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" CARIBBEAN BASIN INITIATIVE

MONDAY, AUGUST 2, 1982 )

U.S. SENATE,
SENATE COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 9 a.m., in room 2221,
Dirkis:le.n Senate Office Building, Hon. Robert J. Dole (chairman)
presiding.

Present: Senators Dole, Chafee, Heinz, Byrd, Matsunaga, Baucus,
and Bradley. .

[The press release announcing the hearings, background material
on the tax provisions of S. 2237, the Caribbean Basin Economic Re-
covery Act, and the prepared statements of Senators Dole and
Heinz follow:]

[Prees Release No. 82-148, July 9, 1983, U.S. Senate, Committee on Finance]

FiNANCE ComMMrTTEE SETS HEARING ON S. 2237, LEGISLATION TO IMPLEMENT THE
CARIBBEAN BASIN INITIATIVE

Senator Bob Dole, Chairman of the Senate Committee on Finance, announced
today that the Committee will hold a hearing on Monday, August 2, 1982, on S.
2237. This bill, cosponsored by Senators Dole, Danforth, and Durenberger, would im-
plement President an’s Caribbean Basin Initiative. The Committee will consid-
er titles I, II, III, and IV of the bill, which encompass proposals for extending trade
and tax incentives designed to promote economic development in potential benefici-
ary nations of the Caribbean Basin and Central American region. (The Committee
on Foreign Relations previously completed consideration of title II of the bill, relat-
ing to emergency economic assistance.) Senator Dole stated that both administration
and private sector witnesses are expected to testify.

B 'I_'{:iq hearing will begin at 9:30 a.m. in Room 2221 of the Dirksen Senate Office
uilding.

Consolidated testimony.—Senator Dole urges all witnesses who have a common
position or who have the same general interest to consolidate their testimony and
designate a single spokesman to present their common viewpoint orally to the Com-
mittee. This procedure will enable the Committee to receive a wider expression of
views than they might otherwise obtain. Senator Dole urges that all witnesses exert
a maximum eftort to consolidate and coordinate their statements. .

Requests to testify.—Witnesses who desire to testify at the hearing on' Monday,
August 2, 1982, must submit a written request to Robert E. Lighthizer, Chief Coun-
sel, Committee on Finance, Room 2227, Dirksen Senate Office Building, Washington,
D.C. 20510, to be received not later than 10:00 a.m. on Monday, July 26, 1982. Wit-
nesses will be notified as soon as practicable thereafter whether it has been possible
to schedule them to present oral testimony. If for some reason a witness is unable to
agpear at the time scheduled, he may file a written statement for the record in lieu
of the personal appearance. In such a case, a witness should notify the Committee
as soon as possible of his inability to appear.

Legislative Reorganization Act.—Senator Dole stated that the Legislative Reorga-
nization Act of 19 6: as amended, requires all witnesses apgearing fore the Com-
mittees of Congress “to file in advance written statements of their proposed testimo-
ny, and to limit their oral presentations to brief summaries of their argument.”

oY)
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Written statements.—Witnesses who are not scheduled to make oral presentations,
and others who desire to present their views to the Committee, are urged to prepare
a written statement for submission and inclusion in the printed record of the hear-
ing. These written statements should be typewritten, not more than 25 double-
spaced pa&es in length, and mailed with five copies to Robert E. Lighthizer, Chief
Counsel, Committee on Finance, Room 2227, Dirksen Senate Office Building, Wash-
ington, D.C. 20510, not later than Wednesday, August 11, 1982,

PREPARED STATEMENT OF SENATOR DOLE

I wish to note that not all of the witnesses we originally scheduled could be here
today. We do expect to hold a second day of hearings for them.

THE ESSENTIAL U.8. INTEREST IN THE CARIBBEAN

The message you bring today marks an important new cha]pter in U.S. relations
with our southern neighbors. It is perhaps in importance equal to another Presiden-
tial_message on the subject pronounced long ago. In December of 1823, President
Monroe sent a message to the Congress declaring that the United States would view
as a threat to its own security any attempt further to impose European political
systems or sovereignty upon the republics of the American continents. The core idea
of the Monroe Doctrine—that the new lands of this hemisphere must remain free
from outside intervention in order to pursue their own destinies in peace—today en-
dures more vitally than ever. But the nature of.the threats, enemies, and solutions
have changed markedly in 160 years. i

The beneficiary nations of the CBI are widely divergent in cultures, histories, lan-
guages, economies, and governments. But they share some common characteristics:
Most are failing economically; they are increasingly oriented economically, political-
ly, and socially to the United States—and together they form our southern border.
Too long has this country failed adequately to comprehend our national interests in
this integrated region, and to take full advantage of the mutual opportunities great-
er cooperation offers. These interests are profoundly important.

In a region suffering a history of conflict, the 15 recently emergent nations of the
Caribbean Basin offer in their nascent states a tempting target for Soviet trouble-
making. The announcement last Wednesday of the Soviet aid package to Grenada,
the express purpose of which is to abrogate the historic Western ties of that island
nation, provides a timely example of a real concern for our borders, our sea lanes,
and the Panama Canal.

The United States has great economic ties to the region. Despite their colonial
past, the CBI countries import more from the United States than any other country.
Last year this amounted to over $6 billion—double what we imported from them,
excluding petroleum. U.S. direct investment reached nearly $10 billion in 1981, We
import over 90 percent of our industrial requirements of bauxite and alumina from
the Caribbean countries, and rely on them to a significant degree for nickel. It
seems clear that the region offers a vast new market for American products, if only
greater economic and political stability can be brought about there.

Besides economic and security interests, the United States is bound by an increas-
ing web of social ties with the Caribbean Basin countries. Some estimate that, ex-
cluding Mexicans, over 250,000 illegal immigrants now enter the United States
yearly from the countries of the Caribbean Sea and Central America. Their desper-
ate desire to seek political or economic emancipation in this country is perhaps
matched only in magnitude by the strain on the services of our National and State
Governments provide them once they are here. I note that for the entire region in
fiscal year 1982 the United States targeted about $475 million in developmental aid;
the Federal Government and the State of Florida have spent over twice that on
Cuban and Haitian refugees since the Mariel boatlift.

The ability of the United States to exploit these increasingly strong ties to the
Caribbean Basin countries rests on their own stability. As the nations of Central
America struggle to end armed conflict among themselves and with Communist
guerillas, as the Caribbean nations attempt to restructure their economies away
from centuries of dependency on transfers from their former colonial sovereigns, an
historic opportunity presents itself to the United States to aid in placing them on a
firm, permanent path to growth and stability. The President’s Caribbean Basin Ini-
tiative embodies a sound plan to that end.
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- THE CARIBBEAN BASIN INITIATIVE: A SOUND DEVELOPMENT PLAN

The CBI comprises trade, aid, and investment incentives in an integrated plan to
foster market-oriented growth among the beneficiary nations. I am especially
rleased to note that the plan is not only integrated in its U.8. contribution, but also

n international participation—Canada, Mexico, Venezuela, and Colombia all will
chip in to assist their neighbors in getting to their feet. The market opportunities
created by the trade and tax incentives, together with the aid necessary to restruc-
“ture debt and build essential infrastructure, constitute an unparalled opportunity
for self-help and permanent improvement.

Any bold plan such as the CBI strikes across new ground that must be carefull
surveyed before proceeding. I will listen especially closely to testimony on the ef-
fects of the one-way free trade area on import-sensitive U.S. industries. I understand
that but a very small percentage of current U.S. imports in these articles originate
in CBI countries. Yet, U.S. industries may have legitimate cause for concern in
some cases with region’s potential, so we will want to ensure that adequate atten-
tion has been given to safeguard their interests.

In the area of tax policy, too, the CBI raises new and difficult issues. The exten-
sion of the investment tax credit for overseas development may be justified for a
limited time by the tremendous need evinced in these circu ces, but we will
want to safeguard carefully against its abuse. Further, one may fairly question
whethér a capital-intensive deveXOfment tool is the best one to offer to regions of
high and endemic unemployment. I know the treasury reviewed many alternatives,
and I look forward today to hearing why they chose the ITC as the best incentive.

THE CBI—A PLAN OF LIBERTY

In noting the large numbers of immi{ranta from the Caribbean countries, I recall
the l\(vlvords enshrined on the Statute of Liberty that we have long proclaimed to the
world: : _

Give me cfvour tired, your poor

Your huddled masses yearning to breathe free
The wretched refuse of your teeming shore.
Send these, the homeless, temptest-tost to me,
I lift my lamp beside the golden door.

Some wonder if this longstanding offer is now too generous! But we have been
immeasurably enriched as a Nation for it. We are proud to continue to be the
beacon of liberty for the world.

. The peoples of the Caribbean, however, do not want to leave their homelands to
find that liberty. They know that—given the opportunity—their indigenous skills,
industry, and entrepreneurial talents provide the basis for creating havens of peace
and prosperity at home. The integrated, market-oriented plan of the President will
provide the milieu in which their talents will thrive. : :

I hope that we can find a way to resolve any difficulties in the manner proposed
to implement the CBI, so that we can soon embark with these countries on a new
era of joint growth, prosperity, and peace. The Caribbean Basin Initiative can be the
new lamp of liberty by which we lead them in fulfilling this high purpose.
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INTRODUCTION

The Senate Committee on Finance has scheduled a public
hearing on August 2, 1982, on S, 2237, the Caribbean Basin
Economic Recovery Act of 1982 (introduced by Senators Dole,
Percy, and Danforth). This bill embodies the
Administration's Caribbean Basin Initiative, and would provide
economic benefits to certain Caribbean Basin countries through
direct foreign aid grants, through trade assistance (including
discretionary tariff reductions), and through tax investment
incentives. The bill would also extend certain tax investment
incentives to effectively tax-exempt persons investing in Puerto
Rico, the U. S. Virgin Islands, and the other U. S. possessions.

This document, prepared in connection with the hearing on
§. 2237, contains a description of the tax provisiona of the bill
(Title III). This document does not describe the trade assistance
provisions, including discretionary tariff reductions (in Title I),
or the direct foreign aid grants (in Title II}.

The first part of the document is a summary of the bill's tax
provisions. The second part is a more detailed description of
those provisions, including present law, issues, and effective
dates. The third part presents estimates of the revenue effects
of those provisions.

In the House, Mr., Michel, for himself and others, introduced
an identical bill, H.R. 5900. The Subcommittee on Trade of the
Committee on Ways and #eans held hearings on H.R. 5900 on March 17,
23, 24, and 25, 1982. The Subcommittee has reported certain
portions of the bill, but did not have jurisdiction to report Title
III. .
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I. SUMMARY OF THE BILL'S TAX PROVISIONS

Under present law, the investment tax credit and the
Accelerated Cost Recovery System (ACRS) of writing off capital
investment are generally available only for certain taagible
depreciable property used predominantly in the United States.

The bill would extend the benefits of the investment tax credit

to investment in qualifying Caribbean Basin countries (certain
countries that the President designates and that agree to exchange
tax information with the United States). These benefits could
pass through to U.S. shareholders of certain investing foreign
corporations.

In ‘addition, the bill would generally extend the benefits of
the investment tax credit and one-half of ACRS to investment in U.S.
possessions by certain U.S. corporations that are effectively exempt
from U.S. tax., These benefits would pass through to certain U.S.
shareholders. None of the bill's tax investment incentives could be
the subject of a safe-harbor lease.

The bill also would generally allocate U.S. excise taxes on~.
all rum importaed into the United States to Puerto Rico and the U.S.
Virgin Islands. ~

L

II. DESCRIPTION OF TAX PROVISIONS OF S. 2237
(The Caribbean Basin Economic Recovery Act)

A. Present Law

1. Rum excise taxes

The Internal Revenue Code imposes an excise tax on rum. Taxes
collected under the Internal Revenue Code on rum produced in Puerto
Rico or the U.S. Virgin Islands and transported to the United States
(less the estimated amount necessary for payment of refunds and
drawbacks) are paid to Puerto Rico or the Virgin Islands,
respectively. Rum produced in Puerto Rico and the U.S. Virgin Islands
enters the United Stdtes duty free.

2, Investment tax credit

For certain tangible depreciable oroperty with a useful life
of three years or more, taxpayers can claim, in addition to
depreciation deductions, an investment tax credit that can consist of
several elements. The regular investment credit can amount to as



much as ten percent of the cost of the property. An additional
investment credit of up to one and one-half percent (ESOP credit)

is avajlable if certain requirements concerning the operation of

an employee stock ownership plan are met. An enerqgy investment -
credit is available in addition to the regular and ESOP credits

_for certain energy proparty. With specific exceptions, buildings

and their structural components do not qualify for these credits.

Property used predominantly outside the United States generally
is not eligible for the tax benefits of the investment tax credit or
the Accelerated Cost Recovery System {ACRS). Existing Treasury
Regulations define predominant use outside the United States to mean
physical location outside the United States for over one-half of
the taxable year,

The investment credit is available only to the person that
places the property in service (or, in certain cases, to persons
who contract with that person). Corporate shareholders generally
cannot take an investment credit for the investments of their
corporation. )

If a taxpayer makes an early disposition of property for which
he took an investment credit, part of the credit is recaptured.
Recapture also occurs if the taxpayer uses the property for which he
took a credit predominantly outside the United States in any taxable
year prior to the end of the recapture period.

3. Unapproved treaty credits

As explained above, the investment tax credit is generally not
allowed for property used abroad.

In the 1960's, income tax treaties were signed with three
countries, Brazil, Israel, and Thailand, that included limited
extensions of the U.S. investment tax credit to certain investments
in those countries. The Senate did not approve any of these extensions
of the credit. The Senate reserved on the Brazilian credit after the
Foreign Relatijons Committee urged postponement of consideration of a
credit for foreign investment "until such time as the United States
is able to put its political and economic houses in order. And the
Committee wishes to make it clear that until that time arrives, it
does not expect to give sympathetic consideration to any proposal )
designed to allow a tax credit for overseas investments by United States
citizens."

Under the proposed treaty provisions, the investment tax credit
would have been targeted so as to be available only for property used
in certain businesses. The Brazilian treaty, for example, would have
allowed the credit only for investments in "a qualified trade or
business" in Brazil, which meant an activity using at least 80 percent
of its assets in and deriving at least 89 percent of its gross income
from a list of specific trades and business.



The rejected Brazilian treaty explicitly conditioned the
credit on exclusive use of the property in Brazil. Moreover,
the credit under each of the proposed treaties could not exceed
the amount of U.S. property that the company acquired during the
current year and the preceding vear.

4. Possessions system of taxation

Certain U.35. corporations that do business primarily in
Puerto Rico, the U.S. Virgin Islands, and che other U.S. possessions
are effectively exempt from U.S. taxation on certain income (secs.
934 and 936). The Senate-passed version of H.R. 4961, the Tax
Equity and Figscal Responsibility Act of 1982, would restrict this
effective exemption as it applies to passive investment income and
to income from intangibles. Individual residents of the possessions
are also generally exempt from U.S. taxation (secs. 931, 932, 933 and
934).

Property used predominantly in Puerto Rico, the U.S. Virgin
Islands, or the other U.S. possessions is eligible for the investment
tax credit and ACRS if the taxpayer does not qualify for the special
tax rules for the possessions descriped above (secs. 931, 932, 933
and 936).

5. Safe~-narbor leasing

Under the Economic Recovery Tax Act of 198l, a person who has
acquired and will use certain tangible personal property can, in
effect, sell some of the tax benefits associated with the property
to another person, while the seller retains all the other venefits and
burdens of ownership. These tax benefits include the investment tax
credit and ACRS deductions. .

5. Deferral

In general, income earned by a foreign corporation owned wholly
or partially by U.S. shareholders is not subject to U.S. taxation
until the U.S. shareholders receive that income in the form of
dividends. This treatment is generally known as "deferral" of tax
on foreign income. The shareholders of these corporations do not get
the venerfits of rapid cost recovery, an investment tax credit, or
other tax penefits.

B. [Issues

1. Should Congress use the revenue laws t0 encourage overseas
investment by U.S. companies?

2. Is it appropriate to give tax credits for foreign investment
that will yield income that may benefit from tax deferral
or even (because of foreign tax credits}) effective tax
exemption?



3. Should Congress grant a credit when foreign multinational
corporations use U.S. subsidiaries to invest in the
Caribbean 3asin instead of investing directly?

4. Should Congress give a credit for all investment in a
designated country or should it target a credit at certain
industries to avoid runaway plants or to encourage only
certain activities?

5. Shouldbforeign investment benefit from the ESOP credit and
the energy credic?

6. Should the investment credit and ACRS provisions be extended
. to investment in Puerto Rico and other possessions by
corporations affaectively exempt from tax?

7. Should revenues attributable to excise taxes on rum from all
countries be paid to Puerto Rico and the Virgin Islands?

C. Explanation of Tax Provisions

1. Rum excise taxes

All excise taxes collected at the current tax rates on rum
imported into the United States from any country (less the estimated
amount necessary for payment of refunds and drawbacks) would be paid
over to the treasuries of Puertdo Rico and the U.S. Virgin Islands.

The amount per proof gallon paid over could not exceed the amount per
proof gallon which would have Leen paid over if the rum had been
produced in Puerto Rico or the U.S. Virgin Islands. The Secretary of
the Treasury would prescribe by regulations a formula f{or the division
of these tax collections between Puerzo Rico and the J.S. Virgin
Islands.

2. Extension of the investment tax credit to qualifying Caribbean
Basin countries :

In general

The bill would extend the investment tax credit to certain
investments in property used predominantly in qualifying Caribobean
Basin countries. The credit would generally ke available for
investments in property eligible (except for its location} under
present law for the credit. The credit would be available only for
property placed in service during the five-year period beginning
after the date of enactment.

If during a taxable year the Caribbean Basin property £or which
a taxpayer took the investment credit were used predominantly outside
one or more qualifying Caribbean 3asin countries or the CUnited States,
the credit would be subject to the general investment credit racapture
rules. However, recapture would not occur solely because the country
in which the property is used ceases to be a qualifying country
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(because the President terminates the designation or because of
termination of an exchange of information agreement).

For the purpose of depreciation deductions, the bill would
treat Caribbean Basin property as property used outside the United
States> Therefore, use of Caribbean Basin property would not
entitle the taxpayer to the benefits of the Accelerated Cost Recovery
System.

Qualifving Caribbean Basin country

The bill would apply only to property used predominantly in a
qualifying Caribbean Basin country. Qualifying countries are those
among certain enumerated countries and territories 2/ located in-the

2/ The countries and territories are: Anguilla, Antigua and
Barbuda, the Bahamas, Barbados, Belize, Costa Rica, Cuba, Dominica,
the Dominican Republic, El Salvador, Grenada, Guatemala, Guyana,
Haiti, Honduras, Jamaica, Nicaragua, Panama, Saint Lucia, Saint
Vincent and the Grenadines, Surinam, Trinidad and Tobago, the
Cayman Islands, Montserrat, the Netherlands Antilles, Saint
Christoper-Nevis, Turks and Caicos Islands, and the British Virgin
Islands. The bill defines country to include overseas dependent
territories and possessions. Successor political entities of the
enumerated countries and territories would be eligible for the
benefits of the bill.

oy

Caribbean and Central America that (1) the President designates as
bereficiaries of the bill, and (2) that become parties to bilateral
executive agreements with the United States providing for the exchange
of tax information between the United States and the other ccuntry.

‘In determining whether to designate any country a beneficiary
country under this Act, the President is to take into account a
variety of factors, including an expression by the country of its
desire to be so designated, the aconomic conditions in the country,
the living standards of its inhabitants and any other economic factors
that ne da2ems appropriate, and the degree to which the country
follows certain accepted rules of international trade. No one of these
factors alone, however, 1s suificient to require or to prevent
designation. Before the President designates any country as a
beneficiary country for purposes of the bill, he must notify the House
of Representatives and the Senate of his intention to make the
designation, together with the considerations entering into his
decision.
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Notwithstanding these factors, the bill provides four kinds of
countries that the President generally cannot designate as bene-
ficiary countries: Ccmmunist countries, countries that seize property
of U.S. persons, countries that refuse to honor certain international
arbitral awards, and countries that favor products of other developed
countries over U.S. products.

The President may terminate designation of a country as a bene-
ficiary country, but only if at least sixty days before such termina-
tion, he has notified the House of Representatives and the Senate and
has notified such coundry of his intention to terminate such designation,
together with the considerations entering into such decision. The
President must terminate an existing designation (after complying with
the notification requirements above) if he determines that, because of
changed circumstances, a country is no longer eligible for beneficiary
country status.,

Exchange of information agreement

In order to qualify for the tax penefits provided bv the bill,
the bill requires not only presidential designation ¢f the country
but also an agreement providing for che exchange 2f tax information
Wwith the United States.

The bill autnorizes the Secretarv or his delegate to negotiate
‘and conclude an agreement for the exchange of information with any
beneficiary cguntry. An exchange of informaticn agreement is %o
provide for the exchange of such information, not limited to informa=-
tion concerning nationals or residents of the United States or the
beneficiary country, as may be necessary and appropriate to carry out
and enforce the tax laws of the United States and the beneficiary
country, including information which may otherwise be subject to non-
disclosure provisions of the local law of the beneficiary country such
as provisions respecting bank secrecy and bearer shares. The exchange
of information agreement is to be terminable by either countrv on
reasonable notice and is to provide that information received by either
country will be disclosed only to persons or authorities (including
courts and administrative bodies) involved in the assessment, collec-
tion, or determination of appeals in respect of taxes of the United
States or the beneficiary country. An exchange of information acreement
will generally become effective on signature. The text of the agree-
ment must be transmitted to Congress not later than sixty days after
signature under the Case Act (1l U.S.C. ssction 112(b}).

Pass-through to U.S. shareholders

The investnent credit would ke available for nropersvy used by
a dranch of a U.S. corporation. The bill would not, however, dirsctly
permit the credit for property used ty a foreign corporation. To
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create an investment incentive for investors who use a foreign
corporation, however, the bill would deem a pro rata share of the
otherwise available investment credit to be attributable to U.S.

shareholders who own 5 percent or more of a foreign corgoration that
invests in gqualifying Caribbean Basin property.

This "pass-through" of the credit to U.S. shareholders would be
limited, however. The credit passed through to a U.S. shareholder
could not exceed the shareholder's post-enactment net additional
equity investment in the foreign corporation. Reinvested retained
2arnings of the foreign corporation thus would not qualify as addi-
tional investment. This rule would prevent allowance of the invest-
ment credit for the reinvestment of earnings that are free of U.S.
tax until such earnings are repatriated in the form of dividends (and
then subject to U.S. tax). -

The bill would require the Secrxetary to prescribe requlations
relating to the pass-through of the credit. Such requlations are
to0 include at-risk rules and recapture rules similar to those now
in effect for subchapter S corporations (such as the rule requiring
recaptura when a shareholder who took a credit dispcses of subchapter
S stock).

3. Investment Incentive 2rovisions elatince ts U.%., Pasgsaessinng

The bill would generally extend the investment tax credit and
the Acceleratad Cost Recovery System to oroperty used by section 938
companies and other effectively tax-exempt persons in 2uerto Rico
and the other possessions. Because U.S. corporations (including
section 936 companies) operating in Puerto Rico, the U.S. Virgin
Islands, and the other possessions that are effectivelv free of U.S.
tax would be unable %o use these tax benefits, the bill would provide
for a pass-through of the investment tax credit and fifty percent of
the cost recovery deductions attributable to proverty owned by such
corporations to certain corporations that together own 80 percent
or more of the stock of such effectivelv tax-exempt corporations.
Thus, a U.S. corporation that is a member of an affiliated group that
includes the 2ffectively tax-exenmpt corporation (but for special
rules excluding the efrfectively tax-exempt corporation from an affili-
ated group) would be allowed cthe investment tax credit and £ifty
percent of the ACRS deductions attributable to the investment of the
effectively—tawx=axempt corporation.
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4. Safe-harbor Leasing

The bill would prevent the safe harbor leasing (under .section
168(f) (8)) of tax benefits from extension of the investment tax
credit to Caribbean Basin property or from extension of the invest-
ment tax credit and ACRS to the possessions. .

