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TRADE REORGANIZATION PLANS~II

MONDAY, FEBRUARY 27, 1984

U.S. SENATE,
SuBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 9:30 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. John C. Danforth (chair-
man) presiding. )

Present: Senators Danforth, Roth, Grassley, Long, and Bentsen.

[The press release announcing the hearing and the prepared
statement of Senator Charles E. Grassley follow:]

{Press Rolease No. 84-112, Jan, 31, 1084)

SUBCOMMITTEE ON INTERNATIONAL TRADE ANNOUNCES HEARING ON TRADE
REORGANIZATION PLANS

Senator John C. Danforth, Chairman of the Subcommittee on International Trade
of the Committee on Finance, announced today that the Subcommittee will conduct
hearings on Tuesday, February 21, and on Monday, February 27, 1984, on Tpro sals
to reorganize the International trade functions of the Executive Branch. Testimony
will be heard on 8, 121, reported by the Committee on Governmental Affairs, and on
8. 1728, referred to the Committee on Finance on August 2, 1983,

Both hearings will commence at 9:30 a.m. in Room SD-215 of the Dirksen Senate
Office Buildinf.

In announcing the hearings, Chairman Danforth explained that the February 21
hearing will provide an opportunity to exglore the trade policy implications of S.
121 with Administration witnesses, and of 8. 1728 with its sponsor, Senator Matting-
ly. Public witnesses are invited to testify at the second hearing on February 27.

STATEMENT OF SENATOR CHARLES E. GRASSLEY

Mr. Chairman, unfortunately, tod% we can no longer view trade in the same
light that we did 10 or 20 years ago. The task of our political leadership is to under-
stand the gravity of the position we are in and to begin to shape a trade policy that
makes sense for our farmers, our industries, and our trading partners for the bal-
ance of the 1980'a and perhaps well into the 1890’s. It must be, however, be a policy
which the American people can believe and our trading partners can be convinced
is in their best interest as well as ours.

There are unmistakable signs in the United States for a development of a crisis of
confidence ir: our trading uly;stem. The crisis is reflected in:

Mounting pressures in the United States for import restrictions on foreign-made
texlt)’ill“' clothing, shoes, steel, electronic products and volyntary constraints on auto-
mobiles.

Growing demands for the retaliation against foreign measures which place Ameri-
can agriculture and other products at a disadvantage in markets abroad.

A sense of frustration with our persistent balance-of-payments deficit and a feel-
ing that other countries are not doing their fair share In making the international
monetary system work. .

8]



2

An increasing concern that the foreign economic policy of our government has
given insufficient weight to our economic interest and too much weight to our for-
eign political relations.

verhanging these doubts and frustrations is the belief that we lack the sernse of
priorities and the organization to deal with them effectively. Whether our people
can enjoy the benefits of open channels of trade and investment while coping with
the real human problems of adjusting tv rapid economic change will depend ¢n the
thsdom and the realism which we and other countries adapt to the changed circum-
stances.

Although I am not totally convinced regarding the re-organization of the Depart-
ment of Commerce Into the Department of International Trade and Industry, I look
forward to this hearing. In the past when the American people have been put to the
task, they have shown the world they have no shortage of creative solutions. We in
the Congress should follow their lead by giving serious consideration to those pro-
posals that can put America in the forefront of economic and trade prosperity.

Thank you, Mr, Chairman, ( \

Senator DaNForTH. This is the second day of hearings in the Fi-
nance Committee on S. 121, which raises the issue of whether or
not our Government would have a stronger position in internation-
al trade if we were to abolish the USTR as a separate agency and
fold it into the Commerce Department.

The first panel consists of Robert Herzstein, former Under Secre-
tary of Commerce; Robert Hormats, former Deputy USTR and As-
%}g’?‘ﬁt Secretary of State; and Harald Malmgren, former Deputy

Gentlemen. Mr. Herzstein, if you would like to start.

STATEMENT OF ROBERT HERZSTEIN, PARTNER, ARNOLD &
PORTER, WASHINGTON, D.C.

Mr. HerzsTEIN. Senator Danforth, the summary of my testimon
is set forth on one page, which you have before you. I don’t thin
it's necessary for me even to go through that, so I may use less
than my allotted time, and reserve it for ?uestions later on. Per-
haps that’s the best way with this group of sophisticates that you
have before you this morning to go into the issues.

I will simply start out by saying that we've had the present
system of organization for executive branch functions in place now
for a little over 4 years, with two entirely different sets of officials
oiperating within it. I believe the experience of both administra-
tions has shown that under this system the relations between the
officials of the U.S. Trade Rerresentative’s office and of the Depart-
ment of Commerce are simply not constructive. They are far from
optimal in terms of either policy formation or management. And

“they are not conducive to clarity, confidence, or creativity in the
féecution of our trade policy and trade management responsibil-
es.

The reason for this is that we have taken the top off of what
would otherwise be the ox&ganization responsible for our trade re-
sponsibilities and separated it from the rest of the organization. It's
as though we had gone to the Du Pont Co., the Scovill Manufactur-
ing Co., or the Monsanto Chemical Co., and taken 150 staff persons
or officials off the top and put them in another office, and then
tried to delineate in a few pages of text just which group would be
responsible for what.

In this case, the text is Reorganization Plan No. 3 of 1979, which
draws the distinction between coordination of policy formation,
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which it gives to the Trade Reﬁresentative’s office, and implemen-
tation of trade programs, which it gives to the Commerce Depart-
ment.

In practice, it's simply not possible to distinguish between those
two concepts. The result is that we have an unworkable division of
responsibilities. In practice, what this means is.that the officials at
the top, the Secretary of Commerce on the one hand, and the U.S.
Trade Representative on the other, cannot act with clarity and con-
fidence in the execution of their responsibilities. Each of them feels
he must check with the other before he speaks out, or he speaks
out and then finds that the other is in one way or another dis-
tressed at what he said. As a result, some things don’t get said that
need to be said. And there is unnecessary confusion.

At the lower levels one finds that staffs from both agencies feel
they have to be involved in almost everything that goes on. What a
rerson in the Commerce Department views as implementation will
ook perilously like it's going to get into policy from the point of
view of someone at USTR. The opposite occurs when someone at
USTR gets into something that looks to the people in Commerce as
thou%h it is implementation and they want to be involved, too.

Bob Hormats and I encountered numerous examples of this when
we were in office. Fortunately, we were able to make the system
work because we met with each other every Friday morning at
breakfast, and in a very cordial and constructive fashion, worked
out a lot of specifics as we went along, allocating the responsibilit
for who would do what and how our groups would cooperate wit
each other.

I must say we were often untangling snarls that had already oc-
curred. And even when we were in agreement among ourselves, we
couldn’t necessarily follow up and see that everyone remained 'in
concert with each other as the f)rograms went forward. There are a
number of specific snarls that I could give examples of, but I won’t
do so in the time we have here.

So that is the fundamental problem with our existing system.
The other problem is that, as indicated in my testimony, top trade
officials are not adequately connected with the other aspects of do-
mestic and international policymaking that have a serious impact
on trade responsibilities. ‘

I do feel that the bill you have before you addresses both of these
problems rather well. It also does some other useful things in
terms of equipping us to conduct our trade programs effectively.

Senator DaNFoRrTH. Thank you, sir,

[The prepared statement of Robert Herzstein follows:]



Before the Committee on Finance
United States Senate
February 27, 1984

Testimony of Robert Herzstein

Concerning the Department of
International Trade and Industry Act of 1983
Mr. Chairman: Thank you for this opportunity
to present my viaws on tﬁo Department of International

Trade and Industry Act of 1983.

1

As you know, I gained personal experience with
the problems we will discuss today when ! served as
the first Under Secretary for International Trade in
the Department of Commerce. That position was established
as part of our present organization of Executive Branch
trade functions a little over four §olr- ago., I viewed
the partial consolidation of trade functions that was
accomplished at that time as a big step forward, and
1 worked hard to make it au effective as possible.
Since leaving office I have continued to observe closely
the functioning of our tracde agencies. With former
Ambassador and Special Trade Representative William
Eberle, I serve as Co-Chairman of the Coalition for
Effective Trade Organization, a business group which
is deeply concerned with the problems your Committee

is discussing today.



I support the Act, and its provisions to
consolidate in a new cabinet level department the key
functions of our government- which affect the international
trade of the United States. Today I will explain why
I think the new department is needed and why the
department envisioned by this Act will strengthen the
United States position in international trade.

I. Why Do We Need a New Department of Trade?

First, international trade is much more important

to the United States now than it has been at any time
during recent decades. This increased dependence on
external trade is a result of the great success of the
trade agreements program. This program, sponsored by
the United States at the close of World War II,
substantially opono& the markets of other nations to

U.8. products and the U.S. market to foreign products,

Second, the United States will not continue its
success in global markets unless the government gives
increased attention to the conditions affecting the

competitiveness of individual industries.

When the United States led the trade llberulization
drive during the thinrty years aftsr the War, ﬂmoricans



generally assumed that open markets would mean greater
success for American producers, since U.8. productive
efficiency in every important industry was unrivalled.
However, as the U.S, government worked to open the global
market, other governments (quite understandably) worked
to build industries able to compete effectively in that
market. In fact, often with significant governmental
support, industries in other countries are now providing
formidable competition for U.S. enterprises. Even
American firms which have not customarily viewed
themselves as competing internationally are discovering
that their traditional home market == be it California,
Idaho, or Tennessee == is now part of the ¢global market.
These firms now must compete with foreign producers

or perish,

Repeatedly, in one industry after another, American
firms and workers are also discovering that success
in global competition depends not just on management
skill or competitive zeal, not just on risk capital
and access to resources and labor, but also on the entire
structure of the business and social system in which
a company operates. Success turns heavily on the
attitudes and training of workers and managers; the

company's relationships with suppliers, capital sources,



customers and competitors; its access to technology;

and the taxes and regulatory burdens it bears. Many

of these factors are influenced by governmeht policies,
and industries in nations with government policies keyed
to supporting global competitiveness enjoy advantages
over industries in countries which do not. Of course

we should not try to imitate everything these countries
do; we nhould,.howovor, modernize our government to
enable it to establish effective programs that take
account of the realities of global competition today.

The 1nrond; of foreign competition in some of
our basic U.8. industries, including not only steel
and automobiles, but also semiconductors and
t-locoﬁmunicntionu, have greatly eroded the confidence
of Americans in the open world trading system which
has served the interests of the Western trading nations
80 well. The United States must equip itself to compete
more effectively in the global market and to advance
more effectively its interests where policies of other
nations injure us, or, inevitably, our people will demand
that we retreat from the global market into a protected
position. The dramatic increase in filings of petitions
and bills for trade relief in r?cont months is & troubling

sign that disillusionment with our ability to compete



in the world trading system is spreading. If the process .,
continues, it will jeopardize the liberal trading order

and the benefits it has brought us. Maintaining

confidence in our competitiveness, and therefore in

the open competitive market, is the central challenge

for the nation's trade leaders today.

Third, the authority, responsibility, and resources
needed for a government trade proygram of the noft neaded
in today's world are simply not arrayed properly within
the Executive Branch of our government. There is npw
widespread recognition in the United States that the
ability of American industries to compete with foreign
firms should be treated as a more important factor in
the formulation of government policies than it is now.
But when businesses look for support, they find that
our'qovarnmont is not well equipped to deliver. Our
government makes no concerted effort to predict the
future on trade issues, and is not properly organized
to deal with those issues when tho§ arise. The key

shortcomings in our current system are as follows: ot



(a) The division of functions between
the U.S. Trade Representative and
the Secretary of Commerce creates
overlap and confusion.

The 1979 reorganization of trade functions was
a logical and helpful first-step in the consolidation
of U.8. trade functions. It has greatly strengthened
enforcement of our trade laws and improved public
confidence in them; it is beginning to make U.S.
commercial representation abroad more vigorous and
effective; and it has greatly improved the ability of
the Commerce Department to facilitate access of U.S,
business to foreign markets. This shows that proper

organization can produce real benefits.

\
But even as the 1979 reorganization was being

implemented, it became clear that it had left a major

flaw in the trade policy structure of our government,

The Trade Representative has the leading role
in coordinating policy formulation. The Secretary of

Commerce is responsible for implementing trade policies

and programs. In practice, however, it is impossible
to distinguish between policymaking and implementation.
For all the good it has done, the 1979 reorganization
has left the two agencies guiding U.S. trade policy
with conflicting and overlapping juriadiction:
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The problems created by the current organization
include bureaucratic inefficiencieé, extraordihary
duplications of effort, and needless rivalries. At
the staff level, employees often,go not know where their
responsibilities and functions end and those of the
other agency begin. Because there is not a bright 11n9
between policy (U.S.T.R.) and implementation (Commeirce
Department), this problem cannot be resolved while we

have separate agencies.

Commerce Department staff members perceive that
many of their policy ideas and analyses must be filtered
through two hierarchies, and that when their good work
does emerge from the 1nte€aqency process, it will be
identified as the product of officials in another agency.
" In this respect the structure stifles creativity and
makes it difficult to retain talented employees. At
the same time, U.S.T.R., which heavily relies upon
Commerce Department staff for substantive support, has
no real authority over the hiring, graining, and
assignment of that staff. It must accept Commerce work
product as it ig or hire new U.S.T.R. staff members

to duplicate functions already in place at Commerce.
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At the supervisory level, the leaders of both
agencies must spend substantial amounts of time
straightening out the conflicts engendered by our
illogical split in authority. I estimate that I spent
about ten to twenty perceng of my time as Under Secretary

involved in this type of controversy.

But the single most serious drawback of the currept
allocation of responsibility is that neither the Trade
Representative nor the Secretary of Commerce has the
clear mandate to speak as the Administration's top
representative on trade issues. On important matters,
neither the Trade Representative nor the Secretary of
Commerce can act authoritatively or emphatically without
consulting the other. But however well the men holding
those positions get along, it is simply not feasible
for them to consult on all issues in detail. As a result,
each official, instead of acting authoritatively and
emphatically, must hedge, act with caution and lerok

over his shoulder.

Within the government, neither offic.al has the
"clout" to get proper ‘attention focused on trade interests
when major economic and foreign policies are being

formulated. For example, when the Administration's
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domestic economic program was formul;ted in 1981, thers
was no authoritative voice in the Executive Branch with
the mandate to educate the other policymakers ==~ and

the public and Congress ~= on the effects of these
domestic policies on our international economic position.
Attention is now being focused on the effect of the
government's fiscal deficits, high interest rates and
the strong dollar on our competitiveness and our trade
Vbﬁlance. We might be better off if international trade
interests -had been more carefully considered at the

outset.

This split mandate also weakens our government's
dealings with outsiders. Foreign officials must talk
to two or more U.S. officials on trade matters. These
foreign officials may be unsure whose views to accept
as authoritative or may find they can take advantage
of differences in opinion between the two U.S. trade

A;encies and play one U.S. official off against another.

(b) The short tenure and frequent
turnover of most of our trade
officials weakens our government's
ability to carry out effective,

cohesive long-term trade programs.

Our negotiators often lack the experience and

detailed professional competence of their foreign

0
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countaerparts, and the absence of a clear and attractive
career path for international trade experts discourages

many talented persons from staying in the government.

(¢) The trade agencies, and the U.S.
government generally, lack strong
industry sector offices to monitor
developments that affect the health
of specific American industries.

I believe that the quality of available
information, more than preestablished doctrines or
political philosophy, dictates the quality of the economic
decisions that government and industry make. Yet neither
the Secretary of Commerce nor the Trade Representative
has access to reliable, comprehensive.information on
the health and vitality of individual sectors of American
industry, or on the factors affecting their ability
to compete internationally. The trade officials lack
the information needed to anticipate problems and exp}oit
opportunities at an early stage. Instead, they find
themselves attempting to react to problems after they
have reache? a stage at which remedies are costly and

inadequate.

For example, when the difficulties of the N
automobile industry began to emerge in 1979 and 1980,

it was clear that the problem would be serious. But

34-972 0 - 84 - 2
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no agency in government had responsibility to monitor
the developments adversely affecting one of §ur largest
domestic industries and to begin analysis of policy
options. When the problem achieved a political dimension
in the second half of 1980, a task force was hastily
established under the leadership of the Department of
Transportation. While the Department of Transportation
knew much about automobile safety, it lacked expeftise
in trade issues. Nothing meaningful was accomplished
‘until 1982, after the domestic industry unsuccessfully
petitioned for import relief at the I.T.C. Finally,
President Reagan sent U.S.T.R. Brock to negotiate a
costly and controvérsial voluntary restraint agreement
with the Japanese. I believe that if an industry sector
office with responsibility for monitoring the automobile
industry had been in place in 1979, officials could

have begun then to determine whether there were measures
appropriate to government which might have alleviated
the problem at an earlier stage and with less politicall

and economic cost.

<« Our government should fully and closely follow
at the earliest stages practices such as foreign
government targeting of salected industries as vehicles

for compatition in international markets. As those
3
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programs develop, our government should have the resources
to assess their implications, consult with U.S. industry,
formulate responses, and implement them through trade

‘negotiations and domestic competiti&eness policies.

An exception to this lack of industry sector
monitory capability helps prove the point. There exists
in the Department of Commerce an agency dedicated to
the telecommunications industry (National
Telecommunications and Information Administration).

As a result, the government is able to do a much more
effective job of advancing the interests of that industry,
at home and abroad, than is the case with other
industries.

II. What Will the Department of International

Trade and Industry Act Do to Strengthen
the U.S. Position in International Trade?

First, the new Act would eliminate the unworkable

and troublesome division between the trade policy
developmeht and negotiation functions of the U.S. Trade
Representative's Office and the trade policy
implementation functions of the Departmen€ of Commerce.
The Secretary of the new Department would be the United
States Trade Representative and would have the
responsibility for the functions presently allotted

to the separate agencies.
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This consolidation of functions will end the
overlap, confusion, and uncertainty created by the prasent
divided responsibility. The new U.S.T.R./Secretary
of Trade will be able to meet with foraiqp officials
and with other U.S. cabinet officials and speak with
confidence and authority on the issues that affect U.S.
participation in international trade. (He will, of
course, need to coordinate his policies with officials
from other departments, particularly State, Agriculture
and Treasury, as will always be the case in the trade

area.)

It has been argued that reorganization itself
would create too much confusion and divert our energy
and attention from the important trade issues of today.
But, as I have mentioned, the present system already
engenders problems on a continuing, daily basis that
seriously interfere with our ability to manage trade
issues. The further consolidation of functions called
for in the proposed Act would include some initial
confusion, but the benefits, in terms of clarity and
confidence in daily decisionmaking, would very soon

outweigh the transitional costs.
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It has also been argued that the Commerce
Department is the "voice of industry" and therefore
inherently protectionist, and that the new Trade
Department would therefore also be protectionist. This
criticism overlooks the divetrsity of interests in U.S.
industry. Protection of one industry against import
competition inevitably harms other industries, either
because they are unable to obtain needed exports or
because foreign countries retaliate against U.S. exports.
Indeed, U.S. industry, in most cases, is highly sensitive
to its interdependence with the economies of other
countries and fully appreciates the benefits of liberal
trade. By far the largest proportion of the pressures
felt by high officials of the Commerce Department are
in the direction of liberal trade. American buéinessmen
at home and abroad rarely miss a chance to urge Commerce
" Department officials not to disturb our interdependence

with other countries.

I believe that those who charge that a Trade
Department would lead to protectionism have reached
a conclusion opposite to reality. The greatest pressure
for protectionism will arise if more American industries
‘and workers become disillusioned with our nation's ability

to bring about a fair trading system and to compete
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‘effectively in it. By making the government more

effective in both trade and competitiveness policies,
£

the new Department will reduce the causes of

protectionism.

Reorganization will not automatically give «us
"correct" policies. We should recognize that much of
policy formulation involves striking a balance between
fundamentally irreconcilable national objectives. (For
example, export controls promote national security while
reducing trade opportunities and impeding scientific
exchange.) The "correct" policies for our country are
those that emerge from a process that proverly considers
' all U.S. interests, examines all options, and chooses
solutions on the basis of an effort to serve the overall
national interest. These decisions derive their
legitimacy and their public support from the soundness
of the process by which they are reached. At present
our process is deficient, and is perceived as deficient,
because no official has clear authority and proper
resources to manage our government's role in trade and
competitiveness issues. Reorganization will help
establish a sound and respected process for devising
policies to meet the international challenges facing

our nation in trade.
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Second, the Act would help to relate the activities
of the new Department to other domestic and foreign
pelicymaking activities which have an important relation
to trade. |

(a) The new Act would create
mechanisms for resolution of

interagency disputes on trade
policy.

Congress or the President should ensure that
the White House is eéuipped to mediate disagreements
between the new Departmgnt and others, such as State,
Treasury, Defense, or Agriculture, which may be involved
in trade issues. Trade issues touch many areas, and
combining the present trade functions in a new department
of course will not eliminate all conflicts. No form
of organization can do so. The President ultimately
must bear responsibility for reconciling the views of
different departments. He needs a small, specialized
staff to help him in this "honest broker" function.
The Act provides him with an advisor and a small White
House sthf to assist in this function. As a matter
of fact, this staff and the advisory function are similar
to those in the Trade Representative's Office as

origirally conceived in 1962,
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In addition to creating the White House Advisor,
the new Act would designate two interagency coordinating

groups.

First, it would leave in place the present Trade
Policy Committee, a statutory group which was designed
to be the vehicle for collaboration among the various
departments that must have a role in developing trade
policy. However, the Act would make the President
Chairman of this Committee in place of the Trade
Repgesentative, who has chaired it in the past. The
Trade Secretary would be Chairman pro tempore. The
White House Advisor would be Executive Director of the

Committee.
{

In addition, the Act would create a new cabinet
level Council on International Trade, Economic and
Financial Policy, also chaired by the President, with
the White House Advisor also serving as Executive
Director. The principal purpose of the Council is not
to coordinate views on formation of trade policy as
such, but to insure that trade interests are taken into
account when international financial and monetary policies

are formulated.
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Concern has been expressed about the possibility
of confusion and overlap between these two groups.
One way to avoid this danger would be to carry out the
functions of the Trade Policy Committeé under the new
Council. The Council can serve as the mechanism by
which the Trade Secretary/U.S.T.R. coordinates the views
of other agencies (such as the State Department, Treasury
Department, Council of Economic Advisors) on trade issues,
and also as the mechanism by which the President
coordinates the views of the various aqencieb on questions
of international monetary policy and their relation
to trade interests.
(b) The Act contains provisions
designed to ensure that the new
Trade Secretary's views are
considered by the President
and Congress in "international"
fiscal and monetary matters.
Since the value of the dollar in relation to
other major currencies has a predominant and immediate
impact on U.S. competitiveness and on the economies
of our trading partners, it is important that the views
of the‘Secretary of Trade and Industry be routinely
and inatitutionally considered when monetary and fiscal
policy is made. In many administrations, "domestic"

fiscal and monetary policy, the U.S. role in international
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money markets, and U.S. policies in the I.M.F. were
established with littie thought about their implications
for U.S. trade, and with no participation by the top
trade officials.

To coordinate trade policies and other
international economic policies, including international
financial and monetary policies, the Act, ia mentioned,
creates the cabinet level Council on International Trade,
Economic¢ and Financia} Poliéy in the Office of the
President. The Trade Secretary would be a member of
that Council. TheyAct also makes the Secretary of
International Trade and Industry the Deputy Chairman
of the National Advisory Council on International Monetary
and Fiscal Policies. It further requires the U.S.
executive director of the International Monetary Fund
to consult with the Secretary on matters under
consideration by the Fund which relate to trade. These
prgvisions would very likely be effective in achieving

coordination of all international economic policies.

The Act does not, however, provide in express
terms for the Secretary to participate in the formation
of domestic monetary or fiscal policy or to serve on
the Executive Branch groups that make such policy.

It designates the new Secretary to be the advisor to



23

the President on the impact of non-trade policies on’
U.S. trade. In my view, the Aét should go further and
specify that the new Secretary will be a member of any
cabinet level committee or working group which formulates
domestic fiscal and monetary policy. Such a provision
would help insure that domestic economic policies are

not again (as in several recent administrations) fixed

without consideration of their impact on our trade.

Third, the new Act would make a very important
change in the mandate of government officials responbible
for our nation's international trade interests. Our
trade officials have traditionally had responsibility
for achieving access for American industry to foreign
markets and for preventing unfair trading practices.

The new Act would also charge them w}th responsibility
for improving the ability of American industry to compete

in international markets.

Among other things, the new Department would
have responsibility for monitoring and analyzing, on
an industry aector\basia, all the conditions, abroad
and at home, affecting success in global competition.
The Department would also be responsible for clarifying
our policy choices for confronting these conditions.

It would be called on to promote cooperation and
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facilitate consultation and communication between
government and the private sector about domestic

industrial performance and prospects.

Thus, the Act would end the increasingly artificial
separation of responsibility in our government for ‘
"international" trade issues and "domestic"
competitiveness issues. We may well wish to contiaue:
our policy that government generally keeps its hands
off the business sector. But we should recognize that
"hands off" need not mean "eyes closed." With our eyes
open and our government and private sector leaders clearly
mandated to improve our trade performance, we can expect
that our country's international economic performance

will improve.

Fourth, the new Act would take several important
steps to equip the new Department with the resources

heeded for its important new functions.

(a) The new Department would be authorized.to
establish an Office of Competitive Analysis responsible
for monitoring‘and analyzing the vitality of in&ividual
industry sectors and identifying probhlems ahd
opportunities facing companies in those sectors. The

sectoral analysts would also investigate conditions
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affecting access for American firms to foreign markets
(much as called for by S. 144, the bill sponsored by

Senator Danforth and others and passed by the Senate).

These sectoral offices would not formulate
"industry policy" or attempt to intervene in or guide
the decisions of individual enterprises. They would
instead serve as resources for business, labor, government
officials, and Congress, alerting them to problems and
opportunities and assisting them to work together, in
their distinct roles, to insure that American industry

can compete effectively.

As noted earlier, the National Telecommunications
and Information Administration is a good example of
a government office with strong resources for promcting
the trade and competitive vitality of an important
industry sector. Under the new Act, similar (though
normally smaller) offices could be established for other

key sectors.

The emphasis on industry sectors in the proposed
Office of Competitive Analysis properly reflects the
fact that industrial competitiveness must be #pproached
on an industry-specific basis. The factors which

determine an induétry's competitiveness -« such as
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enterprise size, capital structure, employer-employee
relationships, technological 1nnova£ions, foreign
competitive strength, targetting, etc. =- vary widely

among industrial sectors and subsectors.

Given the p%oper resources and mandate, the Office
of Competitive Anaiysis could prove to be a powerful
éaol‘for focusing the attention of business, government
and labor on competitiveness problems at early stages
of their development. The existing Industry Sector
Advisory Committees, while a step in the right direction,

have simply not proved to be effective.

(b) The Act would call on the Secretary to convene
ad hog, }ndustry sactor competitiveness councils to
assess conditions in specific industries which may be
identified by the Office of Competitive Analysis as
encountering significant challenges or opportunities
in global competition. The councils are to include
representatives of business, government, labor, and '
other useful private sector persons. The councils would
be called on to study the challenges facing their industry
and to make recommendations for responses by businége,
government and labor. The Act gives the Secretary wide
discretion in selecting the industries to be studied
and in choosing council participants. It gives no binding

force to the council recommendations.

s ey~
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This provision in the Act appears to be designed
to institutionalize a process for consultation when
important industry sectors encounter serious international
challenges. In evaluating this proposal, it is useful
to remembar that a similar advisory group was established
- for the steel industry in 1977 -=- the Steel Industry.
Tripartite Committee. It performed work on trade and
competitiveness questions which was generally approved ==
and even praised ~~ by leaders in industry, labor, and
government, and by our trading partners as well., A
similar group, the Steel Advisory Committee, has recently
been established by the present Administration.

We are in the midst of a search for a process
by which we can ensure that our country will effectively
marshal all of its resources to compete more effectively
in international markets. In my view, the provisions
in the proposed Act are one reasonable approach to this
difficult problem. (I would, however, recommend caution
with respect to the scope of exemptions from the Federal
Advisory Committee Act. A reasonable degree of public
information about the councils' activities will be
important, especially since antitrust laws will not

apply to council discussions.)
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Because this type of process is new to our country,
there has been much controversy over these provisions.
Perhaps there are ways to modify this approach that
would make it more effective or at least le;a
controversial. In any event, we should not allow disputes
over these provisions to prevent progress on the principal
goal of this Act -« fundamental reorganization of our

trade agencies.

(¢) The proposed Act requires the Secretary
of the new Trade Department to submit recommendations
to Congress and the President for a trade personnel
system based on career cadre principles within six months
of the Act's passage. Those recommendations must provide
for competitive hiring and firing and for employee
exchange programs between trade-related federal ag;ncies.
They must also designate senior trade positions in such
agencies for members of the trade personnel system and
create an employee exchange program involving members

of the trade personnel system and the Foreign Service.

A career cadre organized around these principles
would be enthusiastically welcomed by talented government
employees, would increase the effectiveness of U.S.
officials in dealing with foreign governments, and would

provide greater continuity in the U.S. trade policy.
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I strongly disagree, however, with the provision
in the current.bill that would give the Secretary of
State primary authority to appoint State Department
personnel to commercial minister positions to perform
Trade Department functions in foreign nations. Tﬁia
division of authority between the Trade and State

Departments can only lead to conflict and confusion.

Fifth, the proposed Act preserves the best features
of the U.S.T.R., which is viewed by substantial elements
of the business community, especially international

companies, as responsive, fast moving, and effective.

The Act would move the U.S.T.R.'s office intact
into the new department. A small office of talented,
highly motivated negotiators would exist at the very
top of the new department. It would function under
a deputy U.S.T.R. who has ambassadorial rank. A similar
form of organization has been successful in the Justice
Department, where the Solicitor General supervises a
small group of lawyers responsible for Supreme Court
advocacy and management of the government's appellate

decisions.

The Act should clearly state that the current:

statutory responsibility of the Trade Representative

34-972 0 - 84 - 3
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to "report directly to the President and the Congress,"
"be responsible to the President and the Congress,"
and "advise the President and the Congress" will remain

in effect.

The transfer of the U,S.T.R. personnel, practices,
and tradition to the new Department should equip the
Department to continue U.S.T.R.'s effective communications
with business leaders. The new Department's Secretary

should of course take pains to preserve these resources.

Through careful structuring ané sound management,
it should be possible to incorporate the benefits of
U.8.T.R. in the new Department. Thus I do not believe
our concern for them should lead us to forego
consideration of a new Department, with its many long-

range advantages.

The Act before you is not perfect. I have pointed
out some of its deficiencies above. I disagree with

other elements of the bill:

. The Act should not create an Undersecretary
of International Trade and Industry for
Agriculture. Instead, the White House
advisor's office should be staffed in a way
that would enable it to monitor and protect
agricultural interests in the ‘event that
the new Department does not adequately take
account of them.
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The President or Secretary should have
discretion to decide whether to grant the
Deputy Secretary ambassadorial status or
whgther to grant this status to another high=-
ranking official. The Deputy Secretary is
likely to be deeply involved in Department
policy and administrative matters, and may
not have the time to participate in
international negotiations.
The defects I have described, however, in no
way reduce my enthusiasm for the Act in general. We
should not allow disagreements on minor pointas to impede

passage of a bill with so many major benefits.

In conclusion, Mr. Chairman, I believe the present
structure of the U.S. government makes it more difficult
than it should be to achieve strong, sensible policies
concerning our international trade and the competitiveness
of our industry. The Department of International Trade
and Industry Act would recognize the great importance
of American industry's international economic performance.
It would recegnize the vital role which our government's
foreign and domestic policies play in our industry's
ability to compete. The Act would significantly improve
the ability of our government to carry out its
responsibilities effectively.
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March 19, 1984

The Hon. John C. Danforth

Chairman of International Trade
Subcommittee

Senate Committee on Finance

497 Russell Building

Washington, D.C. 20510

RE: Department of International Trade
and Industry Act of 1983

Dear Senator Danforth:

I have reflected further upon two of the issues
that were discussed during the hearing on February 27
and feel that they merit further comment. I request
that the following material be included in the record
of the hearings.

I. Protecting the Interests of the
Agricultural Sector in Trade

buring the hearing, concern was- expressed over
whether creating a Department of Trade would retard
the ability of the agricultural sector to influence
decisions on trade policy. While there was general
agreement that agricultural and industrial issues cannot
be dealt with within one agency, some speakers expressed
a reluctance to "institutionalize" the separation hetween
these interests.

The concerns expressed appear to be based upon
an assumption that our current system gives agricultural
interests an effective voice in trade policy. There
are some, however, who would conclude that our agricultural
sector has not fared well in trade policy matters during
the last twenty years.
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Under both the current system and the proposed
bill, the agricultural sector has the Agriculture
Department as one vehicle for expressing its interests
in the policy process. 1In addition, the agricultural
sector at present advances its interests on trade policy
through the Trade Policy Committee (which, as mentioned
in my testimony, has not proven tn be effective) and
the U.S.T.R. Under the system that would be created
by the Act, the agricultural sector would express its
views through the Council on International Trade, Economic,
and Financial Policy and a White House advisor. In my
opinion, the agricultural sector's position would be
just as strong, if not stronger, under the new system.

Finding an effective way to represent the agricultural
sector in trade policy has always been a difficult problem.
Our inability to resolve this problem now, however, is no
reason not to advance the interests of our industrial
and services sectors when the opportunity exists.

II.\ Pregidential Discretion

buring the hearing, you asked whether the President
could undermine the system that woild be created by
the Act. You concluded that, if such was the case,
organization was not as important for trade as the
personality and interests of the President.

I agree that it will always be possible for a
President to undermine or evade an organizational
structure created by Congress, as some feel the current
Administration has done with the U.S.T.R. However,
to-the extent that the institution and process created
by Congress work well and command respect, a President
will be less likely to undermine the intention of Congress,
I believe that the proposed Department of Trade and
new interagency process would work more smoothly, repre-
sent greater power, and command greater respect than
any of the existing agencies with trade responsibility.
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At the very least, the new Act would reduce some
of the pressure on the President to circumvent the estab-
lished system, since it would combine the Commerce Depart-
ment with much of the present|U.S.T.R. There would then
be one less voice urging the President to act outside
the system.

The system proposed by the Act is not novel.
It is very similar to the organization we use for defense
policy, with the National Security Council and the National
Security Advisor. This organization has worked reasonably
well in recent years, especially when the National Security
Advisor has been content to serve the role of a coordinator
or "honest broker" and has not attempted to make policy
or carry out line responsibilities. When the system
. operates properly, it gives all Departments access to
the White House when they feel that the Dafense or State
Departments are not representing theéir interests properly.
I see no reason why a similar system for trade policy:
cannot work just. as well,

* * *

- 1 am impressed by your very thoughtful attention
to these organizational issues, and appreciated the
opportunity to participate in these hearings.

-

Sincerely yours,

Reter Moo

Robert Herzstein
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Senator DaANForTH, Mr. Hormats.

STATEMENT OF ROBERT D. HORMATS, DIRECTOR, GOLDMAN
SACHS INTERNATIONAL CORP., AND VICE PRESIDENT, GOLD-
MAN SACHS & CO., NEW YORK, N.Y.

Mr. HormATs. Thank you, Mr. Chairman:

I'm pleased to have an opportunity again to testify before this
committee. I think that the subject that you are dealing with,
which is how to strengthen U.S. trade policy, is extremely impor-
tant. It always has been and it's even more important now that we
have such a huge trade deficit, and one which appears likely to
grow in the next year or two.

