products will be imported duty free on an extended basis will

simplify our paperwork related to importation under GSP, and
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will permit us to plan ahead in our marketing, introducing Israeli

products to American end users."

Mr. W.L. Patriek, President of Atlantic Aviation, Post
Office Box 15000, Wilminston, De. 1980, a major importer of
airplanes, states, "Without GSP or the Free Trade Area, Israeli
aireraft, which are excellent mechanically, and extremely popular

in the United States, would be totally uncompetitive."

Eddy Adler, Vice President of Atalanta Sharon Corporation,
17 Variek Street, New York, N.Y. 10013, a major importer and
exporter of foods and food products, states, "Israel has problems
in raising enough food for its population. We will export much
more food products to Israel if there is a Free Trade Area with

Israel."

Israel Wolsky, President of I1.,A.C,, Inec., 212 Fifth Avenue,
New York, N.Y., states, "Duty-free treatment on food products
from Israel permits the American consuming public to purchase
products which are otherwise unavailable in the United States.
In addition, the money genérated in Israel from United States
exports will purchase increased amounts of United States

products."

Finally, my ceompany strongly supports the establishment of
a Pree Trade Area between the United States and Israel. Such

an arrangement would greatly expand trade between the two
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countries and be beneficial to the economies of both countries.

Using Vishay as an example, we can foresee increased
employment, production and sales at our various United States
and Israel facilities as a result of the establishment of a Free

Trade Area.

As exporters of sophisticated, American-made electronie
components and equipment from the United States, Vishay sees in
the Israeli market, with its constant need for state-of-the-art
- technology, a very promising customer. Current{y Vishay's
American-made products are forced to compete at a disadvantage
with European-made produets that enjoy preferential duty
treatment into Israel. The elimlnatiqn of this competitive
disadvantage would allow American exporters of American-made
products to compete more favorably with European exporters for
the Israeli market. The Free Trade Area would also enable
American-made goods to enjoy duty-free entry into the European

markets with the addition of value in Israel.

As importers of electroﬁic components made in Israel (from
American-made raw materials), Vishay would be able to compete
more favorably for the United States market with goods made in
Europe and Japan, Additionally, because of the advanced
technological capabilities of certain Israeli industries, Israel
is the sole source of certain unique products imported by Vishay.

The elimination of duties on these products would serve to help
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stimulate their sale by reducing their price to the customer.

Conclusijon

The advantages of a Free Trade Area are numerous, In
addition to deepening an important commecial relationship, a
Free Trade Area will tend to lower prices and create jobs and
new opportunities in both the United States and Israel without

damaging United States interests.

Accordingly, we request that Congress should act favorably

on this proposal.
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APPENDIX
CUSTOMS DUTIES ON CERTAIN CONSUMER PRODUCTS

DESCRIPTION ' RATE OF DUTY USA AS PERCENTAGE

Usa EEC OF TOTAL IMPORTS
( PERCENT)

TRACTORS 20 20 21
PASSENGER CARS 25 25 0
UP TO 1800 CC 4
PASSENGER CARS 32.5 32.5 20
OVER 1800 CC
LIGHT TRANSPORT 25 25 1
VEHICLES
CLOCKS 20 14.8 3
T.V.8 22 20 0
PAPER 28 22.5 13
PAPERBOARD
FABRICS OF SYNTHETIC 14.9 10.6 18
FIBERS
FELT PABRICS 22.5 13.1 4
BONDED FIBER 22.5 15.7 24
FABRICS
FOOTWEAR, OUTER 20 20 2
SOLE - LEATHER
GLASSWARE FOR TABLE, 20 20 6
KITCHEN, ETC.
BOLTS, NUTS, SCREWS 30 30 67
OF IRON
CIGARS 24 15 27
TOBACCO 20 12.5 28

All Customs Duties on the above products will be lifted completely
on products originating from the European Economic Community by
1987.
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STATEMENT OF HARRIS TILL, SENIOR VICE PRESIDENT, UNITED
MIDWEST INTERNATIONAL CORP.

The CHAIRMAN. Mr. Till.

Mr. TirL. I should like to express on behalf of the United Mid-
west International Corp. our appreciation for this opportunity to
present our views in support of the proposed legislation aimed at
establishing freer trade relationships between the United States
and Israel.

As background to the development of our corporate views, I
should like to point out that United Midwest is an international
trading company headquartered in Cincinnati, OH. We consider
ourselves unique among trading companies. We were the first U.S.
Jé)int venture export trading company established pursuant to the

xport Trading Company Act of 1982,

ur strategic business planning, export-import services, market
and marketing research, linguistics, and shipping acumen is cou-
pled with additional international technical expertise in areas of
emerging high technology, engineering, and commercial process op-
erations. We focus heavily on the exports of U.S. high technology
and recognize significant mutual benefits that should be forthcom-
ing pursuant to strengthened trade linkages between the United
States and Israel; particularly, in the case of commercial imple-
mentation of high technolog;y.

United Midwest strongly favors and supports legislation aimed at
freer trade in general. We believe that tariff reductions will, in the
long run, favor an improved position with respect to balance of
payments, and should also stimulate new businesses as well as new
product development.

We envisege that a freer trade agreement between the United
States and Israel could logically generate international benefits
paralleling those domestic benefits that have forthcome from our
own domestic industrial revolution of many years past. Further,
such a trade agreement could logically serve as a model for future
agreements with other countries by demonstrating that trade bar-
riers may serve selected and immediate short-term needs but over
the long run these deterrents become destructive to economic
growth and improved living standards.

Enhanced trade will be paramount to the survival of free soci-
eties worldwide. Propensities toward freer trade will minimize the
need for protectionism. Thus, we at United Midwest firmly believe
that trade is distinctly linked to economic growth. We are of the
opinion that protectionistic pressures are likely to translate direct-
ly into legislative measures that could hinder the development of
new markets and restrict one of the most important elements of eq-
uitable business transactions; that element being the process of ne-
gotiation.

Obviously, the academidistic posture of perfect free trade is
quickly eroded by the realities of the real world. However, intellec-
tual economic honestly should favor in the long run freer trade as
the precursor of economic growth. The ensuing benefits are certain
to eclipse those problems that prevail and appear to be insur-
mountable. Products will be manufactured more efficiently and
made more readily available and more marketable.
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Finally, enhanced purchasing power will stimulate the cycle.
Also, the beneficial existence of the pressures of competition will
cause services to be rendered more efficaciously.

We can certainly appreciate how fierce disagreements prevail
among protectionist factions and free traders. However, we feel
that this situation may not be as bad as might appear. It is logical
to assume that both camps have the same ultimate objectives of
economic growth and well-being. The controversy lies in developing
accord as to the mechanism through which these objectives can be
achieved. ‘

In conclusion, United Midwest urges support of freer trade rela-
tions between the United States and Israel, and looks forward to
having the opportunity to contribute to the establishment and suc-
cessful implementation of such a trade agreement since it will gen-
erate mutual benefits for the United States as well as Israel.

Thank you.

[The prepared statement of Mr. Harris Till follows:]
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UNITED MIDWEST INTERNATIONAL CORP.
An Internztional Trading Company

TESTIMONY FOR PRESENTATION'BEFORE THE U.S. SENATE FINANCE COMMITTEE

RE: U.S./ISRAEL TRADE AGREEMENT HEARING FEBRUARY 6, 19A4

LR A R IR I I B A A

Mr. Chairman,
Members of the Committee, ‘
Ladies and Gentlemen.

I should like to express on behalf of United Midwest International Corporation (UMIC}
our appreciation for this opportunity to present our views in support of legislation
aimed at establishing a U.S./Israel Trade Agreement.

UMIC is an intexnational trading company headquartered in Cincinnati, Ohio, We
consider ourselves unique among trading companies. UNIC was the first U, S. joint
venture export trading company established pursuant to the Export Trading Company

Act of 1982, and links United Midwest Bancshares, Inc. of Cincinnati, Ohio with
private capi.tal sources that enjoy proad experience in international trade. United
Midwest Bancshares, Inc. is the bank holding company parent of The Southern ohio Bank;
a $320 miliion institution having 14 branches. In addition, UMIC offers comprehensive
international services via a complex of affiliated companies. Our strategic business
planning, eprrt/import, market/marketing research, unquls(iic and shipping acumen....
coupled with additional internal technical expertise in Are.;s of emerging high technology,
engineering and commercial process operations.... focus heavily on exports of U.3.
high technology. We recognize significant mutual benefits that should be forthcoming
pursuant to strangthened trade linkages between the U.S, and Isrxael; particularly

in the case of commercial implementation of high technology.

As part of a service industry, UMIC complements basic and growth industries.... in a
synergistic manner... by inteara2ting export services, business consultation and
technical consultation in u way that a.sists our clients to fashion products... for
example... into the most narketable forms for particular geograchical sectors.

Thus, we provide a critically important conduit for achieving increased production,
increased employment and ultimately z sirengthened economy. Further, and in today's
world, the speed of transportation coupled with the ease of communication create more
accessible world markets and international business opportunities. However, these
factors often create a diversity of business transactions that are new and perplexing
to many. In these instances, our activities are geared toward minimizing the "mistique*
of international business. In the case of U.S,/Israel trade relations, we feel that
our corporate activities could assist in stimulating economic benefits of increased
production, higher income and greater purchasing power for both countries.

515 Main Street, Cincinnatl, Ohio 45202 Telex No. 21-:4709, 513-241-6666
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UMIC strongly favors and supports legislation aimed at freer trade. We believe that
tariff reductions will, in the long run, favor an improved position with respect to
balance of payments, and should stimulate new businesses and new product developments.
The envisaged agreement between the U.S. and Israel could logically generate inter-
national benefits paralleling domestic Lonefits that were generated by the U. S.
industrial revolution. Further, such a trade agreement would logically serve as a
model for future aqreements with other countries by demonstrating that trade barriers...
whether direct or indirect..., may serve selected and immediate short term needs,
but over the long term these deterrents become destructive to economic growth and
improved living standards. In this context one easily recognizes, for example,

" opportunities for government financing of inefficient industries and the devastating

effects that can ensue,.

Enhanced h‘Fude will be paramount to the survival of free societies, worldwide.

Also, propensities toward freer trade will minimize the need for protectionism.

Thus, we at UMIC, firmly believe that trade is distinctly linked to economic growth,
By contrast, we are of the opinion th it protectionistic pressure is likely to
translate directly into legislative measures that could hinder the devalopment of new
markets and restrict one of the most important elements of equitable business

transactions; that element being the process of neqotiation.

Obviously, perfect free trade is an idealistic condition that is quickly eroded by
realities of the real world, i.e. inconsistencies in labor rates, monetary rates
of exchange and in many cases governmont subsidies by the exporting country.
However, intellectual economic honesty will favor... for the long term... freer
trade as the precursor of economic growth. The ensuing benefits are certain to
eclipse those problems that prevail and appear to be insurmountable, FProducts will
be manufactured more efficiently and made more readily available in the marketplace
Finally,enhanced purchasing power will stimulate the cycle. Also, the beneficial
existance of the presaures of competition will cause services to be rendered more

efficaciously,

We can certainly appreciate how fierce disagreements prevail between rrotectionist
factions and free traders. However, we feel that this situation may not be as bad
as might appear. It is logical to assume that both camps have the same ultimate
objectives of economic growth and well-being. The controversy lies in developing
accord as to the mechanism through which these objectives can be achieved.

In conclusior.,, UMIC urges support of a U.S./Israel Trade Agreement, We look fcrward
to having an opportunity to contribute to the establishment and successful ime
plementation of a trade agreement between the United States and Israel that will
generate mutual benefits for both economies and their peoples.

Thank you for your kind attention.

HARRIS R. TILL
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The CHaIrMAN. I have no questions of the present panel of wit-
nesses. Again, we may want to submit questions in writing. But
you support the concept. We haven’t seen the legislation ourselves
so maybe after you have all had a chance to look at it, it may not
be quite as attractive. But, hopefully, in drafting a bill Ambassador
Brock will study the record. We will be working with his staff to
try to put together something.
~ We appreciate very much your coming to Washington, and your
willingness to testify. And your entire statements will be made a
part of the record.

Thank you very much. That concludes the hearing for today.

[Whereupon, at 5:09 p.m., the hearing was concluded.]

[By order of the chairman the following communications are
made a part of the hearing record.]
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Heron, Burchette, Ruckert & Rothwell

Suite 420,

1200 New Hampshire Avenue, N.W.
Washington, D.C. 20036

(202) 775-9141

TWX 710-822-9270

February 6, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committee on Finance

219 Dirksen Senate Office Building

wWashington, D.C. 20510

Re: Subcommitee on International Trade Hearing on The
droposal to Establish a Free-Trade Area with
. srael

Dear Mr. DeArment:

Pursuant to Committee rules, enclosed please find S
copies of a written statement for the record that is being
submitted by the California Avocado Commission in connection
with the February 6, 1984, hearing on the Administration's
proposal to establish a free-trade area with Israel. If you
have any gquestions about the enclosed, please contact us

directly.
Sincerely,

(g S

Carolyn B. Gleason

CBG:bks
encl.
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BEFORE THE UNITED STATES SENATE
COMMITTEE ON FINANCE :

HEARING ON PROPOSED
PREE~-TRADE AREA WITH ISRAEL

STATEMENT OF
THE CALIFORNIA AVOCADO COMMISSION

This statement is being submitted by the California
Avocado Commission for the written record in connection with
the February 6, 1984, hearing on the proposed free-trade area
with Israel. The COmmlsgion is organized under the laws of the
State of California and represents all California avocado
growers. Our industry is gravely concerned about the
Administration's proposed free-trade area and welcomes this
opportunity to present our views.

Our domestic avocado market has suffered considerable
economic strains since 1980. In the most recently completed
crop year, November 1982 to October 1983, U.S. avocado
production amounted to 214,000 metric tons. This was down from
244,000 metric tons in 1980/81. U.S., avocado exports have
dropped from almost 9,000 metric tons in 1981/82 to 8,100

metric tons in 1982/83, Plantings, too, have leveled off.
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These downward trends are occuzring‘largely because of
the unfavorable profit picture we are now facing. 1In the
1970's, returns to California growers roughly equaled 40
percent of the consumer price for avocados. 8ince 1980,
returns have drqpped dramatically to 25 percent of the consumer
price. Thirty percent of the consumer price is needed simply
to break even. Although the grower requizes $.35 per pound for
harvested fruit, he is now only earning $.25 per pound. These
are operating losses that few growers can afford to sustain.

Because our industry is depressed, we can ill-afford
to open our markets to foreign imports from any source. We are
already suffering from the influx of duty-free avocados from
the Caribbean Basin. Even greater adverse effects are expected
{f zero duty treatment is granted to Israel, where avocado
production and exports are booming. In recent years, Israel
has experienced massive plantings of new avocado groves,
between 1,100 and 1,400 hectares per year, resulting in a
steady increase in production. 1In 1981/82, Israeli avocado
production amounted to 37,000 metric tons, 12 percent over the
last pervious normal year, 1979/80. In 1982/83, production
increased a further 40 percent to 52,000 metric tons.
Production is expected to reach more than 90,000 metric tons by
the end of the decade. These rising production levels are
being encouraged by the Israeli government through subsidized

ptéduction credits.
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Israeli exports of avocados are being gimilarly
encouraged by a vigorous government assistance program. In
1982/83, exports from Israel totaled 44,000 metric tons,
compared with 32,000 tons the previous year.

Although Israel does not currently export avocados to
the United States, its subsidized exports undercut U.S. sales
in third country markets. In France, for example, a principal
overseas outlet for both U.S. and Israeli avocados, imports
from Israel totaled 26,000 metric tons in 1983. This was up
from 13,400 metric tons in 1980. 1In the face of such )
competition, U.S. market penetration has been sharply limited.
U.S. avocado exports to Fraqce in 1982/83 totaled onl§ 2,063
metric tons, a level roughly equivalent to the gquantity shipped
to France the previous year,

If the U.S., duty on avocados, which is currently set
at 6.5 cents per pound and scheduled to be staged to 6 cents
per pound by 1987, is removed for Israeli imports, there is a
potential for similar competition in the U.S. market. At a
time when our home markets are severly depressed and our
exports are suffering from aggressive, unfair Israeli marketing
abroad, an elimination of this duty would be both economically
devastating and inappropriate as a matter of policy. Since
Israel does not import avocados, our losses will not be offset

by trade liberalization in Israel.
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Under these circumstances, we urge this Committee's
assistance in assuring that avocados are not covered by the

free-trade arrangement being developed with Israel. Your help

is needed to prevent any further erosion of our domestic and

world market position.

Respectfully submitted,

a . P ]
California Avocado Commission

Dated: February 6, 1984

'35-438 0 - 84 - 17
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SINCO, INC. ——

750 PLEASANT STREET

BEUMONT, MASSACHUSETTS 092178
TEL 617 - 484-821¢

TLX 92:1408 SNYDERINT BEWM

February 2, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committee on Finance -
Room SD-219

Dirksen Senate Office Building
Washington, D.C. 20510

Dear Sir:

This letter is written to support the establishment of a Free Trade
Area (FTA) between the United States and Israel. The economic advan-
tages to the United States would be to permit the American consumer
to purchase Israeli produced products at lower prices, it would en-
able American manufacturers to sell their products in Israel at prices
competitive to Buropean exporters who currently enjoy an FTA statuss
moreover, it would permit American goods access to the European market
through Israel. All this would expand American export trade at a time
when it appears necessary to improve the American balance of payments.

In_addition to the obvious economic advantages that such an arrangement
would enhance, we belfeve the most important benefit would result politi-
cally from the support of this country's only democratic and major ally
in the Middle East. The fruits of such a relationship would become ob-
vious to other states in the region and would show them the huge politi-
cal and economic benefits that alliances with the United States can bring
to those countries. I believe it would further solidify the relationship
between this country and Israel and would help Israel free itself of the
tremendous burdens it now faces being the only democracy in that area.

