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CANADIAN AUTOMOBILE AGREEMENT

FRIDAY, JULY 19, 1968

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.O.

The committes met, pursuant to notice, at 10:16 a.m., in room 2221, -
New Senate Office Bui dinF, Senator Clinton P. Anderson presiding.

Present: Senators Smathers, Anderson, Gore, Hartke, and Curtis.
. Senator AnpersoN. This hearing will come to order.

This hearing has been called to enable the Committee on Finance
to inquire into the operation of the Canadian Automobile Agreement.
This agreement has been in effect now for 3 years. Pursuant to law,
the President has submitted to Congress two annual reports describ-
ing the operation of this agreement. The second annual report in-
dicates the favorable balance of trade in the automotive industry was
less than Congress anticipated at the time legislation was enacted
to implement the agreement.

At Senator Gore’s resit‘xest the staff of the committee summarized the
second annual report. This summary is published on page 74 of the
record of the hearings before this committes on foreign travel tax
legislation. A statement responding to the staff’s summation, pre-
pared by the executive branch, is also published in that hearing. I
%lhinlg it might be well to have these documents printed in today’s

earing,
Thg documents referred to appear as appendix A, p. 61.)
enator ANDERSON. By the terms of the a%:‘eement a review of the
operation of the agreement must be undertaken by this country and
anada this year. Perhaps it would be well for the administration
witness this morning to report to the committee on the progress of this
review.

Our first witness this morning will be the Honorable Julius L, Katz,
Deputy Assistant Secretary of State for Initernational Resources and
Food Policy. He will be followed by spokesmen for the major auto-
m(()lbile companies and by a witness representing the automotive parts
industry.

Mr. {gatz, we welcome you.

(1)
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STATEMENT OF JULIUS L. KATZ, DEPUTY ASSISTANT SECRETARY
OF STATE FOR INTERNATIONAL RESOURCES AND FOOD POLICY;
ACCOMPANIED BY EDWARD G. SMITH, DIRECTOR, OFFICE OF PRO-
DUCER G00DS, BUSINESS AND DEFENSE SERVICES ADMINISTRA-
TION,” DEPARTMENT OF COMMERCE; AND EDGAR I. EATON,
DIRECTOR, OFFICE OF FOREIGN ECONOMIC POLICY AND EXECU-
TIVE SECRETARY, AUTOMOTIVE AGREEMENT ADJUSTMENT
ASSISTANCE BOARD, DEPARTMENT OF LABOR

Mr. Karz, Mr. Chairman, I am pleased to have this opportunity
to discuss with your committee the operation of the United States-
Canada Automotive Products Agreement. This agreement has now
been in effect for 314 years, In that timie major strides have been made
toward the objectives stated in the agreement.

—the creation of a broader market for automotive products
within which the full benefits of specialization and large-scale
production can be achieved.

—the liberalization of United States and Canadian automotive
trade with respect to tariff barriers and other factors impeding
trade to enable the industries of both countries to participate on
a fair and equitable basis in the expanding total market of the
two countries.

—and, the development of conditions in which market forces
may operate effectively to attain the most economic pattern of
investment, production, and trade.

Progress in this initial period under the agreement has been im-
pressive. We have had:

—substantial progress toward the rationalization of produc-
tion and the integration of operations by parts and vehicle
manufacturers,

—an enormous expansion of trade between the two countries
in automotive products.

—increased employment in both countries in automotive
production.

—agreement by labor and management to achieve by mid-
1970 wage parity between United States and Canadian workers in
automotive production.

—and a significant narrowing of the disparity in prices of
automobiles in the two countries,

~¥
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Mr. Chairman, because I wish to keep this statement brief, I will
not here describe the unique characteristics of the North American
automotive industry nor repeat the background of events which led
to the conclusion of the automotive agreement. These points were
described in detail in the hearings before this committee in 1965 and
they are summarized in the first and second annual reports of the
Kresident on the implementation of the Automotive Products Trade

ct.

I do, however, wish to address myself to a nufhber of criticisms that
have been directed at the agreement. I would like to discuss these
i}riticisms and then respond to any questions the committee might
1ave.

EMPLOYMENT

It has been suggested that employment in the motor vehicle indus-
try has declined in the United States while employment in Canada has
increased. These effects have been attributed to the operation of the
agreement. In fact, Mr. Chairman, employment in the motor vehicle
and equipment in(fustry has increased in both countries. In chart I,
you will see that from 1964 to 1966 average amniial employment in the
United States increased by 108,000 workers from 753,000 to 861,000.
In Canada in this period, em]go ent increased by 15,000 workers
from 69,000 to 84,000. In 1967, U.S, employment declined to an annual
average of 816,060 but this was due to the protracted strike at the
Ford Motor Co. in September and October 1967 and, more impor-
tantly, to the 13 percent decline in U.S. motor vehicle production in
1967. In Canada, employment declined by about 1,000 workers in 1987.
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Mr. Karz. If Kou will again look at chart I, you will see that the
loss in 1967 has been recovered. Employment in the first 5 months of
this year is at a level of 868,000, or 33,000 higher than the comparable
period in 1967,

Mr. Chairman, the figure on the chart shows only 865.4 thousand.
That has been revised upward to 868 thousand with the acquisition of
more recent data.

It was recognized at the outset that the agreement might result in
some dislocations to firms or workers in the industry ; therefore, a spe-
cial adjustment assistance program was provided in the Automoétive
Products Trade Act. Through June 1968, no firms, and only a very
small portion of the workers in U.S. automotive plants, were dislocated
and applied for adjustment assistance. Approximately 2,500 workers
have been certified by the Automotive Assistance Board as eligible for -
adjustment assistance. Only 1,850 of these workers actually applied for
and received benefits. Most of these were either recalled bfv‘ their former
employers or found new jobs within a short period of time. At the

“present time, less than 300 are still drawing benefits.

The automotive industry is one which normally has large fluctua-
tions in employment because of both annual model changes and sensi-
tivity to market conditions. During the 3 years 1965-67, there were
almost 400,000 workers laid off in the U.S. industry for one or more
weeks but only 2,500 could trace their layoff to the operation of the
agreement.

In Canada, where a somewhat similar adjustment assistance pro-
gram has been offered, there have been as of April 30 of this year
applications for assistance by some 8,400 workers and some 6,000 have
been certified eligible. Employment in the Canadian automotive in-
dustry is about one-tenth of that in the U.S. industry.

Since there may be further dislocations as a result of the opera-
tion of the agreement—however few in number, and we do not an-
ticipate that there would be very many—the President recommended
in his trade message of May 28, 1968, that the adjustment assistance

rogram be extended for 3 more years and included such a provision

in the proposed Trade Expansion Act of 1968,

TRADE BALANCE

Another criticism leveled at the agreement is that it has been re-
sponsible for the disappearance of our trade surplus. In testimony be-
fore this committee in 1965, administration witnesses estimated that
the U.S. export surplus in automotive trade with Canada would con-
tinue at approximately the half billion dollar level which then existed.
This estimate was based on a projected 8 percent annual growth rate
in the number of automotive units sold in Canada. This projection was
considered to be realistic in the light of the very high rates of growth
which had prevailed in Canada over the previous 5 years.

What in fact happened

The trade surplus has not disappeared.

Chart IT shows the growth of automotive trade with Canada in the
period 1964-67. As you can see the increase in trade has been spec-
tacular. From total trade of $730 million in 1964 the trade increased
to about $314 billion in 1967. Our exports alone grew from $650 million
in:1964 to over $2 billion in 1967,
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Mr. Karz. This does not include U.S. exports of other nonautomo-
tive products such as machinery, chemicals, paint, et cetera, which
have increased appreciably, but which cannot be measured precisely in
relation to the agreement.

A further chart which, Mr. Chairman, you don’t have before you
but we have on the easel shows the growth of trade in this 3-year

eriod, showing the exports, imports and the area between represent-

ing the surplus.
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Mr. Karz. In 1985, our export surplus increased by about $100 mil-
lion to $682 million. In the 2 years after 1965, the trade surplus has
narrowed, This narrowing has resulted primarily from the fact that,
not only has the Canadian market not grown as it had in earlier gears
and as we had anticipated, but has actually declined. Sales in 1966 in-
creased by only one-half of 1 percent over 1965. In 1967, sales fell b
3 percent over the previous year and in the first 4 months of this
year motor vehicle sales showed only a 1 percent rise over the same
period last year. ,

This is shown in chart III, which is a table comparing actual rates
of growth of sales of automotive vehicles in Canada with the surplus.
You see in 1965 the large increase in sales arid a large surplus. Actually
it went up about $100 million from 1964. The market declined since
that time as did our trade surplus.

CHART 11.—GROWTH RATES OF CANADIAN RETAIL VEHICLE SALES AND NET
UNITED STATES-CANADA AUTOMOTIVE EXPORTS

Net US.
Annual growth  automotive

e o)

2.5
3.6
25.1
18.7
13'3 'sssz 4
323 szsig
1.0 ﬁgis
13,9 oo
~to..i

1 Based on United States and Canadian Import statistics.
3 Not avaifable.

My, Kartz. Just as a parenthetical note, Mr, Chairman——

Senator SmarHers. I apologize for getting here a little late and
somezof this I don’t understand but the agreement took effect in what
year

Mr. Karz. 1965, sir.

Senator SaatHers, In 1962, the annual growth you have on the
chart was 25.1 percent. Isthat what they sell to us?

Mr. Karz. No, sir, Those are sales in the Canadian market; that is,
that represents the increase in the Canadian market alone.

Senator Curris. Sales by whom?

Senator Smariers. Selling to themselves or selling to someone else
Who is selling to whom ¢

Mr. Karz. Canadian dealers selling vehicles—automobiles and
trucks—to Canadian purchasers.

Senator Symarners. So these are just Canadians selling to
Canadians.

Mr. Karz. Yes, sir. and of course this may include U.S. products.
This is without regard to the origin of the product.

Senator Sxariers, In other words, in 1962, there were a lot of cars
that Canadians sold to Canadians, no matter where they came from—
an increase of 25.1 percent over the previous year. But this dropped
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off to 18 percent in 1963, down further to 9.6 in 1964; in 1965, when
the agreement went into effect it went up to 14.6 and the next year it
dropped off to just a half a percent. The next year after the agree-
ment they didn’t increase their sales at all ; they had a minus 8 percent.

Mr. KaTz. Yes, sir, I would like to make clear this follows to some
extent the pattern of the market in the United States. You may recall
that 1965 was a very good year for sales of automobiles in the Unitéd
States, In 1966 it dropped off somewhat. In 1967 I believe there was
a decline of almost 2 million automobiles conipared with 19685,

Senator SmaTHERS. So what you are saying is that the Canadian
Auto Agreement really had no appreciable effect either way.

Mr. KaTz. On sales. ‘

Senator SmaTHERs. Is that right?

Mr. Katz. Yes, sir, on sales to consumers. This represents sales to
consumers, and what this chart is intended—

Senator SmaTHERs. Who élse do you sell to if you don’t sell to con-
sumers? What are you talking about? You say sales to consumers,

Mr. Karz. I am trying to show in this chart the relationship be-
tween the growth of the market in'Canada and our export surplus.
The reason for that relationship is that since Canadian production
of vehicles and parts, automotive products, is increasing, unless sales
also increase in the Canadian matket, our export surplus or the amotint
of exports that we direct toward Canada as compared with our im-
Sorts will hot be maintained at the same rate, because Canadian pro-

uction will be capturing an increasing share of the market.

If the market, however, grows, and we estimated in 1965 that if the
Canadian market grew by 8 percent, our surplus would be maintained
at about a half billion dollars.

‘What this chart shows, Senator, is that our estimate was wrong.
The Canadian market did not grow by 8 percent. In fact it declined,
and our export surplus therefore declined also.

Senator Smarners. All right, sir. Thank you. Excuse me for inter-
rupting. .

genator AnpErsoN. You said it did operate in the same fashion in
this country.

Mr. Karz. Yes, sir, our market shows a somewhat similar trend.
That is; the sales fell off in 1966 compared with 1968, and fell off
further in 1967, )

Senator ANDERSON. Do you recommend any change in policy on
that basis? -

Mr. Katz. No, sir, because I think the sales in the market really
are not a function of the agreement. They are a function of consumer
demand, and to some extent of fiscal policy, credit policy.

Senator Anperson. All right. ;

Senator HartkE. Mr. Chairman, may I ask a question? Mr. Katz,
with reference to the chart, you have referred to an annual growth asa
percentage. Does that represent only Canadian growth?

Mr. Karz, Yes, sir. It is the growth of the Canadian market
compared with our export surplus.

Senator Harree. And what are you trying to show by use of the
chart? Have you covered that in your statement yet?

Mr, Katz. Yes, sir, I believe T have.
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Senator HArTKE. The average export surplus to which your refer;
that is, the export surplus for parts—are you trying to show that there
has been an increase in export of parts to the United States or just
to Canada?

Mr. Karz. Sir, that represents all automotive trade taken together,
that is cars, trucks, commercial vehicles, and parts. The colitiin on the
right represents the excess of our exports over our imports.

enator HarTKE. I thought when this agreement went into effect
that its purgose was to increase the overall growth rate not alone in
the United States but the growth rate inside Canada as well, Wasn’t
that the purpose of the agreement?

Mr. Karz. Yes,sir, I think one of its 6bjectives——

Senator HArTRE. And it failed.

Mr, Karz (continuing). Which I referred to in the first part of
my statement was the creation of a broader market.

Senator HArTkE. I thought you just said a moment ago that this
wasn’t the purpose, Now is it or is it not the purpose?

Mr., KaTtz. I said that was one of thé purposes.

Senator HARTKE. I believe you said that a growth or increase in
sales was the purpose.

Mr, KaTtz. I said one of the purposes of the agreement was to create
a broader market for automotive produets.

Senator HArRTRE. As Senator Smathers said, the market has to be
sales and sales have to be to consumers. I thoug’ht, you agreed that the
purpose of the agreement was to increase sales growth, but then you
said earlier that it was not the pur;'mse of the agreement to increase
sales, Can you distinguish that point ]

Mr. Katz, Yes, sir. I don’t believe I made the last statement. I said
that I didn’t attribute the decline in the market, either in the United
States or in Canada, to the operation of the agreement. Rather I think
that is the result of credit policy to some extent. I think there are also
some cyclical factors involved in this,

Senator HArTKE. Credit policies of which country ¢

Mpr. Katz. I think of both countries, sir.

Senator Hartge. And what do you mean by that ¢

Mr. KAtz I mean higher interest rates.

Senator Harrke, Higher interest rates.

Mr. Karz, Yes, sir. )

Senator Harrre. Followed by what? You said credit policy. There
are high interest ratesin both countries. )

Mr. Karz. I think as a matter of fact interest rates have certainly
increased.
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Senator HArTkE. I know they have increased, but is that the policy
of our country?

Mr. KaTz. I'think to some extent it is.

Senator HARTRE. You said policy.

Mr. Katz. To some extent it is, sir, when the Federal Reserve decides
to increase the rediscount rate. I believe that is a matter of policy.

Senator HArTEE. That is here. Now, what about Canada?

Mr. Karz. There have been somewhat similar developments in Can-
ada. There have been inflationary trends in Canada which the Govern-

* ment there has attempted to deal with by increasing discount rates.

Senator HArRTKE. Let me tell you, Mr. Katz, what——

Mr. Katz. And also there have been some tax increases.

Senator HArTKE. I do not want to get off on another subject but I
want to tell you where you are running into difficulty with your own
administration. The fact is'that there has been this great outery about
excessive growth in the economy, overheating of the economy for which -
a tax increase was enacted to cool it down. Now you come here, you
see after the tax increase is enacted and you tellus, in effect, that there
has been a substantial drop in sales and growth in oneof the major in-
dustries in the United States. I don’t want to pursue this this morning.
I will come back to'it at a later date but I want to show that the right
hand of the Government ‘doesn’t know what the left hand is doing.
This is what some of us have been saying for soine time. The deeper
you make this hole for yourself the more difficiilty you cause for the
administration. Ultimately it shows what a great contradiction in
policy we have in this Government. ,

Mr, Karz. Senator, I am trying hard not to dig myself into a hole.

Senator HARTEE. You are not digging yourself a hole, You are dig-
ging a hole for the administration as regards its contradictory policies
of economic growth and taxation.

Mr. Karz. I am going to try ver‘vﬁl hard to avoid doing that, too, but
all I have been trying to say is that as a matter of fact sales have
declined.

Senator SyaTHERs. Sales of automobiles have declined ¢

Mr. Karz. Yes, sir; and I think you can see that on the chart that
we have gllst put up on the easel. |

In 1964 there were 8.9 million vehicles sold in the United States,
in 1965 it went up to 10.3. In 1966 it went down to 9.9, and in 1967
it droi)ped to 9 million, or as I earlier had said almost 2 million,
actually it was about 1.8 millionless than it was in 1965.



NORTH AMERICAN VEHICLES'
RETAIL SALES

United States Canada
1964 8,967,900 657,600
1965 10,302,000 753,800
1966 9,995,800 757,600
1967 92,091,400 738,400
1967 (Jan .-April 1967) 2,964,000 249,000
1968 (Jan .-April 1968) 3,427,800 250,200

Vehicl es assembled in U.S. and Canada.

Gl
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Mr. Karz. In Canada the trend has been slightly different. As you
see, 1t went up in 1965, it went up slightly, uctuaﬁy one-half of one
percent in 1066 and then dropped in 1967. May I continue my state-
ment, Mr. Chairman ¢

Senator Hartke. May 1 go back for a moment? When this agree-
ment was placed bofore the Senate, it was represented that it would
increase the ultimate growth in the automobile industry, not alone
in Canada but in the United States, isn’t that truef

Mr. Katz. No, sir.

Senator Harrke. No, that isnot truet

Mr. Karz. No, sir. I think that was not the primary purpose of the
agreement.

Senator Harrkr, Was that the stated——

Mr. Karz. One of the objectives was to oreate a broader market, and
I think in fact that we werse thinking of increased growth in Canada,
but we did not oxpect that the agreement could affect growth very
much in the United States. We were talking about a bronder market
for automotive products.

Senator Hartke. A broader market. What is a broader market?
A bronder market means more sales, more production, doesn’t it$

Mr. Karz, Yes, sirj and we were thinking primarily of the Cana-
dian market. We felt that thore was real potential for expansion of
the Canadian market, where second cars were not as prevalent as they
were in the United States, which had shown very large increases in
growth in prior years.

As wag shown in chart TIT, from 1062 to 1065 the rates of growth
in Canada were very largo. There still is & great deal of potential for
expansion of the automotive market in Canada, and it is that that we
were thinking of.

Senator HARTRE. Yes. Just 50 we are clear, you say expanded growth
was not the purpose, but this was the intended result, is that right?
Mr, Katz. One of the objectives was a broader mar’ket; yes, sir.

Sonator ANpersoN. Continue with your statement.

Senator Harrke. Mr, Chairman, I would like to do that. But M.
Katz is back into a situation where I think it is very clear that his
statement is inconsistent with representations of the administration
when the enabling legislation to img]emant this agreement was before
this committee in September of 1985. I refer to the transcription of

.those hearings at page 149 where then Secretary of Commerce Con-
ner stated, in answer to a question propountded by Senator Douglas,
that the purpose of the agreement was to increase growth and sales.
I quote Secrotary Conner:

Yes, sir, We think that is as it 1s now projected that there will be an increased
growth in the Canadlan automobile market of about 8 percent a year compared
with the expected growth in the United States of, say 8 percent a year, but in
making that estimate there ia the expectation that over a period of time, particn-
larly after the transition perlod, automobite prices in Canada will be more nearly
approximate to the prices of automoblles in the United States.

In other words, there will be a downward trend in prices. Those
are the statements from Mr. Connor. But what you are saying here—

Mr. Karz, I don’t disagree with that at all, sir.

Senator Harrke, What you are saying is this is what you expected,
and now you are telling us that your expectations didn’t come true,
and you are explaining why they didn’t come true, is that right?

97-634 0—08—2
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Mr. Karz, Yes.

Senator Harrke. All right, then I will be glad to stop.

Senator Saarrers. Could 1 add one question?

What you are saying is that the reason they didn’t come true was
because of the general economy of both countries, that it is down in
both countries, is that correct ¢

Mr. Karz. l}es, sir; and I would make the additional point that we
are dealing with a very short period of time here, We are dealing
with 3 years, and I think if you trace the pattern of sales back over a
decade or more, I think you will find that there is a kind of a cyelé in
this industry. fhem is a spurt in sales and then they tail off, and then
they go on'to new and higher levels. 4

&nator Saaruers, In other words, you are still optimistic even
though the figures at this moment don’t support that?

Mr. KaTz. Yes, sir; Tam,

Senator SaraTHers., But the actual figures don’t show that what was
expected by Secretary Connor acttisilly materialized. The figures don’t
bear out his optimistic approach toit.

Mr. Karz. Yes, sir.

Senator SmaTHers., You are justifying it on the general economy
gith respect to automobiles in the Western Hemisphere, which was

own,

Mr. KaTtz. Yes, sir.

Senator SmMaTHERS. Is that what you are saying

Mr. KaTz. Yes.

Senator SmaTHERs, All right.

Mr. Katz. Mr. Chairman, I would like to make clear that all of
the trade figures I have referred to and those which are shown on
the charts we have exhibited are on an import-import basis. In other
words when we speak of U.S. exports we are, in fact, using Canadian
import data. As was pointed out in the second annual report of the
President and in the analysis of that report prepared by the staff of
your committee, we believe that the import-import figures most closely
and accurately measure automotive trade between the United States
and Canada.

PRICES

Another complaint directed at the agreement is the fact that prices
of automobiles in Canada continue to be higher than identical models
sold in the United States., I might add here that this is a complaint
which is more often heard in'Canada than in the United States.

At the time the agreement was concluded, there was a substantial

rice differential between cars sold in the United States and those sold
in Canada. This resulted from the higher cost of production in Canada.
It was expected that the operatjon of the agreement would lower costs
in Canada over a period of years and that the price differential would
be steadily narrowed. ' ‘

The differential has, in fact, been narrowed but not yet eliminated.

Price comparisons are at best difficult because of changes in optional
clzguipment, ealer pricing pra‘ctices, and year-to-year model changes.

owever, taking factory list prices of three representative models,
leaving aside the different United States and Canadian excise taxes,
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we find that between 1964 and 1967 the differentials in the case of one
model has been reduced from 9.6 to 5.7 dpercent.

Senator HarTrE. Mr. Katz, can you identify what model that was?

Mr. KaTtz. Yes, sir; I can, That is a four-door sedan, six cylinder
glth &',omparable standard equipment in the United States and in

anada.

Senator HarTrE. What model, what make car ¢

Mr. Karz, Senator, we don’t have it here. We can supply that for
the record. This is taken out of the second annual report on pages
40,41, and 42.

Senator ANpErsoN. The Senator asked for the certain model.

Senator HArTkE. Thé name and model.

Mr. Karz. I can idetitify it by the type of model. I can’t give you
the trade name. Senator; I assume you want the trade name?

Senator HARTEE. In other words, a four-door sedan. I want to know
what make car.

Senator ANDERsON. You don’t have that information ¢

Mr. KaTz. We don’t have that with us this morning, sir, but we will
supg‘ly that for the record.

(The information referred to follows:)

1, Table 9(4), page 40, Second Annual Report of the President to the Oongress
on the operation of the Automotive Products Trade Aot of 1965, May 17, 1968:
The popular model, 4-door sedan, 6 cylinder automobile is the Plymouth Vallant.

2, Table 9(b), page 41: The popular model, 4-door sedan, 8 cylinder automobile
in the Ford Custom.

3. Table 9(c), page 42: The popular model, 2-door hardtop, 8 cylinder auto-
moblle is the Buic . Riviera.

‘Mr, Karz. In a second case, the differential has been reduced from
9.2 to 5.9 percent. In the third case, the highest price vehicle, the
differential was narrowed from 30.4 to 8.7 percent. |

The price gag at the retail level has also been reduced but the'in:
crease in Canadian sales tax and different dealer discounting prac-
tices tend to' mask somewhat the narrowing of the }Erice differential
which has occurred at the manufacturers level. As I said, full data
on the prices of the three models I have referred to is contained on
pages 40 to 42 of the second annual report of the President.

enator HArRTEE. But you will give us the full information, not that

merely inclided in'the report ¢

Mr. KaTtz. Yes, sir; you mean the trade name of the vehicle.

Senator HArRTEE. I want to know what kind of car it is, yes.

Mr. KaTz. Yes, sir.

REVIEW OF THE AGREEMENT

As the committee is aware, provision was made in the agreement for
a joint comprehensive review to be undertaken by the two govern-
ments, no later than January 1 of this year. The purpose of the re-
view was to provide an opportunity for the two governments to
examine ﬁrogress made toward achieving thé agreement’s objective.
During the review, the two governmehts were also to consider such
further steps as might be necessary or desirable for the fiill achieve-
ment of the objectives. |

The joint review began with a meeting in Washin%ton last Decem-
ber. Several further meetings were held during the winter and spring
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to discuss further possible brondening of the products covered b
the agreement, customs administration, and trade statistics. Consid-
eration of these subjects has in general been completed and it appears
unlikely that any significant changes in the agreement will be recom-
mended as n result of the review. .

Because of the dissolution of Parliament and the national elections
in Canada. there was an interruption in our joint review with the
Canadian Government, and we have not yet been able to conclude
the joint review. A full report will, of course, be sent to the Congress
by August 31 as required under section 205(a) of the act.

We recognize that a major point of issue during congressional con-
sideration of the act in 1965 and a madtter of continuing interest to
the committee is the undertaking which the Canadian motor vehicle
manufacturers entered into with the Canadian Government. These
letters of undertaking, which were apart from and wholly outside
the agremeent, provided for certain increases in Canadian value
added to be achieved by the 1968 model year, which ends this month.

Section 205(b) of the Automotive Act requires that a special report
to Congress be made:

Whenever the President finds that any manufacturer has entered into any
undertaking, by reason of governmental actlon, to increasge the Canadian value
added of automobiles, buses, specified commercial vehlcles, or original equip-
ment parts produced by such manufacturer in Canada after August 31, 1068.

We have no information or reason to believe that any manufacturer
has entered into new undertakings to increase Canadian value added.

Mr. Chairinan, we believe the acreement has worked. It has bene-
fited this couritry and Canada. While 3 years is a relatively brief
period of time to bring about changes envisaged by the agreement in
an industry of the size and importance of this one, we believe that the

rogress already recorded in the initial period is encouraging. Dis-

ocations have been minor and fewer than might have been anticipated.
We have moved toward the concept of a North American automotive
industry and market.

Thank you, Mr. Chairman. ‘

- Senator ANpErsoN. Senator Curtis. X

Mr. Katz. Mr. Chairman, if I may, I would like to identify the
gontlemen that are with me.

Senator ANDERSON. Yes, indeed.

Mr, Karz. On my right is Mr. Edward G. Smith, Director of the
Office of Producer Goods in the Business and Defense Services Ad-
ministration, Department of Commerce, and on my left is Mr. Edgar
Eaton, Director of the Office of Foreign Economic Policy of the
Department of Labor, and also Executive Secretary of the Automo-
tive Agreement Adjustment Assistance Board.

Senator Cortis. Mr. Chairman, I would like to inquire concerning
the last pnrqgra%lr on page 9. Just what does that mean? I don’t quite
understand it, “By reason of Canadian value added of” and so on.

" Mr. Karz Senator, I think there was a feeling in 1965——

Senator Curtis, But I don’t know what the term means,

Mr. Karz, I think what it means is that if the vehicle manufacturers
enter into an undertaking or an arrangement as a result of action by
the Canadian Government, the Congress wants to know that. I think
that is what the provision means. :
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Senator Curris. What does the language ““to increase the Canadian
value added” mean?

Mr. Katz. I am sorry, Senator, what that means is to increase
Canadian production,

Senator Curtis. Does this agreement in any way involve replace-
ment parts? ,

Mr. Katz. No, sir; it does not. Replacement parts are specifically
excluded from the agreement. The agreement covers automobiles,
trucks and certain' commercial vehicles which are specified, buses, and
original automotive equipment. In other words, parts for assembly
into new vehicles.

Senator Curtis. The manufacturer who makes parts for garages,
filling stations and so on for repairing or reconditioning cars are not
affected by this agreement ?

Mr, KaTz, No, sir.

Senator Currtis. Now, what manufacturing processes or articles
were manufactured in Canada, have been moved to the United States,
and_vice versn? What prior to'this agreement were manufactured in
the United States and i1s now manufactured in Canada?

Mr. Katz. Senator, that is an enormous question, because every year
there are a great many changes in sourcing that take place on the part
of individual companies. A vehicle manifacturer mny buy from one
company one year and then they shift to another supplier another year.
He may use his own in-house facilities for production of the item an-
other year, and he may go outside the corporation ih still anéther year.
Now, obviously there have taken place as a result of the agreement
changes in sourcing. There are certain parts, and one of the most easy,
I guess, one of the easiest ways and most readily available way to iden-
tify this is to look at the adjustment assistance cases, all of which in-
volve some dislocation of production.

The vehicle manufacturers thetselves in taking advantage of the
agreement have reduced the number of models that they produce in

anada. T understand they will be testifying later on-today, and they
can tell you this in greater detail, but whereas they used to produce in
Canada some 850 models, they have greatly reduced that number, so
that certain models are exported into the United States and certain
models produced in the United States are exported back into Canada.
Tam afraid that is hot f very satisfactory answer.

Senator CurTis. I will put it another way.

Of the people, the individuals, the 2,500 certified by the Automotive
Assistance Board as eligible to apply for assistance, what were they
doing? Wore they assembling coniplete aitomobiles? Who were they
working for, or were they working at a plant that had been bodily
moved to Canada # Have you got any bréakdown ¢

Mr. Karz. Yes, sir, I think we have full information on those cases.
I believe they are covered in the first and second annual re}g‘orts of
the President, but I would like Mr. Eatori of the Assistance Board to
speak to this.

Senator Curris. To narrow my question down, give me the top‘two,
three or four categories that make up those 2,600. i

Mr. Eaton. Mr. Senator, it has been in two categories those in the
automotive assembly plants such as the General Motors final assembly
plant or Ford or Chrysler or American Motors, and then some who
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were in parts producinf plants. Approximately half of the 2,600 work-
ers were in assembly plants, and the other half were producing parts.

_Senator Curtis, Now, the half producing parts, how was that di-
vided between in-house production of parts and the parts purchased
from an unrelated company, more or less an arm’s length transaction?

Mr. EatoN. These were all outside companies, sir. I can give you
the list of them very quickly. It is very short.

Senator Curris. All right.

Mr. Eaton. The principal ones were the Maremont Corp, in Cleve-
land, Ohio, which was producing shock absorbers and had about 400
workers laid off. Rockwell-Standard Corp. in Adrian, Mich., basically
wheel covers or fancy hub caps, had 300 workers laid off. Eaton Yale
and Towne had about 600 workers laid off in two spring plants.