I must say that having gone over this legislation I have seen cer-
tain improvements in it that I think make me somewhat more
comfortable than I was in the past. But I must also say that I have
a concern that we may well be tinkering in the engine room while
the ship of states is headed onto the rocks. And the reason it's
headed onto the rocks is not the organization or lack of organiza-
tion of trade policy; it is that we have deficits, we have an overval-
ued dollar, we have shot ourselves in the foot, reloaded, and shot
again on export controls. We have done an awful lot of things in
the policy area which have made us less able to compete in the
world economy. And in going over this legislation, admitting that
there are major problems in the way trade policy is conducted, I
simply don’t see that the changes that are made in organization
are going to better enable us to deal with the fundamental mone-
tary, antitrust, export control, and other problems. And that’s what
I have great difficulty in seeing about creation of a new trade de-
partment.

I would say that the second point is one of how do you make the
system neater. And I think there are some arguments to be made
for making the system neater and easier to deal with.

But let’s look at where we were 3 years ago and where we are
today. What has been responsible for the profusion of institutions
dealing with trade? It hasn’t been the legislation. It has been the
addition to the Trade Policy Committee, which is under legislation;
the addition of a Cabinet Council in Commerce and Trade, which
muddies the waters; it's been the addition of a Cabinet Council on
Agriculture, which further muddies the waters; and added to that,
a SIAGOIP, Senior Interagency Group on International Economic
Policy. All of these have made policy a much more confusing prob-
lem to deal with. And I think much can be done to simplify it
simply by removing those, and doing what the Senate and the
House, in two different pieces of legislation over the last several
years, have asked the administration to do, and that is run trade
policy with the Trade Policy Committee at the head.

And it strikes me that is an important thing. And a lot can be
done, like I say, even without any reorganization.

The third point—agriculture is our single most important export.
And when one calls this new trade department a trade department,
it doesn’t include the single most important export of the United
States—agriculture. Indeed, the whole trade policy over the last 20
years has been designed to avoid in trade negotiations the distinc-
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tion between industrial policy and agricultural policy. And now we
are institutionalizing it in the way we run our trade policies in this
legislation.

And it seems to me, having been in the USTR and argued strong-
ly for making the antisubsidy rules and other rules that apply to
industrial policy also apply to trade policy, I am very concerned
even though in some cases the Secretary of Agriculture would be
the Deputy Chairman of the new group—I'm concerned about the
division there.

Fourth point. We, in a curious way, have had in the area of trade

olicy a more organized White House link and a more organized
ink to the private sector in that area of international economic
policy than many others. When I look at Japan, MITI is the exam-
ple people give when they say let’s trade a trade ministry. MITI, it
should be known, does not represent Japan at the GATT. It is this
foreign office that represents-Japan at the GATT. MITI does not
represent agricultural interests. It does not represent financial in-
terest. Indeed, it has constant battles with the finance ministry. So
it strikes me that when we look at other countries, we may be well
ahead of some of these other countries in the way we have orga-
nized trade policy.

These are f'ust a couple of general points. I see the light is on
i\;ellow. But let me say this. As I say, some improvements have

een made. Indeed, important ones. But it strikes me that instead
of spending a lot of time on this—and I admire Senator Roth and
others who have focused on this issue for doing this—it seems to
me we ought to focus on the underlying problems. And they are
the exchange rates. They are the budget deficits. They are the
dollar, Exim bank, antitrust. We know what needs to be done. And
we ought to get on with the agenda of doing that. And it seems to
me that we probably do not need, at least in my judgment, to go
through an agonizing reorganization in order to get that done.

Senator DANFORTH. Thank you.

[The prepared Statement of Robert D. Hormats follows:]
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Testimony of Robert D. Hormats
Vice President, Goldman, Sachs & Co., and
Director, Goldman Sachs International Corp.
Before the Subcommittee on International Trade
of the Senate Finance Committee
February 27, 1984

Improving the Organization of

International Economic Policy Making

International econcmic developments have a clear and direct
impact on the U.S. economy. They are also major factors in U.S.
foreign poliry and national security. The jobs and well-being
of a growing number of Americans are cetermined by what happens
in the world economy, and by the effectiveness with which U.S.
international trade, investment and financial interests are
pursued. Thus, the way in which U.S. international economic
policy is formulated is not merely a question of Washington
bureaucratics., It is one of major significance to workers,
firms, farmers, and consumers in all parts of the country.

There has been a recurring debate in the United States over
the last 30 years as to the best institutional arrangement for
formulating a coherent, well coordinated, forward-looking, and
effectively implemented U.S. international economic policy. That
period can best be characterized as one of persistent institutional
experimentation and changing structure. A few of the experiments
have proved successful; the majority have not lived up to
expectations.

It must be said at the outset that constructive organizational

arrangements and rearrangements can improve prospects, but are
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no substitute, for good policy. Thus, a debate over reorgani-~
zation should not divert attention from what should be the
primary objective in the area of internationaleconomic policy
-~ improvements in the policy itself. Moreover, a perfect and
permanent institutional structure inthis complex and rapidly
changing arena is probably not attainable. Because organizational
styles and personalities differ from administration to adminis-
tration, the best of organizational approaches in one context
and in one administration may not be appropriate for another.
And no institutional arrangement, however well designed, can
succeed unless staffed Sy knowledgeable individuals of good
judgment who work well together, have the full support of the
President, and maintain credibility within the policymaking
process and the private sector.

Against this background, how can the United States best
organize itself to make and implement an effective international
economic policy?

° First, because of its position at the crossroads of
domestic economic and foreign policy and its major importance to
both, international economic policy requires greater Presidential
involvement than in the past. An Assistant to the President for

International Economic Policy is needed to permit and encourage
the President to play an active and effective role. He or she

ghould be a member of the Cabinet Council on Econonic Affairs
(or its equivalent), the Trade Policy Committee (TPC), and the

Council of Economic Advisors (CER), and be an associate member
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of the National Security Council. The Assistant would not
attempt to play the role of U.S. spokesperson on international
economic policy. Nor would this individual be the exclusive
conduit for recommendations to the President (which would
normally go through existing channels), although his or her
views would be‘recorded in these recommendations, particularly
as to consistency with respect to other aspects of U.S. inter-
national economic policy.

The Assistant would be able to communicate directly with

the President to brief him on international economic developments,
make independent recommendations, and advise him of the
implications of policy recommendations in other areas (e.g.,
fiscal and monetary, antitrust, and foreign policy) for inter-
national economic policy. The Assista$t would take primary
responsibility for ensuring that relevant agency interests were
adequately represented in the decision-making process, and that
when interagency groups met to discuss matters that relate, even
if only indirectly, to U.S. international economic interests, they
considered the international economic policy implications of

their decisions--for example, the effects of proposed changes

in environmental regulations or tax policy on U.S. productivity
and international competitiveness, or the impact of proposed
sanctions against another country on U.S. industry and
agriculture.

“ 7phe Assistant would also provide, for Presidential and
Cabinet-level consideration, recommendations on how various issues

should be staffed. For this purpose he or she would meet monthly
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(;; more frequently if necessary) with key Cabinet or sub-
Cabinet officials. And the Assistant would ensure follow-up
of major decisions by working with such officials.,

Because the Assistant would need to play an integrative
role-—-for instance, to assess the trade implications of regulatory
policy, or the domestic implications of exéort and administrative

policy--he or she would need a small staff capable of independent

—m.‘minalysis and of meeting regqularly with the agencies to ensure
that their officials take adequate account of policy inter-
relationships.,

° Secénd, a Cabinet-level International Economic Policy
Council (IEPC), chaired by a Cabinet member dgsiggated bz‘the
President, should have primary responsibility for coordination

of international economic policy. Specifically, it would facilitate
the development of U.S. international economic policy and ensure

that decisions in each area of international economic policy
adequately take into account the close links among trade, monetary,

w>‘aevelopment, and investment issues, and between these and domestic
foreign policy matters. In this respect it would not substitute
for, but rather provide guilelines for, and promote consistency
among, interagency groups with specific and more focussed mandates
in these areas. But it could, on subjects which transcend
existing interagency committess (e.g., the debt/trade/financial

T foreign policy linkage), ask for interagency papers and make

recommendations.
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Its own mandate should be to: (a) set broad policy
objectives and priorities; (b) identify and analyze inter-
relationships among key issues to ensure policy consistency
in the decisions of Cabinet members and inter@gency committees;
(c) identify issues likely to arise in the future and ensure
that they are being adequately addressed; (d) determine (where
such matters are in dispute) which Cu«binet member or inter-
agenc& group will have the policy lead in developing positions
on major issues; (e) reconcile any differences among interagency
groups or Cabinet members; and (f) decide how to present
unreconciled differences to the President.

On occasion, particularly in advance of economic summits,
major ministerial meetings and Presidential meetings with major
foreign leaders, the group should meet with the President to
provide a comprehensive briefing. Such briefings would avoid
ad hoc approaches to the President, and give him an opportunity
to provide guidance to all key Cabinet members at the same time.

° Third, institutional arrangements for making and

implementing trade policy should be strengthened. The creation of
the Office of the U.S. Trade Representative in the Executive Office

of the President, and past efforts to broaden its mandate, reflected
a broad consensus among the Executive Branch, Congress, and the
private sector on the need for the chief U.S. trade policymaker

to sit above the normal bureaucratic tug-of-war, and close to the
President., in order to reflect and forge a common position on the
basis of the various interests involved in U.S. trade policy. This

was considered particularly important when a coherent interagency-
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produced strategy was required to reflect a wide range of
interests in preparation for, and during, a round of trade
negetiations. At the same time, there was broad recognition

that such’an office, operating within the Exeuctive Office, could
not be large enough, and was not an appropriate institution, to
implement trade policy. That responsibility was given to the
Commerce Department, whose role has been strengthened in recent
years.

However, ambiguities and duplication have resulted from a
considerable blurring of the line of demarcation between policy-
making and implementation. And more than occasional transgressions
of the office of the USTR and Commerce on one another's "turf"
have added to friction. These have given rise to proposals for
the consolidation of the trade function into a single Cabinet
agency. There is, on organizational grounds, considerable logic to
many of these proposals. As their sponsors effectively argue, they
are "neater" than the present divided arrangement. They would
reduce current interagency friction and the number of "stops" the
business community must make on trade issues (recognizing, of
course, that State, Agriculture, Labor, Justice, CEA, and
Defense would continue to be important "stops" on many trade
matters). And creation of a Trade Department would be of consider-
able symbolic importance.

But the Trade Department concept also raises a number of

questions regarding its potential impact on policy. Will the voice
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in the Cabinet for a stronger trade policy be strengthened or
weakened if the two most vigorous spokespersons for trade, the
Secretary of Commerce and the USTR, are combined into one?

I8 it desirable to weaken or strengthen the direct, institutional
White House link to trade policy, accepting the fact that this
link has not always produced the desired amount of Presidential
support for U.S. trade interests? Will a Trade Secretary, who
is likely to be at the lower end of the Cabinet "pecking order,"
have more interagency influence on such important trade-realted
issues as tax, export control, and antitrust policy (involving
respectively the secretaries of Treasury of Defense, and the
Attorney General) than the USTR and Commerce Secretary combined
~-recognizing, of course, that they have not always been ’
victorious in disputes in these areas?

Will creation of such a department tend to downplay the
importance of agricultural trade, which is a significant percentage
of U.S. exports, by providing for only a nominal staff to deal
with agricultural issues, and by separating responsibility for
agricultural trade--which would, in some proposals, be in the
hands of the Department of Agriculture--from industrial trade
policy? Would there not be a danger of friction between industrial
and agricultural trade policy, as opposed to tryingto ensure that
broader trade rules, such as anti-subsidy agreements, be applied
to agricultural trade?

And, in light of the experience of CIEF, would it be possible
for a new Trade Policy Committee, headed by a Trade Secretary,

as included in some proposals, to retain its influence or
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independence vis-a-vis other interagency groups if its leader
is not (like the USTR) institutionally in the White House. Or
would it, like CIEP, ultimately be folded into a group with a
broader mandate headed by another Cabinet member, perhaps the
Secretary of the Treasury?

In addition, the question must be asked whether the strong
statement of commitment to a more assertive trade policy, which
creation of a Trade Department is intended to represent, would
not be diluted by the concurrent efforts of many in the executive
branch and Congress to pass an Export Administration Act which
would hamper U.S. exports, and by other existing legislation
which does likewise. Would it not be more appropriate to devote
the considerable effort which would be needed to createa new trade
department to addressing such substantive issues as the U.S.
budget deficit and its impact on high interest rates and the
dollar, antitrust legislation and guidelines, regulatory policies
that reduce U.S. competitiveness, and support for the Export-
Import Bank--all of which have a considerably greater impact on
U.S. trade performance than organizational structure?

Thus, while creation of a trade department is based on a
considerable amount of organizational logic, it raises important
questions about the wisdom of weakening the link between the
chief U.S. trade policymaker and the White House at a time when
greater Presidential involvement in, and support for, U.S. trade
objeétives is necessary. Now, more than ever, with regulatory,

antitrust, export control, tax, and monetary issues impacting
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significantly on U.S. trade pefformance, a White House leader-

ship role and effective coordination of policy to promote
consistency and ensure faithful implementation are of major
importance.

There are essentially two institutional approaches to
promoting the well coordinated, assertive, and activist trade

policy which most of us seek, One is to improve and strengthen

the current institutional structure. The other is the create a

new Department of Trade. 1 prefer &he former. There is a

greater likelihood, although clearly not a certainty, that the
current White House-based trade office (the Office of the U.S.
Trade Representative) supported strongly by the President, given
a clear mandate that is respected by other agencies, and working
with a strengthened Commerce Department, will carry more weight
and be more effective on trade policy issues than a Trade
Secretary heading a separate department, who would find it hard
to compete with, much less coordinate, other Cabinet members and,
perhaps, even to protect his or her interagency committee.

To make the current structure function more effectively, key
members of the executive branch and Congress concerned with

trade should first endeavor to clarify the currently legislated

mandates for Commerce and the USTR in order to minimize duplication
and ambiguities. While it is unlikely that these can be eliminated
completely, a significant reduction would lessen the uncertainty
and confusion within the bureaucracy. In addition, the Administra-
tion, consistent with its proclaimed objective of consolidating

trade policymaking functions, could reduce the considerable
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confusion resulting from its having divided responsibilty for
trade among the Trade Policy Committee, the Cabinet Council for
Trade and Commerce, the Senior Interagency Group on International
Economic Policy, and the Cabinet Council on Food and Agriculture.
If the TPC, as Congress intended, were given clear responsibilty
for developing trade policy, much of the current duplication
could be reduced without the need for a long process of legislated
reorganization, N

If it can, once again, be clarified that the USTR, as chair
of the Trade Policy Committee apparatus, is the chief trade -
policymaker and coordinator-~which means that his role in the
above-mentioned areas, such as monetary and antitrust policy,
should be strengthened--then the Office of the USTR should allow
other agencies to assume a greater portion of the execution
function by, for instance, delegating a greater share of the
negotiation role to Commerce, State, ahd Agriculture in order to
take advantage of their expertise. That would strengthen both
the USTR's interagency leadership role and the participation of
other agenices. It would also enable the USTR to use its
relatively small staff in the most efficient way.

The role of the Commerce Department could be strengthened
further by increasing its capabilities to analyze sectoral
developments, and to identify the:impact on individual sectors
of proposed macroeconomic and microeconomic policy changes.

Improving this capability would also enable that Department to
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agsess better the impact on the United States of various types of
foreign government support, or "industrial policies." It would,
in turn, be well positioned to recommend ways in which the
United States might respond to them, and to draw on those
aspects of the approaches of others tha; might be applicable,

in some version, here.

As the influence of government support measures on trade
increase, international understandings will be needed on the type,
and degree, of such support (for investment, research, product
commercialization, and industrial rationalization) which should be
considered legitimate and, perhaps, be encouraged. Where do such
practices distort trade, and where do they provide a net benefit
to national economies by improving prospects for smooth adjustment
or industrial revitalization, with a minimum of human and
economic cost? To be able effectively to reduce distortions
causes by such policies, and to work out a modus vivendi among
industrial policies, such a strengthening of government analytical
capacity is needed.

And, the Commerce Department, and indeed the U.S. government
as a whole, needs to increase the number, and expertise, of
officials responsible for, and attentive to, developing nations.
While new opportunities exist for exports to such countries, growth
prospects in developing areas depend heavily on adequate financing,
development assistance, and expanding trade opportunitier for their
products. Thus, a special gection of Commerce -(and a new inter-

agency committee, perhaps under the IEPC) could well be devoted
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to this area. Working with the Agency for International
Development (AID), State, Treasury, and Eximbank, it could
encourage greater attention to U.S. economic relations with

the developing world, to the link between the vrospects of these
nations (and our support for their development) and U.S. trade
interests, and to developing new trade opportunities in the
Third World.

1f, however it is decided to establish a Department of Trade,
Congress should explicitly mandate a White House link that directly

involves the President on key iqsues' The Secretary of Trade
should head the Trade Policy Committee, and it should continue
to report directly to the President. As cha;rman of this Committee,
the Trade Secretary should have a White House office with a small
staff to work with, and be in a position to insist on consistency
among the trade-related policies of all agencies--using White
House leverage if necessary. He or she should sit on the board
of Eximbank and IPIC, and, through the International Economic
Policy Committee, be involved in monetary, antitrust, export-control
and other issues which affect U.S. trade performance.

To quard aqainst the TPC's being watered down or weakened
as the result of the removal from the White House--after a Trade
Department is created--of the USTR Office (which now serves to
protect the TPC), Congress should insist both on a continutation
of TPC's statutory base, and, through oversight hearings, on
other Cabinet members' using the TPC (and its substructure) as

the locus of trade policy decisions.
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A new Department of Trade, if it is to give trade policy
fresh vigor, cannot simply be the result of a rearrangement of
offices in the Department of Commerce. It would be far preferable
to draw on the current strengths of the Commerce Department but
utilize the structure of the Office of the U.S. Trade Representative
which: has both a regional and a functional orientation; reflects
industrial, agricultu;al,and service interests; deals with
international commodity issues; and provides for a number of people
at the undersecretary level able to conduct broad mutlilateral
negotiations as well as highly focused sectoral negotiations.

Like the German Ministry of Economics, it should also orcanize
itself so as to provide credible economic analysis which guides
its decisions in order to avoid vulnerability to interest groups
whose case is weak and to provide strong suppoft where it is
warranted.

An office of the U.S. Trade Negotiator, directly under the
Secretary of Trade (much like the Director of the U.S. Arms
Control and Disarmament Agency is under the Secretary of State),
should work directly with all relevant interests within the
Trade Departmént and with the other agencies. Like the current
USTR, he or she should be in a position to make independent
fecommendations (which reflect the views of the TPC as well
as personal judgments) to the President ﬁhrough the Trade -
8ecretary. The new structure could draw on Commerce, the USTR,
Agriculture, State, Labor, Treasury, and CEA for personnel.

° Fourth, there needs to be a more systematic method for
close consultations among business, labor, agriculture, and

government. One of the great difficulties the United States has

in the international economic arena is the sometimes standoffish,



50

sometimes adversarial, relationship between government,

business and labor. The roots of these divisions are well

known and, perhaps, given our history, understandable. But
enhanced U.S8. competitiveness requires at least a much greater
degree of exchange of information among these groups. This does
not mean that the United States needs to emulate the practices
of other countries where relationships are considerably closer
and lines of demarcation léss clear. But many sectors.of the
U.8. economy could profit by reflecting, individually and together,
on where changes in their own practices and greater cooperation
will help to strengthen productivity and international competi-
tiveness. : )

One place to start is for government, business, and labor
--in sectoral groups and more broadly-~to consult on a more
regular basis in order to assess the implications of their
current practices on U.S. international competitiveness and to
identify changes which could lead to improvements. In the trade
area there is a structure for consulting key groups (industry,
agricuiture, labor, services, consumers, U.S. investors abroad,
and those with commodity interests) before decisions on
negotiating policy are taken.

The same systematic consultative process might be applied
to other decisions affecting U.S. international economic
interests, e.g., domestic regulatory, tax, and export financing
policies. Such a dialogue can shed more light on how to enhance

U.8. competitiveness, to respond to the practices of other
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nations, and to avoid new legislation or regulations which
unwittingly undermine U.S. competitive capacity. It might be
useful, as a start, for the U.S. government--both the Congress
and the executive--to require of themselves an informal trade,

or competitiveness, "impact statement" to identify the impact of
existing and planned legislation, regqulations, and administrative
decisions on U.S, industrial competitiveness and export interests.

° Fifth, a systematic program to train and maintian a corps
of international econymic exports especially trade negotiators,

is needed for its own sake and to match the experience and talents

of counterparts in other countries. One characteristic of the
U.S. system, and indeed in some cases one of its major strengths,

is the ability to attract to government new people who bring with
them fresh ideas and approaches. But we need also to maintain

a corps of trained people, experienced in dealing with major
international economic and trade problems, and in negotiating--
particularly in the area of trade.

A training and experience-building program could well involve
an organized exchange among various agencies, and with the
private sector--for example, rotating officials’at Commerce,
Treasury, the USTR, State, Agriculture, and Labor and give them
experience with U.S8. corporations, iabor unions and consumer groups.
Individuals who negotiate abroad would gain experience in dealing
with domestic matters: for instance, an individual who negotiates
on steel could gain experience in the area of Commerce which

deals with domestic steel problems, or have spent a year with a
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steel company; and individuals dealing primarily with domestic
policy, such as regulatory policy, would gain some experience in
the trade area so that they can understand the international
ramifications of their decisions. Such a program would also
include advanced economic training as well as language training.

° 8ixth, a smooth working relationship between the executive

branch and the Congress in the area of international economic

policy is essential. Congress has both a substantial interest

in international economic policy and a clear constitutional
mandate to involve itself in it, particularly in the area of
trade. While the committee structure in the Congress will
clearly mean that many sets of hearing are held on the component
elements of international economic policy--just as there will

be no one group in the executive branch totally responsible for
it-~-it will be helpful (by saving time and promoting consistency)
for the Congress to hold more joint hearings on particular
subjects in this area.

More broadly, it would be desirable for the Congress, perhaps
every two years, to hold a series of joint or sequential hearings
by key committees. These hearings would enable Congress to look
comprehensively at the entire scope of international economic
policy and to obtain testimony from both the Administration and
the private sector. It could then publish a comprehensive set
of documents on U.S. medium-term international economic policy

interests and objectives. Such hearings would help the Congress
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and the executive branch jointly to establish broad
policy consistency. While not "locking in" either, it would
enable both to be guided by a broad consensus.

° Seventh, it would be useful to revive the Report on

International Economic Policy, which was published in the past

by the Council on International Economic Policy (CIEP) but

discontinued upon its demise. The report was extremely helpful

in explaining and pulling together the various components of U.S.
international economic policy and describing developments in the
world economy, the stake of the United States in 1;, and what the
government was doing to pursue U.S. international economic
interests. Such a report could consolidate the several reports
now being published by the U.S. government on, for instance,
implementation of the Trade Agreements Act, East-West economic
relations, and the work of the National Advisory Council (NAC).
This would also further help to present a more coherent policy.
The very writing of the report could help to clarify a number of
differences within the U.S. government.

An important addition to this report would be a guantification
of the impotﬁtance of exports to each state, to key economic
sectors, and to the economy as a whole. The:Commerce Department
publishes such figures, often with long delays. These, if kept
current, could help to improve public understanding of the
importance of a healthy world economy, an effective U.S. export
effort, a competitively valued dollar, support for Eximbank and

development assistance, and relaxation of legislative impediments

to U.S. trade. 1In short, it would strengthen public understanding
of the need for a sound and active international economic policy

for the United States.
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Senator DANFORTH. Mr. Malmgren.

S’I‘ATI‘iMENT OF DR. HARALD B. MALMGREN, PRESIDENT,
MALMGREN, INC., WASHINGTON, D.C.

Mr. MALMGREN. Thank you, Mr. Chairman. I'm honored to be in-
vited to speak on this rather thorny problem.

I have had occasion in the past to comment on this proposal in
another forum before Senator Roth’s Government Organization
Committee.

Some members of this committee are well aware that I have
served under four Presidents, beginning with President Kennedy,
in this area. And I was an adviser to some members of this commit-
tee on these same issues. I have given many years’ thought to this.

Moreover, I list in my prepared statement, which I submit for
the record, at least eight reviews within the executive branch of
what should be done about trade policy that began in 1962, major
reviews, each of which came to the same conclusion—that there
should not be a Department of Trade, and that there should not be
a reallocation of effort to the Commerce Department, but rather
that there should be a continued USTR.

Now what is it that can be found in all of these reviews? What
wisdom emerged over all those years, in the face of opposition by
every President, from Kennedy onward, to having an STR; in the
face of the fact that every President tried to move the function
away from him tc somewhere else, anywhere else, to get the light-
ning far from him.

What really lay behind all this was the creation of STR in the
first place; namely, the feeling of the Senate Finance Committee
and House Ways and Means Committee that there was a need for a
constitutional bridge_between the powers of the Congress to regu-
late foreign commerce and the powers of the President to negotiate
with foreign powers. It was felt in Congress that this had to be
handled with a rather small group that was very close to both ends
of Pennsylvania Avenue.
~"And it's that critical nexus which is important also in negotiat-
ing with other countries. Other countries will not take as credible
an American negotiator that does not have that bridging capabil-
ity, and that capability must be close to the President, and must
represent all of the trade interests of the United States.

Now there may be reasons for changing this approach after all
these years. But we have had 20 years of repeated reemphasis of
this particular way of handling things, which, as I said, was fa-
thered by the Finance Committee, and fathered to some extent by
the House Ways and Means Committee in 1962, over the strong op-
position of President Kennedy.

I have gone over my notes, since I have been involved in every
one of these reorganization proposals since 1962. The Reagan ad-
ministration proposal is essentially the same as President Kenne-
dy’s proposal of 1962; namely, to put industrial trade into the Com-
merce Department, and to leave agriculture separate. And exactly
that idea was rejected by the Congress because it is impossible to
negotiate for the United States, splitting off a big chunk of our

e e
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trade, as Mr. Hormats has said. And, indeed, this has to be detri-
mental to our farmers’ interests, to separate agriculture away.

There are many options. I list some of them that have been con-
sidered over the years, including a Department of Economic Affairs
that links domestic and foreign issues; a Department of Foreign
Trade that links all foreign trade, including the financial aspects,
Eximbank and so forth; but also monetary policy, financial policy,
aid policy, which if you are going to do trade, you have to do it al-
together. Or a relinkage of international economic issues with na-
tional security in a super State Department, or the idea of a De-

artment of Industry or some new economic czar in the White

ouse. The problem with all of these is that as an institution gets
bigger, it gets further and further away from the President, and
somebody else has to then take over the role of coordination and
policy leadership and enforcement for the President. The present
roposal which we are considering, I'm afraid in its present form at
east, would require the recreation of a new STR called something
else to do the same thing. Someone would have to advise the Presi-
dent, and shield him from appeals; someone would have to deal
with all of the varying interests that would transcend agencg' lines,
and to negotiate with other countries at a high level of credibility.

In my view, we don’t need reorganization right now. What we
need is a ‘i)olicy. In Washington it is very popular to reorganize
when you don’t know what to do, because it looks like you are busy
when a reorganization is underway. Reorganization proposals are a
way for Congress to force the President to think what 1t is that he
is trying to accomplish.

But when you do know what to do, my own experience over 20
years is that you don’t change anything; you just get on with it.
Change tends to ruin morale and get everybody nervous, and de-
stroys the fabric of cooperation.

Right now we have intense jurisdictional competition between
the agencies, a level of competition, which, I think, is shameful. We
do not have teamwork at a time when our country needs team-
work. And that is not a fault of organization, I think, so much as a
fault in the willingness to cooperate among the various agencies.

During my time in the administrations of over four Presidents,
we never had anything like the present competition.

So in conclusion I think it is possible to improve the system at
this time, and then give a longer range examination to the funda-
mental issue of reorganization. But how do you do it better? Frank-
ly, I would go in the reverse direction, myself. I think the STR has
become too large and has too many specialists. The problem of ju-
risdictional competition is that the specialists in one agency are
tryi.rtl_g to beat out the specialists in the other agency with facts and
position.

I would reduce the size of STR. I know no one ever does that in
Washington, to an :dgency. But eliminate all the specialists. There
should be no commodity specialists, no industry specialists, no tech-
nology specialists. There should be only generalists whose job it is
to find who is telling the truth by asking the other agencies and by
asking industry and labor and other people outside the Govern-
ment as to what the real facts are. We need coordinators. They
should not be specialists.
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Thank you.
Senator DanrForTH. Thank you very much.
[The prepared statement of Harald B. Malmgren follows:]
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STATEMENT OF HARALD B. MALMGREN
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
ON THE ORGANZIATION OF THE EXECUTIVE BRANCH IN
INTERNATIONAL TRADE

February 27, 1984

I am honored by your invitation to appear before this
Committee to give my views on the organization of
decision-making in the Executive Branch in relation to trade and

internationsl commercial relations generally.

As some members of the Committee on Finance will remember I
have served under Presidents Kennedy, Johnson, Nixon, and Ford,
and as an'adviser to members of this Committee, dealing with our
economic and security relations with other nations. On behalf
of our nation, I negotiated with many foreign governments and
dealt extensively with their bureaucratic systems as well as

their political leaders.

Moreover, I was involved in a long series of
re-examinations of our own decision-making structure,

including:
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a 1966-67 Executive Branch review of the role of the
STR office and the potential need for a Department of
International Trade (the conclusion was tu continue the
central coordinstion role of STR and to reject the idea

of a Department of Trade)

review of a 1969 effort by President Nixon and Commerce
Secretary Maurice Stans to merge STR into the Commerce
Department (the Congress informally rejected that

proposal and insisted on continued STR autonomy)

a 1969-70 Presidential review, under the President's
Advisory Council on Executive Organization, of the
organization of the Executive in management of foreign
economic policy (the result was creation of the Council
on International Economic Policy, in the Executive
Office of the President, but continuation of a

separate, autonomous STR)

a 1973-74 effort by the Office of Management and Budget
and the Secretary of the Treasury to bflng about a
merger of the Council on International Economic Policy
(CIEP) and STR (the conclusion was to retain STR as an
independent policy agency with line authority over

trade)

@ 1974 review by this Committee on Finance of the role
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and authority of the STR in connection with the Trade
Act of 1974 (the conclusion was to strengthen the STR
by raising his status to Executive I and to clarify in
law that he is the sole, ultimate trade policy advisor
to the President) .

-~~~ a 1975 review by President Ford's staff of the
respective roles of STR, CIEP, and the Cabinet agencies
(the conclusion was to continue the independent,

autonomous status of STR)

-==- 1977-78 reviews of the STR by President Carter and OMB,
with the intention of merging STR and Commerce (the

conclusion was to continue the existing arrangements)

More recently, the Reagan Administration has presented the
reorganizetion proposal that is now before you, to create a new
department that would incorporaste much of the Commerce
Department with some of the policy and negotiating authority of
the USTR. This particular propossal is actuallf more or less the
‘same as a proposal maede by President Kennedy in 1961-62 to move
trade policy leadership from the State Department to the
Commerce Department. At that time, the Senate Finance Committee
end the House Ways and Means Committee rejected the Kennedy
proposal and forced the creation of the STR as an agency to
support him, to be located in the Executive Office of the

President.
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Why is it that STR has survived for so long, under so much
review, in the face of periodic pressure of sll Presidents from
Kennedy to Reagan to move STR out of the Executive Office of the
President?

The answer has always been essentially the same: It was
felt imperative to keep agricultural and industrial trade issues
together, and to provide a meaningfui appratus for participation
in policymaking of representatives of labor as well as of
industry and farm organizations. It was also felt impe;etive to
have small liason group to provide a bridge between the
Congress, with its Constitutionally delegated right td.regulate
foreign commerce, and the President, with his Constitutionally

delegated right to negotiate with foreign governments.

Over the years, the USTR has evolved to carry out three

broad funct-ons:
1. provide a bridge between Congress and the President

2. coordinste policy and provide advice to the President
based on advice from relevant Cabinet Departments, from
Congress, from the various public advisory bodies, and
from individual representatives of fa;m. labor,

industry and service organizations.

3. conduct top level neqotiations with other nations
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This three-part role has been disrupted in the last two or
three years by an array of Cabinet Council coordinating bodies
that appear to me to be inconsistent with trade legislation.
There is now 8 higher degree of confusion and inconsistency in
policy and in commercial negotiations with other nations that is
necessary. Top-level foreign officials often ask me who is the
final authority on & given issue, and I have to reply that the
leadership role is indeed fractionated.

There is now hot jurisdictional competition betwee;
agencies, when what our counlry needs is teamwork and a sense of

common purpose.

The issues are increasingly complex, as the role of
governments throughout the world grows in the management of
trade; and as the U.S. economy rapidly becomes more interactive
with the world marketplace. Now the commercial issues include
services, and the international flow of technology both in and

out of our nation.

Thus, it never made sense to separate agriculture from
industry in our trade decision-making. Congress, and almost
every trade expert who looked closely at the issues, came to
that same conclusion over and over again since the early 1960's.
It still makes no sense, and that is one reason why the
Executive Branch proposal before you is wrong. B8ut the issues
of services and technology, and of the financial interection

with trade, are making the need for broed coordination even more
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important today.

To split off industry and investment issues, and put policy
together with Presidential-level negotiations in that single,
industrial agency, would make the present problem of
coordination worse, not better. A national perspective would be
iost, and a more narrow industrial perspective would be taken.
Agriculture, finance, services, and other important areas of our
economy would become orphans or stepchildren. Diffusion of

.

responsibility would become greater, not less.

Are there any other alternatives? Clearly, Lhere are many.
They have all been considered, and re-considered, year after

year since the 1960's, including:

1. 8 Department of Economic Affairs, linking domestic with

internationai economic issues?

2. a re-linkage of international economic issues with
national security affairs in a stronger foreign policy

agency, or super-State?

3. a Department of International Economic Affairs, linking
trade, aid, investment, finance, monetary policy,
export controls, energy oceans policy, transportetion,

etc.?

4. consolidation of all trade or commercial relations in a



Department of Trade?

5. consolidation of trade in industrial goods with
domestic industry policy, in a Department of Industry,
Trade, and Investment, an American replica of "Japan's

MITI?

6. a new structure for the President's Executive Office,
or the White House, to supervise along the lines of one

of the alternatives from 1. to 5. above.

Do other nations know something we do not? Are they better
organized? It is difficult to compare our system; with its
Constitutional Division of Powers, to Parliamentary,
cabinet-type governments. Nonetheless, in all of the major
governments I have dealt with, there is some close-knit
coordinstion at some level, usually near the top, based on a
small staff, or a small interagency teamwork approach. However,
this is not true for Japan. The myth of Japan, Inc. is that of
8 government completely integrated, with the MITI Minister
presiding. The reality is far different. Power is widely
diffused among Ministers, with MITI's powers clearly in decline.

In my opinion, Japan badly needs an STR apparatus.

If you wish, in questions, to address how other governments
organize themselves 1 will be happy to discuss this. Suffice it
to say that the closest industry-finance-government cooperation

in trade can probably be found in Paris, not Tokyo. This is
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based on a notion of partnership, or at least an absence of
adversary relationships, between business and government. A
French Minister can visit another nation and negotiate on behalf
of a designated French company or consortium withovut anyone
worrying sbout favoritism or discrimination. Do we really wnat
to introduce the idea of "chosen instruments" here, with the

government picking who gets what contracts abroad?

Apart from all these considerations, let me also mention
the President's own needs. If a DITI were created, som;thlng
like STR would have to be re-invented to advise the President on
interagency quarrels. In numerous papers for various Presidents
over the lsst twenty years, I have repeatedly concluded that the

President needs, for his own protection:

(1) someone to act as arbitrator between contending forces

in the Executive;

(2) someone to enforce Presidential decisions and policy

guidelines;

(3) someone to handle appeals and manage relations with
Congress and with private and public bodies outside the

Federal Government.