We urge support of the establishment of a Free Trade Area with Israel.
Sincerely yours,

SINCO, INC.

David Snyder

DS:pmr

cc: Abraham Rosental
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|
PEERLESS PAPER COMPANY

18250 Horwsod Avenws « Homewood. JUl. 60430 + (3/2) 7994600

January 31, 1984
Mr. Roderick A. DeArment
Chief Counsel
Camittee on Finance
Roam sD~219
Dirksen Senate Office Building
vashington, DC 20510

Dear Mr. DeArment:

I would like to urge the establishment of a Free Trade Area between the
United States and Israel.

As an importer of poly bags fram Israel, such a Trade Area with its
inherent benefits would give us an additional inpetus for more trade with the
State of Israel.

Sincerely yours,




I. ROKEACH & SONS, INC.

560 SYLVAN AVE - ENGLEWOOD CLIFFS, N. J. 07632 + (201) 568-7550

January 30, 1984

Roderick A. DeArment

Chief Counsel - Committee on Finance
Room SD-219, Dirksen Senate Office Bldg.
Washington, D.C. 20510

Subject: Establishment of a Freé Trade Area
(FTA) between the United Stateg & Israel

Dear Sir:

I respectfully submit that as an importer and exporter to the State of
Israel since 1960, I would find it very advantageous for our Company to
have a Free Trade Area (FTA) established by the United States and Israel.

We have managed, in spite of many difficulties, to promote a steadily in-
creasing volume of business with the State of Israel, both in importing
products from the State of Israel, and in exporting products of our maru-
facture. We are convinced that a proper FIA zone would greatly facilitate
our abilities to export products of our manufacture, and would undoubtedly
assist in facilitating the importing of products from Israel. At this

" particular time, we are conducting business with the following Israeli

conpanies:

Chemical Products Ltd.

Magdaniat Hadar Ltd.

Carmit Candy Products

Aviv Matzo Company

Man Food & Fish Conserves Industry
Miluout Processed Foods Company
Scopex International

Nacional Breweries

and other companies.
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In our opinion, the establishment of a Free Trade Area would enable us
to compete very favorably with European exporters who, through the

Ewropean Economic Market, enjoy special privileges in their trade with
Israel. We also feel that the establishment of such a Free Trade Area
will allow us to have duty-free access to European markets via Israel.

We also are convinced that the State of Israel can supply us with many
products that would be well received in our market, and in turn, we feel
that in our manufacture of specialty ethmic foods, we can find a very
substantial market in the State of Israel.

We feel that implementation of this project will benefit all concerned,
and urge that steps be taken as soon as possible to establish such a Free
Trade Area.

We will be happy to supply you with any additional information you may
require.

Respectfully yours,

I.ROKEACH & .mc%

Monr R
President

MN:sk
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Oakley & Company
Financial Planning
405 Karth Second gtreet
Past Office Box 1947
Porterville, €California 93257-1947
(209) 781-9262

January 26, 1984

The Honorable Robert Dole
United States Senate
Washington D.C.

Dear Senator Dole:

I understand your committee will soon be taking up the question of free trade
with Isreal. I would like to give you my feelings on the subject.

Our importing of Isrealie citrus, olives and tomatoes will cause further
economic hardship for the growers and farm workers of the San Joaquin Valley.
I know first hand that there is very little profit in growing oranges and
olives. Unless a farmer own his land mortgage free, he is very lucky if his
income covers his expenses.

As a financial planner, I am well aware of the tax advantages for the grower.
However, as a grower I am also aware that if a farm doesn't produce enough
income to meet expenses, tax deductions are worthless. In a good year there
is 1ittle enough profit, in a bad year we try to manage our losses. We can't
afford this increased competition.

This area already has the highest unemployment in the state. This further
competition will cause the fafiure of more farms, as well as increasing un
employment of the farm workers.

Isreal needs our help. I suggest we help them in some way that doesn't single
out a few industries to bear the trunt of that help.

Sincerely,

Y
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WILSON

FOOD BROKERS INC.

P.0. Box 2969 ® Syracuse, New York 13220 ¢ 1/315/455.7071

January 30, 1984

Senator Robert J. Dole

Chalrman, Committee on Finance

Rm SD-219, Dirksen Senate Office Bldg.
Washington, D. C, 20510

Dear Senator Dole:

Regarding the hearing scheduled for February 6, 1984 pertaining to the
establishment of a duty free status for import of products from israel,
| would respectfully request that you exclude all produce and agricultural
products, specifically tomatoes.

As an organization whose primary function Is the representation of
American companies in the sales and distribution of canned vegetables,
it dismays me to think that we are presently competing against Israell
tomato products, with them selling at prices below our cost, and to learn
we are considering the removal of additional 13.6% to 14.7% in dutles.
The competitive Impact on my business and that of my manufacturers would
be devastating, to say the least. 1 ask your support in protecting one of
this country's most Important assets, our food manufacturing and distribution
system.

Thank you for your consideration of the above. | look forward to
continuing our company's support of President Reagan and the Republican
party's policies.

Very truly yours,
WILSON FOOD BROKERS, INC.

(4 TP w0 Vi, :I.-x .
7 'Piter R, Wilson, Jr. ‘%
President

+

PRW/sf
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BYRD FoobDs, INCORPORATED

PARKSLEY, VIRGINIA 23421

HEARING DATE: February 6, 1984
SUBJECT: Prz@g;a to Establisti a Free-Trade Area with Israel
SUBMITTED BY: . Ray Hggnie, Vice President/Canning

PURPOSE :

MARKETS:

REGULATIONS ¢

Byrd Foods, Inc.
Parksley, Virginia

I stand before you for the sole purpose voicing my company's
absolute opposition to any relaxation of duty that is presently
imposed on imported Israeli goods. I am here to tell you that
our company urges you to say NO to those who wish to establish
a free-trade area with Israeli tomato products due to the

following reasons:

1) Removal of the U.S. duty on Israel imports would have a
devastating affect on our company's ability to compete in our
markets. Such imported goods are presently sold and delivered

to the buyers warehouse in New York, Philadelphia, Baltimore,
Norfolk and Richmond at a price less than our product cost f.o.b.
factory. Any additional advantage given the importers would force
our plant to close and 300 American taxpayers would lose their
jobs in a county presently at 21.1% below the poverty income level,

2) We find it difficult to compete with imported canned tomatoes

and tomato products which are not subject to minimum wage laws and

-rather demanding regulations from OSHA, FDA and EPA. Our cost

continue to increase while our market government allows foreign

countries in our market place at a decided advantage.
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Propcsal to Establish a Free-Trade Area with Israel (Page 2)

INCREASE IN
VOLUMN: 3) 1In 1981 Israel imported 6512 metric tons and in 1982

imported 11,210 tons of canned tomatoes which is a 582
increase. This.amounts to approximately 636,774 cases of
6/10 canned tomatoes which are for the most part dumped
in the East Coast port cities.

COMPETITION: 4) Just in the past year, we have seen some of our regional
competitors shut their door because the current nature
of this business is so competitive. For Congress to aid in
the future demise of American Food processors by inviting
foreign interests to sell their goods in the USA through

tax inducements is in my eyes an appalling unadvisable act.

CONCLUSION: 5) We have applied to the office of Trade Adjustment
Assistance to be certified as having been harmed by imported
canned tomatoes and tomato product because of a decrease in
sales in our markets due to imports. A proposal to drop U.S.
duty on imports is in direct conflict to a program that Congress
adopted as a back-up for assistance to companies harmed by
imports. A World War II veteran built our company from ground
up and thus far we have overcome low cost imports, However, I
warn you that the removal of import tariffs is a very real threat
to our ability to remain in business and I again urge you to say

no to this proposal.
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DEPENDABLE MARKETING AGENCY
J P.0. Box 188, White Plaine, N.Y. 10008 © PHONE: (014) 049-4690 © TELEX 956589

February 7, 1984

Mr. Roderick A. DeArment

Chief Cousel, Committee of Finance Room SD-219
Dirksen Senate Office Building

Washington, D.C. 20510

RE: FTA U S A and Israel
Dear Sir:

We understand that you are considering a free trade area (FTA)
between the U.S and Israel,

We are importers of pantyhose and such a FTA arrangement would
be of great benefit to us and our customers. We urge you to

favorably consider such an arrangement.
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Notlonal Milk Prodk federath
1840 Wiison Bivd.. Arington, VA 22001 Potrick 8. Healy
703-243-6111 Chief Executive Officer

February 15, 1984

Honorable Robert Dole, Chairman
Committe on Finance

United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

The Committee on Finance recently reviewed a proposal with respect to

the est-blishment of a United States - Tsrael free trade area. The
National Milk Producers has considered the poteniial impact of such action
on the domestic dairy industry and offers the following observations.

The concept underlying creation of free trade zones is to expedite the

flow of goods and services between the nations or groups of nations involved.
This normally would involve nations closely aligned geographically or

those with complimentary trade patterns. To be mutually beneficial, the
relative strengths of the economies involved should be fairly closely
matched,

In this inetance, it would appear that neither of these criteria is met.

The National Milk Producers Federation is opposed to the inclusion of dairy
products in such a scheme.

Israel is not considered to be a prime milk-producing nation nor is the
dairy industry there a major factor im agriculture. Specific data on the
scope of the Israeli dairy industry is lacking., However when a request
to grant Generalized System of Preference (GSF) status to several types
of Iaraeli cheese was considered several years ago, investigation by the
Foreign Agricultural Service of the U, S. Department of Agriculture de-
termined that Israel was deficit in milk production and relied on imports
to £111 & portion of domestic needs. ‘

Despite this deficit, Israel does hold several quotas established under
Section 22 of the Agricultural Adjustment Act for the import of cheese into
the United States. With the exception of 1983, most of the cheese covered
by these quotas has been shipped each year,

| Norman H. Borker, President  Jomes P. Comerlo, Jr., First Vice fresident Herbert Selbrede, Second Vice President
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Honorable Dole
February 15, 1984
Page 2

While the volumes are not large, it makes absolutely no sense for the
United States to be undertaking actions that would effectively reduce

the value of competitive imports at a time when domestic producers are

in the process of making major adjustments. In recent weeks, U.S, dairy
farmers have seen the price support level reduced by 50 cents per hundred-
weight. An additional 50 cents is being deducted from the price of all
milk marketed as a means of funding the milk diversion program instituted
on January 1, 1984,

These steps are being taken to reduce the supply of wilk in this country.
The success of the milk diversion program will determine whether or not
dairy farmers will have futher price support reductions of up to $1,00
per hundredweight applied in April and July 1985,

Any actions that add to the supply of milk and dairy products in this
market will displace domestic production and the displaced milk--rather,
the product made from it--will be diverted to government holdings under

the Dairy Price Support Program. Given the conditions of the present

dairy program, the American dairy farmer would be the one ultimately paying
for such largesse.

A further consideration in this respect must be addressed. With a few
exceptions, the import of dairy into the United States is regulated under
import restraintg established pursuant to Section 22 of the Agricultural
Adjustment Act. These limitations were the subject of substantial debate
during the Tokyo Round of trade negotiations and a major expansion of the
quotas resulted from those trade talks.

Removal of the application of Section 22 quotas on products of Israeli origin
would open the door to greatly expanded imports of cheese products by the
simple expedient of reprocessing highly subsidized cheese produced ia the
European Community or elsewhere and shipping it to the United States.

Given the reprocessing could be bypassed and raw milk shipped to Israel for
the direct production of such items.

The provisions of Section 22 are specific on the point that no trade agree-
ment or other international agreement entered into shall be applied in a
manner inconsistent with the requirements of that law. It would appear that
this requiremnent, standing by itself, would require the ommission of dairy
products from any free trade area plan.

B, Héaly, Chief Excutive O
AL MILK PRODUCERS FEDERATION
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STATE OF MARYLAND
DEPARTMENT OF AGRICULTURE

February 17, 1984

Senate Finance Committee
219 Dirksen Building
First & Constitution
Washington, D.C. 20510

To The Senate Finance Committee:

I would like to submit the following as comments pertaining to the
proposed "free trada area agreement” with Israel.

As Secretary of the Maryland Department of Agriculture, I generally
agree that a free trade area with Israel would be beneficial to both that
country and to American farmers. However, I believe any benefits to Maryland
farmers, especially grain producers, will be more than offset by losses felt
by our fruit and vegetable processing industry.

In recent years, lsraeli government subsidized fruits and vegetables
have penetrated markets in the Northeast corridor of the United States --
the same market area for Maryland products. Even with tariffs from 13.5 to
15% on products such as processed tomatoes these products are reaching the
dock at Baltimore at a lower price than that ‘of our own processors.

Consequently, I strongly urge the Senate Finance Committee to amend
the proposed "free trade area agreement” to exclude all government subsidized
products.

Thank you for your consideration.

Sincerely,

?
/!/’ /c’/:i14:i 7/
, C ¢7...¢, e / Lo

Wayne A. Cawley, Jr
Secretary
WAC:13b
cc: Maryland Congressional Delegation
Maurice Cannon
Dr. Frank Schales
David Faulkner
Warren McWilliams

TELEPHONE NUMBER (3011 841- 5880
60 HARRY S. TRUMAN PARKWAY, ANNAPOLIS, MARYLAND 21401

MARCOM EXCHANGE 266 FACSIMILE 841-5770 TELEX-No. 87856
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LENN COUNTY FARM BUREAL

902 Sixth Street

P. 0. Box 969

ORLAND, CALIFORNIA 95943
Telephone (916) 845-9434

February 16, 1984

Mr. Roderick A De Arment
Chief Counsel

Committee on Finance

Room SD 219

Dirksen Senate Office Building
washington, D.C. 20510

Dear Sirs.

Res February 6, 1984 hearing on
proposal to establish a free trade
area with Israel

It is unfair to the producers of oljves in our country, to cause the forseen
increase in competition for sales of their product, due to the heavy pro-
duction of olives in Israel, and in the fact that their government gives them
assistance to help equalfize their production with their costs,

, -
The effect of the influx of this product could be disasterous to our producers
and we request that you reconsider the decisfon on the duty free importation
of olives from Israel.

:dt
Ay
cct  Congressman Doug Bosco
Congressman Gene Chappie
Senator Pete Wilson
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Route 3, Box 3330
Orland, CA 95963
(916) 865-3434

February 10, 1984

Mr. Roderick A. De Arment
Chief Counsel

Committee on Finance

Room SD 219

Dirksen Senate Office Building
Washington, D.C. 20510

Re: February 6, 1984 hearing on ﬁkoposal to establish a
#ree trade area with Israel

.o

Dear Sirs:

I am an olive grower from Orland, California. I own and
operate a family farm with my brothers and earn my income
strictly from olives. We do much of the work ourselves to
be cost effective and do not participate in government farm
programs.

As a grower of an import sensitive crop, I am opposed to the
proposal to drop all duties on olives from Israel. Our market
is currently being bombarded with olives from Svain, and we
are struggling to keep the domestic product in the forefront.
The California olive industry has funded promotion programs to
get what market we do have.

The duty on imported olives helps offset the assistance nrovided
to foreign producers by their government and helps equalize
their production with costs to the domestic grower. To remove
this duty really promotes the importation of their product....
it is doubtful that we would be able to ship our product to
Israel and remain competitive. Also, the climate in Israel

is very conducive to olive growing, they are serious about
production of this crop, and they have heavily utilized our
research and technology.

Olives from Israel have been denied duty-free entrance through
the Generalized System of Preferences on economic grounds and I
urge that the real impact of this move once again be considered.
Although compromises and concessions to friendly nations should
be made whenever possible, giving away an industry and a hard
earned market is too high of a price to pay.
. *
Respectfully,

Mﬂuf
ames E. Aguiar

cc: Congressman Doug Bosco
" Congressman Gene Chappie
Senator-Pete Wilson
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LAPCO Lake Pac'king Co., Inc.

Box 200 Lottsburg, Virginia 22511
804-529-7392

February 13, 1984

Roderick A, DeArment, Chief Counsel
Comnittee on Finance

Room SD-219

Dirkseir Senate Office Buillding

Washington, D.C, 20510

Dear Sirs

This statement concerns the negotiation of W.tndrw Between:
the U.8, and Isreely (Hearing held Februaxy 6, 1984, 2130 p.m,, in Room SD-215
of the Dirksen Senate Office Bullding,)

It is imperative that canned tomatoes and other tomato products be exclud-
od fron the United States-Israel Froe Trade Agreement. Otherwise, it will be
disasterous for us, as canners of tomatoes, and for other tomato processors in
Virginia and elsewhere,

This country currently enforces a 14,7 pexr cent tariff on imported canned
tomatoes and a 13,6 per cent tariff on imported tomato products, Agricultumal
exports to Israel in 1982 were $6,3 million, Imports were $36.1 million, with
tomtoes and tomato products comprising $18.57 million of the total., Included
are tables (Enclosure 1) showing Ismael's penetration of the U,S, import market
for processed tomatoes, In 1982 Israel supplied 15-16 per cent of the total
canned tomato imports into this countr:v and ranked as the third largest foxeign
supplier, after Italy and Spain, ahecad of Taiwan and numerous other suppliers.

The U,8, foxeign trade deficit was $69,41 billion in 1983, This was 62,5
per cent greater than the $42.7 billion deficit in 1982, U,S, tomato processors

exported $34,1 million in canned tomatoes and tomato products in 1981 and $30.4
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Roderick A, DeArment, Chief Counsel
February 13, 1984
Page 2

million in 1982, This represents a 10,7 per cent decrease in exports from 1981
to 1982, Figures are not yet avallable for 1983, (Ses Enclosure 2 for product
breakdown, )

Great care was taken by the U,S. Government not to reducs the U,S, raies
of duty on canned tomato products during the Tokyo round of tariff negotiations
which ended in 1979, The decision not to lower the U,S, tariff on tomato pro~
ducts was btased on advice from American government agencies and industry advisors,
Only one change has taken place - Israel has become more competitive and more
eager to export to the U,S, With population figures of Israel - 4 amillion, U.S, -
223 million, we Americans stand to be the losers, There is no reciprocity in
this agreement, The U,8, is justified in asking for an exclusion of certain
products from these duty-free arrangements,

Production in Ismael rose 22 per cent in 1983, (See Enclosure 3.)