D. Effective date

The extension of the investment tax credit to qualifying
Caribbean Basin property would apply to property placed 'in service
after the date of enactment. Property placed in service 5 years
after the date of enactment (or thereafter) would not be eligible
for the credit.

11-310 0—82—-2



III. ESTIMATE OF REVENUE EFFECT

14

Fiscal Year
(In millions of dollars)

3/ Assumes expiration date of October 1, 1987.

1982 1383 1984 1985 1986 1987
Prooosal
1. Payment of excise taxes
collacted on rum to
-Puerto Rico and U.S.
Virgin Islands -0 -20 -20 -24 -27 -33
2. Extension of ITC to
Caribbean, Basin
property L? -0 -25 -52 -56 -6l -s5 ¥/
3. Extension of ITC and
ACRS to persons
engaged in trade or
business in Puerto 10 ¢ 43 118 7
Rico or possassions. -8 = =5 - - -é -
Total revenus effsct -g -75 -123 -1%3 =203 =
| V2
Estimate based on Treasurv Deparcment i
. assumes 3 percent ammual ;;owéh. g estimate for 1980. The forecast
2/ Assumes eifactive as of October 1, 1982.
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97TH CONGRESS
2D SESSION o 2237

To promote economic revitalization and facilitate expansion of economic
opportunity in the Caribbean Basin region.

IN THE SENATE OF THE UNITED STATES

MARcH 18 (legislative day, FEBRUARY 22), 1982
Mr. DoLE (for himself, Mr. PErCY, and Mr. DaNFORTH) (by request) introduced
the following bill; which was read twice and referred to the Committee on
Finance

May 5 (legislative day, APRIL 13), 1982

Ordered referred jointly to the Committee on Finance and the Committee on For-
eign Relations, provided that the Foreign Relations Committee is authorized
to consider only title II of the bill and the Committee on Finance is author-
ized to consider titles I, I1, ITI, and IV of the bill

A BILL

To promote economic revitalization and facilitate expansion of
economic opportunity in the Caribbean Basin region.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the ‘‘Caribbean Basin Eco-

5 nomic Recovery Act”.
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2
TITLE I—-DUTY-FREE TREATMENT

SEC. 101, AUTHORITY TO GRANT DUTY-FREE TREATMENT.

The President may proclaim duty-free treatment for all
eligible articles fror;l any beneficiary country in accordance
with the provisions in this title.

SEC. 102. BENEFICIARY CQUNTRY.

()(1) For purposes of this Act, the term “beneficiary
country” means any country in subsection (b) with respect to
which there is in effect a proclamation by the President des-
ignating such country as a beneficiary country for purposes of
this title. Before the President designates any country as a
beneficiary country for purposes of this Act, he shall notify
the House of Representatives and the Senate of his intention
to make such designation, together with the considerations
entering into such decision. i

(2) If the President has designated any country as a
beneficiary cbuntry for purposes of this Act, he shall not ter-
minate such designation (either by issuing a proclamation for
that purpose or by issuing a proclamation which has the
effect of terminating such designation) unless, at least sixty-
days before such termination, he has notified the House of
Representatives and the Senate and has notified such country
of his intention to terminate such designation, together with

the considerations entering into such decision.
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(8) For purposes of this title, the term “‘country’’ means

any foreign country, or any overseas dependent territory or

possession of a foreign country.

(b) In designating countries as ‘“beneficiary countries”

under this Act, the President shall consider only the follow-

ing countries and territories or successor political entities:

Anguilla
Antigua ‘and Barbuda
Bahamas, The

- Barbados

Belize

Costa Rica

Cuba

Dominica
Dominican Republic
El Salvador
QGrenada

.Guatemala

Guyana
Haiti
Honduras

Jamaica

Nicaragua

Panama

Saint Lucia

Saint Vincent and the -
Grenadines

" Surinam

Trinidad and Tobago
Cayman Islands
Montserrat

Netherlands Antilles
Saint Christopher-Nevis
Turks and Caicos Islands
Virgin Islands, British

In addition, the President shall not designate any country a

beneficiary country under this Act—

(1) if such country is a Communist country;

(2) if such country—

(A) has nationalized, expropriated, or other-

wise seized ownership or control of property

owned by a United States citizen or by a corpora-

tion,. partnership, or association which is 50 per

centum or more beneficially owned by United

States citizens,



© ® = & X = W D e

[ oo [} [ N [} [ Pt ot p— p— [ [u—y [y Pk, [Ny
[} L [SX) [} Pt () (N=] Qo - [ [ [~ [\ — [

18 -

4

(B) has taken steps to repudiate or nullify an
existing contract or agreement with a United
States citizen or a corporation, partnership, or as-
sociation which is 50 per centum or more benefi-
cially owned by United States citizens, the effect
of which is to nationalize, expropriate, or other-
wise seize ownership or control of property so
owned, or ‘

(C) has imposed or enforced taxes or other
exactions, restrictive maintenance or operational
conditions, or other measures with respect to
property so owned, the effect of which is to na-

tionalize, expropriate, or otherwise seize owner-

ship or control of such property,

unless—

(D) the President determines that—

(i) prompt, adequate, and effective com-
pensation has been or is being made to such
citizen, corporation, partnership, or associ-
ation,

@ii) go})d-faith negotiations to provide
prompt, adequate, and effective compensation .
under the applicable provisions of interna-
tional law are in progress, or such country is

otherwise taking steps to discharge its obli-
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gations under international law with i'espect
to such citizen, corporation, partnership, or
association, or
(ii)) a dispute involving such citizen,
corporation, partnership, .or association over
compensation for such a seizure has been
 submitted to arbitration under the provisions
of the Convention for the Settlement of In-
vestment Disputes, or in another mutually
agreed upon forum‘, and
promptly furnishes a copy of such determination to the
Senate and House of Representatives;

(3) if such country fails to act in good faith in rec-
ognizing as binding or in enforcing arbitral awards in
favor of United States citizens or a corporation, part-
nership or association which is 50 per centum or more
beneficially owned by United States citizens, which
have been made hy arbitrators appointed for each case
or by permanent arbitral bodies to which the parties in-
volved have submitted their dispute; or

(4) if such country affords preferential treatment
to the products of a developed country, other than the
United States, which has, or is likely to have, a signifi-
cant adverse effect on United States commerce, unless

the President has received assurances satisfactory to
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him that such preferential-treatment will be eliminated

or that action will be taken to assure that there will be

no such significant adverse effect, and he reports those

assurances to the Congxre‘ss.
Paragraphs (1), (2), and (3) shall not prevent the designation
of any country as a beneficiary country under this Act if the
President determines that such designation will be in the na-
tional economic or security interest of the United States and
reports such determination to the Congress with his reasons
therefor.

(¢) In determining whether to designate any country a
beneficiary country under this Act, the President shall take

into account—

-

(1) an expression by such country of its desire to
be so designated;

(2) the economic conditions in such country, the
living standards of its inhabitants, and any other eco-
nomic factors which he deems appropriate;

(3) the extent to which such country has assured
the United States it will provide equitable and reason-
able access to the markets al}d basic commodity re-
sources of such country; | .

(4) the dégr;ae to which such country follows the
accepted rules of international trade provided for under

the General Agreement of Tariffs and Trade, as well
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as applicable trade agreements approved under section
2(a) of the Trade Agreements Act of 1979;

(5) the degree to which such country uses export
éubsidies or imposes export performance rejuirements
or local content }'equirements which distort internation-
al trade;

(6) the degree to which the trade policies of such
country as they relate to other beneficiary countries
are contributing to the revitalization of the region;

(7) the degree to which such country is undertak-
ing self-help measures to promote its own economic de-
velopment; and

(8) the degree to uwhich workers in such country
are afforded. reasonable workplace conditions and enjoy
the right to organize and bargain collectively.

(d) General headnote 3(a) to the Tariff Schedules of the

United States (19 U.8.C. 1202) (relating to products of insu-
lar possessions) is amended by adding at the end thereof the

following paragraph: -

“(iv) Subject to the provisions in section 103 of
the Caribbean Basin Economic Recovery Act, articles
which are imported from insular possessions of the
United States shall receive duty-free treatment no less

favorable than the treatment afforded such articles
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when they are imported from a beneficiary country

under such Aect.”.

(e) The President shall, after complying with the re-
quirements of subsection (a)(2), withdraw or suspend the des-
ignation of any country as a beneficiary country if, after such
designation, he determines that as the result of changed cir-
cumstances such country would be barred from designation
as a beneficiary country under subsection (b).

SEC. 103. ELIGIBLE ARTICLES.

(8) Unless otherwise excluded from eligibility by this
title, the duty-free treatment provided undér this title shall
apply to any article if—

(1) that article is imported directly from a benefi-
ciary country into the customs territory of the United
States; and |

(2) the sum of (A) the cost or value of the mawﬁ-
als produced in a beneficiary country or two or more
beneficiary countries, plus (B) the direct costs of proc-
essing operations performed in such beneficiary country
or countries is not less than 25 per centum of the ap-
praised value of such article at the time of its entry
int;) the customs territory of the United States. For
purposes of determining this percentage the term ‘‘ben-

eficiary country” shall include the Commonwealth of



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

© ® 2 & > W N

23

9

Puerto Rico and the Virgin Islands of the United

States.

The Secretary of the Treasury shall prescribe such regula-
tions as may be necessary to carry out this subsection.

(b) The duty-free treatment provided under this title
shall not apply to textile and apparel articles which are sub-
ject to textile agreements. |

(c) For such period as there is in effect a proclamation
issued by the President pursuant to the authority vested in
him by section 22 of the Agricultural Adjustment Act, as
amended (7 U.S.C. 624), to protect a price-support program
for sugar beets and sugar cane, the importation and duty-free
treatment of sugars, sirups, and molasses classified under
items 155.20 and 155.30 of the Tariff Schedules of the
United States shall be governed in the folloﬁng manner:

(AX1) For all beneficiary countries, except those
subject to subparagraphs A(2) and B below, duty-free
treatment shall be provided in the same manner as it is

provided pursuant to title V of the Trade Act of 1974

(19 U.S.C. 2461 et seq.), at the time of enactment of

this title: Provided, however, That the President upon

the recommendation of the Secretary of Agriculutre,
may suspend or adjust upward the value limitation pro-

vided for in section 504(c)(1) of the Trade Act of 1974

on the duty-free treatment afforded to beneficiary coun-
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tries under this section if he finds that such adjustment
will not interfere with the price support program for
sugar beets and sugar cane and is appropriate in light
of market conditions.

(2) As an alternative to subparagraph (A)1), the

" President may, at the request of a beneficiary country

not subject to subparagraph (B) and upon the recom-
mendation of the Secretary of Agriculture, elect to
permit sugar, sirups, and molasses from that country to
enter duty-free during a calendar year subject to quan-
titative limitations to be established by the President
on the quantity of suEar, sirups, and molasses entered
from that country.

(B) For the following countries whose exports of
sugar, sirups, and molasses in 1981 were not eligible

for duty-free treatment because of the operation of sec-

~tion 504(c) of the Trade Act of 1974, the quantity of

sugar, sirups, and molasses which may enter the cus-
toms territory of the United States in any calendar

year shall be limited to no more than the quantity

specified below: ~

Metric tons
Dominican Republic ........ccccocivieveniveniiie s 780,000
GUALEMALA........cocieriiee e b 210,000
PANAMA.....cocviiiriiriiiiiien e e re e e st eebessessosnantesbesrens 160,000

~ Such sugar, sirups, and molasses shall be admitted free

of duty, except as provided for in subparagraph (C).
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(C) The President, upon the recommendation of
the Secretary of Agriculture, may suspend or adjust
upward the quantitative limitations imposed under sub-
paragraphs A(2) and B if he determines such action
will not interfere with the price-support program for

" sugar beets and sugar cane and is appropriate in light
of narket conditions. The i’resident, upon the recom-
mendation of the Secretary of Agriculture, may sus-
pend the duty-free treatment for all or part of the
quantity of sugar, sirups, and molasses permitted to be
entered by subparagraphs A(2) and B if such action is
necessary to protect the price-support program for
sugar beets and sugar cane.

(d)(1) The President may by proclamation suspend the
duty-free treatment provided by this title with respect to any
eligible article and may proclaim a duty rate for such article
if such action is proclaimed pursuant to section 203 of the
Trade Act of 1974 or section 232 of the Trade Expansion
Act of 1962. Any proclamation issue pursuant to section 203
of the Trade Act of 1974 in effect when dut);-free treatment
pursuant to section 101 of this title is proclaimed shall
remain in effect until modified or terminated.

(2) In any report by the International Trade Commis-
sion to the President under section 201(d)(1) of the Trade Act

of 1974 regarding any article for which duty-free treatment
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has been procldiﬁed by ihe President pursuant to this title,
the Commission shall state whether and to what extent its
findings and recommendations apply to such article when im-
ported from beneficiary countries. With respect to any article
which is subject to import relief in effect at the time duty-free
treatment is proclaimed pursuant to section 101 of this title,
the President may reduce or terminate the application of such
import relief to imports from beneficiary countries prior to its
otherwise scheduled date -pursuant to the criteria and proée-
dures of subsections (h) and (i) of section 203 of the Trade
Act of 1974, '

(3) For purposes of subsections (a) and (c) of section 203
of the Trade Act of 1974, as amended, the suspension of the
duty-free treatment provided by this title shall be treated as
an increase in duty.

(4 No_proclamation which provides solely for a suspen-
sion referred to in paragraph (3) of this subsection with re-
spect to any article shall be made under subsections (a) and
(c) of section 203 of the Trade Act of 1974 unless the United
States International Trade Commission, in addition to
making an affirmative determination with respect to such ar-
ticle under section 201(b) of the Trade Act of 1974, deter-
mines in the course of its investigation under section 201(b)
that the serious injury (or threat thereof) substantially caused

by imports to the domestic industry producing a like or di-
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rectly competitive article results from the duty-free treatment
provided by this title.

(e)(1) If a petition is filed with the International Trade
Commission pursuant to the provisions of section 201 of the
Trade Act of 1974 regarding a perishable product and alleg-
ing injury from imports from beneficiary countries, then the
petition may also be filed with the Secretary of Agriculture
with a request that emergency relief be granted pursuant to -
paragraph (3) of this subsection with respect to such article.

(2) Within fourteen days after the filing of a petition
under paragraph (1) of this subsection—

(A) if the Secretary of Agriculture has reason to
believe that a perishable product from a beneficiary
country is being imported into the United States in
such increased quantities as to be a substantial cause
of serious injury, or thc threat thereof, to the domestic
industry producing a perishable product like or directly
competitive with the imported product and that emer-
gency action is warranted, he shall advise the Presi-
dent and recommend that the President take emergen-
cy action; or
" (B) the Secretary of Agriculture shall publish a
notice of his. determination not to recommend the impo-

sition of emergency action and so advise the petitioner.
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(3) Within seven days after the President receives a rec-
ommendation from the Secretary of Agriculture to take emer-
gency action pursuant to subparagraph 2 of this subsection,
he shall issue a proclamation withdrawing the duty-free
treatment provided by this title or publish a notice of his
determination not to take emergency action.

(4) The emergency action provided by subparagraph 3
of this subsection shall cease to apply (1) upon the proclama-
tion of import relief pursuant to section 202(a)(1) of the
Trade Act of 1974, (2) on the day the President makes a
determination pursuant to section 203(b)(2) not to impose |
import relief, (3) in the event of a report of the United States
International Trade Commission containing a negative find-
ing, on the day the Commission’s report is submitted to the
President, or (4) Qhenever the President determines that be-
cause of changed circumstances such relief is no longer war-
ranted.

(5) For purposes of this subsection the term “perishable
product”’ shall mean—

(A) fresh or chilled vegetables provided for in the

Tariff Schedule of the United States items 135.10

through 138.42;

" (B) fresh mushrooms provided for in the Tariff

Schedule of the United States item —144.10;
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(C) fresh fruit provided for in the Tariff Schedule
of the United States items 146.10, 146.20, 146.30,
146.50 through 146.62, 146.90, 146.91, 147.03
through 147.33, 147.50 through 149.21, and 149.50;

S5

and

(D) fresh cut flowers provided for in the Tariff
Schedule of the United States items 192.17, 192.18,
and 192.21.

© O T H o s W N

(f) No proclamation issued pursuant to this title shall

(S
(=

affect fees imposed pursuant to section 22 of the Agricultural
Adjustment Act (7 U.S.C. 624).

SEC. 104, MEASURES FOR PUERTO RICO AND UNITED STATES

bt ek ek
W N e

INSULAR POSSESSIONS.
(a) Item 818.31 of schedule 8 of the Tariff Schedule of
the United States (19 U.S.C. 1202) is amended by striking

[ S~ S WY
S Ot

out “4 liters” and inserting in lieu thereof 5 liters”, and by

" &«

inserting after “United States,”, “and not more than 4 liters

— et
[o <IN, |

of which shall have been produced elsewhere than in such

—
©©

insular possession,”’.

[\
(=)

(b) If the sum of the amounts of taxes covered into the

[\
[ary

treasuries of Puerto Rico and the United States Virgin Is-

lands pursuant to section 302 of this Act is reduced_below

N N
W N

the amount that would have been covered over if the import-

[\
L

ed rum had been produced in Puerto Rico or the United

[
O

States Virgin Islands, then the President shall consider com-

11-310 0—82——3
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pensatory measures and, in this regafd, may withdraw the
duty-free treatment on rum provided by this title. The Presi-
dent shall submit a report to the Congress on the measures
he takes.

(c) Section 1112 of the Trade Agreements Act of 1979
(19 U.S.C. 2582) is repealed.

(d) No action pursuant to this tiéle may affect any tariff
duty imposed by the Legislature of Puerto Rico pursuant to
section 319 of the Tariff Act of 1930 (19 U.S.C. 1319) on
coffee imported into Puerto Rico.

(e) For purposes of chapter 1 of title IT of the Trade Act
of 1974, the term industry shall include producers located in
the United States insular possessions.

SEC. 105. TIME LIMIT TO ACT.

No duty-free ;reatment under this Act shall remain in
effect after the date which is twelve years after the date of
the enactment of this Act. |

TITLE II—EMERGENCY ECONOMIC ASSISTANCE
SEC. 201. EMERGENCY ECONOMIC ASSISTANCE.

There are authorized to be appropriated for the fiscal _
year 1982, in addition to funds otherwise available for such
purposes, $350,000,000 to carry out the purposes of chapter
4 of part IT of the Foreign Assistance Act of 1961, as
amended, for countries in the.Caribbean Basin (which shall

include the states of Central America).
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TITLE III—TAX PROVISIONS

SEC. 301. AMENDMENT OF INTERNAL REVENUE CODE OF 1954,
Except as otherwise expressly provided, whenever in
this title an amendment or repeal is expressed in terms of an
amendment to, or repeal of, a section or other provision, the
reference shall be considered to be made to a section or other
provision of the Internal Revenue Code of 1954.
SEC. 301. PAYMENT OF EXCISE TAXES COLLECTED ON RUM
TO PUERTO RICO AND THE UNITED STATES
VIRGIN ISLANDS.

(a) IN GENERAL.—Section 7652 is amended by insert-

ing after subsection (b) the following new subsection:
“(c) SHIPMENTS OF RuM TO THE UNITED STATES.—
“(1) DISPOSITION OF EXCISE TAXES ON RUM.—
All taxes collected under section 5001 on rum import-
ed into the United States (less the estimated amount
necessary for payment of refunds and drawbacks) shall
be covered into the treasuries of Puerto Rico and the
Virgin Islands: Provided, however, That the amount of
such taxes covered over to Puerto Rico and the Virgin
Islands under this subsection shall not exceed the taxes
which would be covered over if the rum had been pro-
. duced in Puerto Rico or the Virgin Islands and trans-
ported to the United States. The Secretary shall by

regulation prescribe a formula for the division of such
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1 tax collections between Puerto Rico and the Virgin Is-
2 lands and the timing and methods for covering over of
3 such tax collections. -
4 “(2) RuM.—The term ‘rum’ means alcoholic spir-
5 its classified under items 169.13 and 169.14 of the
6 Tariff Schedules of the United States (19 U.S.C.
7 1202).”
8 SEC. 303. EXTENSION OF INVESTMENT TAX CREDIT FOR
9 CARIBBEAN BASIN PROPERTY.
10 (a) CREDIT FOR CARIBBEAN BASIN PROPERTY.—Sec-
11 tion 48(a}(2)(B) is amended by inserting immediately after
12 subparagraph (xi) the following new subparagraph:
13 “(xii) Caribbean Basin property (within
14 the meaning of subsection (q)) which is
15 placed in service after (the date of enact-
16 ment) and before (5 years after the date of
17 enactment).”’.
18 (b) DEFINITION OF CARIBBEAN BASIN PROPERTY.—

19 Section 48 is amended by redesignating subsection (q) as sub-
20 section (r) and by inserting after subsection (p) the following
21 new subsection:

22 “(g9) CARIBBEAN BasIN PrOPERTY DEFINED.—For
23 purposes of this section—

24 “(1) IN GENERAL.—The term ‘Caribbean Basin

25 property’ means section 38 property (as defined in sec-
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tion 38(a)(1)), which is used predominantly in a qualify-

ing country (as defined in paragraph (2)) or any two or
more qualifying countries, other than property which
has previously been used predominantly in a benefici-
ary country (as defined in section 102(a)(1) of the Ca-
ribbean Basin Economic Recovery Act).

“(2) QUALIFYING COUNTRY.—The terma ‘qualify-
ing country’ means any beneficiary country (as defined
in section 102(a)(1) of the Caribbean Basin Economic
Recovery Act), which is a party to a bilateral execu-
tive agreement with the United States providing for
the exchange of information between the United States
and the beneficiary country.

“(3) AUTHORITY TO CONCLUDE EXCHANGE OF

INFORMATION AGREEMENTS.—The Secretary or his

.delegate is authorized to negotiate and conclude an

agreement for the exchange of information with any
beneficiary couritry (as defined in section 102(a)(1) of
the Caribbean Basin Economic Recovery Act). An ex-
change of information agreement shall provide for the
exchange of such information, not limited to informa-
tion corncerning nationals or residents of the United
States or the beneficiary country, as may be necessary
and appropriate to carry out and enforce the tax laws
of the United States and the beneficiary country, in-
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cluding information which may otherwise be s;bject to
nondisclosure provisions of the local law of the benefi-
ciary country such as provisions respecting bank secre-
cy and bearer shares. The exchange of information
agreement shall be ‘terminable by either country on
reasonable notice and shall provide that information re-
ceived by either country will be disclosed only to per-
sons or authorities (including courts and_administrative
bodies) involved in the assessment, collection, or deter-
mination of appeals in respeéi of taxes of the United

States or the beneficiary country.”.