These have been among the most important funciions of the
USTR until recently. Such functions should be carried out next

to the President.
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Reform is needed, but the proposal before you will not
solve the present problems of disarrsy and jurisdictional

competition.

Rather, what is needed is to restore the authority of the
USTR, or broaden it to cover the new commercial issues like

services, finance, and internatinnal technology transfer.

To do this, and meke USTR more effective, and at the same

time reduce interagency c¢ompetition and restore a sense of

teamwork, is rot difficult. It takes no major reorganization.

In my judgment, the stéff size of USTR has -become too
large. There are too many specialists on particular products or

industries or commodities,

A policy and negotiating group, which provides leadership
to the agencies and balanced advice to the President, should not
have a large number of specialists. Rather it should have a
small number of generalists who concentrate on coordination, on
negotiation, on providing leadership for the team's efforts, and
on taking a national perspective for the President and Lhe
Congress. Specialists take the perspective of a single
industry. The policy leader and the negotiator must always put
the narrow interest in a much wider context. 1In other words,
the specialists should be in Commerce, Agriculture, Treasury,
Labor, Trensportation, and so on, and the USTR should not try to

compete with them on production of the same facts and opinions.
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If the Executive Branch were to revert to the legislative
mandate, and if USTR were leaner and meaner, much of the
presdent confusion and intense, disruptive interagency

competition would be swept aside.

Reorganization always looks good in Washington when you
_don't know what else to do. The process of reoganizing looks
busy, and buys time to develop a new policy. When you do know
what to do in Washington, the last thing you want is
reorganization, whichvsimply creates confusion of

responsibility, lowers morale, and slows you down.

The real problem is that we have to devise .a new policy for
the 1980's and 1990's. If we can figure out where we want to
go, then it.is not hard to figure out how to get there, and how
we best set up the structure of leadership. Reorganizstion
should not be a substitute for policy. A clear policy mekes

organizational issues seem small.
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Senator DaNForRTH. One of the arguments for the proposed new
department is that other countries have a much more coordinated
way of dealing with trade issues than does the United States. We
frequently point to Japan and to MITI with the thought in mind
that this is a totally organized, highly coordinated juggernaut,
which is bringing all the forces of Japan to bear in a common un-
disputed trade policy. We assume that they, therefore, are much
stronger in trade and in trade negotiations than we are in the
United States.

Is that perception correct?

Mr. MALMGREN. Mr. Chairman, if I may comment. As Bob Hor-
mats has already said, I think the case of Japan is a good one. The
power of MITI is clearly declining steadily year after year as the
influence of the Japanese Government on industry declines, in that
the major firms are becoming bigger and bigger and they are bor-
rowing money from abroad, and they are moving out and becoming
rather autonomous. Many of them are refusing R&D funds from
the Government. They are becoming more independent. Moreover,
the major new developments in the Japanese economy like the Sci-
ence and Technology Agency programs or the NTT programs are
not in the hands of MITI, and there’s a lot of trouble in coordinat-
ing. .
MITI, in fact, doesn’t negotiate for the Japanese Government.
And this is a problem for us and them. So they have had to create,
in effect, an STR type of organization which they had in the last
World Trade Round that Bob Hormats dealt with to some extent.
The so-called MTN’s. They had a special trade ambassador, Mr.
Ushiba, who became, in effect, their spokesman. They have the
same problem we do. They are getting very big and very sFrawling.
They have found that the solution was to do something like what
we were doing. And, frankly, there are several other governments
that have done the same.

Now there are different experiments. The one government that
really is coordinated at the top, if you want it this way—I will ex-
plain it in a moment—is the Government of France. Now the
reason that it can be done in that system is that all l;.:ower is pretty
much concentrated in the Ministry of Finance. The Ministry of
Trade people are really under the Ministry of Finance’s guidance.
And there is simply one decisionmaking system tied in with the
Elyaelc_es staff, the President’s staff. Five or six people can decide ev-
erything.

And what they decide is which company will get which contract
in overseas sales. Now do we really want that kind of arrange-
ment? Do we want chosen instruments? Do we want that kind of
discrimination? It’s possible in France because Government and in-
dustry are verK, very close, and interactive; often owned by the
same people. That is to sa(ir the Government. And the banks are, of
course, Government-owned.

It’s possible to really integrate then. But do we really want bu-
reaucrats running the economy? I think the answer is clearly no.
So long as we want an adversary relationshig and a delegation of
power that separates what people can do as business people, what
people do as labor representatives, what Government can do, what
Congress can do, what the Executive can do, what the courts can
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do, as long as we want that kind of system, then we can’t try to
emulate somebody’s system that has it all in one place. It would
destroy what we are trying to accomplish.

What we need is an American solution. And I think the Congress
created that.

Senator DaNForTH. Mr. Herzstein, would you like to comment?
. Mr. HerzstEIN. Senator, I don’t think the Japanese Government
is lacking in its division of authority, rivalries, and problems by
any means. I think the advantages they do have over us in trade
policymaking are twofold. One is much greater continuity among
their high officials. The second is a much closer communication be-
tween the Government and the key industry sectors that are affect-
ed by trade policy. Both of those problems would also be addressed
to some extent by this bill.

But I agree that they haven’t solved this problem of centralized
responsibility. That’s no reason we shouldn’t try.

Senator DANFORTH. Mr. Hormats.

Mr. HormMmaTs. Yes. I would simply add a couple of points. I think
Bob Herzstein is right. That the continuity and communication are
important in Japan. They do have their divisions. And when one
goes over there and negotiates, one frequently finds, much to our

rustration, that one ministry, like MITI, says it can’t do some-
thing, for instance, in tobacco because the finance ministry or the
budget ministry or the agricultural ministry won’t approve it. And
they don’t have one-stop shopping. If you really want it, you have
to go to a lot of them. It’s like the sort of smokescreen of the nego-
tiating process there. .

The British—and here is an example of a country which did
through the Board of Trade try to do something similar—and that,
essentially, was not the greatest of successes for a variety of rea-
sons. And in part it’s because that was almost isolated from—cer-
tainly didn’t play a key role in—the domestic po]icymakinfg proc-
ess. And you had an over-value panel, you had terrible inefficiency
in the British economy, and it simply was not able to get its influ-
ence across to make the fundamentals work better so that Britain
could trade more equitably.

Senator DANFORTH. Senator Roth.

Senator RorH. Let me start out by saying that I agree that we
should not try to merely imitate any other country in their ap-
proach to trade. What we are trying to develop is the best vehicle
it;hag will enable us to have strong policy and strong advocacy of

rade.

I'll be candid on one of my concerns. The Washington bureaucra-
cy never wants to change. By that I mean they always argue, well,
let’s do what we did in the past. But I think the fact is that the
performance shows that what we are doing is not adequate. I agree
that much of that poor performance is attributable to policy, the
dollar—the strong dollar—and other factors.

But I feel strongly-—and most people who have been involved in
either private or governmental undertakings agree—that organiza-
tion is critically important. It's not going to solve all of our prob-
lems. But if }/ou take the position that organization isn’t important,
then you will do nothing about anything. And I don’t think any-
body 1s advocating that.
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One of my concerns has been and continues to be the point you
make, Mr. Malmgren, about the rivalry among our trade agencies.
Built into the organization, into the governmental organization, is
a rivalry between Commerce and the USTR in the sense very much
like we have in the international field between the National Secu-
rity Council and the Secretary of State. Now maybe rivalry in some
instances is desirable; is helpful. I don’t happen to think it is in the
ca?g of trade. I think we need a strong advocate of American trade
policy.

And what bothers me about the way we have it set up is that
you have responsibility in the USTR for policy determination, plus
negotiations, and you have the Commerce Department responsible
for administration and the collection of facts and information. Un-
fortunately, things don’t break into that kind of nice dichotomy.
The fact is that policymaking must be based on the facts and fig-
ures. The fact is that the distinction between administration and
policymaking frequently is unclear.

So one of my questions would be: Going back to the testimony
that we have had rivalry, hasn’t that meant that there has been a
great deal of time wasted between the two agencies and the inabil-
ity of fgetting strong policy? Hasn’t it given the capability to our
other friends, our trading partners, to use one agency against the
other to try to achieve their goals? I would be interested in hearing
your comments on that, Mr. Herzstein.

Mr. HerzsTEIN. Yes, I think it has created a great deal of trou-
ble. Let me say at the outset that we are never going to get rid of
coordination problems. We have to worry about that all the time.
We are never going to be able to get Agriculture or State or De-
fense all under one agency with what is now Commerce and USTR.
We need a mechanism to coordinate. ST

I think, frankly, that Bob and Harald and I are not as far apart
as our testimony indicates in that we all agree there is some need
for a coordination mechanism. 1 fully agree with the idea of a
small White House office which can help sort these out.

The problem is that our present system predisposes us to having
these conflicts. I might just cite one or two specific ones from 1980.
And I'm sure Bob may remember others.

These are just examples. No one of them was necessarily a disas-
ter but they are an indication of the kind of things that come up.
The reorganization plan No. 3 was a carefully negotiated document
reflecting a great deal of concern about agency powers and prerog-
atives at the time it was being drawn up. As a result, there are
phrases in it that give both Commerce and USTR a claim to almost
anything that comes along.

At one time, we were worrying about the automobile problem.
Bob Hormats and I decided that one project that would be very
helpful would be a Japanese purchasing mission. It would be care-
fully worked out between the U.S. Commerce Department and
MITI. Japanese auto companies would come to the United States
and be brought together with U.S. suppliers of auto parts who were
then in bad need of business. We both decided that it was critical
that this not be a one-time mission, but a carefully worked out 5-
year program, with careful followup to be sure that it was not just
a cosmetic operation. .
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Commerce put a great deal of effort into organizing that. It was
typically a trade facilitation function or an export promotion func-
tion that the reorganization plan seemed to allocate to Commerce.
But as we went along we found USTR officials very anxious that
this might lead to negotiations. As it got a lot of attention, USTR
needed to be involved also. This came to a point where I got on the
plane to go to Detroit to open the conference, and there was a staff
member from USTR on the plane without any prearrangement. He
came to the meetings in Detroit. I would give a carefully prepared
speech and he would then chime in with a few comments. This did
not bother me, but it did create confusion among both the Ameri-
can automobile people and the Japanese about who was in charge
of this program. g

Similar problems have come up in the antidumping and counter-
jvailing duty cases involving the European steel industry, both in
1980 and in 1983. As you know, Commerce Department had to
manage very large cases brought by the domestic industry of this
country against the Europeans. Those seemed to be fairly clearly
assigned to the Commerce Department by Reorganization lan No.
3. On the other hand, when you settle a case of that magnitude, it
requires extensive discussions with the foreign industry and the
foreign government officials.

In both our administration and the current administration, as I
understand it, there was concern in USTR about whether this
didn’t amount to negotiation which should involve USTR. And I
think in both cases the resolution ended up being that Commerce
would handle what was, in effect, the negotiation.

These are just examples, and I think that it’s hard to say that
any one of them undid our economy or our Government. But I
must say when you are trying to run these programs on a day-by-
day basis and having these problems coming up continually, result-
ing from the ambiguity of your basic charter, it’s a very tedious
and confusing process.

Mr. Hormats. I would like to comment briefly on that same
issue. I think the point that organization is important is an accu-
rate one. Organization is important. The two points that I think

. are particularly important are, one, that the whole idea of putting
the USTR in the White House was because it was recognized that
there were so many different interests involved in trade policy that
you had to have the President involved, and you had to have some-
one who could take into account these various interests sitting
near him to advise him and to get the Presidential blessing of a-
mandate so that a negotiator could go out and negotiate, and pull
policy together. Now it’s my judgment that that link is extremely
important. First, it’s important particularly in negotiation. But

—.._..also as the issues of trade policy are related with mopétary policy
and antitrust and export control policy, that Presidential input,
that Presidential support, is extremely important. I simply don’t
see how a trade secretary sitting at the low end of the Cabinet
pecking order is going to be able to have very much influence over
it, much less coordinate the activities of the Secretary of the Treas-

ury.
genator RotH. If you would just yield there. I am making certain
conclusions. One of the thrusts of the new organization is to try to
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have some clout so that you have someone that speaks with equal
voice. And that’s the purpose of this legislation.

Mr. HorMATs. I would very much hope that if the department
were created that he or she, whoever was in charge of that depart-
ment, would have the same voice as other Cabinet members.

The other point is that I do agree that the problem with USTR is
that it has not recognized in part where the line between being an
implementing agency and a policy coordinating and making agency
has been blurred. USTR has, as Hal has indicated, become a bit too
large and has taken on functions of a line agency when—and I
think that has weakened it—it should not, in my judgment, be the
main negotiator on commodity issues. It should be able to pull to-
gether and coordinate policy, but it should feel itself in a position
to delegate.

But I think these are things that could be done without reorgani-
zation, but simply by a more sensible coordination. I think Bob
made a point stating that USTR and Commerce have had points of
friction. Many have been worked out. Some are inherent in this
process.

But they are no different than the points of friction between
USTR and Treasury, USTR and Defense, Commerce and Defense,
Commerce and Treasury, and other agencies. And the Attorney
General in all these Departments. I mean the biggest fights we had
over autos were with the Attorney General; not between Commerce
and USTR.

And let’s not kid ourselves. I think that those things require
strong White House coordination. And the problem is that we have
had several Presidents who have not taken the time or the interest
to come down hard and say we have got to support export interests
in this case or that case. They simply haven't done it. And it seems
to me that we have got to find a way of doing that. And I'm not
sure—or at least I'm yet to be convinced that creating a trade de-
partment is going to make these Presidents any more active in sup-
port of than they are under the current organization.

Mr. MALMGREN. Senator Roth, if I can follow that comment with
a note of something you said yourself. You said that you wanted
the top trademan to speak with a voice equal to the rest of the Cab-
inet members. I think that will be a disaster. I think you need the
trade coordinator to be above the Cabinet, above the Cabinet mem-
bers. It’s between the President and the Cabinet in bridging with
the Congress that the trade person is able to function. It's when he
gets in line with the Cabinet that he is really very weak.

Senator RotH. Do you really think the USTR speaks above the
Secretary of State vnder the present situation?

Mr. MALMGREN. Until recently, ges, sir.

Senator RotH. The only time that ever really happened was in
the days of Bob Strauss, and that was because of his personal rela-
tionship with President Carter.

Mr. MaLmGreN. Well, T don’t agree with that since I was in-
volved from 1961 on.

Senator RoTH. I was here then, too. - ’

Mr. MaLmGRreN. I think what we had was a situation in which
once the issues got to the level of the President—the policy com-
mittee chaired by the USTR did, in fact, make the decisions. Ken-
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nedy Round decisions were made by President Johnson, with the
USTR staffing them out. Right or wrong, that’s how we did it. The
President often overruled everybody. He overruled the Secretary of
Agriculture, the Secretary of Treasury, and the Secretary of Com-
merce. And he followed the USTR’s guidance. It was because the
STR was first among equals.

So we had that process going. The controversy, let’s say the rival-
ry, is intense right now. But, frankly, over the last 20 years it was
never so intense as it has been over the last 2 or 3. I can say this
flatly. In my time, which ran from about 1961 or 1962 to 1975, not
counting time I sFent with this committee, we did not have much
rivalry. We had close cooperation. We did have countervailing duty
and antidumping action separated at that time under the Treasury,
but USTR and Treasury did not fight.

What we did was that we met with each other every other day or
so, to coordinate what we were doing. We did not try to mix up line
implementation with policy guidance. In fact, we wanted dumping-
countervail separate, because that was law enforcement, and we
didn’t want to mix that up with policies. Otherwise, we would
always be meddling in the law enforcement side of the law.

And, in fact, when the 1979 Trade Act was brought up one of the
issues was, should you bring together the enforcement side of trade
];;olicy together with the policy side. And everybody said, no, let’s

eep them separate. Keep export controls separate. Keep policy
above the Cabinet. Keep it in a different frame of reference.

The law actuallg' does designate the USTR as chief policy adviser
to the President. It is only recently that this has been changed by
the practice of using so many Cabinet Councils to get into the
issues. There is rivalry now because there are personality conflicts,
frankly. And what I am concerned about is that our country needs
teamwork, not confrontation and rivalry. But this has nothing to
do with organization. All those years we had cooperation with more
or less the same structure. Now suddenly we don’t. I think it’s
partly an absence of policy and partly personality questions.

Senator DANFORTH. Senator Grassley.

Senator GrassiEy. Thank you, Mr. Chairman.

I'm sorry I missed your testimony, but I had an opportunity to be
briefed on some of the points you were making. I guess I would
want to ask my questions regardless of your testimony, though, be-
cause some of you folks, or all of you, have been involved with this
issue in different administrations over a long period of time.

I want to admit first of all partiality to agricultural interests
considering the. fact I come from Iowa. And also more important
considering the fact that agricultural exports are one of those in
which we really can compete because we are so efficient, and can
compete with others around the world.

My question relates to whether or not there isn’t at least a per-
.ception that the USTR is a neutral party now or at least viewed
that way by the various economic interests in our country. But
before asking the question, I want to use as an example a specific
instance that was reported early in January about the textile deal
with China, and what went on at that particular time. I'm quoting
from the Wall Street Journal, although I'm sure other newspapers
were full of commentary on this particular incident.
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I will quote just two or three sentences from it. It says—'‘Rare
Insight” is the heading. It says, “Whatever the textile decision’s
impact, it provides a rare insight into how the Government deals
with powerful industry trade groups.” It goes on in another in-
stance then to tell about how Secretary Baldrige was involved with
this and then quoting further on: “Other senior economic policy-
makers were stunned at the”—referring to the Baldrige proposal—
“the Cabinet members pointed out they already had rejected pre-
cisely that proposal in September.” And then it goes on to say “we
thought it was unanimous.” Referring to that decision back in Sep-
tember. And then the fact that this was eventually accepted.

Using this as an example, and coming from the standpoint that
most people in both the private as well as the public sector see the
USTR as being a neutral party and less apt to be swayed by pri-
vate interests than the Secretary of Department of International
Trade and Industry might be, how do you respond to that concern?
Are we losing a neutral interest here, as opposed to undue influ-
ence by private interests through the Secretary of Commerce?

I would ask any or all of you to comment.

Mr. MALMGREN. Well, in my statement, Senator Grassley, I said
specifically that to split off all of industry in one place automatical-
ly creates new problems, additional problems, on the agricultural
front. This makes agriculture entirely different, and it becomes
much harder to link the issues.

My own experience over the years has been that it is imperative
to have all the issues on the table in front of you from whatever
department, including now, by the way, financial issues like the
export credit question or export control issues, because increasingly
technology trends are a vital question, both inflows and outflows of
technology. But we don’t handle it that way. We have it all sepa-
rated out and confused.

But agriculture is vital, above all, because if we can’t link agri-
culture and industry, the farm interests of the United States
cannot possibly function well in the trade forum. And if they don’t
function well there, we lose a big strength because agriculture, as
Mr. Hormats said, taken as a whole, is our largest export area. It's
fundamental to the American interest to look after agriculture in
the context of all trade laws.

But to put agriculture and industry together in one big depart-
ment would be an absolute mess. As you well know, agriculture is
a world to itself. So what you need is somebody to coordinate it.

Mr. HorMATS. One point I made earlier and I think it remains
important is that we have over the last 20 to 25 years tried to
avoid in our negotiations pushing agriculture aside and just focus-
ing on industry. We've tried the opposite and that is to say that the
industrial antisubsidy rules and other rules should apply also to ag-
riculture to avoid the sort of agricultural subsidies which, obvious-
ly, hurt this country. And I think it would be a very serious signal
to institutionally separate them. -

I mean when I was at USTR—and I think Hal probably had the
same experience—we spent a lot of time dealing with agricultural
issues. And I think it’s important that there be in the White House
a USTR which can deal with agricultural issues, can deal with in-
dustrial issues, consumer issues, labor issues. One who knows these



74

groups and knows how to weigh the various American interests in
developing a negotiating policy. And if we don’t do that, if we can’t
allocate the weight in developing our decisions, and the only group
that can do that is a group sitting in the White House that has
these links to all the various interests, I think it will be very diffi-
cult to form a negotiating policy which would serve the broad in-
terests of the United States.

Mr. HerzsTEIN. I might say, Senator Grassley, that I thought
that the way the textile problem was handled, just viewing it as an
outsider who has a longstanding interest in orderly administration
of trade laws, that it was a bad show. But I don’t think any kind of
organization is geing to prevent that kind of power play on the
White House by powerful industrial sources with extremely power-
ful congressional support. It was mostly Congress or certain Mem-
bers of Congress, I think, who were responsible for that end run on
the policy process. And I don’t think anything we do under our
Constitution is going to prevent that if the White House is recep-
tive to it.

I would like to say though that I think it’s important for us to
get over a couple of cliches that keep affecting the discussion of
this issue. One of them is that the Commerce Department is protec-
tionist and that American industry is protectionist, and, therefore,
if you create a new department with all the responsibility for in-
dustry that it has in it, you are going to have an inherently protec-
tionist agency.

In the first place, the Commerce Department has not been pro-
tectionist in my view for some years. And as Secretary Baldrige
testified the other day, I have very much the same feeling that by
far the largest number of pressures that high Commerce Depart-
ment officials feel when they are in office are from American in-
dustrialists who are active in the global market. They are very con-
cerned that the Government not interfere with the economic inter-
dependence we have with other countries, and that it not get in the
way of liberal trade. The pressure is almost always in that direc-
tion. Sure you havé troubled industries, and you have to try to take
care of them, but that doesn’t run the show.

The second cliche that we keep getting caught up in, I think, is
that this bill is somehow moving responsibility to the Commerce
Department, merging USTR into the Commerce Department, and
that this new department is going to be the old, sort of lazy, protec-
tionist Commerce Department. The fact is, it is going to be a new
agency with parts of both of USTR and Commerce in it. USTR
would be at the very top, as a matter of fact. One can well view it
as an agency headed by USTR and incorporating under and within
it the current trade responsibilities of Commerce.

There will, in fact, be a coordinating funiction of USTR which all
of us agree is so important. That would remain in the White
House. It would be put even closer to the President. And there
would be a stronger interagency coordinating mechanism chaired
by the President, which I think would make the process work
much better than it has in the past.

The TPC has not worked in part because there haven’t been
meetings. There was only one meeting of the Trade Policy Commit-
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tee during the Carter administration and that on a very insignifi-
cant point. The USTR did not choose to call TPC meetings.

Under the proposed bill, the coordination function would remain
in the White House. You would be moving the neiotiating function
and the other things that USTR is doing now which more or less
overlap with Commerce into the new department of trade.

Senator DANFORTH. Gentlemen, I would like to ask you two ques-
tions which, I hope, will vield short conclusionary answers.

The first is if we pass S. 121 and create a new department of
trade, do you believe that trade will have a stronger or weaker
voice in the administration.

Mr. HerzstEIN. I believe it will have a good deal stronger voice
for the reasons I just indicated. .

Senator DANFORTH. Mr. Malmgren. .

Mr. MALMGREN. I would have to say that it would have a weaker
voice against the interest of the Treasury and the Defense Depart-
ment and the State Department and Agriculture. It would create
greater confusion. I base that on quite a few years of experience in
the kinds of issues that come to the top.

Senator DANFORTH. Mr. Hormats.

Mr. Hormars. I think on the key issues the troubled trade poli-
cy’s voice would not be as strong as today. You have two people
today arguing for active trade policy. Then in the future if you
create a new department, you would have, in effect, one. I simply
have yet-to be convinced that that one agency would have either
the ear of the President that a White House institution should
have and can have and has had in the past, or be able to deal with
the Treasury, Attorney General, Defense, and others effectively.

Mr. MALMGREN. May I say one final point on alternatives? I did
a memorandum for Secretary Schulz, who was then Secretary of
the Treasury, in 1974, I said there was only one logical alternative
to a White House-related USTR. And I would say it with even
more force today. If you really want to centralize the issues where
they belong, other than in the White House—I mean the White
House is preferable—then they belong in the Treasury where the
financial issues are. We need to get money and trade together.
That’s the real problem today.

Senator DANFORTH. Let me ask you one other question. Right
now I believe that to the extent that we have a so-called two-
headed monster, that is not the fault of the Congress. The Congress
has spoken. The Congress has said that we want an interagency co-
ordinating committee, the Trade Policy Committee, and that we
want a USTR which is the coordinating body within the White
House to pull together the various interests and acting as an
honest broker. That was what we decided we wanted, and what we
put into the law.

The executive branch, acting without the law, has created its
Cabinet Council on Commerce and Trade. It has also put the Secre-
tary of Commerce in the business of trying to do the same thing
that the USTR is doing—conducting second track negotiations on
various subjects with the Japanese, making speeches relating to
trade policy with Mexico and so on.

Now I surmise from this that regardless of what Congress does
by way of a restructuring, if an administration wants to put some
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other committee in charge or wants to put some other cabinet offi-
cial in charge in the future, there is nothing to stog the adminis-
tration from doing so. Therefore we could end up from this drill
with exactly the same kind of bifurcation which it is said we have
right now.

Mr. HerzsteIN. I agree that this division into three different
interagency committees, depending on which cabinet member
wants to call a meeting, is very undesirable. The TPC process
simply has not worked, as I mentioned before. There was only one
meeting during the Carter administration. I don’t know how many
* there have been in this administration, but I have not seen any
signg of it working effectively to coordinate. I think there are a
number of reasons for that.

The main one stems simply from the inherently difficult division
of functions between USTR and Commerce. That gets reflected at
the coordinating level, at the top. '

I think under the new bill you would have a stronger interagen-
¢y mechanism. I don’t believe you need two, as the bill provides.
You don’t need a TPC chaired by the President and a council. You
need just one of those chaired by the President. I think that would
help to strengthen that.

Senator DANFORTH. Mr. Hormats.

Mr. HorMArTs. I would say that I think—I commend the notion of
trying to get the President to chair this group. Let me tell you, it
ain’t going to happen. ;

I have been in a number of administrations and every time these
things start—the President was going to chair CIEF, the brave new
world of international economic coordination. I could count on one
finger or two fingers the amount of times he did that.

Presidents simply aren’t going to do that. And what is likely to
happen is that the thing is—it will wither. Now I think Bob is ab-
solutely right. There should be more meetings of the TPC. And in
the Carter administration it was called once. He’s right. It was a
mistake. I‘don’t know how many times it has been called—but I
suspect more—in this administration.

The problem is other people call their meetings and you have a
Hydra. And the Hydra was created not by the Congress, but by the
executive branch’s improvisation. And it has caused a lot of confu-
sion.

Senator DANFORTH. And it could happen again.

Mr. HormaArs. It could happen again.

Senator DANFORTH. No matter what we do.

Mr. HormaTs. Not only could it ha;}:pen again, I suspect that if

the President, whoever the President happens to be, if he is at all
like his predecessors or she is like her predecessors, depending, the
difference wili be that they simply won’t call enough meetings and
then someone else is going to take over. Who is that going to be?
Maybe the trade secretary; maybe not. Maybe the President will
say I would like my Secretary of the Treasury, as was the case with
- CEIF, to do this.
- As we know, it would be very nice to integrate trade policy and
nontrade policy. The Secretary of Treasury does it. His views will
not be the same, I assure you, as the trade secretary’s. And I think
that that is a very real risk.
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Mr. MALMGREN. Senator Danforth, I have lived through, as I
said, something like eight attempts to reorganize. This issue came
up many times. Supposing we go ahead and reorganize? Well, sup-
posing another President comes along? Will he follow it or not?
And everybody agreed, who has any experience in working around
the President, that President’s don’t chair meetings. And if they
do, their eyes glaze over when the substances comes up because it
is too complicated to get really that focused into, unless the Presi-
dent happens to really be interested in trade.

The only President who was really interested in trade that I
know of was President Lyndon Johnson, who really was interested
in the details. But he was the exception to the rule.

Now what will happen is in practice whatever you do with trade
out there in the periphery, in the Cabinet, that around the Presi-
dent there will grow a new staff of a trade advisor in this bill, and
that place will be where all the foreigners come saying I want to
negotiate, I want to negotiate with the President, I don’t want to
mess around with the Commerce Secretary. My issues transcend
that agency. And I want to go right here to where the single but
most powerful one is. And that agency, whatever you call it, is
going to grow into another USTR. And we are going to waste an
ﬁwful lot of energy spinning wheels recreating what we already

ave.

The problem is that the Congress created the agency and kept it
going and various Presidents who looked at it kept it going for the
simple reason that when you ask everybody it sort of comes down
to the same thing. The only way to have aﬂ the interests together
is to have a small group near the top. And you can create it by a
law or not.

But my view is that any President with any sense will recreate if
he hasn’t got it.

Senator DANFORTH. Senator Roth.

Senator RorH. Mr. Chairman, I know we have a number of
panels this morning so I'm not going to continue except to make
one observation. And that is that irrespective of what Congress
may have intended, it has created what I have called in the past a
two-headed monster. It has only worked well when you have had a
particular individual that was able to dominate. And that was the
case when Bob Strauss was the USTR.

But I think that we do have a built-in situation that creates divi-
sion. Now fyou can argue that nothing is going to work and that’s a
little bit of the feeling that I get listening to some of your testimo-
ny. I'm not that pessimistic. My concern is that we need a strong
voice, a strong department in the trade area and we need the un-
derépinning to provide for a strong analysis based on comprehensive
and current data. I don’t think that has been the case in the past
at any time in the last 20 years. * :

We are not prepared to compete in the world of tomorrow. And
we can all look back with sentiment on what has happened in the
past, but in my opinion, gentlemen, we had better organize for the -
1990’s or we are going to be lost.

Mr. HorMmaTs. Can I say one thing? I think your point on the
analysis and the facts and figures is absolutely correct. And that’s
why we are buffeted around by various pressures from one side to

34-972 0 - 84 - 6
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the other because—the Germans here have an interesting example.
They have the Ministry of Economics, which is their trade minis-
try, in effect. And they look at the economics, the merits. Where
the merits are good, they will argue in favor of the interest. Where
the merits are not good, they will be able to do that.

And I couldn’t agree more that we are not able to deal with the
issues of the 1980’s because we simply—in the various departments
a problem of USTR, a problem of Commerce, a problem to the
State Department. We operate on the day to day, and we don’t
have the analysis. And we certainly don’t have the future sectoral
-analysis that we need to help deal with sectoral policies and target-
ing policies and others. '

So whatever happens, I would hope that that function could be
bolstered because it is necessary.

Senator DANFORTH. Gentlemen, thank you very much for excel-
lent testimony. We very much appreciate it. :

Our next panel is Mr. Galvin and Mr. Trowbridge of Motorola
and NAM.

Mr. Galvin, would you like to start?

STATEMENT OF ROBERT W. GALVIN, CHAIRMAN OF THE BOARD,
MOTOROLA, SCHAUMBURG, ILL.

Mr. GaLvin. Thank you, sir.

I've had the privilege of working within the trade system as a
businessman and watched it from the standpoint of the Williams
Commission back in the 1970’s, and been Chairman of the Industry
Policy Advisory Committee on two separate occasions currently.

I'm here to speak in favor of this organization change, and hope
that it would represent not only a substantive change unto itself,
but that it would set the pace for further change into the future.

I ll1ave a filed document with you, and I will refer to it only indi-
rectly.

I look upon our trade situation as being one wherein we do not
have trading partners; we have trading competitors; and we have
trading suppliers. One achieves in that environment only through
negotiatior 3. One achieves only through strong negotiations.

Those with whom we deal are pragmatists first and last. We
start from the standpoint of an ideal. Our ideal is an open trading
system. But we are so separated in terms of the way that we go
about seeking in the ultimate to achieve an open trading system
that we are at a disadvantage, and, in fact, are being picked off one
at a time by our trading competitors and our trading suppliers.

I suggest that you are on an important tact by recognizing that
- the process that we have gone through up until now has been expe-
diently useful. It has been, I think, rather well accomplished by
those who have practiced the art of administration, as represented
by these people here, Bob Strauss, who was mentioned, and the
current incumbents. I think everybody is trying very diligently to
do an excellent job. '

But until we are perceived by our trading competitors and our
trading partners as having an entity that can stand up for Ameri-
can interests seeking the long-term ideal, but working the problem
in a coordinated fashion, we are not going to accomplish our job. I
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think that there are ingredients in this bill that take a significant
set of steps toward better coordination, bringing the two entities,
USTR and Commerce together. Making them an entirely new
entity; bringing some degree of influence over Export-Import Bank
and OPIC under the aegis of that new entity is very valuable. But,
hopefully, there is a further thought on the part of you people that
want trade to be successful—and it's becoming less and less suc-
cessful so the record indicates that what we are doing now isn’t
right—that you have in mind the willingness to do enough other
changing that this would merely set the stage for. We should do a
further job of bringing the Export-Import Bank and OPIC under
the control of this new entity. Agriculture should be negotiated by
the new entity. Congress should organize to where its interface
with the trade agency would be in a more coordinated way versus
having all too many oversight entities.

Those of us who work with the system—we have not worked in
the system, we have had to work with the system—can’t imagine
how you are going to be able to represent us. And that's what your
purpose is. It is to represent us so that we can successfully execute
in the marketplace in spite of the many entities and disorganiza-
tion that exists.

I look upon this as a business problem. Trade is a business prob-
lem. You are dealing with traders who think as businessmen, and
they have been able to pick us apart as a consequence of the fact
that we allow in this country so many different entities to have so
much say, add confusion and reduce the effectiveness of our negoti-
ation potential.

I think that we can put together in one entity an organization to
whom the President can and should vest more responsibility. The
President can’t act this out entirely. He can’t act on any except the
most important of the problems that we have to face as the person-
al administrator of that activity. So he must find the persons that
he trusts, whose organization can represent all of the interest in
trade and industry by appropriately listening to all that wish to
advise, but who take on the job of doing the actual administration.

Thank you.

[The prepared statement of Robert W. Galvin follows:]
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STATEMENT OF RoBERT W. GALVIN, CHAIRMAN OF THE BOARD AND CHIEF EXECUTIVE
OFFICER, MOTOROLA, INC.

Mr. Chairman and Members of the Subcommittee, strengthening of the
government's international trade and investment organization has been a subject
of strong personal interest for manyqyears, dating back to my work on the
Williams Commission i.n the early 1970's. I am appearing before you to argue
that while some progress has been made, we stil) have a considerable way to go

to achieve a strong and efficient government trade structure.

My comments today should not be taken as criticism of those who have
worked diligently within the existing fragmented organization structure and
have done the best they could under those circumstances. I have the greatest
admiration for those who have managed our trade policy in recent years and
only wish they had not been handicapped by an arcane trade structure that has
grown like topsy over the last 60 years:

The existing-government organization for international trade and investment
evolved during a period when such matters were of limited interest to most
Americans and had little impact on the U.S. economy. As new issues emerged and
new functions developed they were parceled out to existing or new government
organization in a haphazard fashion. ~T‘he result is that at.least 10 U.S.
agencies play a significant role in determining and implementing U.S.,

international trade and investment policies.

The proposed reorganization will eliminate one of the major areas of
overlap -- between USTR and Commerce -- and improve coordination in other
areas, particularly by bringing OPIC and the Ex-Im Bank under more direct
influence of the new Department's Secretary. In addition, the government's

monitoring and analysis of international commercial developments would be



enhanced ~~ a key priority. Clearly these are constructive developments which
would be a significarit improvement over the existing situaticn in elevating
trade to a higher national priority and creating a framework for a more
coherent trade and investment policy. This is the position of myself and
Motorola and also of the Industry Policy Advisory Committee which I now chair.

My personal concern is that the proposed plan does not go far enough.