Senator Curris. What was the last one?

Mr. EaToN. Spr'%lplants making—

Senator Curtis. Where was that plant located ¢ 4

Mr. EaToN, One was in Detroit and the other was in Lackawanna,
N.Y., just outsidé of Buffalo, sir.

Se?ator Curtis. Did‘the Canadians have a similar system of assist-
ance

Mr. EaToN. Yes,sir, _

Senator Curris. And how many people apgllied there?

Mr, EatoN. Considerably more than in the United States, sir.

Mr. Katz. It was 8,400, Mr, Chairman. On ggge 5 of my statement :
8,400 Canadian workers applied, and some 6,000 were certified eligible.

Senator Curtis. What were those 6,000 doing ? T don’t want you to
account for every one of them, but what are the leading categories?

Mr. Karz. Just going down some of the major ones, and I will just
cover the ones that were certified rather than those applying : the Ford
Motor Co., Windsor, 1,470 ; General Motors, 2,058; and then the others
seem to be primarily parts. Like Simcoe Industries Beaverton, 233;
MecKinnon Industries Limited, Windsor, 247. There is another one for
Ford, 254; McKinnon Industries, 766. Most of these, Senator, appear
to be parts manufacturers.

Senator Curtis. Now coming back to the United States case, wers
there employees of any company who applied for the assistance pro-
vision, and all of the employees of that company were turned down
because of the finding that their slowdown or layoff was not directly
connected with the agreement ¢

Mr., EatoN, Sir, the Board has acted on 21 petitions filed by groups
of workers. In seven of the cases the Board rejected the petition by
ﬂl?dling tilfmt the operation of the agreement was not the factor causing
the layoft.

Sen{tor‘ Curtis. In seven cases?

Mr. EaToN. Yes,sir.

Senator Curris. What sort of cases were they ?

hMr§ Earton. Each one was almost a specialized case, sir, May I read
them

One was a small case in Tehnessee for the production of universal
joints in a Borg-Warner plant. _ X

Algf]her one was a General Motors assembly operation in Wilming-
ton, Del,
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Another one was a Cleveland stamping plant of Eaton, Yale &
Towne, a very small case.

Rockwell Standard, manufacturers of bumpers. Two cases for——

Senator Curtis, Where was that ¢

Mr. EaTon. Rockwell was in Mishawaka, Ind., sir.

There were two plate glass plants in f’ennsyl'va‘nia and finally a
%mall case for die-cast parts in Detroit, Mich. at the C. M, Hall Lamp

0.
In each of these cases the Board found that some factor other than
the operation of the agreement was the primary factor in the layoff.

Senator Curris. Now, when sales didn’t grow in Canada as an-
ticipated, are you talking about the number of automobiles, the units, or
are you talking about the dollars of sales?

r. Karz, We are Sﬁeaking of units, sir, .

Senator Currs. The more added equipment, customers today like
air conditioning and that sort of thing, creates a situation where it
doesn’t follow that profits to dealers and maybe even to manufacturers
are not necessarily tied completely to the number of units, is that right ¢

Mr. Karz. I would think in most cases it would be, sir.

-Senator Curris. Well, it would have a relative relationship.

Mr. KaTz. Yes,sir.

Senator Curris. To units very definitely.

Mr. Karz. Yes, sir.

Senator Curris. But my point is the number of units wouldn’t be
necessarily the total picture,

Mr. KaTz. No, sir. You could have a situation where the number of
units sold declined but the dollar value of sales showed an increase.
If the decline in units sold was fairly small, the added equipment
might overcome that difference.

enator Currtis. That is all. |

Senator ANpersoN. Senator Hartke.

Senator HARTKE. Let’s come back to the trade balance between these
two gcountries. There are two ways of doing the analysis, isn’t that
true

Mr. Karz. There are at least two, Senator. .

Senator Harrke. Now, you'chooss to use imports; is that what you
are saying? o

Mr. Karz. What I am saying, sir, is that we think it is the best com-
parison that is available. i L

Senator Harrke, Will you explain, just so we have it in the record,
exactly what you mean by the impc‘)rt-im ort basis? .

Mr. KaTz. Yes, sir. Because of the difficulty of knowing precisely
what our exports are of U.S, products which go into Canada duty free,
we use instead the Canadian iniport figures. . o

Now, both under our law and under the Canadian adniitiistration of
the agreement, in order to get duty-free treatment an importer must
represent the article as being an automotive product. It must be found
to be an automotive froduct to be entered duty free. .

An exported product, however, is shown in export statistics as an
electrical product, or a textile product, or an article of wood: and
it is not possible to know with any certainty what the precise amount
of our automotive exports is.
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We have found, in comparing Canadian and U.S. statistics, that
both countries were undervaluing their exports. At least as they cal-
culated the trade under the agreement, in both cases the automotive
exports appear to be understated. So after some discussion with the
Canadians, to be sure that we were using comparable products, we
developed a series which uses as U.S. export data the other side of
the coin, the Canadian imports, and similarly when Canada looks
at it, they use for their exports our import data. In other words, in
both cases you are using import data of the respective country.

Senator Hartke. This import data that is exchanged between the
two_coutitbies is different than the general overall practice which is
used to determine the relative trade balances between countries, is it
not .
Mr. Katz. Yes, sir. You see, if you are looking at total trade, it
really doesn’t make any difference. I mean you know what your ex-
ports are. The difficulty that arises is trying to attribute the exports
to the agreement. We can’t precisely do that under our export series.
We don’t réequire information-in our export declarations to be able to

do that.
Senator HArTKE. In regard to the Canadian figures, are those f.o.b.

or c.if.?

Mr. Karz. I believe they are f.o.b. Yes, sir, they are f.o.b. ]

Senator Hartke, What you are telling us is that you are using
this specialized method for computation: of the trade balance between
the United States and Canada in order to make a determination as
to what the real effect of the automotive agreement is.

Mr. KaTz. Yes, sir.

Senator HARTKE. I8 that what you are saying ¢

Mr. Katz. We are trying to arrive at the best appraisal that we
can, and in fact in the annual report, the last annual report of the
President, we presented three different tables, Perhaps that was a bit
confusing, but we tried to show what our own statistics told us by
taking traditional automotive exports, that is, not trying to deter-
mine what other products were attributable to the agreement, and
we show that as one table. We showed another table which we called
the special tabulation, in which we sought to estimate how much addi-
tional imports was accounted for by the agreement, and then we
showed this imiport balance.

Senator HarTKE, Let’s take your figures, then. On the import-
import basis, what do they show has happened in relation to the trade
between the two countries during the period that the agreement has
been in effect with Canada? And give us the figures in doMars. et me
make very clear that what we are doing when we use import-import
firures, we are using those figures which are most condueive toward
showing the best results of the agreement, isn’t that true? Tf we use
the imnort-imnort figures, this shows the agreement in its most favor-
able light. Will you not agree to that ?

Mr. Katz. Yes, sir.

Senator HARTKE, In other words, we had to develop a whole new
system ‘or method in order to even make it anpear that the situation
was not as bad as it was before, isn’t that true?

Mr. Katz. No, sir. At least T don’t accept that.
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Senator HARTKE. You don’t accept that. You accept the result with-
out the conclusion ?

Mr. Karz. Yes,sir.

Senator HARTKE. In other words, that is a fair interpretation by
me, whether you want to agree to it or not.

Mr. Karz. Certainly, Senator, you are entitled to make your inter-
pretation.

Senator HARrTKE. Now, let’s establish those figures very clearly.
Iet’s do the import-import balance.

Mr. KaTz. Yes, sir. In 1964——

Senator HarTkE. What are you reading from?

Mr. Katz. I am reading from page 20.

Senator Hartke. Of the second annual report ?

Mr. Katz, Of the second annual report. That shows in 1964 U.S.
pet exports $583.4 million. In 1965 this went to $682.4 million, or a
$99 million increase in our surplus. In 1966, the net exports were
$526.8 million, or a decline from the previous year of over $100
million, In 1967 there was a further decline to $439.1 millioh.

Senator HarTke. Mr. Chairman, at this time in the hearing I
would like to miake a request that before these hearings are concluded,
that the Treasury Department be asked to appear as they did at
the last hearings, too. They did not voluntari ly appear at the last
hearing but we requested that they come, and 1 would like to make
that request and motion at this time, in view of the fact that some
of the information which these hearings are based on is also based
upon evidence and testimony submitted only from the Treasury rather
than from other departments of the Government.

Senator ANpERsON. I think that would be all right. If it runs into
problems and troubles will you check back with us later on?

Senator HArTkE. What I want to come back to is Mr. Trued’s state-
ment. He was the Assistant Secretary of the Treasury at that time.

(Discussion off the record.)

Senator ANDERSON. You wouldn’t mind appearing again ¢

Mr. Karz. No, sir, I wouldn’t. I don’t know that I can speak for
the Treasury.

Senator Hartke. This is the point I am getting at, Mr. Chairman.
I do not think they can speak for the Treasury. In order to complete
the record I think it is fair to ask that a Treasury representative be
here. I do know Senator Gore wanted to be here at these hearings but
there is a conflict between this hearing and the one involving the
fSupreme Court nominations. This presents another complicating

actor.

(S}ena]gordAnnEnson. The request will be made by the committee.

o ahead.

Senator Harrke. When Mr, Trued testified here at the time the
agreement was put into effect, didn’t he tell us that there would be no
reduction in the automotive trade surplus with Canada as a result of
this agreement.?

Mr., KaTtz. Senator, I am not offhand aware of the precise statement
that you are quoting from, but in my statement I did indicate that
during 1965, when the legislation to implement the agreement was
being considered, the administration witnesses estimated that we
would maintain an export surplus of around a half billion dollars.
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This was based on an assumption that growth of sales in the Canadian

market would be at 8 percent. If sales in the Canadian market grew

by more than 8 percent then our export surplus would grow. If the

f;lro]xyth‘ rate in Canada.fell below 8 percent, then our surplus would
ecline,

Senator HArTkE. Isn’t it true, though, that in this period the actual
production of automobiles inside of Canada increased ¥

Mr. Katz, Yes,sir.

Senator HarTkE. Even though sales decreased §

Mr. Katz. Yes, sir, that is the very point. The sitgniﬁcance of the
growth in the Canadian market is that it is only if growth of sales
in Canada is greater than growth of production that we can maintain
and expand our surplis.

Senator HarTRE. Yes. Although there was a general decline in' the
total sales of automobiles in the North American market, there was
an increass in production of uhnits in Canada, and a decrease in'pro-
duction of units ih the United States, isthat true?

Mr, KaTz. Yes, siry that is correct.

Senator HARTKE. And so when we go back to the main reason we
went into this agreement——

Senator SaaTHERs. Can T ask a question on that same point?

Senator HARTKE. Yes,

Senator Saaruers. While it is true that the units they produced
were more than they had been doing before, while we produced less
than before, did our balance of trade, however, increase? In other
words, did we send more parts or did more jobs result or less jobs in
the United States as a result of this? '

Mr. Karz. Well, if you just look at the trade, Senator, the total
trade grew.

Senator SaatrErs. I know but that is a little deceptive, the total
trade, because it may have been all on their side, resulting from their
advantage. The question is what happened to our jobs in terms of our
relationship with Canada? ‘

Mr. Karz. Senator, as I pointed out in my statement, and as you
can see from the chart, between 1964 and 1966, employment in the
United States increased from 752,000 to 861,000. Now, I don’t think
it would be correct, sir, to say that this was because of the agreemeént.
1 think we have to look at this in perspective.

The Canadian industry is about a tenth of our own industry, and
there are other economi¢ forces at work here. But in fact in'this period
of the agreement, there was an increase from 1964 to 1966. In 1967
there was a decline in employment in the United States, and as I
pointed out in my statement, this was due in pirt to the 2-month
strike at the Ford Motor Co. and a decline in the automotive produc-
tion in the United States because of the decline in the market in the
United States.

Now, in Canada there has been a somewhat similar trend, although
on a much smaller scale and again I wouldn’t wholly attribute this
to the agreement, although I would expect that in Canada the impact
of the agreement was somewhat greater.

Whereas in the period from 1964 to 1968 we increased our work
force in the automotive industry by 108,000, in Canada it grew by
15,000 in this period. '
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X (Sic;nator Smaruers. Is that a greater percentage growth than we
a

Mr. Karz. Yes, sir, I am sure it is. In 1967 when our employment
declined, it declined in Canada only slightly, by 1,000 jobs. In the
first 5 months of this year, we recovered all of t¥|e foss of 1966, and
have a higher rate of employment than in the same period last year.

Senator HARTKE. Going back again and the import-import criferia,
there has been a drop, then, according to your own figures, of about
25 percent, isthat true$
1 r. Karz. I haven’t done the arithmétic, sir, but there has been a

rop.

Senator HarTkEe. And ‘this is contrary to the original ‘representa-
tliégggmade by the administration to this committee in September

Mr. Karz. It is contrary to the estimate that we made, yes, sir.

Senator HARTRE. And it was estimated that——

Mr. Katz, Or projection.

Senator HARTKE. That there would be no deterioration in the bal-
ance of trade under any circiiimstances.

Mr. KaTz. No, sir, not under any circumstances,

Senator HArRTKE, That is what I understood.

Mr. Karz. No, sir. We projected that our surplus would be main-
tained at $500 to $550 million, provided that the growth of sales in
Canada grew by at least 8 percent. ‘ L

Senator HARTKE. All right: So we may get a little of the background,
if you use the traditional form of trade evaluation; that is the export-
import criteria, there is even a much more serious problem presented
to the United States in regard to balance of trade, is there not?

Mr. Karz. I don’t know that it is a more serious problem. The legnres
show lower surpluses throughout. It shows the same general trénd. The
trend is up in 1965 and down in the two subsequent years.

Senator HarTEE. Yes. And what is the balatice of trade on that
basis? Would you give us the ﬁ'%ures for the years involved, and also
for the first 3 months of this year ‘

Mr. Karz. In table 14 on page 52 of the second annual report of
the President, which is the traditional measure of automotive trade, it
shows net exports in 1965 of $685 million, $467 miillion'in 1966 and $285
million in 1967. _ ‘ |

Senator HARTEE. And in the first 8 months'of this year it shows that
we have gone into a deficit position for the first time} is that true?

Mr. KaTz. Yes, sir} that is what the fizuresshow. |

Now, as I explained, these figu , ;

Senator HARTEE. Aznd how much is that defieit this ']year according
to those figures$ How muich is it, $40 million or $20 milllofit
. Mr. Ih{A'rz I do not have'the first 8 months, Senator. T have the first

months,

Senator HarTke. That is all right. What are the figures for the
first 4 months? ‘ PSR '

Mr. Katz. The comparable table shows a surplus of $3.6 million.

Senator HArTKE. In the first 4 months?

Mr. Karz. Yes, sir, Januaiy to April. N -

Senator HartkE. Can you give me those? I woulld like at this time,
Mr. C?hairﬁmn, to insert this table. This was prepared by tlie staff, was
itnot :
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Senator ANpersoN. We will insert the table and label it what it
should be. .
Without objection.
(The table referred to follows:)
U.8. automotive trade with Conada, January-April 1968
fIn millions of U.8. dollars]

U.8. exports:
Passenger CArS..ccccccccamcncanena= e —————————————————————— 266. 1
. Trucks, buses, and ¢has8l8. .o b50. 4
Parts and accessories-..__--__-____---------_------..-_-----__-_--_.. 418.9
Total @XPOr S accaccccrccccnrccceccec—ce—acace——e——ea———— 735.4

U.S. imports :
PasSeNger CAPBo e e ccce e cccmcecemc—cccc—eme———————————————— 878.8
Trucks, buses, and chassis. o emeeeeee 128.2
Parts and accessories.. e e e o e e e e e e e e e 235. 8
Total IMPOIts. o e 781.8
US. net expords. oo ——— e ——————————— 8.6
NOTES

d. The above table I8 constructed on the same basis as table 14 (p. 52) of the Second
Annual Report of the President to the Congress on the Operation of the Automotive
Products Trade Act of 1065, May 17, 1088, Figures subject to revision. ‘

2. The figures are not all-inclusive Inasmuch as some automotive products as well as
other items destined for automotive use are not separately delineated in U.S, 4rade classi.
fication systems and, therefore, are not separate){ avallable in U.8. foreign trade statis-
tics. Exports and imports of tires and tubes are not included, Figuree may not add to totals

. because of rounding.

8. Imports of 858.000006 of automotive products newly identified b{l the Automotive
Produﬁts Trade Act of 1965 are not included 1n the above table since simllar items are not
identified as automotive’” in export statistics or statistics of automotive imports from other

countries, ‘
4. The net export balance shown for U.8. automotive trade with Canada in the above

table 18.the mos refreoentatlve figure possible for the first 4 months of 1968 o the 8
of U.8, trade statistics. However, on the basls of the import statistics of the two countries,
a8 ghown in' the tables on p. 20 of the President’s Second Annual Report, U.8, net exports
for the Berlod January through April 1968 were $118,300,000 (using the official exchange
rate of .925 U.8, $=C $1.00),

Source: Pnpaned jointly by the Departments of State and Commerce.

Senator HarTkE. On this traditional basis, that is the export-import
criteria, how many automobiles, passenger cars, were exgorted by the
United States to Canada for the first 4 months of 1968

Mr. Karz. I am sorry, Senator, I do not have that.

Senator HarTks, Trucks and parts?

Mr. Karz. I have it on a dollar basis.

Senator HArRTKE. Yes, on a dollar basis.

Mr. Karz. On a dollar basis, U.S. exports of cars were $266.1
million in the first 4 months,

Senator HArTkB. Trucks and chassis? ,

Mr. Karz, Trucks were $50.4 million, parts were $418.9.

Senator HArTKE. And total § , :

Mr, Katz. Total e§ports were $735.4.

Senator HarTkE. Now the U.S, imports? |

Mr. Karz. Cars were $373.3; trucks, $123.2; parts, $235.3; total im-
ports, $731.8; U.S. net exports $3.6.

Senator HarTkE. All right.

Now then, the trade balance y
b Mr. Karz. Senator, if you like, I also have that on an import-export

asis,
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Senator HArTKE. I know that,

llS{r KaTz. Which shows net exports for the United States of $116.3
million,

Senator HarTkE, The trade balance then, when we take U.S. imports
with the'ﬁgﬁures you have given us on passenger cars, the favorable bal-
ance for the United States has decreased from what it was in 1964,
1965§ and 1966, and went to this position in 1967 and 1968; is that not
true

Mr. Katz. That is right.

Senator HarTrn. And in trucks, buses, and chassis, we went from a
U.S. favorable balance in 1964 and 1965 to an unfavorable balance in
the 214 years since the agreement has been in effect; is that not truef

Mr. KaTz. Yes, sir.

Senator HArTKE. In the category of parts and accessories we have
shown slight improvement from $606 million in 1965 to $672 ‘million
in 1967. But this has nowhere offset what we lost in passenger cars,
trucks, buses, and chassis, hasit?

Mr. Karz. I am not sure whickh table you are reading from, Senator,
table 14 indicates an increass from 315 to 427.

Senator HarTrE. On the basis of these figures which you have given
us, the trade balance of the United States with Canada has steadily
deteriorated since the agreement has gone into éffect; is that not true?

Mr. Katz. No, that is not true, sir. It increased very sharply'ih the
first year, It increased $99 million on ths basis that we have shown. It
has also increased on the other basis. That was due to a very large
increase in growth in the Canadian market in that year.

Senator Hartre, In 1964 there was a trade balance which was
favorable to'the United States of $578 million.

Mr. Karz, Yes.

Senator HArRTEE. And that was the year before the agreement went
into effect ?

Mr. Katz. That is right. ,

Senator HArTEE. And in 1965, this increased by $99 million to $658
million ; is that not true? . )

Mr. Karz. It increased, I think the figures are slightly different than
the ones you have referred to, but they were up by $99 million; using
the export-import table. The surplus went up from $583 million to
$682 million, or $99 million.,

Senator HarTke. On the basis of the chart from which we were just
reading, that is using the traditional export-import ctriteria, is it not
true that there was a trade surplus in 1964 of $578 million ¢

Mr. Karz. Yes, sir. v ‘

You are using a somewhat different basis, but that is roughly the
same as what I have,

Senator Harrke. The $658 million figure you referred to represents
roughly an inerease of $99 million by 1965 ¢

r. Karz, Yes, sir. - - .

Senator Harree, Then the trade surplus deteriorated and went
down frotn $658 million in 1065 to $467 million in 1066 ¢ .

Mr. Karz. Yes,sir,or 527 on my basis. 3

Senator Harrxe. And in 1067 f0$285 million? |

Mr. Karz. Well to 439 on the import-import basis but it went down;
yes, sir.
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Senator HArTKE. I know what you want to do, Mr. Katz, but I am
talking about the terminology used in the general field of balance of
trade which wo have talked about beforo. Wo have roferred to the
charts and now you do not want to stay with them.

I am not trying to get you confused. I am only trying to como back
to the traditional method or critoria for determining the trade balance.
Under this traditional basis there has been a sharp drop in the trade
balance. I do not know why you do not want to agree this is so, I am
using the Bureau of Census data contnined in the President’s “Annual
Report on the Canadian Automobile Agreement” submitted to Con-
gross on March 22, 1967, and May 21, 1008, respectively.

I am not going about creating these figures myself.

Mr. Katz. I do not disagree with them, Senator. I just want to bo
olear which basis we are using.

Senator Harrxe, I understand.

Mr. Karz. I will use either one, because I think your point is borne
out by either basis.

Senator Harrkr. Yes. And the point is that in tho first 4 months of
1968, for the very first time, the automotive trade balance betweon the
United States and Canada has gone into a negative position. In other
words wo have an unfavorable balance of trade with Canada in
the automotive classification utilizing the traditional method of
accounting,

Mr. Katz, Apparently for the 3-month period that you have but T
do not have those figures bofore me. On the 3-month basis——

Senator HArTKE. I am sorry, 4 months,

Mr, KAtz Four months it is not negative, sir. It is positive, a positive
U.S. not export of $3.6 miillion.

Scenator Hantke. All right, Tet'’s check the figures.

On passenger cars I used the snme figures you did. On passenger
carsthere was a deficit of $107 miillion; is that not truot?

Mr. KaTz. Yes, sir.

Senator Hartke, That was a dofleit which in 1963 and 1964 had beon
in n surplus position; isthat not truoef

Mr. Karz. That is right,

Senator HarrkE. And there is also a deficit in the category of trucks,
buses, and chassis for the first 4 months of 1968; 4s that not true? And
that deficit is $72 million; is that correct ¢

Mr, Katz, Yes, sir, )

Senator Harrke. And in the category of parts and accessories there
isa surnlus of $160 niillion § is that not ttuet

Mur. Karz. Yos, sir.

%qnntor HarTke. Now if you add $107 and $72 million, that is $179
million,

My, KAtz Yeos, sir. .

Senator HArrie. And if you subtract the $179 million defieit from
th;s $16(; million surplus, then the net figure is a $19 million defieit,
is it not

Mr. Earon. Exouso me, sir, it is about $183 million surnlns in parts,

Senator Harrks, T thought wo agreed the figure was $160 million,
qur’ Karz. T do not know whore the $160 million comes from,
[ » nﬂtot‘. ’
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On ;:m's, U.S. oxports are 266.1, the imports are 873.8, or a differ-
enco of —-

Senator Harrke. On U.S. exports, and let's do it this way, on parts
and accessorios thero is $418 million oxports, right ¢

Mr, Karz, Yos, sir.

Senator HArrxr, And on impotts it is $258 million, right #

Mr. Kavz, 245.2 for a difforence of $183.6 million.

. Sonator Harrkr., All I can say is that the figure was $258.8 million
in the information we received from Mr. Nordlie of the Commerce
Dopartment.

. Mr. Karz. Woll, hore agnin, Senator, this is equivalent to table 18
in the report, which is the so-called special tabulation, which includes
in the imports all of the nontraditional automotive products.

Senator HArTEE. Lot me stop you, Mr, Katz. Lot’s assumo that your
figures are correct and that the figures that I recoived from the Com.
merco Dopartmont are incorrect. The difference here is a difference
of only approximately $20 million; is that not corvect?

Mnr. Karz. Yes, sir.

Senator Hartke., And it would mean that instead of having the
total trade balance in the first 4 months of 1968 in a doficit position,
tho trade balance would be approximately even, just across the board;
isthat what you are saying?

Mr. Karz. Yos, sir,

Senator Harrkr. This much gou will aFroo to then. We have come
from a position in 1065, the first yoar of this agreoment, from a trade
surplus under these figures of $658 million to nothing?

Mr. KAz, For a 4-month period, yes.

Sonator Harrke. Yes, for a 4-month period.

Mr. Karz. As a matter of fact, if you take the 4 months and analyzoe
ity you find that thore was a substantial deficit for the United States
in the first month in January, for reasons I am not altogether olear,
but porhaps having to do with labor negotiations and strikes and the
aftoreflects of strikes. In the months since then, February, March, and
Aﬂril, the defieit, if you like, has declined. So the trend is runing the
other way.

Senator Harrke. But Mr. Katz, if the trend is running the other
way, it has not only run that way for n couple of months, but for the
Inst 8 yoars or since tho agreoment has boen in offect, and it has beon
running the othor way by a substantinl amount. It has deteriorated
from a position of $650 million to practically zoro. )

Mr. Katz. In the last 2 years that has been true; yes, sir.

Senator HArTKE. A sharp deterioration,

Mnr. KaTz, Yes,

Senator HarTkr. In the balance of trade. L

Mr. Karz, A sharp incrense tho first. year and detorioration, I do
not know whother it is sharp, but certainly deterioration.

I entirely agreo with you on the'trend; Senator. I think it is clear,
There {8 an increase in tha first venr, There have heen declines in 19686,
in 1967, and there is & decline this year in the first 4 months as com-
pared with the same period last yoar—whatever basia you look at—-

Senator Harrkx. What is the total balance of trade with Canada
at the moment, do you know ¢ -
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Senator ANpErsoN. During what poriod {

Senator Hartke. T meant last year and the first 4 months of this
year,

In other words, my point is we have always had a favorable bal-
ance of trade with Canada ; is that not true?

Mr. KaTz. Yes, sir.

Senator Hartkr. And it has been one of the offsetting factors for
tho trade deficits we have had with other countries; is tliat not truoet

Mr. Karz., Yes, sir; it has been a major——

Senator Hartkr. And it has been ono of the saving graces in
keeping our balance of paymarts from being in an oven worse condi-
tion than it has beon ; isn’t this true?

_Mr. Karz, We have had a large surplus on trade with Cannda, yes,
sir.

Sonator Hawrrkr. This is not true of just our trade with Canada. It
is & basic pattern in our trade with all nations, In'the first fow months
of this year, for the first time I suppose since World War IT, wo have
an overall unfavorable balance of trade in our trade with all nations;
is that not truet

Mr. Karz. Yes, sir,

Wae have had 2 months in which we have had'a deficit in our balance
of trade.

Senator Harrke. Yes.

Mr. KaTz. I think there is another examplo in‘the fifties, but you are
quite right, Senator, This has cortainly changed.

Sonator HArTRE. And now we have gone from a surplus in 1064
of rouglily $7 billion down to where our trade balance is in a defieit
position; is that not truet

Mr. Karz. No.

Well, just for 2 months, sir.

Senator Harrke. I understand.

Mr. Karz, I think for the year as a whole it is running at about
a billion dollar surplus, which is far too low.

Senntor ITartkr. And as a result of this continuing deterioration
in our balanco of payments it was necessary to pass a tax increase,
according to that samo argument; is that not truef

Mr. Karz. Yes, sir: that is one of the factors.

Senator Wartkr. The Federal Reserve did a rather extensive
analysis of the balance of paymaerits in their April bulletin. Tn explain-
ing the great number of impoits the Federal Reserve had this to say,
and T am going to quote:

Part of the reason for the exttaordinary expansion in imports reflects a
massive shift in the interiintional structure of the automotive industey as A reault
of the United States-Canadian automotive agreement of 10645, Iniports of autos
and parta from Canada increased from almost pothing in 1084 to $1.28 billlon a
yéar in 1066-07, and to a rate of more than $2 billion eatly in 1008, .

"Can you exnlain to the committes what the Federal Resorve means
by this “massive shift in the international structure of the automotive
industry”? o

Mr, Katz. Well, I think it is clear from what they say. They are
saying that imports from Canndn in automotive produats came up
from almost nothing to $2 billion. What they do not say, of course, is
that our exports of automotive produéts have also vifidetgone a major

transformation. Our exports have increased tremendously in this pe-
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riod, as have our imports, and in fact one of the purposes of the agree-
ment was to increase the two-way trade in automotive products.

Senator Harrke, Increase the two-way tradef

Mr, Katz. Yes, sir.

Senator Harrke. But this is an"ann(liysis of the balance-of-payments
doficit by the Federal Reserve Board. What they have said is that
part of the recent extraordinary expansion in imports—and they are
not talking about just Canadian imports—was one of the bases that
thoy, the Federal Reserve Board, used in order to convince the
Congress to increase taxes; is that not truef

Mr. Karz. Yes, sir; but if you will ﬁgmnt me, Senator, that the
import-import series does have some validity, you may not prefer it
over others, but it does show a $435 million sur})‘us" lastyear.

Senator Harrke. Yes, but Mr. Katz, all I am asking you is this:
Congress has acted upon the recommendations of this administration
based upon information- submittéd by the Federal Reserve Board to
tho effect that we had a remarkable and extraérdinary expansion in
imports which had to be curtiifled ; is that not true?

fr. Karz, No, sir. I do not beliove thiat the tax increase was iriténded
to curtail imports. I think it was intended to dampen inflation and
hopofully make our exports more competitive than they have been in
recent months, and I cannot really answer for all of the reasons; but
I do not think that a major purpose of the tax increase was to'limit
imports.

enator Hawrke, These were the arguments that were made by the
administration in front of this conimittee and also the arguments which
weore made by tho*l)e‘ople who supported a tax increase on the floor of
the Senate #nd in'the House,

I think it is & recognized factor.

Mr. Katz, I think it might have the offect of limiting imports to
the extent that our own production is more competitive relative to
foreign production. It might have that effect. And hopefully would
also have the effect of making our exports more competitive, and
contribute to our balance of trade and balance of payments in that

WAy,

Syenator HartrE. Yes, but what I am saying to you is that the
Federal Reserve Board made that representation, Now they make this
statement. C _—

_ I ask you to explain‘to me just what is this “massive shift in the
international structure of the nutomotive industry” which th g Say
was “a result of the U.S.-Canadian automiotive agreement of 1965"1

“The massive shift of the international strueture of the automotive
industry,” tell e what that was? o

Mr. Karz. Well, our trade has gone up from $700 wiltioh to over 9%3,5
billion last year, and a large part of that was imports, Canadidn im-
ports have come up from almost nothing to about $2 billion,

Our own exports have gone up in tliis period, and tlhiere hag been a
transformation iif th& indistty itself, ,

Senator Harrke. The majority report of this comtittes in-reporting
the Aiitomoétive Products Trade Act of 10065, the enabling legislation
for the Canadian Automotive Agreemont, relied heavily uponthe rep-
resontations of ‘tlien Secretary of Commerce Clonnor and Mr, Trued,
the then Assistant Scoretary of Treasury. I quote from page 13 of the
report.:

97-634 0—68——-8
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Under the agreement neither country is the loser. Both are winners, By the
Treasury computation, both nations will share in the expanded trade in such
proportions that our favorable balance of trade will not be disrupted.