This is one of many production i The effects of increased Israeli

production and decreased tariffs will be disastercus on East Coast tomato pro-
cessoxs, Imports landed in Norfolk, Baltimore and New York directly affect our
prime marketing areas, resulting in lower prices on an already depressed market.

A strong U,S, dollar coupled with removal of existing tariffs will con-
tinue the decline of our industry.

The: strong U,S, dollar is responsible for the mut{ve cheapness of
forelgn products, Since January 2, 1981, the Israeli shekel has fallen in value/
U.S, dollar 15276, (See Enclosure 4.) Our tomato industry in America is econom-
ically competitive with other nations, but we can not offset the drastic devaluation
of the shekel as well as the removal of tariffs,

As stated in the Senate Finance Committee Hearlng on Febrnuary 6, 1984,

90% of the products traded between the U,S, and Israel ave already tariff free.

35-438 0 - 84 - 18



Roderiok A, DeArment, Chief Counsel
February 13, 1984
Page 3

The remsining 10X are “trade sensitive" areas, This statement raised the follow-. -
ing questionss ’ ‘
(1) If this agreement is to be of such economic benefit to the U.S,, why

are the Amgrican Israel Public Affaiys Committee, the Amcxican Jewish

Coamittee, the Zlonist Organization of Americs and the National
Association of Amb Americans lobbying so haxd for it?

(2) Should the U,S. Government create more competition for American

businesses, forcing their failure?

(3) W11l not the United States-Isrmel Free Trade Agreement force some

U,S, businesses to close, making thes elig'ble for the Tmde
Ad justment Assistance Program, thus costing the taxpayers moxe money?

(4) Does the U,S. not "pump” enough money into Israel through assistance

programs without this “free trade agreement™?

(5) Does the Awerican business, worker and citizen receive considerwtion

only after our government has helped an ally?

This trede agreement will deal another blow to the tomato industry, further
weakening it, Please give consideration to the retention of the present tariffs
between the U,S. and Israel.

Sincerely,

RER O 4\Ny

S, Lake Cowart, Jr,
SLC/ v

Enclosuxes
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Enclosure l-A

U.S. Imports of Canned Tomatoes, TSUS 141,6600
U.S, Total and from Isreel
(Isrmel's rank and as X of the total)

1978
U'sl Toul.OCOQOOO

Israe. (3).....000'

1979
U.S, Total.seesese
Israel (3)-0-0’001

1980 :
U,S, Total,,......
Israel (3)----0-.-

1961
U.S, Total..cveoes
Israel (3)-.a¢o'co

1982
U,S, Totalissessse
Israel (3)....-.-.

POUNDS

74,164,976
7,451,389
10.05%%

45,566,276
5,497,885
12,07%

39,880,425
4,148,889
10, 40%

97,227,954
14,355,621
14,766

167,017,976
24,713,804
14, 80%

THOUSAND
DOLLARS

13,935
1,268
9.10%

9,615
969
10,08%

8,517
794
9.32%

18,964
2,891
15.21%

32,905
5,498
16.71%

Principal suppliers in 1982, in descending order by volumes

It‘IYOo.cacuoo-n
Smin.lllllll‘ll
Israel..ceessees
China Taiwan....

Sources National Food Processors Assoclation

774215, 744
57,267,614
24,713,804

4,052,140
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U.S. Imports of Tomato Paste, 141,6520
U.S. Total and from Israel
(Israel's rank and as % of total)

1978
U,S, Total....ev0e
Israel (6)eevrnss.

1979
U,8: Totaliveuasae
Israel (u)utoaa‘.a

1980
U,S, Total,venenee
Israel (6)........

1981
U.S. Totalss.sn.s
Israel (2)....4440

1982
U.,S, Total.evseons
Israel (4)eu-0enee

POUNDS

50,990,645
2,391,030
4, 69%

42,054,052
2,983,998
7.10%

25,465,289
314,834
1.2

65,202,175
10,954,188
16. 9%

198,029,353
25,0u8,974
12.65%

THOUSAND
DOLLARS
13,911
642
b, 62%

11,701
709

8,457
72
0.85%

22,831
3,660
16,03

74,575
8,599
11, 5%

Enclosure 1-B

Principal suppliers in 1982, in descending order by volume:

China Taiwan.,..
Mex1COu,vsnsnasn
Portugal,..eveee
Israel.seiearess
Italyseevnnnnnne
SpaiNiseessensss

Sources National Food Processors Assocliation

51,029,853
36,093,247
27,189,356
25,048,974
22,929,299

9,445,791

.
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Enclosure 1-C

U.S., Imports of Tomato Sauce, TSUS 141,6540
U,S. Total end from Ismel
(Israel’s rank and as % of total)

POUNDS

1978

U.S. Total........ 7,116,183

Israel (1)....eues 6,345,237
89.17%

1979

U.S, TotBlesssaass 2,793,422

Israel (1).seeenee 2,274,353
81.42%

1980

U, S. Total,,..... 1,651,098

Israel (1)eueeese 1,299,742
78,72%

1981

1,8, Total.osveese 9,116,339

Israel (1).----.-. 8n008'791
87.8%%

1982

U.S. Totals....... 21,824,299

Israel (1).esevsr. 18,954,172
86.8%%

Sources National Food Processors Assoclation

THOUSAND
DOLLARS

1,133
972
85.79%
493
408
82,76%
354
268
75.71%

2,072
1,686
81.37%
5,399

b, b7l
82,87%
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Enclosure 2

Total U,S, Exports of Canned Tomatoes and Tomato I -oducts

TYPE OF PRODUCT

(1981)

Canned Tomatoes

Tomato Paste

Tomato Pulp

Tomato Sauce i
Ketchup and Chili Sauce
TOTAL

(1982)

Canned Tomatoes

Tomato Paste

Tomato Pulp

Tomato Sauce

Ketchup and Chili Sauce
TOTAL

POUNDS

32,192,981
24,553,746
2,087,125
9,013,796
27,753,801

19,977,735
22,556,163
1,301,384
6,315,073
27,572,539

Source: National Food Processors Assoclation

<

10,720,000
1 o —

$ AMOUNT

$ 8,620,000
11,168,000
666,000

’
2,917,000

-

$ 5,332;000

11,412,000

478,000

2,432,000

10 000
0
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JANUARY t4, 1084

’— Private label market prices are ¢lose to private
labet lists which show-
PRIVATE LABEL WAX BEAN PRICES
(g

3 (41
Midwost:
Eancy Cut 3.sv 8728 $110081%
Fancy Cut 4-sv 200 1078
Ex §td Cut 4-av 650 0
Ex Std Cut il ¥ 1000
New York 81
chvCu!Slv 820 1250
Fancy Cul 4-sv 780810 1228
Ex Std Cut 4-sv 740-780 1200
En Sta Cut 3-av 720765 178
Northwes!:
ﬁnev Cut 3-sv 875 12718
Fancy Cut 4 sv . 850 122
Ex Std Cut S-ev 800835 1150
Note Prices are par case. 1.0 D area indicated
TOMATOES ~— .

tomatoes in 10 major producing countries fell 2%

last year, with only Italy., Portugal and Israel
isterin

MAJOR PRODUCING COUNTRIES
(Source Fuovc“muiud soMeol

1,000 Yons: 1 1“3
Umlod 8nln .
i1

Mtlu':o 1

(3]
Paste are still ahead of jast year, with the oqululom
of 1.4 mihon cases of 6/10s coming in between July
1-Dec. 1 or 17% more than last year,
TOMATO Ai1ID 'I’O\!‘AATO PASTE IMPORTS

ce: Buresu of Census)
1,000 & ﬂoMCtn. n«xcn.. 71481 % C
Tomato Paste, 810s . 19 140 01
Tomatoes, 2408 .. ue 413 1428 453

OVERVIEW — The overall Dec. 1 inventory
position of West Coast Canned Fruits is extremely
tight — only 20.2 million cases (24/2s basis) or 41%
fess than a year ago Indeed, Dec. 1 stocks were
nearly one million cases leas than the amount
shipped between Dec. 1, 1982 and June 1, 19683,
WEST COAST CANNED raun POSITION — DEC. 1

\506"“ Cdlulomn l..zu. Processors and
Norihwast um w‘.“oﬂ’

1,000 Cones, 2472 lnll 1283 % C
Cmyom June ¥ ovs
7063? 30 135 Fid
SO‘Ioﬂ" Supply ey 9.539 20
Shipments .
June 1-Dec 1 21487 »0? |§
Stocks. Oec 1 2040 34,327

N 10 Figuras include Northwest and Calitornis Peary Como'ml
Cling and Free Pesches Fruil Cockist Fruit Mis Fruits for Satad
a0d Apricols

CLING PEACHES — There were less than 6.8
million cases (2472v2 basis) on hand as of Dec. | —
55%, less than a year ago and already 2.6 miltion
cases less than the amount shipped from Dec. 1.
1982 through June 1, 1983

FNCLOSURE + 3

_ teqistering gmins. . ;
TOMATOES FOR PROCESSING \[

CLING PEACH CANNERS'
c:uom —DEC.1 .
{Source: nie Lo of Food Proceseors)
1,000 Ca M2% Besls: 08504 ?
Cor m‘M » 8573 ) 7. ‘-
Pack 686 & ~40
k- -9
1

[od [] —g
3838 -1 42 -s
3408 18 2904 . -
409 -13 1 -87
1953 -8 -8
0483 -11 e -M

Most canners are out of one pack size or
another. Shipments are llrlalg‘at list whlch still
show private labei Choice HS $8.98,
2473038 $12.75, 247%vis $16.60 (nol 81035 a8
incorrectly noted last week) and foodservice 6/108
$16 per case, f.0.b. Calitornia.

Exports of Canned Preaches. between June
1-Dec. 1 totaled the equivalent of some 484,000
24”%v: ceses — 47% iess than exported in the

comparable year ago period.
SELECTED CANNED FRUIT EXPORTS
JUNE 1-DEC. 1
(Bource: Buresy of o:m» o
Tt e, o TR
Fm-l Cocktsit . . ™ -3 o8 -
W . . 83  +N 08 +29
. s -12 ¥ +%
Yul cnmm 2 - 2 -4

PINEAPPLE — Haghev domestic foodservice
prices in the offing, with one leading packer posting
the trade that effactive Jan. 16 all stylds of 64108 will
advance 75¢ per case. New lists will show: 810
Fancy Coarse Crushed n Juice $18.50, Fancy
Chunks in HS or Juice $17.85, Cholce Sliced and
Choice Tidbits $17.40 per cuse. ¢.if. West Coast
dock.

Imports of Canned Pinespple between July
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BACKGROUND
of
LAKE PACKING CO,, INC,
Lottsburg, Va,

History

A,

1908 - Founded by A, B, Headley and William John Cowart

1, Canned tomatoes in #1 and #2 cans, sealing lids with soldering
iron :

2, Also shucked oysters, as do the present owners under the name
of Cowart Seafood Corp.

B, 1932 - Ceased operations due to the death of A, B, Headley
C. 1948 - Erected new buildings and purchased new machinery under
ownership of S, S, Headley and S. Lake Cowart, Sr,
1. Processed herring, herring roe and tomatoes
D. 1976 - Mechanized plant with mechanical peeling of tomatoes
E, 1979 - Built new plant, warehouses, etc.,; bought first tomato
harvester and installed second peeled tomato line
F. 1981 - Installed tomato julce line, built additional warehousing
facilities and bought second harvester ’
Statistics
A. Employment - Seasonally employs 90 - 100 people in the plant, with
an additional 25 - 30 farm workers
B, Gross Sales - 1982 ~ $2 million from tomztoes and tomato juice
1983 - $1,7 million
%, Wages - 1982 - $312 thousand in production wages for tomatoes and
tomato julce
1983 - $286 thousand
D, Agricultural Purchases - Tomatoes - 1982 ~ $447 thousand

1983 - $389 thousand
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washington state
farm bureau

111 W, 21ST PO, BOX 2569, OLYMPIA WASHINGTON 98507
TELEPHONE (206)357-9975

February 13, 1984

Mr. Roderick A. NeArment, Chief Counsel
Committee on Finance, Room SD-219
Dirksen Senate Office Building
Washington, D.C. 20510

RE: Free-Trade Area With Israel

On behalf of the over 5,000 member families of the Washington State
: 5
Farm Bureau, some of whom are horticulturists, my comments are directed
to the administration's proposal to establish free-trade areas with

Israel,

We believe higher 1iving standards throughout the world depend upon
mutually beneficial trade amoﬁg nations. However, this proposal is nof
mutually beneficial to U.S. producers. Israel would he getting duty-
free access to a market with 234 million people, while we would be

getting access to only 4 million people,

Furthermore, in 1982, the United States exported $6.3 million worth
of horticultural products to Israel while we imported $36.1 million
worth of such products, This imbalance continued through the first 11

months of 1983,

In 1980, our government proved Israel was subsidizing roses which
were being imported by the United States. Since the current counter-
vailing duty on roses imported from Israel is about 22% advalorem, why

open our markets to additional subsidized products?
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Since Israel is not a signatory to the GATT Subsidy Code, growers can
only get relief from subsidized products by proving injury to their
industry. It is very difficult for growers to raise enough funds for

legal expenses to prove their case.

U.S. policy has been to protect small as well as large producers
but this proposal would soon drive the small family operators out

of business because they cannot compete against the treasury of Israel.

Our members fear Israel would begin to target U.S. markets with
their products under this proposal; therefore, we ask that horticultural

commodities and products be exempt from this proposal,

We believe Israel already receives substantial tariff hreaks under
the Generalized System of Preference Program, as well as substantial

foreign aid, why accord Israel further tariff advantages.

Sincerely,

A,

Robert Jones
, President
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Domestic Telex No.: 640811 PRIMEX NYK
Intl. Telex No.: 426270 PITC
234171 PITC
Cables; PRIMEXINT

Himex

February 13, 1984

Monufocturers/importers/Exporters/Exdusive Intenctional Agents

Mr. Roderick A. DeArment

Chief Counsel, Committee on Finance

Room SD-219 -
Dirksen Senate Office Building

Washington D.C. 20510

It came to our attontion that during recent meetings between President
Reagan and Prime Minister Shamir that it was agreed to have hearings
on the subject which began on January 17, 1984.

Gentlemen:

Ne as exporters of U.S. products to Israel and importers from Israel
are in full support of such an agreement between two friendly countries
as the U.S. and Israel.

Ne sincerely believe that such an agreement will continue to strenghten
the ties between the 2 nations.

We trust that President Reagan's administration will exhaust all efforts
to conclude in the shortest possible time a favorable agreement.

Very truly yours,
PRINEX INTERNATIONAL TRADING CORFORATION
President

EP:gm
cc: Mr. Abraham Rosental/Isras! Trade Center

Primex Intemational Fadng Corp./4 Madison Ave New York. NY I0DIO/(212)679-5060
35-438 401



4250 BROADWAY. NEW YORK, N Y 42001
(212) 563-4600
TELEX RCA 220531

Member of the Dead Sea Bromine Group

February 16, 1984

Dirksen Senate Office Building
Committee on Finance - Room SD-219
United States Senate

Wwashington, D.C. 20510

Attn: Roderick A. DeArment,
Chief Counsel

Re: Free-Trade Area with Israel
Hearing of February 6, 1984

bear Mr. DeArment:

' Pursuant to Senate Finance Committee Press Release No.84-
105 dated January 13, 1984 submission of comments is hereby made
urging the prompt introduction and passage of legislation grant-
ing the President the authority to reduce tariffs with respect o
products from Israel under a reciprocal trade arrangement known
as a free trade area.

Ameribrom, Inc. is the exclusive United States importer of
various bromine compounds manufactured by Dead Sea Bromine Co.
Ltd. and its subsidiary, Bromine Compounds, Ltd. of Be'er Sheva
Israel. The Dead Sea, with a concentration of bromide salts many
times in excess of ocean water, is Israel's most significant
natural resource and an excellant vehicle for future economic
development of that country.

Before discussing the importance of such legisiation to the
Israeli bromine industry in particular, the benefits of such an
arrangement generafly to the United States and Israel is worthy
of note.
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It is our understanding that the overall objective of a free
trade area arrangement is the elimination of tariff and non-
tariff barriers to trade with reséect to a broad spectrum of
commodities. Most importantly, the establishment of a free trade
area would greatly increase the volume of two way trade between
Israel and the United States, resulting in a total increase in
employment and economic activity. Moreover, because Israeli
tariffs are, on the whole, much higher than U.S. tariffs, such an
arrangement would be of particular benefit to U.S. exporters.

While the United States has, in recent years, experienced an
unfavorable balance of trade on a world-wide basis, it has enjoyed
a positive trade balance as a result of its present access to
Israeli markets. Incalendar year 1982, for example, U.S. exports
to Israel totaled approximately-f.3 birﬁ§on dollars, more than
double the value of total Israeli exportswto the United States.
It is certainly reasonable to assume that because of the sub-
stantial Israeli rate reductions, this gap will widen as duty
rates decline.

israel is already in the final stages of a trade cooperation
agreement with the European Community. The failure to establish
a similar arrangement with the United States will provide a
distinct competitive advantage to the European Community's pro-
ducts in the Israeli marketplace.