It may be difficult politically to take a more ambitious approach but it

seems to me worthwhile to at least consider some of the following ideas:

(1) Bringing the Ex-Im Bank and OPIC functions directly under the control
of the éew Department. This would further strengthen our ability to
coordinate promotion of foreign trade and investment as these two
agencies are the principal organizations providing financial support
and guarantees. Export credit negotiations should also be handled by
the new Department to ensure they are conducted in a manner consistent

with U.S. trade objectives.

(2) Providing greater decision-making authority for the Secretary of the
new Department. Trade reorganization will not produce better U.S.
trade policy unless the Secretary has direct responsiblity for
decisions. Two areas of particulér importance that should be assigned
to the Secrtary for final decision are trade cases (including import
relief) and export administration policy. Obviously the Secretary
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should have the advice of other agencies but should have the final

" responsibility for trade policy just as the Secretary of State,
Treasury, and Defense determine policy in their areas of
Jurisdiction.

(3) Improving coordination of trade and investment policies with respect
to agricultural, energy, and defense products. These three areas are
such an important component of U.S. trade that their omission from
the trade policy structure undercuts U.S. ability to negotiate with
other nations and implement a coordinated policy.

(4) Restructuring of: Congressional Committee jurisdiction to more closely
parallel the new Department's structure. At present, I understand
that at least 3 committees in each House would have oversight
responsibilities. It would be understandable that the Secretary would
find some degree of confusion and inconsistency in dealing with 6
major Congressional Committees. Since the Constitution clearly
assigns foreign trade regulation authority to the Congress, it would
be desirable to have less complex lines of accountability to the

Congress for the Secretary.

In-closing let me stress three important ingredients that will be essential

to any government trade organization.

First, is a strong private sector advisory committee structure to support

our negotiations and policymakers. Without detailed input from the private
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sector, no government organization can be expected to effectively address the
problems and opportunities that arise. In my experience, the current advisory

system has proved quite effective and should be maintained.

Second, we need an experiended, professional cadre of trade officials who
understand the complexities of the issues we face and how to deal with them.
Our major trading competitors have developed such a capability while the U.S.
has ‘had: an increasingly difficult time developing and retaining the kind of
talented people we need. Senior Japanese and European f;rade officials spend
their entire careers preparing for their responsibilities. We cannot afford to
be represented by less experienced or knowledgable individuals. Senator
Mathias's approach is a good step in this direction.

Finally, the éovernment must have the proper tools to be effective. It is
not enough to develop a more rational and efficient organization, if the
organization does not have 'he authority it needs, To give a specific
example, the Congress should act expeditiously to update our trade laws. This
Committee has made a constructive effort in this direction in its initiative
for reciprocity legislation. Chairman Gibbons is also making an important
effort with his new proposals to deal with targeting and improve the
countervailing and antidumping laws. Such proposals are just as critical to
the success of a trade reorganization effort as the reorganization legislation

itself.

Thank you for your consideration of these views. I will be pleased to

answer any questions.
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Senator DANFORTH. Mr. Trowbridge.

STATEMENT OF MR. ALEXANDER TROWBRIDGE, PRESIDENT,
NATIONAL ASSOCIATION OF MANUFACTURERS, WASHING-
TON, B.C.

Mr. TrowsriDGE. Thank you, Mr. Chairman.

I, too, have submitted a statement. I will just make some brief
comments, if I may, on behalf of the view that the trading interests
of the United States will be better served by a single trade depart-
ment. It’s a posture that the National Association of Manufactur-
9rsshalug 1held since 1979. And we continue to support it as proposed
in S. 121.

I’'m aware, of course, of the concern that some people have that
the Department of International Trade and Industry would become
a department of protectionism, so-called, because supposedly Amer-
ican industry is protectionist. As Bob Herzstein has said earlier, I
think that fear is unjustified because the presumption is wrong.
American manufacturers are generally not protectionists. They are
people still committed to strengthening and preserving the open
trading system.

What is true, however, is that with or without a Department of
Trade, we will see a return to protectionism in America if we don’t
do two things. First, to improve the relative trade performance of
the United States. And, second, to increase public awareness of
Araerica’s stake ‘in international trade. The department provided
for in S. 121 can help reach both of those goals.

Just in passing, I think it’s important to note that today the
Senate will be looking at some very important legislation—the
Export Administration Act of 1983, S. 979, a very important and
complex bill. Senator Heinz of this committee has done a lot of
work on it, along with many of the other members of the commit-
tee, of course. And we commend the committee for that work and
also for the work on the foreign sales corporation legislation which
hopefully will also be coming up soon.

As you well know, the United States had a $12% billion surplus
in the manufacturing goods exports in 1980. By 1983, this had dete-
riorated to a $38 billion deficit. Manufacturers, as a general catego-
" ry, represent by far the largest components—some 66 percent—of
American exports. Both Government and industry need to under-
stand the significance of the trade deficits and to do something
about them. They are simply not sustainable at these levels.

Now putting the management of U.S. trade policy under one pri-
mary roof would be a good step toward correction. Organizational
frameworks do not by themselves produce better policy decisions,
but they are important aids in doing so.

One big advantage can be expected from a Department of Trade
which is that the Government would find itself technically better
able to pursue whatever mix of international economic policies that
are decided upon, and to give greater prominence t our world
trade status. This point seems almost self-evident. When a single
department is responsible for negotiating trade agreements, for ad-
ministering U.S. trade laws, for analyzing U.S. and foreign com-
petitiveness, each function should be performed more effectively.
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As 1 said earlier, the mere act of rearranging organizational
boxes by itself is no guarantee of resulting better policy. Proper
management can be a big facilitator for those responsible for devel-
oping those policies.

It’s fair to ask what we can expect from a trade department.
Would it help in the needed reform of the international monetar,
system? Could it lead to a strengthening of the international trad-
ing system? Could it improve the framework of U.S. laws affecting
trade? Could it address the vexing problems of foreign industrial
policies that adversely or unfairly affect U.S. industries?

In each case, I think the answer is generally yes. These problems
can just be better addressed in one coordinated locale, even though
in some areas, such as international monetary policy, the trade de-
partment could not be expected to be the lead agency. It might,
nevertheless, have a very decisive effect on the resulting policy.

Just for a moment, if I could comment on a few of the specific
provisions of S. 121, particularly, that for a small business assist-
ance, which we strongly support. The Office of Small Business As-
sistance proposed would be welcomed, I think, by our membership,
which embraces everything from the smallest to the largest of
American companies. Smaller firms have to have a place they can
turn to for advice about the applicability of trade laws to their situ-
ation and to assist them in competing in the world marketplace.
The Export Trading Company Act passed last year represents such
a booster for the smaller business community. ‘

In the Census area—we are pleased that in its present form S.
121 establishes the Census Bureau as an independent agency. At
one point it appeared that the Bureau would be part of the Treas-
ury Department which would be, I think, a serious mistake.

I personally would find it more sensible to leave the Census
Bureau in the new Department of International Trade and Indus-
try, but that’s a question that is obviously open for discussion.

Finally, in links with other agencies: In general, these relation-
ships are well provided for in S. 121. The question of whether the
trade secretary should be a member of the National Security Coun-
cil is a difficult one. It is a fact, however, that both the Reagan ad-
ministration and Carter administration have shown a willingness
to sacrifice U.S. export competitiveness for the sake of geopolitical
goals that those sacrifices could not achieve. )

Given this history, we think that there is some merit in making
the new trade secretary a member of the National Security Coun-
cil. And in the Office of Competitive Analysis, we support the cre-
ation of this office to provide analysis to our policymakers.

I’m not sure, though, that we should have the language in S. 121
which sets out requirements for an annual public report of the
Office of Competitive Analysis, nor to the Proposal to establish in-
dustrial sector competitiveness council. It’s a significant step for
Government to report that particular industries are especiallK
promising or that others are in difficulty. It can affect their stoc
value, their ability to raise capital in all of the companies in the
identified sectors. The establishment of sector competitiveness
councils goes to the heart of the current national debate on indus-
trial policy.
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These provisions raise serious questions on which our members
differ. Even so, their inclusion in S. 121 does not lead us to modify
our support for this legislation, which we do.

Senator DANFORTH. Thank you.

[The prepared statement of Alexander B. Trowbridge follows:]
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TESTIMONY OF
ALEXANDER B. TRWOBRIDGE
PRESIDENT
NATIONAL ASSOCIATION OF MANUFACTURERS
ON
THE DEPARTMENT OF INTERNATIONAL TRADE AND INDUSTRY ACT
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE OF THE

COMMITTEE ON FINANCE

UNITED STATES SENATE

FEBRUARY 27, 1984

Mr. Chairman, members of the Subcommittee, I am Alexander B.
Trowbridge, president of the National Association of
Manufacturers. The NAM has for many years held the view the the
trading interests of the United States would be better served by
a single department of trade, such as the Department of
International Trade and Industry proposed in S. 121 than by‘the
current governmental structure. The United States can no longer
afford undue fragmentation and division of interdependent
responsibilities in the conduct of trade policy. I am,
therefore, grateful for the opportunity to appear before you this
morning to explain our views and to answer any questions you
might have.

I am aware that some on the Subcommittee have expfessed the

~ concern that a Department of International Trade and Industry
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would become a "department of protectionism" because Americ§n
industry is protectionist. The fear is unjustified because the
presumption is wrong. American manufacturers are not
protectionists; they are people still committed to strengthening
and preserving the open trading system. What is true, however,
is that with or without a department of trade, we will see a
return to protectionism in America if we do not manage to do two
things: 1) improve the relative trade performance of the United
States; and 2) increase public awareness of America's stake in
international trade. The department provided for in S. 121 will
not by itself accomplish either of these goals, but it can help
with both of them.
i L

[ I would like to note here that the Senate later today will
be considering legislation that has very serious implications for
the competitiveness of U.S. manufacturers -- The Export
Administtatiop Act of 1983 (S. 979). This is a complex bill that
I will not go into now execpt to commend a member of this
Committee, Sen. John Heinz, for his work on the legislation and
to emphasize NAM's strong support for the sanctity of contract
provision in S. 979 for which Senator Heinz is responsible. ]

-
Manufacturing and Trade

Before commenting further on the legislation, I should like

to say a word about NAM, our interests and our concerns. NAM is
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the oldest national trade association. The first meeting, which
was held in Cincinnati in 1895, was motivated by the need to
create an organization to promote the foreign trade of the Unitad
States and to consider other national questions of interest to
manufacturers. In that sense, our goals today are broadly
similar to what they were in 1895. Today we have approximately
13,600 members. Collectively, the account for approximately 80
percent of U.S industrial output and 85 percent of our country's
industrial employment.

It has been estimated that 70 percent of all U.S. products
compete internationally.* That is but one of several conditions
that mandate a strong NAM concern for the character of U.S. trade
policy. It is compounded by the alarming erosion of U.S.
competitiveness reflected in an array of statistics. The
‘broadest and most well-known of these is the merchandise trade
deficit. There has been a serious deterioration in the trade
account in the last few years. The trade deficit was $44 billion
in 1982, $69 billion in 1983, and it is possible that it could be
as bad as §100 billion this year. From our point of view, the
figures for manufacturing trade are even more serious. 1In this
sector, where as raecently as 1980 the United States had a §12.5

billion surplus, our deficit last year (1983) was an enormous $38

* Ira C. Magaziner and Robert Reich, Minding America's
Business: The Decline and Rise of the AmerIcan Economy, vintage
Books, New York, 1983.
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billion. Both governmen£ and industry need to understand the
significance of these numbers and to do something about theﬁ, for
they are Abt sustainable. Yet we cannot let them blind us to
America's interests in the international trading system.

Partly because we do not have a Secretary for International
Trade, as a country we are in danger of doing just that.

The trading system is a part of the prosperity that has
characterized the United States since the Second World War, and
it is essential to any realistic hope we have for building upon
that prosperity. The global recession has meant a fall in world
trade and U.S. exports have suffered. Further, becuuse the
Un;ted States is the first country out of that recession, our
imports are proportionally higher than those of others with a
concomitant widening of the gap between U.S, exports and imports.
Nevertheless, we in the United States export over 20 percent of
everything we produce. And most of our exports--roughly 66
percent--are exports of manufactured §oods. Américan industry
knows full well the stake it has in the open trading system, the
value of which is far greater than the value of manufactured
exports'alone, over $132 billion in 1983. We have no inteation
of jeopardizing it.

To the contrary, like the authors of S. 121 we believe that:

The expansion of United States participation in
international trade will imporove the general welfare of the
people of the United States by increasing demand for

American products and services, creatin%sjobs, and

increasing the gross national product. ection 101, (1)
(C) (3) of §. 121)



91

', We also believe that these benefits have a better chance of

becoming realities if the United States has a frade departmént.
Because so many have suggested a close relationship between

the attitudes of U.S. industry and the probable character of the
department proposed by S. 121, the former are worth} of some
comment. NAM and the substantial majority of its}mombet
companies value the open trading syitem that has evolved under
the auspices of the General Agreement on Tariffs and Trade (GATT)
and with the leadership of the United States. We believe that
the impressive growth of world é;adé’between 1950 and 1980 could
hardly have taken place without the benefits of a system like the
GATT, and we are hopeful that this pattern, which has been
arrested by a variety of factors from widespread recession to
U.8. budget deficits, will resume. Ironically, few things are
more inimicaf to such a development than the myth of of free

trade.

International Trade Barriers

If one were to infer economic history from the comments of
the day, one might conclude that when the GATT came into effect
in 1948, the contracting parties dropped all of their trade
barriers and establigshed a free trade area among themselves.
Surely, only such a history could justify the degree of surprise
and outrage we see today at the fact that trade barriers do still

exist abroad--indeed are still being invented--~and +»~
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realization thai governments regularly act to influence markets.
But that is not the history we inherit, and free trade is not the
standard against which we should measure the usefulness of the
GATT trading system. Basically, the essence of the general
agreement is the mutual pledge of the contracting parties not to
do certain specific things. The list of barriers countries have
traded atray and the things they will not do to satisfy a
mercantilistic itch has expanded over the years. The most
recent, significant expansions came as a result of the MTN codes
of 1979, and there need to be more such expansions. For example,
there has to be greater international discipline over -
international investment policies with implications for trade and
over certain types of industrial policies. This is not going to
done by jettisonning the accomplishments of the past. We need to

build on them.

Advantages of DITI

Two big advantages that can be expectad from the creation of
a department of trade are these. First, the government should
find itself technically better able to pursue whatever mix of
international economic policies are decided upon. Second, it is
reasonable to believe that the policies that finally get adopted
will be better servants of our interests. The first point seems
almost self-evident. When a single department is responsible for

negotiating trade agreements, for administering U.S. trade laws,
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and for analyzing U.S. and foreign competitiveness, each function

is performed more effectively. : .

There is a sense in which?the negotiation function is the
core of government's efforts in trade. This does not mean, of
course, that mosf or even the largest portion of the Secretary's
time should be devoted to specific negotiations. It does mean
that it is his job to ensure that American trade policies further
American interests. The simple awareness of this fact on the
part of the Secretary, the President, the Congress, and the
American people should, over time, serve to improve decision-~
making. Realistically, that kind of responsibility can only be
given to a secretary whose department possesses the analytical
capabilities associated with the Commerce Department's Office of
the Chief Economist, the Bureau of Economic Analysis and the
Bureau of Industrial Economics, and to a secretary who has a firm
knowledge of and reasonable control over the enforcement of U.S.
trade laws. Without these attributes a Secretary of
International Trade and Industry would be in a weak position to
make the best judgments or to win acceptance for them.

Before moving ahead with major organizational changes, it is
fair to ask questions. For example, could a department of trade
help in the needed reform of the international monetary system?
Could it lead to a strengthening of the international trading
system? Could it improve the framework of U.S. laws affecting

trade? Could it address the vexing problems of foreign

a
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industrial policies that adversely and unfairly affect U.s.'
industries? In each case, I believe, the answer is yes. Even
though in some areas, such as international monetary policy, a
trade department could not be expected to be the lead agency, it
might nevertheless have a decisive effect on the policy. Let me

discuss each of these areas briefly.

Exchange Rates
Nothing has more severely undermined American

competitiveness in recent years than the sericus misaligment in
exchange rates. Similarly, nothing would benefit U.8. trade more
than appropriate adjustments in the rates that link the dollar,
the Japanese yen, and the German mark. Internationally, there is
a broad consensus that these rates are wrong, and our major
trading partners would almost certainly welcome a change. The
Europeans see U.S. iuterest rates bringing up their own; Japan is
concerned that the yen-dollar misalignment is adding an '
uncomfortable amount of fuel to protectionist fires in the United
States; and the non-oil less developed countries, with current
aécount deficits of $100 billion in 1981 and 1982, desperately
need to cut the cost of their imports.

S8till, the obstacles to change are formidable, Though the
effect of the currency misalignment on U.8. industries is easy
enough to see~~Japanese products have a 20 percent advantage

against American products in the U.S. market, Japan, and all the
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other markets of the world--we do not have agreement on the
nature of tﬁQ problem within the U.S. government. I am conéincod
that that is largely due to the fact that we still do not
understand tie importance of trade to the U.,8. sconomy. In time,
a department of trade might by itself correct that very serious
error of perception.

As I have indicated, there is a broad consensus in world
capitals that exchange rate markets are not giving the right
signals. This is partly due to high U.S8. interest rates and the
attractiveness of the U.8. to foreign capital from a safe~haven
standpoint. There is not yet any consensus on what to do about
it. The idea with perhaps the greatest merit involves injecting
more structure 4nto the so-called managed float. This is the
heart of a resolution approved by the NAM Board of Directors

early this month, a copy of which is attached to my statement.

The International Trading System

America's success as an exporter domonntfhtol that, to a
profound degree, the trading system works. Most of our exports
face competition even from the importing country and many are in
sectors that foreign governments would like to protect.
8imilarly, the European Community's complaints against Japanese
exports to Europe are as much a domonliration of the strengths of
the system as they are evidence of its shortcomings. At present,

however, the GATT system is under severe stress, and its
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continued usefulhess is in doubt. The first order of business
should be to clear the GATT calendar of the most'divisive i;suo-:
the need for better international opportunities for U.S.
agricultural exports and DISC. The cynical use of technicalities
to deny equity can only undermine support for GATT in the United
States and all other affected countries. Yet GATT has been used
in just this way Qith respect to DISC. Setting aside the
history, however, current disputes must be resolved, and the
development of . a replacement for DISC eha; is compatible with
GATT could provide the necessary political opportunity.

In this connection I should like to congratulate the Finance
Commttee for moving ahead expeditiously with the FS8C proposal (8.
1804), which we strongly support. We believe that this proposal
fully meets the requirements of the GATT, but that does not mesn
it will not have to be defended. Part of the difficulty DISC
encountered over the years was the failure of the U.8. government
to speak with one voice on the merits and, in terms of GATT, the
loéitimaay of DISC. This was a’woaknocl our trading partners
exploited effectively. Tho‘-trongthl of a single department of
trade should go a long way toward ensuring that that kind of
problem not recur with respect to the FSC.

’Furthor, the effectiveness of the MTN codes in promoting
more open markets must be increased. The Standards Code, the
Government. Procurement Code and others have not lived up to

expectations. We need to urge greater international reliance on
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these codes and the successful negotiation of a new import
safeguards code.

Success in these areas may well depend upon the greation of
an American department of trade. If the existing MIN codes are
judged as failures, it will be largely because we have not been
able to enforce them effectively. With the raesponsibility for
doing so divided among Commerce, State, and USTR, and knowledge
of potential violations far removed from the ability to act on
them, it is no wonder that this io the case. A department of
trade would go a long way toward making these codes more
meaningful. It could also increase the likelihood of a new
safeguards code being successfully negotiated. Thillil ’
absolutaly essential if the GATT system is not to be eroded by a
series of bilateral arrangements that in the short run seem more
convenient to our trading partners, and sometimes to us, than

GATT Article XIX, the current safeguards code.

The Framework of U.S. Law Affecting Trade

Since 1963, we have enacted a host of laws designed to
ensure -the exprassion of American values in American dealings
with parties in other countries. The burden of this effort fell
to a conaiderable degrae on U.S. exporters. An experience common
to most people who use commercial airlines illustrates the error
common to many of these laws. Passengers traveling with small

children are routinely advised that, in the event it becomes
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necessary to use the oxygen masks, they should put on their own
masks first, then attend to the children. That commentary is a
useful reminder that for nations, as well as indiviqualo, the
expression and furtherance of values is dependent upon the
preservaion of strength.

Our laws need to be corrected to reflect this reality and a
Secretary of International Trade and Industry would be better
placed than any existing official to effect the nccnllary'
changes. The export disincentives that concern us most &re those
embedded in the Export Administration Act, the Foreign Corrupt
Practices Act, in our antitrust laws, and in our failure to
recognize the need to compete with other governments in areas
such as export credits where governments are providing the keys

to the success of their producers.

Industrial Targeting
It would be foolish to try to divorce the debate over trade

reorganization from that over industrial targeting. Part of the
impetus for reorganization relates to the belief that Japan's
incredible export success is due in no small measure to Japan's
Ministry of International Trade and Industry. Another part of
that impetus i3 the belief that we must find a way to counter
foreign industrial policies that are believed to have eroded our
own competitiv?ncnn, particularly targeting.

Whocvarﬂi; elected this year, there will be new policies in
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this area in 1985 and after. Will those policies be a)
effective; and b) reflective of the full spectrum of the
American interests that will be changed by them? It is more
likely they will be if they are developed within an agency that
has the analytical capability, the negotiating authority and the
stature of the department described in 8. 121.

1 have intentionally emphasized the need for creating a
department of this type at the cxpcﬁho of a detailed analysis of
a particular piece of legislation. I ;ould, however, like to

comment about a few of the provisions of 8. 121.

Small Business Assistance

NAM strongly luﬁpore- the Office of Small Business
Assistance. Our membership embraces everything from the smallest
to the largest American companies. We are very much aware that
the smaller companies too frequently see trade as a threat they
are unequipped to deal with. That must be corrected. Smaller
firms have to have a place they can turn to for advice about the

applicability of the trade lawi to their situations.

Census
We are pleased that in its present form S. 121 establishes
the Census Bureau as an independent agency. At one point it

appeared that the Census Bureau would be made a part of the
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Treasury Department. In my view this would have been a serious

mistake.

Links with Other Agenices

In general these relationships are well providad for in 8.
121, We agree that the Secretary for International Trade and
Industry should be the chairman of the board of the Overseas
Private Investment Corporation, chairman pro tempore of the
White House Intorago;cy Trade Organization and deputy chairman of
the National Advisory Council on Intergovernmental Monetary and
Financial Policies.

The question of whether he should be a %ombor of the
National Security Council is a difficult one. I am awure that
the Administration is opposed to this idea, and this provision is
not one that we would consider necessary to the creation of a
successful trade department. It is a fact, however, that both
the Reagan Administration and the Carter Administration have
shown a willingness to sacrifice U.8. export competitiveness for
the sake of geopolitical gocals that those sacrifices could not
achieve. Given this history, we wonder if thore wouldn't be some
merit in making the new trade secretary a member of the National

Security Council.

Office of Competitive Analyeis
We hope that its analytical capability will be one of the



101

three major strengths of the department. We support the creation
of this office. I gannot give the same endorsement to the '
language in S. 121 setting out the requirements for the annual
report of the Office of Competitive Analysis, nor to the proposal
to establish industry sector competitiveness councils. It is a
significant step for government to report that particular
industries are especially promising or that others are in
difficulty. It affects the stock and the ability to raise
caéltal of all of the companies in the identified sectors. The
establishment of sector competitiveness councils goes to the
heart of the current national debate on the subject of industrial
policy. These provisions raise serious questions on which NAM
members differ. Even so, their inclusion in 8. 121 does not lead

us to modify our support for the basic purposes of the bill.

Competitiveness Impact Statements

In many cases, our export disincentives have come about
because policy makers have accorded higher priority to other
goals., 8till, there are enough instances in which disincentives
have arisen from a fallure to appreciate the effect of a
regulation in terms of lost competitiveness, and these persuade
us ehag there is merit in requiring the executive branch to
assess that effect in certain situations. We therefore support

Section 203 of 8. 121.
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In closing, I should like to congratulate Senator Roth for
the determination he has shown in trying to improve the way‘eha
United States conductu'trade policy and to thank the Subcommittee

again for the opportunity to appear.
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NA\A\\ ADOPTED BY NAM_BOARD OF DIRECTORS
FERRUARY 10, 1984

N\
RESOLUTION ON THE EXCHANGE RATE FOR THE U.S. DOLLAR

Whereas a competitive U.8. industrial base is possible only 1if the exchange
rate for the dollar is realistic relative to the currencies of other major
trading countries;

Whereas exchange rate policy must be developed within the context of
national econouic policy, and macroeconomic policies must be shaped vith due
regard for direct and indirect impact on exchange rates and trade;

Whereas the substantial rise in the value of the dollar against the yen,
the deutsche mark and other major industrial country currencies in recent years
has sore than offset the reduction in the U.S. inflation rate and efforts to
improve industrial productivity, thus making Amevican-produced goods lass
compatitive in both domestic and world markets;

\
Wheress the reduction in U.8. price and cost competitiveness due to
exchange rate changes alone has been cslculated as costing as many as two
aillion jobs {n the domastic U.8. economy and has contributed eignificantly to
the 1983 record U.8. trade deficit of $70 billion;

Wheraas the effects of the dollar exchange rate misslignment are most
sarious respecting the yen and the deutsche mark, the currencies of our
principsl industrisl competitors, and have contributed to their very large
magufactured goods trade surpluses, as vell as to the huge and groving U.S.
trade deficit)

Wheraas the deterioration of the U.8. trade and current account balances
since 1980 has not led to a counter-balancing reduction {n the exchange valus of
the dollar, but rather the dollsr has maintained its value or even strangthened
significantly ageinst all major foreign currencies;

THEREFORE BE IT RESOLVED that the National Association of Manufacturers
recommends that the U.8. develop fiscsl and monetary policies designed to
achieve progressive eliminstion of the federal budget defioit and reduction of
high U.8. interest rates, and theraby help the dollar reach and maintain an
exchange rate appropriate to the U.8. competitive position, while achieving
major domestic macroeconomic goals.

BE IT FURTHER RESOLVED that the National Association of Manufacturers urges
the development of an explicit U.83. exchange rate policy supportive of U.S.
trade performance. BSuch an exchange rate policy should include:

o Improved coordination and consultation with other countries
regarding the international effects of domestic economic policy,
vith the purpose of reducing dollar exchange rate misalignment, in
accordance with agreements reached at the 1983 Williassburg
econoaic summit; '

¢ Iaprovement of the present exchange rate system through the
introduction of & grester degres of structure, the purpose being to
reduce the present dollsr amisalignment without excessive levels of
government intervention in currency matkets;
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e Specisl attention to the internstional position of the Japanese
yeo, to encourage its greater use as an internatio
transaction and reserve currency, and thereby to eacourage
greater international demand for the yen relstive to the dollar
== thus raising its value. The recent agreement of President
Resgan and Prime Minister Nakasone is an iaportant step in the
ruhibﬁucuon and should be fully implemented as goon as
poss. .

In addicion, the U.8. should take the lead in seeking long-term improvement
in the international axchange rate systea. Consultacions with Cermany, Japan,
other asjor industrial countries aad the IMF to reform the present system should
be undertaken, so that it can better achieve the original objective of
faoilitating trade and investment by reflecting changes in economic fundamentals
which determine competitivenass.
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Senator DANFORTH. Senator Roth.

Senator RorH. Gentlemen, I appreciate you both being here
today and your support. I would like to reemphasize one point..
There has been considerable discussion as to whether or not organi-
zation is real(lf' important, whether it makes a difference. Some
have suggested that it would be misguided to spend time in a reor-
%anization when we could be spending that time on policymaking.

ut both of you have had considerable experience in organizational
matters. Does it make sense to have the collection of intelligent
facts and figures and analysis of that information in one agency?
And the administration of policy and programs in that same
agency, but then have policymaking and negotiations in the other
agency? Doesn’t that create a division that necessarily invites turf
fighting and competition?

Mr. TrowBRIDGE. If I can answer first, Senator Roth, I think that
obviously considerations of orqanizations should be goinf on paral-
lel to the development of policy. Neither should be held in abey-
ance while the other is done. '

Second, I would agree with you that splitting the formulation
and the implementation of policy into two separate organizations is
bound to be a source of conflict and internal frictions. I think it
makes sense to put them in one place.

Senator RotH. Mr. Galvin,

Mr. GALvIN. Organizationally, it would be superior to put them
central. Organization is an issue not only of structure but the as-
signment of responsibility and staffing. And concomitant with what
gou are doing it would be expected and presumed that there would

e vested in this entity that not only does the better collection, the
better analyzing, the better policy determination, better imple-
menting, the autﬁority to accomplish that. And when you put those
todgether in a central entity under the staffing of competent, accept-
e Speople who we would trust, the job would be done better.

enator RorH. Would you agree that it is critically important
that this country now become competitive in the world markets?
Increasingly, our business, our jobs, our commerce is going to
depend upon world trade so that we must give considerably more
emphasis to trade today and tomorrow than we have in the past.
We no longer can rely on the fact that in the 1950’s, the 1960’s, our
business was so far ahead competitively that it almost could do it
alone. Now I'm not suggesting that Government is a substitute, but
we have got to have a strong advocate in Government that will act
as an advocate on behalf of commercial interests in contrast to the
past where Government many times was almost hostile.

Mr. GALVIN. Trade has never been more competitive. It's %oing to
get more severely so. And, obviously, the principal role of acting
out as competitors is that we in business do so. But we require you
to be our international negotiator. And I respectfullg suggest that
you will be able to do your job better when more of the authority is
centralized to accomplish that. 3

With the end objective in mind that we wish to achieve an open
trading system, but we aren’t going to get it unless we can go in
with strong negotiating postures, that will be so.

Mr. TrowsrIDGE. I think it's very evident, Senator Roth, just
from the numbers from the mid-60’s when I served as Secretary of
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Commerce. We were dealing with an international trade compo-
nent that rerresented, I think, about 8 percent of our GNP. It's
somewhere closer to 14 percent now, if I am not mistaken, includ-
ing imports and exports, -

A hundred billion dollar trade deficit in 1984 is now projected,
and using a rule of thumb of 25,000 to 30,000 jobs lost Fer illion
dollars, it clearly has an immense impact on the health of this
economy.

We are far more intertwined. Trade is a far more important part
of our economy. It deserves the kind of high level coordinated at-
tention that this proposal would produce.

Senator RorH. Well, I see my time is up. I want to congratulate
both of you gentlemen for the leadership role f'ou have played in -
the private sector in bringing this problem to all our attention.

Senator DANFORTH. Senator Long.

Senator LoNg. Mr. Trowbridge, good to see you here today.

Mr. TRowBRIDGE. Thank you, Senator.

Senator LoNag. Perhaps you could enlighten me somewhat on this
exchange problem. Under the Breton Woods agreement, as I under-
stand it, we pegged our dollar to gold at $36 an ounce. And my im-
pression during those days was that anyone who wanted to sell in
our market could devalue his currency compared to ours, and that
would give him a very strong competitive edﬁe selling in our
market and it would make it difficult to sell into his.

Now since we are away from that system, I still gain the impres-
sion that foreign countries can, if they want to, value their curren-
cies below ours. They can have an advantage in trading with us
both selling into our market and making it more difficult for us to
sell into theirs.

Can you enlighten us somewhat on that? I just don’t understand
too well how they can do it or can’t do it.

Mr. TROWBRIDGE. Senator, it's a marvelously complex area, as
you well know. I think our current problem, which overrides just
about everything in the international economic sphere, is the di-
lemma which the overvalued dollar or the very strong dollar now
provides to an American exporter. Before he even steps out of the
starting box he’s got a 15- to 30-percent disadvantage by reason of
exchange rates that favor undervalued currencies.

Part of that, obviously, is a reflection of the strength of interest
rates in this country which draws in investments from abroad, as
well as the safe haven aspects of political and economic security
which the United States offers to foreign investors.

I think clearly this is tied to expectations as well as current reac-
tions to our governmental deficit problem. And that is the overrid-
ing big issue which I think we all have to keep in mind. But our
hope is that between settling the deficit problem and getting a
credible downward slope on those deficits, and a reduction there-
fore of interest rates, that the dollar in relationship to European
currencies as well as the Japanese will come into a better balance,
one which more accurately reflects the trade weighted value of the
currencies of those other countries. The Japanese are a very stron
exporting nation. Their currency should be worth a great dea
more based on their trade surplus.

t
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Senator Lona. I don’t know of anybody doing anything about it
other than to say, well, try to balance the budget. Well, of course,
we are trying to do something about that. But, as you can read, the
President wants to cut spending or he talks about spending, more
than he is recommending in his budget. And some of the Demo-
crats are talking about raising taxes because I think to get the best
we are going to have to put some taxes back on. We had a tax cut
before we could afford it.

Do you have any other suggestions as to what could be done or
should be done to try to get the dollar more in line with where it
ought to be? I mean compared to other currencies.

Mr. TrRowsrIDGE. I think the principal area that most people are
concerned about, because of the size and the competitive impact, is
the dollar-yen relationship. I was in Japan during the last week,
and there was a great deal of discussion going on. As a matter of
fact, a sizable American delegation was there discussing with the
Japanese what it was that could be done to implement the general
agreements reached by the President and Mr. Nakasone at their
recent summit meeting.

There seemed to be some optimism that the Japanese would
slowly, reluctantly, but surely, implement some of the commit-
ments that they took in that regard. I don’t know whether they
will. But bilateral negotiations on that front at least are going on.
And the U.S. Treasury is at last aware of the very, very important
impact of this problem on American exports. And we have to hope
that they will be able to negotiate, through strength, a series of in-
ternal changes in the Japanese financial markets which will help
alleviate the imbalance that currently exists.

Senator DANFORTH. Gentlemen, thank you very much.

Next we have Mr. Pryor of the National Association of Wheat
Growers; Mr. Tussey of the American Farm Bureau Federation;
Mr. Reed of the Arthur Daniels Midland Co.

Mr. Pryor, would you like to start?

STATEMENT OF EARL PRYOR, PRESIDENT, NATIONAL
ASSOCIATION OF WHEAT GROWERS, WASHINGTON, D.C.

Mr. Pryor. Thank you, Chairman Danforth. In the interest of
time, you have my testimony and I will try to summarize briefly so
that we might have some time for questioning.

I have about five points I would like to address. No. 1 being that
the largest deterrent to our wheat sales is just the subject you were
talking about and that is the strong dollar. Through 1981 and 1982
we have lost $3 billion in value; in trade about 16 million tons; and
about 1.5 million jobs. I don't believe that the DITI will impact a
Treasury decision or the State Department. And the impact of for-
eign policy on ag is well documented; particularly in the area of
embargo and sanctions.

The second issue is the examination of the DITI structure seems
to confirm that the advocacy of domestic business interest is still
predominant, and not balanced with foreign trade interests. For ex-
ample, replacement of the chief negotiator of textile matters within
DITI and provide an ambassadorial rank and status which doesn’t
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go well for agricultural interests, which comprise about 40 percent
of the Nation’s exports.

The continued advocacy of interest from domestic business is
poorly timed particularly because it’s evident there's going to be
more and more increasing pressure in that area. )

We need to maintain the honest broker image that USTR has jin
our opinion. ‘

Third, the loss of the cabinet status of USTR is critical to our
vested relational experience that we have with USTR. Our experi-
ence is based upon the Russian LTA agreement and is very posi-
tive. It worked very well. The China LTA experience in which
Commerce played a major role in supporting textile interests was
very negative. Wheat interests lost about a half a billion trade
versus about $50 million that were at risk in the textile industry. I
thought that was a very poor trade off.