Now, it has in effect been disrupted, has it not ¢ _

Mr. Karz. No, sir; I do not think our trade has been disrupted. I
think what we have is a result that was anticipated under the agree-
ment ; namely, & massive increase in two-way trade between the two
countries. )

Now, what you are referring to, Senator, is that over the past 2 years,
and into the first 4 months of this year, there has been a decline in the
surplus, but it was made clear repeatedly before this committee that
the maintenance of our export surplus would depend onthe rate of
growth in Canada, ,

Now, we are looking at a very short span of years. We are looking at
3 years. What we apparently did was to catch'the end of the up cycle
and we hit the down cycle in the last 2 years, and I would anticipate
that the growth in the Canadian market would be resumed. )

I cannot say exactly whether it would be the remainder of this year.
To some extent I suppose it would depend on the imagination of the
designers in Detroit on whether the next model year is a boom year
or not.

I think you are looking at a very short span of time, Senator. This
agreement was not intended to produce results only over a 3-year
period of timae; it was intended as something that would go on for years
and years and hopefully would be permanent,

Senator HARTRE. As a result of whatever factors you want to con-
clude have caused it, since this agreement has been in effect there has
been a shift which has been more favorable to Canada in the trade
balance than to the United States; is that correct ?

Mr. KAtz In the last 2 years the relative shift has been more favor-
able to Canada than it has been to the United States. I have said that
re%eatedly. This surplus hag declined. .

enator Hartke. And it has contributed to the balance-of-payments
difficulties of the United States, has it not?

Mr. KaTz. It certainly has not helped, Senator.

Senator HArTKE. Quite the contrary, it has hurt us, has it not?

Mr. Katz. I do not know that it has hurt us when you take into
account all of the other factors, and I think there is a question of
degree. I do not know whether this has hurt more or less than certain
other factors which have harmed the balance of trade. But if what
you are saying is that there has been a decling in our surplus, you are
absolutely right, and that istfue no matter which series——

Senator HArTKE. That is right.

Mr. Katz (continuing). Statistical series you look at. Whether you
look at the two series or actually there are three which are run by
the Department of Commerce, or the import-import series, the trend
has been the same,

The surplus was up in 1965, it was down in the two subsequent

eaml
Y The reason it was down, we believe, and I think this is irrefutable,
is because of the decline in the growth of the Canadian market, where-
as we had previously anticipated that the growth would continue to
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be vigorous. I would expect that the growth would be resumed, and
our surplus will grow,

Senator Hartke. But the fact of it is, and as we, the dissenters to
the report, pointed out at that time, unless there had been that con-
tinued growth, this agreement has not been in the best interests of
the United States. In the long run the agreement has been heneficial
t(} ?m&ada at the expense of the U.S. balance of payments and balance
of trade.

That has been the result. Whether you aftribute it to the Canadian
agreement or not, that has been the result.

Mr. Karz. Senator, I would accept that as your conclusion, It would
not be my conclusion. I would not agree that this has been to our dis-
advantage. I think in overall terms this agreement has been to our
net advantage,

Senator HarTkE, Not dollars, though ¢

Mr. Katz. Yes, dollars; dollars and jobs.

Senator HARTRE. You mean it would have been worse otherwise?

. Mr. Karz. Well, yes, sir; it iight have been worse otherwise,

Senator Hartge. How ¢

Mr. Karz. Well, depending on how the industry was organized in
the two countries. _

In the absence of this agreement, I do not think you would have
had the absolute growth in trade, and I do not think it is really pos-
sible to predict what the relative growth in trade might have been.
But I think if you look at the figures before 1964 and you look at our
vehicle exports, they were far lower than they are now.

I think the net figures that you are talking about is certainly rele-
vant in balance of trade and balance of 1iay"ments terms. But in terms
of employment and economic activity, I think that the total trade,
the total market, is highly relevant.

Senator Hartke. Can you give a categorical answer to the ques-
tion of whether or not letters of commitment by the automobile manu-
facturers to the Canadian Government will be renewed in any way,
shape, or form? : '

Mr. Karz. I can give a categorical answer with respect to the exist-
ence of any new commitments, ’

As I said' in my statement, the letters that were exchanged in 1965
provided for certain inéreases throufh the current model year or the
model year which is about to end. I have no information or reason
to believe that any new letters have been signed or any undertakings
have been given to the Canadian Government.

Senator HARTEE. According to a report' by Mr. James Biutke, who
iIs consultant to the Automotive Service Industry Association, and

quote:

The Canadians will require vehicle manufacturers to make further Canadian
value added commitments. Our government was not a party to this commitment
in 1885 and apparently it only became aware of it shortly before the signing of
the treaty.

Now if the Canadians should demand further comritments, would
the United States be willing to serve notice that it was going to ter-
minate the treatﬂ

¢
Mr. Katz. Is that your question, sir?
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Senator HARTKE. I want to know what you are going to do about it?

Mr. Karz. Well, the first thing we will do, as we are required to do
under the law, is to report this fact to the Congress with recom-
mendations. ,

I think it would depend on what the nature of that undertaking was
and what the circumstances were. And I think it is clear to me from
the legislative history that this was the intent of the Congress in
adopting section 205 (g) .

Senator Hartke. That was that there was not to be a further ex-
tension

Mr. Karz. No, sir.

Well, I think there was certainlg strong feeling on that point, but
I think the intent of section 205(b), as I recall it very vividly, was
that if there were, the Congress certamly wished to know about it, and
they wished to have recommendations from the President as to what
should be done.

And then I assume the Congress would make up its own mind.

Senator HarTrE. But as-far as you are concerned, you would not
recommmend that the treaty be terminated ?

I would like to withhold that question for a moment and resume
that questioning, as far as the record is concerned, in continuity and
defer to the chairman, who wants to ask some further questions.

Senator ANDersoN. I have a very simple question.

We had dealt with General Motors a great deal in this discussion
originally, and other manufacturers of the country. How much has
General Motors invested in Canada to accommodate the require-
ments of the treaty -

. Mr. Xarz. Mr. Chairman, I cannot give you that figure. I do not
now.

Senator AnpersoN. Woiild you supply it for the record

Mr. Karz. I understand that they will be testifying here todaf',
anth would respectfully suggest that that question be put directly
to them.

Senator ANDERsON. We never know when we are going to be in
session, but we may have the staff ask the samequestion.

Are thess expenditures which General Motors would not have made
if the trade pact had not been entered into? i

Mr. Katz. My impression, Senator, is that there have certainly been
investments made as a result of the aﬁreement. I can conceive of cir-
cumstances where, in the absence of the agreement, there might have
been greater investments; because there might have been requirements
on the industry in Canada to increase their production by an even
greater extent than they haveunder the agreement.

Senator ANDERsON. This next question does not have to be answered
by youat all. 4 , o

\v%'hat expendittres would result from termination’ of the pact at
this time which would otherwise not occur? . A

Mr. Karz. Again I do not think I could really estimdte that.

Senator’ ANpErsoN. What do You estimate the total cost of General
Motors would be if the pact should be terrilnated next year?

. Mr. Karz. I think the cost to General Motors and'to the automotive

industry would be very substafitial. I would think that the disruption
that would be caused in the operations of the iridustry would be of
major scope; but I could not answer it in terms of dollars.
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This would depend on what the alternatives were after the agree-
ment was concluded. I think it is one of the questions that we would
want to look at very carefully, if we came to that point.

Senator AnpErsoN. If you do reach that point, you will submit to
this committee a suggestion about it ?

Mr. Kartz. Yes, sir.

I think we would be certainly obligated to make recommendations
to this committee and to the Congress.

Senator ANpersoN. We had many recommendations previously
when we had the hearings on the 1965 bill. I am just trying to find
out if we may get further recommendations.

Mr. Karz. I think one circumstance thiat was discussed in 1965 was
to proi'ect what the Canadian regulations were at that time, and relate
it to what other countries in the world had done.

Prior to the agreement the Canadians required that a certain per-
centage of an automobile be produced in Canada. It was most com-
monly 60 percent. If you look aroind the world, you see that the con-
tent requirements go up as high as 90 })ercent in'some counitfies.

Now it would have been possible for Canada to go down this‘toad.
This would not have been an attractive alternative to Canada. It
would have been very costly to it.

It would not have been in our interests to have Canada do that from
the point of view of our trade, of the investments of our industry in
Canada, and to our overall economic relationship with Canada.

Now it is a little hard for me at this point, Senator, to envisage pre-
cisely what would happen if the'agreement ceased to exist.

Senator ANDERsON. Is General Motors testifying on this?

I will ask this of General Motors; but many of us worried about
the treaty at that time and we still worry about it, as to what effects
it will have upon American inndustry.

I 1a;ppreciate the answers you have given thus far. Thank you very
much.

Senator Hartke, go ahead.

Senator Harrke. Mr. Katz, what I want to'come back to again on
this question that I asked you before about these letters of comiiit-
ments, do };\you have an opinion, does the Depattment have an opinioh
as to whether or not these letters and statements, these letters or agree-
ments should or shotild not be renewed ¢ .

Mr. Karz. I see no reason for théir renewal, sir. In my view they
should not be renewed, and I have no evidence that they have been.

Senator Hartrr. And'if you do receive notice that they are going'to
be renewed, would you thén recommend that'the treaty be termirinted ¢

Mr. Karz, I think that would depend on what was in the létter, and
what the effect of it was likely to be. I do not think I could say at
this point what precisely my recommenddtion would be, but we are
obliged under the legislation” to report the fact to‘the dén'gréss and
make recommendations thereon. , .

Senator HarTke. It is true that béfore though, in 1965, the adiiin-
istration testified here that they did not even know what was in the
letters; is that not true?

Mr. Katz. Yes, sir. o

Well, I think we knew in general what was in the letters. We had
not actually seen the letters, and I do not wish to sound like I am
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2uibb]ing, Mr. Chairman, but I would point out that those were letters
rom Canadian firms to the Canadian Government.

Senator HARTEE, As I understand it, only a bona fide manufacturer
can import U.S. automobiles and parts duty free; is that not correct

Mr. KaTz. Yes, sir.

Senator HARTKE, A person cannot purchase an automobile duty-
free in Canada, can he?

Mr. Karz. No, sir.

Senator HARTKE. Or parts?

Mr. Karz. That is right, sir.

Senator HArTKE. Pardon me?

Mr. KaTz. You are quite right.

Senator HarTke. Will you tell me specifically what a bona fide
manufacturer in Canada is?

Mr, Katz. A bona fide manufacturer is defined in the agreement
as a producer of motor vehicles who maintains not less than the level
of Canadian value added that he produced in 1964, and secondly, that
he maintain the same ratio of assembly to sales he had in 1964 and
which is not less than 75 percent.

I do not have the actual words in mind, but in effect there are two
criteria for defining a manufacturer.

One is that he maintain his production base, and secondly, that he
maintain a ratio of assembly to seles that he had in the base period.

Senator HArRTEE. Do we have a bona fide manufacturer in the
United States, a person who is qualified to import Canadian cars?

Mr. Katz. No, sir; not with respect to cars, but with respect to parts.

Senator HARTKE. To parts?

Mr. Katz. Yes, sir.

Senator HArTkE. What is that?

Mr. Katz. A bona fide manufacturer of vehicles in the United
States entitled to import original eguipment parts dutg-‘free is basical-

a legitimate manufacturer and so signifies to the Secretary of
ommerce,

Senator HarTke. What about a situation where you have a dealer-
supplier taking Canadian-made parts. He has an automobile supply
store. Does he pay the tariff ¢

Mr, Karz. Yes,sir.

Senator HARTKE. In other words, this gives specialized treatment
then to people in certain fields; is that true?

Mr. KaTz. Yes, sir, It gives protection to producers of replacement
parts in the TJnited States who I think at this stage are not really
interested in being a part of this arrangement.

Senator HARTKE. Pardon{

Mr, Karz, This gives protection to the replacement parts industry
in the United States.

Senator HARTKE, But it does not provide for any real lowering of
costs as far as consumers are concerned ¢

Mr. Karz. Yes, sir. It is protection of our domestic producers of
replacement parts.

I should say it is not a great deal of protection. It is not as high as
I am aware in some industries. It is currently 714 percent for most
parts and will be reduced by 50 percent to 4 percent.
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Senator Harrke. Let me ask you if a so-called parts manufacturer
here is a bona fide parts manufacturer within the terms of the defini-
tion of the agreement, if he imports——

Mr. Katz. I amsorry, sir, & vehicle manufacturer.

Senator HarTkE. Parts mantifacturer?

Mr. Karz. He is not required to be a bona fide manufacturer of parts.

Senator HarTkE. That is what I am trying to find out. In other
words, I thought you said that there was a bona fide parts manu-
facturer in'the United States under the agreement.

Mr. Kartz. No, sir. If I did, I misspoke. I meant—— .

hSen?ator HarTtke. There 1s no such thing in the United States, is
there

Mr. Katz. Nor in Canada either,

The only bona fide manufacturers are those who assemble vehicles,
motor vehicles.

Senator HarTke. But that does not apply to anybody who is in the
parts business in Canada or in the sales business of automotive parts?

That provides a specialized treatment for a specialized group of
people; is that not true? .

r. Karz. No, sir, I think that the intent of the agreement is to
provide for duty-free imports of vehicles, those that are specified in
the agreement, and original equipment Parts. Now in fact only a
vehicle maniifacturer can import original parts. He is the only one
that would want to, because he is the only one who assembles vehicles.

Senator Harrke, Wait a minute now. I cannot agree to that.

Do you mean to say that only a vehicle manufacturer would want
replacement parts?

r. Karz. Well, not replacement parts.

Senator HARTKE, Or parts, original parts?

Mr. Karz. Original parts.

Senator HARTKE. Original parts?

After all the ads you see in the newspapers and television? I know
that my good friends from General Motors try to show in their ads
that there is no difference between original and replacement equip-
ment. I’'m trying to recall the big ad that is always shown.

Mr. Karz, Original equipment.

Senator HARTRE. I see that my friends from General Motors are
present. I believe their ad says “Can you tell the original from'the
replacement part?” It is a good ad, a very offective ad.

Mvr. Karz, Yes,sir; I am sure it isa good product.

Senator HArTKE. Can you tell the difference between the original
and the replacement part?

Mr. Katz. Not if I look at the two parts side by side.

Senator HarTkE. The orily thing you can tell is whether the one is
going into the new automobile or whether it is going to a shop which
18 ﬁnnﬁ to put it into a new atitomobila}-is that not right?

r. Karz. That is right ; and this is what we are required to do under

the law.

Senator Hartke. I understand what it says. So when you talk about
duty free, there are just really four people, four groups that can im-
port duty free; is that right ¢

Mr. Karz. Into the United States?
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Senator HARTKE. In Canada.

Mr, Katz. No, I think there are more than four. I would guess off-
hand there are probably 30 or 40, includihg manufactirers of special-
ized vehicles, truck maniifactiirers and so forth in Canada.

On page 81 of the first annual report there’is a list of the manu-
facturers, and it covers a page. ,

f%n the United States, as I recall, there are three and a hilf pages
of firms.

Senator HARTKE. Is this true then? Only the mantifaéturers or the
assemblers of these automobiles can use these parts and import them
duty free; is that not true?

r. Karz. Yes, sir.

Senator HArTKE. Now is this agreement free trade? Assume an inde-
pendent manufacturer of parts in the United States wants to ship a
rep]t:}c;ement part to Canada. It has the full duty assigned to it, does
it no

Mr. Katz. Yes, sir; because replacement parts are not covered by
the agreement. '

Senator HARTEKE. Yes, I understand they are not covered. It is not
a free trade agreement then upon automobiles. A part might be identi-
cal in all its functional uses. The only difference might be a difference
in brand natne, But if it doesn’ go to a miantufasturer—and a bona fide
manufacturer, one who has made commitiments to the Canadian Gov-
ernment—then there isa duty.

Mr. Karz, If it isa replacement part, it is dutiable.

Senator HaArTKE, It is what?

Mr. KaTz. It is subject to duty.

Senator Hartke. It is subject to duty. So there can be no question
that this is'not a real free trade agreement in that respect?

Mr, Karz. It does not include all automotive products.

Senator Harrre. Now in relation to the adjustment assistance pro-
visions of the agreement, no firm has asked for adjustment assistance
in the United States, have they ?

Mr. Katz. No, sir.

Senator HArTEE. No firm?

Mr. Eaton. No, sir.

Senator HARTKE. But people have?

Mr. EaToN. Yes, sir.

Senator Hartke. Individuals?

Mr. Eaton. Twenty-one cases have been filed.

Senator Harrke. Pardon?

Mr. Earon. Twenty-one cases have been filed by groups of workers.

Senator Hartke. How can you account for the fact that individuals
saéy thgt they have been displaced and firms say they have not been
affected.

Mr. Eaton. I do not attempt to account for that, sir.

Mr. KaTz. I would like to try.

Senator HarTKE. Go ahead.

Mr. Katz, I would guess that firms have not been adversely affected,
and in fact in connection with the review called for by the agreement,
which I discussed in my statement, we have had consultations with all
of the major elements of the industry. We talked to the vehicle manu-
facturers, the car manufacturers, truck manufacturers and parts manu-
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facturers, and in general the ifipression we had was that all of the
firms were in general satisfied with the operation of the agreement.

Senator HARTKE. I am the sole person here and I have to go to the
floor of the Senate.

I understand from the committee staff that we have a witness with
a short statement. We will permit him to read his statement. Senator
Smakhers will take charge of the hearing at this time.We are going to
excuse you temporarily, Mr. Katz. ‘

Senator SmaTHERs, It is my uiiderstanding that at this time the pro-
cedure will be to have him read his original statement into' thé record.
Immeédiately following your statement, Mr. Welch, I am going to sub-
mit a list of questions whic¢h were requested to be subritted by Senator
Anderson, and I am going to ask you to include answers as a part of
your statement to these q"uestions on behalf of Senator Anderson and
submit them in writing.

STATEMENT OF HENRY W. WELCH, GENERAL ASSISTANT COMP-
TROLLER OF GENERAL MOTORS, DETROIT, MICH.

Mr. WeLct. Thank you, Mr, Chairman.

My name is Hemg W. Welch, I am general assistant comiptroller
of General Motors, Detroit, Mich, I have participated in'the planning
and implementation of some of the operations adjustmeénts General
Motors made in connection with the United States-Canadian auto-
motive trade agreement. As a result, I am conversant with the back-
ground and workings of the agreement.

I would like to make a brief statement with respect to it and, as
you requested, our experience under it.

PRIOR STATEMENT

On September 14, 1965, Mr. James M. Roche, our chairman, who
was then president of General Motors, appeared before this commit-
tee, presented a statement and testified on the United States-Canadian
trade agreement. As nothing has worked out any differently since
then to cause us to change our position, I would like to submit copies
of the statement made in 1965 which you may wish to review.

Senator Harrke. Those statements, Mr, Welch, are in the record and
are available to us. We will include those by reference in the record
rather than reprinting them.{

Mr. WeLcH. Thank you, sir. o
As backgrotinid, we noted that Canada was concerned with its defi-
cit in automotive trade which had risen from $133 million in 1949 to
$505 million in 1959. In 1959, this automotive trade deficit was 32.4
percent of Canada’s entire trade deficit. Thus, Canada looked to the
automobile industry while studying ways to improve its overall

osition.
P While Canadian automotive consumption represented about 7 per-
cent of the North American market, Canadian production measured
by content accounted for only about 4 percent of North American
output, '

*The questions, and response appear a§ l?

86.
Committee on Finance hearin ‘"United States-Canadlan Automoblle Agreement,”
Se:)t. 16 1620, and 21, 1065, Bp. 101-198.
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Subsequently, several steps were taken by Canada, including, in
November 1963, the extension of thé duty remission plan to cover all
1mf)‘orted vehicles and most imported parts and accessories,

n May 1964, as the result of a protest by a U.S. parts manufacturer,
meetings between representatives of the United States and Canadian
Governments were held, which culiindtéd in the United States-
Canadian Trade Agreement, At the request of these two governments
General Motors representatives provided factual information an
comments at that time but did not initiate any suggestions.

Mr. Roche's statement pointed out that General Motors had no part
in evolving this agreement, but that we respected its provisions and
would have to adj}:lst. our operations to comply with them.

Provisions in the agreement assured the I}:S. industry of continued
participation in the faster growing Canadian automotive market,
which in 1963 and 1964 provided a surplus of automotive trade for the
United States averaging nearly $550 million annually.

As we pointed out in 1965, the agreement is less restrictive to the
United States than other less desirable alternatives available to Can-
ada toaccomplish its objectives,

For example, the Canadian Govettiinent could have app]ied‘dut?f to
arts from‘the United States which had previously been imported into
anada duty free. Duty rates on dutiable items could have been in-

oreased. The imposition of surcharges in addition to the prior statu-
tory rate on imported vehicles is another avenue which the Canadian

?ove}s\rnment might have chosen to follow, and there was a precedent
or this.

Beyond any of these, the Canadian content requirement of 60 per-
cent could have been increased to, say, 90 percent. Such, and even
more restrictive measures have been adopted in other countries under
similar circumstances.

The application of any or all of these alternates could have been
expected to greatly reduce or even eliminate U.S. automotive exports
to Canada. Some of these steps have been taken either individually or
in combination by other countries in recent [\\vears-—for example,
Argentina, Australia, Brazil—with the result that U.S. automotive
exports to these countries have been substantially reduced or virtually
eliminated.

In 1964, General Motors operations in Canada imported $241 mil-
lion in automotive parts and products from the United States, which
contributed in the area of 17,000 jobs in the United States, We felt
that the market growth in both the United States and Canada would
make possible not only the then current levels of U.S. production for
Canada, but would in a short period of time result. in growth in the
value of U.S. exportsto Canada.

On the other hand, Canada, where the market growth has been at a
higher rate—and is expected to continue at this higher rate—would
participate to a somewhat greater extent in the growth. Thus, we felt
the program would protect the favorable U.S. position with respect to
the automotive balance of trade.

Wae rlso stated that it was our belief that the agreement, while not
free of difficulties for the industry and the United States and Cana-
dian Governments, would be & workable plan over a period of time, and
we proceeded on the basis that there was an element of permanency
in it.
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EXPERIENCE UNDER AGREEMENT

One of the basic effects of the ngreement was to encourage integia-
tion and realinement of production between the United States and
Canadn—Dby producing optimum volumes of componeits arid vehicles
in both countfies in"the hope that productivity of the automotive in-
dustry in both couiitties would be iniproved. Substaiitiial additional ex-

enditures were reqiiired by GM to effect this integration, and we now
ave substantial investinents in this program. ‘

Much has been done to integrate both Canadian and United States
production. Thus, many of the low-volume items have been relocated
to plants where the benefits of high volume ¢an be obtained, This has
gone on on both sides of the border, and is still in progress.

Theso changes were made possii)le, of course, by the provisions of
the agreement. However, it must be recognized that the duty-free fea-
ture applies only after cortain requirements are met. Failure to meet
these“!njgvisidns can result in very large penalties.

While the integration and realinement of our productive facilities
in both countries has resulted in improved productivity, it is still'too
carly to accomplish and measure the full bonefits.

Most mni)ortantly, employment has increased in both countries, a8 ex-
pected in line with*the growth in the market. With respect. to eniploy-
ment dislocation'in' General Motors U.S. plants as a result of the agree-
ment, fewer than 500 or our employees have been certified for Govern-
ment assistance. Most of these ems){loyees were recalled and the re-
mainder found other work very quickly. A

From the standpoint of the U.S. balance of trade, our preliminary
data for the 1987 calendar year show exports of U.S. automotive prod-
ucts by us and our suppliers from the United States to Canada exceeds
imports from Canada by nearly $240 million—approximately the same
amount as in 1064, ,

On this basis, we estimate that there still are about 17,000 net jobs in-
volved in this effort in'the United States.

SUMMARY

General Motors has operated under the United States-Canadian
Trade Agreement since 1965. Integration of production is ¢ontintiing,
and we have a large financial investment in the program. Our employ-
ment is higher in both countries,

Our net exports to Canada have been substantidlly maiiitained. We
said 3 years ago that the United States-Canadian Auntométive Trade
Agreement was a workable plan. We still believe that it is, and that

»rogress has been made since its inception i recomplishing the orig-
inal objectives agreed to by both coutitries.

I have kept my statement brief. If the committee would like further
details, I will try to answer questions.

Thank you. ,

Senator Saarurrs. Thank you, Mr. Welch,

I apologize for not being here to hear all of your statement, so I may
ask a couple of questions which you have already answered in your
statement.

Mr. WeLcn. Fine.
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Senator Sarariers. But you can either repeat the statement on that
point or just ad lib your answer.

There has been some inference, some statement mnde that this
Canadian auto parts agreement has resulted in a loss of jobs to U.S.
workers. Has that been true with respect to your company?

Mr. Weron. Well, there have been four, I believe, applicitions for
adjustment assistance from four of our plants. Three of them were
cortified as eligible for assistance, and tm?v involved some 500 em-
ployces. Theso folks wore only off a very short time.

I checked all the plaiits, and thére are none on lay-off in any of thoso
plantsat the moment.

Senator S»ratiiers. Is it correct to sniy that there are less jobs, that
General Motors has less employment liere in the United States by
virtue of this agreoment ¢

Mr, WeLon. No, sir.

Senator Smaruers. Do you have figures in yonr statement which
show that you have actually more jobs as a result of tlis ngreoment

Mr. Weron. No, sir; figitres are 1ot in the statement.

Comparing the second quatrtor of 1964 with-the second %unrmr‘of
1968, our employment in the United States is up some 55,000 people.
T usod 1904 as the date when'tlie agreement. started.

Senator SMATRERS, 1004-68, an increase of 55,000 jobs, is that the
rogular percontage increase that you ordinarily expected without the
-Canadian auto agreement, or did that result from the Canadian auto
agreemont

Mr. Wercn. No. I think inasmuch as in the two periods our net
exports and imports'to Canada were about the same, I would assume,
I would conclude that the figures would not have changed appreciably
had there been no agreement.

Senator SaratHrrs. So your contention is that so far as the jobs at
General Motors are concerned, they have not suffered, substantially, by
virtue of this Canadian auto agreement {

Mr. Wercon. That is correct, except for’ thess few temporary
dislocations, L

Senator Smarners. But overall, you beliove that the job situation
is as good as it ever was. Can you say that in your expericnce that
Canadian auto Karts agreoment has in any way contributed to ad-
ditional jobs in the United States?

Mr. Werci. T am suro that it has in some departments. That would
mean that some departments’ employment would have gone up and
other departments’ employment would have gone down as we effected
this rationalization back and forth. In total, I would think it would
approximately balance out. . ,

éenator Syarners. In other words, in total you do not see any great
loss insofar as jobs are concerned, nor do you see any great increase
as far as jobs are concerned ? On balance, it would be just about what
it would have been normally without the Canadidan parts agreement ¢

Mr. Wercn. That is correct, for otir company.

Senator Saraiers, For yotir company

Mr. Weron. Yes, sir. .

Senator Samartiters. It has been alleged that'tliere has been a great
deal of eapital exportation by your company in the fiilfillment of this
Canadian auto agreement.
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In other words, that you took money from the United States and
invested it in Canada in ordor to take advantage of the situation in
anada, resulting from the Canadian auto parts agreoment. Is that
a correct statement

Mzr. WeLon. No, sir,

Senator SaaTners. What is the situation ? What did you do?

Mr. WerLon, We have not sent any money into Canada for these
oxpansion projects, We did borrow funds in Canada 2 years ago, partly
for use in this. The balince of it has come from reinvested ecarhings,
and of course depreciation,

Senator SataTiERs. Is it your general conclusion that after three and
a half yoars of the Canadian auto parts agreement, it is a good thing
insofar as your company is concerned, not only with respect to employ-
ment but with respect to financest

Mr. Weroi. On balance, I would say yes, it is a workable agreoment,
and to the extent that it has resulted in improvement in produdtivity
in both countries, in a beginning toward an improvement in proditc-
tivity in both countries, I thihk it has been good in that sense.

Senator Sararikrs. What the mombors of the committee and I'am
sure the members of the Senate are concerned about is that we are
so givon to being so generous with our neighbors and our friends
throughout the world that we enter into these agreements, and that
these agrcements invariably result in the gieht benefit 6f our haighbors
and our friends, and to the great detriment of the United States with
respect. to jobs and imports vis-a-vis exports and finances.

s that your opinion? What is your opinion on those points with
respect to this agreement {

Mr. Weron. I think the folks in the exccutive branch that worked
with Canada in negotiating this agreement with Canada, this is just
my opinion, had in mind Br‘otectin r as much as they could and hope-
fully in filll'the favorable balance of automotive trade we have enjoyed
with Canada for years.

The alternatives were for Canada to take——

Senator Smarners. You had better pull‘that mierophone closer to

ou,
y Mr. Weren. ‘The alternatives wero for Canada to take one or more
than one of the courses that they could have taken, like, for example,
increusing their content on the parts in the car from 60 percent to
perhaps §0 porcent. or even 95 percent as Australin has done. The
conld have imposed special surcharges on imported cars, as in fact ha
been done early in the fiftics. They could have raised the duty rates.

There were a number of measures they could have taken, and that
also I am sure was a factor.

Senator Smaruers. So it is your judgment then, if I understand
you correctly, that your company was fearful that because of the
automobile trade imbalance of Canada with the United States, Canada
could have adopted certain restrictive measures which in the ‘ong run
would l}m;m hurt us, the United States and your company, sub-
stantially

Mr. Wercn. Yes; I think that gave us all concern, especially the
folks who were doing the negotiating.

Sonator SmaTHERS, I am more concerned about yott,
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Ml;. WeLcH. And we would have been concerned too as with any
country.

_Senator Smarners, Right, and is it your judgment that this Cana-
dian auto parts agreement not only anticipated but forestalled the
adoption of these restrictive measures on the part of the Canadian
Government, and'that in addition thereéto, it continued the cooperation
between the Canadians and the people of the United States, and it
gﬁ t(;sg?noi; to the detriment of either your company or the United

Mr. WeLch. I think I would agree with that, Senator,

Senator Samatiers. There has not been—and I ask the question
only for emphasis—there has not been any substantial or sizable
exportation of money on the part of your company from the United
Statﬁg to Canada, in order to tnake the Canadian part of your operation
wor :

Mr. WeLcn. No, sir.

Senator SatatHers. I think that is all I want to ask.