(¢} CariBBEAN BasIN ProPErRTY USED PREDOMI-
NANTLY OuTSIDE UNITED STATES FOR PURPOSES OF Ac-
CELERATED CostT RECOVERY  SYsTEM.—Section
168(f)(2)(D) is amended by inserting after the words ‘“‘under
subparagraph (B)” the words ‘‘other than clause (xii)".

(d) CrepIT MAY Nor BE Usep BY FoRrEIGN CORPO-
RATION.—Section 882(b) is amended by redesignating para-
graph (4) as paragraph (5) and by inserting after paragraph
(3) the following new paragraph:

‘“(4) INVESTMENT CREDIT NOT ALLOWED FOR
CARIBBEAN BASIN PROPERTY.—Foreign corporations
shall not be allowed the section 38 c.redit with respect
to Caribbegn Basin property (as defined in section

38(q)(1).”.
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SEC. 304. PASSTHROUGH OF CREDIT TO 5 PERCENT UNITED

STATES SHAREHOLDER OF FOREIGN CORPORA-
TION.

.Section 46 is amended by inserting after subsection (h)

1

2

3

4

5 the following new subsection:
6 “@) SpEcIAL RuLEs FOR FOREIGN CORPORATIONS
7 INVESTING IN CARIBBEAN BASIN PROPERTY.—

8 “(1) IN GENERAL.—A United States person who
9

owns 5 percent or more in value of the outstanding

10 stock of a foreign corporation shall be demed for pur-
11 poses of section 38 to have made a qualified invest-
12 ment (within the meaning of subsection (c)) or qualified
18 progress expenditures (within the meaning of subsec-
14  tion (d) in an amount equal to the lesser of—

15 “(A) the shareholder’s pro rata share of the
16 foreign corpbrtion’s aggregate qualified investment
17 in Caribbean Basin property (without regard to
18 the taxable year, ending after (the date of enact-
19 ment), in which such property was placed in serv-
20 ice and without regard to adjustments to the basis
21 of such property under section 1016(a)(2)), deter-
22 mined on the last day of the taxable year of the
23 foreign corporation ending in or on the last day of
24 the shareholder’s taxable year, or

25 “(B) an amount equal to the excess of—
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‘(i) the shareholder’s basis in the stock

of the foreign corporation at the end of the
shareholder’s —taxa.ble year (without regard to
adjustments to the basis of the shareholder’s
stock under section 551 or section 961, or as
a consequence of a consent dividend under
section 565), over
“(ii) the shareholder’s basis in the stock
of the foreign corporation on (the date of en-
actment),
reduced by the amount of qualified investment of the
foreign corporation with respect to which the share-
holder has previously used an investment credit under
section 38.

“(2) ReauLaTIONS.—The Secretary shall pre-
seribe such regulations as may be necessary or appro-
priate to carry out the purposes of this subsection, in-
cluding regulations providing rules for the application
of section 47 (relating to certain dispositions, etc., of
section 38 property) and section 46(c)(@8) (relating to at
risk limitations) with respect to the shareholder’s quali-
fied investment under this subsection in & manner simi-
lar to their application to shareholders of an electing
small business corporation (within the meaning of sec-

tion 1371).”.
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1 SEC. 305. RECAPTURE OF CREDIT.

Section 47(a) is amended by inserting after paragraph
(8) the following new paragraph:
“(9) SPECIAL RULES FOR CARIBBEAN BASIN

PROPERTY.—If during any taxable year any Caribbean

-account in determining qualified investment under sec-

2
3
4
5
6 Basin property (as defined in section 48(g)) taken into
7
8 tion 46(c) or section 46(d) is used predominantly out-
9

side a qualifying country (as defined in section 48(q)(2))

10 or two or more qualifying countries, or the United
11 States, such property shall cease to be Caribbean
12 Basin property in such taxable year. Property shall not
13 cease to be Caribbean Basin property because a quali-
14 fying country in which the property is used ceases to

15 be a qualifying country.”.

16 SEC. 306. EXTENSION OF INVESTMENT TAX CREDIT AND AC-

17 - CELERATED COST RECOVERY TO PROPERTY
18 OWNED OR USED BY CERTAIN CORPORATIONS
19 AND CITIZENS ENGAGED IN TRADE OR BUSI-
20 NESS IN PUERTO RICO OR OTHER POSSES.
21 SIONS.

22 - (8) EXTENSION OF INVESTMENT Tax CREDIT AND

23 AcCELERATED CosT RECOVERY.—Section 48(a)(2)(B)(vii)
24 is amended to read as follows: -

25 “(vii) any property which is owned by a
26 domestic corporation or by a United States
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24
citizen and which is used predominantly in a
possession of the United States by such a
corporation or a citizen, or by a corporation
created or organized in, or under the law of,
a possession of the United States;”’.

(b) PASSTHROUGH OF INVESTMENT TAX CREDIT AND
ACCELERATED CosT RECOVERY DEDUCTIONS TO CER-
TAIN SHAREHOLDERS OF DOMEsSTIC CORPORATIONS
ELecTING UNDER SECTION 936 OR ENTITLED TO BENE-
FITS OF SECTION 934(b).—

(1) SECTION 938 CORPORATIONS.—Section 936
is amended by inserting after subsection (g) the follow-
ing new subsection (h):

“(h) PASSTHROUGH OF CERTAIN TAx ATTRI-
BUTES.—

“(1) IN GeNERAL.—If a corporation with respect
to which an election provided in subsection (a) is in
effect for- the taxable year (the ‘electing corporation’)
would be a member of an affiliated group under the
rules of section 1504(a) (without regard to section
1504(b)(4)), then a corporation which would be a
member of such affiliated group and which owns
common stock of the electing corporation shall be al-

- lowed as a credit against the tax imposed by this chap-

ter its pro rata share of the amount determined under
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section 38 and as a deduction its pro rata share of 50
percent of the amount determined under section 168
with respect to property owned by the electing corpo-
ration. A corporation with respect to which an election
provided in subsection (a) is in effect for the taxable
year shall not be allowed a credit under section 38 or
a deduction under section 168 if one or more of the
shareholders of such corporation qualify for the benefits
of this paragraph.

“(2) REGULATIONS.—The Secretary shall pre-
scribe such regulations as may be necessary or appro-
priate to carry out the' purposes of this subsection, in-
cluding but not limited to regulations providing rules
for the application of section 46(c)(8) (relating to at
risk limitations on qualifying investment in section 38
property), section 47 (relating to certain dispositions,
etc., of section 38 property), section 465 (relating to at
risk limitations on deductions), section 1245 (relating
to certain dispositions of depreciable property) and sec-
tion 1250 (relating to certain dispositions of depreciable
realty).”

(2) SECTION 934(b) CORPORATIONS.—Section
934 is amended by inserting after subsection (d) the

following new subsection (e):
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“(e) PasSTHROUGH OF CERTAIN TAX ATTRIBUTES

170 CERTAIN DOMESTIC CORPORATIONS.—

“(1) IN GENERAL.—If a domestic 934(b) corpora-
tion would be a member of an affiliated group under
the rules of section 1504(a) (without regard to section
1504(b)(8)), then a corporation which would be a
member of such affiliated group and which owns

common stock of the domestic 934(b) corporation shall

be allowed as a credit against the tax imﬁosed by this

chapter its pro rata share of the amount determined
under section 38 and as a deduction its pro rata share
of 50 percent of the amount determined under section
168 with respect to property owned by the domestic
934(b) corporation. A corporation which is a domestic
934(b) corporation for the taxable year shall not be al-
lowed a credit under section 38 or a deduction under
section 168 if one or more of the shareholders of such
corporation qualify for the benefits of this paragraph.
“(2) DoMESTIC 934(b) CORPORATION.—The term
‘domestic 934(b) corporation’ means a domestic corpo-
ration satisfying the conditions of paragraph (1) and
paragraph (2) of section 934(b) for the taxable year.
“(3) REGULATIONS.—The Secretary shall pre-
scribe such regulations as may be necessary or appro-

priate to carry out the purposes of this subsection, in-

i
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cluding but not limited to regulations providing rules
for the application of section 46(c)(8) (relating to at
risk limitations on qualifying investment in section 38
property), section 465 (relating to at risk limitations on
deductions), section 1245 (relating to certain disposi-
tions of depreciable property) and sectio.n 1250 (relat-
ing to certain dispositions of depreciable realty).”.

(3) TECHNICAL AMENDMENTS.—Section 1504(b)
is amended by inserting after paragraph (7) the follow-
ing nev; paragraph:

“(8) A domestic 934(b) corporation, as defined in
section 93;1(e)(2).”.

SEC. 307. EXCEPTIONS TO DEFINITION OF QUALIFIED LEASED

PROPERTY.
Section 168()(8)(D) is amended by striking out “‘(other

than a qualified rehabilitated building within the meaning of
section 48(g)(1))”’, by striking out the period after the words
“under section 103(a)” and inserting the word ¢, and”, and

by inserting immediately thereafter the following new clause:

“(iv) which is not—
“(I) a qualified rehabilitated build-
ing within the meaning of section

48(g)(1),
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“(II) Caribbean Basin property
within the meaning of section 48(q)(1),
or
“(ITI) property which is owned by
a domestic corporation which has an
election in effect under section 936 or a
domestic 934(b) corporation, as defined
in section 934(e)(2), or which is used by
such a corporation or by a United
States qitizen entitled to the benefits of
section 931, 932, 933, or 934(c), or by
a corporation created or organized in,
or under the law of, a possession of the
United States.”’.
O
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The CHAIRMAN. I think Secretary Regan is on his way, but I
know that you have a 9:30 appointment at the White House, Mr.
Secretary.

We appreciate very much your appearance before the Senate Fi-
nance (?ommittee. As I understand it, this is your first since confir-
mation before a Senate committee. It underscores the importance
of this legislation, and we certainly appreciate your rearranging
your schedule to be here. The hearing was on, then off, and now
it's on again.

We hope to have a second hearing so that those witnesses who
were notified that the hearing had been postponed will be able to
participate. But we do have some very important witnesses today.

I have an opening statement which I ask will be made a part of
the record, and we are pleased now to hear Secretary Shultz.

STATEMENT OF HON. GEORGE P. SHULTZ, SECRETARY OF STATE

Secretary SHuLTz. Thank you, Mr. Chairman. I appreciate your
putting me in her early.

This is my first appearance before a Senate committee or formal-
ly before any committee of the Congress since my confirmation,
and in a sense I suppose it is fitting to be here because this is sort
of old home week in these surroundings for me. I have spent many
hours in this room with you and your colleagues. ‘

I might say that it's a pleasure to say “Mr. Chairman” and look
at Senator Robert Dole, and that’s a first for me in this committee
hearing room.

You are perfectl{l correct that my appearance here signifies the
great importance the President attaches to the legislation that you
have before you.

We all know that we live in a troubled world. We also know that
the United States as a great nation must face up to these troubles
and do its part to try to resolve them. I am here to testify today
about an innovative and creative program which this administra-
tion is proposing to address the problems of our immediate neigh-
bors to the South—the Caribbean Basin.

The security and well-being of the countries of the Caribbean
and Central America are vital to the United States and to the West-
ern Hemisphere as a whole. Their crisis today is many-sided, and
involves both emergency and long-term problems. Our response is
comprehensive and integrated, with regard to the problems and
needs of individual countries, and also with regard to the contribu-
tions they and their other neighbors—Canada, Columbia, Mexico,
and Venezuela—can make to resolve their problems. The Presi-
dent’s initiative is an outstanding example of the steadiness and se-
riousness with which we view our relations with the other coun-
tries of the Americas.

When I learned of the President’s initiative, I was in the private
sector. At the time, I thought it was the right medicine. Since then
I have seen that the problems are even more severe than I imag-
ined. The program is not just good medicine, it is vital. i}

Mr. Chairman, we are talking about an area which is of crucial
and immediate concern to our own self-interest. You need only to
glance at a map to see that it is indeed our third border. If this
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- area should be dominated by regimes hostile to us or if it becomes
_the scene of prolonged social upheavals, the impact on our own
economy and society would indeed be of major proportions. Let me
ive just a few examples of how closely we are linked with the
asin countries.

First, the sea lanes of the Caribbean are a lifeline of our trade—
one-half of all our imports and exports pass through this region, in-
cluding three-quarters of our oil imports.

Second, many of our people have roots in the area. One out of
five people alive today who were born in Barbados live in the
United States; the same is true for 1 out of 6 Jamaicans, and 1 out
of 10 Salvadorans. -

Third, given proximity and existing ties, the United States is a
natural safeheaven for those fleeing social and economic pressure
in the basin. These pressures create illegal immigration, itself a
great problem for us. The basin area is now the second largest
place of origin of illegal immigration.

Fourth, the Caribbean is now a $7 billion market for our exports.

Clearly then, we have an enormous stake in helping our neigh-
bors achieve economic and political stability.

When President Reagan announced this program on February 24
before the Organization of American States, and when he transmit-
ted this legislation to the Congress on March 17, he stressed that
there is an economic crisis in the Caribbean Basin that threatens
our own well-being and the peace and prosperity of the whole
hemisphere. Mr. Chairman, that crisis has not gone away. In fact it
has deepened. These small countries to our south are acutely vul-
nerable to developments in the world economy. Over the last few
years they have seen dramatic reversals in their terms of trade, as
their oil and other imports have increased in price and their tradi-
tional exports have fallen in price. The worldwide slowdown in eco-
nomic ?rowth has choked off opportunities for developing new
types of exports to the world market, as well as cut into tourism
which has been an important source of foreiin exchange for them.
As a result they are not able to earn enough foreign exchange to
pay for the imports they need. The productive base in these coun-
tries, already inadequate to provide the jobs and products which
their populations need, is being eroded by acute shortages of spare
parts, and by the lack of raw materials and agricultural inputs.

A result of the crisis is a rise in unemployment and underem-
ployment which is truly of major progortions—ﬁ to 40 percent in
many countries. Added to the evils of inflation, spiraling foreign
debt and major balance-of-payments problems, it amounts to an
almost classic recipe for social discontent and loss of confidence in
the future.

This is the kind of environment upon which the extreme and vio-
lent minorities on both sides of the political spectrum can feed and
produce major political social upheavals. It is an extraordinary
tribute to the strength of democratic and humane traditions in the
region that the vast majority of countries in the area are governed
bg' democratically elected governments. In the past 5 months since
the time that the President announced the program on February
24, elections have been held and new democratic governments
chosen in six countries.
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Many of the countries in this region have strong new leadership
which 1s committed to adjusting the structure of their economies to
reflect the hard new economic realities which they face. Add this
sentence to line 16 after ‘“realities which they face.” The CBI is
aimed at helping these countries to implement the painful but un-
avoidable reforms which can reverse the deterioration and lead to
self sustaining growth. The CBI's purpose is to help restore the
faith of their peoples in their countries’ ability to provide them

- with a better future. ‘

The fprogram which the administration has proposed to the Con-
gress for the Caribbean Basin addresses the enormous economic
problems in the area in a comprehensive way. It is an innovative
program in several ways. First, it integrates three types of econom-
ic programs—trade opportunities, investment incentives, and aid.
Each of these elements provides significant benefits. Even more im-
portantly, each element reinforces the other. The emergency finan-
cial assistance will help countries cope with their short-term bal--
ance-of-payments and liquidity problems. the one-way free trade
area and the investment tax credits will give long-term incentives
for new investment to promote self-sustaining growth. Thgegro-
gram as a whole is greater than the sum of its parts. We need to
maintain the integrit‘.{l of each element to insure the effectiveness
of the program as a whole.

Second, this program is part of a major multilateral effort, par-
ticularly by Canada, Colombia, Mexico, and Venezuela. These four
countries have already implemented improved programs of finan-
cial and technical assistance, as well as expanded new trade oppor-
tunities to the countries of this region. Their effort is impressive. It
is particularly impressive since three of these countries are still de-
ve opin%lcountries themselves. Their effort is based on the percep-
tion—which we all share—that we cannot ignore the events in our
neifhborhood, and that, to insure our own long-term prosperity
and stability, we must assist our neighbors to achieve the same
goals themselves.

Third, this proi'ram was developed out of a continuing process of
consultations with the countries of the region. It reflects their own
priorities and assessments of their particular needs, as well as
their own efforts and Iirograms. It is thus very much a cooperative
program and not a unilateral plan imposed by Washington.

e program was also developed in close cooperation with Puerto
Rico and the Virgin Islands and includes important features to
assure that the territories share fully in the renewed economic
growth of the region. For this reason, Mr. Chairman, I am deeply
concerned about the potential impact on the territories of the cur-
tailment of tax benefits recently adopted by this committee.

Let me spend just a few minutes on the trade and investment
provisions in the legislation since these aspects are of particular in-
terest to the committee.

We already provide liberal entry into our market for much of the
trade from basin countries. But there are several important limita-
tions. First, some of the duties which remain in place are in sectors
of special interest to the basin countries. And in other cases the
duties which remain in place limit expansion into new and non-tra-
ditional export products. Second, a large part of the basin’s present

11-310 0—82——4
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duty-free entry into our market comes from the generalized system
of preferences. However, the GSP has ceilings on duty-free benefits,
as well as product exclusions; these were established in the pro-
gram largely for global reasons that are not relevant to the Carib-
bean Basin. These limitations, and the whole complex structure of
the GSP, limits the ability of small and relatively inexperienced
traders—which is often the case for the Caribbean Basin—to take
advantage of the GSP opportunities. :

The administration’s proposal asks for duty-free treatment for all
products from the basin except textiles and apparel. The proposal
includes safeguards to provide relief to any U.S. industry seriously
injured by increased basin imports. There are also provisions to
protect the U.S. domestic sugar price support program where nec-
essary. The proposal also includes a requirement for minimum
local content to insure that the free trade area does not encourage
mere “pass-through” operations involving little value added in the
basin countries.

This proposal is a carefully balanced package which provides
major benefits to the Caribbean Basin countries, but also safe-
%}lﬁrds essential U.S. economic interests. It is dramatic and simple.

ile the economic benefits of the free trade area are long-term,
the offer of an unimpeded U.S. market to those small nations is a
major political commitment with immediate impact. It will strong-
ly encourage sound internal economic policies in order to take full
advantage of this offer. This proposal relies on the market and not
on artificial incentives. It eliminates duty barriers to our market,
and thus it allows the enormous size of the U.S. market in itself to
provide enormous and continuing incentives for investment, inno-
vation and risk-taking in the Caribbean Basin.

The administration is also proposing extension of the domestic
tax credit to the Caribbean Basin. U.S. investors would receive a
credit up to 10 percent of the amount of new fixed asset investment
in the basin countries. The system would operate in much the same
fashion as does the credit granted domestically. We would grant
this benefit for a 5-year period to countries which enter into execu-
tive agreements with the United States for tax administration pur-

This incentive, particularly when combined with the free trade
proposal, should have an important impact on U.S. investors’ per-
ceptions about the Caribbean Basin. In some cases the risks of in-
vestment in the basin have been perceived as high, especially when
coupled with the start-up costs of developing new markets and
marketing channels, training new local employees and managers,
and overcoming transportation bottlenecks. The tax incentive
promises a better return to U.S. business which undertakes invest-
ment in the basin, and thus should increase investment there.

Mr. Chairman; in my testimony, which I ask that you insert in
the record in full—and I have been skipping around a little here—
there are some sections on the trade and investment provisions
which are of particular interest to the committee and on which my
colleagues in the Treasury and USTR and State will be testifying
%g shortly. I will skip over those particulars since they will bring

em out.
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I know that there is some concern that these proposals will
damage production and employment opportunities in the United
States. I can understand that concern, particularly given the period
of slow economic growth and budget austerity through which we
are passing at present. But I believe these concerns are grossly ex-
aggerated.

First, we are such a big economy compared to those of the Carib-
bean Basin that what looms large in the basin will still have a
small impact here. The combined GNP of all the Caribbean Basin
countries amounts to less than 2 percent of our GNP. Our imports
from the Caribbean Basin account for less than 4 percent of our
total imports worldwide. The imparts that would be affected by our
free trade proposal are at present less than one-half of 1 percent of
our total imports, or two-hundredths of 1 percent, 0.002, of our
GNP, so it's hardly a big item.

I really do not expect that this region will have a serious nega-
tive impact on our producers and workers even if imports from
that region should grow at explosive rates. Nevertheless, as I noted
before, we have proposed in the legislation certain safeguard provi-
-gions to deal with those cases where serious injury might occur or
might be threatened.

Second, I also want to emphasize that the long-term benefits of
this initiative are far greater than the short-term costs. The region
already buys nearly $7 billion of goods from the United States. A
stable, democratic, and prosperous Caribbean Basin means a much
larger and growing market for our exports, and consequently sig-
nificantly greater job opportunities for our workers.

Mr. Chairman, I appreciate that the legislation we have proposed
is complex and controversial. I appreciate that the legislative proc-
ess on such a bill is necessarily time consuming and complicated. I
also appreciate that the Congress is carrying a heavy burden of im-
portant, indeed urgent, legislative work. Nevertheless, I urge that
this piece of legislation be given priority attention. The needs of
the Caribbean are urgent. The United States has an opportunity to
play a constructive role in helping these countries shape a better
future. That opportunity is there now, but it will not be there for-
ever. We cannot afford to wait. We have already waited too long.

Our security and our credibility are at stake. The tragic war in
the South Atlantic has led some hemispheric friends—mistakenly,
I believe—to challenge our commitment to them as a partner. We
must show them that this is not so. We must do our part. If not,
the problems will escalate, not only in the Caribbean Basin but
elsewhere in the hemisphere as well.

Mr. Chairman, I ask for your own strong leadership as well as
the leadership and commitment of all of the distinguished mem-
bers of this committee to insure rapid passage of this program.

I thank you, Mr. Chairman.

[The prepared statement of Secretary George P. Shultz follows:]
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Mr, Chairman, distinguished members of the Ccmmittee:

I am pleased to appear at this Committee again.

Mr. Chairman, we all know we live in a troubled worlé.
We also know that the United States as a great nation must
face up to these troubles and do its part to try to resolve
them. I am here to testify today about an innovative ané
creative procram which this Administration.is proposing
to addéress the problems of our immediate neichbors to the

South - the Caribbean Basin.

The security and well-being of the countries of the
Caribbean and Central America are vital to the United States
and to the Western Hemisphere as a whole. Their crisis
today is many-sided, and involves both emergency and long-
term problems. Our response is comprehensive and'integrated,
with regard to the problems anc needs of indivicdual countries,
and also with regard to the contributions they and their
other neighbors>-— Canada, Colombia, Mexico, and Vernzzuela
-- can make to resolve their problems. The President's

,ini&iative is an outstanding example o0f the steadiness

anéd seriousness with which we view our relaticns with <he

other counztries of the Americas.
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Wwhen I learned of the Presicdent's initiative, I was
in the private sector. At the time, I thought it was the-
right medicine. Since then I have seen that the problems
are even more severe than I imagined. The program is not

just good medicine, it is vital.

Mr. Chairman, we are talking ebout an area which
is of crucial and immediate concern to our own self-
interest. You need only glance at a map to see that it
is indeed our third border. If this. area should be
dominated by regimes hostile to us or if it beccmes the
scene of prolongeé social upheavals, the impact on our
own economy and society would indeed be of major .
grorortions. Let me give just a few examples of how
clcsely we are linked with the Basin countries.