Of course, the benefits to Israel are equally obvious. With
its mounting trade deficit and the numerous problems which have
plagued the Israeli economy in recent years, ‘markets for the
exportation of itsﬁgoods are essential to its survival. Access to
a marketplace the size and and wealth of the United States is a
vital element to the success of any export program and to'Israel's
overall economic health.

As the United States' staunchest: ally in that troubled
region of the world, the importance of a%healthy Israeli economy
\
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to U.s. foreign poliby objectives in the Middle East cannot be
overstated. The creation of a free trade arrangement between
these two nations is clearly in the best interests of the United
States and we should take advantage of this opportunity.

The Israeli brominated products industry can only become a
positive factor in creating a healthy economic climate in Israel
if it can obtain free access to overseas markets such as the
United States. The consumption of brominated products rises
proportionately with increases in a nation's level of indus-
trialization and standard of living. Accordingly, access to the
markets of the more industrialized nations of the world is vital
to the well being of that industry (given Israel's limited size
and state of industrialization, it is of no surprise that home
market consumption of bromine and bromine compounds approximates
only*1-1/2 to 2 percent of total Israeli production of 3hese
products) .

Although many Israeli products currently enjoy the benefits
of duty-free entry into the United States under the Generalized
System of Preferences (GSP) program, the Israeli brominated
products industry is precluded from enjoying a proportionate
share of these benefits for two basic reasons:

1. Many brominated compounds are classifiable under tariff
provisions which are not GSP eligible (it is noteworthy that
applicable column one rates of duty for such products are among
the highest in the tariff schedules); and

2, Because of the dependency upon a natural resource base,
there are few world-wide producers of bromine and bromine com-
pounds, particularly in quantities sufficient for export. Thus,
imports into this country of GSP eligible Israeli brominated
products are severely curtailed by virtue of the 50% competitive
need limitation. To the extent that Israeli brominated products
exceed the 50% limitation, it is wholly because of the uniqueness

-3
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of the industry (based upn the availabi:ity of bromide salts from
the Dead Sea) rather than the dollar volume of such imports,

Even the meager benefits which this Israeli industry pre-
sently enjoys under the GSP is severely threatened by current
proposed legislation necessary to extend the GSP program. We
understand that one of the proposals being advocated is the
creation of a two tier system which will impose even more
stringent competitive need limitations on the products of certain
beneficiary developing nations. Should this two tier system
encompass those Israeli brominated products presently benefiting
from the GSP, the result will be to further reduce the already de
minimus levels of imports by dollar value of these products, or
to totally eliminate current benefits.

Because bromine and bromine compound production is charac-
terized by high fixed costs, an even greater loss of access to the
U.S. market place would be particuarly onerous. As production of
a particular bromine compound declines, the cost of production
per unit will naturally increase. Dead Sea Bromine Co. Ltd.
estimates that the average percentage value of fixed costs to
ex-factory price approximates 45-50% for those bromine compounds
which are currently marketed in the United States on a profitable
or marginally profitable basis. Were the Israeli brominated
products industry to have its access to the U.S. market place
eroded, its competitiveness in other world markets would be
adversely impacted as well. By the same token, to the extent
access to the U.S. marketplace increases, the competitiveness of
its brominated products will benefit in other world markets.

We understand that certain United States producers of bro-
mine and brominated products will oppose the enactment of legis-
lation paving the way for free trade legislation or will at least
request that such legislation exclude brominated products. While
not unmindful of the profit orientation inherent in all business
entities} we do not believe that such opposition can be justified

-4-
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or that claims of adverse impact to the U.S. industry can
withstand close scrutiny.

While the enactment of a free trade arrangement will likely
result in some increase in shipments of Israeli brominated
products there are clear limits to the production capacity of the
Israeli industry and even at maximum output, impact upon of the
total U.S. market for consumption would be minimal. According to
a 1983 report of the U.S. Department of the Interior, Bureau of
Mines, imports of bromine and bromine compounds from Israel
constituted approximately one percent of domestic consumption
during calendar year 1982 (Bureau of Mines, Mineral Commodity
Summaries - 1984).

Even if the tariff barriers covering all bromine products
from Israel were to be reduced to zero and imports do increase,
the U.S. producers will continue to enjoy significant competitive
advantages due to their lower costs of doing business which
include lower transportation costs, lower energy costs and lower
material costs (with the possible exception of the bromine
itself). All other things being equal, U.S. producers will always
benefit from "buy America" consumer sentiment.

Finally, U.S. producers of bromine and brominated products
are an elite group, currently situated in positions of great
market strength. 2] In the case of some bromine products, there
is but one U.S. producer. For example, dibromo neopentyl glycol,
a flame retardant, is produced and marketed by one U.S. company
and Ameribrom. Similarly dibromo methane, a slimicide inter-
mediate utilized for water treatment and purification, is im-
ported and marketed by Ameribrom in competition with one U.S.

*] See attached copy of Great Lakes Chemical Corporation (the
Targest producer of bromine and brominated products in this
coun:ry) sales chart (1973-1982) from 1982 Annual Report at
pg. 1.

-5~
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company who established the market price. It is readily evident
that an additional benefit of a free trade arrangement would
accrue to domestic consuming industries of bromine compounds.
Clearly the ability of Ameribrom to import brominated products
continues to prevent a monopoly in the market place by a single
company with all the far reaching consequences that such a
situation can create.

Thus, there exists no rational basis for concluding that
expanded access of this Israeli industry to the markets of the
United States would prové injurious to the domestic producing
industries.

CONCLUSIONS AND RECOMMENDATIONS

The obvious benefits to the economy and interests of the
United States in entering into a free trade arrangement with
Israel are numerous and constitute a compelling basis for favor-
able congressional action. While it may be that a commodity
exclusion is warranted in some situation, no such exclusion can
be justified with respect to brominated products.

The willingness to abandon the higher tariff barriers on the
Israeli side is a clear indication of that nation's readiness to
grant significant benefits to the United States. For the United
States' part, we do not believe that limiting the benefits of a
free trade arrangement to these products that are already enjoy-
ing the benefits of the GSP constitutes reciprocity. We assume
the United States is willing to grant concessions and, 1in the
absence of evidence of a compelling nature, the exclusion of
benefits under a free trade arrangement to a particular product
sector is wholly unwarranted.

Not only is such basis wholly absent in the case of bromine
and bromine products but the inclusion of such products in a free
trade arrangement is of vital importance to the health of this
Israeli industry.

Respectfully submitted,

AMERIBROM, INC.
\

By
""Noah Ehrlich,
Vice President

35-438 0 - 84 ~ 19 ‘
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a ﬁ AMERICAN PIPE FITTINGS ASSOCIATION
8136 OLD KEENE MILL RD., SUITE 8-314, SPRINGHELD, VA 221562 (703) 64:-0001

Pebruary 20, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committe on Pinance, Room SD-219
Dirkaen Senate Office Building
Waahington, DC 20510

Dear Mr. DeArment,

On behalf of this Association, we respectfully subamit our views con-
cerning:

Committee on Finance Hearing on .
Proposal for Free-Trade Area With
Israel - Pebruary 6, 1984

In view of the already extremely complex and difficult to adminster
treaties, regulations and legislation that affect international trade,
it does not seem sensible to create another broad policy which permits
us to single out certain countries for special treatment. 1In doing
80, it may help one segment of the U.S. industry but it may also hurt
others.

Israel has enjoyed GSP duty-free status since 1976 and may continue to
be quallfied to receive this privilege if the GSP is extended beyond
1985, '

Although pipe fitting imports from Israel, with one or two exceptions,
currently represent a very small percentage of the tctal U.S. imports,
APFA member firms have expressed concern about Israel's potential to
make serious inroads into the domestic market. For example, Israel
accounts for 19% of stainless steel butt-weld fittings imports, 8% of
alloy couplings but presently only 2-3% of all the rest.

Israel imports a very amall number of pipe fittings from the U. S.
only 189,293 pounds in 1983 of the 61 million pounds that the U.S.
exported, There were no imports in the two categories mentioned
above.

Although we realize that a special relationship exists between the
U.S. and Israel, we suggest that the establishment of a free-trade
area may set a precedent and spawn similar demands from other natgons.

$e:e1y, é‘n a"

Paul H. anle,
Executive Dlrector

PHE/mkp
cct Peter Buck Feller
Arne Salvesen
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ZFatalanta

CORPORATION
YT VARICK SYREET NEW YORK NY 10013 ¢ 212-431-9000

February 16, 1984

Mr. Roderick A. DeArment
Chief Counsel

COMMITTEE ON FINANCE

Room SD-219

Dirksen Senate Office Bldg.
Washington, D,C. 20510

Dear Mr. DeArment,

The firm ATALANTA CORPOPATION is a major importer of Food
Products in the United States, established since 1945, with
an annual volume of bales of approximately $270,000,000.00.

The purpose of this letter is to express our firm and emphatic
support for the establishment of a #ree Trade Area (FTA)
between the ¥nited States and Israel, a subject that was taken
into consideration during the recent meeting in Washington of
President Reagan and Prime Minister Shamir.

The advantages are numerous and obvious and there is no
necessity for us to list a series of cliches to underline the

importance of such relation between the two countries.

We do know that the United States has to be involved in the
distressed area of the Middle East and we do also know that
military presence or intervention being no remedy to the situ-

ation.

Let us try trade facilities which bring with them prosperity,
communications, friendship and exchange of goods and ways of
1ife - As let's use Israel as the bridgehead.

2....

Por Tolas 00 00rvices Sonignad 80 feliews: Shrimp — Lobster ~ Figh — Cheess Unox MCA 292480 ATA UR ITY 420082 TRADA!

: - 1(Y
GXPONTE ~ Imporw of Froten Meal ITT 432008 Communications From Denmark ~ Norway - $0ain ~ Hungsry ACA 22600 ATA UR
ALL BRAKCHES IN USA USE Weekern Union 128187 CABLE ADDRESS TRADATLAN - NEW YOAX
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Mr., Roderick A. DeArment
Chief Counsel . February 16, 1984

That makes it imperative that we do establish with Israel the
soonest possible the FTA program.

As far as ATALANTA 1is concerned we are no stranger to the trade
with Israel. For 1983 we have imported from Israel and sold
to the U.S. market, the following:

TOMATOE PRODUCTS $1,100,000.00
SILVER ONIONS 750,000.00
MATZO 500,000. 00
CITRUS FRUITS 70,000.00

Misc. Food Products:

Soups, Vegetables,
Cookies, Ethenic Foods,
etc. 1,000,000.00

$3,420,000.00

We know that much could be accomplished with FTA, and we are

sm74e1y ,
rd
o /

Gzorﬁévc. Gellert
Chairman of the Buard

more than willing to do our share.

cc: Mr, Abraham Rosental
Israel Trade Center
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Moetai Container Division

Yebruary 17, 1984

i

Roderiok A. DeA "
Chief Counsel, Cosmittee on rinance
Room 8D~219

Dirksen Senate Office Building
Washington, D.C. 20810

Dear $ix:

Reoently » hearing was held (February 6th, 2:30 P.M., Room 8D-19,
Dirksen Senate Office Building) dealing with a proposal for a
free trade ares with Israsl on imports of canned fruits and vegetables.

Bven with the duty in effect, #10 Tomato produots (as an example) from
Israel to New York are delivexed below the cost of a case delivered to
Nev York by canners in the Northeastern & Mid-Atlantic area of the
United States. In one specific instance, the spread is 8¢ per case,
With the proposed removel of the current $1.4). import duty, the differ-
ence would become $1.49.

Natuially, this would adversely affect Parmers, Processors and other
allied industries such as ours. At a time when many in the food industxy
are struggling for survival, we urge that, at the very least, no action
be taken to remove this duty, Certainly, domestic producers should not
be penalized in favor of foreign competition. )

We trust you will give our appeal thoughtful and serious consideration.

Very truly yours,

t Can C /R Piazs & 0. 7133 Rutharford Road, B, Maryland 21207 (301) 044-8214




March 19, 1984

Roderick A. DeArment

Chief Counsel \
Committee on Pinance

Rm SD-219

Dirksen Senate Office Buildinq

Washington, D.C. 20510

Gentlemen:

Regarding a Free Trado Area between Israel and the United
States, I offer the following information.

We 2re a Xosher wine producing and importing company ‘with
annual sales of over 10 million dollars, We sell mostly in countries
where there is a large Jewish population.

' At the presant time, we can not sell our products in Israel,
which should be our largest market, due to quotas and high tariffs
imposed by the state of Israel. On tho other hand, wine produced

in Israel is being imported to the United States with NO duty.

This puts us at a disadvantage. If a Pree Trade Area is established,
we would have a chance to compete fairly and sell our products in
Israel,

8incerely yours,

HH/sh

420 KENT AVENUE / BROOKLYN, NEW YORK 11211/ PHONE 212 384 2400
Auord Winning Domests., [sraed, French and liaban Wines
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SPICE KING CORPORATION
6009 WASHINGTON BOULEVARD
CULVER CITY. CALIF, 90230
(213) 838-7770

CABLE: SPICEKING CULVERCITYCALIF, TELEX, 664350 — SPICEKING CULY
A Faebruary 2, 1984

Mr, Rodericl: A. DeArment

Chief Counsel, Committee on Finance
Room 8D-219

Dirkoen Senate Office Building
Washington, D.C. 20510

Dear Mr, DeArment:

~

We welcome the initiative to have the opportunity of a Free Trade

Area between the United States and lerael.
As this Company will greatly benefit by the oliyination of custom
duty into Ilrae% the F T A will enable us to ahip large quantities

to Israel.

Consequently our country will be a great beneficiary of the Free

Trade Avea,

Sincerely yours,

4 .

Bart R. Stern

BRS/acg

Lobomfzg Tedted, and, Approved, Products
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BARTHOLOMEW R. STERN
~ 438 Kl Camino
Beverly Hills, Calif. 90212
(213) 277-9665

Business Consulting
February 3, 1984

Mr, Roderick A. DeArment

Chief Counsel, Committee on Finance
Room 8D-219

Dirksen Senate 0ffice Building
WASHINGTON, D.C. 20510

Dear Mr, DeArment:

We strongly support the FREE TRADE AREA between the ‘United States
and Israel.

It is my ardent belief that this will open tremendous potential

for American exports to Israel and Furope as Israel is enjoying

a Free Trade Area with the European Community.

Needless to say that we in the United States must do evarything

possibla to increase and to cooperate in every possible way with
our friendly allies.

Therefora, I urge the Committee on Finance to establish a FREE
TRADE AREA betwaen the United States and Israel.

In the short and long run the United States and my Commany will
be the beneficiaries.

Respectfully yours,

&4,

BARTHOLOMEW R. STERN
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1712 New Hampshire Auenue, N.9.. Washington, 8.¢. 20009

S, Jewish War Veterans of the Anited Btates of America
A

Mr, Chairman and Members of the Committee:

i .

The Jewish War Veterans of the USA strongly supports the establishment
of a Free Trade Area (FTA) between Iirael and the United States., We
believe the establishment of an FTA will be good trade polfcy and bene-
fit the economies of both the United States and Israel,

The United States' economy would benefit greatly from an FTA with Israel.
Israel already imports $1.5 billion of American civilian goods annually.
The balance of trade between the U.S. and Israel has always favored the
United States with our country enjoying a $408 millfon surplus. This
figure is almost certain to 1ncrease with enhanced trading relations.

In addition, exports to Israe) generate approximately 100,000 jobs in
the U.S., according to estimates made by the Commerce Department. We
believe the United States cannot afford to by~pass this opportunity to
improve our own afling export market that suffers from high {nterest

rates and a strong dollar,

One concern voiced by American industries is that 90% of Israel's exports
\to the U.S. are already duty free through the Generalized System of
Preferences and Most Favored-Nationa) treatment under‘the GATT (Generatl

Agreement on Tari{ffs and Trade). Opponents argue that the remaining
10% will on1y flood the American market with cheap labor-intensive

products such as Jewelry. This is unlikely to happen since Israe!
1s not a cheap labor intensive enclave nor 18 1t a large anough country
to undercut prices in the U.S. market.
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Another concern voiced by opponents is that Israeli agricultural exports
will have a negative net effect on the U.S. farmer. Yet our agricultural
exports to Israel exceed Israel's exports to the U.S. by & margin of

8 to 1 {$421 mi114ion to $53 mi11ion in 1982). An FTA would serve to
expand our farm exports and protect the farm market against E‘umpean
competitors; American farmers will also benefit from Israeli technological
advances.

Finally, a stable and dependable market generated by an FTA would serve
to lesson Israel's debt to the U.S., increase Israel's ability to become
self-reliant, and would enable Israel to buy American products for its
edvanced high technology industries. These accounted for $730 mi1lion
o\f U.S. exports to Israel in 1981,

Furthermore, the European Common Market recently signed a similar agree-
ment with Israel and therefore, the competitive poiition of American
firm selling to Israel could decline as much as 10% without a similar

" agreement between the U.S. and Israel, An FTA wouid head off this
potential problem as wel) as assist an ailing Jsraeli economy.

The commi tment to an FTA by President Reagan and Prime Minister Shamir
will give an added boost to their bilateral negotiations on other issues.
Since Congressional action 1s required to concluda an FTA agreement, we
strongly urge the Committee to also take into account the fmportance of
maintaining a strong U.S. - Israeli relationship. We therefore hope
Congress will work closely with the Administration and all concerned
parties for th§ succeds of the FTA negotiations, N
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- . I EINYERNATIONALBANK \

7126 Wisconsin Avenue @ Bethesda, MD 20814 o (301) 9510800

February 15, 1984
STATEMENT OF SUPPORT BY
DONALD E. XSBPE. CHATRMAN OF THE BOARD

WILFREU C. WRIGHT, PRESIDENT & CHIEF EXECUTIVE OFFICER
HERITAGE INTERNATIONAL BANK

RE:  UNITED STATES SENATE: FEBRUARY 6, 1984
COMMITTEE ON FINANCE RING ON

PROPOSAL FOR SAEE: ‘NAR‘- ANTR WITR 1SRAZLL

Heritage International Bank, & Naryland State Bank (n-’

sured by the Federal Deposit Insurance Corporation was chartered

by the Maryland Banking Commissioner June 27, 1983. A full-service
commercial bank, Herttage International Bank received approval of

the the Maryland Banking Commissioner, the FDIC and the Bank of Israel
to open & Representative Office In Isrsel.