Off the record.) ~

. Senator Syrarrers. Thank you very much for your testimony, Mr.
Welch. If you will retuifh at 2 o’clock you will be further questioned
by Senator Gore. The committes would d“pﬁreciate it.

Mr. WeLcH. Thank you, Senator Smathers.

Senator SmaTiers, What I will do is to hear as many of these
witnesses to get their statements out of the way. Mr. O'Keefe, of the
?hrysle:lrgCorp., is scheduled to be next. Mr. O’Keefe, will you come

orwa

STATEMENT OF BRIAN T. 0'KEEFE, MANAGER, SPECIAL STUDIES
AND DEFENSE ADMINISTRATION, CHRYSLER CORP.

Mr. O'Keere. Mr. Chairman, my name is Brian T. O'Keefe, I am
currently manager, special studies and defense administration, Chrys-
ler Corp., Highland Park, Mich. One of my duties is to represent
Chrysler Corp. with respect to the United States-Canadian Automo-
tive Products Agreement.

I appreciate this opportunity to appear before the Senate Finance
Committee to express our views on the United States-Canadian Auto-
motive Products Agreement.

In 1965, when your committes reviewed this agreement and en-
dorsed the passage of Public Law 89-283 to be known as the Auto-
motive Products Trade Act of 1965, Mr. David W. Kendall, then
vice president, legal affairs, for Chrysler Corp., appeared before your
committes. On September 14, 1965, Mr. Kendall stated, and I quote:

Chrysler Corporation strongly supports the historic Trade Agreement already
reached by the United States and Canadian GQovernments, an@ we urge prompt
passage of the implementing legislation,

The passage of almost 3 years has not changed our view of the fun-
damental wisdom of this agreement for the United States. If any-
thing, it has strengthened our conviction that this agreement is the
only course of action which canpreserve for the United States a sig-
nificant trade advantage in automotive products with Canada.

Statistics on trade are extremely difficult to pinipjeint with accuracy,
as has been acknowledged in reports to your committee by representa-
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tives of the U.S. Government. The Government no longer hds access
through c¢ustoms to the data for production parts of U.S. manufac-
ture which are assembled in Canada into automobiles for sale in eithier
country. Chrysler Corp.’s own data, for the model year just ending,
show that there is contained in an average Canadian-assembled car
shipped to the United States 65 percent of U.S.-produced material
content and 35 percent Canadian-produced material content. Cars
assembled in Canada for sale in Canada contain 52 percent U.S.-pro-
duced material content.

Obviously, the uise of units-shipped data or dollar sales of compléted
vohieles onily cannot accurately reflect this trade in production partts.
Despite some misgivings about the absolute ac¢iitacy of the data, we
believe that some pertinent observations of intérest to your comﬁ{&é'e
can be made from dsata contained ii'tlie “Second Annual Report of the
President to the Cohgress on the Operation of the Automobile Trade
Act of 1965” as published by your committes on May 21, 1968, We
have prepared an analysis of data which indicated réughly $35,000
per’ year of U.S. factory sales of automotive products per average
employee.

Th)c; analysis referred to follows:)

SCHEOULE A
U.S. factory Average
sales employment
sutomolive nUS, Average sales
vets automotive per employes
ilions)
ndustry
[ C: T PN $25.5 52,900 ....coivininnnnn
lgz ....................................................... 30.9 842.% ................
L < TSP 30.9 859,200 ..c.cciiiiinnnen
117 P 28.3 809,500 ....oceeeennnnn
k(] R 115.6 3,264,300 $35,400

Source: U.S. Factory Sales, table |, p. 34, 2d annual.report; Amiu Employment, table 10, p. 43, 2d annual report.

Mr. O'Keere. The report states on page 3 that 1967 exports to
Canada were $1.8 billion. The average sales per employee developed
in our schedule indicates that these e:g)orts were equivalent to the
full-time employment of over 50,000 U.S. workers. On the same basis,
the $1.5 billion of iniports from Canada shown on page 8 were equiva-
lent to the full-time employment of over 40,000 Canadian workers.

This agreement, therefore, vitally affects the welfare of nearly
100,000 workers and their families.

While the data is not, in our opinion, accurate as to the balance of
trade between the two countries, the 1964 U.S. net export surplus of
$583 million on this basis was equivalent to less than 17,000 U.S. jobs
and the 1967 U.S. net surplus of $439 million was equivalent to over
12,000 U.S. jobs. This data indicates a net loss of less than 5,000 jobs
which is confirmed by the 5,684 U.S. workers who applied for assist-
ance under the adjustment provision of the act through April 1968,
of whom 2,500 havo been certified as eligible.

Senator SaaTHERs. Eligible for assistance{

Mr. O’Keere. Eligible for assistance; yes, sir. o

We do not believe that there has been any such decline in surplus
as the second annual report indicates. Chrysler Corp. cannot challenge
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industry statistics as a whole, but it can poiiit out the divergence of
its own trade data with that which we understand was used as a
basis for the second annual report. Valuations required by law for
customs reporting are not identical to actual selling prices between
Chrysler Corp. and Chrysler Canada.

To illustrate this:

(The valuations referred to follow )

(In millions of dollars]

catendar

Oanadian produced automobiles: yéar
Total entered value, U.S, customs. oo can e ccmmmcccecaeeme 334.7
Actual selling pricea a o cceeeemndcmmcccccccaas 280. 8
DIffOreNCe o cceccvcammccmccccce—cececcemem—eneseaneNae———————— 63.9
U.8. produced automobiles: _
Total entered value, Canada custoOmS. . e cmcccacaceaan 214. 4
Actual selling pPrice oo ceeeccccm—eecmeman - 183.65
DIffOreNee mceccecmcccccccccrccecmsnceammccae—emem——————e-————— 80.9

Mr. O’Keere. Thus on autoiiobiles alone, customs data showed over
$53 million excess Canadian sales to the United States in 1987 and ex-
cess U.S. sales to Canada of onliy $30 million, This produces a
net apparent unfavorable balance of $23 million which simply did not
exist. (This data covers automobiles only because the same problem
does not occur with respect to parts sales between Chrysler Corp. and
Chrysler Canada, and time did not permit analysis of truck data
which are, however, relatively minor as to trade.) It is our belief
that similar disparity of data exists with respect to trade in all auto-
raotive products between the two couitiies.

More importantly for purposes of this review by your committes
the intercom ang billing has changed Significantly during the penqd
1964 through 1968. The changes included substantial increases in
charges not reflected in customs, as well as changes in the intercom-
pany billing of products. The attached schedule, and I think we should
refer to the schedule that is attached to'the back of the testimony, this
is a schedule that we have prepared on Chrysler Corp. balance of
trade between Canada and the United States for the 1964 through
1967 calendar years.

These data, I should point out, include some minor amounts of
nonautomotive parts which time did not permit us to separate, and
it does not indicate what portions of vendors’ sales might have partial
products of another country, which information is not available, of
course.

In other words, when we say U.S. vendor sales to Chrysler Canada,
we are not aware of the total original origin of some of the material
that went into it. But this data incidates, the second annual report
shows a decline for the industry from 1985 to 1967 in total of $243
million ($682 minus $439) or almost 36 percent, which reflects the
decline shown in our estimated customs data for Chrysler Corp., sub-
tracting the $34.6 million in 1967 from the $93.6 million for 1085, of
$59.0 million or over 60 percent, which was unquestionnblér reflected
in those customs figures. It is significant that Chrysler Corp. data
show an actual favorable balance in 1965 of $99.7 million, and in 1987
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of $5.1 million or an aetual decline of only $14.6 niillion, or less than
1h percent.

learly this Chrysler Corp. differentinl is n signifieant factor in a
decline wliteh appears to be overstated. Forecasting trends of the
futiire on this basis would appear to be dangerous.

The United States and Canadian automotive industry, unlike many
other industiies, has grown to its present size by providing the public
annually with new models. Attuned as it is to the demands of that
public, the industry has developed more and moré different car lines
and body styles to provide the car buyer today with a greater nuitiber
of choices,

Senator SmaTHERs, We will recess at this point until 2 pan.

AFTERNOON SESSION

Senator Gorr. The committee will come to order. I am advised that
Mr. O'Keefe was interrupted before conclusion of his statement. It
will bo the putpose of the committee to proceed with'the completion of
his statement, and with the statements of the other witnesses listed.
Then perhaps there may be some interr()gntion with respect to wit-
nesses who have already testified. Mr. O’Keefe, would you like to
complete your statement

STATEMENT OF BRIAN T. 0'KEEFE, MANAGER, SPECIAL STUDIES
AND DEFENSE ADMINISTRATION, CHRYSLER CORP.—Resumed

Mr. O'Keere. Mr, Chairman, I may repeat a little part of it because
I am not quite sure where in the paragraph I left off.

The United States and Canadian automative industry, unlike many
other industries, has grown to its present size by providing the public
annually with new models. Attuned as it is to the demands of that
publie, the industry has developed more and more different car lines
and body styles to provide the car buyer today with a greéater number
of choices, One of the great economic risks begins each fall with the
introduction of new models and the wait to find out which cars have
caught the public fancy and, therefore, whether the manufacturer has
reasonably predicted demand and planned correctly.

No one can accurately forecast market conditions in one cowitry, so
as to perfectly schedule prodiiction of each car line and body style.
To expect that this can be done for the diverse tastes of two countries
to exactly match the production facilities and trade flows to inflexi-
ble standards is unrealistic. There will be the inevitable ups and downs
in given years, reflecting public demand and the production ability
to meet that demand. These fluctuations have been and will be reflected
in the automotive trade between Canada and the United States. Chrys-
ler Cog. believes that this trade will remain significantly favorable
to the United States over the years ahead, provided the industry can
continue to operate under ths Automotive Products Trade Act of 1965,

In the committee’s legitimate concern, we believe that you should
not lose sight of the fact that the equivalent of over 90,000 jobs are
involved. Actually, the trade involved results from a portion of the
labor of hundreds of thousands of workers. Not only the automobile

97-634 0—08—1
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manufacturers but many of the original equipment parts manufac-
turers have invested in large capital expansion programs in both coun-
tries in reliance on the continudance of the agreement, Termination of
the agreement would cause a disruption and dislocation of manufac-
turilllf activity ‘affecting thousands of suppliers in both Canada and
the United States and their workers. -

Should the agreement be revoked, we have no assurance that the Gov-
ernment of Canada will not follow the example of other nations and
require much higher Canadian content or complete manufactire in
Canada. Totally apart from the aireement, the Canadian Govern-
ment continues to persist in seeking higher Canadiai content than the
current requirements. Even if this results in higher automobile prices,
they believe that the Canadian’ piiblic would suppoert such action to
assure contiiiied increase in Canadian automotive employment. To
Canadians the subject of more extensive Canadian maniifacture is not
a theoretical concept, it is a matter of national pride. Any significant
increase in required Canadian content can only result in new condi-
tions of manufacture in both countries. Many workers, particularly
older ones, would be unable to adjust to the skills required to meet
these conditions, We urge this committee to prevent that possibility
from ever becoming a reality.

Chrysler Corp. strongly supports retention of the Automotive Prod-
ucts Trade Act of 1965 as being in the best interest of the United
States.

Thank you.

(The attachment referred to follows:)

CHRYSLER CORP. BALANCE OF TRADE, CANADA-UNITED STATES (CALENDAR YEARS) 1
{n millions of U.S. dollsrs}

Chrysler Corp, sales to Chrysler Canada. ... ...ccooonoociiaeianiinnae 69.4 142.8 27.4 363.0
Other U.S. vendor’s sales to ChryslerCanada. ... ... ... .coooaea... 8.7 4.4 64.1 81.1
Charges from Chrysler Corp. to Chrysler Canada.....ccceeeeeennen...... 3.7 4.8 12,5 28,0
| L] 1 SO 101.8 1930 3140 472.1
Chrysler Canada sales to Chryslor Corp.....ccceeeeiocneciciviniananaen 25.5 76.0 228.4 337.8
Chrysler Corp. purchases from other Canadian veadors.................. 1.6 17.3 2.1 8.2
L (1 3.1 93.3 260.5 382.0
Net actual US. favorable balance (excluding dividends).................. 68.7 9.7 8.5 85.1
Adjustment for automobile customs value difference and charges not
reflected by customs data. .. ..o ooneemniiiii i .7 6.1 35.5 510
Estimatedcustoms data. ... ..ccooiommiiiniiiiiaceeaianaaas 65.0 93.6 180 4.6

1 Data do include minor amounts of nonautomotive products, which time did not permit to separate. The
data also does not indicate what portion (if any) of & vendor’s product might have originated in another country
since this is not available to us.

Senator Gore. You remember the statement that what is good for
General Motors is good for the United States. Would you submit
the same statement with respect to Chrysler Corp.?{

Mr. O'’KeerE. No, sir.

Senator Gore. Thank you. The next witness is Mr. Rodney W.
Markley, Jr., vice president, Washington staff, Ford Motor Co.
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STATEMENT OF RODNEY W. MARKLEY, JR., VICE PRESIDENT,
WASHINGTON STAFF, FORD MOTOR CO.

Mr. MargLEY, Mr, Chairman, my name is Rodney W. Markley, Jr.
I am vice president, Washington staff of Ford Motor Co.

Senator Gore. What do you mean Washington staff?

Mr. MargrLEY. Senator, my office is one of several staff offices of
the Ford Motor Co. My responsibility is the Washington part of the
Ford Mototr Co.’s activities.

Senator Gore. What is the Washington part? Do you mean sales
agency for Ford products?

Mr. MarkLey. No, sir, I have nothi‘ng to do with the sales agencg.
My office is responsible for the company’s relationships with the Fed-
eral Government in Washington, and involves matters before the
regulatory agencies, interndational agencies, the executive departments,
and the GGovernment procurement agencies, as well as matters before
the Congress.

Senator Gore. Are you a registered lobbyist?

Mr. MarkLey. Yes, 1 am.

Senator Gore. Thank you. )

Mr. MargLEY. We are grateful for this opportunity to explain to
this committee our attitude toward the United States-Canada Auto-
motive Products Agreement in light of the past 3 years’ experience.
The members of this committes will recall, I am sure, that Mr. Fred
G. Secrest, Ford’s vice president-controller, testified iﬁ'silipport of the
agreement during your 1965 hearing. I am sorry that Mr. Secrest is
out of the country, and cannot be here today, but I will try to pinch-
hit for him and review the developments which have occurred under
the agreement, compared with some of the key projections made by
Mr. Secrest. :

At the outset, let me assure the committes that in our view the agree:
ment has worked well, and for reasons I will subsequently develop
we strongly favor its continuation,

Senator Gore, Worked well for whom¢

Mr. MarkerEy. It has worked well for the United States, for Canada.

Senator Gore, And Ford? _

Mr. MargLEY. And Ford, Ford employees, Ford shareholders.

Senator Gore. Proceed. What about the United Statest

Mr. Margrey. I included that, I believe, in my previous answer.

A major purpose of the United States-Canada Automotive Produets
Agreement is the creation of a North American market for automo-.
tive products within which the full benefits of specialization and
large-scale production can be achieved. Toward this end, duties on
automotive products, except service parts, were eliminated by the
United States and by Canada under conditions specified in the agree-
ment. In line with the objectives of this agreement, Ford has con-
verted its Canadian facilities from low-volume production of virtu-
ally its full range of product lines to high-voliime production of a
segment of its product lines. :

When Mr. Secrest testified before you in 1965, he mentioned that
Ford-Canada’s single assembly plant produced 71 car models and 227
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truck models. Today, in Canada we prodiice 49 car models and 64
truck models. Similarly we make only two engines in Canada, which
are used both in Canada and the United States. The other 18 engines
used in our Canadian and U.S. vehicles are manufactired in our
U.S. plants. Further, Ford-Canada now produces some components
such as axles used both in Canada and in many of our U.S. products,
whereas other pomamnents such as steering gears used in Canadian
. vehicles and formerly maniifactured in Canada are now being supplied
solely from the United States.
. As M. Secrest predicted, we have moved far down the road toward
integration of our United States and Canadian manufacturing sys-
tems, with a high degree of interdépendence and efficiency throughout.
Furthermore, Canada has remained the major export market for
Ford and other U.S. producers of automotive items. As you know,
neither of these desirable results appeared likely in absence of the
agreement. ,

With regard to'the automotive balance of trade with Canada, Mr.
Secrest testified that for model year 1964, the gvear prior to'the agree-
ment, Ford’s favorablé balance of trade with Canada would range
from a low of $106 million to a high of $160 million, dépending on the
growth of the automotive market in Canada—the greater the rate
of growth, the greater the favorable trade balance. Our current pro-
jection for the 1968 model year is a favorable trade balance for Ford
of about $155 million, just short of Mr. Secrest’s highest projection.
We would expect that our favorable trade balance will be as high
in model year 1969.

Of course, the agreement has an impact not only on'the automobile
manufactiirers, but also on independent parts suppliers. Fears were
expressed that the maniifacturers would shift'their sourcing to Canada
and that U.S. vendors would suffer accordingly. The facts indicate
that independent parts suppliers for Ford, at least, have fared very
well during the past 3 years. In 1964, Ford’s U.S. purchases of origi-
nal equipment parts from outside suppliers in the United States
totaled $1.8 billion. In 1968 we estimate that these purchases will in-
crease to about $2.3 billion—an increase of about 25 percent.

Looking at the situation of independent vendors in terms of United
States-Canadian trade, we find that in 1964 the value of shipments
of original equipment parts to Ford’s Canadian plants from independ-
ent U.S. suppliers amounted to $55 million. The 1968 value of such
shipments will approximate $171 millioh—an increase of $116 million.
On the other hand, independent Canadian suppliers of original equip-
ment parts increased their shinments to Ford-United States from a
1964 total of $13 million to a 1968 level of $108 million—a $95 million
increase. In balance-of-trade terms, there was a net favorable trade
balance enjoyed by U.S. independent. vendors of $42 million in 1964
and of $63 niillion'in 1968,

Mr. Secrest also forecast that on balance the agreement would not
reduce domestic employment in the U.S. automotive industry. He
noted, for example, that any U.S. job losses that might result from im-
portation of Ford cars from a Canadian plant would be offset by addi-
tional jobs need to produce more of onr domestic car lines for export
to Canada. It was also noted that similar offsets would be expected in
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other segments of our business and that automotive employment in
both countries likely would increase.

This hes proved to be the case. Overall, Ford’s average monthly em-
ployment of hourly workers in the United States—excluding strike
periods in 1964 and 1967—increased from 124,600 in 1964 to 145,300 in
1967 and to 158,300 for the first 5 months of 1968—an increase of some
27 percent.

In Canada, average monthly employment of hourly employees for
the first 5 months of 1968 was 11,500, or about 1,500 above 1964—an in-
crease of 15 percent. Accordingly, since 1964, Ford-United States has
added about 20 jobs for every job added by Ford-Canada.

In considering this record of increasin I%,.S. employment, it is inter-
esting to note that only about 2,500 1J.S, workers have been certified
eligible for adjustment assistance under provisions of the Automotive
Products Trade Act of 1965. While I do not know how many of those
2,500 workers remain without employment, I would like to cite the
only adjustment assistance case directly affecting Ford Motor Co. em-
ployees in the United States. In this instance, 150 employees were certi-
fied eligible. The bulk of these were actually reemployed by the com-
pany within a short period of time. Fifty-two refused job offers which
we made to them.

Ford has made large capital expenditures in the United States and
Canada during the past 3 years, with the lion’s share in this country.
From 1965 through 1968, Ford’s capital expenditures approximated
$1.6 billion in the United States and $201 million in Canada. Of course,
not all of these expenditures were directly related to the agreement,
particularly in the United States, but the company’s intent in planning
its operations during this period has been to integrate its United States
and Canadian operations, in accordance with the objectives of the
z(agreegmnt. Incidentally, the Canadian expenditures were financed in

Janada.

In absence of the agreement, the pattern of capital expenditures
would certainly have been different, since the operating premise would
not have been integration. Should the agreement be significantly modi-
fied or terminated, the effect on our manufacturing facilities would be
most undesirable. Many of these facilities would automatically become
uneconomic. Our cost of production in both countries would rise sig-
nificantly—on a continuing basis in Canada and at least in the short
run in the United States—and the impact on our customers, our sup-
pliers, and our stockholders would be harsh. )

Future investments in Canada will be based on market considera-
tions common to both Canada and the United States. I can assure
this committee that among the most important factors included in
such investment decisions will be their impact on balance of payments
and employment. One final comment about future investments. I want
to make it clear to the committee that we at Ford are fundamentally
opposed to the concept of any further letters of undertakings from
the Canadian vehicle manufacturers to the Canadian Government.

In summary, during the last 3 years, in reliance upon the continu-
ance of the United States-Canadian automotive products pgreement
and the implementing legislation and regulations in the United States
and Canada, Ford has been establishing an integrated North Ameri-
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can assembly and manufacturing system and has made heavy facility
expenditures in order to implement this system. Canada has been
maintained as the major export market for the United States. Ford’s
net balance of trade between the United States and Canada is pro-
jected to be favorable to the United States to the extent of $155 mil-
ion for the 1968 model year and to remain favorable in succeeding
ears. The level of employment in the automotive industry in the

nited States has increased, the efficiency of the North American
automotive industry has also been increased, and the agreement has
contributed to a more rapid growth of output.

If the United States-Canada automotive products agreement were
terminated and the implementing legislation and orders repealed, the
consequences to the automotive industry here and in Canada would
be disastrous, both to the vehicle manufacturers and to the independ-
ent parts maniufaétitrers, Ford would incur very substantial financial
losses in the United States and Canada, as a result of its participation
in & program sponsored and endorsed i)y both the United States and
Canadian Governments, and which it had every reason to believe was
to continue in existence on a long-terin basis. Moreover, there would
be a serious, and severe, distortion of production and sourcing pat-
terns both in the United States and Canada, and unemployment fre-
quently follows in the wake of such distortions.

Furthermore, we believe that termination of the agreement would
put a severe strain on relations between the United States and Can-
ada. Whtle it is difficult to speculate on the exact nature of the actions
that the Canadian Government might take, we believe the probability
of some retaliatory action is high, considering the ¢ircumstances sur-
rounding the development of the agreement in 1964 and 1965. If the
Canadian Government were to impose quotas, tariffs, and local-content
requirements such as now exist in other countries, the U.S. automotive
trade balance vis-a-vis Canada would suffer substantially compared
to the balance of trade levels that can be achieved under the terms of
the existing agreement.

For these reasons, Ford Motor Co. strongly supports the United
State-Canada automotive products agreement and would vigorously
oppose its termination.

hank you for providing us this opportunity to appear.

Senator Gore, Thank you. In compliance with the practice this
morning, we will now hear the next witness, and then such time as the
program in the Senate will permit will be utilized in questioning wit-
nesses who have already made statements.

The next witness is Mr. William C. McCamant, Washington rep-
resentative, Automotive Service Industry Association.

STATEMENT OF WILLIAM C. McCAMANT, WASHINGTON REPRE-
SENTATIVE, AUTOMOTIVE SERVICE INDUSTRY ASSOCIATION

Mr. McCasant. Mr. Chairman, my name is William C. McCamant,
I am appearing here today as the Washington representative of the
Automotive Service Industry Association (ASIA).

Senator (ore. Are you a registered lobbyist #

Mr. McCamaNT. T am, sir.

The association is composed of over 5,000 automotive parts manu-
facturers, warehouse distributors, wholesalers, and rebuilders. Many
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of the parts manufacturers manufacture parts for new vehicles under
contract with the vehicle manufacturers, and also manifacture and
sell direct to the automotive aftermarket for replacement purposes.
Your courtesy in extending the opportunity to present views on the
operations of the United States-Canadian automotive trade agree-
ment is appreciated. .

When this committee was considering the agreement, the association
was represented by its president, AllengI. Levine, and its legal counsel,
Harold T. Halfpenny, who expressed opposition to approval of the
agreement, The operation of the agreement has exceeded our fears.

Basically the agreement, signed January 16, 1965, effects commit-
ments made by the vehicle manufacturers on January 13 and 14 to
the Canadian Government to place in Canada a larger share of the
North American automotive market. Only vehicle maniifactiirers can
import into Canada or into the United States automotivée parts dut;
free. In the United States, a vehicle manufacturer can import bot
new vehicles and parts for new vehicles without any obligation to
maintain American content or American %roductio'n. 1 Canada, the
vehicle manufacturers must meet certain obligations rega’r‘ding ana-
dian content and assembly of vehicles in order to import U.S, made
vehicles and automotive parts duty free into Canada. Hence, the agree-
ment gives to the vehicle manufacturers an incentive to resource more
parts in Canada. This was the purpose of the plan as outlined in the
report of the Royal Commission commonly referred to as the Bladen
report. Let us examine the statistics on trade between the United
States and Canada in automotive products.

In reviewing the statistics available on United States-Canadian
automotive trade, there are two sets of records. The first is derived
from U.S. sources, and comes from the U.S. Bureau of the Census
records on imports and exports. The second is derived from the U.S.
records of its imports from Canada, and from Canadian Government
records of its imports from'the United States.

Mr(.] Chairman, I will request that these figures be included in the
record.

Senator Gore. Will you Rlease read them. I want these automobile
companv representatives who say this has been in the interest of the
United States to hear this.

Mr. McCamanT. Thank you.

The U.S. import-export records indicate the U.S. balance of trade
in automotive products as follows:

{In niitlions of dollars]
Year
1084 e ceececceam—c—cccecmmeceemme—me—em—me——————————— 578.8
1008 o e memeeem—mmm—mmeeeeamemesemme——————————— 658.1
1008 e ceemcmcmmecmmeacememememeee—ee——m———————— 407.8
1087 e eacemccmemmeme—mmemmer—seemmmmsememe——mee——e——— 285.2
1968 (January through April) .o s —10.4

Senator Gore. If you include the first 5 months the story is even
worse.

Mr. McCamaNT. Is that true, Senator? L .

Senator Gore. Yes. It takes a real accomplished lobbyist to say this
is in the interest of the United States.

Mr. McCamanT. Now the second table.
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If we use the United States and Canadian records of the imports
of the respective countries, we find the following trend:

[In milMons of dollars)

If you use the U.S. import-export figures, the trade balance on auto-
motive parts from 1064 to 1967 has declined 50 percent. If you use
import figures, the trado balance declined 25 percent. I might add that
what trade surplus we now have is in pirts and accessories.

In the report dated September 27, 1965, of this committee, it was
noted that:

By the Treasury computations, both natlons will share in the expanded trade
in such proportions that our favorable balance of trade will not be disrupted
over the perlod covered by the letters of undertaking., Such a result of a trade
agreement Is truly unique.

The record shows that the results are unique. What has actuall
happened was foreseen in the minority report, not only as to the shift
to dmmda of jobs and production, but also its effect on the balance of
trade,

There are literally thousands of parts manufacturers, large, medinm
and small, Compiired with the size of vehicle manufacturers, however,
virtually all would be classed as small. With the pressure from the
Canadian Government. to increase the Canadian share of the North
American market, the vehicle manufaéturers have not only inereased
their own prodiiction facilities in Canada, but have shifted their pur-
chasing of parts and e(qﬁ’p‘ment, to the independent. suppliers with
plants in Canada, some American-owned, some Canadian-owned, and
some companies with United States-Canadian ownership. Therefove,
many U.S. companies responding to the pressures of the marketplace,
meaning the customers, have expanded or established prochiction fa-
cilities in Canada, Some of those facilities ave still in constiuction, so
the full impact of the letters of commitment still may not have peaked
as yet. As your committee report stated, the agreement was unique.

The Automotive Service Industry Association does support free
trade between the United States and Canada in automotive products.

Senator Gorr. That is what the public was told that this agree-
ment was?

Mr. McCamant. That is what they were told, Mr, Chairman.

Senator Gore, How did the American pcopie and many Members
of Congress get the impression that this agreement was free trade?

Mr. McCamant. I don't know, but it never was, and it still is not
free trade,

Senator Gore. Who is it free for?

Mr, McCamant. It is free only for the major vehicle manufacturers.
The only person who can ever win anything from a Canadian tariff
is a vehicle manufacturer. Even if a vehicle parts manufacturer were
to import originally equipment in Canada eventually destined for it,
it has to be tied to a vehicle mamtfaétiirer, in order for the duties to
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be remitted or excused, and the remission is credited to the vehicle
manufacturer, provided that he has exported to the United States.

Senator Gore. Are you saying that the only beneficiaries in the
United States from this agreement can be and can only be the four
large automobile manufacturing concerns?

q Mr. McCanmant. I think that generally is a conclusion that can be
rawn,

Senator Gore. Well, there are some smaller ones that might benefit.

Mr. McCasanT. There are a nitmber of smaller ones, and I am sure,
I think the U.S. Governmeiit lists something like 128 designated ve-
hicle maniifacturers. In terms of market power, the effect of the 6ther
124 is o very minor figure.

Senator (Gore. At least as far as people in the United States are
concerned, the beneficiaries are members of a rdather limitéd, restricted
and favored group, being manufacturers of automobiles?

Mr, McCaarant. That is correct.

Senator Gore. Not.many average citizens mamifacture automobiles.

Mr. McCamanT. That istrue.

Senator Gore. And yet this agreement was sold to the American
people, through very clever propagands on the part of both'the auto-
mobile concerns and the administration, as being one that would be
beneficial to the United States, to the people of the United States.

In fact, as you have cited here, it was a deal intended to be primarily
for the benefit of the automobile maniifacturers as far as the United
States is concerned, and isn’t that the way it has worked out?

Mr, McCasant. That is true, and to the Canadian Government
and the Canadian nation. )

Senator Gore. Well, I was speaking only for the United States.

Mr. McCarmant. Formerly we had the duties remission program,
which was determined to be illegal. The parts manufacturers filed
through the Federal courts. The United States started negotiatin
with the Canadian Government over the case as to what to do wit
the sick patient, and this is the solution that was finally evolved.

This committee was told that the parts manufacturers supported the
agreement. If my ears served me correctly this morning, Senator, the
spokesman from the State Department said it was his understandin
that the parts manufacturers supported the agreement at the time it
was under consideration. . i

Senator Gore. I didn’t have that impression. . |

Mr. McCamanT. And I looked in the record of this committee, and
I find no parts manufacturer or association of parts manufacturers
appearing before this committee in support. )

Senator Gore. You know a strange thing happened during the
course of that battle 3 years ago. T had many letters and telegrams and
telephone calls from parts suppliers to the automobile concerns bl}t
suddenly those people got very quiet, and upon followup they didn’t
want their names mentioned. Can you explain? Was that a mystery
toyou?t A

Mr. McCamanT. Regretfully it is not a mystery to me. It is just not
wise for them to come in and oppose publicly before this committee
legislation which is supported by their largest customer.

That is the simple reason for it, and that is also the reason why
there have boen virtually no companies coming in asking for relief of
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the Federal Government for assistance, because of the loss of contracts
or the shifting of contracts from the United States to Canada.

Senator Gore. I won'’t press you on this because I suppose you repre-
sent some of these people. .