First, the sea lanes of the Caribbean are a lifeline
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of our trade -- one-half of all our imports and exports
gass through this region, including three-quarters of our
oil imports. Secondly, many of our people have roots in
the area. One out of five people alive today who were.
born in Earbados live in the United States; the seme is
true for one out of six Jamaicans, and one out of ten Salvedoran
Third, given proximity and existing ties, the United States
is a natural safenaven for those fleeing social and economic
pressures in the Basin. These pressures create illegal
immigration, itself a great problem for us. The 3asin erea
is now the second largest place of origin of illegal
immigration., Fourth, the Caripbean is now a $7 billion market.
Clearly then, we have an enormous stake in-helping
our neighbors achieve economic and political stability.
When Presidént Reagan announced this procram on February
24 before the Orcanization of American States, ané when
he transmitted this legislation to the Concress on March
17, he stressed that there is an economic crisis in the
Caribbean Basin that threatened our own well-being ané
the peace and prosperity of the whole hemischere. Mr.
Chairman, that crisis has not gone away. In f&ct it has
deepened. These small countries to our South are acutely

vilrereble to develcopments in the world eccnomy. Cver

the last few years they have seen cramatic reversals in
their terms of trade, as their oil &nd other imports have
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increased in price and their traditicnel exports have fellen
in price. The worlcd-wide slow-dcwn in economic growth

has choked off opportunities for developing new types of
exports to the world market, as well as cut -into tourism
which has been an important source of foreign exchance

for them. As a result they are no; able to earn encugh
foreign exchange to pay for the imports they need. The
productive base in these countries, already inadequate

to provide the jobs and products which their populations
need, is being eroded by acute shortages of spare parts,

and by the lack of raw materials and sgricultural inputs.
The result is a rise in unemployment and underemplovrent
which is of truly major proportions -- 25 to 40 percent .

in many countries. 2dded to the evils cf inflation. spiraling
foreign debt and major balance-of-payments problems, it
apounts to an almost classic recipe for social discon:tant

and locss of confidence in the future.

This is the kind of envircnment upon which the extreme
and violent minorities on both sides of the political spectrum
can feed ané prcduca major éolitical and social upheavals.

It is an extraordinary tribute to the strength of democratic
ené¢ humane traditions in the region that the vast majority
of countries in the area are governed by democraticelly

elected gecvernments., In the last five months, since the
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time that the President announced the program c¢n rebruary
24, elections have been held and new democratic covernments
chosen in six countries. Many of the countries in this
region have strong new leadership which is cpmmitted to
adjusting the structure of their.economies to'reflect the
hard néw ec;nomic realities which they face. The CBI is,
aimed at helping these countries to implement the painful
but unavoidable reforms which can reverse the deterioration
and lead to self sustaining growth. The C3I's purpose

is to help restore the faith of their peoples in their

countries' 2bility to provide them with a better future.

The program which the Administration has propcsed to
the Congress for the Caribbean Basin addresses the enormous
economic problems in the area in a comprehensive way. It
is an innovative program in several ways. First it integrates
three types of economic programs -- trade opportunities,
investment incentives, and aid. Each of these elements
prevides significant benefits. Even more importantly,
each element reinforces the other. The emsrgency financial
'assistance will help countries cope with their short-term
balance—ofrpayments and liquidity problems. The one-way
free trade area and the investment tax credit will give
long-term incentives for new investment to promote self-

sustaining growth. The program as a whcle is greater than.
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the sum of its parts. We need to maintain the integrity
of each element to ensure the effectiveness of the program
as a whole.

Secondly, this program is part of a major multilateral
effort, particularly by Canada, Colombia, Mexico and Venezuelea.
These four countries have already implemented improved
programs of finaﬁéial and technical assistance, as well as
expanded new trade cpportunities.to the countries of this
region. Their effort is impressive. . It is particularly
impressive since three of these countries are still developing
countries themselves. Their effort is based on the perception
-- which we 2ll share--that we cannot ignore the events
in our neiéhborthgL‘gnd that -- to ensure our own long-_
term prosperity and stability -- we must assist our neighbors

to achieve the same goals themselves.

Thirdly, this program was developed out of a continuing
process of consultations with the countries in the region.
It reflects their own priorities and assessments of their
particular needs, as well as their own efforts and programs.
It is thus very much a cooperative program and not a unilateral
plan imposed by Washington.

The program was also developed in cleose cooperation
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with Puerto Rico and the Virgin Islands and includes important’
features to assure that the territoriés share fully in

the renewed economic growth in the region. For this reason

I am deeply concerned about the potential impact on the
territories of the curtailment of tax benefits recently -

adopted by this committee.

Let me srend just a few minutes on the trade and investment
provisions in the legislation since these aspects are of

particular interest to the Committee.

We already provide liberal entry into our market for
much of the trade from Basin countries. But there are
several important limitations. First, some of the»duties
which remain in place are in sectors of special interest
to the Basin countries. And in other cases ghe duties
which remain in place limit expansion into new and non-
traditional export procducts. Secondly, a large part of
the Basin's present duty-free entry into our market comes

_from the Generalized System of Preferences. However, the
GSP nas ceilings on duty-free benefits, as well as product
‘exclusions; these were established in the program largely

for global reasons that are not relevant to the Caribbean
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Basin. These limitations, and the whole complex structure
of the GSP, limits the &bility of small and relatively
inexperienced traders -- which is often the case for the

Caribbean Basin -~ to take advantage of the GSP opportunities.

The Adrinistration's proposal asks for‘duty-f:ee treatment
for all products from the Basin except textiles and apgarel.
The proposal includes safeguards to provide relief to any
U.S. industry se:iously injured by increased Basin imports,
There are also provisions io protect the U.S. domestic
sugar price support program where necessary. The proposal
also includes a requirement for minimum local content to
ensure that the free trade area does not encourage n;}e
"pass-through” operations involving little value added

in the Basin countries.

This proposal is a carefully balanced package which
provides major benefits to the Caribbean Basin countries,
but also safeguards essential U.S. economic interests.
It is dramatic and simple. While the eccnomic benefits of
the free trade area are long-term, the offer of an unimpeded
U.S. market to those small nations is a major political
commitment with immediate impact. It will stroncly encourace
sound internal economic policies in order to take full

acdvantace of this offer. This proposal relies on the marke*
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and not on artificial incentives. It eliminates duty barriers
to our market, and thus it allows the enormous size of

the U.S. market in itself to provide enormous and cocntinuing
incentives for investment, innovation and risk-taking in

the Caribbean Basin. )

The Administration is also proposing extension of
the domestic tax credit to the Caribbean Basin. U.S. investors
would receive a credit up to 10 percent of the amount of
new fixed asset investment in the Basin countries. The
system would operate in much the same fashion as does the
credit granted domestically. We would grant this benefit
for a five-year pericd to countries which enter into executive

agreements with the United States for tax administration

purposes.

This incentive, paéciculazly when combined with the
free trade propocal, should have an important impact on
U.S. investors' perceptions about the Caricobean Basin.

In some cases the risks of investment in the Basin have
‘been perceived as high, especially when coupled with the
start-up costs of developing new markets and marketing
channels, training new local emplcyees and managers, and
overcoming transportation bottlenecks. The tax incentive

promises a better return to U.S. business which undertakes
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I know that there is some concern that these proposals
will damage production and employment opportunities in the
U.S. I can understand that concern, particularly given
the period of slow economic growth and budget austerity
through which we are passing at present. But I believe

these concerns are exaggerated. 'First, we are such a big
econcmy comgpared to thcse of the Caribbean Basin that what
looms larce in the Basin will still have a small impact
here. The combined GNP of all of the Caribbean Basin countries
amounts to less than two percent of our GN?2. Our imports
from the Caribbean Basin account for less than four percent
of our total imports worid-wide. The imports tRat would

be affected by our iree trade propqsal are at present less
than oné-half of one percent of our total imports -- or two
nundéreths of one percent (.0002) of our GNP. I really

do not expect that this region will have a serious necgative

mpact on our producers ané workers even if imports Irom

(o)

that region shouls crow at explosive rates. Nevertheless,

4]

as I noteé before, we have proposed in the legislation

certain safeguaré provisions to deal with those cases where

serious injury micht occur or might be threatenec.
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benefits of this initiative are far greater than the short-
tern costs. The region already buys nearly §7 billion

of coods from the U.S. A stable, demccratic and prosperous
Caribbean Easin means a much larder and growing market

for our exports, and consequently significantly greater

job opportunities for our workers.

Mr. Chairman, I appreciate that the legislation we
have propcsed is complex and controversial, I appreciate
that the legislative »rocess on such a bill is necessarily
time-consuming and complicated. I also appreciate that
the Congress is carrying a heavy burden of important? indeed
urgent, legislative work. Nevertheless, I urge th;t this
piece of législation be given priority attention. The
needs of the Caribbean Basin are urgent; "The U.S. has
2n opportunity to play a constructive role in helping these
countries shape a better future. That opportunity is there
now, but it will not be there forever. We cannot afford

to wait. We have already waited too long.

Our security and our credibility are at stake. The
tragic war in the South Atlantic has led some hemispheric
friends -- mistakenly I believe -- to challence our ccomnitment
to them as a partner. We must show them this is not so.
wWe must do our part. If we do not, the zroblems will escalate,
not only in the Caribbean Basin, but elsewhere in the hemisphere

as well.

Mr. Chairman, I ask for your own strong leadership, as
well as the leadership and commitment of all the distinguishecd
members of this Committee to ensure rapid passage of this

program.
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The CHAIRMAN. Mr. Secretary, I thank you very much. I believe
there is a great deal of interest in this matter on the committee.
Unfortunately, I think many members thought the hearing has
been postponed, but after our conversation on Friday we were able
to reschedule it. We tried to notify everyone. Senator Heinz has
had a particular interest in this legislation.

I explained earlier that the Secretary must be at the White
House by 9:30, but I understand Assistant Secretary Enders and
others will be here to answer questions.

Secretary SHULTz. They are here, I think.

The CHAIRMAN. And Ambassador Macdonald, and Tim McNamar
of Treasury. I think Don Regan is on his way. So we will have
questions.

John, do you have a statement you wish to make?

Senator HEINz. I have a statement that I ask unanimous consent
be put in the record. I would like to join you, Mr. Chairman, in
welcoming our new Secretary of State here to the Senate Finance
Committee.

Mr. Secretary, we are indeed pleased to have you. I think most of
the members of the committee share, in general, your very articu-
late explanation of the need for a Caribbean Basin initiative. It is
far reaching, it is farsighted. There are one or two parts of it that I
have some reservations about, but I won’t detain you because I
know of your appointment with the Commander in Chief.

Secretary SHuLTz. Thank you.

The CHAIRMAN. Thank you, Mr. Secretary.

Secretary Suurtz. Thank you, Mr. Chairman.

The CHAIRMAN. Is Secretary Regan hiding? Maybe he’s putting
out another forecast. [Laughter]

If it's all right with Ambassador Macdonald, we could go ahead
and start your testimony, then if it is all right we could interrupt if
Secretary Regan comes in.

Ambassador MACDONALD. Fine.

The CHAIRMAN. Tom, do you want to come up, too?

Ambassador MAacpoNaLD. We are going to testify as a panel, Mr.
Chairman.

Mr. Chairman, I would like to apologize, first, for Ambassador
Brock, whose wife is sick. He wanted to be with her and therefore
was unable to make this hearing. :

The CHAIRMAN. Let me say that I know of his interest, because
he called me to see if we couldn’t expedite hearings. It was largely
'i:gd response to that call that we were able to schedule the hearing

ay.

Ambassador MacpoNAaLD. He was most appreciative of that. Both
of you have worked hard on this.

STATEMENT OF HON. DAVID R. MACDONALD, DEPUTY U.S. TRADE
REPRESENTATIVE

Ambassador MacpoNALD. The President’s commitment to a peace-
ful and grosperous hemisphere is clearly demonstrated by the Car-
ibbean Basin Initiative. It is a bold and innovative plan for the
long-term economic regeneration of the region. It is a program
which is long on meaningful but cost-conscious economic incentives
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and short on the discredited giveaway programs of the develop-
ment tradition.

The initiative is a tailored response to the unique social and po-
litical environment which prevails in the Caribbean and Central
America. It is also tailored to the role most appropriately played by
the United States as a partner in the search for economic stability;
that is, as a source of capital and know-how for the small and too-
often insulated economies of the region and as a receptive market-
place for Caribbean exports.

The initiative very clearly looks to the entrepreneur, whether
from the United States, the Caribbean, or from third countries, as
the source of the energy needed to revitalize the basin’s economies.

We look to the self-interested entrepreneur to respond to: One,
our extension of duty-free market access and an improved situation
for textile and apparel products from the basin——

The CHAIRMAN. Mr. Ambassador, Secretary Regan is just arriv-
ing. If it is satisfactory, perhaps he could present his testimony; be-
cause I know he is headed for the same meeting.

Secretary REGAN. Good morning, Mr. Chairman.

The CHAIRMAN. Mr. Secretary, we will give you time to sort of

"get organized there, but I think you may be headed for the same
place as Secretary Shultz so we wanted to put you on early. I un-
derstand, there will be someone from Treasury here to respond to
questions. :

We would be happy to have your statement now.

Secretary REGAN. Thank you, Mr. Chairman.

I appreciate the opportunity to make a statement, and Mark
Leland, the Assistant Secretary for International Affairs from
Treasury, will be here to answer the questions that this committee
might have.

The CHAIRMAN. Let me say, as I indicated to Secretary Shultz, 1
think the fact that both you and Secretary Shultz have appeared
underscores the President’s commitment to this program and the
high priority the administration places on this program. We appre-
ciate very much your being here.

Secretary REGAN. Thank you, Mr. Chairman.

STATEMENT OF HON. DONALD T. REGAN, SECRETARY OF THE
TREASURY

Secretary REGAN. I am pleased to have this opportunity to testify
in support of the President’s Caribbean Basin Economic Recover
Act. This act represents a bold new approach in our relations wit
the countries of the Caribbean Basin, which include the countries
in Central America and the islands of the Caribbean.

The President’s program is based on an economic partnership,
not economic dependence. I stress the word ‘“partnership.” This
program calls for contributions from the Caribbean Basin countries
as well as from the United States. The program will provide sub-
stantial economic benefits to the countries of the Caribbean. They
will enhance the security of the United States and will, over the
longer term, Frovide benefits for our economy as well.

e goal of this legislation is to foster economic development in
the countries of the region by helping to establish the foundation

11-310 O-—82——5
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for stable and sustained future economic growth. Our major objec-
tive is to help these countries build their private sectors so that
each country generates new economic activity, creating additional
employment opportunities in the region.

The countries of the Caribbean Basin are faced with a series of
economic problems. In recent years increases in the costs of import-
ed energy, food, and capital goods have exceeded price increases for
exports of the primary products—coffee, sugar, bauxite—on which
the region is heavily dependent. The Caribbean Basin has been es-
pecially hard hit by the escalation in energy costs since 1974. The
total cost of imported oil has increased by more than sixfold. This
has given rise to serious balance-of-payments difficulties and forced-
greater recourse to foreign borrowing. High interest rates in inter-
national markets have intensified the need for foreign exchange
and have made it more difficult to borrow abroad.

Most of the area’s economies are also heavily dependent on the
public sector to stimulate growth. The private sector is relatively
weak and has been made even more so by the depressed economic
conditions widely prevalent in recent years. In some cases inappro-
priate development strategies have aggravated these problems.

Let me give you several concrete examples of what has happened
in these countries. Prior to last year Jamaica went through 7 con-
secutive years of negative economic growth with per capita income
falling by some 25 percent. Haiti, the poorest country in the West-
ern Hemisphere, still has an annual per capita income of less than
$300. The war in El Salvador has reduced that country’s GNP by
25 percent over the past 3 years. Such conditions create enormous
hardships in the region.

These countries also have limited market sizes. No country in
the region has more than 8 million people. Possibilities for intrare-
gional trade are also limited. Thus, markets for their products
must be found beyond their borders if industrial growth is to be
possible. Because of its size, proximity, and traditional ties to the
Cnribbean, the U.S. market is the logical choice.

. The economic difficulties I have alluded to, combined in some in-
stances with serious underlying social and political divisions,
threaten the stability of the region and create conditions which
invite exploitation by countries that seek political advantage
through subversion and terrorism. ‘

The three-pronged program of trade and tax incentives and sup-
plemental aid which has evolved out of consultations with our Car-
ibbean neighbors contains %%eciﬁc‘ responses to the problems which
we have jointly identified. The efforts of the Caribbean Basin coun-
tries and the United States called for by this program will promote
long-term economic growth and stability in the region, to the bene-
fit of all the participants in the working partnership envisioned in
this legislation.

BENEFITS FOR THE UNITED STATES

The administration’s proposal is not a one-way street. Obviously
it is in our own best security interests to help insure that our
nei%hbors are healthy and prosperous. But there are other gains as
well for us. The improved access of Caribbean products to the U.S.
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market promises to benefit our consumers through lower prices.
Also, as the economies of the region expand, new market opportu-
nities will also arise for United States producers.

Moreover, we expect that the Caribbean Basin countries which
take advantage of this program will purchase machinery and
equipment from the United States as they build their capital bases.
As their economies prosper and standards of living improve, pur-
chases from the United States will further expand, strengthening
the growth of output and employment in U.S. capital goods indus-
tries.

The provisions of the legislation requiring mutual agreement to
exchange information for tax administration purposes, as a condi-
tion for the extension of the tax credit will improve compliance
with our tax laws—a major tax policy goal of this administration
and this committee. » R

I would now like to discuss why the investment tax credit was
chosen as an investment incentive.

To be effective, an investment incentive must cause more invest-
ment to take place in the Caribbean Basin than would otherwise
occur. An incentive does this by raising the rate of return on in-
veg{.ments, inaking some profitable which were previously unaccep-
table. -

An effective incentive should also attract projects which will con-
tinue to benefit the recipient economy after the expiration of the
incentive period. The incentive should promote an increase in local
production and employment in the Caribbean Basin, rather than
simply encourage transfers of financial or intangible assets. This
can best be achieved by encouraging investment in real physical
cag(iital——the precise target of the Caribbean Basin investment tax
credit.

THE PROPOSED CARIBBEAN BASIN INVESTMENT TAX CREDIT

We are proposing an unprecedented extension for 5 years of the
investment tax credit to property which is used predominantly in
certain Caribbean Basin countries and which would otherwise qual-
ify for a domestic investment tax credit. This is an innovative,
carefully targeted incentive for new physical investment in Carib-
bean Basin countries. The investment credit proposal was selected
after a careful interagency review of alternative investment incen-
tives, including tax sparing.

This proposal represents as powerful a tax incentive for invest-
ment as is feasible without disturbing the integrity of our tax
sl);stem. The credit for investment in the Caribbean will not exceed
that which would be available for domestic investment, yet it is a
significant incentive. _

A Caribbean Basin country will qualify for this benefit if, first, it
has been designated by the President as a country entitled to the
benefits of the act; and, second, it enters into a bilateral executive
agreement with the United States for exchange of information for -
tax administration purposes.

The rules and limitations which apply to the allowance of the in-
vestment tax credit for property u in the United States will
apply to Caribbean Basin property. The regular investment credit
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is generally available for up to 10 percent of the cost of tangible
personal property and other tangible property, generally not in-
cluding buildings or structural components, used in connection
with manufacturing, production, agriculture, or certain other activ-
ities. -

Under present law, however, the credit would not be available to
a U.S. shareholder that makes an equity investment in a foreign
corporation that invests in qualifying property. Where, for reasons
of local law or accepted business practice, it is necessary that the
business activity be carried on through a “host country” corpora-
tion, allowance of the credit solely with respect to property owned
directly by a U.S. person would not constitute an effective invest-
ment incentive.

To surmount this problem and insure the effectiveness of the
credit as an investment incentive, we have designed a pass-through
mechanism which would allow the credit on a current basis to a
U.S. shareholder that owns 5 percent or more in value of a foreign
corporation’s stock, subject to certain limitations. The grincipal
limitation is that the amount of investment eligible for the credit
cannot exceed the amount of the shareholder’s additional equity in-
vestment in the corporation after the date of the act. The purpose
of this limitation is to key the incentive to new equity investment,
which is permanent in nature and will constitute a base for contin-
ued future growth in the Caribbean Basin economies.

The 5-year sunset provision reiterates that this is a special meas-
ure intended to provide economic assistance in an extraordinary
situation. At the end of 5 years consideration may be given to an
extension of the credit, possibly through tax treaties.

MEASURES FOR PUERTO RICO AND THE U.S. VIRGIN ISLANDS

To adjust for the impact of the Caribbean Basin Initiative and
the Economic Recovery Tax Act of 1981, the administration is also
proposing important tax incentive and revenue measures for
Puerto Rico and the U.S. Virgin Islands. My discussion will focus
here on present law; I will comment on the provisions of the
Senate-passed Tax Equity and Fiscal Responsibility Act of 1982
which affect Puerto Rico and the Virgin Islands later in my testi-
mony. :

Special investment incentives must be provided for Puerto Rico
and the Virgin Islands so that the development in the Caribbean
Basin induced by this legislation does not occur at the expense of
these possessions. The Economic Recovery Tax Act of 1981, which
provided needed U.S. investment incentives, eroded the relative in-
centive to invest in Puerto Rico and the Virgin Islands that existed
under prior law. Making the investment tax credit available to in-
vestment in qudlifying Caribbean Basin countries will encourage
investment in the Caribbean Basin, possibly to the detriment .of
Puerto Rico and the Virgin Islands. It is essential that Puerto Rico
and the Virgin Islands share in -the expected economic progress,
growth, and stability in this region.

Most U.S. corporations operating in Puerto Rico and the Virgin
Islands currently benefit from special provisions in the Internal -
Revenue Code, principally sections 936 and 934, which virtually
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eliminate Federal tax on income from a trade or business there.
Puerto Rico and, to a certain extent, the Virgin Islands, in turn,
grant tax holidays for most manufacturing operations. These corpo-
rations have not been eligible for the investient tax credit and the
benefits of Accelerated Cost Recovery deductions for property used
predominantly in Puerto Rico or a possession.

The proposed legislation allows these corporations the invest-
ment tax credit and ACRS deductions. Since such corporations gen-
erally pay little or no tax in the United States, they will be unable
to use these tax benefits to reduce their United States tax liabil-
ities. The proposed legislation, therefore, provides that such domes-
tic companies will pass the investment tax credit and 50 percent of
ghe tax benefits of ACRS to their parent corporations in the United

tates.

These investment incentive provisions will reduce the cost of cap-
ital and promote real economic growth in Puerto Rico and the
Virgin Islands, and will restore the relative preference for invest-
ment in Puerto Rico and the Virgin Islands that existed prior to
the passage of ERTA. .

An important revenue source for the governments of Puerto Rico
and the Virgin Islands is the transfer to them of United States
excise taxes on rum produced in those islands. To maintain this
revenue source, the legislation provides that excise taxes on all
rum will be transferred to Puerto Rico and the Virgin Islands.

Treasury estimates that the effects of the tax provisions of the
Caribbean Basin legislation will be approximately $91 million in
fiscal year 1983 and will increase from $116 million in fiscal year
1984 to $181 million in 1986. In addition, the program will result in
foregone tariff revenues of approximately $65 million in fiscal year
1983, and increase from approximately $71 million in fiscal year
1984 to $81 million in 1986. .

MEASURES AFFECTING PUERTO RICO AND THE VIRGIN ISLANDS IN THE
TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982

Puerto Rico and the Virgin Islands will participate in and benefit
from the long-term economic development of the Caribbean Basin
region fostered by this legislation. We must insure, however, that
in the short-term the economies of those two islands are not
harmed.