On December 5, 1983 this Bank's Representative Office
opened for business In Tel Aviv, The Bank has 'lessed permanent
premises in Tel Aviv which are presently being constructed., The
permanent office Is expected to be completed and occupied in the i
Spring 1984, 1

Heritage International Bank is the only American bank
with an office in Israel, In fact, it is the only free world bank
with an office in Israel. As such, this Bank has & substantial
interest in the broposal to Establish a Freea Trade Area with lIsrael.

“Member FDIC
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It is our considered opinion that this proposal should -
be approved and the free Trade Area between our two countries
established without delay. The Area will undoubtedly serve the
immediate and continuing best interests of the United States.
Let us enumerate some of the most cogent of those interests which
this Bank already recognizes.

1. The United States currently enjoys a substantial
favorable trade balance with Isreel, That favor-

able trade performance should be encouraged and

expanded. Israel has a demonstrable need for U.S.

production to serve widely diverse skills and

manufacture and the U.S. has the obvious ability

to fulfill a large share of Israel's import re-

quirements. Our personal experience in establishing

this Bank's office {n Israel confirms that the

present economic and tariff relationship between our

two countries acts to our mutual disadvantage. As an

example, Her{tage requires a wide assortment of office
furniture, furnishing, office equipment and supplies.

We would prefer to have our selactions shipped In to

Israel from the United States - employing our decorat-

fng taste and skills « and utilizing equipment proven

by local experience. Because of the extra duty costs
fmposed on such furniture and equipment, the purchase



N3,

296

of American-made products was prohibfted. In exer-
cising prudent economic judgment, we had to purchase
products manufactured in Israel - which we believe

to be less well suited to the image we wished to
project than American-made {tems would have been.
Although our Office in Israel has been open but a
short time - the initial thrust of banking oppor-
tunities indicate a substantial interest on behaslf

of Israelt firms in acquiring American-made products.
We have already financed the purchase of American
made computers shipped to Israel for sale and/or
lease to Israelf firms, We are currently negotiating
financing for the sale of American-made modular homes
to Israel {mporters for erection in Israel. Sub-
stantial additional product lines are being sought.
Israel has an enormous appetite for what the U.S.

can provide.

Israel has concluded an agreement with the European
Economic Community that allows shipment of Israeli
products tnto the European markets duty-free. This
presents a rare opportunity to the American {ndustri-
alist who can establish an entity or co-production
factlity In Israel, ship semi-finished U.S. manu-
factures there for completion and re-export on & duty
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free basis into the European marketplace - a dis-

tinct advantage compared to attempting to export

directly to Europe over high European tariffs on

U.S. goods.

Israel Is already demonstrating a tremendous growth in
the field of high technology in every mode of scientific and
medical enterprise. Israel's achievements in manufacturing and
marketing, embracing their technological advances assure both &
continuing and escalating requirement for the necessary materisls
and products which American resources are able to provide. The re-
sultant market potential and an avaitlable pocl of high tech on
which U.S. firms can draw for their own product improvement and de-
velopment, should indeed favor both countries to nefther's disad-
vantage.

Israel 1s one of the few countries in the world which
presently provides a favorable trade balance to the United States.
Indeed, Israel Is one of the strongest and most fafthful U.S,
trading partners.,

Thus, we earnestly support the proposed establishment of
the Free Trade Area betwaen our two countries confident that the
strategic, democratic and cultural relatifonships that weld the
United States and Isrsel together will be immensely strengthened (n
new and significant economic dimensions. Indéed the technical,
scientific, menufacturing skills of our two countries will pro-
duce new levels of accomplishment and prosperity that willuprove
to be & model for all countries and of freedom and opportunity

SO

Donald E. Wolpe, Chafrman Wilfred C. Wright, President
of the Board and Chief Executive Officer

for all peoples.
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I n x u s a 319 KNICKERBOCKER AVENUE
. HILLBDALE, N.J, 07642
{201 sesdise

INCORPORATED ELEX: 134:402

TESTIMONY OF
MURRAY A. MOSKOWI Z
GENERAL MANAGER AND VICE PRESIDENT
or
PLANTEX - U,8.A., Ino,
319 Knickerbocker Avenue

Hillsdale, New aorlog 07642
(201) 666- 353

BEFORE THE
BUBCOMMITTED ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE

UNITED STATES SENATE
ON THE PROPOSAL FOR FREE-TRADE AREA WITH ISRAEL
JANUARY 27, 1984 .

My name is Murray A. Moskowitsz, 'I am General Manager and
Vice President of Plantex = U,8.A,, Inc,, a subsidiary of Teva
Pharmaceutical, a pharmaceutical company in Israel,

Plantex imports into and sells in the Unitod States
pharmaceutical products manufactured by the parent company and
its subsidiaries. wé ourrently benefit from the duty-free
provisions of the Generalized System of Preferences (GSP) on a
major product, amitriptyline-hydro-chloride. Without this duty=-
frees treatment, as I will explain shortly, Plantex' total
business would be in jeopardy. Thus, I am here befors you today
to express Plantex' support for a free-trade area with Israel,

Let me begin by explaining that Plantex is in the generia,
raw material drug business., Like other generio drug suppliers

+ and manufacturers, we are completely dependent upon foreign
suppliers, because the large U.8. producers of drugs do not
generally supply.drugs for sale to generic manufacturers in the
U.8, We in the generic drug business are convinced, and we are

En AFFILIATED WITH: TEVA = ABBIA, larael
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sure that many of your constituents are also convinced that the
U.8., consumer should have the option to buy lower-priced generic
drugs. Moreover, many third party payers of drug bills in the
U.8., including Pederal and State governments, Unions, HMOs, and
so forth, are very conscious of‘tho importance of the generic
drug industry in providing safe, effeotive low-cost drugs, Thus
it is important and in the public f{nterest that this supply of
generio drugs continue, ,

One of Plantex' main products now, which we import from
loruo&: is amitriptyline=hydro-chloride, an anti-depressant. The
customs duty on this product is 27.7%, a veritable tariff wall
whon added to 108 royalties and shipping fees. singo 1982, the
product has been classified for duty~-free treatment under the
G8P, Our major competitors are Italian and Swiss conpanies,
Even without benefit of the GSP, the Italians and Svwiss are able
to sell the drug in the United States at a slightly lower price
than we are able to, even though we benefit from the G8P,
Obviously, if we were no longer able to receive duty free
benefits,, we would not be able to compete with the Italians and
the Swiss and, as this is a major product line, we could be
forced out of business.

In light of this background, you can understand why
Plantex - U.8,A. favors both renewal of the GS8P and the
establishment of a free-trade area with Israel, In your
deliberations of what course of action to take, I urge you to
consider small importing businesses such as Plantex. We are
Americans and we employ Americans, W¥e sell houlth-cagq products
{n the United States at great benefit to Anoricqn health care

35-438 0 - 84 -~ 20
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consumers, Without duty-free treatment, our most important .
product, which we import from Israel, would not be competitive in
the United States because of competition from drugs produced in
developed nations, It is certainly in the best interest of the
United States for our product to enter duty-free, for if we are
forced out of the market; it is certain that the Aserican
aonsumer will pay more for this product. )

I turn now to the effeot that reimposition of the high duty
would have on our parent company in Israel. If Plantex is unable
to sell its parent company's products in the United Btates, Teva
Pharmaceutical in Israel would also suffer signilicantly. I can
illustrate this point with the following examp.e: In 1980, when
the American Selling Price method of valuation was abolished, the
duty on amitriptyline-hydrochloride, which was not then on the
a8P, went from 6.68 to 368, After that date, and before the drug
was placed on the g_gg‘_tn 1982, Plantex sold almost none of it in
the U.8, i

As a result, the parent company in Israel (then Plantex
Ltd., which was later acquired by Teva) suffered serious
reverses, foroing the closing of one plant, sale of its assets to
another cospany, and retrenchment at its remaining facilities,
Given this historv, the impact of reimposing duties would olearly
be felt in Israsl.

I would like to botne out here that Teva has had some other
serious trade set-baoks in recent years. Its major export
markets were in Ivan and Afrioca. Por political reasons, these
markets are nowv 1losed to Teva. As with other Israeli companies,

-3
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Teva is limited politically to those export markets it can
develop., Therefore, the European and U.8, Markets are crucial.

Teva can compete in Europe, where its products receive duty-
free treatment, and now it can compete in the U,8, with the
G8P, Without duty~-free treatment, it will be forced out of the
U.8, market, I should point out here that, unlike competing
companies producing druge in developed countries, most of which
possess sufficient natural resources for the produation of
internmediates, Teva must import most of these raw materials used
to produce its products. It is thus at a competitive
disadvantage vis-a-vis those developed countries., Elimination of
duties can help to offset this disadvantage.

rinally, I would 1ike to note that U,8, amitriptyline~hydro
oloride can and does enter Israel duty-free., Thus, there is at
this time full reoiprooity between lsrael and tho U.8, as to
tariff treatment of this drug.
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STATEMENT TO THE SENATE COMMITTEE ON FINANCE
PROPOSAL FOR FREE-TRADE AREA WITH ISRAEL
February 6, 1984 Room SD-215 Dirksen Senate Office Building

Fdrman Canning Cempany {s very much opposed to the granting of duty-free
treatment on canned tomatoes and other processed tomatoes from Israel,

Furman Canning Company is a small family-owned business which operates a
canniﬁg plant in central Pennsylvania, Our principal business s in canned
tomazoes. During the summer months of June, July, August, and September, we can
peas, snap beans, and tomatoes, all of which are delivered to our processing
plant by farmers in the area. During 'the other efght months of the year we
utilize our plant capacity in the canning of dry beans.

The principal business of the Furman Canning Company is canned tomatoes,
which accounts far 75% of our seasonal pack of canned vegetables and 35% of our
total year rouRd production. We do not believe we could continue to stay in
business 1f we could not operate at a profit on canned tomatoes, which is the
backbone of our business.

We have already encountered Israeli tomato products in our area. Israeli
#10 crushed tomatoes are now being delivered to customers -y our trading area at
prices which are below our costs. The current tariff rat: of 14.7% on peeled
tomatoes,and 13.6% on tomato sauces 15 not a deterrent to Israeli imports and we
are concerned that any reduction in that rate of du’y would have disastrous
consequences for us as canners and on our growers and our communities. If the duty
comes off, the Israeli price could drop another $1.30, If we had to drop our selling

prices to those levels we would go bankrupt in a rather short time span.
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Page 2

According to Bureau of the Census figures, imports of Israeli tomato
sauces jumped 136% from 1981 to 1982. 1 do not have 1983 figures but I assume
they also increased.

1 The Furman Canning Company 1s & smal) business. We contract with a tota)
'of 198 farmers of whom 183 grow tomatoes for us, We contract in advance of the
season, thereby guaranteeing the farmer a firm price per ton for their products
even ‘before the crop s grown and guaranteeing us an adequate supply of fresh
vegetables, Many of these farmers have grown crops for us for 20 years or more.
Our egonomic well-being as canners, very directly affects their economic well-being
as farmers. The total paid by our company to our 183 tomato growers in 1983 was
$3,321,692.00

) The Furman Canning Company employs 165 people on a year-round basis and an
additional 175 during the canning season. Our total payroll for 340 people during
1983 was $2,810,733.00

We belfeve there are approximately 100 tomato canners in the United States,
many of them sma)l businesses 1ike ours, who also rely on canned tomatoes as the
principal {tem in their product 1ine. Although we cannot speak for any of them,
we know aith certainty that duty-free imports of canned tomatoes and tomato
concentrates from Israel would be disastrous for our business.

He most earnestly recommend that canned tomatoes and other processed tomato
;:roducts be excluded from the Free Trade Area agreement and we ask that congress

do so by statute 1f necessary to accomplish that objective,

Respectfully submitted,

A. i

N Joel R. Furman
PR V.P.Marketing
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STATEMENT TO THE SENATE COMMITTEE ON FINANCE
PROPOSAL FOR FREE-TRADE AREA WITH ISRAEL

February 6, 1984 Room SD-215 Dirksen Senate Office Building
The tomato growers of Pennsylvania are very much opposed to the granting
of duty~free treatment on canned tomatoes and other processed tomatoes from Israel.

\ There are 5000 acres of tomatoes grown in-Pennsylvania for processing with
a value of 7 mi1lion dollars. Tomatoes are the most important processing crop in
Pennsylvania. It is a very important revenue to over 400 growers in Pennsylvania.

The processors we grow for have already encountered Israeli canned tomatoes
in the market place which are prices below their cost, Ine current tariff rate
of 14,75 1s not a deterrent to Israeld imports and we are cincerned that any re-
ductioh in the rate of duty would have a disastrous consequences. for the canners

and us as growers,

. We would have to reduce our prices on raw tomatoes by $27 per ton in order
for our processors to be competitive with duty free imports from Israel. This price
would be $12 below our production cost. Many growers could not continue to stay in
business if they could not grow tomatoes at a profit,

We most earnestly recommend that canned tomatoes and other processed tomato
products be excluded from the Free Trade Area Agreement and we ask that Congress do
so by statute 1f necessary to accomplish that objective.

v Sipcerely yours,

Dwightllfs‘s e
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STATEMENT OF THE CALIFORNIA FARM BUREAU FEDERATION
BEFORE THE SENATE COMMITTEE ON FINANCE
REGARDING THE PROPOSAL TO ESTABLISH A

U.S./ISRAEL FREE-TRADE AREA

Submitted by
Henry J. Voss, President

February 6, 1984

The California Parm Bureau Federation is the state's largest
general farm organization, representing over 100,000 member families.
Among our members are over 800 cut flower producers, 1,100 prodessing
tomato producers, 700 olive producers, 2,000 citrus producers, and
1,300 avocado producers. The creation of a duty-free trade
arrangement with Israel has the potential to severely affect the
domestic markets of these import-sensitive crops.

Current statistics on imports, production, market apportionment,
import duties, and subsidies provided by the Israull government have
been pregsented to the Committee by other U,8. agricultural groups
which will be affected by the proposal. Testimony presented to the
Committee on behalf of the American Farm Bureau Federation described
the current imbalance of trade between the U.8, and Israel and the
inequitable nature of the proposal., Those statistics clearly
illustrate the precarious position of U.8. horticultural crop
producers and therefore we oppose the inclusion of agricultural
products in the proposed bilateral agreement,

while we favor the reduction of trade barriers befween nations
and trading on a strictly commercial basis, we believe any change in
current trade relationships must be negotiated to ensure that such
changes are mutually advantageous. This legislation could set a
dangerous precedant which could invite such requests from a myriad of
other countries, eroding the foundation of all other negotiated trade
agreements. The proposal could also be a violation of the General
Agreement on Tariffs and Trade by awarding special treatment to one
nation, an action which the United States has challenged when taken by
other nations.

We join the American Farm Bureau Federation and other
agricultural groups in requesting that agricultural products be
exempted from the proposal to establish a free-trade area with Israel.
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STATEMENT TO THS SENATE COMMITTEE ON FINANCE
February 13, 1984

EXCLUSION OF CFRTAIN PROCESSED FOOD PRODUCTS

oM NSRRI IMOP-10MEL FRER TRADE ARRA

Tho California League of Food Pr » whose b ies prod

approximately 75 percent of the canned fruits and vegetables produced in Californias,

urges that four groups of pr d food produote =-- T » Artichokes, Olives,

and Fruit Mixtures -~ be excluded from the United States-Isruel Fres Trade Area,
The articles of'eonoom are
1) ‘l‘omt'on. prepared or praserved:
TSUS 141,65 Tomato paste and ssuce
TSUS 141,66 Tomatoes, prepared or preserved, other

TSUS 140,74 Tomatoes, dried, desiccated, or dehydrated,
reduced to flour

(2) Artichokea, prepared or preserved:
TSUS 141,76 Artichokes packed in salt, in brine, or pickled
TSUS 141,92 Artichokes, prepared.or preserved, other

(3) Olives, prepared or preserved:
TSUS 148,44 Olives, not ripe, not pitted or stuffed, green in color
TSUS 148.46 Olives, ripe, not pitted or stuffed, not green in color
TSUS 148,48 Olives, ripe, not pitted or stuffed, green in color
TSUS 148,50 Olives, pitted or stuffed i
TSUS 148,56 Olives otherwise prepared or preserved

(4) Fruit Mixtures:

TSUS 150,05 Fruit mixtures containing apricots, citrus fruite,
peaches or pears

Calitornia League of Food Piocessors L) 1007 L Streel [ Sacramento, Ca 95814 2 [916]444-9260
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All of the enumerated articles are among the 10 percent of Israeli products
which are not imported into the United States duty free. The enumerated articles are
not duty-free in this country because they are import-sensitive,

The MFN rates of duty on most of the snumerated articles have not been reduced
for many years.

This statement details the numerous steps taken by the Executive Branch to
withhold the articles of concern from MFN tariff reduotion and from duty-free GSP
trnmni, often by oreating new tariff olassifications for the specifio purpose of
" exoluding these products from tariff reduction or elimination,

Great care was taken by the United States not to reduce the MFN rate of
duty on any of these products during the Tokyo Round.

Care also has been taken by the United States not to grant duty-free treatment
on these products under the Generalized System of Preferences. The Executive Branch
has accepted petitions for GSP treatment on most of these producte and, after pudblic
hearings and reconsideration, has refused to grant GSP trestaent.