(ll\Ir. McCasranr, I believe I do, sir. That is the reason I am here
today.

Sejlrmtor Gore. I am even reluctant to mention some of my own
constituents. They still want some business from Ford and General
Motors and Chrysler.

Mr. McCamanT. They do. L .

Senator Gore. And tKe are afraid if they speak their mind on this
deal, they will not get it. They tell me so. L

‘Mr. McCamanT, That is a correct appraisal of the situation,

Senator Gore. Does that exist in States other than Tennessee

Mr. McCamanr, Itisina number of States. '

Senator Gorr. I have in mind one rather Jur; concern, to which

lant I made a visit. They showed nie the pu++ , they were supplying,
indicated the number of employecs who were employed manufactur-
inﬁ‘those parts. : A

hey were very concerned about this proi: -+ agreement, but sud-
denly I was no longer able to get any informacion. 1ndeed, the mail
became real slow—the exchange of letters—and the specifics were
deleted. You may proceed. . )

Mr. McCamanT. Thank you. As I indicated, the Automotive Service
Industry Association does support the trade between the United
States and Canada. At a meeting of the ASIA executive and finance
committee of December 7, 1967, the position adopted with respect to
the United States-Canadian automotive trade agreement was:

gl ASIA isopposed to the agreement as now constituted.

2) ASIA is opposed to the private agreements entered into between
individual vehicle manufacturers and the Canadian Government.
§3) If there is to be a continuation of any automotive trade pact,
ASIA supgorts the elimination of all tariffs between the two coun-
tries, including those affecting automotive replacement parts.

Senator Gore. You mean affecting also new automobiles?

Mr. McCamanT. Yes, including permitting the citizens of Canada
to buy a new automobile in the United States duty free.

Under no circumstances can we view the current agreement as bein
“free trade.” Indeed, we do not view the agreement as a “step” towar
free trade, as some observors have characterized it. Only the vehicle
manufacturers can be granted an exemption from duty oh automotive
products exported from the United States to Canada. Only vehicle
manufacturers can import duty free from Canada, automotive patts.
U.S. independent parts manufacturers cannot enter the Canadian
market with its high tariffs on replacement parts. The so-called North
American automotive market is not a reality to parts manufactirers.
It is a reality to four vehicle manufacturers.

Over the past few months, the press has reported that the two Gov-
ernments are reviewing the operation of the agreement. One reason
for the review as stated in the agreement is to consider the extension
of the duty-free status now enjoyed for new vehicles and parts for new
vehicles to parts intended for replacement.
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What is the incentive for Canada to extend the agreement to auto-
motive parts for the aftermarket? Under the GATT agreement, the
United States agreed to reduce its 814-percent duty on automotive
parts by more than 50 percent, and by Jtﬁmary 1, 1972, the duty on
parts for the aftermarket will be 4 percent. Canada has duties on
replacement parts of either 25 percent or 1714 percent, depending on
the category. Canada under GATT has agreed to reduce the 25-
percent duty to 15 percent, and the 1714-percent duty to 121,(45 percent.
Thus, the incentive for a really free trade agreement for Canada is
difficult to see.

In other words, the Canadians have already gained the advantage
on vehicles, the U.S. surplus in trade in parts is already faltering and
may soon disappear, and as we move toward implementation of the
GATT agreement, Canadian made parts by January 1, 1972, will have
a 4-percent U.S, tariff hurdle, and U.S. made parts going to Canada
will have either a 1214-percent or 15-percent tariff hurdle. Thus, the
vast U.S. market will be almost wide open to Canadian producers, but
the U.S. producers will still have to jump the 1214-precent or a 15-

“percent Canadian tariff on automotive parts.

The next question that comes to the fore is just what features of an
agreement to extend duty-free trade to the replacement market would
interest the Canadian Government? For this, I must refer to reports
in the press. In an article in U.S.-Canadian automotive trade, the
Journal of Commerce of May 17 reported :

Canada, it 18 understood, would like its subsidiaries of the big four U.8. auto
producers to undertake new production commitments.

Also, in an article on the problem which appeared in the Toronto
Globe & Mail of May 29, 1968, the observation was made that:

The effect may be to compound the dificulty of Canadian officials in securing
at least tacit Administration consent during the current round of discussions
to some new arrangement aimed at fnsuring that continued expansion of Canada's
automotive production after the present undertakings by the auto manufacturers
in Canada run out this year.

With United States and Canadian newspapers reporting that Cana-
dian officials may be asking the U.S. Government to give tacit consent
to further undertaking, you ¢an well appreciate our alarm of what
the negotiations will bring forth. It is entirely ?'lossible that the Cana-
dian Government would agree to extending the duty-free status to
parts destined for replacement provided that the vehicle manu-
facturers undertake new commitments to increase their purchase or
manufacture in Canada of parts for the aftermarket. With such an
atmosphere, it is difficult for the Automotive Service Industry
Association to even ask that free trade in parts for the aftermarket be
effected, because our meaning of “free trade” and the Government’s
meaning of “free trade” are not in the same ball park. .

The automotive parts aftermarket is now open for deep Canadian
penetration. An agreement to extend duty-free trade to replacement
parts may be tied to further commitmerits to shift production for the
aftermarket from the United States to Canadian factories, just as
the present agreement shifted production for new vehicles and parts
for new vehicles. Canada may require importers of parts for replace-
ment to gradually or not so gradually increase their exports of re-
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placement parts in order to import into Canada duty free. If there-
18 the slightest gossibllity of this arrangement being realized, our
association would oppose the extension as it would not be free trade.

There are many more aspects to consider, but inasmuch as we were
not aware of the hearings until yesterday, this presentation must be
limited. Again, we are grateful for the opportunity to express these
views, and for the interest of the members of this committee in the
independent automotive aftermarket.

Senator Gore. The committes thanks you for your testimony. I
hope the administration representatives who are here will take note
that your organization and your members did not and do not support
the agreement, and would not support any extension of it or any
further—I wouldn’t say liberalization of it, there’s nothing liberal
about this. Instead of being a move toward liberalization of trade
between the United States and Canada, this is a deal for the auto-
mobile manufacturers,

I would like to read the first paragraph of the minotity report on
this agreement and ask the State Department representative, Mr.
Katz, to return to the witness table. The Chair would like to state that
in case the bell rings in thé Senate for a vote before questions are con-
cluded, the Chair will submit questions in writing to dll witnesses and
expect an answer for the record. It may be that we can conclude testi-
mony today.

Mr. Karz. Yes,sir.

Senator Gore. Mr. Katz, I would like to read to you the first para-
graph of the minority views with respect to the bill H.R. 9042 of
September 27, 1965 :

The bill under consideration implements the United States-Canadian Auto-
motive Products Agreement. It purports to be a measure beneficlal to the
Amerlcan economy, helpful to our balance of payments, and of benefit to both
American and Canadian consumers. In fact, it does none of these.

The hearings have demonstrated that this legislation is special interest legis-
lation of the most restrictive sort, the opposite of free trade, detrimental to our
balance of payments situation, and harmful to American industry and jobs.

I submit to you, sir, that the analysis of this agreement contained
in this paragraph now stands as factual, which was a correct analysis,
and the presentation given by thé administration was wrong.

There is a vote. Is it agreeable to you, Mr. Katz, and to you, Messrs.
Welch, O’Keefe, and Markley, due to the pressure of the business of
the Senate in these, we hope, closing days, that the Chair submit writ-
ten questions to which you will have the privilege of submitting
written answers for the record #*

Mr. KaTz. Yes, sir; we will be pleased to do that.

Senator Gore. Thank you. I am so sorry that some of my Republi-
can brethren aren’t here, because I wanted to give Henry Ford back
to them. He is too expensive for us. But they are not here, so maybe
we will keep him until the next administration comes in.

With apologies for my inability to be here this morning, and for
the pressure of the Senate business this afternoon, questions will be
submitted to each of you in writing. The record will be completed
and copies sent to you. Thank you very much,

Mr. Katz. Thank you.

*The written questions and answers supplied appear as app. B, p. 79.
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Senator Gore. We will include at this point in the record, the state-
ment of Mr. Walter P. Reuther.
(Mr. Reuther’s statement follows:)

STATEMENT BY WALTER P. REUTHER, PRESIDENT, INTERNATIONAL UNION, UNITED

G:gguonns, AEROSPACE & AGRICULTURAL IMPLEMENT \WORKERS OF AMERICA,

The United States-Canadian Automotive Trade Agreement has been of signif-
icant benefit to auto workers and employers on both sides of the border, to the
economies of both countrles, and to political relations between the U.8. and
Canada. As President Lyndon B. Johnson's second annual report to the Con-
gress on the operations of the Automotive Products Trade Act of 1965 stated:

“The agreement has stimulated a great expansion of automotive products trade
between the two countries, promoted rationalization in production eficiencies,
helped to narrow the differential between higher Canadian and lower U.S. prices,
an:l hs;rengthened the economic and commercial ties between the two friendly
neighbors.”

The reduction of trade barrlers between the United States and Canada in
regard to automotive products was economically sound. These two countries
form a single North American automotive market. Consumption patterns in
both countries are similar. The same four major automotive companies op-
erate in both countries, and produce automobiles of North American design,
which are bought by the great majority of automotive consumers in both coun-
tries, In such a situation, tariffs constitute artificial barriers against rationalized
production and efficlency that hamper the economic well-being of workers,
employers, and our two countries asa whole.

Bvidence of the increased efliciency resulting from the agreement is the sharp
increase in the trade in automotive products between the U.S. and Canada be-
tween 1964 and 1067, from $730 millon to $3.3 billion. The companies found
it economic to concentrate production of some vehicles and parts in one country
and of other vehicles and parts in the other. There has also been a substantial
increase in U.S.-Canadian trade in the products of allied industries, such as
machinery and raw and semi-processed materials used in automotive produc-
tion, although it is not possible to measure the amount of growth in this trade
that has resulted directly from the agreement.

Since the agreement came into effect, there has been some decline in the net
export surplus of the United States in automotive product trade with Canada,
but not sufficient to cause concern in all the circumstances. In the first year the
surplus actually increased substantially, from $683 million in 1964 to $682 mil-
lion in 1965. It declined to $527 million in 1966 and then to $439 million in 1967.
(These data are based on U.S. and Canadian import data respectively, because,
as the President's Report to Congress pointed out, each country’s export data
are much less reliable than its import data. At the same time, we note the testi-
mony of the spokesman for Chrysler Corporation, who pointed out that as far
as his company was concerned, at least, there were some items not reflected in
the data used for the Report which would have incrdased its U.S. surplus,
especially in 1966 and 1967. If this is the general situation, then the U.8. actual
surplus was substantially larger than that reported.)

The growth in the U.S. net export surplus in 1905 reflected the exceptionally
rapid growth of the automotive market in North America in that year, accord-
ing to the report, and the lower export surpluses in 1966 and 1987 resulted in part
from a declining automotive market. The changes in the surplus from year-to-
year should not detract our attentfon from the important fact that the surplus
continues to be substantial in size and in favor of the United States.

In evaluating the current U.8.-Canadian trade agreement, consideration should
be given 40 the fact that in any situation where freer trade is established be-
tween two countrles, the negative or unfavorable effects resulting from the ad-
justments to a new economic climate are likely to occur in the first few years. On
the other hand, the Denefits resulting from freer trade will accumulate over the
long run, as operations in both countries increase in efficlency and prices are
lowered as a result.

In any case, 1t must be borne fn mind that the question at issue is not whether,
by abandoning the agreement, we shall revert to the stalus quo ante. We cannot
return to the conditlons of U.8.-Canadian automotive trade which existed prior
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to 1965, because the Canadian government made it clear at that time that it could
not permit them to continue. It must be remembered that the trade agreement
was Initlated because the Canadian government found the size of its trade defleit
with the U.8. in automotive products to be intolerable, and had begun to take
unilateral steps to reduce it. In particular, it had adopted measures designed
to induce U.S. companies to shift part of their North American production to
Oanada. The choice facing the United States was whether to take retaliatory
measures against Canada in return, or to work out a mutually satisfactory agree-
ment with Canada to meet the problem.

The latter course was followed. If it had not been, if we had followed the
course of retaliation, Canada would have countered with still further restric-
tions on automotive imports from the U.S. One U.S. negotiator of the auto
trade pact, Robert L. McNeal, has sald that if the pact had not been agreed
upon, Canada would have raised tariffs and increased the percentage requirement
for Canadian content in each motor vehicle assembled in Canada. The end re-
sult would probably have been a tariff war, a lowering of production in both
countries, a reduction of available jobs, and greater layoffs in the automobile
industry on both sldes of thé U.S.-Canadian border than actually occurred under
the automotive trade pact in the last three years. If we were now to abandon the
agreement, those same dangers would threaten us again.

Olaims that have been made that 50,000 American workers have lost their
jobs as a result of the U.S.-Canadlan Automotive Trade Agreement are not borne
out by the facts. From the inception of the Automotive Products Trade Act on
October 21, 1985, through December 31, 1067, a total of elghteen petitions were
filed before the U.S. Automotive Agreement Adjustment Assistarice Board claim-
ing that workers had been laid off as a result of the operation of the agreement.
Of the eighteen petitions filed, the Board determined in thirteen of these cases
that the workers were laid off as a result of the agreement. The Board deter-
mined in a little over two years that a total of 2,600 U.S. workers were laid off
as a result of the agreement. This is equal to four-tenths of one percent of pro-
duction worker employment in the industry In the U.S. in 1067. About 2,100
of these workers were individually declared to have been eligible for weekly ad-
justment assistance benefits under the trade agreement. Most of the workers
who were lald off were either recalled to their former jobs, found new jobs,
or left the labor force, so that on January 1, 10688, only 325 persons among those
1atd off as a result of the trade agreement were still unemployed.

These statistics on lost jobs do not take into account the new jobs created in
this country as a result of expanded auto trade with Canada. There 18 no ques-
tion that new jobs in the U.S. have been created as auto plants in this country
are producing new items for the Canadian market, although the number cannot
be precisely measured. The value of U.S. exports to Canada of completed passen-
ger cars increased dramatically from $41 million in 1064 to $613 million in 1987.
Exports of parts and accessories for use in motor vehicles assembled in Canada
increased from $597 million in 1964 to $1% billlon in 1967. Sales of trucks, buses,
and chassis to Canada increased from $21 million in 1964 to $134 million in 1967.
That makes a total increase of over $1.3 billion in the value of motor vehicles and
parts that have been produced in U.S. plants by American workers for sale in
Canada. If some jobs have been lost because of increased imports from Canada,
undoubtediy others have been gained because of increased exports to Canada.

Part of the U.S. benefit has been due to the expansion of the Canadian market
that resulted from the trade agreement. The reduction of car.prices in Canada
to levels existing in the U.S., a goal made possible by the trade agreement and
one for which the UAW has been striving since the agreement was signed, will
provide an even greater stimulus for U.S. sales to an expanded Canadian market.

U.S. rales to Canada will represent a large share of Canada’s market expansion,
not only because there will be an increase in U.8.-made vehicle sales, but because
U.S.-made parts and components constitute a large part of every vehicle made in
Canada. A spokesman for one company has already told the Committee that
Canadian-made cars shipped to the U.S. average 65 percent of U.8.-produced
material content, and Canadian-made cars sold in Canada average 52 percent of
U.8.-produced material content. )

The creation of one auto market in North America should also resuit in
increased efficlencies and lower costs for motor vehicles produced and sold in the
United States, and therefore lower prices for consumers in this country as well,
although the benefits in this regard will undoubtedly be much more substantial
in Canada than on this side of the border.
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As we have pointed out above, abandoning of the auto trade agreement would
precipitate again the problems with Canada which existed prior to 1965, and
attempts by Canada to find unilateral solutlons could lead to serious dislocations
of the production pattern In this country. But there is another serious danger it
the agreement is abandoned. Under the agreenient, new production patterns have
been built up which are dependent on the ability of the producers to move vehicles
and parts freely across the border in both directions. One industry spokesman
estimated, in his testimony before the Committee, that production in the U.S, for
Canadian consumption now represents the equivalent of over 50,000 full-time jobs,
while Canadian production for the 11.8. represents the equivalent of over 40,000
full-time jobs. If the agreement i9 abandoned, and the companies lose the right of
free movement across the border, then regardless of what action Canada may take
there would Inevitably be a dislocation of production patterns as methods of
sourcing and distribution which are economic under the agreement become uneco-
nomic without it, This would affect U.S. products going into Canada as well as
Canadian products coming into the U.S., and would almost certainly lead to
unemployment of auto workers in both countries.

In order to avert these consequencies for auto workers in the U.S. and in
Canada, for the companies in the industry, and for the presently favorable U.8.-
Canadian trade surplus in automotive products, we strongly urge the members of
this committee to vote against any action which would abandon or weaken the
U.S.-Canadian Automotive Trade Agreement. Instead, the Congress should act to
strengthen and continue this landmark agreement, to broaden the areas of eco-
nomic cooperation between the United States and Canada and in time to eliminate
barriers to trade in other vital areas.

There 18 one other important problem concerning the Automotive Products
Trade Act of 1965 which currently requires the action of Congress. Under the
Act as it now stands, the right of adversely affected workers or employers to flle
a petition for adjustment assistance expired on June 30, 1968. It is essential that
the Act be amended so as to continue this protection. Even though the number of
workers affected has been remarkably small, and it 1s reasonable to antleipate
that even fewer workers will be adversely affected in the future, nevertheless the
principle should be maintained that those workers who are adversely affected will
be given special assistance in adjusting to the change in their circumstancesa. The
Act and the agreement which it implements have been adopted because it was in
the national interest to do so. If the jobs and economic well-being of even a few
individuals are destroved because of an action by government which overall
serves the national interest, then it is clearly the responsibility of the nation
which enjoys the benefit to absorb also the cost of protecting those individuals.

Senator Gore. We stand adjourned.
(Whereupon, at 2:55 p.m., the hearing was adjourned.)
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ANALYBI8 OF SECOND ANNUAL REPORT OF THE PRESIDENT TO THE CONGRESS ON THE
AutoMOBILE PropUcTS TBRADE AcT oF 1965 (U.S.-CANADIAN AUTOMOBILE
AOREEMENT)

BACKOROUND OF THE AGREEMENT

The U.8.-Canadian Automoblle Agreement was born out of a plan by the .
Canadians to subsidize automobile engine and parts exports to the U.S, through
a duty remission scheme. The scheme would have enabled a Canadlan firm
which increased its exports of engines and parts to get a remission of dutles on
$1's worth of imports for each additional $1 of exports over the base year 1963,
Thus, a firm which increased its exports from $10 million in 1963 to $20 miliion
in 1864 would be able to iriport $10 million duty free.

This would have been an indirect subsidy to Canadian exports and thus be
subject to our countervailing duty statute (Section 303 of the Tariff Act of 1930).

The U.8.-Canadian auto pact resulted from negotiation between the two Gov-
ernments over disagreements arising out of the Canadian duty-remission plan.

Under the pact, the U.8. exports of vehlcles and parts (except tires, and tubes,
and replacement parts) to a “bona fide” Canadian manufacturer are admitted
duty free, while the U.8, gives duty-free treatment to Canadian imports. It is
not really a ‘“free trade agreement” for several reasons, A “bona fide” Canadian
importer is one who maintains the same Canadian value added and the same
ratio of assembly to sales in Canada thiat he had in 1964. Thus, if a manufacturer
assembled 90 percent of his car productlon in Canada in 1964 and this ratio
dropped to 89 percent in 1965, he would not be able to import duty-free U.S. engines
and parts. There were also “voluntary.” “letters of undertakings” by U.S. auto
firms to increase their investment and production in Canada.!' These letters
extend through 1968 models. It is probable that they will not be renewed, al-
though the Canadian Government would like other forms of commitments from
U.8. firms to increase their investment and production in Canada.

EFFEOT ON TRADE

The precise effect of the agreement on the U.S. trade balance in automobiles
and parts i1s difficuit to determine. This is because U.S. exports of certain semi-
fabricated parts, which are covered under the agreement, are classified under
non-automobile tariff definitions. However, under any basis of measurement the
U.8. trade in auitomobiles ahd parts has suffered.

The April issue of the Federal Reserve Bulletin, in commenting on the effect
of the auto agreement on the U.S. balance of trade, stated:

“Part of the recent extraordinary expansion in imports reflects a massive
shift in the international structure of the automoblle industry as a result of
the U.8.-Canadlan Automotive Agrveement in 1965. Imports of autds and parts

- from Canada increased from almost nothing in 1964 to $1.25 billion a year in
1066-67, and to a rate of more than $2 blllion early in 1968. (There was a rapid
but only partly offsetting rise in automotive exports to Canada).”

Ba on U.8. statistics provided in the Annual Reports of the President on
this agreement, the trade picture is shown in Table 1.

The U.S. has shifted from a net exporter to Canada of passenger cars, buses
and chassis of $22 million in 1964 and 1965 (average) to a net importer of
$139 million in 1966 and 1967 (average). In 1964, $21.9 million or 29 percent of
our automotive imports from Canada were passenger cars; in 1967, passenger
car imports from Canada amounted to $818 milllon, or 53 percent of total
automotive imports from Canada. The large U.S. exports of parts (over $1
billion in 1967), kept the U.S. in an overall surplus position, albeit a declining
one. But, if the trends continue, the surplus will disappear in a few years.

Even on the basis of imports statistics of the two countrles, which is the way
the State Department feels best depicts the situation, the U.S. trade surplus
fell from an average of $633 million in 1964-63 to $483 milllon in 1966-67. This
approach to measuring the trade balance is shown in Table II.

Thus, one can conclude that the agreement has created a dramatic shift in
U.S.-Canadian automotive trade, not to the U.S. advantage.

1These were published in the Committee hearings and are attached,

2 The two governments are now completing a_joint review of experiences under the agree-
ment. A speclal report will be submitted to the Congress in accordance with See, 205 (a) and
(cI lgfe thedAet. Perhaps at that time we can find out what, {f any, further commitments
w made.
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PRODUOTION

The increased investment and prodnction in Oanada by U.§, firms has resulted
in longer production runs and increased speclalization of production there. And,
the gap between higher production costs in Canada and lower U.S, eosts has
narrowed.

* " U.8. production in 1064 was 9.8 miilion vehicles (including trucks and busee) H

it increased to 11.1 million in 1965, but has since declined to 10.4 million in 1966

and 9.0 million in 1967, majnly because of market conditions. Passenger car

muc%%x; in 1967 at 7.4 million is the lowest it has been in five years. (See
e

Motor vehicle production ln Canada has increased steadily since the agreement
entered into force, rising from 671,000 motor vehicles in 1064 to 847.000 in 1965
002,000 in 1966, and 947,000 in,1067. (See Table 1V)

It is difficult to ¢ell how much U.8. production and employment may have been
lost to Canada as a result of this agreement. The increased assembly of finished
automobiles in Canada undoubtedly replaced some assembly operations in the
U.8. Over 2,000 workers fnvolved in assemdling automobiles in the U.S, have
applied for adjustment assistance, which is a clear lndicatIOn that there has
been some ehifting.

EMPLOYMENT

Automobile emfloyment in both Canada and the U.8. has gone up eince the
agreement.! Within the North American industry complex there have been shifts
in plant locations in both dlrections. For example, one Chévy plant in New York
was closed and the operation was shifted to Oanada, while a Buick plant in
Canada was closed and that opération was shifted to New York. Indsmuch as
there generally has been more assembly in Canada of finished automobiles, some
assembly jobs have been lost to Canada, but it 1s impossible to tell how much
this may have been offset by more jobs in say, parts production, within the U.S.
Table V gives data on employment in the U.8, and Canada. Later in the paper
it will be seen that adjustment aesistance has been provided to 2,600 workers in
the U.8,, which is an indication of the magnitude of dlsplacement of U.S. jobs.

PRICES AND DIFFERENTIALS

The consumer price index for new passenger care in the U.S. and Canada
shows that both U.S. and Canadian prices fell between 1968 and 1968, but rose
slightly in 1067.

’ CONSUMER PRICE INDEX, NEW PASSENGER CARS

(1957-59 =100

Uned States - Canada

}Ol. H] 9.7
01.2 9.8

9.0 9%.1
1966. 9.2 94.2
1967 (11 months).....cvvaniimnnnaninnnnans bectteroressrercraeinansannannn 9.8 . 95.6

However, there has beén & slight narrowing of the absolute price differential.
Factory list prices of the same model car (4-door sedan) 6 cylinder with com-
parable standard equipment) were only 5.7 percent higher in Canada for the '68
model introduction, as compared with a4 differential of 9.6 percent for the '64
model. The higher Canadian sales tax (12 percent in '68 as compared with 7
percent in U.8.) made the suggested Canadian retail prlce for ’68 models 9
percent higher than {n the U.8.

° ADJUSTMENT ABBISTANCE

Under Section 302 6f the Automotive Products Act of 1965, firms or roups
of workers were entitléd to petition for help (adjustment asslstance) it ‘they
felt they were being Infiired by the agreement. No firms have petitioned for as-
sistance. Through April 1068, 56,684 workers have applied for assistance, 2,403
ha\;embeen certified ellgible and $3.5 million has been pald otit in adjustmeﬁt
assistance

A list of the number of workers petltlon!ng by firm, and ndjustment assistance

boarad actton is provided in the attachment. -

1There was a decline in U.B. employmeat from 1966 to 1967, but this was a result of
slack domestic demand and the Ford Motor Company strike,
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CONCLUSION

The U.8.-Canadian auto agreement has benefited mainly Canada and the large
U.8.-Canadian automobile companies. While trade has increased both ways. Ca-
nadian exports to the U.8. have risen much faster than U.8. exports to Canada.
If these trends continue, the traditional, favorable U.S. automotive trade bal-
an'ce with Canada will disappear.

The agreement has undoubtedly made Canada a more eficient producer of
automobiles. Longer production runs and greater specialization have reduced the
cost differentials between U.8. and Canadian plants. |

A number of assembly operations have been shifted into Canada. Over 2,000
assembly workers in the U.S. have sought adjustment assistance; 540 have
received such ald.

Oertain U.8. suppliers have been injured. Out of 21 petitions for adjustment
assistance by workers, 14 have been certifled and 7 denied. A total of 2,493
workers have recelved such aid out of 5,684 petitioning, at a cost of $8.6 million.

AUTOMOTIVE PRODUCTS TRADE ACT OF 1965
A&}JS"‘ENT ASSISTANCE CASE RECORD, WORKER PETITIONS. ONLY !

'  Board sction
Petitioner’s firm produet, and v workers Date
: petitioning . W Date Number
certified 7
: k X h i A
|
23

4. Marsmon y orp.: Cleveland;
5. Boy Wt G Mauntia: Universa
. Borg-Wagher .2 H

;Ja Awuc%.mr

14. Fishar Body: North Apr. 17,1967
mobite bodies. UAW Decal 644, r
15. Borg-Warner: Mich, 26 June 7,1967 ... ....... Sept. 51987 .........
hdu" ﬂmolmeoom X : i
ROVISMD, e ieneennnsncenoscnsanen s 19877 Cortiied...... Nov. 13,1 6
16. Eaton v‘mum! sof Claveiand; stamp- 65—t Denled.. 20 Aug. 30,1967 ..........
1. uo'&'ww" ﬁw:u;#&?& Ind.; 66 Aug 23,197 ..... d....... Nov. 1,1987 .....ceuen.
m ' i |
18. Borg-Warnet: mn. lmmhdurinz; 9 Nov. 1,1987 Cortified...... Feb. 15,1968 7
19. Pittsburgh Plate Glass Co.: Ford cnI, Ps., . 150 Nov. 8,1967 Denld....... Jan, 18,1988 ..........
Works No. 4, Glsss Workers No, 14,
20. Pm"?(o.ml Gugl‘v’lao:rton o Pa., 150 ..... 40...ueenn...d 40. ..een..- do ............
21. . M. Hall Lamp Co. Mich., die 150 Jsn. 18,1968 _....d0....... 3,198 ..........
_cast parts. Uk&lmlwt Wy
Totl.rnennnereeeeerannnnessansnne O . eeannns 1 cartibed; .oooeeennnnn.n 2,49
ol 5 7 denled. '
N0 have besa filed by firms. . )
: m&hnm"’mmwm'

1 Gigan petition withdrawn and Invastigation terminated July 31, 1967; revised petition submited Aug. 2, 196,



TABLE 1.—U.S. AUTOMOTIVE TRADE WITH CANADA, 196467

{in millions o dollars)
U.S. exports U.S. imports Trade balance :
Year Passenger T buses, Parts and Total Passenger Tmc!u. b Parts and Total Passenger T buses, Partsand
cars mauls accessories cars :&:" accessories cars mmk accessories
1964......... 45.4 17.7 654.1 21.9 4.7 49.3 75.9 +23.5 +13.0 +541. 8
1965......... 114.0 45.4 860.0 84.1 2.7 94.0 2018 +29.9 +21.7 4606, 5
1966. ........ 215.6 83.6 1,314 370.7 158.3 315.2 844.1 -95.1 =741 +636.9
1967 cecee.. 563.0 138.3 1,801.2 818.0 269.9 427.5 1,515.4 -255.0 -131.6 +672.4
1U.S. favorable equals +-.

Source: Bnmu of Census data ziven in President’s Annual Reports on Canadian Automobile
Agreements, Ma

r. 22, 1967, and May 21, 1968.

99
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TABLE 11.—UNITED STATES-CANADIAN AUTOMOTIVE TRADE BASED ON UNITED STATES AND CANADIAN

IMPORT DATAS
fin millions of U.S. dollars)
Subject 1964 1965 1966 19672
United States exports to Canada:?
T I T T 41,0 116.0 21,8 613.0
, buses, chassis. . 21.2 4.7 81.6 133.8
Parts and accessories. 5%7.1 m.? 41,032.9 1,254,
Total exports 659.3 929.4 1,415.9 2,011
United States imports from Canada:
DA eNgOr CarS. .o oo iiaeaaaanaa 2.9 84.1 370.7 818.0
Trucks, buses, chassis. . 4.7 2.7 158.3 269.9
Parts and accessories. ... 4.3 139.2 360.2 4.1
Totalimports. .. ..ceeieeie e cieeeieneaas 15.9 247.0 889.1 1,562.0
US.nelexports.. ... oceemniniaiiciecnannnns 583.4 682.4 526.8 439.1

1Tires and tubes not included. F:&m may not add to tolals due to rounding.
2 Preliminary and subject to revision,
3 As measured by Canadian import statistics.
$ Canadian Imports of parts and accessories in 1966 and 1967 adjusted to include coverage of products comparable
10 United States automotive parts imports from Canada.

Source: U.S. exports: BDSA (based on OBS dats of Canadian imports from the United States, converted to U.S. dollars,
exchange rate $0.925). U.S. imports: BDSA (based on Bureau of the Census data).