Today the Puerto Rican unemployment rate is approximately 23
percent, with no immediate prospect of decreasing. Investment in
plant and equipment in 1980, after adjusting for inflation, was only
one-half the value of the investment in 1970. Between 1980 and
1981, the number of contractual agreements between the Puerto
Rican Economic Development Administration and potential nonlo-
cal investors drop sharply. This drop in new contractual agree-
ments indicates that the number of manufacturing plants begin-
?iﬁg operation in Puerto Rico in the immediate future is likely to
all.

A provision of the Tax Equity and Fiscal Responsibility Act of
1982 would sharply curtail the benefits of the tax exemption sys-
tems that currently apply to Puerto Rico and the Virgin Islands.
We opposed that provision because it will have the unintended
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effect of reducing investments in Puerto Rico and the Virgin Is-
lands, causing severe economic distress. :

We have been working closely with the Puerto Rican Govern-
ment and its officials for several months to develop a proposal that
will curb abuses of the exemption system for Puerto Rico but will
avoid imposing unnecessary economic hardship on the island. We
hope that this proposal will be substituted for the provision in the
Senate bill in this week’s Senate-House conference.

In conclusion, Mr. Chairman, the Caribbean Basin Economic Re-
covery Act is a bold and imaginative package which reflects the im-
portance we attach to economic growth and the political stability of
the Caribbean Basin countries. This proposal will strengthen our
partnership with the region. It explicitly recognizes the close his-
torical, economic and strategic ties which the United States has
with the Caribbean and reflects the American tradition of lending
a helping hand to those in need, and of encouraging those who are
trying to help themselves.

The hour is late; it is time for action. I urge you to pass this leg-
islation without delay.

_Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Secretary, I don’t want to get into any de-
tailed questions. We have Mr. Leland here and others whom we
have questions for.

But, as I understand it, the administration would like to pass
this legislation before Congress adjourns this year. Is that correct?

Secretary REGAN. That is absolutely correct, Mr. Chairman.

The CHAIRMAN. And I also understand it has been marked up by
the Trade Subcommittee in the House Ways and Means Commit-
tee, but it has not been acted upon by the full committee. I am not
certain what the schedule is on the House side. I know this week
we are involved in the conference on the reveinue and spending re-
duction bill. I haven’t spoken to Chairman Rostenkowski about this
legislation. :

Secretary REGAN. Well, I would urge, Mr. Chairman, as soon as
you can see it developing on your calendars that you get together
with him so that we could have a bill to take to the floors of both
the Chambers.

The CHAIRMAN. All right.

I think one area that we want to focus on involves the so-called
tax incentives. We don’t want to create another loophole like 936.
We hope we can modify that section some in conference as you sug-
gest, but we are talking about a rather costly modification. erhaps
we can find some way to ﬁick up the revenue we would lose if in
fact changes are made in that provision which then would be added
in the Senate bill.

Secretary REGAN. We understand what the chairman is saying,
and the Treasury would be glad to work with you to see where we
could pick up these additional revenues; because we do deem it
vitai that the Puerto Rican situation be handled in conference this
week. .

The CHAIRMAN. Could I ask just one other question? It is not re-
lated to this hearing, but I think it might be helpful.

There has been a lot of talk about interest rates. It seems they
are coming down, not rapidly, but there is a good chance they may
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drop substantially, as I understand it, in the next few months. Do
you agree with that observation? ‘

Secretary REGAN. Well, Mr. Chairman, several of the major
banks in New York and Chicaﬁo have already droned their rate to
156 percent this morning, following the lead of one of Senator
Heinz' home-town banks, the Mellon Bank, on Friday, foing to 15.
We are very encouraged by this. This is a drop now of 1Yz percent-
age points in 2 weeks in the prime rate.

Our Treasury bills have come down now to where, for the first
time since August of 1980, long before this administration took
over, Treasury bills are selling below 10 percent, in single digits.
We deem it fascinating that they've come down this quickly.

If the Congress continues to act responsibly, both in this revenue
measure which it will be considering this week and also in these
cuts, I am certain that, as we suggested earlier in our testimony,
this will be the happy result of both monetary and fiscal policies
being in conjunction to bring rates down.

So I am very hopeful that the Congress will see this as justifica-
tion for what they are trying to do, and bite the bullet and contin-
ue on with what they have to do over the next several weeks. :

The CHAIRMAN. Well, I appreciate that. I don’t mean to get off
the subject, but we are going to be looking at spending reductions
this week in the Senate. In addition, in the revenue measure we
have the lax:%ﬁst spending reduction, about $17.3 billion in spending
reductions. That has been overlooked by some because of some of
the revenue implications.

Again, we appreciate your testimony.

Senator Heinz, do you have a question?

Senator HEINZ. Just one question. It doesn't relate precisely to
the Caribbean Basin Initiative, but it does relate to our policy of
how we will extend the benefits of investment tax credits, ACRS,
and even safe-harbor leasing. That question is: Since we are going
to have a bill that deals with many of those issues for the purpose
of Caribbean development, is the Treasury Department as yet close
to coming up with a policy of dealing with the extent to which we
should, for example, extend safe-harbor leasing to capital equip-
ment that is imported into the United States, for example by mass
transit authorities?

Secretary REGAN. I have been considering that. As you know, it
is not part of the current tax bill. But I think it is something that
has really puzzled us as to how far we can go with that. It is tempt-
;i;nff’ but if it results in fewer jobs in the United States we can’t

f l:)rd it. So we have to be very careful of one hand, and then the
other.

Senator HEINZ. Well, is the Treasury Department going to come
to a conclusion about what they think our policy should be in the
near future?

Secretary REGAN. Yes. I can assure the Senator that we will
come to a conclusion on that. We have deliberately downplayed
this during the Tax Act of 1982 in an effort not to confuse the two.
But as soon as that is complete we will be on this other.

Senator Heinz. Thank you.
tesS_ecretax'y ReGAN. Thank you, gentlemen. I appreciate your cour-

ies. A
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The CHAIRMAN. Mr. Secretary, thank you.

Mr. Leland, if tax sparing is not good for the rest of the Caribbe-
an why is it OK for Puerto Rico? Because that is, in essence, what
we have in section 936.

Mr. LeLAND. Mr. Chairman, the relationship between Puerto
Rico and the United States, and the Caribbean and the United
States are to some extent different. I think that Puerto Rico, for
example, is subject to the U.S. minimum wage which none of the
rest of the world is, for that matter. Its relationship to the United
States is much closer than if Puerto Rico were a foreign country.

I think the situation between Puerto Rico and the rest is so dif-
ferent that whatever are the tax sparing analogies of Puerto Rico,
there are a wide variety of reasons because of its connections with
the United States, that it is not something that you would extend
to whatever foreign country, because Puerto Rico clearly is not a
foreign country.

The CHAIRMAN. Well, the Secretary touched on section 936, and
we are going to try to figure out some way to solve the problems
with that provision. But, you know, we had all kinds of testimony.
We were talking about a section of the law that provided about
$100,000 in revenue lost for jobs that pay less than $15,000 in
wages. It is pretty hard to justify that. We know the drug lobby is
interested in this. But it seems to me it is not very efficient if it
costs about $25,000 in revenue loss to create one job.

Now, how much per drug company job will we lose if the House-
Senate ggnference adopts the so-called Treasury/Puerto Rico “‘com-
promise’’?

Mr. LeLanp. Well, I think, basically it is going to cut in half in
the conference what the present benefits are. So, whatever the
computation is on that.

I think there is not an exact computation per job, as such. Per-
haps Mr. Ballentine wants to add something.

Mr. BALLENTINE. In the pharmaceutical industry tax credits per
worker now average above $54,000, approximately. This should cut
that in half te approximately no more than $30,000, on average.
thTthe CHAIRMAN. Does that make any sense? I don’t understand

at. .

Mr. BALLENTINE. Of course, you are right that that is a very high
level. It is, however, when compared per job in the pharmaceutical
industry. It's not a comparison to the total number of jobs created,
because of course jobs are created linking with the pharmaceutical
industry in Puerto Rico. That's a direct computation.

The CHAIRMAN. What about a jobs credit for the Caribbean?
Would that be a good idea? Senator Heinz has strong interest in
targeted jobs credits.

Mr. LELAND. In the Caribbean? Well, we considered that. In look-
ing at that proposal, we came up with the investment tax credit. I
think the problem with the jobs credit is that, primarily what it
does, it is a subsidy for a job, and when you take the subsidy off
you are left with the same problem. The investment tax credit
allows for capital which will help promote jobs and help Yromote
exports; whereas a job credit is just a subsidy that they would learn
!;z) live with and after 5 years it would be very difficult to remove
it.
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The CHAIRMAN. I just have one other question, then I will yield
to my colleagues. I want to get back to the rest of your statements,
too, though. I would be very happy to put those in the record and
let us ask questions. I think you maybe could summarize the state-
ments.

Mr. Enders, to be eligible for CBI, countries must be abiding by
international law in resolving expropriation disputes. There are a
number of such disputes outstanding; in Honduras and Panama,
for example. What must a country be doing to satisfy the standards
in section 102 of the bill insofar as expropriations are concerned?
And, second, would any CBI countries fail these standards at this
time? And, third, what is the State Department doing to resolve
the disputes?

Mr. EnDERrs. With regard to the first question, you may know, I
think Secretary Shultz referred to it, we are now in the process of
negotiating a BIT with Panama which we hope will be a model
that could be applied throughout the area, particularly as regards
its investment dispute provisions.

The purpose of these conditions overall, Mr. Chairman, is to pro-
vide an incentive for the creation of a climate in which the pro-

sed tax and trade concessions could be utilized vigorously by
ocal entrepreneurs and foreign investors.

We will be trying to make a judgment through negotiation as to
how effectively the recipient country has created such a climate
and whether it is likely to maintain it in the future, so that the
benefits under the act are not to be accorded on an automatic basis
but on a judgmental basis after negotiation.

We are actively pursuing both of the investment disputes which
you raised towards a conclusion.

The CHAIRMAN. Ambassador Macdonald, I know Senator Heinz
wanted to get in on this at greater length, but have you taken a

sition on the exceptions included in the House Ways and Means

mmittee Trade Subcommittee?

Ambassador MacpoNALD. Yes. We oppose them, Mr. Chairman.

The CHAIRMAN. So you would also oppose the same provisions on
the Senate side?

Ambassador MAcDoONALD. Yes, we would. We are opposed to pro-
visions which exclude on a product-by-product basis items from the
scope of the Caribbean Basin Initiative. We are certainly flexible in
our willingness to attempt to provide for particular or increased
safeguard mechanisms with respect to particular industries where
it appears that there might be a chance of their meeting substan-
tial additional competition. Or, even generically we could work out
a__—_ .

The CHAIRMAN. I may get back to that later.

Senator Heinz? A .

Senator HeiNz. Yes. Thank you, Mr. Chairman, your question
really leads into a number of questions I have regarding the
amendment that I filed, which Senator Dole has mentioned.

I guess I would like to begin with a more general question,
though. Wh¥ have you chosen—I'm not sure which of the three or
four of you I should address this to—to create a separate duty-free
program rather than working within the structured GSP, General-
1zed System of Preferences?
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Ambassador Macdonald, I suspect you are the right person to ask
that question of.

Ambassador MAcpoNALD. Yes. Well, I'll try to answer it.

We felt that GSP has some limitations that did not seem to be
appropriate for this particular initiative: It can be withdrawn from
1 year to the next; it has limitations which prevent its ever being
used by a foreign country which becomes too successful, quantita-
tively, in exporting to the United States. _

In an attempt to try to balance between the protection of Ameri-
can industrial rights and to assist this particular area, we felt that
it was better to craft a free trade practice with, where necessary,
increased safeguard mechanisms.

Senator HEiNz. Well, the generalized system of preferences was
developed essentially with the problems of import-sensitive indus- -
tries in mind. We don’t extend GSP to certain industries, certain
product categories, for that very reason. And you are right, there is -
an annual review; you're right, there certainly are limitations in
terms of volume; but very few countries ever seem to graduate.
Taiwan and Korea and Hong Kong are still being serviced—rather
oddly, in my judgment—by having GSP duty-free treatment.

So I think we had better get down to cases. Since about 87 per-
cent of current exports from the Caribbean enter duty-free already
under GSP, what products do you expect to see coming in duty-free
from the Caribbean? Second, are those not the very products which
have been excluded from GSP eligibility because of their import-
sensitivity, in particular, leather products? Finally, if so, what do
you propose to do about the possible ramifications for such U.S.
import sensitivity, or, more specifically, what do you mean when
you talk about, as you said a minute ago, “increased safeguard
mechanisms”?

Ambassador MACDONALD. It is true, Senator, that 87 percent of
the Caribbean imports now come in duty-free. The products that
we would foresee coming in would be, hopefully, light manufac-
tured products, products which can meet the 25-percent value
added test, and which are not now being produced by the Caribbe-
ga; t:.;ld yet not the subject of runaway plants from the United

The area is small. There are 40 million people in the entire area
that we are dealing with, and we feel, therefore, that its capacity to
injure the United States’ industrial or agricultural base overall is
not great. That doesn’t mean that there won’t be particular cases
where a competitive situation might arise; and, as to these, we
have established a speedy safeguard mechanism for perishable
vegetables, perishable commodities, and I think we would be will-
ing to work with your office in some way extending that to other
products.

Senator HEINz. Let me ask you this. I am not clear on why the
administration did choose to exclude textiles and apparel from the
duty-free provisions of the CBI. Textiles and apparel are labor in-
tensive; they are import-sensitive. I know the administration knows
this because they spent a lot of time in the last year or so—Ambas-
sador Brock and Peter Murphy—negotiating a multifiber arrange-
ment. But so are leather product industries.
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The percentage of penetration of these industries ranges from 30
percent to 79 percent, with most of them being well above 50 per-
cent in such areas as handbags, leather work gloves, leather appar-
el—at 79, 55, 56 percent, resrectively—footwear at 60 percent, lug-
gage at 40 percent, personal leather goods at 30 percent.

my question is: If you treat textiles and apparel one way, why
don’t ﬁrgu extend that same exclusion principle to leather products
as well’

Ambassador MacpoNALD. Well, for better or for worse——

Senator HEinz. Will we get to choose? <

[Laughter.] '

Ambassador MAcpoNALD. Some people think better, some people
think worse.

Textiles are the subject of a separate regime throughout the
worldwide trading system, a separate set of agreements that are
now recognized by the GATT and are handled under the supervi-
sion of the GATT. No other product is. - - ‘

We are not interested in seeing other products go the way of tex-
tiles. We think it would be the slow death——

Senator HEINz. Do you mean in terms of the decline of the indus-
try or in terms of receiving necessary protection?

Ambassador MAcDONALD. In terms of the establishment of a sep-
arate series of bilateral quota restraints such as textiles have.

The imports on leather goods from the Caribbean are quite
small, although the penetration on leather goods from all coun-
tries, as you point out, Senator, is quite large in some cases. Well,
let me stop there. '

Senator HEINz. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Matsunaga?

" Senator MATSUNAGA. Thank {ou, Mr. Chairman.

Ambassador Macdonald, I fully appreciate the fact that the Car-
ibbean Basin countries are very much in need of our assistance—
the economy is bad, their per capita income in some instances is
less than $520 per year per capita, plus, the administration has
raised high hopes in them by promise of special assistance. But we
are, of course, in real trouble domestically as well, and as a Sena-
tor from Hawaii I am especially concerned that because of the
tropical nature of the State of Hawaii the Caribbean Basin nations
will be in direct competition, even to the point of putting our do-
mestic industry—particularly in the agriculture, in the area of
sugar, pineapple, macadamian nuts, papaya, to name a few—out of
business. )

That is my principal concern, and I would like very much to be
able to support your proposal; but then, if it means that by sup-
porting CBI I will be helping to put Hawaii’s industry out of busi-
ness, I cannot of course support your proposal.

My question to you is: at assurance can the administration
make or has the administration in mind in order to insure the con-
tinuance of agricultural businesses in Hawaii?

Ambassador MAcCDONALD. As for sugar, Senator, may I defer to
Assistant Secretary Enders, who has been deep in the sugar prob-
lem as it relates to the Caribbean? ~

Secretary ENDERs. Senator Matsunaga, as you know, the draft
law that you have before you was designed to be consistent with



72

our Sugar Act and with its objectives. In specific, we intended it to
make possible the continued maintenance of the sugar price objec-
tives of the act at no cost to the Treasury; that is to say that there
would be no demand on the Treasury as the result of CCC loans
undertaken in the sugar field.

The draft law does contain a provision under which sugar from
the Caribbean area could receive duty-free treatment on entry. By
that, I should be specific—the duty would be forgiven but not the
fee, which is now levied on sugar coming into the country from all
destinations.

However, we were concerned about two things: One, that this
duty-free treatment might result in an excessive commitment on
the part of the Caribbean Basin countries to sugar, a commitment
which could have some long-term implications both for them and
for us, on the one hand. On the other hand, it was not entirely
clear whether it would be possible without either very high fees or
without some cost to the U.S. Treasury to maintain the objectives
of the Sugar Act unless there were also a quantitative restriction,
an outside limit, on the amount of sugar that could be introduced
from the area. For that reason, you will find in the act some abso-
lute maximums for the major producers that are believed to have a
capacity to increase the production of sugar substantially over
what it is now—the Dominican Republic, Guatemala, and Panama,
in specific.

As regards other agricultural products, the standard safeguard
device would be present. Each of these is rather small-scale econo-
mies, as you know, Senator, and we think the general remarks
made about the overall jeopardy to the United States being not
substantial very much apply there. But in individual cases, should
this occur, the safeguard mechanism is there.

Senator MATSUNAGA. And Mr. Macdonald, will you answer the
rest of the question?

Ambassador MacpoNALD. Well, as to other agricultural crafts,
there is a special safeguard mechanism for perishable commodities
that is administered by the Secretary of Agriculture and provides
for I believe it is a 14-day period within which a petition may be
filed and a decision is required within 14 days by him that will pre-
vent the further application of the tariff exemption while the main
safeguard procedure goes ahead. It is a little bit like, you might
say, a temporary injunction protecting those kinds of crafts.

ere is a provision that OPEC insurance will not cover invest-
ments in items which might threaten our industry and agricultural
base. But beyond that I think we feel that we do have a problem
here with an area that is not a large area, not capable of creating a
major competitive threat overall, and that the normal safeguard
mechanisms that we have in place for all competitive imports
should protect domestic industry where it appears to be threatened
by this initiative.

Senator MATSUNAGA. What sort of showing needs to be made to
prove that the domestic industry is being threatened?

Ambassador MACDONALD. A showing of serious injury.

Senator MATSUNAGA. And how would you define ‘“serious

injury”?
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Ambassador MAcpoNALD. Well, that is one of those standards
that is left flexible in order to meet the individual case. The Inter-
national Trade Commission defines it to fit the particular situation
that faces them in a petition brought by domestic interests.

Senator MATSUNAGA. And under the CBI we would still need to
go to the ITC in order to show substantial injury? ,

Ambassador MacpoNALD. Yes, with the exception of the special
safeguard mechanism that I just outlined, which goes to the Secre-
tary of Agriculture.

Senator MATSUNAGA. My time is up. I have other questions, but I
will take them on the next round.

The CHAIRMAN. Senator Byrd?

Senator Byrp. No questions, Mr. Chairman.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman.

Mr. Enders, in the background material we have, it talks about
the population in the Caribbean Basin area we're dealing with dou-
bling between 1950 and 1980, and the suggestion that there would
be a doubling again by the end of this century, and thus tremen-
flousl pressure for immigration to the United States—legal and il-
egal.

Is the suggestion that if the area is made more prosperous
through approaches such as this that the population rate of in-
crease will decline?

Secretary ENDERs. Yes. There are two suggestions implicit in
that, Senator Chafee: One, to the degree that social and political
stability can be fostered in the area, the likelihood of sudden mass
migrations from the area would be lessened. This is quite signifi-
cant. For example, in the case of Nicaragua we think we have had
something on the order of 100,000 people coming over the last 4 or
b years, quite suddenly. And of course we have had earlier experi-
ence with what happens in Cuba.

Second, it is widely believed—there is a lot of evidence of this—
in the area itself that increasing levels of income result in lower
birth rates.

Senator CHAFEE. | am not disputing that; I am interested to hear
you say it specifically: The richer a country is, the lower the birth
rate.

Secretary ENpERs. That is correct, sir.

Senator CHAFEE. What about the problems of the sugar, getting
back not to the threat posed to us but the problems raised by en-
couraging the exports, by dint of the fact that they are free ex-
ports, up to a quota? Isn’t that correct? :

Secretary ENDERs. Three countries would have a special quota
legislated on them. s ,

Senator CHAFEE. Yes.

Now, is there some concern that by encouraging such types of
export the thrust toward becoming more self-sufficient in their own
foods would be reduced?

Secretary ENDERS. That concern has been raised. Frankly, in the
three countries involved—the Dominican Republic, Guatemala, and
Panama—it does not appear to us to be a very substantial concern.
And the other sugar producers of the area, in the judgment of the



74

experts and of the trade, are unlikely to expand very much. So I
would not rank that as a major concern, Senator.

Senator CHAFEE. The Puerto Ricans and, obviously there are rep-
resentatives of the Commonwealth who speak for themselves, but
those from the Virgin Islands have been calling on us, disturbed
about the effect of the increased importation of rum and what it
will do to their economy. Do you have any lifelines you can throw
us on that one?

Ambassador MAcpoNALD. Yes, Senator Chafee. We have been
talking to the Virgin Islands representatives here, and we think we
may be able to work out something which will be in the nature of a
safeguard mechanism that is more liberal, that is to say not as pro-
tective, as the safeguard mechanism that I believe is in the House
bill as it came out of subcommittee, yet will take into account the
threat of injury in the rum field to the Virgin Islands.

Senator CHAFEE. | am very sympathetic to this proposal. We are
dealing with a very low income area and the possibilities of being
of some assistance if we can overcome some of the difficulties that
I'm sure will be raised. But I just want to make sure the adminis-
tration is behind this. The suggestion is that the administration
cooked it up and threw it out and they are letting it lie there with-
out a great deal of thrust. None of us are very anxious to get out
~ ahead on something and find that you have moved on to some
other venture or initiative. What do you have to say to that?

Secretary ENDERs. Well, the President launched it personally, as
you recall, Senator Chafee.

Senator CHAFEE. Has he mentioned it since?

Secretary ENDERS. Yes, he has mentioned it repeatedly since
then. Earlier in the month, right after the Fourth of July recess, in
two meetings at the White House, one with the leadership of both
Houses and the other with the Republican leadership, he men-
tioned it as one of his top legislative priorities.

He so described it in public on July 21 at an occasion devoted to
the Caribbean Basin Initiative, and said that he personally was
leading the fight for its passage and hoped that it would be passed
before summer recess. And he continues to be active with individu-
al Congressmen and Senators.

Senator CHAFEE. Well, I think it is terribly important that those
involved keep the pressure and interest up.

Thank you.

The CHAIRMAN. Could I just say in response to that, we post-
poned the hearing scheduled for 9:30 this morning, because we
were having difficulty with getting some of the witnesses here, and
Secretary Shultz called me himself to see if we wouldn’t put it back
on schedule. I think the fact that Secretary Shultz made his first
official appearance since confirmation this morning is an indica-
tion of strong administration support, plus the fact that Secretary
Regan was here, plus Ambassador Brock was scheduled and has
been calling many of us on the committee to move ahead on these
hearings. We are certainly willing to do that, but normally the
House would proceed first on this matter. We don’t want to set too
many precedents, with the tax bill—{ou know, there are a lot of
bullets to bite. We don’t want them all.
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But we are prepared as best we can after today’s hearing to have
another hearing, until everybody who wants to be heard has been
heard, and then try to get into a markup session. In the meantime,
I hope that the representatives of the different departments of the
administration will be working with our staff and other staffs on
the committee who have concerns—Senator Matsunaga’s, Senator
Heinz’, and others—to see if we can come up with some consensus
in this committee.