With DITI replacing the USTR as trade spokesman, I think that
is poorly timed; particularly, in these critical times of trade defi-
ciencies. We've heard the discussion here where we are facing
almost $100 billion deficit in that. That’s not too great.

The trade authority that rests with the President from Ag’s van-
tage point, and confirmed by congressional action, are those areas
that impact us and we are anxious to see that they are expanded
and developed. It would be the Trade and Development Act of 1954,
which is Public Law 480, We had hoped to see that that funding is
increased because I think it has tremendous potential.

Six out of our 10 most important customers now were Public Law
480 recipients. They are cash customers.

The Trade Expansion Act of 1962, which gave authority to trade
agreements and to negotiate or rather administer them, I think
needs to be expanded.

The Trade Act of 1974 and the Ag-Trade Act of 1978 were really
reaffirmations of this. The Omnibus Budget Reconciliation Act of
1982 provided that we have, I believe, $190 to $175 million that was
to be put into trade activities. So far, we have only expended $100
million of those, and we are sitting on the other $75 more or less
impounded by USDA and OMB. We're concerned about that.

So we are really concerned about the impact of the discussions
going on aboui! farm program costs. Really the costs that we are
experiencing there are centered in the favor of our trade policy. If
we had the opportunity and had kept the trade shares that we had
previously, we wouldn’t be facing these costs now. 1 guess my con-
tention is that we don’t have a farm problem; we have a marketing
problem.

Thank you. -

Senator DANrorTH. Thank you, sir.

[The prepared statement of Earl Pryor follows:]



109

Statement of Earl Pryor, President
National Association of Wheat Growers
before the
International Trade Subcommittee
of the
Senate Finance Committee
on
Reorganization of Incternational Trade Functions
February 27, 1984

Mr, Chariman and Members of the Subcommittee:

I am Earl Pryor, President of the National Association of
Wheat Growers and a wheat producer from Condon, Oregon. The NAWG
wants to thank you for the opportunity to comment on legislation
that would restructure our international trade policy.

Before discussing the proposed legislation, I would like to
briefly review our nation's trade position and provide the Sub-
committee with an overview of what agricultural trade means to
this nation. )

In 1983, U.S. foreign trade ran an estimated $60 billion in
the red, or 18 times the level of 1973, White House economist
Martin Feldstein forecasts a $100 billion trade deficit in 1984,
while Data Resources Inc., predicts the deficit could reach $174
billion by 1990,

One obvious cause of the trade deficit is the relative value
of the dollar. The dollar will cause U.S. imports to reach a
projected level of $300 billion in 1984, up from approximately
$265 billion in 1983. What has the dollar meant to agricultural
trade and employment? A recent report by Wharton Econometric
Forecasting finds that a 10 percent increase in the value of the
dollar reduces wheat exports by three percent, corn exports by
3.7 percent, and soybean exports by 7.7 percent. The U,S. Depart-
ment of Agriculture estimates that the rise in the value of the
dollar in 1981 and 1982 reduced the value of U.S. agricultural
exports by $3 billion, or about 16 million tons. All lost export
sales have cost this nation about 1.5 million jobs. The marketing
difficulties caused by the value of the dollar translates into
lower farm prices and higher program costs for the government.

Of course other factors have entered into the reduction of
agricultural exports. Certainly the economic difficulties faced
by many of our trading partners have caused them to reduce
purchases. Also the foreign policy of this nation has drastically
affected exports. The recent textile dispute with the Peoples
Republic of China is a perfect example.

Due to our dispute with the PRC, wheat farmers, and the nation,
lost over $500 million in export earnings last year? In more

-graphic terms, the lost wheat sales amounted to the production off
of 4 million acres, or about 10 times the combined size of Los
Angeles, San Francisco, New York City and Washington, D.C, While
you may state that the PRC will purchase the minimum amount under
our long term agreement, the very basic questions arise as to how

34-972 0 - 84 -.8
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much business and credability we lost due to our actions, The PRC
bought $2,2 billion in U.S. agricultural products in 1981, but
spent only $546,000 in 1983, We cannot continue to view agri-
cultural trade, or any other product trade, as separate and
distinct from the world international trading patterns.

Let me back up and review agriculture's export structure,

The USDA received a mandate from Congress in 1954 to expand export
markets for agricultural products, This law is' commonly referred
to as P,L. 480 and provides for the export of U.S. products on
concessional terms, P.L, 480 has provided the base for American
farmers to establish new markets and develop long-term trade
relationships, Many countries have graduated from P.L, 480
assistance to commercial purchases of U.S. grains. Good examples
of countries in this category are India, Japan and Korea,

In addition to P.L. 480, USDA administers the very successful
“cooperator" program, Cooperators are nonprofit agricultural
producer groups which work with government to stimulate exports,
These cooperators bring together foreign buyers and U.S. technical
experts to facilitate sales and exchange market information, It
is a successful and integral program in agricultural export develop~-
ment, and is a good example of a joint public and private project
with a sound track record.

The USDA also maintains trade offices in different parts of
the world, in addition to agricultural attaches in embassies,

These officials supply U.S. farmers with crop conditions, market
information, and assistance in sending trade teams overseas.

Wheat farmers have also joined together in funding and staffing
offices in foreign nations for the sole purpose of market develop-
ment.

Complementing this entire structure is the excellent relation-
ship that commodity groups have maintained with the U,S, Trade Rep-
resentative (USTR). In their negotiating role, USTR officials have
shown a thorough knowledge of agricultural issues and in bringing
these and other special interests into balance with political and
economic considerations. The USTR, as a White House organization,
maintains its status as an impartial referee while listening to the
concerns of Congress, the Administration, and trade organizations.
We believe USTR performs a difficult task well, Trade policy
should continue to be a White House function, and the President
should have foremost responsibility for its development and
implementation.

S. 121 would take the USTR as a visible and well-respected
negotiating body and downgrade it to a position within the office
of the proposed Department of International Trade and Industry
Secretary as well as stripping it of its cabinet position. Deny-
ing an ambassadorial rank to the USTR will hinder its operations
and clearly reduce its current stature. Wheat farmers are gravely
concernaed that, through this downgrading, the rapport that has
been established among USTR, farmers, USDA, and foreign trading
partners would be lost. The role of USTR may well become subservient
to other DITI functions and agriculture will take a back seat
to the concerns of other interests.

The creation of DITI will in fact cause greater trade
decentralization than is currently the case. Our trading partners
will view the reorganized USTR on par and competing with other
DITI agencies of domestic commerce, travel and tourism, and patents
and trademarks, The time that it will take to restructure
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Commerce, USTR, and the other agencies involved will cause
confusion and consternation among our trading partners as well
as export industries.

It is also unlikely that numerous other departments, such as
State or Defense, will relinquish their export policy activities.
1f this is the case, several additional and often conflicting
layers will be created between trade policy advisors and the
President., The honest-broker role now held by USTR will
essentially be moved into the Office of the Secretary, while a
presumably much weaker policy committee will take its place.

S. 121 may provide for a DITI agricultural Assistant Secretary,
permit USDA to have a possible role in international negotiations,
and for the Secretary of Agriculture to sit on the White House
Trade Policy Committee. But agricultural trade will be adversely
affected by creating DITI. The legislation provides that the USDA
will not play a definitive role and may only be consulted by DITI
on the trade of agricultural products, With USDA reduced to
advisory status and other agencies claiming jurisdiction over
trade issues formerly handled by USDA and USTR only, agriculture
will be weakened.

Farmers know all too well what happens when agencies not hav-
ing agricultural constituencies make agricultural trade policy.
Again, the most vivid example 18 the protracted textile negotia-
tions during which the Peoples Republic of China refused to pur-
chase agricultural products until the issue was settled, The
Russian grain embargo is also fresh in farmers' minds and the
harm which it did to the- agricultural economy is known to the
members of this Subcommittee. The embargo also remains fresh in
the minds of those who look to purchase U,S. goods.

In addition, the placing of a Chief Negotiator for Textile
Matters within the department and providing the rank and status
of Ambassador for this individual points té an obvious diminigh-
ment of agricultural interests within the trade policy community,

As producers, our association cannot support legislation that
would place us at a disadvantage to others when foreign purchases
account for such a large proportion of our income,

S. 1723 introduced by Senator Hattingly appears to move in the
right direction. NAWG supports the concept that the President
must direct and coordinate international trade policy and that the
USTR be retained under the umbrella of the White House., It is
imperative that the trade policymaking process be managed by the
President, or a representative of the White House who has full and
direct assess to the President, Anything less will indicate to our
trading partners that exports are figt a priority of this nation,
and those who speak of trade are not those who direct trade policy.

In our judgement, the stature of the Trade Representative could
be further enhanced and his mission could be performed more
effectively if the President were to abolish the Cabinet Council on
Commerce and Trade and the Senior Intergovernmental Group on
International Economic Policy. These two elements of the bureauc-
racy have produced a web of duplication and confusion in U.S. trade
policy formulation, Elimination of these often conflicting units
would streamline current trade policymaking and assure that the
President's Trade Representative could perform his duties without
needless bureaucratic complication.
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Mr. Chairman, agriculture comprises 40 percent of the nation's

total exports. Exports account for fully one-fourth of farmers'
.marketing returns and 33 percent of all U.S. farmland is planted
for the export market. It is our feeling that government and the
agricultural sector have developed a workable and efficient policy
and trade promotion structure that will enable us to continue to
provide a positive agricultural trade balance and create jobs in
related fields, such as transportation and processing.

The new trade department created by S, 121 would hinder the
efficiency and aggressiveness of the USTR and may well restrict
USDA activities in opening and maintaining export markets for
agricultural products.

Maintaining the USTR within the purview of the White
House and allowing USDA to maintain its present authority
relating to agricultural trade negotiations would better accom~
plish the goal of building a stronger economic base and or
promoting U.S, trade interests than would the legislation
under consideration today,

Mr, Chairman, we have appreciated the opportunity to
comment on trade reorganization proposals under consideration
by this Subcommittee. I will be pleased to respond to
questions from the subcommittee at the appropriate time.
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Senator DANFORTH. Mr. Tussey.

STATEMENT OF GLENN TUSSEY, ASSISTANT DIRECTOR, NA-
TIONAL AFFAIRS DIVISION, AMERICAN FARM BUREAU FEDER-
ATION, WASHINGTON, D.C.

Mr. Tussey. Thank you, Mr. Chairman.

Last year the American Farm Bureau o%posed the organization
of a new Cabinet level trade department. That opposition was reaf-
firmed by our delegate body at our annual convention as recently
as January 1984,

That opposition revolved around these three major points: First,
while it appears that the trade functions of the USDA are not to be
included in current plans for a new trade department, we are still
concerned that the foreign agricultural and the USDA functions in
the agricultural trade negotiating process may be diminished.

We are also concerned that duglicative market development ac-

“ tivities may occur, and that USDA trade functions may be gov-
erned by guidelines issued by the new trade department.

The Farm Bureau fears that if the trade reorganization came
about, that eventually agriculture, which as has been pointed out
here represents $35 to $40 billion worth of exports, would either be
drawn into the new department or it would be isolated from any
real important trade role.

Our second reason for our opposition is that while we applaud
the objective of increased emp]gasis on trade, we believe that the
interest of the airicultural community can best be served with
USTR serving with White House status in a coordinating role.

It has been pointed out here by other speakers that each agency
of Government has very legitimate interests in the area of trade.
We feel that it requires someone to coordinate that effort, and to
coordinate those interests and we believe that that can best be
done by an arm of the White House.

In this capacity as coordinator, the USTR can better reflect trade

- interests of vital concern to agriculture and it can better coordi-
nate the actions of other Government departments.

We sincerely believe that greater Presidential involvement in
trade would prevail if USTR remains a part of the White House.
As was pointed out earlier, we have doubts too that the President
is going to chair trade meetings as has been indicated that the case
might be in the new trade department.

Our third reason for opposing the proposal is that it appears that
the proposed new trade department is being built around an exist-
ing department; namely, the U.S. Department of Commerce. The
Department of Commerce, of course, has a constituency of its own.
That constituency often has interests that do not coincide with the
interests for farmers and ranchers. Sometimes those interests get
expressed in terms of quotas on automobiles, quotas on motorcy-
cles, limitations on steel imports, and other actions which could
result in retaliation against American farm products.

Senator Grassley earlier expressed concern about the People’s
Republic of China/U.S. textile negotiations and the impact of that
on American farm products. If there was any warmth among our
members to embrace a new trade department, it was cooled rather
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quickly when we saw what happened last year when a client of the
Department of Commerce, the textile interests, tried to get trade
negotiations delayed. We were pressing that negotiations move
along. And during that interim the Chinese embargoed some com-
modities from the United States and just ceased buying grains
from us. They got way behind in their grain purchases, and that
convinced many of our people that our interest would not be served
in a new trade department.

In summary, Mr. Chairman, I could say that USTR’s hand could
be strengthened—perhaps it would be good for the President to re-
affirm that indeed Bill grock speaks for trade. That could be done
without any new legislation. We think that that would be the way
to go about strengthening our trade role.

Thank you.

Senator DaNForTH. Thank you, sir.

[The prepared statement of W. Glenn Tussey follows:]
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STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE OF THE
SENATE COMMITTEE ON FINANCE
REGARDING TRADE REORGANIZATION

Presented by
W. Glenn Tussey, Assistant Director, National Affairs Division

Pebruary 27, 1984

The American Farm Bureau Federation appreciates the opportunity
to comment on the proposed trade reorganization, First, I would like
to say that Farm Bureau has always taken a great interest in agri-
cultural trade. Farm Bureau was instrumental in the development and
passage of such important trade legislation as P.L. 480, and we have
taken an active role as a private sector advisor in each of the trade
negotiating rounds going back to the Dillon round 4nd continuing on
through the Kennedy round and the Tokyo round.

Farm Bureau is concerned today as never before with the export
situation confronting American farmers and ranchers. Regrettably, the
long streak of a dozen or more years of record breaking U.8. farm
exports was broken in Piscal Year 1982 when exports declined to
$39 billion from the all time record of $43.8 billion for the previous
year. The forecast for this year is only $34.5 billion, The decline
of almost $10 billion in so short a period is severe.

.. Bome of the factors.producing this darker export picture are
(1) oversupply on a market weakened by severe worldwide Tecédgsion,
(2) shrinking world trade, (3) strengthening of the U,S8. dollar in
relation to certain other currencies, (4) a shift in trade patterns
because of previous embargo experiences, (5) an increase in
protectioniam, and (6) unfair trade practices.

Mr. Chairman, some of the factors affecting U.8. exports,
especially the relationship of the strong U.S. dollar to other curren-
cies, has more effect on our export situation than the way government
trade functions are organized or structured. This does not mean,
however, that the organization of U.S8. Government trade functions is
not important, and I do not wish to make light of any improvement in
trade that might come about through the restructuring of the U.S.
Government. However, the agricultural community, including Parm
Bureau, is quite pleased with the way the Poreign Agricultural Service
of the USDA and the U.S8. Trade Representative's office have been per-
formin? their missions., We are fearful that their role might be
subordinated or otherwise changed to the detriment of the interest of
American agriculture.

Mr. Chairman, in a letter to Sanator Roth of June 16, 1983, we
stated some of our concerns regardi.ng the proposed reorganization and
restructuring of the role of the Poreign Agricultural Service and the
office of the U.8. Trade Representative.
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* In that letter, we asked that the trade functions of the Foreign
Agricultural Service (FAS) of the U.S. Department of Agriculture not
be included in the proposed trade department for these reasons:

(1) the distinctiveness of market development and trade matters
relating to agriculture,

(2) FAS's excellent track record in market development,

(3) the unique relationship between FAS and cost-sharing private
industry cooperators in the promotion of U.S. farm products, and

(4) the need to coordinate U.S. domestic farm policies with the
export policies for agricultural exports.

While it appears that the trade functions of the USDA are not to
be included in current plans for a new trade department, we are still
\ concerned that FAS/USDA functions in the agricultural trade nego~ .
tiating process may be diminished, that duplicative market development
activities may occur, and that USDA trade functions may be governed
by quidelines issued by the new department of trade.

Farm Bureau fears that if the trade reorganization comes about,
eventually Agriculture, representing $35 -~ $40 billion worth of
exports, will be drawn into the new.department or isolated from any
important trade role.

Regarding USTR, we stated in our letter that "The reorganization
plan has caused many agriculturally oriented groups, including Farm
Bureau, to realize that the U.S. Trade Representative's office headed
by Ambassador Brock, should remain as an 'arm' of the White House."

....Farm Bureau applauds the objective of increased emphasis on
trade; however, we believe that the interest of the agricultural com~
munity would best be served if USTR retains White House status as the
Congress earlier specified, i.e., remains above the other line agen=-
cies of government. In this capacity, not only can USTR better
reflect trade interes:s of vital concern to agriculture but it can
better coordinate actions of the other government departments con-
cerned with trade. Farm Bureau sincerely believes that greater
Presidential involvement in trade would prevail if USTR remains a part
of the White House. .

Furthermore, Farm Bureau is fearful that some of the present
preoccupations with trade reorganization may diminish the government's
efforts to keep the unresolved trade problems as "front burner”
issues.

It also appears to us that the propused new trade department is
being built around an existing department, namely the U.S. Department
of Commerce. The Department of Commerce, of course, has a con-
stituency of its own. That constituency often has interests that do
not coincide with the interests of farmers and ranchers, Sometimes
those interests get expressed in terms of quotas on automobiles,
quotas on motorcycles, limitations on steel imports, and other actions
which could result in retaliation against American farm products.
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Sometimes our interests can be hurt as was recenty demonstrated
when textile negotiations between the U.S. and the People's Republic
of China dragged on for many months without any clear resolution,
resulting in the breaking off of those negotiations last January.
This was followed by an embargo on any further purchases of soybeans
or cotton by the Chinese. Although under a trade agreement to take a
minimum tonnage of grain, those purchases have lagged considerably
this year with only 2.6 million tons against a purchase record of
5.6 million tons for the same period last year. It was only through
strong efforts by the agricultural community to get this issue
resolved that the textile accord with the Chinese was finally reached
in July. Since then the PRC has reentered the U.S. market and made
additional purchases of U.S. grain.

I use this example to illustrate two points.

(1) Agricultural interests cannot be left in the hands
of those unfamiliar with agricultural problems or with
a major interest in other areas

(2) Agricultural interests cannot be served in isolation. We
must; out of necessity, be interested in what happens in
the /steel, automobile, and motorcycle industries because
of the implications for agriculture.

Mr. Chairman, quite frankly, we believe that our interests are
better served with both the Foreign Agricultural Service and the U.S,
Trade Representative's office located where they are and playing their
current roles.

While S. 121 transfers no functions from the Department of
Agriculture to the proposed Department of International Trade and
Industry, it creates authority in that Department to duplicate activi~-
ties of the Foreign Agricultural Service. In particular, Section 202
authorizes the Secretary of International Trade and Industry to seek
and promote new opportunities for American products and services to
compete in the world marketplace.

These are functions now carried out for agricultural products by
the Foreign Agricultural Service. The role of the For2ign
Agricultural Service recognizes the distinctiveness of market develop-
ment and trade matters relating to agriculture, the unique rela-
tionship between FAS and cost-sharing private industry cooperators in
the promotion of U.S. farm products, and the need to coordinate U.S.
domestic farm policies with the export policies for agricultural
exports. : \

A
Section 202 also establishes the Secretary of International Trade
and Industry as the principle advisor to the President on inter~
national trade policy. However, since the major program respon-
sibilities of the Secretary will be related to industrial procducts, ik
is not realistic to expect the Secretary to give equal, or even
reasonable attention to agricultural products.

p
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When the Congress established the Office of the United States
Trade Representative, then the Special Trade Representative, in 1962,
that organization was established in the Executive Office of the
President precisely in order to allow the Special Trade Representative
to serve as an honest broker of the national interest between a number
of legitimate interests including industry, agriculture, labor and
foreign policy. While S, 121 retains an interagency committee struc-
ture to consider the weight of these several interests, it will no
longer be a committee of equals, instead the committee will be chaired
by an agency with a vested i{nterest in industrial policy.

Under gresent law the United States Trade Representative has a
responsibility for developing international trade policy and con-
ducting international trade negotiations, including those related to
commodity matters. Many commodity issues are exclusively agri-
cultural in nature, such as the international commodity agreements
which now exist for wheat, dairy products, beef, sugar and coffee. As
a practical matter, the United States Trade Representative relies
heavily on the specialized knowledge of the Department of Agriculture
in carrying out these responsibilities for commodity policy. This
working relationship is relatively easily established as long as the
United States Trade Representative is an independent spokesman for
United States trade policy. 1If, however, this general trade policy
responsibility i{s transferred to a new department with orientation in
industry rather than agriculture, it is much less certain agricultural
interests will be adequately considered.

Section 202(f) instructs the Secretary of International Trade and
Industry to consult the Secretary of Agriculture on matters involving
agriculture and permits the Secretary of Agriculture to be a vice
chairman of international meetings involving agricultural products.
This arrangement is much less reassuring than the present one in which
that same discretion is vested in an independent agency directly
located in the Executive Office of the President.

Section 261 revises the structure of the present Trade Policy
committee to provide that the President shall be chairman and
the Secretary of International Trade and Industry shall be chairman
pro tempore., The Secretary of Agriculture is listed as a vice
chairman. This may appear on the surface to be an effort to elavate
the importance of the committee and the role of the Secretary of
Agriculture within it. 1In practice, however, it is clear that under
notmal circumstances the Committee would be chaired by the Secretary
of International Trade and Industry, So that other departments of the
government would not have an equal voice, If it is the intent of the
legislators to provide for a more effective interagency structure, a
better solution might be to keep the United States Trade
Representative as an independent agency with direct access to the
President., Then the President might chair the committee with the
Trade Representative as the chairman pro tempore, and any of several
other cabinet officers might serve as a vice chairman depending upon
the subject before the Committee.
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Section 226 also provides that the Secretary of International
Trade and Industry may appoint in his department an agricultural
advisor, "if so requested by the Secretary of Agriculture. The agri-
cultural advisor would act as a liaison hetween officers and employees
of the department and officers and employees of the Department of
Agriculture. 1In theory, such an individual would provide a stronger
and closer relationship between the two departments. On the other
hand, the mere fact that such an advisor might be needed simply points
out the fact that a Department of Trade which is oriented towards
industry will by its very nature be ill-equipped to speak for United
States agriculture.

While we understand Senator Mattingly's desire to offer compro-
mise legislation, we believe that the basic objectives of his bill,
S. 1723, can be accomplished by the President without additional
legislation. For example, the USTR already has White House status and
the President, without additional legislation, can let the world know
that Ambassador Brock speaks for him on trade. This would resolve any
doubts within the U.S. Governiment and any misconceptions that might be
held by foreign governments.

Mr. Chairman, for these reasons, Farm Bureau opposes 8. 121 and
believes that 8. 1723 is unnecessary.
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Senator DANFORTH. Mr. Reed.

STATEMENT OF JOHN REED, VICE PRESIDENT—INTERNA-
TIONAL, ARTHUR DANIELS MIDLAND CO., DECATUR, ILL.

Mr. Reep. Thank you, Mr. Chairman, for the opportunity to
appear here this morning.

I have earlier this morning submitted a written statement which
I would like to ask be made part of the record, and I will try to
summarize that briefly.

In order to help vou gentlemen understand the perspective from
which I'm about to speak, I should perhaps point out that my em-
ployer, Arthur Daniels Midland Co., is one of the largest U.S. proc-
essors and exporters of grains, soybeans, and other oil seeds, and
exporters of manufactured products made from those basic agricul-
tural commodities. We are vitally concerned with exports.

In addition to my corporate responsibilities, I'm also chairman of
the International Trade Policy Committee of the National Soybean
Processors Association. In that capacity, I am currently deeply in-
volved in the pursuit of a number of complex trade issues, the pur-
suit arising out of the filing of a global section 301 petition by the
National Soybean Processors Association last April. The reason for
the petition is the existence of processing and export subsidies
being used by the countries of Brazil, Argentina, Spain, Portugal,
Malaysia, and Canada. At the present time I find myself spending
more than 50 percent of my time on those trade issues on behalf of
the industry as a whole.

I have since 1977 also served as a member of the Private Sector
Advisory Committee to the Special Trade Representative and the
Secretary of Agriculture.

Now with that background, the testimony I'm about to present is
that of Arthur Daniels Midland Co. and not of the National Soy-
bean Processors Association.

It seems to us that achieving balanced, effective trade policy is
necessarily a very difficult undertaking. It’s difficult because it is
very complex. And it's very complex because most trade issues are
going to be viewed differently by different constituencies.

Industry, agriculture, labor, and the financial community are
often fgoin to differ in three or four ways on specific trade issues.
And for that reason, the cabinet departments which represent
them, plus State and Treasury, are also going to look at different
trade issues with a different perspective.

We feel that that fact probably was one of the main reasons why
Congress created the Office of the Sgecial Trade Representative in
1962. We think that in order to achieve balanced, effective trade
policy, given the fact that the issues are complex, and given the
fact that they affect different major interest groups in different
ways, and given the fact that it will at times be impossible to rec-
oncile the differences of opinion and somebody has got to make
some tough decisions based on what is in the overall national inter-
est, we believe that the responsibility for trade issues should con-
tinue to be centralized within the Executive Office of the President.

Congress properly recognized this need in 1962 and again in 1974
and again in 1980. We think Congress was correct. And despite the
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recent problems and the current problems which other witnesses
have described in some detail this morning, we think that the basic
?“tru(clzt,gre legislated by Congress “ain’t broke, and it shouldn’t be
ixed.

We, therefore, have three specific recommendations for your con-
sideration. First, we think that Congress should establish a com-
mitment to increase exports as a clear-cut national policy of the
highest priority.

Second, we recommend that Congress retain and strengthen the
Office of the Trade Representative functioning as part of the Exec-
utive Office of the President.

Third, in order to clear up one source of ambiguity and confusion
that evidently exists today, we suggest that Congress enact legisla-
tion specifying that the Cabinet-level Trade Policy Committee,
chaired by the U.S. Trade Pepresentative, have the sole interagen-
cy responsibility for trade policy coordination.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Reed follows:]
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TesTIMONY OF JOHN G. REED, JR.

Thank you, Mr. Chairman, for the opportunity to appear
before this subcommittee today. My name is John G. Reed, Jr.
I am Vice President, International, of Archer Daniels Midland
Company, ("ADM"), with headquarters in Decatur, Illinois. ADM
is a major processor and exporter of soybeans and other oilseeds,
corn; wheat, barley, and processed products derived from those

primary agricultural commodities.

In addition to my corporate responsibilities, I serve as
Chairman of the International Trade Policy Committee of the
National Soybean Processors Association, ("NSPA"). In that
capacity, I am deeply involved in trade consultations resulting
from a global Section 301 Petition filed by the NSPA in April,
1983, because of processing and export subsidies employed by
Brazil, Argentina, Spain, Por}ugal, Malaysia, and Canada. Since
1977, I have served continuously as a member of the private
sector Agricultural Policy Advisory Committee to the U.S. Trade

Representative and the Secretary of Agriculture.

I am appearing today solely as a representative of ADM. ‘w
We urge that the Office of the U.S. Trade Representative, with
its responsibilities for coordinating trade policy and conducting
trade negotiations, be retained and strengthened in the form
Congress originally intended. These critical functions should
remain centralized within the Executive Office of the President,
and should not be delegated to any other department or agency '

within the Government.
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The achievement of balanced, effective trade policy is an
especially difficult undertaking because of the need to consider,
evaluate, and reconcile many conflicting interests. Industry,
agriculture, labor, and the financial community frequently have
,opposing views on specific trade policy issues. The Departments
of State, Treasury,. Agriculture, Labor, Defense, Commerce, and
Justicealso frequently have conflicting views on trade policy
issues. Fach of these agencies represents a different constitu-
ency and a different institutional point of view. These points
of view cannot and should not be ignored. They must be recognized,
given adequate consideration, and reconciled if possible. When
reconciliation is not possible, difficult decisions have to be
made. For all these reasons, the key to consolidating trade policy
formulation is workable interagency coordination, not the estab-

lishment of a new department.

Trade issues which do not undergo the leavening of inter-
agency coordination tend to result in trade policies which are
skewed to a particular bias and counterproductive to the overall

national interest.

Improved interagency coordination will not be accomplished
by grafting USTR onto the Commerce Department. Current problems
of trade policy coordination are caused by the fact that several
different mechanisms exist for this purpose. The Cabinet level
Trade Policy Committee, the Cabinet level Council on Commerce

and Trade, and the Senior Interagency Group all have responsi-
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bility for trade policy coordination. The predictable results
have been confusion, conflict and trade policy paralysis. This
problem should be solved by establishing a single body for inter-

agency policy coordination, N

ADM proposes that Congress enact legislation which clearly
specifies that the Cabinet level Trade Policy Committee, chaired
by the U.S. Trade Representative, has the sole interagency respon-
sibility for trade policy coordination. This would solve the pro-
blem of centralizing trade policy coordination within the Executive
Branch. Congress should reassert the primacy of the U.S. Trade
Representative as a neutral broker between the various agency
viewpoints., USTR performed thisyfuncéion affectively in the past,

and it should be allowed to do so again.

Proposals to develop U.S. exports and open markets abroad
for U.S. goods are highly laudable, and we in agriculture and agri-
business support those objectives. However, we believe those ob-
jectives can be achieved most effectively if Congress will do the

following:

First, establish a clear-cut commitment to increase U.S.
exports as a matter of highest national priority. 1In
view of our burgeoning record trade deficit, such a

commitment is already over-due.

Second, re-affirm Congress' original intent that the

Office of the U.S. Trade Representative, functioning
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within the Executive office of the President, has
exclusive responsibility for trade policy formulation

and trade negotiations.

This is not the time to downgradg trade policy and nego-
tiating functions within our Government. Formulation of trade
policy shouild be kept close to the White House. This can best
be accomplished by keepfnq the office of the U.S. Trade Rep-
resentative within the Executive Office of the President.
Trade Policy can only be made properly if it is made close to
the center of authority, and it will only be implemented pro-
perly if it comes from the top. Furthermore, our trade nego-
tiators are likely to be more effective if they carry the
personal authority of the President and continue to enjoy a

special relationship with the Congress.

In other types of international negotiations, the
President will sometimes appoint a personal representative
or special ambassador in order to upgrade the level of U.S.
representation. The idea of a permanent high level negotiator
for trade matters is more timely today than it has ever been
in the past. This point was proven in the Tokyo Round of Trade
Negotiations when the United States successfully took éhe ini-
tiative in a broad range of trade issues. In negotiations
conducted by USTR, we were able to achieve multilateral agree-
ments on matters ranging from tariff cuts to export subsidies

to customs valuation. We should return to the format of our

previous successes, and not further depart from it.

Thank you for the opportunity to appear before this sub-

committee today.

34-972 0 - 84 - 9
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Senator DANFORTH. Gentlemen, thank you very much for excel-
lent testimony.

I think that the point you make is exactly right. The issue is do
we want an honest broker or do we want an advocate for specific
interests. And the problem, as you pointed out, is that we don’t
have a unified voice within our country on international trade.
Anything that is done will have winners and losers., With respect
to China and textiles, whatever the Government does, somebody is
going to win and somebody is going to lose. Agriculture will lose,
the texile industry will win, importers will lose, exporters will win.
Whatever the deal is, some people are going to be happy and some
peofple are going to be unhappy. . -

If we have a new department of trade in which the USTR is no
longer to be an honest broker coordinating the various conflicting
interests, but is instead ioing to be folded into what is now the
Commerce Department, there is absolutely no c}uestion that agri-
culture will be the loser. That is why virtually all the farm organi-
zations—maybe one or two exceptions—but that is why virtually
all of the farm organizations have been op;}»)osed to this bill.

You are right. You are right. What you hope for, as I understand
it, is not that the Government'’s decisions on trade negotiations or
trade policies will adways be resolved in your favor, but simply that
you have a strong voice in the creation of that policy so that we
don’tt have, in effect, of the Commerce Department deciding trade
matters.

I have, I think, reiterated pretty much what you have said. I
don’t know if you want to embellish on it at all.

Mr. Tussey. I think that's (Frecisely right. I go back to the words
of Mr. Hormats, who worked and lived through the Geneva trade
talks. And then and in earlier trade negotiating sessions, a linkage
between agriculture and industrial products was very important.
Also another statement that he made that I thought was quite

ood was that ierha s all we need to do is some fine tuning at

STR. We think we have the mechanism and the vehicle, a little
bit of fine tuning and perhaps reaffirmation, as I indicated earlier,
bg' the President that Bill Brock is indeed speaking for trade, I
think that would do the trick.

Senator DANForRTH. Wouldn't we be better off if the USTR and
the Trade Policy Committee operated as Congress intended them to
operate—rather than to set up a new department or rather than
the existing situation where the administration, on its own motion,
has created a separate track with its Cabinet Council on Commerce
and Trade, and where the Secretary of Commerce is goin% out and
basically trying to do the same thing that we ask the USTR to do?

Mr. Tussey. That would be precisely our view, Senator Danforth.

Mr. REep. And ours.

Mr. Pryor. Really, that’s the thrust of my remarks. Is that we
need to get on with what we are doing and do a better job of it. Not
trying to wring our hands and trying to reinvent the wheel yet.
The whole problem lies in essence, I think, in the public perception
of what the value of international trade is for the United States.
With the policy we have now, it’s really a buy foreign policy be-
cause I don’t see any action being taken that really impacts the
value of the dollar.
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Senator DaNForTH. Right. We have gone through this before—we
created the Department of Energy after being told, well, we need a
new Cabinet-level department to solve the problems of energy. We
created the Department of Education after being told, well, that’s
how to fix education. It never works. Now we are being told, well,
we have a trade deficit, therefore, we need a Department of Trade.
That will not reduce the value of the dollar by a enn{. It will not
reduce the Federal deficit by-a penny. It will just be a bureaucratic
reshuffling and it will be the kind of reshuffling which will leave
the farmer at the back end.

Senator Roth, you agree? [Laughter.] :

Senator RotH. Not quite. Let me start out by saying that I
happen to think a number of things need to be done in the policy
area as one who strongly believes in a strong export policy. And 1
reallf' wish that today the Finance Committee was dealing with the
problem of trade polic[\;.

But I also strongly believe, as many others do, that organization
is important. And let me speak very candidly. I understand that
many of the Washington groups are always opposed to change.
There’s nothing new about that. I can say also in all candor—you
know, Delaware happens to be a farm State, too. And many of my
constituents have told me back home that the real opposition to re-
organization is coming from Washington.

ut be that as it may, let me express what we are trying to do. I
happen to feel very strongly that we have got to strengthen the
hand of agriculture. I happen to think that our legislation does ex-
actly that. We have not removed the basic responsibilities from the
Department of Agriculture, because that is what agriculture wants,
It would not like it to be put into a new department. And for that
reason I oppose any shifting of the Foreign Agriculture Service.

But I would also point out that to strengthen the hand of agricul-
ture we have done a number of things. We have insured that there
is representation for agriculture in the new department. We have
written into the law that any negotiations that deal with agricul-
ture must have the Secretary of Agriculture at least as vice chair-
man: There is no such requirement now.

I would also point out that we have insured that agriculture is
represented on the various interagency committees in the White
House. There still will be an independent voice to monitor and try
to determine for the President, who, after all, is the ultimate au-
thority, what is going to be done.

But in this interagency panel we have written into this law that
the Secretary of Agriculture will be a member so that his voice will
be heard.

But, gentlemen, the thing that bothers me is you say you are sat-
isfied with what we have today. Now I can go down starting with
the Nixon administration and the embargo of the soybeans. I can
go down to the Ford administration and Carter administration
when they embargoed wheat. One of my concerns is that there is
no effective voice in Washington to speak up against embargoes
when those decisions are made. And that’s what we are trying to
provide here.