TABLE 111.—U.S. MOTOR VEHICLE PRODUCTION, CALENDAR YEARS 1963-67

{In thousands of units}
Passenger  Trucks and Tota!
cars uses
Cslendar years:
1963 7,644.4 1,464.4 9,108.8
7,745, 5 1,562.4 9,307.9
9,335.2 1,802.6 11,131.8
8.604.7 1,791.6 10,396.3
1,412.7 1,611 9,022.8
1Subject to revision.
Source: Automobile Manufacturers Assochation.
TABLE IV.—CANADIAN MOTOR VEHICLE PRODUCTION, CALENDAR YEARS 1963-67
{In thousands of units)
Passenger Trucks and Total
cars buses
Calendar years:
1963, el Beeccmceseoctiaaaeneaeaeaaaaanan 532.2 9.1 631.4
|1, SN 559.6 111.4 671.0
|1 S PP 706.8 139.8 846.6
1966, ... ceeecean i eac e caiacai i ceeoranaeaeceaamaaas 7015 200.6 902. 1
117 A R 720.8 226.4 4.2

1 Preliminary.
Source: Dominion Bureau of Statistics.
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TABLE V.—EMPLOYMENT IN THE AUTOMOTIVE PRODUCTS INDUSTRY, UNITED STATES AND CANADA, 19836

UNITED STAYES
(tn thousands)
Totsl motor Passenger cor Trucks and bus Parts and
Annusl average vehicles and Motor vehicles bod bodies 203307 les
oquipment
. 6 324 9
moB 08 oo
85 #3 &3 ¥ ]
809.5 U4 60.3 %7 uLs
CANADA
Motor vehicles Assambling Parts and sccessories
.9 26.1
: 83 a3 %1
: £ i1 it
198 i iicrereeneeenisennnannanans 8.8 40.4 i

LETTERS OF UNDERTAKING

GENERAL MoroRs or OANADA, LTD.,
Oshawa, Ontario, January 18, 1965.

Hon, 0. M. DrURY,
Minister of Industry,

Parliament Buildings,

Ottawa, Ontario.

DpAr Me, MINISTZR: This letter is in response to your request for a statement
with respect to the proposed agreement between the Governments of Canada and
the United States concerning trade and production in automotive products, as
you have described it to us. The following comments assume that the proposed
agreement for duty-free treatment has ¢he full support of the respective Govern-
ments, and that the program may be expected to continue for a considerable
period of time.

It 18 our understanding that the important objectives of the intzrgovernmental
agreement are as follows: (a) the creation of a broader markat for automotive
products within which the full beuefits of speclalization and large-scale pro-
duction can be achieved; () the liberalization of United States and Canadlan
automotive trade in respect of tariff barriers and other factors tendiug to impede
it, with a view of enabling the industrlies of both countrles to participate on a
fair and equitable basis in the expanding total market of the two countries; (o)
the development of conditions in which market forces may operate effectively to
attain the most economic pattern of investment, production, and trade. We
subscribe to these objectives and agree with the suggested approach of removing
tarlff barriers and moving in the direction of free trade even In this limited
area. Such an approach is fully compatible with General Motors' expressed
position with respect to the desirability of free trade in automotive vehlcles and
components, not only in Canada, but in all other countries in the free world.

It 1s noted that under the proposed agreement the right to import vehicles and
certain automotive parts, free of duty, into Canada will be available to Canadian
vehicle manufacturers who (1) maintain Canadian value added in the production
of motor vehicles in ensuing model years at not less than the Canadian value
added in motor vehicle production in the 1064 model year; (2) produce motor
vehicles in Canada having a net factory sales value in a ratlo to total net factory
sales value of their motor vehicle sales in Canada and those of their affillated
companies in Canada of not less than the ratio prevailing during the 1084
model year; (8) increase in each ensulng model year over the base model year,
Canadian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth in their market for automobiles
sold for consumption in Canada and by an amount equal to 50 percent of the
growth In their market for commercial vehlcles sold for consumption in Canada
(for this purpose, growth in their market means the difference between the cost
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of vehicles sold in Canada during the ensuing model year and the cost of vehicles
sold in Canada during the base model year net of Federal sales tax in both
cases) ; and (4) undertake, in addition to meeting the above three conditions,
to achleve a stipulated increase in the annual Canadian velue added by the end
of the model year 1968.

With respect to General Motors, in connectlon with the conditions outlined
in the previous paragraph, it is our understanding, in the case of (1) that
Canadian value added would be decreased in circumstances where the value of
General Motors sales declined below that achleved In the base year, and in the
case of (8) that In the event of a decline in Ueneral Motors net value of vehicle
sales for consumption In Canada, a decrease in Canadlan value added of 60 and
B0 percent in cars and trucks, respectively, is acceptable. In addition, it is our
understanding, with respect to (4); that for General Motors the stipulated
annual increase in the Canadian value added by the end of the model year 1968
is $121 million.

We understand that certain changes are proposed in the regulations pertaining
to the determination of Canadlan value added. We believe that several of these
changes require further review and consideration as in our opinion they tend
to impede rather than aid in the attainment of the objectives of the agreement,.

In particular, these are (a) the elimination of the profit on components pur-
chased from affiliated Canadian companier; () the elimination of profit on sales
of vehlcles and parts by General Motors of Canada or by Canadian affillated com-
panles to affiliated companles outside of Canada; and (o) the elimination of de-
preclation on non-Canadian facilities used in the manufacturing process both
in our plants and in those of ou¥ Canadian suppliers.

() We belleve that the elimination of the profit element on purchases of com-
ponents purchased by General Motors of Canada from affillated Canadian com-
panies is discriminatory. McKinnon Industries, a major supplier of components,
has been an afllliate of ours since 1929. McKinnon prices to us are competitive with
those for similar components manufactured by other manufacturers, It is a policy
of General Motors that pricing between afiiliated operations be competitive and
the purchasing unit has the obligation of negotiating the best possible price with
the supplying unit. McKinnon and other affiliated Canadlan parts manufacturers
supply parts to other Canadian vehicle manufacturers and the profit on these
transactions 18 not required to be eliminated by thoze manufacturens, We feel that
at most any elimination of profit from value added should be confined to the elim-
ination of profit above the percentage level in the base period.

(d) It is our opinion that the elimination of the profit on sales of vehicles and
parts produced in Canada by General Motors of Canada and afillated Canadian
companies to affiilated General Motors companier In the United Statex and other
countries {8 also discriminatory and should be given added conslideration. It is
recognized In the tariff regulations of most countries that the value of imported
goods includes a “reasonable” rate of profit. Further, on sales by nonafiiliated
Canadlan suppliers to General Motors Corp. in tlie U'nited States and its oversea
subsidlanies the profit in such sales would be considered as Canadlan value added,

(o) On the matter of exclusion of depreciation on non-Canadian machinery
and equipment used in the production of automotive products in Cananda, it reems
that this only hindere the attainment of the objectives of the plan. In order to
increase production in Canada, additional capacity is a necessity either in our
plants or those of our suppllers. As much of this required equipment I8 elther un-
available or more costly In Canada, it appears that not allowing depreciation on
such equipment as Canadian value added dlscourages rather than encourages the
enthusiasm required to effect the desired lucrease in Canadian value added, It
should be noted, however, that it 1a our intention to maintain our present polley
of obtalning any addlitional machinery and equipment in Canada whenever cco-
nomlically feasible.

You have requested that we should increase Canadlan value added In our prod-
ucts by $121 milllon between 1064 and the end of the model year 1068, /s outlined
under condition (4). Also you have requested that the amount should be further
increased to the extent required under condition (3) xtated above. We think that
this objective in that time 18 extremely ambitious, particularly in view of the fact
that one-half of the first model year has already passed.

We have carefully reviewed our situation in the light of your proposals and re-
quests and have asked that our afiitlates do the same. We can see areas where we
can and will achleve a significant portion of your suggested objective of $121
million ¢ncrease in Canadian value added by 1988. This 18 possible because Gen-
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eral Motors of Canada and our afiliated Canadian companies have recently en-
gaged In the Canadian manufacture of cerntain automotive components heretofore
imported. These Include the fabrication and assembly of automatic transmissions
at McKinnon Industries Windsor plant not only for Canadian requirements but
for export to assembly plants in other countries as well. In addition, in the 1964
model year the oversea market for North Americaun-type passenger cars and com-
mercial vehicles has been increasingly served by our plants in Canada. Of course,
any slowing down in the rate of growth in the industry or any adverse develop-
ments in the economies of Canada, the United States, or other princlpal markets,
or faillure to achieve duty-free entry into the United States would make this
achievement more difficult.

To attain your stated objective ratably over the 4 years of the plan amounts to
an increase in Canadian value added of $30 million a year plus growth. Our plans,
which have been underway for more than a year, should accomplish about $60
million of the total or, putting it another way, we can see our way clear to ac-
complish that portion applicable to the first 2 years of the plan.

Studies are underway of various steps we might take to accomplish that por-
tion applicable to the last 2 years. However, we are and have been operating our
facilities in Canada at full capacity, and so, I belleve, have most of our suppliers.
Therefore, the Canadian value added applicable to the last 2 years will probably
require added facllities on our part, or on the part of our suppliers, or both. A
further reappraisal of our present facilitles and our capacity and those of our
suppliers must be made. The extent and nature of any additlonal facilities
can be determined only in the light of the plan as finally published. You can
appreclate, I am sure, that all of this takes time.

Subject to the imponderables mentioned above, it i1s our intention and that of
our afilliates to make every feasible effort to meet the objectives of the agreement
to bLe made between the Governments of Canada and the United States, and to
achieve the indfcated goal as rapidly as possible,

Referring again to the items which appear to impede the program, we hope you
:vlllh{egltte:v your position further in the light of the information included earlier

n this letter. -

In conclusion, therefore, I am prepared to say at this time that, first, General
Motors of Canada has plans underway to increase Canadian value added by about
$30 million in each of the first 2 years of the plan; and, second, we are continu-
ing our studies of ways to accomplish the remainder of the program and will
;\&ds&-artake to meet the full objective of $121 million by the end of the model year

It is anticipated that these studies will take between 8 and 4 months to finish,
and I will be prepared to discuss the results with you when they are completed.
From time to time, as requested, we will be glad to discuss our current operations
and our plans for future development with the Minister of Industry, and to re-
celve and consider his suggestions.

Sincerely,
B, H. WALKER.

Forbp Motor Co. oF CANADA, Lsrp,,
Oakville, Ontario, January 14, 1965.

DearR MR. MINISTER: Enclosed are executed coples of our two letters to you of
this date relative to the proposed agreement between the Governments of Canada
and the United States concerning trade and production in automotive products
under which it is proposed that the customs duty in each country on the impor-
tation from the other of automotive vehicles and original equipment parts there-
for be eliminated.

We consider it essential that any substantlal administrative interpretation or
treatment that may be extended by you to any other motor vehicle manufacturer,
the lack of which would place Ford Motor Co. in a noncompetitive position, also
be extended to Ford.

You have provided us with a draft of the proposed order in council expected to
be adopted In order to implement that agreement and with a draft of the regula-
tions proposed to be adopted under that order in council.

Our undertakings are, of course, conditional upon the execution of that agree-
ment, upon the adoption of an order in council, and regulations substantially in
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the form of the drafts that you have already delivered to us, and upon an ac-
ceptable response in respect of the enclosed supplementary letter.,

Yours sincerely,
Ford Mortor Co. oF CANADA, Lo,
By KARL E. Soort, President.

FoRrbp Mot1oRr Co. oF CANADA, L1p.,
Oakville, Ontario, January 14, 1965.

DeEar Mg. MinisTER: We are writing with respect to the agreement between
the Governments of Canada and the United States concerning production and
trade in automotive products.

Ford Motor Co. of Canada, Ltd., welcomes the agreement and supports its
objectives, In this regard, our company notes that the Governments of Canada
and the United States have agreed “'* * * that any expansion-of trade can best
be achieved through the reduction or elimination of tariff and all other barriers
to trade operating to impede or distort the full and eficient development of each
country’s trade and industrial potential * ¢ ¢ In addition, we note that the
Governments of Canada and the United States shall seek the early achievement
of the following objectives :-

(a) The creation of a broader market for automotive products within which
the full benefits of specialization and large-scale production can be achleved ;

(b) The liberalization of United States and Canadian automotive trade in
respect of tariff barriers and other factors tending to impede it, with a view to
enabling the Industries of both countries to participate on a fair and equitable
bas!s in the expanding total market of the two countries; and

{(0) The development of conditions in which market forces may operate effec-
tively to attain the most economie pattern of investment, production, and trade.

Our company also notes that the right to import motor vehicles and original
equipment parts into Canada under the agreement is available to vehicle manu-
facturers in Canada who meet the conditions stipulated in the Motor Vehicles
Tariff Order 1065. These conditions are, in brief, that vehicle manufacturers
shall ‘maintain in each model year their production of motor vehicles in Canada
in the same ratio to sales of motor vehlcles for consumption in Canada and the
same dollar value of Canadian value added in the production of motor vehicles
in Canada, as in the period August 1, 1963, to July 31, 1964.

We understand that—

(1) In ascertaining whether Ford qualifies as a motor vehicle manufac-
turer and whether the requirements of paragraphs 1 and 2, below, are
satisfled, production of auntomotive vehicles in Canada by Ford Motor Co.
of Canada, Itd., and by any person designated as assoclated with Ford
Motor Co. of Canada, Ltd. (“an associated person’”) will be taken into ac-
count, whether sold in Canada or exported ;

(i1) in determining whether the requirements of paragraphs 1 and 2, be-
low, are satisfled, export sales of original equipment parts by Ford Motor
Co, of Canada, Ltd., and by any associated person in Canada (as well as
production of automotive vehicles in Canada by Ford Motor Co. of Canada,
I4d., and by any associated person, whether sold In Canada or exported).
and purchases of original equipment parts by any affillated Ford company
outslide of Canada from Canadian vendors, will be taken into account. An
“affilfated Ford company"” is one that controls, or is controlled by, or is under
common control with, Ford Motor Co. of Canada, Ltd.

(111) for the purpose of computing the ratios referred to in paragraph
2(1) (e) (11) (A) of the order in councll of the definition of manufacturer,
the numerators of the fractions wlill consist of the net sales value of all
passenger automobiles (or specified commercial vehicles or buses) produced
by the motor vehicle manufacturer in Canada, including those sold in-Canada
and those sold in export, and the denominators of the fractions will consist
of the net sales value of all passenger automobiles (or of specified commer-
cial vehleles or buses) sold by the motor vehicle manufacturer for consump-
tion in Canada, including imported passenger cars (or specified commercial
vehicles or buses) but excluding passenger cars (or specified commercial
vehicles or buses) that are produced by the motor vehicle manufacturer in
Canada and sold in export.

The undertakings in hig letter are based on the definition of “Canadian value
added” in your present regulations.
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“We understand that in the computation of Canadian value added for vehicle
assembly in Canada, section 2(a) (1) of the regulations would prevent us from
including the cost of parts produced in Canada that are exported from Canada
and subsequently imported into Canada as components of original equipment
parts; this provision reduces the incentive to source in Canada parts that would
be incorporated in U.S. engines and other original equipment parts. Accordingly,
we request that you give careful consideration to the revision of this clause.

In addition to meeting these stipulated conditions and in order to contribute
to meeting the objectives of the agreement, Ford Motor Co. of Canada, L4, un-
dertakes: :

1. To increase in each model year over the preceding model year Canadian
value added in the production of vehlicles and original equipment parts by an
amount equal to 60 percent of the growth in the market for automobiles sold
by our company for consumption in Canada and by an amount equal to 50
percent of the growth in the market for the commerecial vehicles specified in
tariff item 950 sold by our company for consumption in Canada, it being un-
derstood that in the event of a decline in the market a decrease in Canadian
value added based on the above percentages is acceptable. For this purpose,
growth or decline in the market shall be measured as the difference between

“the cost to our company of vehicles sold in Canada during the current model
year and the cost to our company of vehicles sold in Canada during the pre-
ceding model year net of Federal sales taxes in both cases.

We understand that in the event that the total passenger car and/or total
truck sales of our company in any model year fall below the total passenger
car and/or total truck sales of our company during the base perfod, Canadian
value added requirements would be reduced below the base period amend-
ments for the purpose of this section, and for the conditions stipulated In the
Motor Vehicles Tariff Order 1985.

We believe that the definition of growth is unfair because it includes as
growth the difference between the cost of vehicles produced in Canada and
the cost to us of identlcal imported vehicles. In the event that we rationalize
our vehlcle production in Canada so as to concentrate our prodiiction in
Canada- on high volume models for the North American market with other
models being imported, the difference in cost as defined above would result
in a substantial growth even though there was no change in the number and
models of vehicles sold in Canada. We request your careful consideration of
a change In the definition that would eliminate this inequity. This inequity is
compounded by the fact that Ford Motor Co. of Canada, Ltd., is compelled by
the Canadian antldumping law to import vehicles at dealer price, and we re-
quest that your Government also give careful consideration to a change in
the antidumping law in respect of vehicles imported under the Motor Vehicles
Tariff Order 1965.

2. To increase Canadlan value added over and above the amount that we
achieved in the period August 1, 1963, to July 381, 1964, and that which we
undertake to achieve in (1) above, by an amount of $74.2 million during the
period August 1, 1967, to July 31, 1968.

The undertakings given in this letter are to be adjusted to the extent necessary
for conditions not under the control of the Ford Motor Co. of Canada, Ltd., or of
any affiliated Ford company, such as acts of God, fire, earthquake, strikes at any
plant owned by Ford or by any of our suppliers, and war.

The Ford Motor Co. of Canada, Ltd., also agrees 10 report to the Minister of
Industry, every 3 months beginning April 1, 1965, such information as the Minis-
ter of Industry requires pertaining to progress achieved by our company as well as
plans to fulfill our obligations under this letter. In addition, Ford Motor Co. of
Canada, Ltd., understands that the Government will conduct an audit each year
with respect to the matters described in this letter. ‘

We understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive industry and our company’s
program.

Yours sincerely,

Forp Moror Co. or CANADA, LD,
By K. B. Scort, President.
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Forbp Moror Co., OF OANADA, LTD.,
Oakville, Ontario, January 14, 1965.

Dear Mr MinIsTER: I wish to bring to your attention a matter of major
importance to the Ford Motor Co., which will affect the ability of the company
to participate under the Motor Vehicle Tarff Order 1965.

You will recall that our company and its parent, Ford Motor Co.,, have
made commitments to spend In excess of $50 million to Increase production
of a limited range of automotive engines in Canada for use in our Canadian
plants and for export to the United States. This plan provides for greatly
expanded production of engines in Canada, thus making possible substantlal
cost savings. The production of certain engines now produced in short high-cost
runs will be discontinued in Canada but will be imported as required.

As a result of this plan, the contribution of engines to our Canadian value
added in the production of motor vehicles in Canada in the 1966 model year
and subsequent years, will be substantially reduced below the amount con-
tributed by engines in the 1864 model year. The total Canadian value added
of our engine operations for domestic use and for export will, however, be
increased substantially over our actual value added of engine production in
the 1964 model year. For the purpose of the definition of a motor vehicle
manufacturer, however, our value added in Canada in the production of motor
vehicles in Canada in the base year may experience a short fall of approx-
imately $22 million. Regardless of this possibHity, our total Canadian value
added will be maintatned at the level of our basic undertaking set forth in
paragraph 2 of our letter of January 14, 1965. )

Should the total Canadian value added in Ford’s vehicle assembly in Canada
in any model year fall below the level prevailing in model year 1964, Ford
undertakes to purchase an additional amount over the amount purchased in
the base year of automotive components from Canadian vendors who are not
affiliated with a vehicle manufacturer, which i{s equal to the shont fall in
Canadian value added below the level achieved in model year 1964.

This undertaking is conditional upon the Ford Motor Co. of Canada, Ltd.,
belng accorded the same tariff treatment it would recelve as if it qualifled
under the Motor Vehicle Tariff Order 1965.

Yours sincerely,

: Forp MoToR Co. or CANADA, LD,

By KaArL BE. Scort, President.

OCHRYSLER CANADA, LD,
January 18, 1965.
Hon, C. M. Dauzry,
Mindster of Indusiry,
Otitawa, Oanada.

DeaAR MR. MINISTER: I am writing with respect to the agreement between the
Governments of Canada and the United States concerning production and trade
in automotive products. ’

Chrysler Canada, Ltd.,, welcomes the agreement and supports its objectives.
In this regard, our company notes that the Governments of Canada and the United
States have agreed “* * * that any expansion of trade can best be achieved
through the reduction or elimination of tariff amd all other barriers to trade
operating to impede or distort the full and eficient development of each country’s
trade and industrial potential ¢ ¢ *.” In addition, we note that the Governments
of Canada and the United States shall seek the early achlevement of the follow-
ing objectives:

(@) The creation of a broader market for automotive products within
wl;lllch etéxe full benefits of speclalization and large-scale production can be
achleved;

(%) The liberalization of United States and Canadian automotive trade in
respect of tariff barriers and other factors tending to impede it, with a view
to enabling the industries of both countries to partieipate on a fair and
equitable basis in the expanding total market of the two countries; and

(0) The development of conditions in which market forces may operate
eﬂ(elcttlvgly to attain the most economic pattern of investment, production,
and trade,

Our company also notes that the right to import motor vehlcles and original
equipment parts into Canada under the agreement is avallable to vehicle manu-
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facturers in Canada who meet the conditions stipulated in the Motor Vehicles
Tariff Order 1965.

These conditions are, in brief, that vehicle manufacturers shall maintain in
each model year their domestic production of motor vehicles in the same ratlo
to thelr domestic sales of motor vehicles and the same dollar value of Canadian
value added in the production of motor vehicles in Canada, as in the period August
1, 1963, to July 81, 1964,

In addition to meeting these stipulated conditions and in order to contribute
to meeting the objectives of the agreement, Chrysler Canada, Itd., undertakes—

1. To increase in each model year over the preceding model year, the
dollar value of Canadian velue added in the production of vehicles and
original equipment parts by an amount equal 40 60 percent of the growth
in the market for automobiles sold by our company for consumption in
Canada and by an amount equal to 50 percent of the growth in the market for
the commercial vehicles specified in tariff item 950 sold by our company for
consumption {n Canada, it being understood that in the event of a decline
in the market a decrease in such dollar value of Canadian value added in

. the above percentages is acceptable. For this purpose, growth or decline in

the market shall be measured as ¢the difference between the cost to our com-
pany of vehicles sold in Canada during the current model year and the cost
to our company of vehicles sold in Canagda during the preceding model year
net of Federal sales taxes in both cases, and

2. to increase the dollar value of Canadian value added in the production
of vehicles and original equipment parts over and above the amount that
we achieved in the period August 1, 1968, to July 81, 1964, and that which
we undertake to achieve in (1) above, by an amount of $33 million during
the period August 1, 1007, to July 81, 1968.

Chrysler Canada, Ltd., also agrees to report to the Minister of Industry, every
3 months beginning April 1, 1965, such information as the Minister of Industry
requires pentaining to progress achieved by our company, as well as plans to
fulfill our obligattons under this letter. In addition, Chrysler Canada, Ltd., under-
stands that the Government will conduct an audit each year with respect to the
matters described in thig letter.

I understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive industry and our company's

program.
Yours sincerely,

JANUARY 14, 1065,
Hon. O. M. DRURY,
Mindster of Indusiry,
Pariament Building,
Ottewas, Oonada.

Dear Me. MINISTER: I am writing with respect to the agreement between the
Governments of Canada and the United States concerning production and trade
in automotive products.

The American Motors (Canada), Itd., welcomes the agreement and supports
its objectives. In this regard, our company notes that the Governments of Canada
and the United States have agreed ‘¢ * ¢ that any expansion of trade can best
be achleved through the reduction or elimination of tariff and all other barriers
to trade operating to impede or distort the full and eficient development of each
country’'s trade and industrial potential * * *”, In addition, we note that the
Governments of Canada and the United States shall eeek the early achievement
of the following objectives:

(a) The creation of a broader market for automotive products within
wl;lllch eﬁze full benefits of speclalization and large-scale production can be
achieved ;

(b) The liberalization of United States and Canadlan automotive trade
in respect to tariff barriers and other factors tending to impede it, with a
view to enabling the industries of both countries to participate on a fair and
equitable basis in the expanding total market of the two countrles; and

(o) The development of conditions in which market forces may operate
eff(elctlvely to attain the most economic pattern of investment, production,
and. trade. .

Our company also notes that the right o import motor vehicles and original
equipment parts into Canada under the agreement is available to vehicle manu-
facturers in Canada who meet the conditions stipulated in the Motor Vehicles
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Tariff Order 1065. These conditions are, in brief, that vehiole manufacturers shall
maintain {n each model year their domestic production of motor vehicles In the
same ratlo to sales of motor vehicles and the same dollar value of Canadian value
added In the production of motor vehicles in Canada, as in the period August 1,
1063, to July 381, 1964.

In addition to meeting these stipulated conditlons and in order to contribute
to meeting the objectives of the agreement, the American Motors (Canada), Itd.,
undertakes:

1. To increase in each model year over the preceding model year, Canea-
dian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth in the market for automo-
biles specified in tariff item 950 sold by our company for consumption in
Canada, it belng understood that in the event of a decline in the market a
decrease in Canadian value added in the above percentages is acceptable,
For this purpose, growth of decline in the market shall be measured as the
difference between the cost to our company of vehicles sold in Canada during
the current model year and the cost to our company of vehicles sold In Canada

) dn;ing the preceding model year net of Federal sales taxes in both cases;
an .
2. To increase Canadian value added over and above the amount that we

achieved in the period August 1, 1063, to July 31, 1964, and that which we
undertake to achieve in (1) above, by an amount of $11,200,000 during the
period August 1, 1987, to July 31, 1968.

The American Motors (Canada), Ltd., also agrees to report to the Minister of
Industry, every 8 months beginning April 1, 1963, such information as the Minis-
ter of Industry requires pertaining to progress achieved by our company, as well
as to fulflll our obligations under this letter. In addition, the American Motors
(Canada), Ltd., understands that the Government will conduct an audit each
year with respect to the matters described in this letter.

I understand that before the end of model year 1988 we will need to discuss
together the prospects for the Canadian automotive industry and our company’s
program,

Yours sincerely,

EARL K. BROWNRIDGE,
President, American Motors (Ganada), Lid.

COMMENTS BY THE DEPARTMENTS OF STATE AND COMMERCE ON THE ANALYSI8 OF
THE SECOND ANNUAL REPORT OF THE PRESIDENT TO0 THE CONGRESS ON THE Op-
ERATION OF THE AUTOMOTIVE PRODUOTS8 TRADE AoT OF 1865

BACKGROUND OF THE UNITED STATES-CANADA AUTOMOTIVE PRODUCTS AGREEMENT

The United States-Canada Automotive Agreement of 1965 arose out of a dis-
pute over unilateral Canadian actions to stimulate the growth of the Canadian
automotive industry by measures the United States considered unfair and
prejudicial o our interests, The Agreement represented a positive solution de-
gigned to create a broad market for automotive products -and to develop condi-
tions in which market forces could operate,

Prior ¢to the Agreement the U.S. and Canadian automotive industries were
in many respects similar. Models produced in Canada were made by U.S. sub-
sldianies using parts largely interchangeable with those used in U.S.-made cars,
Despite many comunon elements, artificial and uneconomic barriers divided what
was essentially a single industry.

Faced with increasingly higher costs of production, a sinall market and steadily
mounting imports, Canada in 1962 adopted a plan to remit import duties in re-
turn for expanded exports. Some U.S. automotive parts manufacturers com-
plained that the remission of duties was tantamount to a subsidy and petitioned
the Treasury Departmment for countervailing duties on imports from Canada.
An investigation was begun but some questions existed as to the legality of im-
pvosing countervailing duties. Considerable uncertainty existed for industries in
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both countries. There was also the possibility of further Canadian measures
which would have algo had adverse trade effects for the United States. As
President Johneon said in bhis letter dated March 81, 1965 to the President of the
Senate and the Speaker of the House of Representatives. “We were faced by
the prospect of a wasteful contest of stroke and counterstroke, harmful to both
Canada and the United States, and helpful to neither., Our broader good rela-
tlons with our Canadian friends would have suffered sertous strain.”

After some nine months of discussion and negotiation, the United States and
Canada agreed to adopt an alternative—an arrangement to remove the barriers
between the two industries and permit the creation of a single North American
induetry. The Agreement was signed on January 16, 1865 by President Johnson
and Prime Minister Pearson.

Under the Agreement the U.S. removed its import duties on Canadian cars,
trucks, and buses, and parts for assembly. OCanada did the same (its duties
ranged from 1214-259%) except that, in recognition that costs and prices of
cars in QCanada would remain higher flor some time, only manufacturers meeting
certain criteria could import duty free into Canada. These critenia were in-
cluded in the Agreement as special transitional measures until the smaller
and higher-cost Canadian automotive industry could adjust operations to the
much Jarger North American market.

Additionally, apart from and wholly outside the Agreement, Canada obtained
letters of undertaking by Canadian vehicle manufacturers (reproduced in the

appendix to the analysis).
RESULTS OF THE AGREEMENT

In responee to the opportunities afforded by the Agreement, manufacturers
moved quickly to rationalize production between the two countries. As a result
some car models are no longer produced in Canada but are imported from the
U.S. On the other hand, Canadian plants are specializing in fewer models with
longer and more efldlent production runs. Most producers have now largely
completed their major production adjustments.

TRADE EFFEOT8 OF THE AGREEMENT

Under the agreement, automotive trade between the U.8. and Canada has
quadrupled, rising from $730 million in 1964 to over $3.3 billion in 1967. In
addition, trade in allled products, such as machinery, tires and tubes, paint,
and chemicals has increased significantly although the relationship of that
trade growth to the Auto Agreement is not measurable. Canada continues to be
the largest export market for products of the U.S. automotive industry. Total
U.S. automotive exports in 1984 were $1,7656 million and the Canadian market
accounted for 37 percent of this total, or $654 million, In 1967 exports to Canada
amot;ltxted to $1.8 billlon and constituted 61 percent of total U.S. automotive
exports,

As noted in the analysis and the President’s Annual Report, serlous statistical
problems arise in measuring United States-Canadian automotive trade. Im-
ports into both countries of duty-free vehicles and original equipment auto-
motive parts are precisely identifled but the export statistics are less detailed
and do not identify ar “automotive” substantial exports of parts, which are
subject to duty-free entry into the other country as a result of the Agreement,
Because of such problems, there is an increasing dlvergence between U.S. and
Canadlan trade figures with U.S. data showing lower U.8. net automotive exports
than are shown by Canadian data.

As a result both the United States and Canadian Governments agree that
the most representative and comprehensive measure of total automotive trade
between U.8. and Canada may be derived from their respective import statistics.

The net export surplus of $430 million in 1967 was below the $500 million level
projected by Administration witnesses during the 1965 hearings before the
Senate Finance Committee. However, the average U.S. trade surplus during
the three years under the Agreement (1965-07) was $549.4 million compared
with an average of $551.6 in the two years pricr to the Agreement.!