Senator Byrd?

Senator Byrp. Thank you, Mr. Chairman.

First let me say that every year I go to one Caribbean country or
another. I like that area, think they are fine countries. I go at my
own expense, I'd better add. [Laughter.]

Senator Byrp. Let me ask you this. Let's assume this legislation
is approved—and this touches on Senator Heinz 'question earlier—
what is the plan in gegard to removing the tariff on imported
leather footwear? '

Secretary ENDERS. Senator Byrd, the proposal would be that we
would enter into negotiations with each of the countries in the Car-
ibbean. We have a number of concessions that we would like to
obtain regarding information for tax purposes, for example, and
also the creation of a general climate favorable to private invest-
ment and foreign private investment, the kinds of safeguards that
would be given. ‘

If those negotiations were successful, the proposal would be to
use the authorities to grant duty-free treatment for the 12-year
period in a bilateral agreement with each country. That would in-
clude the products that you just mentioned, if the authorities were
granted of course by the Congress.

Ser}?abor Byrp. How much money are you seeking for this pro-
gram?

Secretary ENDERS. The concept that we had was of trying to
avoid an Alliance for Progress open-ended commitment of a budget-
ary sort. We didn’t think that that was either credible in terms of
our own situation here, or perhaps desirable for the countries in-
volved, thinking that it would simply put them on the dole for a
very long period of time. )

e CHAIRMAN. Would you use another word there? [Laughter.]

Secretary ENDERS. You could volunteer, if you would like.

The CHAIRMAN. No, I'm getting enough heat without getting any
more. [Laughter.]

Secretary ENDERS. So, on the other hand, their situation is near
desperate in many cases; so we have proposed to the Congress a
one-time emergency appropriation of $350 million, designed to
given them the opportunity to get started again. But what they do
in the future will be governed by how well they use the new oppor-
tunities we hope the law will provide for them.

Senator Byrp. Have you considered reducing other foreign aid by
$350 million so there will not be a net increase?

Secretary ENDERs. This proposal is additional. It is a supplemen-
tary request, and it was considered after, indeed, much ussion
of the type that you indicated: whether in fact other budgets
should not be cut.
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In point of fact, what had happened already was that the Carib-
bean had received a higher priority. Some funds had been taken
from other areas and put to it, and it was just not possible to do
more than that.

Senator Byrp. Well, what is the total amount of foreign aid that
you are seeking for fiscal year 1983?

Secretary ENDERs. The total amount of foreign aid for the Carib-
bean area——

Senator Byrp. No, for the whole world—101 countries.

Secretary ENDERs. I will have to supply that to you. The total
amount is on the order of——

Senator Byrp. 12 billion, isn’t it?

Secretary ENDERs. 12 billion: The whole security system, multi-
lateral, bilateral——

Senator ByYRp. Foreign aid.

Secretary ENpers. All the funds for military and security and
economic—— ~

Senator Byrp. $12 billion?

Secretary ENDERs. $12 billion.

Senator Byrp. Right. Now, you feel you can’t find $350 million in
there to shift to the Caribbean?

Secretary ENDERs. The proposal, Senator Byrd, is that the $350
million be appropriated in this fiscal year for this fiscal year.
There has been some rearrangement of the $12 billion proposal to
provide higher amounts of funds to the Caribbean, but the total
amount to the Caribbean would go down in fiscal 1983 from what it
is in fiscal 1982. In other words, this really is a one-time proposal.

Senator Byrp. But you are seeking $350 million for fiscal 1982.

Secretary ENDERS. 1982, sir.

Senator Byrp. And you also, from what you just said there, will
seek funds for 1983 as well?

Secretary ENDERS. Funds for 1983. But those have been taken out
of the overall budget request, which has been rearranged so that
larger amounts go to the Caribbean and marginally less amounts
to other places.

Senator Byrp. Well, just one final question. The foreign aid pro-
gram is just about the only program in the budget that the admin-
istration has not recommended some reduction in. Don’t you feel
that there should be some reduction in the total? I'm not talking
about the Caribbean Basin now, that’s different—the total foreign
aid program.

Secretary ENpERs. Well, in many cases we think that this is a
relatively inexpensive way of obtaining national objectives and a
lot less expensive than the corresponding military outlays that
might have to be made, Senator.

Senator Byrp. In other words, the $12 billion foreign aid pro-
gram is one that you feel is the appropriate figure?

Secretary ENDERS. And we think that, particularly in this area.

Senator Byrb. No, I am speaking now of the total.

Secretary ENDERS. Right.

Senator ByRp. I agree with you on the Caribbean, but I am
speaking now of the total.
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Secretary ENDERS. Yes. We continue to think that, compared
with the security outlays that would have to be made if we did not
have that program, that this is a very cost-efficient program.

Senator BYRD. And it is correct, is it not, that our country is sup-
plying foreign aid to 101 different countries?

Secretary ENDERS. I cannot verify that figure to you. It may well

Senator BYrp. Well, you might verify it for the record, but I
think it is correct.

Thank you. -

The CHAIRMAN. As I understand it, under section 102 of the bill,
the President cannot designate a Communist country for CBI bene-
fits. What is a ‘“Communist country” within the meaning of the
bill, and does it include any countries in that area?

Secretary ENDERS. It does, Senator Dole, include a country for
certain in that area: Cuba. The question of whether other countries
in that area would so be qualified is a matter that judgment hasn’t
been made for the moment. We would not expect it to be made
until the authorities are passed.

%ex;ator ByYrD. Would you indicate your plan in regard to Gre-
nada?

Secretary ENDERS. Well, we are very worried, Senator Byrd,
about the trends in Grenada. It is an oppressive one-party society.
Whether it is in fact or should be so qualified at this moment as
being a “Communist country” is uncertain to us, but we have to be
very preoccupied about the direction of events there.

The CHAIRMAN. Right. They have just entered into a trade pact
with the Soviet Union, but that in itself may not be determinative.
Nicaragua is another one, I assume, that is making overtures to
the Soviet Union. I assume that is under careful consideration.

Secretary ENDERS. Let me say with regard to both of those coun-
tries, they would have to be examined not only under the Commu-
nist-country exclusion but also to see whether they are countries
that are running their economies in such a way so that they could
in fact take advantage of free-enterprise type trade and the invest-
ment opportunities of the kind proposed.

The CHAIRMAN. What about the other countries who are going to
participate-—Canada, Mexico, Colombia, Venezuela? Are they
moving ahead with their contributions?

Secretary ENDERS. They are moving ahead with their contribu-
tions. The Canadians have doubled their own aid effort to the area.
The Colombians, interestingly enough, a country with a per capita
income which ie just below $1,000, have come up with substantial
trade concessions, trade credits, and central bank deposits—quite a
big program has been put together by Colombia. Venezuela and
Mexico together have their oil facility under which they provide
credit on oil purchases, which is worth over $700 million a year
and is given to the countries of the area.

So our partners are adding up very substantially. .

The CHAIRMAN. I will have some additional questions for the
record; I know we have other witnesses.

[The questions follow:]

11-310 O—82—6
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QUESTIONS FROM SENATOR DOLE FOR THE ADMINISTRATION ON THE CARIBBEAN BasIiN
INITIATIVE

(1) To be eligible for the CBI's trade and investment incentives under S. 2237, a
beneficiary country must abide by international law in resolving expropriation dis-
putes. This includes abiding by the decision of arbitral tribunals. In Report No. 97-
673, the House Appropriations Committee recently noted the difficulties of Con-
struction Aggregates Corporation, a Chicago firm, in obtaining satisfaction from
Honduras of such an arbitral award. In another exproporation dispute, the Ameri-
can owner of Citricos de Chiriqui, S.A.,, remains uncompensated for his claim
against the Government of Panama.

(a) Will the Administration deny the benefits offered by S. 2237 to agg country
that fails to satisfy outstanding arbitral awards, as provided in section 1027

(b) What is the Department of State doing to resolve the above-mentioned disputes
and any others that are outstanding at the present time?

(2) Concern has been expressed among some quarters in Puerto Rico that the
entire commonwealth arrangement with the United States should be reexamined in
light of the CBI, since some view Puerto Rico as receiving little of the benefit of the
CBI while losing the advantage of its commonwealth relationship.

(a) What is the Administration’s policy with respect to the evolving relationship of
the United States with Puerto Rico and the Virgin Islands?

(b) Should Puerto Rico and the Virgin Islands retain greater control over their
imports and more flexibility with regard to local application of U.S. regulatory
laws? (i.e., under the Tariff Act of 1930, Puerto Rico retains control over its coffee
tariff. Should this be extended to other products?)

(3) Since World War II, a goal of U.S. trade policy has been to promote multilater-
al, reciprocal, nondiscriminatory trade agreements.

(a) How does the CBI accord with this longstanding policy?

(b) How will the proposed CBI—and a U.S. request for a GATT waiver, if one is
made—affect the pending U.S. disputes in the GATT against the European Commu-
nities that are based on their preference sgstem? B

(c) How do other beneficiaries of the U.S. Generalized System Preferences, against
whom the CBI will discriminate, view the program?

(4) Section 102 of S. 2237 precludes designation as a CBI beneficiary any country
that grants to another country reverse preferences adversely affecting U.S. com-
merce, unless assurances are obtained that the harm will be eliminated.

(a) What are the specific countries and programs that may be affected by this re-
quirement?

(b) What action will be necessary for these countries to satisfy this standard?

The CHAIRMAN. One thing that may concern us in this commit-
tee is the investment credit—this would be a question we hope the
Treasury might address—which would expire in 5 years, if in fact
it is provided for that length of time. What we are concerned about
is, after the 5 years there may be an extension through a tax
treaty which would bypass this committee and the House Ways
and Means Committee and go to the Foreign Relations Committee.
We don’t particularly have any quarrel with members of that com-
mittee, but if it is a matter of jurisdiction we believe that, where it
affects revenues and taxes, this is the appropriate committee. We
would want some assurance that we are not going to be bypassed
down the road as has happened in the past.

Mr. LELAND. I can give you that assurance, Mr. Chairman.

The CHAIRMAN. How are you going to do that? We may not be
here in 5 years. [Laughter.]

Mr. LELAND. The record will be. N

The CHAIRMAN. The record will indicate?

Mr. LELAND. The record can be looked up. There would be assur-
ance that before it is continued in any way there would be consul-
tations long before with this committee to discuss that issue.
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The CHAIRMAN. The committee will survive; I'm not certain
about the rest of us. I'm just speaking for myself, not any other
Members who may be running this t,‘year.

But perhaps we can take care of that in the legislation itself, I
should think.

Mr. LELaAND. Well, in general, Mr. Chairman, we do try to con-
sult—and maybe there should be more consultation—on all trea-
ties. As you know, there has been a certain backlog, but in all the
ones this committee is certainly an appropriate committee that has
to be consulted.

The CHAIRMAN. I must say we have had a ve&good consultation

rocedure with the Senate Foreign Relations Committee. In fact,

nator Percy has made it a point as the chairman of that commit-
tee to inform us of any tax treaty and give us an opportunity for
input, which we appreciate.
nator Heinz? ‘

Senator HeINz. Mr. Chairman, I have a number of questions
whicl(lil will submit, principally to Mr. Macdonald, USTR, for the
record.

[The questions follow:]

QUESTIONS TO AMBASSADOR MACDONALD FROM SENATOR HEINZ

LEATHER-RELATED INDUSTRIES ARE ALREADY IN BAD SHAPE FROM IMPORTS

1. Are you aware of the share of the U.S. market held by imports of various leath-
er pro_duct industries? If not, let me refresh your memory:

= Percent

FOOLWEAT .....criiccriiciriiiiesenntnnist st e ebsse s s s sasse bt e e e e e sane bt snsnsssesanan 60
B ooviveitierinisiaeensreraestenesrsteserersesaereesaseseaneshe st sa s be R e be e R sE e AR o S san R e R e na e bR RO b e RS Esheb RN O be 40
Personal leather B00dS.........ccccoevvveniiniiieiininiene e nineiessssesssssesesssesssesesasssossseseses 30
Leather apparel.........cciiisenn s sosssssssssenossassssasss 56
BNADAZE ....oveiiitisrnii st sttt sar st s bt e e nbs et ssebe e Ranraeee e 79
Leather Work gloves ...........cccoeeiininiennnneinienenins s sesessssesssssssrsssssesisens 55

Aren't these products already being imported from the Caribbean without the
benefit of duty-free GSP treatment? Don't you think that imports of leather prod-
ucts from the Caribbean will increase once you give them duty-free treatment?
Pgn’; you think that this will further injure an already beleaguered set of indus-

ries?

JOB SUBSTITUTION RAYHER THAN NET GROWTH

2. When the economy is in a recession and maybe bordering on a depression, with
over 9 million ﬁeople out of work, how can you propose a duty-free program that
can only have the effect of throwing more U.S. workers out of their jobs?

The Administration is concerned with unemployment and poverty in the Caribbe-
an. But why should we try to correct this at the expense of other workers, those in
the U.S,, those in my district, including those in industries such as leather products
which are already being hit hard by imports and have high unemployment?

DETERMINE RATIONALE FOR TREATING LEATHER DIFFERENTLY FROM TEXTILES AND
APPAREL

3. The Administration has excluded textiles and apparel from the duty-free provi-
sions of the CBI. Textiles and agparel are labor intensive and imgort sensitive. But
so are the leather products industries. Why haven’t you extended this exclusion
principle to leather products as well?

ILLUSTRATE THE LEATHER INDUSTRIES' LACK OF CONFIDENCE IN ADMINISTRATION TRADE
POLICY

4. Leather product industries have had a series of misfortunes with the Executive
Branch under the same safeguard mechanism you are proposing for the CBI.
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Leather apparel received a unanimous finding of injury under the “escape clause”
in 1980 and President Carter refused to provide import relief.

Footwear similarly was turned down by President Ford in 1976 reneging on a
commitment that his Administration would provide import relief. Congress then
asked that the International Trade Commission reopen the case. This led to Presi-
dent Carter providing import relief, but last June President Reagan refused to
extend the import relief for footwear.

Why shoultfothe leather products industries have any confidence that the CBI
safeguard mechanism will work for them or any other industry?

THE LOWER RULE OF ORIGIN REQUIREMENT IN THE CBI BILL WILL PERMIT NON-CB!
PRODUCTS TO BE SHIPPED TO THE UNITED STATES

5. The “rules of origin” under the CBI srecify that 25 percent local Caribbean con-
tent qualifies products (other than textiles and apparel) for duty-free treatment.
This is lower t‘l)xan the 35 percent local content required under the GSP program.
The Administration claims this level was chosen to avoid “‘runaway plants.” Howev-
er, has the Administration considered the very real possibility that products which
are 75 percent Japanese or Taiwanese or Korean origin will be shipped to the Carib-
bean for finishing or whatever and enter the U.S. duty-free? The incentive to do so
is signiﬁcant with respect to certain products for which significant duties exist such
as the wide range of leather products, or similarlg, has the Administration con-
ceived of an effective method to monitor and avoid the transshipment of goods from,
for example, the Far East through the Caribbean Basin countries? Why was the 35
percent limit reduced to 25 percent?

POINT OUT THAT ESCAPE CLAUSE TYPE MECHANISMS HAVE NOT WORKED WELL 80 FAR
AND ARE UNLIKELY TO DO SO IN THE CBI CASE

6. The record of the safeguard mechanism on which the proposed CBI safeguard
measure is based—the “escape clause’’—brings to mind some serious questions re-
garding its ability to adequately protect domestic industries from import injury. You
may recall that the Senate Finance Committee had to intervene and initiate an
‘““egcape clause’” proceeding for the nonrubber footwear industry in 1976, after the
industry had proved serious injury and yet received no import relief. While relief
was granted the second time around, I am sure you know that President Reagan
terminated relief for this industry as of June 30, 1981. What makes the Administra-
tion believe that the CBI safeguard measures fproposed now are any more meaning-
ful for import-sensitive industries such as the footwear industry?

GIVEN ADJUSTMENT ASSISTANCE CUTBACKS, WHAT WILL THE ADMINISTRATION DO WITH/
FOR THOSE INJURED BY THE CBI PROGRAM?

7. Budget considerations have substantially reduced the Trade Adjustment Assist-
ance benefits available to import-injured firms and workers. Does the Administra-
tion plan to develop a new policy with respect to Trade Adjustment Assistance
whereby additional benefits are made available to help firms and workers who are
adversely affected by imports resulting from this new free trade policy? If not, ex-
actl{ what does the Administration intend to do to help firms, such as those in the
leather products area, adjust to the new wave of import competition which will
surel}' result from the CBI? ~

8. Investment.—It seems to me the key is investment—not just in industries that
will export but in industries that will build local infrastructure and contribute to
local needs.

(a) How do you avoid the problem of job substitution—the shifting of jobs and in-
dustries off shore, with no net growth? :

(b) If you can’t avoid it, how do you justifr it to the American worker?

_(c) Isn’t the key component of a favorable investment climate expectations of po-
litical stability? How does the proposal encourage that?

(d) What evidence do you have the U.S. investors will respond to the incentives
you are providing? Have you discussed them with the private sector? What kind of
investments do your expect to be made? In what industries?

(e) Have you considered steps to promote tourism in the region, such as increasing
the duty-free allowance for Caribbean purchases brought in by individuals? What
proportion of the various islands’' GNP comes from tourism not?

rd
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() Do your incentives apply to other than capital equipment? What about service

industries?

9. Do you support the socalled Downey amendment, to make duty-free treatment
of certain food products, primarily sugar and beef, contingent on the submission and
approval of a Staple Food Protection Plan designed to maintain food production and

nutrition levels?

Senator Heinz. There is one thing that particularly puzzles me
about the rules of origin that are proposed here in the CBI. Where-
as under the GSP there is a 35-percent content requirement in
order to qualify for duty-free treatment, in this legislation you are
requesting 25 percent. I understand the administration claims that
that level was chosen to avoid runaway plants. It also occurs to me,
however, there may be another very direct effect, and that is that
countries that right now on many of these items do not get—be-
cause they have graduated from the GSP—duty-free treatment
such as Japan and Taiwan, to name two, may simply decide that
what do is ship a product that is 75-percent Japanese made or 75-
percent Taiwan made into the Caribbean, put a few labels on it—
25-percent-worth content—and then ship it to the United States.
This would permit, in a way that present law does not now enable,
countries like Taiwan, Korea, Japan to get around the fact that
they have g‘raduated from GSP. )

Why isn’t this just a giant loophole, an invitation for the coun-
tries which are no longer poor countries? Japan is fairly well devel-
oped—some would say overdeveloped. Why isn’t this just an invita-
tion to them to come in through the back door?

Ambassador MACDONALD. I believe the legislation was framed
with the concern that you have expressed in mind, Senator; and
yet, with the view that many of these countries are small island
nations, and it is difficult for them to add 35 percent to a product
in order to qualify as to the origin of that product and thereby for
the GSP preference. )

There is another doctrine of law that we are counting on to pre-
vent the kind of diversion that you are describing, and that is the
doctrine of substantial transformation. This is a requirement in all
origin cases in addition to the value added, whether it be 25 per-
cent or 35 percent. And this, for example, can keep relabeling oper-
ations or maybe painting on a piece of china from accomplishing
the result which all of us want to prevent; that is to say, where the
real manufacturing operation takes place somewhere else and some
cosmetic operation takes place inside the Caribbean.

Senator HEINz. Is the doctrine of substantial transformation
going to be met if 25-percent content is——

Ambassador MAcpoNALD. No; it's a separate requirement. You
could meet the 25-percent, value-added test, for example, if you
took orange juice concentrate and turned it into regular orange
juice from concentrate; but, in the view of the Custom Services, we
understand that this does, for example, meet the requirement of
substantial transformation.

Senator HEINz. Well, in view of the fact that it has taken us a lot
of time to catch up, for example, with the Taiwgnese mushrooms
that were sent to Hong Kong and were not noticeably trans- .
formed—they remained mushrooms—and were then shipped from -
Hong Kong into the United States and considered of Hong Kong
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origin under the doctrine of substantial transformation. I'm a little
suspicious about how successfully one can not only apply but police
the doctrine of substantial transformation. I may get into that
again on another occasion.

hAl;lb&SS&dOl‘ MaAcpoNALD. I take it you don’t need a response to
that?

Senator HEINZ. Not at this time. Thank you, Mr. Ambassador.

The CHAIRMAN. Senator Matsunaga?

Senator MATSUNAGA. Thank you, Mr. Chairman.

As I understand it, the CBI provides not only for the lifting of
tariff and other trade restrictions but also assistance in commerce;
that is, providing assistance in marketing products of the Caribbe-
an Basin nations. Am I correct in this?

Secretary ENDERS. The complaint has been raised by many of the
small producers in the area that it is hard for them to understand,
for example, sanitary inclinations in the United States and how
the requirements of our law can be met. So one of the provisions,
for example, of the proposal is that we would provide on an out-
reach basis such assistance to producers in the area so that they
could effectively meet our law but also sell in the United States ac-
cording to our law.

Senator MATsUNAGA. Well, Puerto Rico, Virgin Islands—in the
case of Puerto Rico, for example, I am told that in 1980_the per
capita income was lower than in the Bahamas, the Barbados, the
Netherlands Antilles, and Trinidad and Tobago. And the Virgin Is-
lands didn’t do as well, either. Certainly if you were lending mar-
keting assistance to the countries involved, and Puerto Rico, the
Virgin Islands, and even Hawaii suddenly could use some of that
assistance, wouldn’t the administration be opposed to a provision
providing for such assistance especially in the marketing of tropi-
cal crops, fruits which would be adversely affected by the CBI?

Secretary ENDERS. The cases you cite, Senator, are cases essen-
tially that rely either on petroleum or on finance and are unlikely
to be major beneficiaries of the agricultural entry provisions.

I wish we had somebody from the Department of iculture
here, but I understand that in fact the network of USDA offices
that are concerned with let's take this marketing and sanitary con-
ditions throughout-the United States and including the State of
Hawalii is very substantial already. It is nol;_sro to duplicate
that into the Caribbean but only to make available, on a spot basis,
some of its services.

Senator MATSUNAGA. Well, that leads me to a followup question
on Senator Chafee relative to the Virgin Islands.

I am told that Virgin Island representatives have proposed var-
ious amendments addressing not only the rum import quota but
the Environmental Protection Agency regulations for certain efflu-
fslit tat;atment and the value-added domestic content for the Virgin

ands.

As you know, the domestic requirements as agplied to the Virgin
Islands and to Puerto Rico were very costly and would restrict the
competition that otherwise would be available to the Virgin Islands
and Puerto Rico.

What about the pro of cutting down on the requirements of
matters dealing with the import commodities?
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Ambassador MAcpoNALD. We are supporting the amendments.

Senator MATSUNAGA. You are?

Ambassador MAcCDONALD. Yes, that are proposed by the Virgin
Islands on EPA, providing for a relaxation of EPA requirements.

- Senator MATSUNAGA. I have no further questions.

The CHAIRMAN. Senator Chafee? -

Senator CHAFEE. I just want to say one thing. It seems to me that
inevitably this proposal is going to result in duty-free imports
coming into the United States that are going to compete with some
products that are produced somewhere in the United States. It
cgn’t help but do that, and I think we might as well all recognize
that.