We are providing that the Secretary of Trade as well as the Sec-
retary of Agriculture will be involved in these various panels, in-
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cluding having the Secretary of Trade in the National Security
Council when we are negotiating or talking about embargoes.

I don’t have any particular questions of any of you at this time
except to point out that it seems to me we are not doing as well as
we should be in the export of agriculture products. When I voted
for the trade negotiations of the Tokyo Rounds in 1974, if I recall
right, Russell, part of the instruction was to do something about
CAP in the common market. And it also was instructed that some-
thing was supposed to be done with Japan’s agricultural trade
practices. But because our trading partners were so strong in these
areas, nothing significant was accomplished. I think what we need
is to create a stronger advocate for our trade, including agriculture
products, but maintain, as this legislation does, an independent
voice that will try to coordinate this goal, monetary, and agricul-
ture as well as trade policies. So I would urge you gentlemen to
take another look before you get locked in glue on this question.

Thank you, Mr. Chairman.

Senator DANFORTH. Anybody want to respond?

Mr. Pryor. I would love to. I'm a wheat farmer from eastern
Oregon. A hands-on producer. I don’t have the expertise or an in-
depth examination but my reaction is based upon what has hap-
pened. The track record, as I said before, doesn’t establish the fact
that agriculture is going to fare better. I think the staffing that is
involved in this endeavor needs to be articulated to us so that we
can judge what kind of treatment we are going to get. Flow charts
with boxes don’t tell us much. It is the built-in biases of those
people who are at the heads of those who inhabit these boxes that
really make the impact on what is going to happen to agriculture.
We need to see what kind of commitment we are going to have to
agriculture in the selection of these people. That is up for grabs at
this point, and I don’t think that there is any way that we can sup-
port it until we see what the opportunities are.

Senator DANFORTH. And it would change from administration to
administration.

Mr. Pryor. Absolutely.

Senator RoTtH. Just let me point out you will not be changing the
Department of Agriculture as it currently stands. But I agree with
you. As one who has fought for the export of wheat and against the
embargoes, irrespective of whether it's Republican or Democratic
administrations, I share your concern. Let me assure you that I am
as interested, and I think the Farm Bureau will tell you that I'm
as interested in exports of agriculture as anyone. It's a very major
interest in my own State. But I think your concerns are legitimate,
andhwe would be very much interested in working in these areas
with you.

Senator DANFORTH. Senator Long.

Senator LoNG. No questions, Mr. Chairman.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. I'm one who hasn’t made a final decision on
the reorganization that has been proposed for the Commerce De-
partment to develop a trade department. I frankly think something
has to be done to get a better coordinated effort. I don’t think a
very effective job has been done in the past.
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I am also one who is very much in farming. And most of those
things we raise on our farm are sold for export. We are primarily
in milo. And I'm not going to be a part of any deal unless we can
take care of that aspect of trade also. Russell Long from Louisiana
;vhohjust said he didn’t want to say anything—I will say something
or him,

I'm like Russell Long. I'm against any combination I'm not a
part of. And that goes for agriculture. They have to have a strong
voice in anything we do. It's a major economy of my State of the
constituency that I represent in my own State. And not just of our
State, but of the entire Nation.

Furthermore, we must not lose what impetus that we do have in
this area. We are in enough trouble now on exports of agricultural
products. In the short run, I don’t see it improving much. I think
messages have to be sent like the one we sent in the wheat flour
sale to Eggpt. I don't think we can get the European Common
Market to bargain seriously about the incredible subsidies they are
providing their agricultural exports to break world markets unless
we take actions like the Egyptian wheat sale to make them under-
stand our concerns.

I think these concerns about agriculture are shared by virtually
every member of this committee. Senator Roth was saying that he
had opposed the agricultural embargoes. 'm one of a handful of
Senators who opposed embargoes every time they were offered on
agriculture, every time. I don’t think you ought to ever put an em-
bargo on another nation whether it's pipeline construction equip-
ment or agriculture, unless you hurt that other country worse than
you hurt yourself. I think it’s dumb to do it otherwise and yet that
is what we have done in this country of ours. And we have lost
markets that were traditionally ours. And we have not recaptured
many of them.

So some of the concerns on agriculture are shared. I'm not sure
we will finally agree as to how we implement them. But some of us
will be working hard to try to accomplish it.

Thank you.

Mr. Reep. Mr. Chairman, may I have one more word?

Senator DANFORTH. Sure.

Mr. REep. On the subject of agricultural exports, I think we
would all agree that we should be exporting more. It seems to us
that there are basically two reasons we are not. The first is the size
of the Federal deficit, the level of real interest rates and the
strength of the dollar. And that problem can only be dealt with by
Congress and the administration.

The second is the existence of export subsidies by many of our
major exporting agricultural competitors. And in that area USTR
has been rather aggressive in our opinion. They have taken a
number of cases to the GATT. At the panel level they seem to be
winning those cases in the GATT. The problem there seems to be
that the GATT dispute settlement mechanism is not functioning
priap%rly, which is a problem that has got to be addressed and re-
solved.

But neither the strong dollar nor the foreign export subsidies are
going to be solved in our opinion by grafting USTR onto a new cab-
inet department. Frankly, we think the chances of solving those
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problems would be much better if we retain an independent cabi-
net level agency such as we have today.

Senator DANFORTH. Gentlemen, thank you very much.

The next panel is Mr. Andres, Mr. Greenwald and Mr. Trezise.

STATEMENT OF WILLIAM A. ANDRES, CHAIRMAN OF THE BOARD,
DAYTON HUDSON CORP.,, MINNEAPOLIS, MINN,, ON BEHALF OF
THE NATIONAL RETAIL MERCHANTS ASSOCIATION AND THE
AMERICAN RETAIL FEDERATION

Mr. ANpRres. Good morning, Mr. Chairman, and members of the
committee, My name is William Andres. I'm chairman of the board
of Dayton Hudson Corp. A copy of my remarks has been provided
in advance. And I would ask that they be placed into the record.

During the time available to me this morning, I would only high-
light the key points of my testimony. And this morning I am ap-
pearing with Mr. Joseph Greenwald, Esq., counsel to Weil, Gotshal
& Manges. Together we represent the retail industry, including two
large retail organizations—the National Retail Merchants Associa-
tion and the American Retail Federation. In all the retail industry
includes more than 1 million stores, employing over 14 million
people and accounting for more than one-fourth of the GNP.

We have two principal objectives in appearing before you this
morning. The first is to voice our concerns about the tide of protec-
tionism arising throughout the Federal Government and the politi-
cal system. And the second is to urge that overall trade responsibil-
ity, the formulation of trade policy and trade negotiations be re-
tained within the office of the President of the United States. Spe-
cifically we oppose the reorganization plans that make these criti-
cal ftunctions a part of any single department within the Govern-
ment.

The retail industry is very strongly in favor of fair, equitable,
and liberal trade, and the opening of markets to vigorous competi-
tion, Accordingly we oppose protectionism because we believe it's .
bad for the U.S. economy. And, more importantly, bad for the U.S.
consumer,

Retailers have a very specific interest in open markets because -
we play a very specific role in serving the U.S. consumer. After all,
we are the consumers’ purchasing agent. And to do our job well, we
must provide American consumers with the highest quality goods
at the lowest possible prices, and with the best services that we
can,

The retail industry believes very strongly that the consumer is
best served by competition in the marketplace both here in the
United States and in the international markets. The proposals to
form a Department of Trade and Industry and to develop U.S. ex-
ports and open markets abroad for U.S. goods are all laudable con-
cepts. However, we are troubled by the inclusion within such a de-
partment of two very critical activities. :

First, the development of overall U.S. trade policy; and, second,
trade negotiations on behalf of the Government of the United
States. We strongly believe that these critical activities should not
be the responsibility of any one department because departments
by their nature serve only one sector of the economy.
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Retailers believe that if the presently proposed administration
plan, S. 121 is enacted, the Department of International Trade and
Industry will continue to work for those industries that have tradi-
tionally commanded the attention of the Department of Commerce.
And will short-change retailers and the consumers even more in
the future than they have in the past.

In 1962 Congress and the President agreed that no one depart-
ment could effectively coordinate the work of all the other depart-
ments on an issue of such pervasive importance. Only the Presi-
dent can do so.

As long as the U.S. Trade Representative has access to the Presi-
dent, speaks for the President, and has overall responsibility and
administration of trade policy for the United States, all sectors of
the economy, whether it's textiles, manufacturing, agriculture,
services, and so forth, all have the opportunity for their voice to be
heard and their issues to be considered in the same forum,

Retailers consider this a fundamental principle that must be re-
tained in any trade reorganization plan. We think that S. 1728 is
the first step in that direction. And we urge you not to diffuse au-
thority as proposed in S. 121.

Let me now turn to my colleague, Joseph Greenwald, for his
thoughts on the trade reorganization issue. Joe brings to this issue
a unique combination of foreign service, State Department, and
international business experience. .

Thank you very much.

[The prepared statement of William A. Andres follows:]
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TesTIMONY OF WILLIAM A. ANDRES

Good Morning,

My name is William Andres. I am Chairman of the
Board of Dayton Hudson Corporation, a diversified National
Retail Business headquartered in Minneapolis, Minnesota,

This morning I am appearing with Joseph A,
Greenwald, Esq., Counsel to Weil, Gotshal & Manges, Together
we represent the retail industry, including two large retail
organizations: the National Retail Merchants Association,
the largest trade association for the general merchandise
retailing industry: and the American Retail Federation.

The American Retail Federation is an umbrella
organization representing the retail associations of the 50
states and the District of Columbia; and some 30 national
retail associations and retail corporations, both large and
small, with the National Retail Merchants Association as one
of the largest of the national organizations., In all, the
retail industry includes more than one million retail stores,
employing more than 14 million people, and accounting for
more than one-quarter of the GNP,

We have two principal objectives in appearing
before you this morning., The first is to voice our concerns
about the tide of protectionism that is rising throughout the

federal government and the political system,
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The second is to urge that overall trade
responsibility -- the formation of trade policy and trade
negotiations =~ be retained within the office of the
President of the United States, Specifically, we oppose the
reorganization plans that make these critical functions a
part of any single department within the government,

The retail industry 1is very strongly in favor of
fair, equitable, liberal trade and the opening of markets to
vigorous competition, Accordingly, we oppose protectionism
because we believe it is bad for the U,S. economy and, more
importantly, bad for the consumer,

We support policies aimed at opening markets, not
¢losing them, because we think those policies are in the
overall national interest, as well as the interest of our
customers, We regret that there is a growing tendency toward
"managed trade" and attempts by government to control the
marketplace by restrictive trade policies,

Retailers have a very specific interest ir open
markets because we play a very specific role in serving the
United States consumer, We are the "customer's purchasing
agent," To do our job well, we must provide American
consumers with the highest quality goods at the lowest

possible prices, and with the best services that we can,

>
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The retail industry believes verynstrongly that the
consumer is best served by competition in the marketplace,
both here in the United States and in international markets.
If we truly believe in competition, then we must apply the
same standards to the international marketplace as we do here
at home,

As an industry, we understand that imports can
affect U,S. employment, We are also sensitive to the
concerns regarding unfairness expressed by other American
industries. Finally, we agree that our trading partners must
understand that their markets must be fair and open, if ours
are to be, Changing our structure is not going to help solve
those problems.

The proposals to form a Department of International
Trade and Industry, and to develop U,S. exports and open
markets abroad for U.S., goods are laudable concepts,
Retailers support those concepts wholeheartedly. In fact,
several retailers are now both exporters and importers,

However, we are troubled by the inclusion within
such a depﬁttmént of two critical activities: the
development of overall United States trade policy, and
negotiations on behalf of the government of the United

States,
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We believe strongly that these critical activities
should not be the responsibility of any one department
because departments, by their nature, serve only one sector
of the economy., Such a department would work for the sector
in which it is most interested, And would rightly listen
more to that sector than any other. In this way, it would
tend to ignore, or shortchange, other sectors of the economy.

Retailers have felt the sting of that type of
behavior in dealing with the Department of Commerce. Recent
history demonstrates, for example, that on decisions
regarding textile administration, the Secretary of Commerce
acted for the textile and apparel industry to the exclusion
of all other interests, including retailing.

I call yo?r attention to an article which appeared
“in the Wall Street Journal on January 6, outlining how a
recent decision on textiles was reached by the President of
the United States, All of the departments and agencies
advising the Trade Policy Committee opposed the decision to
increase protectionism for the textile and apparel industry.
Yet the Secretary of Commerce, acting for those interests,
turned the decision around with little or no regard for its
effect on the retail industry, on the consumer market, and,
indeed, on the broader aspects of this nation's foreign

policy., The decision was made with little acknowledgement of
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the international cost that must be borne by other sectors of
the economy because of the decision to favor one sector.

Retailers believe that if the presently proposed
Administration plan (S, 121) is enacted, the Department of
International Trade and Industry will continue to work for
those industries that have traditionally commanded the
attention of the Department of Commerce. This plan, we
believe, will continue to shortchange retailers and the
consumer (even more in the future than we have been in the
past).

In 1962, Congress and the President agreed that no
one department could effectively coordinate the work of all
other departments on an issue of such pervasive importance,
Only the President can do so., The Congress carefully
considered the need for a united trade policy in the 1974
Trade Act, It reconstituted an office of United States Trade
Representative with Cabinet-level rank directly responsible
to the President, and with authority appropriate to that high
office,

As long as the U,S, Trade Representative has access
to the President, speaks for the President, and has
responsibility for overall administration of trade policy for
the United States, all sectors of the economy (textiles,

manufacturing, agricultural services, etc,) have an
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opportunity for their voices to be heard, and their issues to
be considered in the same forum, In addition, such an
approach strengthens the hand of our negotiators, because
foreign negotiators know that the representative speaks for
the President, -

We call your attention to the significant gains
which were achieved in the Tokyo Round: the United States
continued to pressure other nations for the development of
their markets for U,S. goods, Non-tariff barriers were
addressed, A valuation code was achieved, And significant
international agreements were made in many areas., These
gains were made possible by powerful U.S. government
leadership where our trading partners were aware that the
U.S. Trade Representative spoke for the President of the
United States., Retailers consider this a fundamental
principle that must be retained in any trade reorganization
plans, o

Let me quote - verbatim - from a paragraph on trade
reorganization from the July report of the President's
Advisory Committee on Trade Negotiations (a group appointed
by the President representing labor and all sectors of
agriculture and industry):

"The creation of a new department of

trade is not as simple as the creation of

other Cabinet-level departments might be
where a policy vacuum might exist, or
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where solely sub-Cabinet level agencies
could be merged to create a new depart-
ment, A Department of trade would
instead re-define well-established
policy-making processes and institutions,

"It would remove trade policy development
from the White House and give it a status
co-equal to, and competitive with other
Cabinet agencies, without necessarily
establishing a strong White House
coordinating agency, like the Council of
Economic Advisors, or the National h
Security Agency.

"It would also alter traditional
Congressional jurisdiction over trade
policy development. And it has the
potential of disrupting traditional lines
of communication between the private
sector and trade policy-makers,

"In addition, these changes, and the
inevitable disruption they would cause,
would occur at a time when the open
international trading system has never
been under greater challenge. And when
domestic protectionist pressures have
never been more intense.,"

o o

Retailers want to see our trade policy revised and

strengthened, The way to do it, in our opinion, is to

strengthen the current system, keep control in the Office of

the President, and improve its operation, S, 1723 is a first

step in that direction, We urge you not to diffuge authority

as proposed in S. 121,

Thank you very much,
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Senator DANFORTH. Mr. Greenwald.

STATEMENT OF JOSEPH A. GREENWALD, COUNSEL TO WEIL,
GOTSHAL & MANGES, WASHINGTON, D.C., ON BEHALF OF THE
NATIONAL RETAIL MERCHANTS ASSOCIATION AND THE AMER-
ICAN RETAIL FEDERATION

Mr. GREENwWALD. Thank you, Mr. Chairman.

Mr. Andres has presented the views of the retailers in terms of
". their practical and specific ¢oncerns. What I would like to do very
briefly, so we won’t be seeming to use an excessive amount of time,
is to present some views from my experience first as an ex-Govern-
ment official, and second as a businessman who has spent close to 5
years in Japan representing an American comgany.

First on the organizational question, you had more recent -ex-
perts in this field in your first panel. And I don’t want to go over
the ground that they covered. The only point that I would like to
make is one that Hal Malmgren made. I think it’s pretty evident
that any organization depends very much on the people who are
running it, whether they get along together, or whether they don’t
get along together. He pointed out that he goes back to an era, as I
do, when we had the USTR initially instituted in the present form
of organization and we didn’t apparently—at least as I saw it-—
have the same problems that seem to have arisen in the last 2 or 3
years.

The other points are related to Japan. I think a nuinber of
people have made the point that the establishment of a new de-
fartment is not going to necessarily solve our-trade problems, and

agree with that. I think the real lesson to be learned from Japan
is that the Japanese-have made trade a national goal: And it’s not
just MITI, but it's every agency of the Government that is looking
at the issue in a concerted and effectively coordinated way. But it
isn’t because they have the Ministry of Trade and Industry, it’s be-
cause of the priority that they give to international trade.

There is an important difference between the United States and
Japan in the priority that is given to trade and international eco-
nomic issues. One of the reasons is that a country like the United
States has larger responsibilities and it is much more difficult to
reconcile the differences. You've talked about embargoes, for exam-
ple. On the question of the pipeline, the Japanese were absolutely
amazed that we kept Caterpillar from selling equipment for the
1;:}ilpeline. And one of their companies, Komatsu, benefited from

at.

The point is that there are differences which require a coordinat-
ing function at the center, which the Japanese have, and which
any government needs.

In conclusion, the important thing is that the priority given to
the trade and foreign economic policy issues has to be higher than
it has been in the past. And that, second, authority has to be given
to somebody close to the President because in our system, no one
agency is going to be able to do that effectively.

Thank you, Mr. Chairman.

Senator DanrForTH. Thank you, sir.

[The prepared statement of Joseph A. Greenwald follows:]
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TeSTIMONY Of JosEPH A. GREENWALD, COUNSEL To WEIL, GOTSHAL & MANGES, ON
BeEnALF OF THE NATIONAL RETAIL MERCHANTS ASSOCIATION AND THE AMERICAN °
RErAIL FEDERATION

My name is Joseph Greenwald. I have recently
become counsel to the firm of Weil, Gotshal & Manges. For
almost five years prior to joining Weil, Gotshal, I was
President of the Far East subsidiary of a major U.S, company,
stationed in Tokyo, PRefore that, I was Assistant Secretary
of State for Economic and Business Affairs and held various
State Department positions for the previous twenty-five
years, )

Mr. Andres has presented the views of the Natiénal
Retail Merchants Association and the American Retail
Federation in practical terms relating to the specific
concerns of retailers, The retail industry generally agrees
with the points made by the Subcommittee Chairman, Senator
Mattingly, and others who feel the solution to our trade
problems cannot be found in the creation of a Department of
International Trade and Industry.

Rather than simply reiterate those points this
morning, I woul 1like to address myself to the proposal
before the Subcommittee from the perspectives of a
businessman working abroad and of an ex-government official,
These comments will be particularly based on my experience in
Tokyo, where I served as a member of the Board of Governors

of American Chamber of Commerce in Japan (ACCJ).
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The frustration I felt as a government official and
as a businessman working overseas was related not to the
structure of the executive branch but to the lack of a trade
and foreign economic policy which has the necessary high
priority, visibility and commitment from the President and
the Congress. Such a policy must also be clear, consistent,
continuous, comprehensive and coordinated, The need for this
kind of policy and the high priority which it must be given
are generally agreed, Indeed, the debate over the
legislation which is the subject of this hearing has
contributed to the understanding of these facts, The
sponsors of the legislation are to be commended for this
valuable contribution to the future success of our trade
policy. A

At least some of the impetus behind this
legislation has come from the contrast between the recent
success of some of our trading partners and the perception
that we have not done so well, Perhaps this contrast is
sharpest in relation to Japan., And this is probably why many
‘people have seized on the idea of a "MITI for the U,S.," or
"DITI," But it is obviously an over-simplification to think:
Japan has a MITI; Japan has been very successful; therefore,

the U,S, should have a DITI,

34~972 O - 84 -~ 10
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In my view, the real Japanese secret is the high
priority they give‘to international trade, The famous
Japanese consensus approach applies; the entire government,
not just MITI, thinks in terms of promoting Japanese trade.
To the extent that we want to learn from the Japanese
success, this total government involvement and top priority
treatment from the Prime Minister himself are the items to
emulate,

As this suggests, the key to better trade policy
formulation and implementation in the United States -- and to
the success of our businesses in the world marketplace -- is
not restructuring the executive branch., This is a side issue
which detracts from the policy question., I believe the
fundamental need is for sustained, high-level attention to
U.S. economic interests abroad. Rather than reducing the
role of a trade representative with direct access to the
President and an overall coordinating function, his position
should be Strengthened. This would improve coordination
among agencies which must continue to play an important part
in foreign economic policy development,

Of course, Japan's narrower view of its role in the
world helps them avoid some of the problems which face the
U.S: For example, the Japanese were amazed when we prevented

Caterpillar from supplying pipe-laying machinery to the
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Soviet Union -~ and Komatsu benefited. This example
illustrates certain inevitable difficulties facing the U.S.,
given the much broader U.S, defense and foreign policy
responsibilities, However, existence of these wide-ranging
interests does not excuse a confused or contradictory U.S.
foreign economic policy. Rather, it suggests the need for a
carefully coordinated, comprehensive trade policy which takes
all of these interests into account.

One avenue to achieve a comprehensive U.S, foreign
economic policy is for all agencies to give more attention to
the international aspects of their mandates. A recent move
by the Department of Commerce, without any legislation, to
consolidate the domestic and foreign trade components of its
industry divisions is a step in the right direction,

On the other hand, creating a DITI which is
apparently the repository of all of our trade interests but
then excluding from it cﬁt main export sector, agriculture,
makes no sense., The connection between wheat and soybhean
exports and our textile and apparel import policy was made
dramatically clear a year ago when the Chinese stopped buying
these agricultural products in response to U,S., demands for
excessively restrictive limitations on textile and apparel

imports from China, This example simply underscores the
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range of interests that must be considered in establishing
our trade policy.

Continuity and coherence are also important
elements of an effective U,S, trade policy. Our trading
partners feel that our policies and practices tend to
fluctuate, Sometimes we take a tough line on opening the
markets of other countries. But then the pressure fades =--
because our top people seem to lose interest, because there
are personnel changes, because other policy considerations
arise, Patience and persistence are essential for effective
policy 1mplemen€ation. Further, we sometimes fail to use the
assets we have to the best advantage -- too often giving
without getting enough in return, A separate department
competing for White House attention and interest will not,
however, produce the necessary results.

In sum, the "DITI" proposal will not solve the
trade policy problem, U.S. industry recognizes that, in
nearly all sectors, it is competing in a global market, From
the government, it needs a strengthened voice at the highest
level for coherent, comprehensive and coordinated policies
and programs, The commitment. of the President is crucial,

Establishing a new department is not the answer,
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Senator DANFORTH. Ms. Brown.

STATEMENT OF DOREEN L. BROWN, PRESIDENT, CONSUMERS FOR
WORLD TRADE, WASHINGTON, D.C.

Ms. BRowN. Mr. Chairman, I would like to read our rather short
statement into the record and Ambassador Philip Trezise, who is a
member of our board of directors, will join us in comments or dis-
cussion afterwards.

Just one word about Consumers for World Trade. We are a na-
tional nonprofit organization established in 1978 and we are con-
celiped with the consumer interest in U.S. international trade
policy. ;

The American consumer has a fundamental, pocketbook, stand-
ard of living interest in the formulation and conduct of U.S. inter-
national trade policy. Simply put, an open, liberal trade policy
makes his or her income go further and widens his or her range of
choice. Protection in all its forms cuts down consumer purchasing
power and arbitrarily limits the right to choose.

It might be supposed, therefore, that the interest of 235 million
consumers would be a priority concern of trade policy. Unfortu-
nately, that is not exactly the case. Our trade laws, which run
through scores of pages, make only glancing reference to the inter-
est of consumers. In the application and administration of these
laws, the focus tends to be on relieving particular groups of produc-
ers from the rigors of import competition. Only occasionally are
costs and benefits to consumers and thus to the whole national
economy officially calculated, and then usually by agencies other
than those in the trade policy mainstream.

If reorganization of our trade agencies could be counted upon to
bring greater emphasis on the rights and interests of consumers, a
new structure would be welcomed. The proposal before the Senate,
however, and for that matter the one before the House, promises
nothing of the sort. Rather a Cabinet-level trade department—a
Department of Trade and Industry—predictably will tilt our trade
policy more toward protectionism and further away from the true
interest of our people and our Nation.

This is a conclusion that follows inevitably when we consider the
structure of the executive branch in relation to trade.

International trade policy is a matter of concern, legitimate con-
cern, to almost all of our Cabinet departments. State, Treasury,
Commerce, Agriculture, Labor, Defense, Justice, Interior, and
Energy each can lay claim to an added interest and role. So can
some non-Cabinet agencies. So, it might be added, would a consum-
ers’ agency if consumers were officially represented in our Govern-
ment.

It is only to state a fact to say that each of the departments has
a constituency or constituencies to which it is particularly linked.
When trade policy issues arise, these constituencies and the genu-
ine interests that they represent lead to separate and often clash-
ing departmental positions. This is not unnatural or wrong or de-
monstrably wasteful. It is in the nature of our system. Arguably, it
brings better outcomes than any practicable alternative.
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The bill before the Senate essentially would strip certain func-
tions from Commerce and add to a renamed department, the
present U.S. Trade Representative’s office. The basic constituency
of this Department of Trade and Industry would be the nonagricul-
tural business community. This is not a small sector of our econo-
my and it is certainly one that has a concern for trade policy. But
it does not, by any means, span all of the interests involved in our
international trade. More than that, important groups in this one
constituency have a powerful interest in obtaining or perpetuating
restrictions on particular kinds of imports. To centralize trade au-
thority in a DITI would be to strengthen the voices of precisely
those groups most committed to protectionism.

These are not academic or hypothetical reflections. We see that
many representatives of our agricultural sector with its heavy de-
pendence on foreign markets are worried that a Cabinet trade
agency will lean in a protectionist direction. It would be imprudent
indeed for consumers not to share the unease that is felt by the
farm spokesmen,

There is, of course, a trade policy coordination problem in our
Government. In truth, there is a coordination problem in all demo-
. cratic governments. We should not be deluded into believing that
other countries manage their trade policies better than we do.
They also struggle with differing interests. Mostly, they do so less
successfuly than does the United States where the Presidency
serves more than in parliamentary systems as a point for resolving
problems in a more or less clear way. :

It seems to us that the coordination responsibility logically and
in strictly practical terms should stay where'it is, in the executive
office. The White House is the one part of the executive branch
that can be said to have a national constituency. It is the place
where interagency differences have to be settled if they are of any
real consequence. A Department of Trade and Industry will lower
the relative status of other departments in favor of the erstwhile
Commerce Department. It will not put an end to policy disputes. It
will not transfer ultimate responsibility from the Vi;hite House,
where a staff remarkably like that of the USTR will, in short
order, have to be recreated.

In brief, the proposed DITI is founded on the mistaken view that
our trade problems are primarily, or even importantly, ones deriv-
ing from organizational arrangements. They are not. And the DITI
- remedy, if we wish to have a sensible trade policy, is more mistak-
en than the diagnosis.

It is for these reasons that Consumers for World Trade opposes
the trade reorganization proposal under this subcommittee’s con-
sideration and urges you to withhold your support for S. 121.

Senator DANFORTH. Thank you. I think you have made a very
good point. Right now the way the system is supposed to work is
with a multiplicity of interests on trade policy, and we do have a
multiplicity of agencies and departments in the Government that
are concerned one way or another. With or without a Department
of Trade we are going to have a multiplicity of interests and a mul-
tiplicity of departments. We are going to have the Department of
Agriculture, the Labor Department, the Treasury Department, the
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International Trade Commission, and so on, with or without a new
Department of Trade.

The theory of the USTR is that we should have something co-
ordinating this, something making decisions. We should have a
brain coordinating the various limbs of the body. And I don’t think
that we are going to have a more coordinated effort if we lop off
the brains, lop off the head; namely, the USTR, and say, well, we
have streamlined it because we have one less agency; we put it in
with the Commerce Department. So now all we will have is Com-
merce, Treasury, ITC, USDA, Justice Department, Labor Depart-
ment, so on and so forth. I think that's the point that at least a
couple of you have made.

Senator Roth.

Senator RorH. I dor’t have any questions. I would just like to
point out we are not lopping off the head. As a matter of fact, we
are creating a new department in which the USTR will be in the
office of the Secretary. What we are trying to do is to strengthen
the organization and the back-up from the facts and figures that
the chief advocate for trade will have.

I find it to be inadequate at the current time. I agree with you as
to the importance of a consumer and the retailer as well. And it
may be that there are some things that we could do within the or-
ganization that would strengthen their voice because I think that’s
important. But I would like to point out that the legislation is to
promote trade and exports. I think that's where the real future
lies. We need a stronger voice for trade in order to bargain with
greater strength. . .

But I would welcome any suggestions of ways that we might be
able to assure that there is a more effective voice for both the con-
sumer and retailer. I would point out, though, that the role of the
White House remains the same in the sense that we strengthen the
interagency council, which would be headed by the President.
There still will be that independent voice in the White House to
broker policy conflicts and on these major issues determine what
the national policy should be. So we have not done away with that.
But I would welcome your suggestions as to how we might
strengthen your interest in this legislation.

I thank you for coming.

Senator DANFORTH. Senator Long.

Senator LoNG. No questions.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. I'm appreciative of the testimony.

Senator DanrorTH. Thank you all very much. .

The next panel is Mr. McKevitt, Mr. Turner, and Mr. Hansen-
Sturm. '

Mr. McKevitt.

‘STATEMENT OF JAMES D. McKEVITT, COUNSEL, NATIONAL
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D.C.

Mr. McKeviTT. On behalf of the National Federation of Inde-
pendent Business, I would like to read a brief extract of our testi-
mony.
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NFIB supports the concept of a reorganized Department of Trade
because the evidence shows that the current effort aimed at pro-
moting small business exports is inadequate and, for the most part,
ineffective. And it is our belief that a reorganized Department of
Trade with an office having centralized responsibility and author-
ity for assisting exports for small business is necessary, and to that
extent we have lent our support to Senator Roth and the other pro-
ponents of a reorganized trade department.

NFIB strongly believes that the newly developed trade agency
should consolidate small business export promotion efforts by desi%-
nating a deputy or assistant secretary’s office. in charge of small
business exports and trade assistance.

NFIB is concerned that the trade remedies provided to protect
against unfair import practice in current law are not helpful to
small business, and we will make specific recommendations in that
area. However, we are concerned that as currently formulated, the
emphasis of the office of small business is too heavily weighted to-
wards prevention of unfair competition from imports and inad-
equate in presenting solutions for export promotion.

The 1983 study issued by the General Accounting Office exam-
ined efforts to promote exports by small, nonexporting manufactur-
ers, in addition to which we are going to do another survey here
starting next month. The study revealed that in 1980 less than 1
percent of 3,433 firms participating in commerce trade missions
and fairs were small manufacturers who had never before export-
ed. While the Department of Commerce estimates that approxi-
mately 11,000 manufacturers are capable of exporting, indications
.are.that small business owners are reluctant to export because of
little or no knowledge of the export market or process, indifference
toward exporting, or preoccupation with the domestic market.
Many small business manufacturers consider exporting as being
very risky. This concern is borne out by several members wl.o have
exported in the past, but have encountered substantial difficulties
in obtaining payment.

In response to several of the comments made by the GAO, the
Department of Commerce began a program in 1982 to target small,
nonexporting firms. The study reveals that many small business
manufacturers and nonmanufacturers could be induced to export if
assistance were provided them in identifying markets and in ar-
ranging the necessary details. :

The study states in very succinct terms why small businessmen
are reluctant to export. First, there is clear evidence that many
small businessmen have little or no knowledge of either the export
market or the export process. Second, small firm managers are pre-
occupied with the large domestic market and do not feel the need.
to export to make profits. They lack strong motivation to export.
Lastly, some small manufacturers refrain from getting involved in
exportin%1 because it is perceived as being too risky, too complex, or
beyond their capabilities.

nclusion of an assistant secretary for small business within the
newly reorganized trade department would ensure that the duties
and responsibilities of the new DITI would be implemented to have
the widest impact on the economy. The position would greatly en-
hance the ability of this new agency to satisfy its legal require-
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ments under the Act to seek and promote new opportunities for
American products to compete in the world marketplace and to
assist small businesses in developing export markets.

Senator DanrForTH. Thank you, sir.

[The prepared statement of James D. “Mike”’ McKevitt follows:]
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* Nation Federation
of Independent Business

T Guamtar o S B s

STATEMENT OF

JAMES D. "MIKE' MCKEVITT
WASHINGTON COUNSEL

NATIONAL FEDERATION OF INDEPENDENT BUSINESS
Before: Subcommittee on Inte;national Trade of the Senate Finance
Committee

Subject: Trade Reorganization
Date: February 27, 1984

My name is James D. "Mike'' McKevitt, Washington Counsel for the
National Federation of Independent Business (NFIB). On behalf of
the 560,000 members of NFIB, I appreciate the opportunity to comment
on the proposals to reorganize the international trade functions of

the executive branch.

S. 121, the Trade Reorganization Act of 1983, outlines a very
ambitious proposal which attempts to consolidate and coordinate the
foreign trade functions of several agencies into one agency. It is
the intent of S. 121 that this one agency will coordinate the
activities of all trade functions and allow the United States to

speak with one voice on trade issues.

NFIB supports the concept of a reorganized Department of Trade
because the evidence shows that the current effort simed at promoting

small business exports is inadequate and, for the most part,
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ineffective. 1t is our belief that a reorganized Department of
Trade with an office having centralized responsibility and authority
for assisting exports for small business is necessary, and to that
extent we have lent our support to Senator Roth and the other

proponents of a reorganized Trade Department.

NFIB strongly believes that the newly developed trade agency
should conselidate small business export promotion efforts by
designating a deputy or assistant secretary's office in charge of
small business exports and trade assistance. Such office should be
empowered with the authority to act as an advocate on behalf of
small business export efforts, with the authority to intervene and

act on behalf of small business.

While S. 121 clearly assigns to the new secretary of the DITI
theAfunction of assisting small business in developing export
markets, the duties of the Director of Small Business Trade
Assistance as described in S. 121 focus on assistance in u%ilizing
trade remedies against unfair trade practices and not on export
promotion., NFIB is concerned that the trade remedies provided to
protect against unfair import practice in current law are not
ﬁelpful to small business, and we will make specific recommendations
in that area. However, we are concerned that as currently
formﬁlated, the emphasis of the office of small business 1is too
heavily weighted towards trade assistance, and inadequate in

presenting solutions for export promotion.
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Current Attempts at Small Business Export Asgsistance

NFIB supports the concept of a reorganized trade agency to fill
the need for a coordinated national approach to bromocing exports
for small business. A 1983 study issued by the General Accounting
Office (GAO) examined efforts to promote exports by small,
nonexporting manufacturers. The study revealed that, in 1980, less
than 1 percect of 3,433 firms participating in commerce trade
missions and ‘airs were small manufacturers who had never before
exported. While the Department of Commer;e estimates that
approximately 11,000 manufacturers are capable of exporting,
indications are that small business owners are reluctant to export
because of little or no knowledge of the export market or process,
indifference toward exporting, or preoccupation with the domestic
market. Many small business manufacturers consider exporting as
being very risky; this concern is borne out by several members who
have exported in the past, but have encountered substantial

difficulties in obtaining payment.