The U,S. International Trade Commission and its predecessor sgency, the Tariff
Commission, have consistently recommended against reductions in the MFN rates of
duty, snd against GSP treatment on all of these products, and generations of U.S.
trade policy adninistrators have come to the same considered judgment: That tariffs
on these products should not be reduced or eliminated.

In summsry, the United States has c\mlhunuy withheld ite MFN rates of duty on
the five product - T , Artichokes, Olives, Fruit Mixtures, ‘and Citrus

8 ld

Juices -~ from reduction or elimination.
In the face of these considersd judgments on the need to hold the line on U.S.

tariffs on these products ~=- because of their import sensitivity and their economic
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hpoftmce to U,S. growers and processors -~ it should be unthinkable to xveduce or
elininate U.S. tariffs on these products, even for the benefit of one trading
partner,

A1l of the articles of concern should be excluded from the Free Trade Ares by
statute,

Senned Jomatoss and Jogato Copoentrates

The considered position of the Executive Branch is to hold the line on the MFN
rates of duty on tomato paste and sauce (TSUS 141,65) and on canned tomatoes (T8US
141,66).

The considered position of the Executive Branch is also to hold the line on the
MNFN rate of duty on tomato ﬂEu‘ (flakes) (TSUS 140,74), an ingredient froam which
tomato paste can be made, i '

Tariff Historys The MFN rates of duty on tomato paste and sauce and on canned
tomatoes were reduced by Ambgssador Roth in the closing hours of the Kennedy Round in
response to & specific request by the EEC's ohief negotiator, Comnissioner Rey., The
concession rates on the two tomato products were less than the 50 percent permitted

by the TEA of 1962 because the concessions were a political gesture which was con-

trary to the U.S. Tariff Commission r dations and y to the astablished
U.S. position.

Great care was taken during the Tokyo Round not to reduce the MFN rates of d&ty
on tomato paste and sauce or on canned tomatoes,

A petition for GSP tr on d tomat was pted for review and

public hearings held on it in 1978, After reconsideration, the petition was denied.
The separate olassification for tomato flour (flakes) was established in 1982,
at Executive Branch initiative, in order to withhold tomato flour from the grant of

GSP treatment on miscellaneous vegetable flours (Case No. 81-20).
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Artichokes

The considered position of the Executive Branch is to hold the line on the MFN
rates of duty on pickled artichokes (TSUS 141.76) and on otherwise prepared or .
preserved artichokes (TSUS 141,92).

Tariff Historys Pickled artichokes were initially classifiable within the .
basket classification for miscellaneous pickled vegetsbles (TSUS 141,75). The most
recent MFN rate reduction was in 1963, 21 years ago, and that was for cucumber
pickles from the EEC, .

The separate classification for pickled artichokes (r;us 141.78) was cru(tw in
1976, at Executive Branch initiative, in order to withhold pickled artichokes from
the grant of GSP treatment on miscellaneous pickled vegetables.

Other prepared or preserved artichokes (not pickled) were initially claseifisdle
within the basket classification for miscellansous processed vegetables (TSUS
141,81), The most recent MFN rate reduction was in 1955,

The separate classification for otherwise prepared or preserved artichokes was
created in 1981, at Executive Branch initiative, in order to withhold these arti-
chokes from the grant of GSP treatment on miscellaneous processed vegetables (Case
No. 79-8).

Olives

The considered position of the Executive Branch is to hold the line on the MFN
rates of duty on almost all styles of olives,

Tariff Historys The United States has reduced the rates of duty on only two of
nine tariff classifications for olives, The MFN rates of duty on TSUS 148,36 and on
TSUS 148.54 were reduced in 1950, 34 years ago, with Greece the principal foreign
supplier. The rates of duty on other styles of olives have not been reduced below

the column 2 rates.
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Petitions for GSP treatment have been accepted for review, and public hearinge

held, and the petitions denied, as follows:

Case No, T8U8 N Petitioner

79~13 148,44 Olives Hazayith of Israel
79-14 148,50 Olives Hazayith of lsrael
79-15 148,56 Olives Hazayith of Israel
80-21 148,52 Olives Government of Morocco
80-22 148,54 Olives Government of Morocco
82-18 148,44 Olives Hazayith of lsrael

The Administration has upecifically considered GSP petitions submitted by Israel
and has rejected them, The Administration rejected GSP treatment on one item, TSUS
148,44, a second time.

Fruit Mixtures

The considered position of the Executive Branch is to hold 1the 1line on the MFN
rate of duty on TSUS 150,05, prepared or preserved fruit mixtures.

Tariff History: Prepared or preserved frult mixtures were initially provided
for in TUSU 150.00, The MFN rate of duty was reduced to 17,5 percent in 1951, 33
years ago, with the Dominican Republic the principal foreign supplier,

TSUS 150,00 was subdivided during the Tokyo Round in order to provide for a
concession rate on "tropical frult salad", chiefly from developing countries, In
subdividing TSUS 150,00, the United States maintained the 17,5 percent rate of duty
on prepared or preserved fruit mixtures "containing apricots, citrus fruits, peaches
or pears",

The text of the new tariff classification was carefully developed in order to
safeguard, specifically, the U.S. industries which produce such products as fruit

cocktail and citrus salads.
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In 1980 the United States accepted for review a petition from lsrael for GSP
treatment on TSUS 150,05, the product which the United States had specifically
reserved from the Tokyo Round concession, The GSP petition was denied.

Songlusion

On the basis of U.S. International Tradé Commission and interagency reviews, the
articles of concern -~ Tomatoss and Tomato Products, Artichokes, Olives, and Fruit
Mixtures == have been identified dy the Executive Branch as import-sensitive producte
on which MFN tariff rates should not be reduced and GSP treatment should not be
granted.

- The Adnministration has presented no evidence that we know of to justify a
complete reversal of its well-considered policy of holding the line on MFN tariff
rates on these products.

A1l of the articles of concern should be withheld from the Free Trade Area by
statute,

Respectfully Submitted,

CALIFORNIA LEAGUE OF FOOD PROCESSORS
e T

Lawrence K. }ibc\‘;:\ N

President

LKTsd
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_ BEFORE THE UNITEb STATES SENATE
COMMITTEE ON PINANCE

HEARING ON PROPOSED
FREE-TRADE AREA WITH ISRAEL

STATEMENT OF THE
CALIFORNIA~ARIZONA CITRUS LEAGUE

California-Arizona Citrus Leaque
AR A

This statement is being submitted by the
California-Arizona Citrus League (the league) for the written
record in connection with the February 6, 1984, hearing on the
Administration's proposed free~trade ar;i with Israel, The
League is a voluntary non-profit trade association composed of
marketers of California and Arizona citrus. It speaks on
behalf of the Callto:nia:Arizona citrus industry on matters of
general concern, including legislation, foreiqn trade and
related topics.

The League objects to the Administration's proposed
free-trade area on both policy and economic grounds and
welcomes this opportunity to present our views.

The Administration has declared in hearings before
this Committee and in other contexts that the proposed

free-trade agreement with Isrsel is expected to be similar to

Counsels

Julian B, Heron, Jr.

Carolyn B, Gleason

Heron, Burchette, Ruckert & Rothwell
1200 New Hampshire Avenue, N.W.
Suite 420 .
Washington, D.C. 20036

Date: PFebruary 17, 1984
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the trade agreement Israel now has with the EEC, Our major
objection to the proposal relates to this EEC/Israel trading
arrangement and the comparisons being drawn with {it.

As this Committee knows, the Community's preferential
trade arrangements with Israel and other Mediterranean
countries on citrus imports are currently the subject of the
oldest outstanding U,8., trade complaint under Section 301 of
the Trade Act of 1974, as amended, and the predecessor section,
S8ection 252, The case has been pending for more than 14 years
and is now being prosecuted under the dispute settlement
provisions of the General Agreement on Tariffs and Trade
(GATT) .

The-case was brought, and has been vigorously pursued,
because the EEC's preferential trade agreements with Israel and
other Mediterranean countries have cost our domestic industry
dramatic reauctions in lost EEC sales. Since the introduction
of the EEC's preference scheme for Mediterranean citrus
producing countries in 1969 and 1970, EEC imports of fresh
oranges from the United States have decreased by over 30
percent. EEC imports of U.S. lemons have dropped over
one-third, These export losses are largely attributable to the
EEC tariff preferences enjoyed by Israel, one of the leading

Meditercanean citrus suppliers to the Community.
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Given Israel's complicity in an illegal trading
arrangement that has caused extfeme harm to our industry, it is
wrong as a matter of policy to reward Israel with duty-free
access to the U.S. market for citrus and citrus products. A
removal of U.S. tariffs on these products would remove any
incentive for Israel to help correct the scheme that has caused
the United States so much damage.

Further, by referencing the EEC's agreement with
Israel as a model for the U.8./Israel proposal, the
Administration has sent misleading and damaging signals to the
GATT panel considering 6ur complaint. Both our qovernment.and
industry have devoted too much time and expense to this case to
allow U.8. actions or pronouncements to negatively affect the
outcome.

Equally important, becausc U.S, sales abroad have
suffered so extensively from the EEC/Mediterranean trading
arrangements, the Administration should not jeopardizz our home
markets by opening our doors to citrus or other agricultural
products, one of Israel's major agricultural expo}te. It
should be remembered that although Israel now supplies most of
its agricultural products to the EEC, once Spain accedes to the
Community, Israel will need to rely more heavily on its second

largest export outlet, the United States. A flood of Israeli

35-438 0 ~ 84 - 21
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agricultural imports into the U.S. east coast, particularly of
speciality crops, should be expected if tariff preferences are
extended to Israel. Since Israel does not import citrus, U,S.
market losses would not be offset by trade liberalization in
Israel. The Administration and Congress should not allow the
interests of California agriculture to be sacrificed in this
fashion in order to asaist Israel.

The Administration should also be gsncorned that an
agreement such as this is likely to produce a proliferation of
similar arrangements that would cause even greater economic
harm to our industry and the U.8, economy. The Committee is
reminded of the EEC's system of preferential trading .
arrangements with the ten Mediterranean countries. This
broad-reaching system began in 1969 in the form of individual
agreements with Morocco and Tunisia. Because these aqreements
produced intense political pressure from the otherv
Mediterranean nations for comparable agreements, the EEC found
itgelf by 1976 engaged in eight other preferential trading
arrangements, including one with Israel.

The Uniteq States' long term agreements provide
another example of how bilateral trading arrangements
inevitably proliferate. Although the U.S8./8oviet long term

agreement was negotiated and tauted as a unique arrangement,
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subsequent political pressure has forced the United States to
negotiate similar agreements with the People's Republic of
China and Mexico.

The United States should expect similar pressure to
follow from a trade agreement with Israel, not only from
certain Mediterranean countries, but also from countries closer
to home, such as Mexico and Brazil. Pressure would be
particularly strong from these latter countries, which already
feel disadvantaged by the benefits being extended to the
Caribbean Basin nations. Duty free treatment for citrus and
citrus products from Qhe Mediterranean, Mexico, Brazil, or any
other country with a similarly advanced citrus industry would
unquestionably cause economic devastation to our home market,
both in the form of a dramatic drop in sales and a sharp
decline in employment. ‘

In addition to these economic concerns, there are
obvious policy reasons to be concerned about additional trade
preference agreements, If additional countries were put on an
equal footing with Israel, the preferential trade advantaqes
intended by the Administration's U,.S8./Israel proposal would be
significantly weakened. This would also dilute the benefits
intended by the Caribbean Baein Initiative,
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If the Administration is committed to the U.S./Israel
proposal for political reasons -- and the League hopes that it
is not ~~ the negotiated agreement and implementing legislation
should contain an explicit prohibition against extending trade
preferences to other countries. The prohibition should
particularly cover benefits for citrus and other agricultural
products, since these are major trade items for all countries
involved.

Indeed, if the Administration and Congress'are truly
committed to providing trade advantages to Israel, then
agflcultural products should also be excluded from eligibility
under the Generalized System of Preferences, which affords a
vast array of countries the benefits of zero duty treatment.
H.R, 3581 provides for this exclusion and we encourage the
Committee to support its passage.

In sum, the League opposes for economic and poliecy
reasons the extension of trade benefits on citrus and citrus
products to a country involved in a trade arrangement that has
caused clear damage to U.S. citrus exports, The League is also
concerned that the United States will be pressed into providinag
similar benefits to other nati-is with advanced citrus and
agricultural industries. This would cause irreparable harm to

both our industry and the U,S, economy. To prevent such
consequences, the California-Arizona citrus industry strongly

urges this Committee to oppose trade liberalization for Israel,
particularly on citrus and citrus products, The Committee's

assistance and close supervision on this matter is appreciated.

Dates February 17, 1984
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U.S. Council for an Open World Economy

INCORPORATISED

7216 Stafford Road, Alexandria, Virginia 22307
(202) 785-3772

Statement submitted by David J. Steinberg, President, U.S. Council
for an Open World Economy, to the U.S. Senate Committee on Finance
in a hearing on an Administration proposal to establish a free-
trade area with Israel. February 6, 1984

(The U.S. Council for an Open Vorld Economy is a private, non=-
profit organization engaged in research and public education on
the merits and problems of devoloplnz an open international econ=
omic system in the overall national interest. The Council does
not act on behalf of any private interest.)

I support an initiative to "free up® two-way trade between
the United States and Israel. However, I object to formation of
a free-trade area consisting of just these two countries indepen=
dently of a U.S. initiative to negotiate a free-trade arrangement
with as many countries as care to join with the United States in
such a venture. Our Council is alone in its advocacy of such a
comprehensive U.S8. invitation, and of the domestic adjustment and
redevelopment strategy required to secure and sustain a definitive,
dependable free-trade pol cy.

If it turned out that Israel became the only country (at least
initially) to accept a U,S, invitation to negotiate a free-trade
arrangement, then a strictly bilateral free~trade area comprising
these two countries would be acceptable as conasistent with the
trade-policy principles to which we should adhere. Such, however,
is not the case in the Administration's current proposal to estab-
lish a free~trade area with Israel alone.

Moreover, the United States lacks a domestic adjustment and

redevelopment strategy calculated to ensure that all Israeli
roducts would be programmed for free access to the U.S. market

n accordance with a realistic timetable, and that these products
would be aveured continued free access except in a dire emergency
for a competing U.S. industry -=- an emergency where
departure frotn the free-trade commitment might be necessary to
buy time for .n adjustment strategy in which temporary import
restraint would be only one component, and even then a measure of
last resort. 1tsrael is probably even less prepared to program
free access for' all U.S. products to the Israeli market, and to
make any departure from a free-trade commitment only a temporary
measurc Af ligt resort limited to emergencies in which coherent
industry-adjustment programs would be adopted to restore free-trade
status as quickly as possible.

In short, the United States should not seek a free-trade area

\

35-438 0 - 84 - 22
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with Israel except as part of the grand design to which I have

referred. And, even if the initiative is limited to the strictly

bilateral focus as now seems to be envisaged, it should not be

undertaken unless both parties are prepared to program removal of

all trade barriers affecting their two-way trade and to sustain
such import status with appropriate policies of domestic adjust-
ment and redevelcpment. Our country (possibly Israel as well)
seems unprepared on both counts.

A free~trade agreement with Israel, or a significant step
toward free trade with that country, would enable the United
States to lessen the disadvantage for U,S. exports to Israel
caused by Israel's quasi-"free trade" agreement with the Econ-
omic Community. Lessening and ultimately removing such a dis-
advantage is something to be welcomed. But this is not suffie.
cient justification for neglecting the trade-policy principles
to which we should hold ~- the standard to which we should be
diligently raising the sights of all nations.
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statement of SAF--The Center for Commercial Floriculture

to
The Senate Finance Committee regarding a hearing, February 6, 1984,
On a Proposal to Establish a Free-trade Area with Israel

As the only national trade association representing the entire
floral industry--growers, wholesalers and retailers of floral
products~~SAF-~The Center for Commercial Floriculture is concerned
about the Administration's proposal to establish a free-trade area
with Israel. ‘ ’

Over the years, SAF has closely monitored the status of various
negotiations, treaties, rules, regulations and general orders involved
in the complex world of international trade. In addition, SAF has
consistently supported the process through which multilateral trade
negotiations are made and has backed negotiations favorable to the
U.8, economy and to U.8. agriculture, especially the floral industry.
Mechanisms are in place for trading on the global marketplace, and
8AF has given them its full support. .

~Thia proposal for giving duty-free treatment to imports from
Israel clearly circumvents the letter of multilateral trade negotiations
which are now in force and used throughout the world. In other words,
if a free-trade area is established with Israel that would effectively_
and 1mmeéiately erase tariffs and non-tariff barriers between Israel
and the United States, the system will have been bypassed and the
usual road that trade negotiations take will have been detoured.

For example, lsrael currently is afforded significant reductions
in duties through the Generalized System of Preferences (GSP), one
of the trade mechanisms supported by SAF that is designed to help

developing nations improve their economies. Through the GSP regulatory
system, Israel can, hdwever, petition to receive additional Auty-~

free treatment for a wide variety of its products. SAF feels this
process should not be skirted by giving Israel additional and
immediate trade advantages outlined in this proposal,

From SAF's point of view, the crux of the matter lies in the
circumvention of existing mutilateral trade negotiation regulations,
This proposal offers too much without following prescribed channels.

SAF appreciates the opportunity to submit this testimony and
kindly requests that these views be considered as work progresses
on this proposal.
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CEG-l
Committee for Economic Growth of Israel

Executive Office — 5301 North Ironwood Road, P.O. Box 2053, Milwaukes, Wisconsin 53201 (414) 961-1000
Israet Office — 22 Bar llan 3treet, Tet Aviv (03) 226612

Contact: Richard Cohen Associates For Releass
(212) 758-6969 Honday PM, Feb, 6th

PROPOSED FRER TRADE AREA BETWEEN U.S. AND ISRARL
WOULD CREATE JOBS, OPEN NEW EXPORT OPPORTUNITIES,
ELMER WINTER TELLS THE SENATE FINANCE COMMITTEE

WASHINGTON, Feb. 6 == The proposed Frea Trade Area between the
United States and Israel will open new export opportunities for American
manufacturers, create new jobs in the U.8. and help lsrael move toward
economic independence, the Senate Pinance Committee was told today.