I think that to attempt to sell it, that no one is going to be even
twinged in the slightest by this proposal, I think is really not
facing up completely to the facts.

We believe that in expanding a free market area and helping
these countries, good is going to come out of it in the long run. 1
think the statistics that you showed in the background material
that a billion dollars has been spent on 140,000 Cubans and Hai-
tians who come to Florida is indicative of the expense of illegal im-
migration, or immigration of the consequences that we have experi-
enced. But somebody is going to be nicked, I think—some States,
some areas—inevitably. Isn’t that so, Mr. Enders?

Secretary ENDERS. That is absolutely right, Senator Chafee. I
think that a couple of additional points could be made, and I refer
back to what Senator Heinz had to say on it. '

One, this is a proposal that says: To the degree that we are going
to permit duty-free entry under GSP or any other provision of
goods from some developing country into our market, why don’t we
permit them to come in from our immediate neighbors? And in
effect we are giving a greference to our immediate neighbors over
all other suppliers of those goods, thinking that we have a special
stake in their economic and social health.

Second, that’s why we thought it ought to be a long-term propos-
al, because we think that the countries of this area ought to have a
chance to develop investments, not the kind that are involved in
:he GSP with a potential that it could be removed at almost any

ime. )

Third, I would say that this is trade creating, this proposal, too.
These are places that spend almost all of the dollars they earn in
the United States; so, in effect, if somebody feels what you call the
twinge of competition, somebody is also going to feel the twinge of
new orders, It's going to be both, but I think our own judgment-is
that except for a few cases it is going to be mainly in the twinge
range of sensation.

Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator liyrd?

Senator BYRD. Secretary Enders, you mentioned Nicaragua. I am
not clear as to your position and the State Department’s position
on Nicaragua. Cuban military personnel are there, Russian-sup-
plied military equipment is there, it has a Marxist-oriented govern-
ment; are you seriously considering giving U.S. aid to Nicaragua?
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Secretary ENDERs. No, sir. However, we are not prepared. We
think it would be premature for us to determine that this country
has in fact become a Marxist/Leninist country, although the
trends, Senator Byrd, as you indicate, are very worrisome. It still
retains some private enterprise elements in its economy; there are
still opposition parties that are active there; we still have a small
assistance program which goes to the private sector, which is de-
signed to help it keep alive—I think it’s $5.6 million this year. But
frankly I think that we would want to look very long and hard at
Nicaragua before benefits of this kind of legislation could be ex-
tended to it, and we would like to see quite a different direction in
both its economic and its political affairs from what is now the
case.

Senator BYRp. I would hope so. Taking money out of the pockets
of the American workingman and workingwoman, the American
wage earners, and turning it over to the Government I think you
would have to say is certainly Marxist oriented, is it not?

Secretary ENDERS. I would agree with that.

Senator BYrRp. And it certainly has a tremendous number—Im
speaking in relative terms, now—of military personnel, trained by
Cubans with Russian equipment, and yet you don’t regard that as a
Marxist-oriented nation.

Secretary ENpERrs. Well, I think it is a Marxist-oriented nation; 1
don’t think there is any question about that at all. Whether it is in
fact a Communist country in the same sense Cuba is, is a judgment
that we haven’t yet reached, but everything looks very worrisome,
Senator. There are 2,000 Cuban military personnel in that country
at the present time. :

Senator Byrp. Does the State Department have any fear that
this large military buildup—large in terms of Central America—in
Nicaragua, that that is not likely to be exported to other Central
American nations?

Secretary ENDERS. We are very concerned about that, as are Ni-
caragua’s neighbors.

Senator Byrp. Well, one final question. If this legislation is en-
acted, funds would be available for use wherever you desire
except—does it exclude Cuba, by definition?

Secretary ENDERs. Sir, if this legislation were enacted there
would be funds available, appropriated funds, neither for Cuba nor
for Nicaragua nor for Grenada. In none of those cases are the use
of budget funds proposed. The question would be: Would their pro-
ducers qualify for the trade and investment benefits of the legisla-
tion? And I'm indicating both on economic policy grounds and on
political grounds that we would have to look very carefully at that;
and, frankly, I'm not encouraged at all by what I see.

Senator Byrp. You could not assure this committee then that
funds or other benefits of the legislation would not be used for
Cuba? Couldn’t you assure the committee it would not be used for
Cuba under Castro?

" Secretary ENDERS. Yes, sir.

Senator Byrp. But you won’t say the same thing for Nicaragua
under its present government?

Secretary ENDERS. I think that very well may be the judgment
that would be reached, but it has not been reached at the present
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time. We would want to see to what degree a private sector and
opposition parties, and so forth, will be maintained there. Frankly,
I would be very pessimistic about it, Senator Byrd.

Senator ByrDp. And are there opposition parties in Greneda?

Secretary ENDERS. They are nonexistent.

Senator Byrp. Thank you. '

The CHAIRMAN. We might be able to help you a little in the way
we write the definitions.

I might say, since we do have Senator Baucus and Senator Brad-
ley with questions and we do have the Governor of Puerto Rico
who would like to testify, we will ask that your statement be made
a part of the record. We have covered some of the basic questions,
and there will be questions in writing. I think Senator Long may
have some questions of Ambassador Macdonald. He has some con-
cerns, and he is not able to be here this morning.

[Ambassador Macdonald’s statement follows:]

PREPARED STATEMENT OF AMBASSADOR DAvID R. MAcDONALD, DEPUTY U.S. TRADE
REPRESENTATIVE

Chairman Dole and members of the committee, last February, President Reagan
roposed the implementation of a multi-dimensional development program for the
ribbean Basin. On the occasion of the Caribbean Basin Initiative's unveiling, the
President spoke firmly of our vital interest in the well-being and security of the
countries of the Caribbean Basin.

The President's program will advance our national interests in the Caribbean
Basin in several ways: By alleviating the root causes of human misery which have
stimulated a major and sustained flow of people from the Caribbean Basin into the
United States, by promoting long-term self-sustaininﬁ growth, thus reducing the
need for future assistance from the United States and expanding markets for our
goods, by strengthening regional cooperation and the principle of burden sharing
through coordination of our contribution with those of Mexico, Canada, Venezuela,
Colombia, and with self-help measures by recipient nations; and by enhancing the
security of, or prospects for, democratic political evolution in the area, thus offerin
a credible alternative to the thesis that economic progress can only be achiev
through violent change and the imposition of undemocratic Marxist governments.

The Caribbean Basin Initiative is a bold, yet practical program for restoring eco-
nomic health to the countries that compose our third border. We know that the Ini-
tiative alone cannot guarantee both economic recovery and sustained growth, but if
it can contribute significantly to a peaceful, democratic outcome to this region's

~ struggles with nation building, then it will have served its purpose well. i

With all that has been written and said about the President’s Initiative, at least
one issue remains unchallenged: the seriousness of the economic and social prob-
lems with which the Basin is confronted today. The region is experiencing declining
rates-of-growth, detériorating balance-of-payments and terms-of-trade, rising infla-
tion, and expanding debt-service ratios. Malnutrition, high infant mortality rates,
and alarming numbers of unemployed youth are among the social costs of the re-
gion’s economic stagnation.

The Caribbean Basin as a region is nearly defenseless today to the vararies of the
international economy. Battered by the oil price hikes, and more recently by the fall
of sugar and other commodity prices, these economies have had to weather storms
that are still posing a threat to economies many times their size and institutionally
far sounder. )

It is in the spirit of providing new opportunities for those willing to help them-
selves that the Administration has put forth the Caribbean Basin Initiative. The
CBI has been carefully designed to help foster and support important structural ad-
justments in the economies of its beneficaries. It is a fact, which the majority of
these countries recognize, that previous economic strategies of inward develop-
ment—or “import substitution”—have come up against the inevitable constraints of
their tiny domestic and regional markets. The CBI contributes to these countries’
own efforts to direct their economies towards more balanced, export-led develop-
ment strategies. Structural adjustments of this nature are not easy. But in our nu-
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merous consultations with the nations of the region, we found a general r ition
of the increasinf necessgity to embark on just such a course. The CBI will _elp to
facilitate difficult decisions and make it worth the effort required to revise en-
trenched but often inefficient economic policies.

During our consultations with the Caribbean beneficiaries, we spoke with national
leaders who had confidence in the future and intended to bring prosperity back to
the region through their own hard work. Their optimism was tempered only by the
substantial impediments to regional economic revival which dim the prospects for a
totally self-generated recovery.

Our discussions led us to look for ways in which the U.S. might assist these coun-
tries in reducing what we all agreed were the most important current obstacles to
self-renewal. We agreed that our response to immediate economic impediments
should, as far as possible, be consistent with the goal of long term development. Fi- -
nally, we agreed that actions taken by the donors should be complemented and rein-
forced by self-help measures implemented by the beneficiaries.

The Initiative is a response to the specific impediments to recovery raised by the
beneficiaries. Let me review the program elements in relation to the problems they
are meant to address.

The nations of the Basin are all vitally dependent on trade. Without liberal access
to regional and hemispheric markets, there is little incentive to new or expanded
production. Although a large percentage of current Basin exports enter the U.S.
without paying duty under GSP, the proposed free trade arrangement will create
the opportunity for a far broader array of non-traditional exports. Such products are
often “non-traditional” precisely because U.S. duties have been too high to justify
the start-ugnor expansion costs of what may be an otherwise viable productive in-
vestment. One must also.consider the relative disadvantages that most Basin coun-
tries have had vis-a-vis the larger and more rapidly industrializing countries of the
Far East and Latin America in competing effectively under the GSP scheme. Final-
ly, where a Caribbean country is a successful exporter, the GSP’s competitive need
limitation acts as a disincentive to expanded production.

One of the Basin’s most pressing problems has been a chronic shortage of invest-
ment capital due to an oftentimes poor investment climate. This has resulted from
many factors ranging from political instability, to the global recession, to the lack of
assured market access for potential new output. A widespread response in the Basin
and throughout much of the Third World has been an expansion of, and a deepen-
ing dependence on, public sector investment and management. This has led in most
casetas totmassive foreign debt burdens and a progressive curtailment in private in-
vestment.

The Initiative's tax credit scheme will help to attract capital that might otherwise
have been withheld from the region. U.S. tax practice izes that capital invest-
ment must be promoted, but a U.S. firm investing in the in currently is not eli-
gible for the same favorable tax treatment of fixed asset expenditures which is
available in the U.S. under tha domestic investment tax it. Our pro, to
extend to same ¢t of tax treatment for investments in the Basin constitutes »
simple, and we believe equitable solution to this problem. Such treatment will be

“extended to qualifying beneficiaries for five years.

So in the case of both our trade and tax proposals, a more amenable climate for
commercial activity is being created. It should be remembered, however, that pri-
vate sector initiative and market forces will determine, ultimately, the success of
our joint efforts.

e U.S. Department of Commerce and my Office already have received a sizeable
number of inquiries from potential U.S. investors, and the Commerce Department
has established a Caribbean Basin Business Information Center to provide support
services for companies interested in developing businees opportunities in the Basin.
The Center had received approximately 600 inquiries from individuals and compa-
nies throughout the countr* including the Virgin Islands and Puerto Rico. It is
ir%otmvort.hy that many of the inquiries have been from small and medium sized

rms.
The CBI's investment incentives will operate in conjunction with exﬁndlnf of-
forts by OPIC and AID to stimulate private sector investment in the Basin. In 1981
OPIC increased its insurance coverage in the Basin by approximately 70 percent
over 1980, to a value of $308 million. OPIC credit services to the Basin inc
nearly 90 percent in the same period, to a value of $55.3 million for 30 pro;
These tprojects represent nearly $460 million in new investments, and by the fifth
year o lo’peration will create an estimated 6,200 l])obe. .

The United States is currently negotiating ilateral investment treaties (BITS)
with Panama and Antigua. Both these negotiations are at an advanced state and it
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is likely that ad referendum agreements will be reached with both these countries
later this summer or early in the fall. In addition, the United States had held con-
sultations on thgagoesibilit&):f initiating BIT ne%otiations at the request of Belize,
Guatemala, El vador, ta Rica, Jamaica, Barbados, Haiti, Trinidad/Tobago,
and Honduras. Subsequently, a number of these countries indicated that they would
like to begin negotiations on BITs in the fall. To date, interest in the U.S. BIT pro-
gram, which was undertaken in earnest only at the beginning of 1982, has been
greater in the Caribbean Basin region that in any other geographic area. This is
undoubtedly due to the perception by the countries in the region that a BIT with
the United States would usefully complement the key economic components of the
Administration’s Caribbean Basin Initiative.

There has been an urgent request by several of the potential beneficiaries for
relief in the form of concessional aid. They have sought concessional aid because it
is the onlhpractical solution to their very serious balance-of-payments and debt
problems. The prospects for many of these economically depressed nations would be
much worse if there was insufficient credit to support even the most basic private
sector borrowing needs. Today, the sums that are needed for this purpose are of
manageable proportions. The cost that could be incurred from a failure to take re-
medial action now would be far greater than the provision of these financial re-
sources.

You also have before you certain proposals regarding Puerto Rico and the Virgin
Islands. We want to assure that in reducing impediments to economic revitalization
in the Caribbean Basin generally, we will be establishing a relationship with Puerto
I;lico and the Virgin Islands that encourages these islands to play a dynamic role in
the region.

One important consideration was the potential effect on their revenues of a duty-
reduction on rum. Accordingly, we are proposing that all excise taxes on imported
rum be rebated to Puerto Rico and the Virgin Islands. Of similar importance will be
the granting of additional investment-related tax benefits to these areas. Other
steps are proposed which should be of mutual commercial benefit to our territories
and to their neighbors in the Basin. -

The Caribbean Basin Initiative is a program aimed at nation-building in the
broader sense. We are striving to achieve pluralistic societies with strong and free

rivate institutions, We intend to give this institutional aspect particular emphasis

y making the granting of beneficiary status dependent upon, among other things,
the degree to which workers in each country enjoy reasonable work place conditions
and have the right to associate freely and bargain collectively. Qur foreiin assist-
ance spending for the development of free labor movements, through the Latin
American Regional/American Institute for Free Labor Development will be in-
creased to help achieve this goal. .

The Caribbean Basin Initiative is a mutual commitment to reduce impediments to
economic growth through a meaningful partnership—both regional and hemisphe-
ric. Self-help is the final key needed to unlock the door to economic opportunity
over the next decade. I am confident that the nations of the Basin are prepared to
direct their economies in a manner which will tap the resources of entrepreneurs
and workers alike. Revitalization is not, and will not be a unilateral concern. It is a
goal that we will seek together, and in so doing, establish the basis for lasting peace
and prosperity throughout the region.

The CHAIRMAN. Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman. )

Mr. Secretary, I was not here when Secretary Shultz gave his
statement. I understand he did not take questions. I wonder if you
would perhaps address a point he made on page 6 of his testimony,
essentially referring to the major multilateral effort of Canada, Co-
lombia, Mexico, and Venezuela as well as the United States, appar-
ently, on this if not specific initiative at least generally. Would you
comment on the efforts that those countries are taking, in addition
to the United States, in the Caribbean? And the degree to which
they are greater than or less than our effort?

_Secretary ENpers. Well, Canada is providing $500 million, Cana-
dian, over a 5-year period. The Canadian economy is about one-
tenth the size of the United States; that would be equivalent to, in
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our case, providing, as you can see, $4 billion, Canadian, to the
area over that period. It would be a very substantial sum.

Canada is providing trade preferences to the Commonwealth-Car-
ibbean, has not done so to Central America. Mexico provides some
trade advantages to the area and approximately $350 million a
year in oil facility benefits to the area. Venezuela, the same, $350
million a year to the area. If you put that on a per capita basis,
their per capita income is much lower than ours—it’s about $2000
in the case of Mexico, and $3000 in the case of Venezuela. So that’s
a substantially much greater burden. And the largest burden of all
is being carried by Colombia, which has a per capita income of less
than $1000 and is providing substantial amounts of Central Bank
deposits trade credits and trade concessions to the area.

, although it is hard to compare apples and oranges on this,
Senator, I think that our partners are making a very substantial
effort, and in some cases I think the amounts will be greater than
ours.

Senator Baucus. To what degree is this initiative a first step—
that is, a second step—in extending these kinds of concessions and
aid further south; that is, to put it south to other Central American
countries and maybe even to South American countries?

Secretary ENDERs. Well, there are countries in South America
that have raised that question; it was raised almost immediately.
Our response to it was, k, these countries that we are proposing
to help are small; there are 23 of them in the area; they are quite
fragile; they do not have the kinds of resources that the larger con-
tinental economies of South America do. Even though the per
capita income may be lower in South America, they are countries
in our immediate neighborhood, too; we feel a particular responsi-
bility to them. So this is not designed to be a moveable feast for the
others, but something to deal with our immediate neighborhood.
And we have made that very clear to other countries.

Senator BAucus. Thank you very much.

The CHAIRMAN. Senator Bradley?

Senator BRADLEY. Thank you, Mr. Chairman.

Mr. Enders, how can we be sure with this initiative that we
won't end up with problems similar to the one we have with the
general system of preferences, where the relatively wealthier na-
tions among the group peel off all the benefits?

Secretary ENDERS. Well, it is a private enterprise initiative, Sena-
tor, in the sense that it is not for us to assign to individual entre-
preneurs the benefits; it is a question of whether they are able to
take advantage of them. And undoubtedly there will be some coun-
tries and some individuals and enterprises that will do better than
others. The conditions are not uniform in the area, but in looking
through it we think that all of the countries in the area can take
some benefit from the initiative. :

One of the purposes of the negotiations we hope to have with in-
dividual countries is to encourage them to create the kinds of tax
systems and legal s%stems, regimes for foreign investments, that
would enable all of them to take advantage of it.

Senator BRADLEY. But would you not admit, because the initia-
tive is essentially skewed in the direction of the private sector,
those countries that have a more advanced infrastructure, that-

“\
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have a more sophisticated distributional system in the country, and
so forth, that they would be better able to take advantage of this
initiative?

Secretary ENDERs. I am not entirely certain of that, Senator
Bradley. For example, it is true that a country like Barbados——

Senator BRADLEY. What about Aruba? Let’s not take Barbados or
Trinidad.

f’fSecretzau':,r EnDERs. Well, Aruba lives, to a considerable degree,
0 ————

Senator BrRabLey. And don’t take Aruba as Aruba, but take some
country that is not as well off in an infrastructural sense as Barba-
dos or Trinidad.

Secretary ENpDERs. Well, I was going to compare Barbados and
Haiti. Haiti is a very primitive country in many ways, and yet it is
a country in which light manufacturing has begun already. We
think there is considerable reason to believe that it would develop
fairly rapidly under this proposal. So it is not only the advanced
countries but some of the less-advanced ones.

Senator BRADLEY. So you reject the hypothesis that this is an ini-
tiative that will clearly benefit those islands and those countries
that have a more advanced infrastructure?

Secretary ENDERS. Well, I think everybody will have something
to bargain for in this. I do think Barbados would do very well, but I
wouldn’t exclude the poorest ones by any means. -

Senator BRADLEY. Is there any way that we can make sure that
these incentives are skewed toward labor-intensive industries?

Secretary ENDERS. Well, we have an area of relatively low labor
costs. Frankly, one of the things that we concerned about, and you
will find a condition written into the law itself on this, we want to
make sure that the countries of the area are applying responsible
labor standards, too, and in particular permitting the development
of free trade unions and collective bargaining.

So we will definitely want to make sure that the proposal will in
fact result in more jobs in the area. That is the purpose, but not on
an irresponsible sweatshop basis. I would put the emphasis on the
other side, Senator Bradley.

Senator BRADLEY. But the point is, in some of these islands the
typical thing is that you turn your agricultural land over to essen-
tially cash crops, then you export finished food goods at rather ex-

horbitant prices.
- Now, is there any way you can try to skew the investment incen-
tiv%s 80 you have a broader base labor-intensive development proc-

Secretary ENpERS. Well, with regard to agriculture, a great deal
of the area is underdeveloped already. I think it is a common expe-
rience in going to the islands to find that they have abandoned a
lot of their agricultural land and are not now using it. One of the
pu‘l;?oses of this initiative is to bring it back into use.

e are hopeful that as it does come back into use that that will
also stimulate crops for local consumption. Too many of these is-
lands are already too import-dependent. It is not obvious to us that
this is going to make it worse in the foodstuff case.
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Senator BrRaDLEY. I was not here when Senator Dole made his
initial comments, but I am told by staff that he made a nod in
favor of essentially targeted tax-sparing. Is that true?

The CHAIRMAN. No. )

Senator BRADLEY. If not, let me ask the question, then: What do
you think of——

The CHAIRMAN. We don't think much of it.

Senator BRADLEY. I know you don’t in Puerto Rico, but what do
you think of it as a part of the Caribbean Initiative—that if these
countries would lower their tax rates that you would get some
crﬁig’ on American taxes in exchange for the investment tax
credit?

Mr. LELAND. Senator, I think the investment. tax credit, we felt
in analyzing all the methods, is the most efficient. It is simple; it is
direct; they get it right away; we've had a way that it can be
passed-through back to the United States, a percentage.

Tax-sparing as such, which we have analysed as an incremental
value for what you would get in an increased investment, for what
the cost of it is, would not seem to be the way to get the types of
investment that we want. The 10-percent tax credit would be tar-
geted to doing it. The other would have to apply to everything, and
you would have to come up with all kinds of formulas; the world-
wide problem becomes an added problem.

Senator BRADLEY. But the point is you have looked at that and
rejected it?

Mr. LeLaND. Exactly.

The CHAIRMAN. That saves us rejecting it.

Well, again we would ask that your statement be made a part of
the record, and I assume that other members will have questions. I
am not certain of your schedule for the next 30 or 40 minutes.

Senator BRADLEY. Mr. Chairman, may I ask one more question? I
thought we were going to go for one mqre.

The CHAIRMAN. Well, we have some witnesses who have been
waiting about an hour.

Senator BRADLEY. All right.

Just to follow up on what Mr. Enders said, that we would seek
certain changes in the political or economic circumstances of the
named countries. Could I ask you what, specifically, were you refer-
ring to?_ How will we attempt to, say, promote the free enterprise
system in the Caribbean, if that’s your purpose?

Secretary ENDERs. It is not political changes, let me make clear,
Senator. But a question that we would have, for example, is: Is the
country pre ared to enter into a bilateral investment treaty with
the United States? What sort of a tax system is available for enter-
prises that might take advantage of the provisions of this law? Is
that tax system such so that the benefits that we would accord
could really be effective in the country? That kind of question.

So it’s not so much a question of converting them all to a partic-
ular kind of economic policy, rather it is lalyinig it out to them that
“We are prepared to offer these benefits only if you are prepared to
make the effort that would make them effective.”

Senator BRADLEY. So you are not giving any special consideration
to countries that heretofore have not adopted free market princi-

’
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ples but who would, in exchange for certain incentives, adopt those
free market principles?

Secretary ENDERS. This is not intended to come under the ques-
tion of, for example, public versus private ownership or enterprise
in those countries. I don’t mean to express any view on that, only,
the question is: Can there be a rational use of resources, and will
entrepreneurs be able to obtain credit for enterprises that would
respond to these benefits? In other words, we are not trying to tell
a country what kind of a pattern of ownership it could have.

Senator BRADLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Thank you very much. '

Ambassador MACDONALD. Mr. Chairman, if I could make just one
last statement, I think on behalf of all of us it is clear that we have
not been able to anticipate all of the conceivable problems that
nlllilght arise in connection wit a complex piece of legislation such as
this.