The 500 milllon net surplus projected by the Administration in 1006 assumed
an annual growth rate of the Canadian market of 8 percent (as compared with

1 These figures are based on U.8. and Canadlan Import statistics—see page 20 of the
Second Anngal Report (1963 figures estimated). po pag
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the 10.6-12.0 percent annual Canadian growth in the period 1060-84). The
1968 and 1967 decline in the U.S. export surplus was due in large part to a
less than 8 percent annual sales growth in both countries while record sales
in 19064 and 1965 contributed to high trade surpluses those years. Thus, as
expected, automotive trade balances moved in the same direction as sales and
production figures. o

It is very difficult to project meaningful trade trends on the basis of only
three years experience under the Agreement. The declines in the U.S. automotive
trade balance in 1968 and 1067 appear to be of a temporary nature resulting
from lower than projected sales growth in Canada and the initial adjustments
arising from the rationalization and fntegration of U.8. and Canadian production.

PRICES

The difference between prices in the United States and Canada for the same
model car with similar equipment has narrowed since 1964. The narrowing
of the price differential has been greater at the manufacturers level than at the
retall level because of increases in the Canadian sales tax.

PRODUCTION AND EMPLOYMENT

It is diffcult to estimate how much of the increased assembly of finlshed
vehicles in Canada was at the expense of U.S. assembly operations. It does
appear that vehicle manufacturers have met the Canadian requirements to a
greater extent by increased assembly operations than by parts production and
parts procurement in Canada.

As noted in the analysis, there have been some shifts within the North Ameri-
can automotive industry in both directions. Automotive employment in both
countries has Increased. North American rationalization has increased job
opportunities in some U.S. plants.

ADJUSTMENT ABSSBISTANCE

In recognition that the operation of the Agreement might cause dislocations
to some firms or workers as the industry moved toward integration with
Canada, the Automotive Products Trade Act provided for a speclal adjustment
assistance program. Petitions for assistance under this program can be filed
through June 30, 1968, In the proposed Trade Expansion Act of 1968 (H.R.
17851), the President has recommended that the program be extended for three
years,

Adjustment assistance has involved only a small proportion of the more than
800,000 workers employed in the automotive industry. To date, 21 petitions for
rellef have been filed by groups of workers who claimed that they became un-
employed because of the U.S.-Canadian Agreement. The Automotive Agreement
Adjustment Assistance Board determined that the operation of the Agreement
was the primary cause of dislocation for 14 of these petitions and issued cer-
tifications of eligibility covering about 2,500 workers, approximately half the
number originally petitioning for assistance. The facts in many instances indi-
cated that the primary reason for the layoffs of many workers was the slump
in automobile sales (in early 1967) rather than the Auto Agreement,

Not all of the workers certifled by the Board actually applied for assistance
at their State Employment Security agencies, or, upon application were deter-
mined to have complied with the special requirements of the law. About 1,850
individuals did apply and met the standards. They have received benefits of
about $3.5 million. Many of the dfslocated workers have been elther recalled to
their former job, found new work, or left the labor force. On December 31, 1967,
only about 325 of all auto .workers who had received adjustment assistance were
unemployed.

About 2,400 of all workers who petitioned were employed in assembly plants.
About 683 such workers were among the total 2,500 certified by the Board as
having been dislocated as a result of the Agreement.

JOINT REVIEW OF THE AGREEMENT

In accordance with article IV(c) of the Agreement, the Governments of
Canada and the United Statex are at the present time jointly undertaking a
comprehensive review of the progress made towards achleving the objectives of
the Agreement. During the currént review the two Governments are also con-
sidering such further steps as may be necessary or desirable for the full achieve-
ment of these objectives.

97-684 0—08——6



78

It 18 not yet clear what changes will result from tbe review. However, in
accordance with Section 205(a) of the Automotive Products Trade Act of 1965,
the President will submit a special report on the review to Congress not later
than August 81, 1968,

In accordance with Section 205(b) and (¢) of the Automotive Products Trade
Act, the Prestdent Is also required to report to Congress and recommend further
steps necessary for the achievement of the purposes of the Agreement and the
Act If he finds that any manufacturer has entered into any undertaking, by
reason of governmental action, to increase Canadian value added after August
31, 1868. We have thus far no reason to believe that as a result of the review
there will be further undertakings by manufacturers to the Canadian Govern-
ment to increase Canadian value added. ‘

CONOLUSION

We belleve the U.S.-Canada Automotive Agreement has clearly benefited the
industry, labor, and consumers of both countries. Commerce has grown and
efficlency In the use of labor, capital and materlals has been increased. The
industries of both countries have already moved far toward the goal under the
Agreement of speclalization and large-scale production. The reduced U.S. net
automotive export surpluses in 1067 appears to have been largely the result of
relatively poor sales and the transitivi to an integrated North American indus-
try. As the current joint comprehensive review is completed and in our con-
tinuing consultations with the Government of Canada, we will be determined to
see that every effort is taken to achieve fully the objectives of the Agreement,
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ashington, D.0., Ju :
Mr. ToM VAL, ngton, D.0., July 31, 1668

Ohief Oounsel, Committce on Finance, U.8, Senate, Washington, D.O.

DEAR MR. VAIL: As requested in your letter of July 23, 1968, enclosed herewith
are responses to the questions prepared by 8enators Gore and Hartke to com-
plete the record of the Committee’s hearing on the United States-Canada Auto-
. motive Products Agreement. The answers were prepared jointly by the Depart-

ments of State and Commerce, ’
-Sincerely yours,
Jurrus L. Kare,
Deputy Assistant Secretary for International Resources and Food Polloy.
Enclosures as indicated.

JoInT STATE/COMMEROE ANSWERS TO QUESTIONS PREPARED BY SENATORS (JORE AND
HARTRE ON THE UNITED STATES-CANADA AUTOMOTIVE PRODUCTS AGREEMENT

Question. Thus far, at least in its balance of trade aspects, it would appear
that the Canadian Automobile Agreement has worked to the advantage of
?axéaga. Has the United States recelved any benefits not related to automotive

rade :

Answer. From 1064 through 1967 United States exports of automotive products
to Canada increased from $650 million to at least $2 billlon. Imports from
Canada also increased from $75 million in 1664 to $1.5 billion in 1987. In 1065
the United States export surplus increased by about $100 milllon, but has
declined in the two subsequent years and, based on trends In the early part of the
year, a further decline is likely in 1068, '

However, trade statistics for automotive products do not present the whole
pleture. Production and trade in products not strictly identified as automotive
products have also increased under the influence of the Agreement. Such items
as paint, tooling, fabrics, rubber products including tires, speclal types of steel,
chemicals, and material handling equipment are not included in automotive
statistics and it 1s not possible directly to relate increased production and
trade in these assoclated products to the operation of the Agreement. Industry
sources, however, estimate that as a consequence of plant expansions and
increased output, United States exports to Canada of these products amounted
to between $176 and $200 million in 1967. One company has told the Department
of Commerce that the cost of tooling provided from the United States to its
Canadian plants grew from $3.7 million {n 1964 to $24 million in 1087,

United States exports of consumer goods and tourlst services, ete. have also
benefited from increased Canadian incomes generated by the growth in em-
ployment. About 16.5 percent of the Canadian gross nationa! expenditure has
been devoted to purchase of United States goods and services.

One of the principal objectives of the Agreement was the creation of a broader
market for automotive products within which the full benefits of speclalization
and large-scale production could be achieved. This has occurred. Fewer car
models are now assembled in Canada, and Canadian market demand for the
models no longer produced in Canada is supplied entirely from plants in the
United States. Other indications of progress toward the objectives of the Agree-
ment have been the narrowing of the differential between prices of cars in Canada
as compared with the United States, and agreement between labor and manage-
ment in contracta concluded in 1987-8 to achieve parity of wages by mid-1970
between workers in automotive plants in Canada and those in the United States.

The significant liberalization of trade in most automotive products and the
declsion to create an integrated, combined United States-Canadian automotive
market have clearly strengthened the close economic relations between the two
friendly neighbors. The increase in automotive trade, production, and employ-
ment since 1084 has been beneflcial to the consumers, labor, and industry of the
United States, as well as Canada.

(81)
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Question. According to testimony given by Mr. Wiliam C. McCamant to the
Finance Committee, U.S. automotive parts producers do not, and did not support
this agreement. What evidence do you have of such support?

Answer. During the 1985 Senate Finance Committee and House Ways and
Means Committee hearings on the legislation to implement the Agreement, sev-
eral manufacturers of automotive parts and accessories sent written communi-
cations to express support of the Automotive Products Trade Act. Among the
firms which endorsed the Agreement were some of the smaller firms and some of
the largest independent manufacturers of parts, such as Dana Corporation,
Rockwell Standard Corporation (now North American Rockwell), Kelsey Hayes
Company, and Eaton Manufacturing Company (now Eaton Yale and Towne).

In 1965 the above-named companies and eight others formed a new trade
association—the Automotive Original Bquipment Manufacturers Assoclation
(AOEM). AOEM -now has 13 member companies with reported annual sales of
about $6 billion and 340,000 employees. ‘

In early 1088 in connectlon with the joint review, the U.8. Government in-
vited manufacturers and trade associations to express informally théir views
on the Agreement at a series of meetings held at the Department of Commerce.
Those AOEM members present—9 of the 13 members—reported that thelr
experience under the Agreement had been either favorable or neutral, and all
continued to support the Agreement, although they belleved it desirable to in-
clude at least some replacement parts under the Agreement.

Another industry assoclation—the Motor Equipment Manafacturers Associa-
tion (MEMA) composed of about 500 manufacturers of automotive parts, acces-
sorles, equipment, tools, and chemicals—has taken no position, as an association,
on the Agreement either in 1965 or during the informal 1068 consultations at the
Department of Commerce concerning the joint review. However, In a letter to
the Department of Commerce in April 1968, MEMA said:

“Our overall assessment is that the U.S. automotive parts industry, as a whole,
does not seem to have suffered, during the period that the agreement has been
in force, the serious adverse effects from the U.S8.-Canadian Automotive Agree-
ment which some had been antleipating. However, we do not belleve that this
can safely be interpreted as proof that the agreement will necessarily benefit
the parts industry as a whole or, alternatively, that the long-term effect will
be neutral. The sallent fact is that the unprecedented prosperity in the automo-
tive Industry, whereby U.S. factory sales of passenger cars increased by about
25 percent from 1064 to 1966, has made it very dificult to appraise meaningfully
many of the specific effects of the agreement.”

As we understand the current position of the Automotive Service Industry
Assoclation (ASIA), as expressed to the Committee on July 19 by Willlam C.
McCamant, Washington representative, ASIA opposes the Agreement as now
constituted and the separate 1965 letters of undertaking between Canadian
vehicle manufacturers and the Canadian Government. However, ASIA fully
supports free trade between the United States and Canada for all automotive
products, including replrcement parts. We beHeve that this position is clearly
consistent with the stated objectives of the Agreement. While the interim
transitional arrangements affecting growth in Canadian production as set
forth In Annex A of the Agreement which permit the smaller and higher cost
Canadlan industry to adjust operations to the North Amerlcan market will not
be dismantled fully as a result of the current joint review, the United States
Government remains determined to see that the objectives of the Agreement
are fully achieved at the earllest practicable date.

The Departments of State and Commerce have received virtually no com-
plaints from parts manufacturers since the Implementation of the Agreement
in 1064. No parts company has applied for adjustment assistance.

Qucstion. Reference has been made to a report which is to be made to the
Congress not later than August 31, 1068, Will this report contain recommenda-
_tions contemplated by Article IV (c) of the Agreement? Will the review, begun
presumably last December, be completed by August 317

Answer. A report will be sent to the Congress by August 31 as required by
Section 205(a) of the Automotive Products Trade Act of 1065, The report will
cover the comprehensive review and the progress which has been made toward
the achievement of the objectives of the Agreement. As required by Section
205(c), the speclal report will also include such recommendations as may be
appropriate for further steps necessary for the achievement of the purposes
of the Agreement and the Act.
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The review began in December 1967 and is still in progress. Several meetings
were held before the review was interrupted by the dissolution of the Canadian
Parliament, the national elections, and the appointment of a new Cabinet. We
are not certain whether the joint review with the Government of Canada will
be completed by August 31 but, as noted above, a full status report will be made
to the Congress by that date and, if the review should not then be completed,
a final report will be submitted later,

Question. Have any discussions been held relative to the extension of duty-
free treatment to replacement parts? Other commodities?

Answer, During the joint comprehensive review with the Government of Can-
ada consideration was given to broadening thé Agreement to include at least some
automotive parts 88(1 fccessories for other than original equipment. However,
it was felt by the United States representatives that any limited expansion of
product coverage to include some but not all replacement parts would result In
administrative and inventory difficulties and would not clearly constitute pro- '
gress toward the objectives of the Agreement. Both Governments are expected to
continue to keep the possibility of including replacement parts within the Agree-
ment under consideration but no modification of United States treatment of
Canadlan replacement parts Is expected to be recommended as a result of the
current jolnt review. . .

During the review the two Governments also considered, at the suggestion
of the Governemnt of Canada, possible amendment of the Agreement to cover
tires and tubes; speclal purpose vehicles; and tooling. Motor vehicle tires and
tubes are presently, duty-free when mounted on a motor vehicle but are dutiable
when {mported separately, either for original equipment or replacement use, Con-
sultations were held by the Department of Commerce with rubber manufacturers
but little Interest was expressed in coverage under the Agreement of tires and
tubesat this time.

It was generally felt that the broader market and integration considerations
relative to production of passenger automobiles, buses, and trucks did not exist
to the same degree in the case of special purpose vehicles designed to perform
limited functions. In addition, difficulties were experienced in defining and de-
scribing such vehicles.

In the case of tooling, United States officials expressed the view that trade
fn such products was not particularly confined to the automotive industry. It was
also pointed out that future U.S. trade policy with respect to further trade
liberalization was being studied by the President’s Special Representative for
Trade Negotlations.

GENERAL MoTorR8 CORPORATION,
GENERAL MOTORS BUILDING,
Detroft, July 61, 1968.
Mr. ToM VA,
Chief Counsel, Committee on Finance.
U.8. Senate, Washington, D.O.

DEAR MR. VaIL: Buclosed are the answers to the questions by Senators Gore
and Hartke sent to me in connection with the hearings on the Automobile Trade
Agreement.

Also attached are answers to Senator Clinton P. Anderson’s questions which we
were requested to submit for the record.

Very truly yours,
H. W. WELOH,
General Assistant Comptroller.
Bnclosures.

GENERAL MoTorRs RESPONSES TO SENATORS GORE AND HARTKE QUESTIONB®

Qucstion No. 1. Mr. Markley has testified with respect to Ford Motor Com-
pany's balance of trade with Canada. What was the balance of trade for each
of the years 1964 through 1967, and the first five months of 1068, for your com-
pany? For your independent original equipment parts suppliers? )

Answer, In 1064, General Motors and its suppliers exported $241 million
worth of automotive goods to Canada. There were no significant imports in that
year. In subsequent years, our net favorable U.8. automotive balance totals were
approximately as follows: 1966, $300 million ; 19668, $270 million; 1967, $240 mil.
lion. For the first five months of calendar year 1088, our estimated net favorable

*See also p. 97 for additional response to question No. 3.
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automotive balance with Canada was in excess of $100 million. This period bas
been affected by strikes on both sides of the border, particularly in Canada.

With respect to the independent original equipment parts suppllers, we do not
know their total trade balance with Canada. However, the net amount included
in the General Motors totals above for outside suppliers’ trade balance on General
Motors vehicles in 1964 was $46 miltion ; 1965, $66 million ; 1066, $56 million and
1067, $55 million. The amount for the first five months of 1068 is estimated to be
substantially reduced from the 1967 level because of the work stoppage at GM
of Canada In February and March.

Market demand, particularly in 1965, and the time required to implement
facilities integration under the Agreement importantly infiuenced these amounts.

Question No. 2. On page 108 of the Hearings before the Finance Committee
fn 1965 is a table showing earnings and dividend distributions of the Canadian
subsidiaries of GM, Ford and Chrysler for certain years, Please furnish similar
data for subsequent years.

Answer. The earnings and dividend distributions of the Canadian automotive
manufacturing subsidiaries of General Motors, Ford and Chrysler for 1961
through 1964 contained on Page 108 of the 1065 Hearings of the U.S.-Canadian
Automobile Agreement were supplied by the U.8. Treasury Department. The
continuity and consistency of the tabulation to which you refér can best be
assured by developing consolldated Information for the three companies on
the same basis as in 1965. A

Question No. 8. Mr. O'Keefe stated, “Totally apart from the Agreement, the
Canadlan Government continues to persist in seeking higher Canadian content
than the current requirements.” What form does this pressure take with respect
to your company? Have you reported this to our State Department? Have you
agreed, or do you intend to agree, to any additional undertakings with respect
to Canadirn content? Have representatives of your Canadian subsidiaries held
any conversations, formal or informal, with Canadian officlals along this line?
Are there any verbal understandings?

Answer, As required by law, the U.S. and Canadian Governments initiated
discussions in connection with this Agreement in December, 1967. The United
States Government advised us that these discussions were being carried on and
subsequently we had several conversations with them.

As a result of these early discussions, we have been informed that a “working
party” of U.S. and Canadlan Government representatives was established for
the purpose of recommending changes in certain areas related to the Agreement.
Two areas reportedly have been discussed—one being an effort to coordinate
the automotive balance of payment statistics, and the other related to the sim-
plification of paper work in connection with the shipments back and forth across
the border. The outcome of these discussions has not been reported.

Ve have learned that the Canadian Government has held exploratory discus-
stons with General Motors of Canada. The Canadian Government wishes to be
assured that the Canadian manufacturers will maintain an equitable share
of the market growth on the basis that without this their current balance of
automotive trade with the U.S. would deteriorate. At the same time, they have
also indicated a willingness to consider reviewing certain other parts of the
Agreement in the interest of providing more eflicient operations under the Agree-
ment—for example, taxes on equipment purchased in the U.S. for Canadian pro-
duction, customs paper work and other similar details.

As to any additional undertakings with respect to Canadian content, we have
made no agreement. In fact, we have made our opposition to such undertakings
clearly known to both Canadian and U.S8. representatives. Our position continues
to be that an extended perlod of years is required to accomplish in an eficient way
the required integration that we have been working on sirnce 1964. General
Motors has no understanding whatever with the Canadian Government with
respect to additional undertakings, verbal or otherwise.

Question No. 4. Contracts must have been let to suppliers some time ago for
1969 models. What formula for Canadian content are you using for the 1969
model? What percentage of Canadian content did your 1968 production (and
Canadian sales) average?

Answer. There is no formula for our purchasing actlvities in connection with
Canadian content. Both the U.S. and Canadian suppliers are selected after giv-
ing careful consideration to quality, ability to deliver and on time, and price.
We also attempt to estimate what change may be made as compared with the
current volume of business they are doing with us. It is important to note that
a great many of our parts change every year, sometimes necessitating a change
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in supplier, For example, a part may be redesigned to change it from plastic to
steel, Further, the volume of business done with our individual suppliers is im-
portantly influenced by the market demand for the particular models on which
each supplier’s parts are used. Therefore, the volume of an individual supplier’s
production will vary with the volume of sales of individual car models and
options, as well as with fluctuations in total sales.

.As to the percentage of Canadian content related to our 1968 production and
Canadian sales, it is assumed that this refers to the percentage of Canadian
Value Added to the total factory cost of Canadian sales. This is in the area of 71%
for General Motors. .

Qtu(eig’tfon No. 5. Has the Agreement worked out about as your company ex-
pecte

Answer. Yes. This question was answered in the General Motors statement.
We stated that the Agreement has not worked out any differently than we antic-
ipated and is in accordance with our expectations when General Motors testified
before the Senate Finance Committee on September 14, 1965, Three years ago we
sald that the United States-Canadian Automotive Trade Agreement was a work-
able plan. We still belleve that it is, and that progress has been made since its
inception in accomplishing the original objectives agreed upon by both countries.

Question No. 6. Have you at all times met all requirements imposed on you by
the Government of Canada? Have you had to pay duty on any automobiles sold
in Canada during theé life of the Agreement? Are all requirements now beilng met?

Answer. We have met all requirements stipulated by the Automotive Trade
Agreement. However, the seven-week strike in our Canadian plants during last
February and March of this year, of course, shut down our production in Canada
during that period, It is doubtful that the required Canadian Value Added will be
gg/tain%d?ln the 1968 model year, although the estimated amount will be within

(7] or (‘B

As to duty payments, we have not paid duty on any automobiles sold in Canada
during the life of the Agreement.

Question No. 7. Has the Agreement had any effect on your competitive posl-
tion either In Canada or in the United States vis-a-vis foreign type automobiles?
Have the activities of companies manufacturing European or Japanese type
automobliles in Canada increased during the years of the Agreement?

Answer. No. The Agreement has had minimal affect on our competitive posi-
tion either in Canada or the United States,

Production of European and Japanese type cars in Canada has been initiated
since the U.S.-Canadian Trade Agreement was signed. However, we have no
kn(:g'leggg that any of these manufacturers have exported vehicles from Canada
to the U.8.

Question No. 8. Mr. Welch has testified that insofar as General Motors is
concerned the Canadian Auto Agreement has not significantly affected, one
way or another, GM’s work force in either the United States or Canada dur-
ing the period of the Agreement. What effect has the Agreement had on your
company’s work force (including the work force of Canadalan subsldiaries of
your company) both in the United States and in Canada? On the labor force
of your principal suppliers? .

Answer. As General Motors stated on July 19, our total employment in the
United States and In Canada is higher now than it was four years ago. Mr,
Welch testified that our employment In the United States in the second quarter
of 1068 was up about 11 percent over the second quarter of 1984. He also sald
that except for a few temporary dislocations, the number of jobs at General
Motors has not been affected substantlally in either the United States or Canada
by virtue of the Agreement.

As to the possible fmpact on the employment levels at GM’s principal sup-
pliers, we have no knowledge of any substantial effect. We have reviewed all
claims reported to us relating to automotive suppllers made under the adjust-
ment: assistance provisions of the U.S. Automotive Trade Act, and we belleve
that there were no significant dislocatlons to GM suppliers related to GM
procurement.

Quecstion No. 9. Furnish the names of those of your independent suppliers who
have transferred to, relocated in, or opened or expanded productive facllities
in Canada during the pefiod of the Agreement, if such information is avail-
able to you. Give the volume of business that your company (including Canadlan
subsidiaries) had with each such suppller for the following years: 1963, 1964,
1065, 1066, 1067, 1068 (to date). In addition to the above, furnish the names
of those of your independent suppliers who have announced to ¥ou plans to

87-634 0—68——17
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transfer, relocate or open or expand productive facllitles in Canada but have
not yet done so. As to this latter group, give the volume of business that your
company (including Canadian subsidiaries of your company) had with each such
supplier for the following years: 1063, 1964, 1065, 1966, 1967, 1968 (to date).

Answer. Such information as is available to us indicates that productive
facilities have been transferred to, relocated in, or opened or expanded In
Canada during the period of the Agreement by the following companies: Dana
Corporation, Budd Company, Timken Roller Bearing Company, Kelsey-Hayes
Company and Duplate Canada I4d. (partially owned subsidiary of PPG In-
dustries Inc.)

Purchases by General Motors and its Canadian subsidiaries from these com-
panies for the calendar years 1063-67 are as follows:

[Amounts in thousands)]

I;trlor:l&%l Calendar year purchases

purchased 1963 1964 1965 1966 1967
B "6 4na"BLA Rutamatve 65751 L do. 11l YRS uhas Tos D TR
Tlrﬁl::’r:mktl‘l;f Bearing Co. and Canadian Bearings....... 12,124 14,815 14,655 14,115 12,203
Ku{‘ ) Hayes Co. and Kelsey Hayes Canads Whaeis......... 83,938 54,158 69,549 66,914 66,611
PPG Industries Inc. and Duplate Canads Ltd. Glass.......... 41,082 4,937 73,761 69,941 69, 344

Data for 1968 are not yet availadle.

The change in volume of business year-to-year is importantly affected by the
market demand for the models on which particular supplier parts are used.

We understand that Libby-Owens-Ford Glass Company will have capacity in
Canada in 1069. Our purchases from L-O-F in the United States have been
(amounts in thousands) :

Libby-Owens-Ford (glass) :
083 e e e e —— $140, 334
1084 e ——— 135, 620
1085 e ———————————— 176, 621
1068 . e m— e ——————— 162, 566
1087 e —mecee——e—me———————————— 148, 7178

Question No. 10. Furnish the names and locations of cach of your independent
suppliers in the United States with whom you did business prior to the Agree-
ment but with whom, as a consequence of the Agreement and/or your commit-
ments to the Canadlan government, you either (1) no longer do business with
such supplier, or (2) do significantly less business. (In preparing the listing you
may exclude all such suppliers whose annual volume of busines with your com-
pany in the caendar year 1964 was less than $200,000). Give the volume of sales
of these companies to your company for the following years: 1063, 19064, 1065,
1986, 1967, 1968 (to date).

Answer. There were more than 3,600 suppliers in the United States with which
General Motors did $200,000 or more business in 1964. A review indicates that in
the perlod covered by the question there have not been any instances brought to
our attention in which, as a conseauence of the Agreement. General Motors no
longer does business with such suppliers or does significantly less business with

them.
GENERAL MOTORS RESPONSES TO SENATOR ANDERSON'S Q?m'rtons

Question No. 1. How much has General Motors invested in accommodating to
:\het )r;»quirements of the treaty (the U.S.-Canadian Automotive Products Trade

¢

Answer. General Motors subsidiaries in Canada have invested approximately
$100 million of canital spending in accommodating to the requirements of the
treaty (the U.S.-Canadian Automotive Products Trade Act). This does not in-
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clude substantial costs related to rearrangement, training of employees, shipping
equipment and so forth,

Question No. 2. Are these expenditures, which you have testified to, expend.
ftures which General Motors would not have made if the trade pact had not been
entered into? N

Answer. We would have expected to make important capital investments in
Canada to provide facilities to meet the fast growing Canadian market. However,
it 1s improbable that we would. have made as much of a capital investment as we
have at this time—in advance of the anticipated growth of the Canadian market—
“amot‘tlt the Automotive Trade Agreement. Timing is an important factor in this
situation.

Question No. 3. What expenditures would result from a termination of the pact
at this time which would otherwise not occur?

Answer, The problem would have to be evaluated in the light of what counter-
measures Canad . might take if the pact were terminated, and this would be very
speculative., However, if we went back to where we were before the pact, we
would have to “de-integrate’” our production, and this would be very costly.

The most important problem—and one that could be extremely expensive-—is
that temporarily we could have idle facllities in both Canada and the United
States, while other facilities could be working on overtime In excess of rated
capacity. The dollar penalty of such an inefficlent situation—one that would
be undesirable to both the United States and Canada—would be virtually im-
possible to calculate in advance.

Question No. 4. What do you estimate the total cost to General Motors would
be {f the trade pact should be terminated In the next year? :

Answer. The answer to the previous question commented upon this point.
The cost would be very substantial both from the standpoint of facllities which
could not be used and the inefficiencles of lower volume production.

CHRYSLER CORP,,
July 30, 1968,
Mr. Tox Vam,
Chief Counsel, Commitice on Finance,
U.8. Senate, Washington, D.C.

DeAR MR VAlL: BEnclosed are the Chrysler Corp. answers for the gquestions
prepared by Senators Gore and Hartke for the hearings on Canadian Auto-
mobile Agreement.

The time limit set for our response did not permit securing the data for all
years in answer to Question No. 9 or to consolidate the U.S. and Canadian data.
We belleve the data furnished, however, should be adequate for the Committeé's
purposes. If the Committee feels that the additional data is required, please let
me know and we will endeavor to furnish it at a later date.

We trust that the enclosures are satisfactory.

Very truly yours,
BRIAN T. O'KEEFE,
Manager, Speolal Studies and Defense Administration.
Enclosures,

UNRITED STATES-CANADIAN AUTOMOTIVE TRADE AGREEMENT

1, Mr. Markley has testified with respect to Ford Motor Company's balance of
trade with Canada. What was the balance of trade for each of the years 1964
through 1967, and the first five months of 1968, for your company? For your inde-
pendent original equipment parts suppliers?

The schedule below sets forth this data with respect to Chrysler Corporation.
Please note that the data differs from our original schedule submitted on July
19, 1008, with respect to the year 1987. Unfortunately the limited time to prepare
for the hearing did not permit absolute verification of that data which was
pal:?dalgy in error. It is requested that the record be corrected to use only this
schedule,



88

CHRYSLER CORP, BALANCE OF TRADE! CANADA-UNITED STATES, CALENDAR YEARS
{In millions of U.S. dollars]

1964 195 1966 1967  months
968

Ehrrater Gorp: Ehees o Gy oo ¥y weL WL BB YR
SUBIOMD. . . eeeieennn ienaeeeemmneeenennennnas 3.1 M6 2499 3910 183
Chrysler Canada sales to ChryslerCorp. .oeenveennnennnnn.... 25.5 76.0 228.4 328 160.7
NOt Chrystor Balance. - «.eceneeeeemeeeeeenmnnns .6 7.6 2.5  53.2 26.6
Olher Canattaevondors s et B B #1083
Not vendor Balanee. ... ..eo.eenneeeereneeneeeaannee 2.1 281 320 3.9 5.4
Combined balsnce on Chrysler business................ 63.7 9.7 53.5 8.1 2.0

-

1 Data includes automotive and nonautomotive products.
1 Vendor's sales include not only original equipment parts, but dutlable replacement parts s well.

2. On page 108 of the Hearings before the Finance Committee in 1965 is a table
showing earnings and dividends distributions of the Canadian subsidiaries of
GM, Ford and Ohrysler for certain years. Please furnish similar data for sub-
sequent years,

CHRYSLER CANADA, LTD.

(In US. dollars)

Year Net earnings Dividends

3. Mr. O'Keefe stated, “Totally apart from the Agreement, the Canadian Gov-
ernment continues to persist In seeking higher Canadian content than the current
requirements.” What form does this pressure take with respect to your com-
pany ? Have you reported this to our State Department? Have you agreed, or do
you intend to agree, to any additional undertakings with respect to Canadian
content? Have representatives of your Canadian subsidiaries held any coiversa-
tions, formal or informal, with Canadian officials along this line? Are there any
verbal undarstandings?

Ohrysler Corporation (U.S.) has had no direct discussions with the Govern-
ment of Canada concerning the Canadian-U.S. Awtomotive Trade Agreement or
any commitments with respect to the operations of Chrysler Canada, Ltd

Ohrysler Canadr, I4d. has informed us of their discussions with representa-
tives of the Oanadian Government. The Department of Industry, Trade and Com.
merce of Canada has a long standing practice of regular meetings with cepre-
sentatives of the Canadian Motor Vehicle Manufacturers' Assoclation, including
Chrysler Canada, Ltd. For approximately a year, these meetings have centered
around a review of the progress in achieving the commitments made in 1865 and
the Canadian Government’s strong desire for additional undertakings for the
years aftar 1068. The discussions have also considered various areas of rellef
from current Canadian restrictions,

The Canadian Government requested that Chrysler Canade, Ltd. sign & new
undertaking to achieve Canadian value added of 75 percent by model year 1971
and 80 percent by model year 1974, Chrysler Canada, Ltd. supplied Chrysler Cor-
poration with a draft copy of that letter and has informed us of a number of
telephone conversations and meetings between varlous ranking Canadlan Gov-
ernment officlals and top executives of Chrysler Canada, Ltd.