Elmer L. Winter of Milwaukes, chairman of the Committee for Economic
Growth of Israel, testifiad in support of an Administration proposal that

would permit Israel and the U.8. to trade with each other duty-free.
Mr. Winter, a co-founder and past president of Manpower, Inc., spoke in

the name of CEG-I, a nonprofit organization’ dedicated to expanding business
relationships betwecn Israel and the United States. He also testified in
behalf of the American Jewish Committee, of which he was president from
1974 to 1978. '

Mr. Winter listed seven ic r for supporting the proposed

Free Trade area, which was agreed upon in principle by President Reagan

and Israel Poreign Minister Yitzhak Shamir during their talks in Washington

last November. They weret

1. "The proposed FTA will open new export opportunities for U.S.

manufacturers."

Increased exports of American-made products will be generated
because of lower Israeli tariffs, Mr. Winter said, adding: 'This will
mean increased U.5. jobs and an increased share of the market in Israel
fo;' American-made products."

2. "The proposed FTA will open new R&D opportunities for U.S.

companies in Israel."
Citing the "many new breakthroughs’ by American firms that do research~
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and-development work in Inrhel. Mr, Winter said the Free Trade Area
could lead to the manufacture of new products for export from the
U.8., thus reducing tke American trade deficit, which last year

amounted to $69 billion.

3. "“The proposed FTA will provide new opportunities for U.S.
companies operating their plants in lsrael to sell their products
in_Europe."

Because lsrael already enjoys duty-free access to the European

Economic Community, Mr. Winter observed, American companies with
manufacturing facilities in lsrael can gell their producte competitively
in Europe. At the same time, the FTA will make it possible for American
companies to sell, duty-free to Israel, components produced in the U.S,
for inclusion in a final product to be assembiad in Isrsel and sold to
the European Common Market, Mr. Winter said.

4, “"The proposed FTA will prcvide to Israel an_ opportunity to

reduce her deficit in the balance of payments in relationship to the
United States."

In 1982, U.S, exports to Israel amounted to $1.5 billion, while
Israel sold $1,2 billfon in exports to the United States. By permitting
Israel to sell its products in the United Stateas duty-free, Mr. Winter
said, the FTA will help Israel reduce its negative trade balance with

the U.S. and move toward economic independence.

Israel's Belt-Tightening Measures

Mr. Winter told the Senate committee that Israel "has bitten the
economic bullet" by devaluing its currency, cutting its budget, reducing
state subsidies and freezing public hiring. These cuts, he said, "will
provide economic stability by reducing rampant inflation" and help

Israel move "in the direction of regaining economic viability."

5. "The proposed FTA will assist Israel in becoming financially
independent of the U.8. in the future."

"We believe it is in the best interestsof the United States and
Israel," Mr. Winter said, "that Israel work to a point where it will
be able to stand on her own two feet, This will gradually reduce the
funds that the United States government commits annually to aseist
Israel to meet her economic needs,"

.
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6. "The proposed FTA will not adversely affect U.S. jobs.”

Rather, Mr. Winter said,'the Pree Trade area will increase oppor=
tunities for the export of American-made products to lerael, thus creat-

ing more American jobs."

7. "The proposed FTA will be the firat step towarde the future
development of a Mid-East Common Market." '

Asserting that "the U.S. can and must play a major role in bringing
about a Common Market in the Mid-East, Mr. Winter said the Free Trade
Area "may well provide the incentive for some Arab countries and Israel
to meet and resolve their political differences.”

Plan for Israel's Economic Independence

Mr, Winter is the author of an economic blueprint entitled, "A Plan to Make
Financially Independent in 1990." The plan envisions the expanaion of crade
between the United States and Israel, the increase of R&D by U.8. companies
in Israel and the development of joint R&D projects by Amarican and

Israel firms in energy, agricultural development and medical technology.
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STATEMENT OF LEATHER PRODUCTS COALITION TO THE
COMMITTEE ON FINANCE
UNITED STATES SENATE

ON A PROPOSAL TO CREATE AN ISRAEL FREE-TRADE AREA

February 6, 1984

This statement is presented on behalf of several members
of the Leather Products Coalition, a group of trade asso~-
ciations and labor unions in leather~related industries.
The organizations taking the position included in this sta-~
tement are:

Amalgamated Clothing and Textile Workers Union, AFL-CIO

Footwear Industries of America, Inc.*

International Leather Goods, Plastics and Novelty

Workers' Union, AFL-CIO

Luggage and Leather Goods Manufacturers of America, Inc.

Work Glove Manufacturers Association
The products manufactured by these organizations include
footwear, luggage, handbags, personal leather goods, work
gloves, and leather wearing apparel.

From the outset of our testimony, we wish to make clear
that our statement is not directed at the State of Israel,
one of our closest political allies and friends. Indeed,
individual unions and many principals of many firms in the
leather products sector have close ties to the State of
Israel and have worked long and hard to cement the strong
cultural, political and economic ties between our two

countries., We want to make it clear, therefore, that what

* We understand that the Footwear Division of the Rubber
Manufacturers Association, representing rubber footwear
manufacturers, is filing a separate statement. Footwear
Industries of America, Inc, associates itself with the
RMA views.
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we are opposing is the concept of free~trade areas in
general for reasons we will fully address in our testimony.
The creation of such arrangements is simply bad trade policy
and is also potentially harmful to leather-related products

and workers,

I. .

Leather Related Products Are Import Sensitive

Few industries in the United States have suffered as
greatly at the hands of imports from developing countries as
have the leather-related industries. The domestic
industries producing footwear, luggage, handbags, flat
goods, work gloves, and leather wearing apparel have all
experienced the adverse effects of massive and increasing
levelg of imports. These import-sensitive industries cannot
afford any further loss of market share to imports.

Imports of leather-related products have increased tre-
mendously at the expense of U.S. production, market share
and jobs. Table 1 attached to our tesgimony provides some
selected economic indicators on these industries. These
data show that current (1983) import penetration rates in
the leather-related industries are 64 percent for nonrubber
footwear, 35 percent for personal leather goods, 45 percent

for luggege, 40~-45 percent for work gloves, 59 percent for
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leather wearing apparel and 85 percent for handbags. Few
other sectors have experienced such high import penetration.
Clearly, imports of leather-related products do not need
preferential duty treatment to penetrate the U.S, market.
Moreover, almost 22,400 jobs have been lost in the leather
products industries between 1981 and 1983 alone, as the
unemployment rate in the leather products sector rose to a
staggering 17.8 percent last year, Most workers who have
lost their jobs have been unable to find alternative
employment. Table 2 attached to our testimony provides
additional employment data in the leather-related products
industries,

At this point in time, we would hope that the import-
sengitivity of these industries would finally be acknow-
ledged by the U.S. Government, All but the leather wearing
apparel industry have received technical assistance grants
from the U.S. Department of Commerce designed to aid import-
impacted induséries. Firms and workers in all of the
leather-related industries have received adjustment
assistance. Both the footwear and the leather wearing
apparel industries received a unanimous finding of serious
injury féom imports by the ITC under the "escape clause.”
Moreover, most of these leather-related products are not on
the (GSP) preference list, a situation consistent with their

import-sensitivity.
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Most recently, the extreme import-sensitivity of the
leather-related industries was recognized in the exclusion
that Congress granted leather-related products from duty-
free treatment under the Caribbean Basin Initiative legisla-
tion., GSP legislation contains a statutory exclusion for
footwear (as well as textiles, apparel and certain other
products). The rationale for the CBI and GSP exclusions is
directly relevant here as well. The proposed free-trade
area with Israel would be directly contradictory with
congressional policy of long standing. The fact that the

country involved is Israel makes it no more acceptable.

1I,

Impact of a Free-~Trade Area on leather-Related Products

In a speech delivered before the United Nations in
October 1982, U.S. Secretary of State, George P. Shultz
referred to the CBI as a "model for failr and productive
cooperation be€ween economies vastly different in size and
character." It would appear that the Administration, having
once established the precedent of preferential (other than
GSP) duty arrangements, does not feel constrained in its
efforts to éegin negotiating other such bilateral arrange-
ments around the world. Not only are such arrangements a
flagrant abuse of the GATT, our multilateral trading system,
and the most-favored-nation principle on which it is built,
but such arrangements undermine the system through, and

indeed encourage, bilateralism. In the process, our whole
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international trade policy becomes politicized. This is
irresponsible trade policy, and should be nipped in the bud.
Once such a trade policy is established, we can expect that
many more countries or regions will knock on the door
looking for special market access. On what basis can we
turn them down, having already negotiated preferential trade
arrangements for the developing countries (GSP), the
Caribhean (CBI), and, now, Israel (a free~trade area)? The
ASEAN countries have already indicated they want the same
treatment.

Many would argue that a two-way free-trade area would be
mutually advantageous. This is certainly not the case.
Although the United States ran a trade surplus with Israel
in 1982 and 1983, the 3urplus largely consisted of U.S,
military sales to Israel, In 1982, our imports from Israel
totaled $1.2 billion, and Israel already benefits from GSP
duty-free access to our market on over one-third ($407
million in 1982) of its exports to the United States,
Israel ranks seventh among the major GSP beneficiaries,
Israel's average wage rates in manufacturing are only about
one-half the U.S. rates, providing a labor cost advantage
on the manufacture of certain products (such as the six
leather-related products) which have a high labor content.
Moreover, the difference in the size)of the population bet-
ween the United States and Israel -- 233 million vs. 3}k
million -~ seriously limits what the United States can
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expect to export to Israel., Congress must also consider the
impact of such a proposal at a time when this Nation is
racking up massive record trade deficits: $69 billion in
1983 and Administration forecasts of $110 billion in 1984.
Every increase of $1 billion in the trade deficit costs this
country 25,000 jobs.

While we have not seen any details of this proposal, we
are greatly concerned over what the rules of origin, i.e.
local content, will be, if any. Even the GSP and the CB1
require some degree of local content to ensure the programs
are meaningful., Country of origin requirements are ‘
necessary to prevent blatant transshipment of products from
third country suppliers seeking to take advantage of the
duty-free access to the U.S. market. Similarly, value-added
requirements are necessary to prevent the use of the free-
trade area to set up repackaging operations. Without these
types of requirements, it is a sure bet that countries, such
as the Far Eastern countries which already supply the bulk
of leather related products to the United States, will take
unfair advantage of a free-trade area in Israel.

Duties on leather-related products range from 0 to 25
percent, and they do make a difference: Leather wearing
apparel (a product which Israel already sends to the U.S.
market in sizeable quantities) received duty-free treatment
under GSP from 1976 to 1978. Under provisions of the GSp,

the duty dropped from just 6 percent to zero. Imports grew
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dramatically. For example, imports of leather wearing
apparel from Korea were $25.3 million in 1975 (before GSP).
In 1978, after three years of duty-free treatment, the
dollar volume had grown to $114.3 million. Argentina went
from $2.9 million in 1975 to $43.9 million in 1978.

What will be the safequard provisions for import sen-
sitive industries, if any, in this proposal? If they are
aécess to the current trade remedies laws, then buch safe-
guards are totally inadequate. These industries are, quite
naturally, "gun~shy" regarding Presidential discretion to
grant relief, because the record of such discretionary
relief with respect to thése industries has been so poor.
For example, footwear and leather wearing apparel were
denied import relief by Presidents Ford and Carter, respec-
tively, despite unanimous affirmative import injury findings
by the International Trade Commission. President Reagan
terminated import relief for the footwear industry despite a
recommendation to the contrary by the ITC. And the footwear
industry's 301 petition on unfair trading practices was vir-
tually ignored by this Administration.

Even on the chance that the safeguard provisions coulé
be incorporated in the free-trade area proposal, they are
not a substitute for exemption from duty-free treatment for
leather-related products because:

-=- imports of these products from Israel are still

small and our industries could not now make the case
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that such imports are causing injury when imports
from the Far East are so much larger.

-~ Even if the situation deteriorated to the point that
a case could be successfully made with respect to
imports from 1srael, by the time import relief was
delivered, imports would have already caused the
damage . i

-=- The production skills and techniques aré very simi-

" lar for all of these industries, as well as between
the leather-related industries and the apparel
industry. 1If import relief were to be granted on
one leather product imported from Israel, production

would merely shift to another leather product.

In conclusion, we are opposed in concept to free-trade
areas and we are unalterably opposed to duty-free treatment
for leather-related products from any country, including

Israel.
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Table 1

_ SELECTED ECONOMIC INDICATORS OF THE HEALTH OF THE
LEATHER-RELATED INDUSTRIES

e =

Personal Leather
Nonrubber Leather Leather Work
Footwear Luggage Goods Handbags Apparel Gloves

Employment (number of employees)

1977
1980
1981
1982
1983(E)

Production/
§hlgmenta

1977
1980
1981
1982
1983(E)

Imports

1977
1980
1981
1982
1983(E)

——

156,900 17,300 33,100 6,700 5,500
143,600 16,300 30,000 8,000 6,100
146,400 15,200 30,600 7,500 5,700
136,800 14,000 28,200 N/A N/A
132,000 13,100 26,300 6,000 5,000
(million (million (million (million (million (thousand
prs.) dollars) dollars) units) dollars) dz. prs.)
418.4 585,.0 369.0 55.8 211.0 3,710
386.3 808.0 426.0 47.9 247.0 2,732
372.0 740.0 442.0 46.5 248.0 2,692
342.4 683.0(E) 415.0(€) 38.8 233.0(E) 2,354
325.0 651.0 398.0 N/A 221.0 2,165

{million (million (million (million (million (thousand

prs.) dollars) dollars) dollars) dollars) dz. prs.)
368.1 118.0 44.0 207.1 220.4 2,090
365.7 243,2 71.9 350.6 170.9 3,175
375.4 291.9 84,1 406.2 207.1 3,028
479.5 334.8 87.5 409.6 252.0 3,091
580.0 390.0 102.0 460.0 260.0 3,400

Import Penetration* (percent)

1977
1980
1981
1982
1983(E)

“ /A N/A 63 51 3
50 N/A N/A 77 42 54
51 40(E) 30(E) 81 ) 53
59 /A /A 04 56 57
64 45 s 8s 59 61

For the luggage and personal leather goods industries, where import and

domestic production data are available only in terms of value, import
penetration has been estimated.

(E) -~ Estimated.

N/A -~ Not available.

Source: Economic Consulting Services Inc.: based on U.S, Department of
gomme:ce. International Trade Commission and Bureau of Labor Statistics
ata.

e

(revised January 1984)e
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FACT SHEET ON EMPLOYMENT IN LEATHER-RELATED
PRODUCTS INDUSTRIES

I. Number of Employees 1983 (E)
Nonrubber Footwear 132,000
Luggage 13,100
Personal Leather Goods
Handbags }'" 26,300
Leather Apparel 6,000
Work Gloves 14,000
TOTAL
11, Profile of Leather-Related Product Workers in the
United States
o Bulk of employment in the under 25 or over 60 age
brackets.
® One-third are 50 years of age or older.
® Two~thirds of employment are women.
e Hourly wages rank lowest of any non-durable goods
industry.
@ Minority employment is as high as 75 percent.
III, Location of Producticn Facilities
® Approximately 27 percent of shoe production faci~-
lities are. in New England, 26 percent in the
Middle Atlantic States, 19 percent in the Midwest
and 28 percent in the South and Southwest.
e With respect to other leather-related product
industries, 9 percent of the facilities are in New
England, 52 percent in the Middle Atlantic States,
13 percent in the Midwest and 26 percent in the
South and Southwest,
iv, Import Penetration - 1983 (E)
Nonrubber Footwear 64%
Handbags 85%
Leather Apparel 59%
Luggage 45%
Leather Work Gloves 61%
All Work Gloves 40-45%
Personal Leather Goods 35%
V. Tariff Rates
Nonrubber Footwear Free-20%

(trade weighted = 9%)

Handbags 6.5-20%
Leather Apparel e 6%

Luggage 6.5-20%
Work Gloves 4.2~25%
Personal Leather Goods 5.6-20%

[ (E) -+ Edtimated
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COLISEUM TOWER BUILDING

W 70 (gom %M TWX: 210-881-8202
!.MW@M '/'W%ﬂﬁ/y TELEX: 238002

TELEPKONE: (2/12) S86-8020 CABLES: PHIBROCHEM NEW YDHK

ESTABLISHMENT OF A FREE TRADE AREA BETWEEN THE

UNITED STATES AND ISRAEL

February 9, 1984.

I. Philipp Brothers Chemicals, an international
chemical company, based in the United States, owns
several plants in the United States and a chemical
plant in Israel (Koffolk) supports the establishment
of a free trade area between the United States and
Israel. The support of this free trade area, to
eliminate barriers between our two respective countries
would enhance the ability of both the United States

and Israel to service and support world markets.

II. The burgeoning of the growing technological
expertise of Israel in developing and manufacturing
of chemicals including intermediates used in the
production of United States products could ‘serve as a
greater stimulus of the technological expertise
available in Israel. Similarly, in areas where the
United States has expertise, that expertise could
serve United States manufacturing in marketing
products and services available to Israel in a
competitive atmosphere with the rest of the world,
thus aid in the United States balance of payments.