In response to several of the comments made by the GAO, the
Department of Commerce began a program in 1982 to target small,
nonexportingqfirms. The study reveals that many small business
manufacturers\and nonmanufacturers could be induced to export if
assistance were provided them in identifying markets and in

arranging the necessary details.
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The study states in very succinct terms why small businessmen
are reluctant to export. First, there is clear evidence that many
small businessmen have little.or no knowledge of either the export
market or the export process. Second, small firm managers are
preoccupied with the large domestic market and do not feel the need
to export to make profits; they lack strong motivation to export.
Lastly, some small manufacturers refrain from getting involved in
exporting because it 1is perceived as being too risky, too complex,

or beyond their capabilities.

Another study recently completed by the President's Private
Sector Survey on Cost Control also looked at the level of support the
Departament of Commerce was providing small exporters through the ITA.
The analysis demonstrated a very skewed distribution of exports by
order size. One hundred sixty orders greater than $1 million (or 2.9
percent of all orders) totalled over $1.235 billion, or 80 percent ‘
of the total value of U.S. exports. Four thousand five hundred
thirty one orders smaller than 3160,000 (or 8.1, percent of all

orders) totalled $77 million, or 4.9 percent of total export value.

The ITA reviewed these data and decided that the agency was
expending too much effort on a sector of the market that was
exporting far too little in new exports. 1In July 1982, the ITA
stated, "we have no choice but to curtail the resources expended on
marginal firms and direct our efforts to those companies who meet

the following criteria:
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1) high export demand potential,

2) high technology,

3) strong R&D programs,

4) high value added lines, )
5) strong capital structure or above average capital access,
6) high domestic market shares,

7) capability for sustained export market performance."

Very few of the descriptions given above sound like a typical

small business.

Access to Trade Remedies by Small Business

In 1982, many small business owners found.themselves facing an
array of foreign competitors who could knock their socks off when it
came to price on essentially equivalent products. The price
differences were fueled as a result of more than just labor cost
differentials; other contributing factors were an exceptionally
strong dollar, export subsidies provided by foreign governments, and
a system of duty preferences for 'underdeveloped countries' listed
under the Generalized System of Preferences (GSP), in which over 140
countries participate and are allowed to import more than 3,000

articles on a duty-free basis.

If a small business feels it is being injured by imports, it can
request an investigation by the ITC to determine if trade rules are
being violated. To obtain relief, it must attempt to demonstrate to
the International Trade Administration (ITA) and the International
Trade Commission (ITC) that subsidized imports are posing a threat

to a domestic industry. An investigation would be initiated after
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receipt by the Department of Commerce of a petition submitted by a

qualified interested party. The following is an outline of the

petition requirements:

general information on the petitioner, such as:
1. the name and address of the petitioner;

2. the industry on whose behalf the petition is submitted--
including the names of other enterprises included in the
industry; and .

3. a statement indicating whether the petitioner has initiated
proceedings pursuant to other relevant U.S. trade laws (such
as section 301).

information on the subsidy alleged in the petition, which should
include:

1. a detailed description of the imported produce alleged to be
benefitting from the payment of a foreign subsidy--including
its tariff classification under the Tariff Schedules of the
Unitgd States;

2. the name of the country or countries from which the
merchandigse is being or is likely to be exported to the
United States (or the name of the country in which it is
produced, i{f it is produced in a councry other than the
country from which it is being exported to the United States);

3. the names and addresses of the companies in foreign countries
that are believed to be benefitting from the subsidy and are
exporting the merchandise to the United States; and,

4, all pertinent facts about the alleged subsidy, including, if
known, the statutory authority or other authority under which
it is provided, the manner in which it is provided, the
manner in which it is paid, and the value of the subsidy when
it is received and used by producers or sellers of the
merchandise.

injury-related information, such as:

1. information on individual sales (including customers) and
prices thereof on sales to the United States during the
period to be investigated;
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2. the volume and value of imports of the merchandise from the
country in question during the most recent 2-year period;

3. the names and addresses of enterprises believed to be
importing the merchandise into the United States;

4, the names and addresses of other enterprises in the United
States engaged in the production, manufacture, or sale of
like merchandise;

5. information relative to a consideration of whether subsidized
imports are the cause of injury to a U.S. industry; and,

6. information necessary to substantiate a claim that "critical

circumstances' exist {n a case.

Attacﬁed is a copy of a questionnaire which must be furnished to
both the ITA and the ITC for them to consider a case of dumping
(Appendix A). 1In addition to the burdensome paperwork required, the
entire investigative procedure can take up to 10 months to conclude,
whether the case 1s brought to Commerce or to the United States

Trade Representative (USTR) as a section 301 case.

The following is a list of comments on problems brought to our

attention by NFIB members, including the states where they reside:

"Imported sailboats built in Taiwan, Canada and France. Canada
taxes our boats on import, but Canadian boats enter our market

tax free."

"Tawian boats come in tax free. French boats provide twice the
discount of domestic manufacturers to dealers because of
government subsidies." (Florida)

"Audio cassettes from Hong Kong are imported at 15 to 20 cents
per unit, cheaper than U.S. companies can produce them.'"
(California)

"The flower industry is being decimated by competition from
countries with GSP status.'" (New Hampshire)
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A manufacturer of jogging trampolines wishes to import parts and
is told he will have to pay duties on the imported parts.
However, trampoline manufacturers in Korea and Taiwan are
allowed to import trampolines duty free. (Utah)

Packaged flour tortillas producers from Mexico are allowed to
undercut prices of domestic producers because of their GSP
status. (Texas)

75% of all fasteners come from overseas. In a national
emergency we would be left with a 90-day supply. (Texas)

Establishment of an Assistant Secretary for Small Business Export

Promotion and Trade Assistance within the Department of International

Trade and Industry (DITI).

In the past, efforts to increase the level of involvement of
small business in exporting has lacked coordination between the
different agencies and an understanding of small business needs.
The Department of Commerce, through its International Trade
Administration (ITA), has made valiant efforts in attempting to
increase small business exporting, but has failled to achieve any

significant success.

An Assistant Secretary for Small Business Export Promotion and
Trade Assistance could accomplish several needed objectivesrin

attempting to reach the goal of increased exports by small business:

provide a one stop shop, where the owner of a small business who
wishes to export can go to one office and receive all necessary
information on exporting;

remove the vast maze of bureaucratic fiefdoms which seek to

exercise control over each export transaction, often resulting
in a disillusioned business owner and a lost sale;

34~972 0 - 84 - 11
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provide the necessary assistance to a small business to arrange
proper export financing, and educate the business owner in the
necessary steps to take to protect himself and his sale;

agsist small business owners in defending themselves against
unfair trade practices by foreign companies and governments by
assisting the small business in assembling the required
documentation to prove that an unfair trade practice has
occurred;

coordihate efforts of the EX-IM Bank and provide assurance that
the level of export financing assistance allocated to small
business is properly utilized; and
monitor the efforts of all the divisions within the DITI and the
other departments which are a part of the Interagency Policy
Committee to determine that trade policies which are adopted and
legislation which 18 proposed has been reviewed for its affect
on small business (e.f. tax legislation, such as the revision of
the Domestic International Sales Corporation). .
Inclusion of an Assistant Secretary for Small Business within
the newly reorganized trade department would insure that the duties
and responsibilities of the new DITI would be implemented to have
the widest possible impact on the economy. The position would
greatly enhance the ability of this new agency to satisfy its legal
requirements under the act to seek and promote new opportunities for
American products to compete in the world mafketplsce and to assist

small businesses in developing export markets.

Of further assistance to small business in a centralized office
of small business export promotion and trade assistance would be the
concept of an advocate for small business. This concept was
proposed in S. 1672, the Unfair Trade Remedies Simplification Act,

introduced by Senators Mitchell and Chaffee,
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We find the idea of a small business advocate very intriguing
from several perspectives. Under current Department of Commerce
rules, there is no oné individual empowered to act on behalf of
small business. While the ITC, ITA, and USTR are all empowered to
act on behalf of the taxpayers if an industry is being injured,
typically it is the industry which must take the initiative. As
conceptualized, an Advocate will be authorized to assist small
business in the preparation for and participation in any proceeding
relating to trade laws, and will, on his own, initiate investigations
in which, in the advocate's opinion, small business interests are at
stake. Not only would the advocate's s>ffice provide assistance to
small business in filling out forms, a function currently provided
by Commerce and the ITC, the advocatez could also participate in

arguing the case of the small business before the ITC.

This assistance and oversight regarding small business conéerns
in matters of foreign trade would prove invaluable not just to small
business, but to Commercehand government officialg. For the first
time they would have a representative with first hand knowledge of

the small business impéct in injury determinations.

It is the opinion of NFIB that a Small Business Advocate for
International Trade within the new DITI would be of great assistance

and may be the link which advocates of small business expotting'have

been searching for.
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In addition to intervening in trade remedy cases, it would be
the.function of the advocate to engage in outreach efforts by
establishing a clearinghouse for trade remedies and information to
help small businesses export. The advocate would be empowered to
bring together all the required ingredients necessary to facilitate

small business exporting. The advocate would:

1) provide to small businesses inforwation on-those countries
which might be interested in their products and provide all
the necessary information to a small business on the export
process. Necessary counseling and advice to insure export
sales would also be provided.

2) establish a clearinghouse of information on potential
markets to small businesses.

3) work with a small business to insure that the perceived
risk factor in exporting is minimized to the greatest
extent possible.

NFIB believes that increasing the level of participation by
small business in exporting will require more than just a vague
statement of principle. A small business advocate for international
trade déveloped along the lines suggested would provide concrete
asgistance. The advocate's office would be the leader in protecting
small business by helping to ensure that foreign competition is not

unfair in its impact on the small business segment of the economy.

Proposals to Resolve Small Business Problems With Trade Remedies

The following proposals for alleviating small business problems with

access to trade remedies should be enacted and under the duties and
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respongibilities of a small business advocate for exports, These
proposals were also included in S. 1672 which was introduced by

Senator Mitchell,

A. Expedited Duty Procedures

A streamlined trade relief procedure should be provided to make
relief procedures more accessible to small business. Conceptually,
a petitioner could elect a fast track procedure in antidumping
cases. This procedure would provide that Commerce make a decision
on cases 75 days earlier by removing the need for a preliminary
determination of damages. Under current procedures final
determination in an injury case can take 10 months or more. This
rule change is needed because very often a small business cannot

survive long enough to wait for a determination.

B. Change in Basis for Pfeliminary Determination

A simplified procedure which could be used by the ITC in basing
preliminary injury determinations would be of great assistance.
Under current procedures, the ITC has a very narrow and specific
method of determining injury. In making its decisions, the ITC
examines the impact of subsidized imports on the affected industry
and requires an examination and evaluation -- ''based upon the best
information available to [the ITC] at the time of the determination'
-- of all relevant economic factors and statistical indices which
have a bearing on the state of the industry. This standard has been

interpreted by the ITC as requiring exhaustive examination of all
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statistical evidence availabie on the industry. This proposal
alters the tone of the statute by basing preliminary determinations
upon "information available' at the time of the determination. This
would allow for the inclusion of information from geAetnlly

available public sources.

Both the proposal providing for a fast track procedure and the
proposal for simplification of preliminary determination of injury
would establish a new tone in Commerce dealings with small
business. The recommended revised procedures would provide a type
of regulatory flexibillty by recognizing special small business

problems in these type of cases.

C. Other Concerns -- Definition of Injury

To further advance a new tone in small business dealings with
the ITd, the following concern needs to be raised. Special
consideration needs to be given to changing the definition of injury
under current iTC rules. Currently, a countervailing duty may only
be imposed when it has been determined that a subsidized import
threatens material injury to a domestic industry. For purposes of
deternmining injury, ''domestic industry'" is defined as all domestic
producers of the like products. Under certain exceptions, the ITC

may consider the damages on a regional basis.

Concern over damages to an industry by considering the size of

the firam is not allowed under these rules. For small business, this
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approach to injury could make a substantial difference. Due to size
and other economies of scale, large manufacturers within an industry
might well be able tc survive dumping problems whicﬂ a small
business could éot withstand. However, under the ITC definition,
injury has not occurred, thereby precluding any trade remedies. The
determination of injury is made on an industry level, which is
concerned with the overall volume and price effects on an industry.
The Department of Commerce publication states, "It is important to
note that the entire industry must be found to be injured or
threatened with injury." A new approach by the ITA and the ITC is
needed which would determine injury on the basis of comparative size
within an industry. This change would promote strongly the
interests of small business owners who are so vulnerable to unfair

foreign competition.

Conclusions

NFIB reiterates its basic support for the reorganizgtion of the
trade agencies into one agency with the goal of assisting in the
promotion of small business exports and trade assistance, a function
which the existing trade agencies have fallen short of providing.

We would encourage this committee not to allow the trade
reorganization plan to become a springboard for trade protection
advocates nor for government industrial policies which would

encourage government intervention in business decisions.

1331
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APPENDIX

INTERNATIONAL TRADE ADMINISTRATION
DEPARTMENT OF COMMERCE
FORMAT FOR PETITION REQUESTING RELIEF
UNDER U.S. COUNTERVAILING DUTY LAW

The attached Format for Petition has been prepared in order to
simplify the procedure for persons seeking to file a petition for
relief under Title VII, Subtitle A, Tariff Act of 1930, as amended
(19 U.S.C. 1671 ("the Act")). The petition should contain, or be
accompanied by, information set out below, to the extent it is
reasonably available to you. Upon the receipt of the necessary
information, either in the accompanying format or structured in any
other form you deem appropriate, the International Trade
Administration (ITA) will generally be able to consider the
initiation of a countervailing duty proceeding. Such proceeding is
adrinistrative in nature and can result in the imposition of special
countervailing duties on specific imports. Imports of foreign
merchandise are liable for special countervailing duties only after:

- a determination is made by the Assistant Secretary of Commerce
for Trade Administration, or his delegate, that a subsidy is -
being provided with respect to the production and/or export of
the merchandise subject to the investigation, and

- a determination is made by the United States International -
Trade Commission (USITC) that an industry in the United States
is being materially injured or threatened with material injury,
or that establishment of an industry in the United States is
being materially retarded, by reason of imports of such
merchandise. Please note that no injury investigation by the
ITC is required with respect to subsidized imports from
non-signatory countries, with exception of certain duty-free
merchandise*,

* “Non-signatory countries” refers to countries that are not
parties to the "Agreement on Interpretation and Application of
Articles VI, XVI, and XXIII of the General Agreement on Tariffs
and Trade (Relating to Subsidies and Countervailing Measures)" -
19 CFR 355.7 (j). Non-signatory countries get an injury test on
duty free merchandise if such a test is required by the .
international obligations of the United States. (Any questions
in this regard should be directed to the Director, Office of
Investigations)
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Before completing the attached Format for Petition, applicants
should consult the Act and pertinent DOC regulations (19 CFR Part
155), USITC regulations (19 CFR Part 207), and, {f necessary,
discuss particular problems with an official of the ITA or the USITC
at the addresses and telephone numbers noted on page 3.

While this Format for Petition is intended to elicit the basic
infcrmation required by DOC and USITC regulations, under the law a
petitioner may file a petition in any form suitable for presenting
the data required. Where available, documentation supporting the
information provided should be included. Furthermore, those
completing and submitting a countervailing duty petition should
clearly indicate if information requested by the regulations or this
questionnaire {s unavailable and the reasons for such unavailability.

Information for which proprietary (confidential) treatment is
requested must clearly be marked as such on the pertinent pages with
"Proprietary Information Requested". A summary, or approximated
presentation, of the proprietary information should also be
submitted, together with a statement of the basis for the
proprietary treatment and, if necessary, why a summary or
approximation cannot be prepared. A sumnary of figures regarded as
proprietary should be provided, expressed in a range of not more
than 10 percent above or below the actual figures. An information
sheet concerning proprietary information and administrative
protective order release of proprietary information is attached.

Any information submitted in this questionnaire or in supoort
thereof, which is in a foreign language, must be accompanied by an
Znglish translation, unless Commerce waives this requirement,
following a request by the petitioner.

Completed Format for Petitioner and covering letters should be
furnished, to the extent feasible, in at least 10 copies, and should

Ybe addressed to:

Assistant Secretary for Trade Administration
U.S. Devartment of Commerce

Room 2800

Washington, D.C. 20230

ATTN: Deputy Assistant Secretary for
Import Administration

For: Director, Office of Investigations
(202) 377-5403
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If an injury determination is required, the completed gquestionnaire
sgguld be filed simultaneously with the USITC at the following
address:

Secretary

United States International Trade Commission
701 E Street, N.W,

washington, D.C. 20416

(202) $23~0280

If you have any enquires about the Format For Petitioners, please
contact the Director, Office of Investigations at the address and
telephone number above.

Senator DANFORTH. Mr. Schmitz.

STATEMENT OF HERBERT K. SCHMITZ, VICE PRESIDENT, GOV-
ERNMENT AFFAIRS, COMBUSTION ENGINEERING INC., WASH-
INGTON, D.C.,, ON BEHALF OF LABOR-INDUSTRY COALITION
FOR INTERNATIONAL TRADE

Mr. Scumrrz. Mr. Chairman, and other members of the subcom-
mittee, my name is Herbert Schmitz. I am vice president of Gov-
ernment Affairs for Combustion Engineering. I come to this ques-
tion after having spent 20 years in the private sector, 1 year in the
Department of Commerce, and 4 years in two administrations at a
special trade representative’s office.

With me is Brian Turner, director of legislation and economic
policy for the Industrial Union Department of the AFL-CIO.

We are here on behalf of LICIT, the Labor-Industry Coalition for
International Trade.

LICIT believes that a reorganization of our Government'’s trade
policy structure and function should be accomplished as part of a
total process of understanding and responding to the enhanced role
of trade in the American economy. A fundamental part of this
process should be the reform of current U.S. trade laws, including
their expanded coverage to address new problems of foreign gov-
ernment supported-and directed international competition.

We encourage this committee to undertake such reforms, and we
would be happy to share LICIT’s views on trade law reform with
the subcommittee membership.

Trade reorganization and trade law reform should be complimen-
tary actions to respond to the new realities of international trade.
Trade reorganization cannot be viewed as a substitute for trade law
reform. Both are required. It is in this context that Mr. Turner will
briefly outline LICIT’s views on the question of trade reorganiza-
tion.

[The prepared statement of Mr. Herbert K. Schmitz #hd Mr.
Brian Turner follows:]
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Statement of
Herbert K. Schmitz
Vice President, Government Affairs
Combustion Engineering, Inc.
. and
Brian Turner
Director of Legislation and Economic Policy
Industrial Union Department, AFL-CIO
on Behalf of
The Labor-Industry Coalition for International Trade
Before the
Subcommittee on International Trade
Committee an Finance
United States Senate

Hearing on Trade Reorganization Plans

February 27, 1984
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Mr. Chairman,

We represent the Labor-Industry Coalition for International
Trade (LICIT). LICIT is a coalition of corporations and
industrial unions representing a wide spectrum of American
industry and is not an official arm of any labor or business
group. LICIT's charter states that the coalition "seeks to
represent the common interest of American workers and American
business in promoting increased, balanced, and equitable trade
among all nations of the world." A membership list is attached
to this testimony.

The Labor-Industry Coalition for International Trade, in its
study, International Trade, Industrial Policies and the Future of
American Industry, argued strongly for the need to establish a
better capability to both understand the changing international
competitive situation of American industry and to formulate and
implement an effective response. A stronger voice is needed in
the Administration to focus on the international economic aspects
of securing the continual development of American industry and
employment. We have a number of concerns that we feel should be
addressed as part of any reorganization of trade functions.

These concerns include the following:

- a more active and effective participation by private
sector advisors:

- a sectoral research and 1nformat1on gathering
capability;

- greater authority for the chief trade policy official;
- a strong career service for developing trade personnel;

- a single, cabinet-level committee for interagency
coordination;

- a more effective institutional relationship between
" Congress and the trade functions of the executive
branch.

LICIT believes that a reorganization of our Government's
trade policy structure and functions should be accomplished as
part of a total process of understanding and responding to the
enhanced role of trade in the U.S. economy. A fundamental part
of this process should be the reform of current U.S. trade laws
and their expanded coverage to address new problems of foreign
government supported and directed international competition. We
encourage this subcommittee to undertake such reforms. Trade
reorganization cannot be viewed as a substitute for trade law
reform. Both are required. In this context, Mr. Chairman, we
offer these views on the question of trade reorganizaticii.
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Redefining the Role of Trade in the U.S. Economy

S e

: Before presenting LICIT's objectives for trade reorganiza-
tion, we would like to briefly summarize why we believe that
reorganization of our trade policy apparatus and the reform of
our trade laws must be accomplished together.

It has been estimated that 70 percent of U.S. industrial
production 1s now subject to international competition. In 1960,
the United States exported about 8 percent of its manufactured
output. By 1980, this ratio had risen to 25 percent.
Manufactured imports as a percent of manufacturing production
have also increased substantially, growing from under 5 percent
in 1960 to over 21 percent by 1980. It is not only the relative
magnitude of this interdependence of our ecomony and those of
others, but the rapidity of its increase in the last two decades
that has dramatically demonstrated the fact that U.S. producers
and workers compete in a world market. And, it is a world market
shaped by the policies of many governments, not just an isolated
domestic market shaped only by American policies.

Thus, trade and international economic competition are much
more important for the United States today than even 10 years
ago. The problems, challenges and opportunities presented for
the American economy call for a more coherent and effective trade
policy structure than presently exists in order to ensure that
trade promotes the strengthening of U.S. industries and the
growth of U.S. employment.

Background on Trade Reorganization

-4

One of the primary objectives of Reorganization Plan No. 3
of 1979, put into effect by President Carter, was to ensure
strong enforcement of the recently approved MTN codes. It did
this by trying to make a clear division between policy formula-
tion and negotiations on the one hand, and the operational
responsibilities of implementing trade laws and policies on the
other. The responsibility for pplicy coordination and
negotiation was placed in an upgtaded Office of the United States
Trade Representative. The opetaﬁfdhf&wa*imp&cmeneetion
responsibilities (which are staff-intensive) were placed in the
Department of Commerce. As part of this reorganization, the
administration of the countervailing duty and antidumping laws
were taken out of the Treasury Department and placed in the
Commerce Department.

At the time, Reorganization Plan No. 3 was seen as a middle-
ground position between no reorganization and a major reorganiza-
tion requiring legislation. The three years since that plan took
effect, however, have convinced many that major problems still
remain in our trade policy structure.
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The trade reorganization proposal being considered by this
subcommittee, S. 121, can be seen as a continuation of the
efforts toward consolidation and centralization of trade policy
functions that began with Reorganization Plan No. 3. The concept
behind Reorganization Plan No. 3, however, has proved to have a
number of inherent problems in actual practice.

The basic premise behind the Carter reorganization plan was
to create a strong voice for trade policy and negotiation 1n the
White House through the Office of the U.S. Trade Representative
and, at the same time, improve the implementation of trade laws
and policies by isolating those functions from policy formation
and negotiation. Thus, the Commerce Department was given
responsibility for export promotion functions, export
administration and administration of the unfair trade practice
laws (except for section 301, which remained in USTR, a symbol of
the difficulty of separating policy formation with policy
implementation). The fundamental problem with this arrangement,
as 1t has worked in practice these last three years, is that in
the real world, as opposed to on an organizational chart, policy
coordination and trade negotiations cannot be strictly separated
from operational functions of administering trade laws and
policies. For example, it was the Commerce Department (not USTR)
that negotiated a steel agreement with the EEC because of the
power it derived from its responsibility for administering the
countervailing duty and antidumping laws.

Objectively, there is a need for reorganization of the U.S.
trade-  bureaucracy. Clearly, the further consolidation and
centralization of the trade functions of the Government can be a
positive step in improving the formulation and implementation of
U.S. trade policy objectives. The Labor-Industry Coalition for
International Trade believes that reorganization efforts should
include the following components.

l. An Active and Effective Participation by Private Sector
Advisors :

A fundamental requirement of any reorganization is an active
and effective participation by private sector advisors. The
current advisory system, coordinated by the USTR, has been useful
but needs to be substantially improved. First of all the
complete separation of business and labor in the advisory process
should end. A system should be established where business and
labor advisors, at the initiative or agreement of the respective
committee chairpersons, can meet together on a sectoral basis, as
well as generally through a top-level, overall committee, to
discuss and share information on both analytical and policy
issues. .
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Secondly, the advisory system should provide for input into
section 201 and 301 deliberations from companies or unions with
experience in the relevant industry.

Finally, the advisory system should not only be integrated
into the policy formation process but also into the evaluation of
analytical work on U.S. and foreign industrial competitiveness
and the effect of foreign government trade and industrial
policies.

2. Sectoral Research and Information Gathering Capability

A reorganization of trade functions should also establish a
sectoral research and information gathering capability to assess
and evaluate industrial developments in the United States and
other countries, the industrial and trade policies of other
countries and their effect on U.S. industries, trade and
employment. :

Our Government must acquire the expertise to assess the
impact on American industries of the policies and measures that
it and other governments employ before major damage occurs to
domestic firms, workers and communities. Too often our current
trade policy apparatus only becomes involved with an industry
after U.S. producers have been adversely affected. Waiting to
respond to such a situation limits the options that can be
taken. A preventive and anticipatory approach to potential trade
disputes is called for. What is required is an approach which
consists less of after-the~-fact, reactive responses and more of a
forward-looking understanding of the operation of the world
economy in order to help promote the international competitive-
ness of American industries.

A major problem with the current conduct of our tradé policy
is the lack of timely information on the industrial economic
developments and industrial and trade policies of our major
trading partners, including the absence in our Government of any
systematic capability for evaluating implications of such
information for domestic industries and U.S. trade policy. The
development and maintenance of the capability described above
will be a vital part of ensuring that any reorganized agency will
be able to act promptly and effectively.

Section 215 of S. 121, which establishes an Office of
Competitive Analysis, meets substantially the concerns LICIT has
in this area, and we highly recommend that any reorganizaticn of
trade functions include the provisions set out in this section.
We also recognize that the Department of Commerce has already
taken a number of steps to internally reorganize itself to begin
to deal with these concerns., These steps include bringing into
the International Trade Administration divisions with expertise
in domestic industries. Also, nine industry sector units have
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been created within this new structure. Ve believe these steps
can be positive ones 1n beginning to meet some of the analytical
requirements outlined above,

3. Greater Authority for the Chief Trade Policy Official

Concern has been raised that the chief U.S. trade policy
official does not have the influence or bureaucratic clout to
effectively represent trade policy issues in cabinet delibera-
tions. Therefore, it is essential that the cabinet officer
responsible for trade policy also be given the authority for
making trade policy decisions. This chief trade policy official
should be given sufficient authority and power in trade matters
so that the cabinet position has the appropriate influence and
stature 1n the Administration. This can be accomplished by
providing the new Secretary with the current powers of the
Secretary of Commerce as well as authority to make the final
determination in Section 201 and Section 301 cases (subject to
appeal to the President).

4. A Strong Career Service for Developing Trade Personnel

If a new trade agency is to be effective, it will have to be
staffed by highly capable, experienced people. An essential
component of a new cabinet agency should be a professional career
service, Too off.en, unfortunately, actions have been taken which
discourage competent people from entering Government service and

“demoralize those who remain. Civil servants in general have been

characterized unfairly as being ineffective and overpaid. A new
Administration can bring in corps of political appointees whu are
given positions which in any other government would be filled by
experienced career officials. If no special provision is made,
any reorganized ‘bureaucracy would be staffed by political
appointees at almost all senior and middle management levels.
These people are virtually precluded from having directly related
experience because of conflict of interest rules. A continual
turnover in all the policy level positions will bring a lack of
continuity and organizational purpose. This sytem will mean that
U.S. trade negotiators increasingly will not have the background
or experience that is required to effectively represent U.S.
interests.

Almost all other major trading partners the United States
negotiates with have government officials who spend their entire
careers learning their profession. Within the Japanese
Government, international trade negotiations are conducted by
senior officials of the Ministry of Foreign Affairs or Ministry
of International Trade and Industry with up to 25-30 years of
experiéficé. These people are the product of a selection process
which begins by picking the finest university graduates and then
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promoting only the best of these individuals based on actual
performance over time. This kind of approach typifies the
European community as well as Canada, Korea, Mexico and Taiwan.
It 18 also the case with most senior officials of international
organizations such as the GATT and OECD.

If a new cabinet agency is going to be effective in
international negotiatipns and trade policy development, it must
be staffed by a corps of highly qualified and experienced
personnel, who take a long run view of U.S. negotiating
objectives. This can best be accomplished by a professional
career service that would enlist the best university graduates,
provide adequate compensation and ensure that these people are
promoted to senior positions with negotiating responsibility.
The career service could extend up to the Deputy Assistant
Secretary level.

Section 241(e) of S. 121 provides for a report containing
recommendations for "the establishment of a trade personnel
system." LICIT believes that legislation reorganizing trade
functions should contain provisions for a career service, instead
of waiting for consideration of studies on the subject that
postpone any action on the issue for years.

5. A Single Cabinet-Level, Interagency Committee

The discussion and review of international economic policy
(not only trade policy, but exchange rate policy, international
financial issues and other ¢« onomic matters affecting trade) on
an interagency basis should be performed at the cabinet level.
This should be carried out by a single committee which should be
supported and have issues coordinated by a small, independent
staff in the White House. Having the interagency coordination
performed in the White House will maintain the overall political
and broad~based perspective on trade policy issues. A single
committee will avoid duplication of effort and confusion that now
exists with many interagency committees involved with trade
policy formation. The establishment of a Council on Inter-
national Trade, Economic, and Financial Policy in Secc1on 266 of
S. 121 meets the concerns of LICIT on this issue.

6. A More Effective Institutional Relationship Between Congress
and the New Agency

There should be a strong institutional relationship between
the executive branch agency and the Congress achieved through
regular reporting requirements and frequent and timely
consultations on important policy initiatives and decisions.
This should be done not only to emphasize the important role of
Congress in determining the trade policy of the United States,

34-972 0 - 84 - 12
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but also to ensure an effective working relationship between the
Congress and the Executive Branch. Again, S. 121 provides for
regular reporting and consultation requirements by the
Administration's trade policy organization to the appropriate
committees of Congress.

Conclusion

Mr. Chairman, on behalf of LICIT, we hope the enumeration of
these objectives for reorganization will be both useful and
helpful to you in the consideration of legislative proposals on
trade reorganization. Let us emphasize again the importance
LICIT attaches to the relationship between trade reorganization
and trade law reform. Both of these legislative programs are
necessary and complementary parts of the process of redefining
the role of trade, and therefore the importance of trade policy,
to the American economy.

Thank you, Mr. Chairman.

1WAN30:1c
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STATEMENT OF BRIAN TURNER, DIRECTOR OF LEGISLATION
AND ECONOMIC POLICY, INDUSTRIAL UNION DEPARTMENT,
AFL-CIO, WASHINGTON, D.C.

Mr. TurNER. Mr. Chairman, I would like to summarize briefly
six basic provisions which LICIT believes should be included in any
trade reorganization. And a number of these are already addressed
in S. 121. A more complete discussion of these suggestions is con-
tained in our written testimony.

No. 1, we believe—and this based to a certain degree on our ex-
perience in the Labor-Industry Coalition for International Trade—
that there should be a much more active and effective participation
by private sector advisors both in trade policy development and de-
cisics making. This should include the opportunity for joint meet-
ings ~f business and labor advisers, something which now cannot.
take place, as well as input by relevant sector advisory committees
in 201 and 301 cases.

No. 2, we believe that a very important part of any reorganiza-
tion is the strengthening of the information gathering and analytic
functions in the administration of trade and industrial matters. We
need an ability to analyze and cvaluate developments at home and
abroad as they are occurring or as we can see them on the horizon
rather than waiting until after some sector has suffered damage,
perhaps irremedial harm as a result of then passed events, to
which we have to react. Provisions in S. 121 providing for an office
of competitive analysis go very far in this direction.

No. 3, and perhaps most important from the point of view of or-
ganization, we would like to see a greater focusing of authority in
the hands of the Secretary of International Trade and Industry so
that his ability or her ability to negotiate internationally and to
represent the interests of industrial development and industrial
competitiveness can be adequately and fully represented. So we
would like to recommend that authority in final decisions in sec-.
tion 201 cases as well as section 301 cases that now rests with the
President should be brought .to the Secretary, of course, with
appeal to the President as may be necessary. .
b nglz have three other recommendations. Let me mention them

rie

No. 1, that. there should be greater provision for a career service
so that we can have full scaled professional expertise as all of our
competitors do when it comes to international trade negotiations.

Second, we want to endorse the idea of a unified cabinet level
interagency body to consider international trade finance and com-
petitiveness issues. S. 121 in providing for a counsel on economic
trade in economic and financial policies provides a very valuable
suggestion in that regard.

Third, we very much endorse the idea of a strong working insti-
tutional relationship between Congress and the executive branch in
the development and execution of trade policies.

Thank you. We would be happy to answer any questions.

Senator DaNForTH. Thank you, sir.

Mr. Hansen-Sturm.
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STATEMENT OF CORD D. HANSEN-STURM, MEMBER, GOVERN-
MENT AF#AIRS COMMITTEE, U.S. TOUR OPERATORS ASSOCIA-
TION, NEW YORK, N.Y.

Mr. HANSEN-STURM. Thank you, Mr. Chairman, members of the
committee. My name is Cord Hansen-Sturm. I am representing the
Government Affairs Committee of the U.S. Tour Operators Associa-
tion.

Senator Danforth, I would like to respond to your yuestion to the
first panel: “Are all other countries of foreign trade regimes oper-
ated in a more coordinated way than our own?”’ Senator Roth, I
will also respond to your and Bob Hormats' observation that the
current U.S. trade system is not dealing effectively with the issues
of the 1980’s.

All witnesses have cited agricultural exports in some way as the
trade sector in which we are the most successful. Agriculture is No.
1. Perhaps that is because the U.S. Government and the grain com-
panies and other farm exporters market the Nation’s agricultural
products internationally hand in glove. Perhaps our agricultural
trade sector is more competitive because the executive, the Con-
gress, and the farm community have devised highly integrated poli-
cies, programs, and institutions.

The U.S. Government is an advocate of agricultural exports, not
a dispassionate honest broker. Institutions count. The trade system
works well for agriculture today. It does not work as well for travel
and tourism.

The No. 2 and No. 3 U.S. exports are travel goods and travel and
tourism services. They are the issues for the 1980’s. A trade giant
in its own right with better immediate prospects for expansion
than any other U.S. industry, the human dimension in internation-
al travel places it on a plane above all other trade issues. The 50
million international travelers crisscrossing our borders each year
who conduct the foreign trade and other foreign relations of our
Nation are not inert goods or abstract services, but the practition-
ers of civilization.

But all is not well in the Nation’s primary international informa-
tion industry. For the last several years, America has lost interna-
tional travel market shares. There has been an ebb tide of jobs,
business, currency, and foreign influence.

The U.S. travel system is an integral part of a much larger
global travel system in which the U.S. firms play a substantial
role. The United States is radically changing its domestic travel
system through deregulation, while the international system re-
mains as highly controlled and operated by governments as before.
The global system is not an open system for travel trade. However
lean and efficient our U.S. private travel firms are becoming in do-
mestic competition against each other, in the international arena
they are still competing against nation states.

There is a rapidly widening regulatory systemic gap which can
only be bridged by active foreign trade policy leadership, backed by
trade program organizational muscle, and close cooperation be-
tween government and the private sector. The facts show that ex-
isting institutions, policies, and programs are inadequate.
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The proposed Department of Trade and Industry, which would
include the Unjted States Travel and Tourism Administration as a
principal trade organ, will merge existing organizations in a way in
which the whole will exceed the sum of its already existant parts.
It will strengthen the travel industry. -

Senator DANFoRrTH. Thank you.