Chrysler Canada, Ltd. has informed us that they have not agreed to any addi-
tional undertakings with the Government of Canada, either by letter or verbally,
as to value added, sales ratio or investment., Chrysler Canada, Ltd. must con-
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tinue to fulfill the 1865 commitment and comply with other restrictions imposed
by the Government of Canada. Any nmew undertaking which provided mutual
benefits would be considered by Chrysler Canada, I4d. on its merits,

Ohrysler Corporation (U.8.) has normally maintained contact with Mr. E. G,
Smith, Director, Office of Industrial Equipment, U.8, Department of Commerce,
with respect to the Canadian-U.S. Automotive Trade Agreement. To our knowl-
edge, he has passed any information received from us, on to the State Depart-
ment. We have reported to Mr. Smith, at regular meetings and by telephone, any
information we have recelved from Chrysler Canada, Ltd., including providing
him with & copy of the draft letter that the Camadian Government reguested
Ohrysler Canada, I4d. sign. We have discussed with the State Department and
the Commerce Department possible future changes in the Agreement and in the
U.8. Awtomotive Products Trade Act of 1965,

4. Contracts must have been let to suppliers some time ago for 1069 models.
What formula for Canadian content are you using for the 1969 model? What per-
centage of Canadian content did your 19068 production average?

Materials have been sourced for the 19689 models to meet the requirements of the
Canadian Motor Vehicles Tariff Order 1965, which require Canadian value added
equal to, or greater than, the Canadian value added in each class of vehicles,
namely Passenger Cars, Truycks and Buses, produced in Canada in the base year
ended July 31, 1964, plus the manufacturer’s commitment to increase in each -
model year the Canadian value added in the production of vehicles and original
equipment parts by an emount equal to 609 in the growth of the market for
passenger cars, 50% for trucks, and 40% for buses, plus a further increase of $83
million in Canadlan value addead in the production of vehicles and original equip-
ment parts, over and above the amount achieved in the base year.

Percentagé of OCanadian content to 1968 production is not yet avallable, but,
based on the 1967 model year, which should not vary greatly, the percentage of
Canadlan content to total passenger car production was approximately 429
and the percentage of Canadian content to total production of passenger cars,
trucks, buses, and engines, ete., produced for export was approximately 45%.

% Has the Agreement worked out about as your company expected?

€s,

6. Have you at all times met all requirements imposed on you by the Govern-
ment of Canada? Have you had to pay duty on any automobiles sold in Canada
during the life of the Agreement? Are all requirements now being met?

We :héwe to date met all requirements imposed on us by the Canadian Gov-
ernmen

Chrysler Canada has paid duty on vehicles sold in Canada during the life of the
Agreement as follows:

{In thousands Canadian dollars]
Unlts Value

1965:

[ 1LY U A T U O PP 4,517 110,405

TIUCKS. o e caeneeeercccaecranresenssnsscesnnsacsasenacnnnassennsacensnsonn 7 84
1968 BrUCKS. . .coe e cceiieciaaacicaccccasonsecsceeronccsonannsscnnscssasncnassan 2] 184
1967 RIUCKS. ... e eeeeennccnecanccanrrccancenasresnsreassessnnsassnansoanncen 16 45

¢ Due to strike.

All requirements are now being met.

7. Has the Agreement had any effect on your competitive position either in
Canada or in the United States vis-a-vis foreign type automobiles? Have the
activities of companies manufacturing European or Japanese type automoblles
in Canada increased during the years of the Agreement?

The activities of companies manufacturing European and Japanese type auto-
mobdiles has increased during the years of the Agreement, as follows:

Peroent
total N/%
Years: ndustry
1084 o e meemmeememem— e e eme e emeemeeememee————————— 10.7
1908 e e mmemmecmeeemmmem—mee—me—eememeeeEme———————————— 1.5
10688 o ecmemmmeemeem—em———em— e aAmm—ee—————e—————- 10.9
1007 oo memeemeememmm—memme—ememeemmm———————————— 12,1
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Trade Agreement has basically had little or no effect on increased penetration.

8. Mr. Welch has testified that insofar as General Motors is concerned the
Oan'adlan Auto Agreement has not significantly affected, one way or another,
GM’s workforce in either the United States or Canada during the perlod of the
Agreement. What effect has the Agreement had on your company’s work force
{Including the work force of Canadian subsidiaries of your company) both in
the United States and in Canada? On the labor force of your principal suppliers?

Both Ohrysler Corporation (U.8.) and Chrysler Canada, Ltd. have benefitted
in recent years from improvement in our position within the industry. Annuatlly,
we have increased the percentage of total industry sales made by us in each
country, and consequently our employment in each country. Our independent
parts suppliers have also benefitted from our increased business through in-
creased sales to us and have increased their employment to meet the produc-
tlon required. We are unable to isolate any significant employment change in
either country which results from the Agreement. .

9. Furnish the names of those of your independent suppliers who have trans-
ferred to, relocated in, or opened or expanded productive facllities in Canada
during the period of the Agreement, if such information is available to you. Give
the volume of business that your company (including Canadian subsidiaries) had
with each such supplier for the following years: 1063, 1964, 1965, 1966, 1967,
1968 (to date). In additlon to the above, furnish the names of those of your in-
dependent suppliers who have announced to you plans to transfer, relocate or
open or expand productive facilities in Cancda but have not yet done so. As to
this latter group, give the volume of business that your company (including
Canadian subsidiaries of your company) had with each such supplier for the
following years: 1068, 1064, 1065, 1066, 1967, 1068 (to date).

Chrysler Canada, Ltd.'s Purchasing Department reports the following new
Canadian supplier companies and suppliers who expanded, with thelir purchases
in Canadlan dollars as shown on the schedules.

NEW

Motor Wheel Corporation of Canada Limited, Chatham, Ontario.
Eaton Springs Canada Ltd., Chatham, Ontario.
‘Windsor Bumper Co. Ltd.,, Windsor, Ontario.
Eaton Precision Products Canada Ltd., Wallaceburgh, Ontario.
Carter Carburetor of Canada Ltd., Bramalea, Ontario.

EXPANDED

Canadian Filters Ltd., Chatham, Ontario (owned by Fram, U.8.A.).
Kelsey Hayes Canada Ltd., Windsor, Ontario.

Long Manufacturing Division, Borg Warner (Canada) I4d., Oakville, Ontarlo.
Sun Tool, Windsor, Ontario.

Essco Stamping, Windsor, Ontario.

Standard Tube & T. I. Ltd., Woodstock, Ontarlo.

Houdallle Industries, Oshawa, Ontarlo.

Canadian Motor Lamp, Windsor, Ontario.

Philips Electronics Industries Ltd., Toronto, Ontario.

Wallace Barnes Co., Ltd., Hamilton, Ontario.

Ontarlo Steel Products Co., Ltd., Toronto, Ontarlo.

Blackstone Industrial Products Ltd., Stratford, Ontarlo.



1963 1964 1965 1966 1967 1968 to date
N sotor Whee! $1,913,355  $262,163
or Wheel. . _._......._.......... ,913, A
Eston Springs......coooenaeninaao.. 762,652 402,188
Windsor Bumper........... ee-- 1,305,822 871,866
Eaton Preckslon Products. . .. IRUURRY () 67,307 440,743
Expa%m’ Carburetor................... 1,086,118 871,889
Canadian Filtersitd. . ............... 364 379,660 24,407
Kelsoy Hayes Cansda Ltd............ 2,202, 367 4,745,747 2,404,921
Long Manufacturing........_........ 7 506, 224 283,006 6, 826
SUnTool. e e e, 358, 000 132,534
Essco Stamping..................... 7 384,681 299,138
Standard Tube........ - 985 959, 069 25,540
Houdaille Industries........ . 313 000 63,165 1,569,063
Canadlan Motor Lemp. ... . ,275,639 612,259 1,176,014 1,584,267 658,807
Philips Electronics Industry LAd....... D 592, 553 45,814 1,738,790 3,019,457 2,073,568
Wallace Barnes Co., Ltd.............. 317,34 258,086 393,933 7,113 194,760
Ontario Steel Products............... ) 3,757,584 2,234, (p 456,881 3,591,749 2,449,388
Blackstone Industrial Products........ 0 682,383 850,1'5 1,542,337 1,167,338 219,902
1 Not available,

Chrysler Corporation’s (U.8.) Purchasing Department reports that the sup-
pliers listed below have all expanded or located in Canada and they issued pur-
chase orders for 1966, 1967 and the first five months of 10688 as shown. Data for
earller years was not available in thé time permitted for answers, but the total
{)urchases shown in our answer to Question No. 1 indicate it was substantially
€88,

CHRYSLER CORP. (U.S.), SCHEDULED PURCHASES FROM CANADIAN VENDORS

{ln millions of U.S. dotlars)

1966 1967 5 months
1968
$0.3 $0.3 $0.2
.2 .6 4
Blackstone Co I 12 33 N
0 GO e ceeeceeneeacecccaaccacccncaccensccnoaaannnnnsans . . .
Bosg-Warner Comp. .o veeeemieeaaiiacciannaenecaccccnaecccnncnn 38 3.1 1.
Eaton Yale & Towne. . 2.1 3.4 2.
mrlnt ..................... .3 .6 .3
Goodim Tire & Rubber. .4 2.2 1.
Gulf B WSt .. iiceccieiccctrancnnseaaanes 2.4 51 2
Kol m'xu ..................................................... 4.5 4.8 2.
Noranda Mines. ... cooiuiem i iciccercscracnannnacenan .7 2.1 .
North American Rockwell. . ... ... iiaernacnanns 18.4 20.2 9.
PARIDS ElOCtronks. .. ..o eciiecccaicieiiiaercancacesanccncecnasnnaccacencnnsnse i .
Standard Tube.....coieiiiiaia i iiciaiicaactcaancccecnaanan .5 .6
SunTool & StampIng..ccceireiiiiicieeiicicnccecraceaccnananan 4 .5

10. Furnish the names and locations of each of your independent suppliers in
the United States with whom you did business prior to the Agreement but with
whom, as a consequence of the Agreement and/or your commitments to the
Canadian government, you either (1) no longer do business with such supplier,
or (2) do significantly less business. (In preparing the listing you may exclude
all such suppliers whose annual volume of business with your company in the
calendar year 1064 was less than $200,000.) Give the volume of sales of these
companies to your company for the following years: 1863, 1964, 1965, 1066 1967,
1968 (*o date).

Chrysler Corporation has no knowledge of any independent parts supplier
to us going out of business or doing significantly less business with us because
of the Agreement. Any sourcing changes which have occurred resulted from eco-
nomic considerations totally apart from the Agreement in the normal course of
our purchasing activitles and generally involved price, quality of production,
ability to meet delivery requirements and capacity to supply needed volumes.
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Forp Moror Co.,
Dearborn, Mich., August 1, 1968.
Mr. Tox Vam,
Ohdef Counsel, U.8. Senate Committee on Finance,
Washington, D.C.

DEAR MR. VAIL: Enclosed are Ford Motor Company’s responses to the questions
on the Canadian Automobile Agreement that you forwarded to Mr., Markley’s
office on July 23. Please note that Questions 9 and 10 involve additional searches
for information; we shall supply answers to these as soon as feasible,

Sincerely, FreD (. SECREST,
‘ Vice President-Controller.

Enclosures.

Question 1. Mr. Markley has testified with respect to Ford Motor Company’s
balance of trade with Canada. What was the balance of trade for each of the
years 1964 through 1967, and the first five months of 1968, for your company?

. For your independent original equipment parts suppliers?

Answer. Ford Motor Company’s calendar year balance of trade with Canada

is summarized below for 1964 through the first five months of 1968.

FORD MOTOR CO. UNITED STATES-CANADIAN BALANCE OF TRADE
" {in milions U.S. dollany) oo

Calendar years—
1964 1965 1966 1967 S months 5 month
_ Toahe $ Tags
Exports to Canada......ccoeenniaecnnannceccnnnes 9 , 2 1 40,1 76.4 4, 2
lm%%m fromCanada......coueeicnnnnnancnancene 322‘& 0 33% 5 sgg» 4 sgro. 4 s:ll. 3 %7. 3
Balance, favorable to United States.......... 183.9 259.7 200.6 169.7 65.1 66.9

Memo: Independent suppliers’ favorable balance!. . 30.4 54,3 81.3 6.9 7.2 2.0

t This Is the balance of shipments from Independent U.S. suppliers to Ford’s Canadian plants and shipments from
independent Canadian wpplhm Ford’s US. epfom ool ph oo

Question 2. On page 108 of the Hearings before‘the Finance Committee in 1065
{s a table showing earnings and dividend distributions of the Canadian sub-
sidiaries of G.M., Ford and Chrysler for certain years. Please furnish similar
data for subsequent years. . .

Answer, Shown in the table are Ford of Canada, Ltd. profit and dividend data
as published fn its annual reports. Please note that Ford of Canada financial
statements are consolidated, and therefore include the results of its overseas
gubsidiaries, )

. FORD OF CANADA, LTD., PROFIT DATA (1962-67)

[{n milions Canadlan dollars}
1962 1963 1964 1965 1966 1967

Proftafrtan: e #e3 3180 5 82 - 8 - 8131
OVOIBES...naeersoonomsomrsonironnene. 158 9.4 L %2 8o 18.5
RO e e ee e 2 4 7.4 154 168 3.6

ER7aINgS PP SMAI0. o eceeeceeneeananamnnane .. 2060 147 443 .26 10.12 19,

DWvidends pald (baf shared.. ooo o oooiiois: e B8N 8B O%B %

Ratfonalization of plants and products, made possible by the United States-
Canada Automotive Products Agreemetit, conttibuted toward improved profits in
domestic Cinada in 1987. Nevertheless, profits from Canadian operations in 1967
remained below 1962-83 levels, although unit wholesale sales of cars and trucks
}n %&ada were 201,900 in 1967 as compared with only 144,100 in 1962 and 169,400
n ,
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Question 3. Mr. O'Keefe stated, ‘‘Totally apart from the Agreement, the Ca-
nadian Government continues to persist in seeking higher Canadian content than
the current requirements.” What form does this pressure take with respect to
your Company? Have you reported this to our State Department? Have you
agreed, or do you intend to agree, to any additional undertakings with respect to
Canadian content? Have representatives of your Canadian subsidiaries held any
conversations, formal or informal with Canadian officlals along .this line? Are
there any verbal understandings?

Answer. The Canadlan Government, durlng the last six months, has held dis-
‘cussions with Ford of Canada management regarding the Company’s experience
under the Agreement and the outlook for the future. No agreements, written or
oral, have been made to Increase the current content requirements or otherwise
to modify the existing arrangements. We have indlcated to representatives of the
U.S. State and Commerce Departments that such discussions are taking place, As
indicated in Mr. Markley’s testimony, we at Ford are fundamentally opposed to
the concgpt of any further Letters of Undertaking from the QCanadian vehicle
manufacturers to the Canadian Government. .

Question 4. Contracts must have been let to suppliers some time ago for 1969
models. What formula for Canadlan content are you using for the 1969 model?
What percentage of Oanadian content did your 1968 production (and Canadian
sales) average?.

Answer. The Yérmula being used for 1909 models is the same as was used for
1908, i.e., production-sales ratio,achfe bage year in-vehicle content, 60/509
of growth in the markeé and malntainlng adat nal Canadian ‘value added
amounting to 0$74.2 pttlion. :
-+ The 1909 contentobjectives are spelled out in detail bel W

, 1064
ent o jectiv
value of Cangdian content in valk cles assems

y the oprtnnlty to
y opera bne, Ford is

With regard tothe has continued to
achieve a sizable surpiys on its trade with Canada. We exgiect to achieve a surplus
formt%glmmodelyear rangeprojected in our testimony
n ,

Queetion 6. Have you at all times met all requirements imposed on you by
the Government of Canada? Have you had to pay duty on any automobliles sold
in 3anada during the llfe of the Agreement? Are all requlrements now being
me

Answer. The Company, to its best knowledge and bellef has met all require-
ments imposed by the Canadian Government. In order to meet the high market
demand in 1965 for the Company’s products (including products not produced
in Canada), it was necessary to import about 2,900 cars in excess of the humber
permitted duty-free entry under the U.8. -Oanadian Automotive Products Agree-
ment. (Of these, 2,858 were Mustangs.) Except for these cars, no duties have
ﬁn paid by Ford of Canada on vehicles bmught into Canada durlng the last

€0 years. .

¢8eo p. 905.
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It is anticipated that all requirements will be met for the 1968 model year.

Question 7. Has the Agreement had any effect on your competitive position
either in Canada or in the United States vis-a-vis foreign type automobiles?
Have the activitles of companies manufacturing European or Japanese type
automobiles in Canada increased during the years of the Agreement?

Answer. As a result of the realignment of the Company’s U.S. and Canadian
manufacturing and assembly system, we believe our competitive position, vis-a-vis
foreign type automobiles, has been strengthened, particularly in Canada. Because
the advantages of economies of scale can now be ackieved in Canada as well as
in the U.8,, Ford of Canada is better able to meet foreign competition. Thus, for
example, the narrowing of the U.8.-Canada price gap has improved the price posi-
tion of Ford Canada products relative to foreign-made automobiles.

Question 8. Mr, Welch has testified that insofar as General Motors is con-
cerned the Canadian Auto Agreement has not significantly affected, one way or
another GM's work force in either the United States or Canada during the period
of the Agreement. What effect has the Agreement had on your company’s work
force (including the work force of Canadidn subsidiaries of your company) both
in tl;;a U;Jited States and in Canada? On the labor force of your principal
suppliers

Answer. The effect of the Agreement, per se, on Ford's work force in the
U.S. has been minor and temporary—as described in Mr. Markley’s statement.
One group of 1560 Ford U.8. employes were certified as eligible for adjustment
assistance under the APTA provisions. Overall, employment has increased in
both countries, with Ford U.S. adding 20 jobs for every Canadian job that
was added. Although we have no specific data on the effects of APTA on the
labor forces of our independent U.S, or Canadian suppliers, the testimony pres-
ented at the July 19 hearing indicates that, on an industry basis, the cases of
employment disruption have indeed been few, even though, in both countries,
especlally-liberal adjustment assistance provisions have been available to work-
ers whose jobs may have been adversely affected.

Questions 9 and 10. Because these questions involve information on Ford’s
suppliers, we are researching our files and plan to answer these questions at a
later date. .

Forbp MoroR Co.,
Washington, D.O., August 12, 1968,
Mr, ToM VArL,
Ohief Counsel, U.8. Senate Committee on Finance, Washington, D.C.

DEAR MRg. VAIL: The enclosed will complete Ford Motor Company'’s responses to
the question on the Canadian Automobile Agreement that you forwarded to me
on July 23, .

Sincerely, :
RODNEY W. MARELEY, JT.,
Vice President, Washington Staf).
Enclosure.
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Question 4. What percentage of Canadian content did your 1968 production
(and Canadian sales) averfige?

Answer. It I8 projected for the 1968 model year that the total Canadian con-
tent will equal 54% of the total cost of vehicles produced in Canada.

Question 9. Furnish the names of those of your independent supplers who have
transferred to, relocated in, or opened or expanded productive facilities in Canada
during the period of the Agreement, if such information is available to you. Give
the volume of business that your Company (including Canadian subsidiaries) had
with each such supplier for the following years: 1963, 1064, 1965, 1966, 1967,
1968 (to date). In addition to the above, furnish the names of those of your
independent suppliers who have announced to you plans to transfer, relocate or
open or expand productlve facilities In Canada but have not yet done so. As to
this latter ‘group, give the volume of business that your Company (including
Canadian subsidiaries of your Company) had with each such supplier for the
following years: 1963, 1964, 1065, 1066, 1807, 1968 (to date).

Answer. The names of Ford’s independent suppliers who have transferred to,
relocated in, or opened or expanded productive facilities in Canada during the
period of the Agreement and Ford’s purchases from these suppllers’ Canadian
operations are shown on the attachment.*

No independent suppliers have announced to us that they plan to transfer,
relocate, or open or expand productive facilities in Canada.

Question 10. Furnish the names and locations of each of your independent
suppliers in the United States with whom you did business prior to the Agree-
ment but with whom, as a consequence of the Agreement and/or your commit-
ments to the Canadlan government you either (1) no longer do business with such
supplier, or (2) do significantly less business. (In preparing the llsting you may
exclude all such suppllers whose annual volume of business with your Company
in the calendar year 1964 was less than $200,000.) Give the volume of sales of
these companies to your Company for the following years: 1963, 1964, 1965,
1966, 10687, 1968 (to date).

Answer., While Ford Motor Company sourcing to Canadian suppliers has
increased since the Agreement, we are not aware of any U.S. suppliers with whom
we no longer do business or do significantly less business as the result of the
Agreement or the Company’s commitments to the ("fanadian government.

*See p. 96,



FORD MOTOR COMPANY PURCHASES FROM CANADIAN SUPPLIERS WITH NEW OR EXPANDED FACILITIES 1

(in thousands of U.S. dollars]
Ford-U.S. purchases (mode! year) Ford-Canada purchases (calendar year)
Company name and location
1964 1965 1966 1967 1968 2 1963 1964 1965 1966 1967
1. Suppliers with new facilities:
Budd Automotive of Canada Lid., Kitchener, Ontario 0 0 0 0 $7,42 0 0 0 0 728
Carter Carburstor of Canada Ltd, Bramales, Ontario.._.. 0 0 $19 $763 671 0 0 541 620 8
Cello Products, Preston, Ontario 0 8 185 475 416 0 0 0 0 0
Eaton Precision Products of Canada Ltd., Wallacsburg, Ontario.....______ .- -~ 0 0 47 u 881 0 0 0 1,352 2,54
Eaton Spring Division, Chatham, Ontario. _ . 0 0 0 686 1,830 0 0 0 0 7
North American Plastics Ltd., Wallaceburg, Ontarko....--..-o...or " 0 0 326 3105 358 0 0 0 0 57
. Suppliers with expanded facilities: ’
Canadian Timken Ltd., St Thomas, Ontario____________ 0 631 583 5 77 $,388 $1,710 1,760 2,035 1,832
Allen Industries of Canaca Ltd., Hamilton, Ontario.._ . - - 0 k') 1,811 1,325 2,684 0 0 1,760 3,888 5,969
Bendix of Canada Ltd., Windsor, Ontario_____ 0 0 507 502 2,995 1,485 2,299 3,608 2,559 1,051
Bundy Tubing Co. of Canada Ltda Bramalea, Ontario.. ... Tt 0 0 0 0 645 0 0 73 411 475
Canadian Fi Ltd., Chatham, rio. - $1,296 1,636 1,882 2,372 2,392 406 576 626 818 746
Collins & Aikman Ltd., Montreal, Quebec...... . 0 0 -0 636 915 6 43 163 475 620
Eaton Automotive of Canada Ltdm ndon, Ontario..___._...oeeooa o 100 113 0 201 304 4,360 4,903 8,212 9,760 11,104
Essex Wire Corp., St Ontario. . _ - 1,781 1,757 4,035 8,039 8,711 2,516 3,178 4,228 4,663 4,484
Gabriel of Cansda Ltd., Toronto, O - .- 0 0 0 2,245 2,501 0 400 1,004 1,743 1,404
General Spring Produets Ltd., léMmr. Ontaro.._ ... 35 525 401 127 4,097 2,282 3,428 3,593 6,233 4,633
Goodyear Tire & Rubber of Canada, New Toronto, Ontario - 0 0 19 1,787 2,551 3,436 3,557 3,540 6,019 2,25
Hayes Dana Ltd., Thorold, Ontario_._ 0 0 0 0 0 2,493 2,837 4,128 6,247 4,564
Hendrickson Manufacturing Co., Stratford, Ontario____ .. - - - -"""TTmToTmen 0 6 283 909 427 0 0 0 83 0
Hayes Ca , Ltd., Wi e ea 0 185 4,680 9,451 8,496 504 493 753 2,402 1,642
Denman General Ltd., Welland, Ontario - 0 7 347 525 670 39 42 27 599 721
Olsonite Company Ltd., Windsor, . 0 0 90 355 626 0 0 9 232 172
Ontario Steel Products, Chatham, Ontario_...___.__._ - 811 3,20 3,778 4,785 8,855 7,400 €,539 6,938 7,678 7,020
'ﬂmmgson Products Co., Ltd., St. Katherines, Ontario_ . - 0 0 0 , 820 2,513 972 1,758 2,028 263 3,990
Trim Trends Canda Ltd., Ajax, Ontarlo. 3 172 426 615 1,426 563 574 199 280 567
Kranlinator Filters Ltd., Preston, Ontario_ .. 0 0 685 791 678 543 922 959 729 813
Uniroyal Ltd., Kitchener, - —-- 0 0 0 1,009 m 601 675 781 757 3,003

! Data shown are purchases from Canadian subsidiaries of U.S. companies that have established
new or cxemdod facilities since the introduction of the United States-Canadian Automotive Trade

2 Estimatad, based on actual first 9 months of mode! year.
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GENEBAL MoToRs CogP.,
GENERAL MoroRs BUILDING,
Detroit, Mich., August 14, 1868.

Mr, ToM VA1,

Chief Oounsel, Committee on Finance,

U.8. Senate, Washington, D.O.

DeAR MR. VAIL: We are enclosing for the information of the Senate Finance
Committee & copy of a letter which was written by Edwin H. Walker, president
and general manager of General Motors of Canada, Ltd,, to the Honorable Jean-
Luc Pepin, Minister of Industry, Trade and Commerce of Canads, in connection
with the Automotive Trade Agreement.,

Subsequent to my appearance before the Committee July 19 to present a current
report by General Motors on the Agreement, the Canadlian Government requested
General Motors of Canada, Litd, to submit a etatement covering its progress to
date and its current evaluation of the Agreement,.

In view of the questions that you sent to us following the July 19 hearing, we
are suggesting that you consider the attached letter by Mr. Walker as a supple-
ment to the answer we submitted to Question 8 by Senators Gore and Hartke.*
We will appreciate your advising Senators Gore and Hartke and other members
of the Committee of this suggestion, with the further suggestion of making Mr.
Walker's letter a part of the record of our submissions to the Committee in con.
nection with this hearing.

Sincerely yours,
H. W. WELOR, General Assistant Compiroller.

GENERAL MoTORS OF CANADA, Lt
Oshawa, Ontario, August 14, 1968.
The Honourable JEAN-LUO PEPIN,
Minister of Industry, Trade and Commerce,
Ottarwa, Ontario.

DEear MgB. MINISTER : We welcomed the opportunity to meet with you and your
assoclates on Thursday, July 25, 1968 to discuss the Cavadian-United States
Automotive Trade Agreement. During this meeting you réquested that we express
to you our current evaluation of the Agreement,

The principal objective of the Agreement {s the maintenance and expansion .
of the market for automotive products through specialization and large scale
production—thus benefiting the two countries and the purchasers of automotive
vehicles. In our letter to your Department on January 13, 1965 we stated that
we subscribed to this objective and re-confirm at this time that we are still of
this opinion. In that letter we stated at the outset our dependence upon the
expectation; “that the program may be expected to continue for a considerable
period of time.”

We belleve that the experience of the past three years demonstrates that the
Industry working under the Agreement has been able to move importantly to-
wards rationalization of production of vehicles and components, increased pro-
ductivity and higher employment. Although we will narrowly miss achieving
Oanadian Value Added this year, due to extended work stoppages—General
Motors of Canada has essentially met the objectives outlined in our letter of
January 13, 1965,

This program reguired substantial additlonal expenditures and re-alignment
of production by General Motors of Canada, Limited, its associated companies,
and {ts suppliers. An assembly plant in Ste. Therese and a trim plant in Windsor,
both started during the remission plan period, were put into production after
the Agreement became effective and currently output from these plants is used
for both countries. The Ste. Therese plant’s hourly production capacity has been
increased by almost 409 since the start of operations, and plans have been ap-
proved to increase production capacity there by the fall of 1969 to nearly double
the capacity rate that prevailed in the fall of 1968. This continued expansion of
capacity at Ste. Therese has been undertaken to accomplish more effectively the
goals of the Agreement.

In addition to these new plants, the car and truck assembly operations at
Oshawa have been expanded and re-arranged to provide facllitles for production

*Page 84 of this hearing.



98

to provide economies of scale through integration and rationalization, While
fewer models are currently produced in Canada, the rate and total unit volume
of production i{s now more comparable to that attained In the General Motors
assembly plants in the United States,

In addition to expansion of our assembly capacity in Canada we have ration-
alized our component lines and increased capacity of our Oshawa and Windsor
manufacturing facllities. Substantial capacity increases and rationalization have
also taken place at McKinnon Industries subsidiary facilities in St. Catharines,
and similar rationalization programs have been instituted at McKinnon’s Wind-
sor plant and the Frigidaire plant at Scarborough. Our Canadian vendors also
have integrated their operations, iImproved their facllities, lengthened their pro-
duction runs and benefited from higher levels of production.

While the first three years of operation under the Trade Agreement resulted
in substantive progress toward the original objectives, much has yet to be accom-
plished. In a major undertaking of this nature requiring recrulting and re-train-
ing of large numbers of employees and re-allocation of facilities, production
capacity and products between Canada and the United States, three years is a
-very short period of time. This is particularly true of the automoblle industry in
which plant investments are substantial and product and manufacturing plans
nlmstdbe finalized several years in advance in order to meet new model introduc-
tion dates.

Also during this period the industry has been required to operate under certain
conditions which appear contrary to the basic objectives of the Agreement such
as duties and sales taxes on plant, construction material, equipment, tooling and
shipping containers. These impediments to investment in Canada and other con-
ditions unfavourable to the free operation of the Trade Agreement have been
discussed with you and are covered by the Motor Vehicle Manufacturers’ Asso-
clation letter of June 22, 1967 to Mr. Drury (copy attached).

As previously stated, General Motors of Canada, Limited needs more time—
perhaps two or three years—to consolidate its program of rationalization and
permit the full benefits to be realized.

Assuming reasonable conditions for industrial operations we are confident
that as far as General Motors of Canada, Limited is concerned Canada will
continue to share in the expected growth of the market on a fair and equitable
basls, particularly if the restrictions impeding investment in Canada are removed.

We believe in view of the above that in its present form the Canadian-United
States Trade Agreement is a workable plan that is accomplishing 1ts objectives
and, subject to the changes suggested, should be continued.

Sincerely, S
. H. WALKER,
Prestdent and General Manager.

O