I11. Since our two countries have a long strong e
history of cooperation in many areas, i.e. military,

economic, and social the F.T.A. would serve to

enhance that rapport. ‘

Iv. Both United States and Israel have a
long history of support of the third world countries

35-438 0 - 84 - 23 ‘
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Moo Yook, N Y 10009

Page 3.

and free trade between our countries would
serve as a stimulus in the service of those
countries,

V. It has been demonstrated numerous times
that the Israeli ability and willingness to compete
is predicated upon thorough technology, research and
production, oreinted merits rather than undermining
markets. The advantage to both countries with fate
trade could be considered synergestic.

VI. In those areas in which we compete, namely
the pharmaceutical and chemical business free trade
could stimulate both United States and Israel to
effectively impliment long range and innovative
productivity in these areas.

VII. Where GSP is already in place, it has
provided the impetus to Israel to develop the
infracture tc compete in United States markets.
The same would be true of the United States where
we have the need and desire to becoume truly a
world wide partner.

VIII. Just as in the case of military assistance,
value to Israel can certainly be coordinated with
value of the information provide to the United States. e

IX. Philipp Brothers Chemicals, Inc. therefore
supports and endorces the idea of a Free Trade Area
between our nations.
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Aar ZYork, N Y 1049
Page 4.
X. A Free Trade Area (FTA) would enable Philipp

Brothers Chemicals, Inc. to expand business activities
in Europe and other trade countries by utilizing the
appropriate plant production in Israel and the United
States and thus enhancing business activities in
common market countries.

XI. The expansion of trade through a Free Trade
Area would not only reinforce trade relationships, but,
could encourage other mid-east countries to seek this
type of accord, thus stimulating the service and peace
circle which would be continued.

XII. Philipp Brothers Chemicals, Inc. is ready to
discuss its United States, Israeli relationship with
any appropriate committee and members of our senior
staff are available to any government organization
for further inquiry.

Lewis N. Wayne
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GROWERS
COUNCIL

 OF CALIFORNIA 121 EAST MAIN, SUITE 8, VISALIA, CALIFORNIA 93291 / TELEPHONE {209) 734-1710

Testimony Prepared in Opposition
to
"Proposed Free Trade Area With Israel"
February 6, 1984

Senate Committee on Finance
Lirksen Senate Office Building
Washington, D.C,

By
Adin A, Hester, Manager
Olive Growers Council of California
121 E. Main, Suite 8
Visalia, California 93291

o
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Distinguished Members of the Senate Finance Committee:

The Olive Growers Council of California, its Board of

Directors, membership, and staff go on record as Qppoesing

any consideration or activation of a "free trade area" with

Israel as was proposed by President Reagan in his meeting

with Prime Minister Shamir.

The olive growers of California join in concert with the

California tomato industry and the citrus industry in stating

reasons for opposition.

1.

2.

3.

a4

Opposition Summary
The olive farmer is small by California standards.
The average grower has approximately 20 acres.
Olives have not, until recent years, been a profitable
crop for the farmer,
The U.S. market for California "black ripe olives"
was developed at great expense by olive growers.
Olives are long lived. It takes many yedrs from
time of planting until olive trees. begin to prodqce.
Capital investment is substantial and it takes a long
time to recover this cost., Thercfore, the market
supply cannot be adjusted by the quick planting or
removal of trees.
If allowed to enter the U.S. free of tariff restrict-

ions, lsrael would immediately take advantage of and

-1-



6.

7.

8.

9.

10.

11.
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enjoy the success of a market place that has been
developed and grown at great expense to the Calif-
ornia olive grower.

Unrestricted access to the U.S. market could destroy
the California olive industry by driving down growersr
prices and causing growers to' remove more olive trees.
Free access would encourage Israel to plant more olive
acreage to take even greater advantage of the U,S.
market,

As a native crop to Israel, the government gives
priority consideration olives. Because of water
restrictions in the country and the fact that olive
trees use smaller amounts of Qater, this crop would
be given more consideration by the government as an
export commodity.

California is receiving more and more pressure from
Spain as that country continues to export larger
quantities of black ripe olives to the United States.
As a world olive producer, California is very small.
Oon a world scale, we produce less than 1% of the
worlds production. The California olive industry

is indeed very small and very fragile.

The U.S. has no control over manufacturing practe

ices used in Isracl. We would have no control

over the safety or quality of the product entering
this country. On the other hand, government

agencies have a tremendous almost burdensome con-
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trol over the California processor which assures
both safeAand high gquality olives being placed in
the market place.

12, It is our opinion that, should “free trade arga"
consideration be given to Israel, it will open the
door for many other olive producing countriés to

seek the same consideration.

DRialogue

Olives are grown commercially only in California. The

- industry is made up of some 1400 growers who produce olives on
31,000 acres. The average grower produces olives on approxi-
mately 22 acres of land. By California standards, that is a
very small farming operation. There are many farmers who

have very small groves of 5 to 10 acres.

As a commodity, olives have not been a profitable crop
for farmers throughout the 70's. ¥inally, after a dramatic D
acreage reduction (trees pushed out) in the late 70's and
early 80's the industry reducéd from over 42,000 acres down
to 31,000 acres, Prices to the farmer began to improve.
During the same period of time, farmers spent large sums of
money to advertise and promote as they developeé a special
market for the California “black ripe olive", This effort
has been rewarded with good acceptance and sustained consumner

use in recent years. Even though the industry has emerged

successfully, I must remind the committee of the small, fragile

-3
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nature of the olive farmer. He is small and unigue to Calif-
ornia,.
a

Land prices are high, development and farming costs are
conﬁinually moving up, and it takes several years to bring an
olive tree into production, It is important to note that olive
trees cannot be quickly planted or removed to adjust to chang-
ing market conditions. A farmer is married to his olive trees
for many years. Therefore, he is forced to ride out the bad

times in hopes of experiencing better times in the future.

Therefore, because of the before mentioned reasons, we
in the olive industry must oppose any consideration of a "free
trade area" with Israel, We are seeing only the tip of the
iceberg. To allow free access will send a signal to the
government to éncourage more olive plantings. Olives are native
to Israels It will also cause them to increase research and
development projects to produce olives more efficiently by im-
proving yields, improving farming techniques, and develop more
extensive mechanical harvest programs., Although California
has tried to move in this direction, we have been slowed down
because of government regulations. The development of a
loosening agent to improve mechanical harvest efficiency has
been stalled because of extensive testing required to clear'
chemical materials used in this program, The material manu-
factured in the U.S., is reportedly used in Israel as they

mechanically harvest olives.

4=
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To allow "free trade access" between the U.S, and
Israel will create competition and pressure on the California
olive grower that could either put him out of business or cause

him to change to othex commodites,

Therefore we respectfully request the committee table
any further consideration of this request as it relates to

olives, tomato products, and citrus products..

Thank you,

Adin A, Hester, Manager

—5a
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S8ENATOR JOKN C, DANFORTH

497 RUSSELL SENATE OFFJCE BLOG,
187 & C STREETS, N,E,
WASHINGTUN, D.C. 20510

FEBRUARY 2, 1984

IN CONNECTION WITH THE SENATE FINANCE COMMITTEE HEARINGS ON
FEBRUAKY & REGARDING THE U,S,=ISRAEL FREE TRADE AREA PROPOSAL,

WE A8 THE U.8. BROMINE ALLIANCE WANT YOU TO BE AWARE THAY THE
AMERICAN BKOMINE INDUSTRY UPPOSES THE CONCEPT OF A FREE TRADE AREA
WITH JSRAEL THAT wOULD INCLUDE BROMINE CHEMICALS, IT DOES §0O
STRICTLY ON BUSINESS GROUNDS ALONE,

THE SITUATION OF THE BROMINE INDUSTRY 18 UNIQUE, THERE ARE TMREE
MAJOR Us8s MANUFACTUKERS AND ONLY ONE EQUALLY MAJOR FOREIGN PRO=
DUCER, THE DEAD SEA BROMINE GROUP OF ISRAEL,

ISRAEL'S BROMINE OPERATION ALREADY HWAS DISTINCY ADVANTAGES OVER
ITS Us8s COMPETITORSY

e CHEAPER KAW MATERIAL SOURCE
« GOVERNMENT OWNERSHIP

e GOVERNMENT ASSISTANCE THROUGH TAX REBATES, LOW=COST LOANS,
CASH GRANTS YO EXPORTERS, SUBSIDIZED TRANSPORTATION THROUGN
STATE=OWNED SHIPPING LINE, AND OTHERS

DUTY=FREE ACCESS TO THE EUROPEAN COMMUNITY AND JAPAN, WHILE
Us8, EXPORTERS PAY ON AN AVERAGE 10 PCT DUTY WHEN SELLING YO
THESE MARKETS

» DUTY=FREE ACCESS TO THE UNITED STATES MARKET ON OVER 80 PCT OF
BROMINE CUMPOUNDS UNDER THE GENERALIZED SYSTEM OF PREFERENCES,

AS A COUNSEQUENCE, THE DEAD SEA BROMINE GROUP SUPPLIES 62 PCT OF THE
FREE WORLD'S MERCHANT MARKET FOR BROMINE AND 118 DERIVATIVES GUYSIOE
THE UNITED S8TATES,

ISRAEL'S BROMINE PRODUCTION CAPACITY HAS ALMOSY 60UBLEO OVER FIVE
YEARS, WHILE U,8, CAPACITY REMAINS FLAY, CAPACITY UTILIZATION IS
ABOUT 90 PCT IN ISRAEL AND 58 PCT IN THE UNTIED 8TATES,

c““?“ccgcglceoee(-c-r[rr
l

TO REPLY BY MAILGRAM SEE SIDE FOR UNION'S TOLL - FREE PHONE NUMBERS

.
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THE U.S, BROMINE INDUSTRY, INSTEAD OF BEING HELPED BY 173 GOVERNMENT,
> HAS BEEN SEVERELY IMPACTED BY GOVERNMENTAL ACTIONSS

© PHASESDUWN OF LEADED GASOLINE AND WITH IT OF ETHYLENE DISROMIDE

= BANNING NF EDE AS AN AGRICULTURAL CHEMICAL

o ENVIRONMENTAL LEGISLATION

_— = SUPERFUND —

e IMPUSITION OF SURSTANTIAL ROYALTIES AND TAXES ON BROMINE IN
ARKANSAS,

IN ORDER TO SURVIVE, THE U,S. BROMINE INDUSTRY HA8 BEEN FORCED T0
DEVOTE A LARGE PART OF 178 EARNINGS TO THE DEVELOPMENT OF NEW BROMINE
COMPOUNDS AND NEW APPLICATIONS,

ISRAEL'S DEAD SEA BROMINE GROUP, ON THE OTHER HAND, WAS BEEN PENE=
TRATING YHE U,S. MARKET UN A PRICE BASIS WITHOUT REGARD TO THE
NECESSITY OF RECOVERING ANY PRJOR INVESTMENYS IN RESEARCH AND OEe
VELOPMENT, IT HAS CAPTURED ENTIRE PRODUCY SECTORS AND BECOME THEIR
SOLE SUPPLIER, DUTY®FREE ACCESS ACROSS THE BOARD wOULD ONLY
EXACERBATE THIS SITUATION,

THE RESULT WOJLD BE1

» THE LOSS OF RUSINESS FOR AMERICAN CCOMPANIES AND PARTICULARLY
THE LOSS OF AMERICAN JOBS

= A WORSENING UosS. TRADE BALANCE

CUSTUMERS ALIKE,

THE U,8, BROMINE JNDUSTRY 1S ALREADY SERJOUSLY HANDICAPPED WHEN COke
PETING #1TH YTut DFAD SEA BROMINE GROUP OF ISRAEL, AND SHOULD THEREe
FORE BE EXCEPTED FROM ANY FREE THADE AREA CONSIDERATIONS,

WE URGENTLY MNEED YOUR SUPPORT IN THIS MATTER WHICH I8 OF VITAL
IMPORTANCE TG THIS INDUSTRY AND THE MANY AMERICAN JOBS AND
BUSTINESSES DEPENDENT ON IT,

Ue8, BROMINE ALLIAMCE

611 MADISON GFFICE RUILDING
1155 15TH STREET, N,», -
WASHINGTOM, D.C, 20005
19151 EST

MGMCOMP

TO REPLY BY MAILGRAM AGE, SEE SIOE FOR UNION'S TOLL - FREE PHONE NUMBERS

35-438 469 :
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LAW OFFICES
MITCHELL J. COOPER
1001 CONNECTICUT AVENUE,N. W,
WAsHINGTON,D.C 20038

3311858

February 13, 1984

Mr. Roderick A. DeArment, Chief Counsel
Committee on Finance

Room SD-219 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. DeArment:

I am enclosing for the Finance Committee's
consideration an original and five copies of a
statement, in behalf of the Footwear Division of
the Rubber Manufacturers Assgociation, on the
proposal for a free trade area with Israel.

Sincerely,

Mitche .'CO%por

mjc/j
encs 6
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BEFORE THE COMMITTEE ON FINANCE OF THE UNITED STATES SENATE

STATEMENT OF MITCHELL J., COOPER, COUNSEL TO THE
FOOTWEAR DIVISION OF THE RUBBER MANUFACTURERS ASSOCIATION

ON THE FEBRUARY 6, 1984, CONSIDERATION OF THE PROPOSAL FOR A
FREE TRADE AREA WITH ISRAEL

The Footwear Division of the Rubber Manufacturers Associa;
tion is the spokesman for manufacturers of most of the water-
proof footwear and rubber-soled footwear with fabric uppers
produced in this country. The names of these manufacturers
appear on Attachment I to this statement. It is the position
of this Association that if a free trade agreement is entered
into with lsrael, that agreement should exclude from its terms
all waterproof footwear and rubber-soled footwear with fabric
uppers. It is our understanding that the non~rubber footwear
industry feels that such an exclusion should encompass their
products as well, and we fully support that position.

The duties on waterproof and rubber-soled fabric-upper
footwear range from 20% to 67%. With one very minor exception
these duties were not cut in either the Kennedy Round or the
Tokyo Round of Multilateral Trade Negotiations. All of this
footwear, as well as non~rubber footwear, is excepted by
statute from GSP duty reductions. The bill extending the GSP
statute, currently pending before this Committee, would continue
an exception for all footwear. And the recently enacted
Caribbean Basin Initiative excepts all footwear from the terms
of the one-way duty-free treatment provided by that statute.

Rubber footwear is a labor-intensive, import-sensitive

industry. It has had the attention and concern of many
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Government agencies. In September, 1981, the Department of De-
fense examined the capability of the waterproof segment of this
industry to meet defense requiremeants and concluded that "...loss
of one or two of our current major suppliers would seriously
jeopardize our ability to meet military requirements under surge/
mobilization conditiocns”. In 1983 the Department of Defense took
another look at the industry and in April of that year sent us a
letter stating that "We have completed our review and have determ-
ined that the domestic capacity would bé insufficient to satisfy
all of the Military Departments’' requirements in a surge or
mobilization situation. It was also found that, if we lose one
or two of the major domestic suppliers, it would jeopardize our
peacetime supply capability."

In June, 1981, the Nepartment of Commerce issued a report on
domestic and import competition in the rubber footwear industry.
That report noted the steady decline in domestic shipments and
the steady increase in imports of rubber-soled footwear with
fabric uppers be:ween 1964 and 1980.

The domestic rubber footwear industry is efficient, well
managed and thoroughly modernized. Nonetheless, it has been
Jiving on the edge of survival, Deshite the admittedly high
tariffs applicable to the products of this industry, low-cost
imports have been able to dominate the marketplace. When GSP
was first enacted in 1973, imports of rubber-soled fabric-upper
footwear represented some 31% of domestic consumption; that

penetration was considered sufficiently high to except rubber
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footwear from GSP. In 1982, however, imports accounted for

53% of the domestic market for rubber-soled fabric-upper foot-
wear, and imports accounted for 44.8% of the waterproof footwear
market. Import penetration figures for the first three quarters
of 1983 are 58.1% for rubber-soled fabric-upper footwear and

57% for waterproof,

Some 90% of rubber footwear imports have been coming from
Taiwan, Korea, and, more recently, the People's Republic of
China. While wage rates in these countries are undoubtedly
lower than in Israel, it is nonethelegs significant that our
high duties and the great distance of the Far East from our
marketplace have not prevented imports from achieving a frighten-
ing level of penetration. 1Israel to date has not been a meaning-
ful source of competition in our domestic market, but it does
have the capacity and skill to manufacture high quality rubber
footwear. The potential for a substantial new market would bring
that capacity and skill to the fore. We are aware, for example,
of at least one boot factory in Israel whose products have en-
joyed substantial success in the European Common Market as a
result of the free trade agreement between Israel and the EEC,

We share the concern for Israel's serious economic prob-
lems, and recognize that a healthy Israeli economy does have
importance to the United States. We also recognize that there

“are American e;port industries which would benefit from a free
trade agreement with Israel. Unfortunately, rubber footwear

is not one of those industries.
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Israel already benefits from the duty-free provisions of
GSP, Perhaps it would be appropriate to make available to it
the somewhat broader provisions of the Caribbean Basin Initia-
tive. We are, however, firm in our view that it would not be
appropriate to endanger what is left of America's rubber foot-
wear industry by providing Israel, or any other country, easier

access to our market than it now enjoys.

Attachment No. 1

MEMBERS OF FOOTWEAR DIVISION OF THE RUBBER MANUFACTURERS ASSOCIATION

Converse Rubber Company Wilmington, Massachusetts
Etonic, Inc. Brockton, Massachusetts
Fun Footwear Company West Hazelton, Pennsylvia

Hyde-Spotbilt Athletic
Footwear - Saucony Cambr.idge, Massachusetts

Kaysam Corporation of America Paterson, New Jersey
LaCrosse Rubber Mills Company LaCrosse, Wisconsin

New Balance Athletic Shoes USA Boston, Massachusetts
Prevue Products Company Manchester, New Hampshire
sporto, Inc. Boston, Massachusetts

Tingley Rubber Corporation S. Plainfield, New Jersey