[The prepared statement of Cord D. Hansen-Sturm follows:]
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My name is Cord D. Hansen-Sturm. I am representing today the Government
Affairs Committee of the United States Tour Operators Association, the leading

wholesale trade organization in the travel industry.

In hearings before the Senate Foreign Relations Committee 30 years ago,
travel trade expert Somerset Waters made a suggestion we would 1ike to reiterate
today:

"In view of the importance of tourism as one of the leading factors in
foreign trade, it would seem appropriate for Congress to ask the Executive
Branch of our government why so little is being done to encourage tourism."

The author of that remark used the term "tourism" interchangeably with “"travel”,
since they both refer to the flow of people across borders for temporary stays for
economic, scientific, poh‘tica'l, cultural, educational, journalistic, and recrea-

tional purposes.

Travel and tourism is the second leading factor in world trade and the third
largest export from the United States. It is far and away the largest industry in

the services sector of the U.S. and the world economy. Furthermore, the international
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travel system -- comprised of transportation, lodging, food service, entertainment,
travél goods, wholesale and retail and personal services sectors -- provides a major
part of the economic information infrastructure which sustains all other forms of
international trade. Travel is a trade income and job producing giant in its own
right but, more signi:icantly, travel provides vital information input to other
foreign trade sectors. Travel, along with telecommunications and print, is one of

the three pillars of the American information society.

Although the worldwide travel and tourism industry is highly regulated, the
United States has undertaken a policy of unilateral deregulation. This rapidly
widening international regulation gap increasingly separates U.S. domestic travel
trade from international travel trade. If American firms are to remain internaticonally
competitive, a bridge must be provided by strong foreign trade policy leadership,
backed by trade program organizational muscle, and close cooperation with the private

sector. -

Since 1982, the United States Trade Representative and the Department of
Commerce have made great strides toward the development of cooperation among govern-
ment agencies and between the government and private‘séctors. Unfortunately, in
spite of this new spirit of cooperation, the United States-has continued to lose
international market share in the travel sector. We are not doing nearly enough to

stem this ebb tide, this outflow of business and currency.

As the single most promising U.S. export sector and as the overseas information
infrastructure on which all U.S. foreign tréde_énd invesim?nt is dependent, the
travel and tourism industry deserves and requires more trade policy astention than
it has been getting. Given the extraordinary potential for traveltdevelopment and
the complex, regulated nature of the global.travel system, it is naive to think, as

some still do, that international travel requires less policy attention than other

/i
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trade sectors. We urgently need an international travel trade strategy based on

increased cooperation between the government and the private sector.

The human factor in international travel places it on a plane above all other
trade issues., The 50 million Americans and foreigners who annually shuttle across
our borders represent more than inert goods or abstract services; they are the
living practitioners of civilization. The business of moving, housing, feeding,
and otherwise sustaining these people who conduct the international affairs of
America is of vital importance. Foreign travel has not only economic, but cultural,
scientific, political, and national security dimensions. And the freedom to travel

is a right guaranteed in the Constitution.

Most of the barriers to international travel are best approached as bilateral
and multilateral trade problems. Barriers that cannot be reduced by negotiation
can also be countered by more effective marketing of the USA as a travel destination.
This is the rationale for including the United States Travel and Tourism Administration
as a principal trade organ in the proposéd Department of International Trade and

Industry.

We believe that the new trade organization would merge the strengths of the
United States Trade Representative and the Department of Commerce in a way in which
the whole will exceed the sum of its already existant parts. It will facilitate a
synthesis of foreign travel mgrketing and negotiating functions, eliminate some

redundancy among agencies, and strengthen the coordination of policy.

Because there are so many competing national teams in the international travel
policy arena, the U.S. team needs a strong captain.

*kkk



182

Senator DANFOrRTH. Mr. McKevitt, I think that your testimony
contains a non sequitur——

Mr. McKEevirt. OK.

Senator DanForTH. 1 think that what you have said is that the
Department of Commerce has not done a very effective job of pro-
moting U.S. exports, therefore, we should fold the USTR in the De-
partment of Commerce in order to improve U.S. exports.

Mr. McKEevirr. The problem that the Department of Commerce
has had in the past is it has had too much of a diversified function,
whether it's a business, census, you name it. Within Commerce
over the years, whether it's the ITA shop or the other section over
there, I don’t think there has been much of a thrust.

But the other problem you have is that you have all these differ-
ent departments focusing in on it. You have got the Small Business
Administration who has got a trade shop. You've got Exim now as
a requirement on trade. And the problem that small businesses
have as they look at this new book that they have seen—Wiley &
Sons book on Washington’s best kept secrets—is where do they
start? Maybe Commerce needs to improve, but what’s Exim’s role
on this situation? Now I think they are a little bit confused on it.

I think if you had a central function within DIPI it might do a
lot to resolve this by creating, for example, an assistant secretary’s
slot for export development for small business and also to have an
advocate’s role as well.

Senator DanrForTH. Well, we are going to continue to have the
Treasury Department and the Eximbank and so on. It just seems to
me that you put too much stock in moving the big boxes around on
an organizational chart.

Mr. McKEevrrt. Well, first of all, 'm not trying to buy this thing
lock, stock, and barrel. We did poll our members on this recently
on the concept of centralization for efficiency., I don’t pretend to
say that this is going to solve the problem for us. I'm not here to
state that.

Senator DANFORTH. For education or energy.

Mr. McKEeviTt. Pardon me?

Senator DaANFORTH. It did not work for education or energy.

Mr. McKEevirr. Well, hopefully, it will work for us because the
fact is I think we need to get much more involved in it. We have
about 10 percent of our 560,000 members who are manufacturers.
And as pointed out by the GAO study and by Commerce’s study, a
minimal amount of them are involved. Now somebody is just not
getting the word out. Now if we have Commerce, have SBA, and
different ones with different pro%rams, I think it creates confusion.
I think if we had one shop in DITI focusing on it, with this aspect
of export promotion, I think that it might be a step in the right
direction.

Senator DANFORTH. Senator Roth. :

Senator RotH. It’s not an accurate description to say that we are
just pouring the USTR into the Department of Commerce. We are,
in effect, creating a new department that is going to have a
changed role, and new responsibility. And I agree very much with
you gentlemen when you say that in beating the problems that we
face in international trade and competition that it is a many-fold
problem. I agree that at the same time we restructure we do have
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to do something about trade policy. One can’t accomplish it without
the other. And I think that’s the key point that must be under-
stood. It is going to take a combination of factors to make this
country really competitive and in a position where we won’t have a
$100 billion deficit in trade and loss of jobs. But instead we will
have a positive picture. And I agree with you on tourism. I think
this country has, in the past, totally underestimated the opportuni-
ty for jobs and revenues return through travel and tourism related
activities.

The thing that I think is important to understand is that this
country really has not placed the proper priority on trade, and the
role that this government should play in encouraging foreign trade.
In fact, if you look in the past, up to fairly recently we have not
been very helpful.

Mike, it has been almost impossible for small business to com-
pete in world markets because we weren’t organized or structured
to do it. So I'm not here to say that this organization will in and of
itself cure all of our problems. But it seems to me that it is focus-
ing attention with the kind of structure that will enable us to
better meet the problems of the eighties and nineties. And I think
the testimony of all four of you is very helpful. On your five points,
as you say, we have incorporated some of them. But we would ap-
preciate any further fine-tuning that you think might be necessary
in the area before we bring it to the floor.

Gentlemen, I don’t have any particular questions. Do you have
any further comments that you would care to make?

Mr. McKevirr. Well, Mr. Chairman, I would just make one com-
ment. I don’t think it’s a luxury any more for small business to get
involved in international trade. I think it’s a necessity.

Senator RotH. I couldn’t agree more with you. And the fact is
over in Japan those small businesses have had that capability. But
because of our laws and policy and the inability of a one-stop shop
for trade programs, if you want to put it that way, we've made it
impossible for our small business.

Well, gentlemen, we look forward to working with you. And I ap-
preciate your taking the time to be here with us today.

[Whereupon, at 12:04 p.m., the hearing was concluded.]

[Th‘;e ]following communications were made a part of the hearing
record.
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The American Soybean Association appreciates the opportunity to offer
its views on the proposal to-establish a Department of International
Trade and Industry. We ask that our statement be submitted in the

hearing record.

The American Soybean Association is a national, volunteer, non-profit,
producer-controlled, single commodity association organized to assure
the opportunity for a profitable soybean industry. ASA is supported
by more than 450,000 soybean producers who voluntarily invest in ASA
programs through 24 separate statewide soybean checkoff programs. ASA
seeks to maintain soybean profitability through its foreign market
development, research, producer and public information, and government

relations programs.

Few industries are as dependent on international trade as the U.S.
soybean industry. Simply, exports are the lifeblood of the U.S.
soybean indﬁstry. U.S. soybean farmers sell 55% of their production
into the export market either as whole beans, soybean meal, soybean
0il or myriad other products. With a 1982 export value of over $8.4
billion, the soybean complex is America's largest agricultural export
earner and one of the top export earners of all sectors. Thus,
soybean producers have great interest in U.S. trade and export pol-

icies.

It is with reluctance ASA must strongly oppose S. 121, the proposal of
Senator Roth and the Administration to establish a Department of
International Trade and Industry (DITI). We have long appreciated

Senator Roth's support for our industry and his recognition of the
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need for the U,S. to establish an aggressive export policy. We
certainly recognize that his efforts on behalf of a Department of
International Trade and Industry stem from his concern for an

aggressive U.S. trade posture and an increase in total U.S. exports.

Nevertheless, ASA does oppose the trade reorganization proposal. Our
opposition centers on the fact that the reorganization would result.in
the Office of the U.S. Trade Representative being transferred from the
Executive Office of the President to a proposed Department of
International Trade and Industry. We have no concerns with, and in
fact we endorse, all other provisions of the proposal as long as USTR
remains intact in the Executive Office of the President and retains
its current responsibilities and authority. At ASA'B annual meeting
in early August in Nashville, more than 260 ASA farmeé voting

delegates unanimously approved the following policy on the issue:

“"ASA supports continuation of the Office of the U.S. Trade
Representative in the Executive Office of the President as the
primary office ot trade negotiations and trade policy development
for the U.S., and urges that this function not be shifted to the
Department of Commerce or any other department.”
From our perspective, it seems the dissatisfaction with the current
trade policy mechanism within the U.S. Government is centered in the
industrial sector and in the services sector. Agriculture has, in
general, been very pleased with how USTR and the Department of Agri-
culture have responded to our trade policy concerns and export promo-
tion needs. The concerns of the non-agricultural sectors seem to
center on a lack of responsiveness to their needs by the Department of

Commerce. Trade has never been a major focus of the Commerce Depart-

ment, and those export promotion p:ograms that are in place have never
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been as successful or as well supported as the programs offered by
USDA. Whether or not it is justified, the Commerce Department has
long been regarded as a bloated, tortoise-like agency which has not

met the neads of the sectors it is supposed to serve.

As noted earlier, we heartily endorse streamlining and increasing the
efficiency of the Commerce Department by transferring several of its
functions to other departments. Clearly, the non-agricultural sector
deserves to have an agency that can focus its attention on trade.
However, we see no reasons which justify transferring USTR to a
streamlined Commerce Department and undermining USTR's impartiality
with respect to the agricultural sector. It would seem to us the
first priority should be making the Commerce Department into an agency
which achieves its current important trade mission for its constituen-

cies, not broadening its role,

The Office of the USTR has the respect and support of the agricultural
sector because it has proven over the years to be an impartial,
responsive agency staffed by conscientious, talented professionals and
directed by highly respected USTRs., Bill Brock, Bob Strauss and
Reubin Askew have been very responsive to American agriculture and
they have also had national stature and access to the President. We
bglieve the success of the Office of the U.S. Trade Representative has
been its White House affiliation and the fact that it is responsible
only for overall trade policy development and negotiations. It does
not have a responsibility to promote one sector's exports over anoth-
er. The Office of the USTR is viewed as the honest broker, an impar-

tial coordinator of a trade policy which is best for America as a



whole, not for its parts.

It is important to understand why American agriculture sees the need
for an impartial USTR. While over one-fourth of American jébs are
tied to the food and agricultural sector, the fact remains the
non-agricultural sector is much larger. American agriculture cannot
afford to be put in a position where the industrial sector has a
political wupper hand in formulating overall U.S. trade policy.
Several members of the Committee are undoubtedly aware of how soybean
exports to China were held up for over six months because of a dispute
between the U.S. and China over U.S. textile import quotas. When the
U.S. failed to grant quotas on textiles large enough to suit the
Chinese, the P,R.C. responded by ceasing to purchase U.S. soybeans,
wheat, cotton, corn and synthetic fibers. That situation was a
perfect case where agriculture paid the cost of protecting an
industrial sector. With the Office of the USTR as an arm of the White
House charged only with formulating an overall trade policy, we have

felt more secure our interests would be treated fairly.

Under the proposed trade reorganization, the U.S. Trade Representative
would be the Secretary of the Department of International Trade and
Industry. In addition to formulating overall national trade policy as
USTR, the same individual in the role of Secretary of the Department
of International Trade and Industry would be responsible for promoting
the economic health and export performance of the industrial sector.
In our view such an arrangement would destroy the impartiality of the
Office of the USTR and result in its beind more responsive to the

needs of the industrial and service sectors than to the agricultural

e
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sector. We know many claim that impartiality could be maintained, but
most of those making éuch a claim are in the industrial or services
sector. Would those same people believe the imbartiality of the
Office of the USTR would be maintained if it were transferred to the

Department of Agriculture? We think not.

We appreciate Senator Roth's efforts to prepare a working draft
substitute for S. 121 which attempts to satisfy some of the concerns
of the agricultural community. Those changes, however, do not over-
come our basic opposition to shifting the Office of the USTR to a
revamped Commerce Department. As long as the USTR/Secretary of the
Department of International Trade and Industry would have the respon-
sibility for promoting industrial trade, we cannot support the pro-

posal.

In addition, we believe it would tend to create a more protectionist
stance on trade policy as the USTR/Secretary of the Department of
International Trade and Industry would reflect more of the thinking of
the relatively less competitive industrial sector, rather than the
relatively more competitive agricultural sector. We believe moving
the Office of the USTR to a department from the Executive Office of
the President downgrades trade policy rather than upgrading it. In
the Executive Office of the President, the USTR has power to arbitrate
among departments. In a department it could not arbitrate, but
instead would be just another department. How can moving the chief
trade policy spokesman out of the White House to a department across
town make a President pay more attention to trade? Finally, we ask

what is wrong with the current situation? From our perspective the

34-972 0 - 84 - 13
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Office of the USTR secms to be doing a good job in formulating overall
trade pclicy. If the industrial sector is displeased with the ser-
vices it is receiving it should focus on the Department of Commerce,

not the Office of the USTR, to find the problem.

We urge the Congress to leave USTR alone to perform the functions it
was assigned when created by the Congress. In turn, we urge the
Congress to focus the mission of the Commerce Department on promoting
industrial and services trade by transferring unrelated agencies to
other departments. We urge that the USTR be made a member of the
National Security Council and be given an office in the West Wing of
the White House. An interagency trade committee should be established
with the President as Chairman and with the USTR as Chairman pro
tempore. Most importantly, we urge the Congress to support exports.
Instead of attembting to restrict imports, the Congress should be
promoting exports by offering adequate export financing and by putting
real pressure on our competitors to end their subsidies and open their
markets, America was once competitive in all sectors and it can be

again, but it will require national attention to make it so.
ASA sees the trade reorgnization proposal as negative to agriculture's
interests and counter to the long-term interests of America. We urge

the Congress to alter the proposal in the manner we have suggested,

Thank you.
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Trave! Industry Association rogaL St Fspnone
of America %;a;énmon pe 293 1433

March 16, 1984

The Honorable John C, Danforth

Chairman, Subcommittee on
International Trade

Committee on Pinance

U.8, Senate

washington, D.C. 20810

Dear Chairman Danforth:

The Travel Industry Association of America (TIA) appreciates
this opportunity to set forth, for the record, its views
with respect to 8., 121, legislation to create a new Department
of International Trade and Industry.

TIA £1i11s a unique need in the travel industry that stems
from the industry's own diverse nature, Our membership
is drawn from the airlines, attractions, hotels and motels,
travel agents, tour operators, convention and visitors
bureaus, state iovernmont travel offices, food service
establishments, intercity bus and rail lines, and other
components of the travel industry.

Tourism in America is served by nearly a million differsant
businesses that offer a wide range of services to the
traveler. Some of these businesses are organized nationally
b{ industry component and are represented by trade associations
that promote and protect their specialized interests)
however, to represent the broad base of tourism, the 7Travel
Industry Association of America deals with isasues of interest
and concern common to all in the travel and tourism industry.

Few of the industry's concetns are more important or affect
the industry more broadly, than the critical role the
United States Travel and Tourism Administration (USTTA)
plays in market:ing the United States as a travel destination
for international tourists.
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The higtory of the national tourism policy legislation
movement has been long and arduous, beginning in 1974
when Senate Resolution 347, cosponsored by 71 Senators,
authorized a national tourism policy study. 1In 1977,
the national tourism golicy study issued its report and
recommendations, which included results of a series of
extensive regional and national meetings to assegs the
needs of the travel and tourism industry. These meetings
were attended by nearly 300 public and private sector
industry leaders. The culmination of this investment .
of time and cost in terms of extensive hearings and detailed
private and fublic input took the form of the National
Touriem Policy Act of 1981, which designated USTTA as
its principal instrument of policy implementation.

Mr., Chairman, we have reviewed this history in order to
put into perspective where we stand today with regard
to 8., 121, which proposes the transfer of USTTA to the
new Department of International Trade and Industrf and
the forefront of international trade policy. In addition,
the legislation provides for an Under Secretary for Travel
and Tourism in the new department -~ a position established
by statute in the National Touriem Polioy Act of 1981
(PoL, 97-63)., 8ince a large proportion of U.8, trade
is travel and tourism, we are in agreement with our affiliate,
the Travel and Tourism Government Affairs Council, that
the proposed transfer of USTTA and the attendant position
of Under Secretary for Travel and Tourism to the new department
is logical and appropriate.

Travel and Tourism is now the largast services sector
export (excluding U.8, foreign investment income) and
the third largest source of export income. In 1982, inter-
national visitors to the United States spent over 811
billion, generated $640 million in federal tax revonue
and supported 300,000 American jobs. Over 20 million
foreign vieitore arrived in the U,8, in 1982, and every
54 of ;heao international travelers accounted for ohe
new job.

It i8 now the second largest retail industry in the United
States, In 1982, the industry generated $194 billion
in receipts and $20 billion in federal, state and local
tax revenuaes, It directly employs 4.5 million Americans
at every level of skill and indirectly provides another
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2,2 million supporting jobs. There are over one-half
million U.8, businesses serving the traveler and nearly
all are small businesses (as classified by the Small Business
Administration). \

Clearly, USTTA's revenue~-producing international travel
promotional programs constitute a rational government
policy that contributes to the viability of hundreds of
thousands of small businesses and, perhaps more important,
supports executive branch and congressional efforts to
minimize and to reduce unemployment, to generate additional
federal revenue, and to improve our balance of payments.
Yet USTTA, our primati instrument of national tourism
policy implementation, has lacked the federal institutional
support necessary and appropriate to tourism -- our most
lucrative service export.

The USTTA's objectives are baslcalli threefold:s to promote
the U.8., as a travel destination through the development
and implementation of a competitive markating plan; to
act ag a catalyst in the identification and elimination
of international barriers to tourism and otherwise represent
tourism interests in the coordination and formulation
of relatdd federal policy; and provide a framework for
the cooperative partnership of business and government
to achieve these goals through data collection and analysis,
technical information exchange and training and education.

This partnership is oxomflitiod by the recent initiative
undertaken hy TIA to assemble a panel of top~level marketing
executives to develop a recommended marketing glan for
USTTA. The International Marketing Plan Development Committee
began drafting initial strategies which will ultimately
be expanded into a comprehensive plan and submitted to
Congress, the Administration and USTTA this spring. These
efforts represent a promising beginning, if not a remedy
for all that has plagued the implementation of an effective
and viable tourism polioy.

We believe 8, 121 represents not only the first step in
dovologing and implementing a goordinated approach to
federal trade policy, but a new awareness of the economic
contributions of all international trade -~ goods and
services. The enactment of this legislation will ultimately
usher in a new, more competitive era in international
trade policy and begin to focus some much-~needed attention
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on industries, like tourism, with truly exceptional e):onomic
potential,

It is for these reasons that the Travel Industry Association
of America supports 8, 12). At your request, we will
be happy to provide you or your staff with any additional

information you may need. .

Sincerely,

L

' W
William D, Toohey ;

President

WDTs8r
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U.S. Council for an Open World Economy

INCORPORATED

7216 Stafford Road, Alexandria, Virginia 22307
(202) 785-3772

\ #

\
Statement submitted by David J. Steinberg, President, U.8. Counpil
for an Open World EBconomy, to the Subcommittee on International
Trade of the U.8., Senate Comittee on Finance in hearings on 8.121
(as reported the Senate Committee on Governmental Affairs), a
bill to ectablish a Department of International Trade and Industry
as an executive department of the government (March 1984)

(The U.8. Council for an Open World Beconomy is a private, non-
profit, public-interest organization engaged in research and public
education on the merits and problems of dovoloping an open inter-
national economic system in the overall national interest. ‘The
Council does not act on behalf of any private or other special
interest.) .

U.8. trade policy, and the U.8. administrative structure in
this policy area, are in a serious state of unpreparedness. There
is urgont need for close coordination of all government functions
relat ng to international trade, for upgrading trade expansion and
liberalization to a high priority in the nation's objectives, for
making a convincing conmitment to totally free and totally fair
international trade, and for ensuring that the U.8. cconon¥, indeed
the econ of every state in the Union, adjusts successfully to the
new realities of international competition and interdependence.

Creation of a Cabinet-level Department of International Trade
and Industry (by this or similar name), primarily combining the:
functions of the U.8, Trade Representative (STR) and the tradee.
related responsibilities (as amplified) of the Department of Come
merce, is not the answer, nor even a step in the right direction.

It would be illulorx to expect that such reorganization would cone
tribute significantly even to the objectives which supporters of
such a proposal havae declared as their purpose. Other departments
of government, equal in stature to tho.gropo:cd new department and:
in some cases possessing influence unlikely to be neutralized or
exceeded by a "new boy on the block", would and should retain sig~
nificant interests in international-trade issues affecting their
basic responsibilities. The Cabinet officers hoading these depart-
ments may be expacted to bring their views on these issues to the
President if such recourse is deemed necessary. Placing the Sec~
retary of International Trade and Industry in virtual charge of

a new Cabinet council on international trade, economic and financial
policy (as the bill proposes) would not ensure the effective coordi-
nation that is 8o essential and which the bill‘'s supporterxs envision.
Nor would creation of the new department be sufficient to dramatize
the importance of international trade to the nation's economic via-
bility., nor would the proposed structure ensure that trade policy
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would have its proper place in govu'mut handling of overall for-
eign economic policy. Nor would it ensure (it would in fact de~

- tract from) adequate govornmnt planning for the kind of trade-
policy strategy to which the government's best efforts must urgent-
ly be directed =~ namely, a definitive, deliberate, free-trade
strat in foreign economic policy, backstopped by a suitable
redevelopment, full-employment strategy in domestic economic

poliay.

A President who wants to elevate trade policy to the priority
it merits, and to eliminate "turf® confusion and duplication in
this field, can do so under the present structural set-up. “Turf”
confusion and duplication cannot be eradicated under the present
structure, nor would it be eradicated under the bill establishing
a doguﬂunt of international trade by one name or another, unleas
the President so fashioned his involvement in this policy area as
to accomplish such reform., If government reorganisation is to be
undertaken in this area, it should pe nothing less than the kind
of reorganisation the nation u:gontly needs -~ the one best cal~
culated to secure the trade-policy objectives that beat advance
the total national interest. ‘

The key role in advancing this policy strategy must be lo-
cated, not in a “"regular® department of government, but in the
Bxecutive Office of the President. 8imilarly, the key role in
advnncing the domestic-adjustmeut strategy needed to backstop
a properly crafted trade policy must also be in the Executiv
Office of the President. The regular Cabinet departments will
have more than enough to do carrying out their special duties
in the various sectors for which these agencies are basically
responsible. It is obvious from 8.121 that the Secretary of’
the proposed Department of International Trade and Industry
would have a heavy load of important responsibilities in the
wide zange of trade promotion, industrial assistance and other
functions entrusted to this Department outside the trade negotia-
tion and other overall trade-policy responsibilities the bi
would assign to the Secretary of this Department. . -

Although the Office of the U.8. Trade Representative, located
in the Bxecutive Office of the President, is not now performing
adequately in trade-policy planning in the atrategy sense I have
advocated (the fault is frig\atuy an inadequate mandate from the

ace wvhere such planning should bes directed
and coordinated. To remove STR from the Executive Office of the
President ind-place it in the proposed department of international
trade in addition To-all the other duties entrusted to that depart-
ment would be to weaken the- ident's capabilities for the kind
of trade-policy planning in which he-urgently needs to be involved

e

in the total national interest. .
~~,,“‘”M~”

The Px;uidone should upgrade trade policy, in the context of
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upgrading foreign economic policy, to a priority equal in stature
to national security in policy planning. This should be reflected
in formation of an inter-agency council on foreign economic policy,
o?uivnlone in stature to the National Security Council. Reorganiza-
tion along these lines should be given a statutory base as soon as
possible. The strugture I propose would be significantly different
from that provided in Section 266 of 8.121. Among other drawbacks,
Section 266 assigns the Secretary of the proposed department major
responsibilities beyond trade policy per se and which should not
b‘m‘i%"t‘m of the head of a department of international trade

a stry.

With the President serving as chairman, the council's chief
ogoueiom officer should be an executive vice~chairman who is not
also the head of any togulu Cabinet department. The executive
vice-chairman, who should have Cabinet rank and whose appointment
should be subject to Senate confirmation, should aiso have the
post now occupied by the U.S. Trade Representative. A special
deputy should concentrate on the trado-ncgotheinq segment of
the executive vice~chairman's responsibilities. The council
should be more than a coordinating body. It should be a foreign-
esconomicepolicy planning board in the full sense. 1Its priorities
sheuld include (a) planning for a free~and-fair-trade charter ine
volving the United States and as many other economically advanced
countries as care to participate with us in a free trade area, (b)
related reform of the international monetary system to, inter alias,
ensure equitable exchange rates, and (¢) a well-designed foreign-
aid program aimed at ralsing living standards and purchasing power
in the world‘'s poorest countries. All these policy ingredients,
incidentally, are essential but rzuuy neglected components of
an effective export-expansion poliay.

The council should submit an annual report to Congress on
progress and problems in this policy area. The report should be
the subject of incisive Congressional hearings.

Government reorganization affecting international trade should
also include formation of an inter-agency council on national econ-
omic development, equal in stature to the council on foreign econ-
omic policy and the nNational Security Council. With the President
serving as chairman, the council's chief operations officer (with
Cabinet rank) should be somsone not occugyinq any other govern~
ment post. The appointment -should be subject to Senate confirma-
tion. The council's responsibilities should include coordination
of government efforts geared to omuring that a free-trade strategy
fully benefits the U.S8. economy, advancing the best interests, not
only of the nation as a whole, but of every state in the union. The
council should submit an annual report to Congress on the adjustment
achievements and problems of the American econcmy. The report should
be the subject of incisive Congressional hearings.

'Ono of the major functions of the Department of Commerce in
this context should be primary responsibility for the government's
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role in doing what it is appropriate for government to do in help-
ing U.8. industries adjust to the rapidly changing forces of inter-
national competition. The Department's key responsibilities in
export expansion and industrial adjustment should be underscored
by designation of an Undersecretary for Bxport Expansion and an
Undersecretary for Industrial Development and Productivity.

While I support a first-class industrial analysis function
in the Department of Commerce (enc ssing the duties outlined
in 8.121's section concerning an Office of Cumpetitive Analysis),
I do not support the proposed establishment of special ernment=
business-labor councils on an ad hoc basis to address the issues
revealed in the industrial studies produced such an office.
There should be industry~labor advisory committees on a continuing
basis with respect to every industrial sector deserving incisive
government attention.
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National grange

1618 H STRRET, N.W. N0y WW”»Q.D?Q 20006 (208} 8282807

Edward Andersen, Master

March 9, 1984

Honorable John C, Danforth, Chalrman

Subcommittee on International Trade .
Committee on Finance

United States Senate

Washington, D.C. 20810

Dear Mr, Chalrman:

The Trade Act of 1962 established the Office of Speclal Trade Representative
(STR) in the Offlce of the President. Congress, In thelr wisdom, placed the
office responsible for International trade negotiations in the White House to in-
sure that that offica had direct access to the President. Congress also deter-
mined, In establishing the STR, that such an office, separate from any other
federal department or agency, be an "honest broker" between divergent inter-
ests on U,.S. international trade policy. The National Grange believes Congress
was right In 1962 and would be right today In reafflrming their bellief by turning
back any effort to establish a new Department of Trade with responsibllity over
the international trade policy of the United States. Since the passage of the
Trade Act of 1962, there has been seversl attempts to reorganize the Interna-
tional trade functions of the federal government into a separate department with
cabinet rank -- each has falled as should S.121 and S§.21,

The attempt of the present Administration to reorganlzation the trade function
of the federal government started during the transition from the Carter Adminis~
tratlon, At that time it was observed that having the United States Trade
Representative attached to the Office of the President ballooned the White House
staff beyond the number which the transition team of the Reagan Administration
found acceptable. it was, therefore, proposed to reorganize the International
Trade functions of the federal government by transferring out of the White
House, the STR and his staff and place them In the Department of Commerce.
Because of strong objections from Congress, farm organizations, Including the
Crange, the plan was dropped.

However, during the last year legislation has been Introduced by Senator Roth
(S$.121) and Senator Moynihan (S.21) which would establish a new Department

of 'll'rac:oi_ Eha legisiation Is now pending before your subcommittee on Inter-

national Trade.

The Natlonal Grange wishes to thank the Senators for thelr leadership In
focusing debate on the Importance of international trade to the nation's economy
and for thelr continued efforts to develop a more coherent and effective U.S.
trade policy. It Is because of our high regard for these two outstanding
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Senators that we reluctantly oppose both efforts to create a new department
of trade. We oppose a new department of trade for the following reasons:

1. A large bureaucracy, particularly one bullt around a Department of Com-

merce which Is traditionally and appropriately oriented to be an advocate of

business (non-agricultural) Interests, could not be as open and receptive to

agricultural views as USTR has been over the years. Even with a high-level
agricultural leader within such a department, a bureaucratic bias toward Its

historic Interests would prevail.

2, Effective trade policy coordination based on consistent and clearly defined
objectives can be achleved only to the degree that the President assigns high
priority to International economic as well as political issues, and to the efficien-
cy of Congressional oversight responsibilities. A strong U.S. Trade Repre-
sentative within the White House is as able ur more able than an equally strong
Secretary of Trade to Influence the President appropristely. Furthermore, it
would seem obvious that Congressional oversight of trade policy forumulation
and coordination Is simplified by dealing with a smaller USTR group than with
a large Trade bureaucracy. -

3. Speclal Interests have sometimes In the past found special sympathy In a
business-oriented Department of Trade (e.g., the recent damage to U.S. agri-
cultural trade opportunities in China brought about by over-responsiveness to
the Department of Commerce's textile constituency). These special relationships
are so deeply entrenched that there is fear they would lead to further damaging
protectionist steps which would bring about retaliation, disrupt world trading
systems and thereby severely hurt both our agricultural and our national Inter-~
ests. The stronger influance in trade matters of what is now a Department of
Commerce could thus pose a threat toward shrinking rather than expanding
world trade and U.S. export opportunities.

4, Reorganization would not do away with conflicting interests of various
sectors of government and privata traders. The coordinating process would
merely be shifted to another arena. Long-standing agricultural apprehension
that the political concerns of the State Department would: be glven undue
weight would be revived.

5. Preoccupation with trade reorganization at this time may diminish the govern-
ment's efforts to deal adequately with the many cruclal and unresolved trade
problems which must be glven full and undivided attention by key trade offi-
clals who are now distracted by the reorganization debate.

The reorganization plans recognize :he continued nead for a higher level coor-
dinating capacity within the Execucive Office of the President. The suggestion
now that a small White House staff handle "trade Issue coordination" is pre-
cisely what USTR was created by Congress to do, Thus, instead of working
with existing structure of USTR, the Administration's plan would replace It with
a group of a different name, but with the same function. Congress Is, In fact,
being asked to trade names In the box, while losing its statutory adviser pro-
vided In the 1962 Act.

U.S. agriculture has consistently opposad the Idea of a Department of Trade
as the answer to our complex and difficult trade problems. Reorganization
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would 'not reduce these complexities, It would merely shift the balance of interests
in a way which would not serve either our agricultural or our national trade
Interests., We respectfully urge your opposition to such proposals.

We would appreaciate this letter being made a part of the hearing record.

Thank you.

Sincerely,
MM@’V '
Edward Andersen, Master
The National Grange
EA:khv

cc: Members of the Senate
Finance Committee
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March 19, 1984

The Honorabie Willtam V, Roth, Jr.
ngt Senate Office Building

1
Washington, D.C. 20510

Dear Senator Roth:

During the hearing of February 27 on the Trade Reorganization
Act of 1983, you asked Consumers for World Trade (CWT) for
any suggestions we might have: “to provide a more effective
voice for both consumers and retailers" in matters of trade
policy, As %ou know, in the testimony which I presented, CWT
opposed S, 121, .

Although we do not believe that S. 121 is the proper vehicle

to improve the existing trade structure and reinforce our
government's open trade policies, CWT does have serious con-
cerns about the lack of mandate in our trade law to take into
account the impact of trade policy on consumers. To that end,
we have prepared proposed legislation to modify the Trade Act
of 1974 (see attached) so that tha ITC, not the President,
would be responsible for calculating and assessing the costs

to consumers of increases in protectfon, This would presumably
rasult in more thorough and professional analysis of such costs;
inject consideration of this analysis at the be?inntn of the
process; make 1t part of the public record, as it would be
fncluded in the Commission's report to the President. In addi-
tion, 1t would open the analysis to the scrutiny and criticism
of outside professionals; alert ?roups 1ikely to be hurt in
advance and butter sensitize legislators, the medfa and the
public that there are costs fnvolved,

I hope this proposed bi1l will be of interest to you and
would appreciate any comments you may have.

Sincerely,

::S%r.¢4a~ C;n (;;gfoth---

Doreen L, Brown
President

DLB:k



208

RS FOR. | \

NSUMERS FOR_
~WORLD TRADE
1346 Connecticut Avenue NW A BILL
™
02
185483 To require that, before the President determines whether to

provide import relief to a domestic industry under section
'202 of the Trade Act of 1974, the Unfted States International
Trade Commission shall estimate, and the President shall take

into account, the effect of such relief on consumers.

Bo it enacted by the Senate and House of Representatives of

the United States of America in Congress assembled,
\)
In subparagraph (A) of section 201(d){1) of the

Section 1,
Trade Expansfon Act of 1974 (19 U.S.C. 2251(d)(1){(A), fnscii the

following after "injury":

"and estimate the effact of such

Durecions
e e on private and fndustrial consumers, fncluding the price
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v b b and avaflabilfty of the imported article and the Vike or

{ncrease or imposition
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R ey Section 2. In paragraph (4) of section 202(c) of the Trade

o Expansion Act of 1974 (19 U.S.C. 2252(c)(4)), strike the
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e e o parentheses and the language therein and substitute ",
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