I would just note that we are more than willing to work with
your staff and with the staff of the other Senators on this commit-
htee toward resolving some of the matters that have been raised

ere.

The CHAIRMAN. Well, I would recommend that be done very
quickly. It seems to me there are a number of questions that have
been raised, good questions, and other areas that you may have ad-
dressed that we are not aware of. So maybe we could start meet-
ings with members of the committee staff and individual members’
staffs with the three departments. It might be very helpful.

Thank you.

Our next witness is Mr. David Rockefeller on behalf of the
United States/Jamaican Business Council, the Americas Society,
the Council for the Americas, and the CBI Coalition. He will be fol-
lowed by the Governor and the Resident Commissioner of Puerto
Rico, and Mr. Sam Segnar, chief operating officer Inter-North,
Omaha, Nebr., on behalf of the CBI Coalition and Caribbean/Cen-
tral American Action.

Mr. Rockefeller, we are very pleased to have you this morning.
We hope we haven’t kept you waiting too long. )

STATEMENT OF DAVID ROCKEFELLER, CHAIRMAN OF THE
AMERICAS SOCIETY; COCHAIRMAN OF THE U.S. BUSINESS COM-
MITTEE ON JAMAICA, AND THE CBI COALITION

Mr. RockereELLER. Thank you, Mr. Chairman.

I am appearing here in my capacity as chairman of the Americas
Society as well as the cochairman of both the U.S. Business Com-
mittee on Jamaica and the CBI Coalition. If I may, I would like to
saHust a few words about these groups to explain their interests.

e Americas Society was formed last year to pull together sev-
eral different groups long concerned with Latin America and the
Caribbean and to focus the private sector’s efforts in this area more
effectively and more efficiently.

The major component of the Americas Society_is the Council of
the Americas, at which I also-serve as chairman. This nongrofit as-
sociation by itself represents more than 200 U.S. companies*who to-
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gether have a substantial majority of U.S. private investment in
Latin America and the Caribbean.

The U.S. Business Committee on Jamaica was formed at the re-
quest of President Reagan about a year and a half ago to stimulate
U.S. investment in that nation and explore the best ways in which
the public and private sectors could work together to assist eco-
nomic redevelopment in Jamaica.

In addition to encouraging new foreign investments, our group
has focused very strongly on helping indigenous small- and
medium-sized companies. We are finding this to be a long-term
task, but we are encouraged by the results to date and by the fact
that in addition to a sister committee in Jamaica, which is also a
private sector group, there are now also sister private sector com-
.mittees in Venezuela, Canada, Germany, and the United Kingdom.
I think this is an interesting and, as far as I know, an unprecedent-
ed fact in relation to assistance from the private sector to a specific
country. ——

The CBI Coalition represents a broad range of not-for-profit
groups concerned with the Caribbean Basin which are convinced
that the Caribbean Basin Initiative is a critical step in strengthen-
ig(gl that region, and that of course is the purpose of our being here

ay.

It is because of my experience with each of these groups that I
am particularly pleased to have this opportunity to support the ad-
ministration’s Caribbean Basin Initiative Recovery Act. The Carib-
bean Basin Initiative responds directly and constructively to three
lessons that I feel I have learned in both my current endeavors in
the area and in prior endeavors as a banker and a private citizen.

The lessons are: First, the vitality of the some two dozen nations
govered by the CBI is very much in the best interests of the United

tates.

Second, the U.S. private sector can and should play a greater
role in assuring this vitality through trade, investment, and techni-
cal assistance; and,

Third, the U.S. private sector can only fulfill its potential with a
supportive public sector climate, both in terms of U.S. policies and
the policies of the host nations.

As the representatives of the administration have already point-
ed out today, the CBI seeks to recognize these lessons in three
straightforward ways: First, to encourage trade the CBI would
allow most exports from the region to enter the United States duty
free, and assist nations in the area to replace policies of import-sub-
stitution with free-trade policies; second, to encourage private
sector investment it would provide new tax credits to U.S. compa-
nies which were involved or which seek to be involved; and, finally,
to help prime the pump and to improve the investment climate,
the bill would call for a grant of an additional $350 million in
direct economic assistance to the region this year.

While these steps are simple and relatively modest in relation to
the need, they are of course not without some controversy. There
are those, for instance, who feel that these actions will be at the
expense of jobs and workers in the United States, and of course we
have heard that question raised this morning already. )
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I personally do not believe that there is much substance to these .
arguments. Even if the CBI exceeded all expectations in its impact,
it would involve a very minor amount of economic activity in com-
petition with the U.S. economy. Moreover, it would have very posi-
tive offshoots in terms of potentially lowered consumer prices on a
few goods and of a healthier market for U.S. exports, with some 42
million people the total population of the nations involved.

It is important that the collective self-interest of individual

oups in our country not be allowed to destroy the CBI as termites

o the foundations of a house. I think in this regard the introduc-
tory comments which I have just read of Secretary Shultz are very
important in telling that the impact on our economy is likely to be
very small indeed.

Others in this country have problems with tax incentives pro-
posed, seeing them other than adequate or as overly generous. For
my own part, of course, I would prefer some form of tax sparing to
the presently proposed tax credits. I don’t happen to agree with the
Treasury Department’s analysis of that. I think probably the best
would be to have both tax credits and tax sparing, but I personally
think that tax sparing would be a very beneficial thing and a very
proper and fair thing to introduce. I understand that you will hear
more later on this subject, which is a rather complex one, from a
representative of Arthur Andersen. I hope you will have a chance
to listen to that, because it is a highly technical but I think an im-
portant question.

The fundamental question, of course, is putting in place a mecha-
nism that will work and work with maximum efficiency. And this
may well require some trial and error overtime. I myself will be
glad to respond to questions on this issue, and I’'m sure that some
orm of tax benefit would be helpful in stimulating investments.

Still other critics have problems with the aid component, con-
cluding again that it is either inadequate or in some cases too
much, so that it is badly targeted. I would be the last to say that
the United States has the perfect formula for distributing aid, espe-
cially in a way to encourage private investment, but I am firmly
convinced tha the level of our aid in the Caribbean Basin and else-
where is far below what it should be and that we are increasingly
- sophisticated in the application of the aid which is being given out
both in the interests of the recipients and the United States.

I am also absolutely sure of one fact, namely that private invest-
ment in the Caribbean will only come with the prior strengthenin
of public sector infrastructure through bilateral and multilater.
assistance. The $350 million Iroposed in the bill seems to me to be
an absolute minimum spread across all the nations concerned, es-
pecially since only a minor portion of the total will in fact go for
infrastructure; the bulk will go to alleviate severe balance-of-pay-
ments problems. '

Finally, some critics voice concerns that efforts to help the Carib-
bean Basin will be viewed as unfair competition by the rest of
Latin America and by Puerto Rico and the Vixt'_gin Islands. In cer-
tain instances these concerns are perhaps justified. But steps have
been proposed, and they are being taken, I believe, to alleviate
those possible dangers. I do not believe these concerns in this con-
text constitute a valid reason to abandon the CBI, which in itself

11-310 0-—-82~-17
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does not threaten other areas. On the contrary, it should challenge
us to expand the CBI concept in the future and create a more com-
prehensive trade, investment, and assistance policy for all of the
- Caribbean and Latin America nations including the Common-
wealth of Puerto Rico and the Virgin Islands.

The fact is that CBI is a first step and only a first step. It is im-
possible to determine now exactly what shape its footprint will be
in the future. It should not, however, be diminished in importance
because it is a first step, rather it is something like man’s first step
on the surface of the Moon—properly enacted and monitored, the
CBI can open up for us and our southern neighbors exciting new
vistas of mutual cooperation and economic well-being.

It is very sad that despite decades of effort the United States still
lacks a comprehensive development policy toward Latin America
andhtl'lne Caribbean, and for that matter toward the Third World as
a whole.

We now have before us a wonderful opportunity, it seems to me,
to begin to force and forge such a policy in a new framework which
places emphasis on a proper balance between the respective roles
of the public and private sectors. CBI cannot be all things to all
people, nor does it pretend to be; but it can be a vital and substan-
tiveé point of departure. The stakes are high for our many friends
in the Caribbean who have put their faith in our help. The stakes
are high for us in terms of our position and that of other critical
regions of the world. -

e long have argued the case for democracy and free enterprise
in the Caribbean and Latin America as a solid antidote to the
empty rhetoric of totalitarianism as preached by Castro. Now, it
seems to me, is the time to add further substance to our own words
and strengthen lasting models of just what we mean.

For all these reasons, I and the members of the organizations
.that I represent urge you and ¥our colleagues to move expeditious-
ly to set the Caribbean Basin Initiative into action. This is an op-
portunity that if missed will not soon return, if at all. Positive
action such as that proposed by CBI, on the other hand, can set in
motion a process that will benefit the hemisphere and our own
Nation for decades to come. ,

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mr. Rockefeller. We will
hope to complete hearings on this proposal this week. We are
trying to schedule another hearing on Friday, following the action
on the revenue increase and spending reduction proposal.

I must go next door to a tuition tax credit meeting, but Senator
Chafee will chair the hearings. We appreciate very much your tes-
timony. I hope I will be back in time to hear the Governor and the
Commissioner and the other witnesses, including Sam Segnar.
Thank you very much.

Just as an aside, in your old line of work, are you as optimistic
on interest rates? 1 was just handed a wire copy that said the
prime is down to 15 percent, and even some indication that there
may be a further drop. Do you have any inside information you
could pass on just privately to this group? [Laughter.]

Mr. RockerFieLLER. I'm afraid I no longer have any inside infor-
mation. I think that it looks a little bit encouraging that interest
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rates might continue a somewhat downward trend the rest of this
year, but I would think it would be unduly optimistic to expect
that they are going to remain down or go to levels that we have
been familiar with in the past, at least until we have been-able to
deal with inflation and also in balancing the Federal deficit.

The CHAIRMAN. Well, we think we have helped that along with
our Finance Committee bill and with Senate action on that. I hope
you agree.

Mr. RockereLLER. Well, I think it's better to have $114 billion
- than $180 billion, but I think substantially below $100 billion
would be a lot better.

The CHAIRMAN. I'll be back.

Mr. RockerFeLLER. Thank you.

Senator CHAFEE. What we'll do is do the questioning of Mr,
Rockefeller and then proceed with the Governor and Mr. Corrado’s
testimony.

Mr. Rockefeller, I think it's important that we reiterate the point
that you made that this is really a very small area as far as affect-
ing our total imports. I would like to quote from the statistics that.
Mr. Shultz gave. He said: ) -

The combined GNP of the Caribbean Basin countries amounts to less than 2 per-
cent—less than 2 percent of the U.S. GNP. Our imports from there are less than 4
percent of our total worldwide imports, thus our total imports from there are 4 per-
cent of our total imports, and those imports that would be affected by this are at
present less than one-half of 1 percent of our total imports.

So I just don’t think it is going to cause the mammoth disloca-
tions in our Nation’s economy that some seem to suggest. And I
agree with you, I would hope we could move right along with this.

Senator Byrd?

Senator Byrp. Thank you, Mr. Chairman.

Mr. Rockefeller, I was interested in your comment on the need to
get to a balanced budget and eliminate these huge deficits. I must
say I'm greatlf' alarmed at the magnitude of these deficits. To me
they are unbelievable, totally unbelievable. This country will have
for 3 consecutive years, maybe 4 consecutive years, deficits exceed-
ing $100 billion. I thought your appraisal in your reply to Senator
Dole was accurate. I don’t see how the interest rates can come
down significantly over a long period of time with these deficits
being as they are.

Let me ask you this about this particular legislation: Would you
have any problem if the committee were to write into the legisla-
tion the elimination of Cuba and Nicaragua as beneficiaries?

Mr. RockerELLER. I would think that the legislation as it is pres-
ently drawn, from what I understand, would effectively preclude
any in %oing to either of those countries. Whether we would be
better off to specifically mention them by name, I am not so sure,
It seems to me unlikely that the Government of Cuba is going to
change in the near future. I sort of like to feel that there is a possi-
bility of some modification in the program of Nicaragua. If that
were the case, it would be too bad to have them written out perma-
nently. In other words, if we could find some way of bringing about
a change to cause them to give more support to the private sector
than they have, I would like to see the door left open to that. But
at the present time I would think it would be inappropriate.
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Senator Byrp. Of course, if there were a change in Nicaragua
the administration could always come back to the Congress an
seek to change the legislation as might be enacted this year.

Mr. RockEFELLER. It might take a little time to do, though.

Senator BYrD. Well, Congress can act fast if it is necessary to do
?o. But, I agree with you, generally speaking it doesn’t act very
ast. S R - .

Thank you.

Senator CHAFEE. Mr. Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman.

Mr. Rockefeller, I wish first of all to commend you for the role
which you have played through your various organizations such as
the United States/Jamaican Business Council, the America Soci-
ety, the Council for the Americas, and the CBI Coalition. Frequent-
ly, I think, more than Government officials, businessmen and those
in the private sector can be effective in bringing about a climate
which would be necessary for an initiative such as the CBI to suc-
ceed. I commend c{ou for it. I'm sure that those of Puerto Rico and
the Virgin Islands sometimes wish they had champions such as
yourself. I might say even Hawaii would be happy to have a cham-
pion such as yourself. Because of the way the proposal is made,
unless the safeguards are definitely installed, Puerto Rico, the
Virgin Islands, and Hawaii, tpo, stand to suffer and perhaps even
witness the passing of major agricultural businesses in the respec-
tive areas.

My question to you is, Will your organizations take into consider-
ation and support those safeguards which we believe ought to be
installed for the areas in our domestic industries.

Mr. RoCKEFELLER. I don’t know that I would want to make such
a blanket statement, in that I don’t know just what you might be
proposing, but certainly all of our committees are very mindful of
the important role that Hawaii and Puerto Rico and the Virgin Is-
lands play in our whole economy. and we want to see them remain
very healthy. I think it is significant that as far as the U.S. busi-
ness community in Jamaica is concerned, we have a very impor-
tant group from Puerto Rico, and we have discussed this at length
with the Governor. I think that the program in Jamaica is being
pursued and recommended in the closest coordination with Puerto
Rico. The Governor may want to comment on that later on.

We haven’t had as much to do with Hawaii, merely because it is
farther away, butwecertainly would want to see any legislation
fair to Hawaii as it would be to the United States in general. One
would have to measure the impact of any particular aspect of the
legislation in terms of the overall benefit to the country as a whole
as compared to possible hurt to any specific group.

Senator MATSUNAGA. In summarizing your understanding of the
CBI, you spoke of the proposed $350 million in direct assistance. Do
you happen to know how that $350 million is proposed to be spent?

Mr. RockereLLER. Well, my understanding is that most of it
would be for balance of payment assistance rather than for infra-
structure; and, based on the experience we have had in Jamaica,
that seems to me to be a reasonable thing and would undoubtedly
be helpful to the countries involved, because without that kind of

-
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balance-of-payments assistance they are not going to be able to de-
velop their industries and hence increase their exports.

In Jamaica this is dramatically true. For example, they have not
been able to do anything to help improve their hotels, which were
8o vital to the tourist industry, because they didn’t have the for-
eign exchange to import the necessary materials. I think this can
be very helpful. B

Senator CHAFEE. Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman. ,
Mr. Rockefeller, to some degree there are different interests here
in this initiative. On the one hand American businesses will do a
little better, to the degree that there are tax concessions; second,
ideally people in these countries will do a little better because their
economic benefits; third, arguably, our national security is en-
hanced. And to some degree there the three parts of this initiative,
that is, the tax concessions, the trade barrier reductions, and the
- direct aid, serve those various interests. The three parts of the pro-
gram, though, could be changed to tilt toward one of the interests
rather than the other; that is, if this is entirely a tax concession
initiative, I suppose it would help American business greater than

if it were not entirely a tax concession initiative.

My question to you is: Would you change in any way the mix of
tax concessions, trade barrier reductions, and direct aid, from the
point of view of our national security, only? N

Mr. ROCKEFELLER. My feeling is that all three are necessary, and
that in terms of an initial incentive to business to invest more in
that part of the world, the tax incentives may be the least impor-
tant. I say that simply because for a business to invest in a foreign
country, or indeed at home, but particularly in a foreign country,
the first thing they look to is political and economic stability, the
climate for investment, and the likely prospects for a return—not
only in 1 year but over a period of time. And the economic condi-
tions in many of these Caribbean countries has been very poor.
Tha;lt' certainly is the case in Jamaica, that I am most familiar
with.

The deterioration that took place in Jamaica during the 8 years
prior to Prime Minister Sayaga’s coming as Prime Minister was
such that you couldn’t turn that around in a short space of time.

Senator Baucus. I understand that, and I think from a business
point of view that is probably correct; even from the point of view
of American national security that is probably correct, too. But
what guarantee do we have that these forms of aid will get to the
people more efficiently or to a greater degree than other forms of
U.S. aid in the past? I mean, we all like to think that it will; but
how do we know that it will?

Mr. RockEFELLER. I don’t suppose there is any absolute guaran-
tee, but I would hope that those administering the program would
make available funds to those countries under conditions that they
felt would be likely to create the kind of climate that is needed.
Certainly that is true in the aid being given to Jamaica.

Senator Baucus. You say you ‘“hope that that’s the case.” Is
there anything in this initiative that makes that the case? Are
there these conditions?
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Mr. RockereLLER. I think that the Government at the present
time is very well informed on what is going on in all of these coun-
tries. My experience has been that their understanding of both the
needs of the country and of business needs for investment is good.
Certainly, again referring to Jamaica, the cooperation between the
U.S. Government, the private sector here, and the private sector of
other countries has been excellent. So I think the prospects for ef-
fective utilization of these funds at the present time is the best it's
been for a long time. : -

Senator Baucus. Do you think that the aid should be conditioned
upon those conditions? That is, should we condition some of this
aid more directly on whether it gets to the lower levels?

Mr. RockereLLER. It would be according to how you would de-
scribe those conditions. I think the important thing is to make sure
that the peo(FIe who are administering the program understand the
problem and the needs, and are sympathetic with it and are going
to do it well. I think the more restrictive lanﬁua%e you have, it
sometimes is counterproductive. I am not sure that I quite envision
a language that would be beneficial in making certain that it is
spent the best way.

Senator Baucus. But do you think we should push in that direc-
tion? That is my question.

Mr. ROCKEFELLER. Surely.

Senator BAaucus. Thank you. .

Senator CHAFEE. Mr. Rockefeller, in your testimony you men-
tioned that you supported the investment tax credits, but you also
regretted, as I understood your testimony, that the administration
had not asked for tax-sparing.

Tax-sparing, I assume, is requiring the Caribbean nation to take
some form of reduction in its taxes in order to be eligible for the
tax credit to count for the American investors. Is that what tax-
sparing means, as you use it? )

Mr. KEFELLER. No, Senator Chafee. It’s quite a separate thing.
It li: a technical question, and yet its basic concept is not that diffi-
cult.

Our country has been trying to encourage nations to pass legisla-
tion which would encourage foreign investment, thereby improving
the investment climate. And one of the things that they have done
in many cases is to say—and of course, Puerto Rico has done this.
They have said we will give a tax reduction to a company coming
in to make an investment over a period of time, a reduction in
their income taxues so as to give them an incentive to make the in-
vestment. But at the present time if a foreign country does that
and as a result the earnings of the investor are increased, when
those earnings are returned to the United States the U.S. Treasury
taxes the increased earnings so that the benefit accrues to the
Treasury and is taken away from the foreign country. In other
words, in a way it is kind of a reverse subsidy. We are asking the
foreign country to give concessions which benefit the U.S. Treas-
ury. This seems to me to be inequitable and contrary to the best
interests of encoura,pi;ing foreign investment.

Tax-sparing simply means that.the Treasury would recognize
these benefits given by a foreign currency and would allow those
funds to flow through to the parent without U.S. tax.
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Senator CHAFEE. All right, fine. Thank you.
Any other questions, gentlemen?
No response.]
nator CHAFEE. Thank you very much, Mr. Rockefeller. We ap-
preciate your comin%hand as always you have been constructive.
Mr. ROoCKEFELLER. Thank you.

PREPARED STATEMENT OF DAVID ROCKEFELLER

Mr. Chairman, my. name is David Rockefeller, and I am appearing here in my
cagacity as chairman of The Americas Society, as well as a co-chairman of both the
U.S. Business Committee on Jamaica and the new CBI Coalition.

Perhaps I should say a word about these groups.

The Americas Society was formed last year to pull together several different
groups long-eoncerned with Latin America and the Caribbean, and to focus the pri-
vate sector's efforts in this area more efficiently and effectively. A major component
of The Americas Society is the Council of the Americas, of which I also serve as
chairman. This non-profit association by itself represents more than 200 U.S. compa-
nies who together have a substantial majority of U.S. private investment in Latin
America and the Caribbean. .

The U.S. Business Committee on Jamaica was formed at the request of President
Reagan to stimulate U.S. investment in that nation and explore the best we?s in
which the public and private sectors could work together to assist economic redevel-
opment in Jamaica. In addition to encouraging new investment, our group has fo-
cused very strongly on helping indigenous small and medium-sized companies. We
are finding this to be a long-term task, but we are encouraged by the results to date
and by the fact that—in addition to a sister committee in Jamaica—there now are
also sister committees in Venezuela, Canada, Germany and the United Kingdom.

The CBI Coalition represents a broad range of not-for-profit groups concerned
with the Caribbean Basin which are convinced that the Caribbean Basin Initiative
is a critical step in strengthening that region.

It is because of my experience with each of these groups that I am particularly
Egeased to have this opportunity to support the Administration’s Caribbean Basin

onomic Recovery Act. The Caribbean Basin Initiative responds directly and con-
structively to three lessions I have learned in both my current endeavors in the
area and in prior endeavors as a banker and a private citizen. These lessons are:
first, the vitality of the some two dozen nations covered by the CBI is very much in
the best interest of the United States; second, the U.S. private sector can and should
play a greater role in assuring this vitality through trade, investment and technical
assistance; and third, the U.S. private sector can only fulfill its potential within a
supportive public sector climate, in terms both of U.S. policies and the policies of
the host nations.

- As the representatives of the Administration have rgointed out today, the CBI
- seeks to recanize these lessons in three straightforward ways. To encourage trade,

the CBI would allow most exports from the region to enter the U.S, duty-free, and
assist nations in the area to replace policies of import substitution with free trade
Boliciee. To encourage private sector investment, it would provide new tax credits to

.S. companies which are involved or seek to be involved. To help improve the in-
vestment climate, it would grant an additional $350 million in direct economic as-
sistance to the region this year.

While these steps are simple and relatively modest, they are not without contro-
versy.

There are those, for instance, who feel these actions will be at the expense of jobs
and workers in the U.S. I personally do not believe there is much substance to these
arguments. Even if the CBI exceeded all expectations in its impact, it would involve
. a very minor amount of economic activity in competition with the U.S. Moreover, it
would have very positive offshoots in terms of potentially lower consumer prices on
a few goods and of healthier markets for U.S. exports to some 42 million people—
the total population of the nations involved. It is important that the collective self-
interest of individual groups not be allowed to destroy the CBI as termites do the
foundation of a house.

Others have problems with the tax incentives pro —seeing them either as in-
adequate or as overly dgenerous. For my own part, | would prefer some form of tar-
getted tax-sparing, and I understand that you will hear later on this subject from a
representative of Arthur Andersen. The fundamental question, of course, is putting
in place a mechanism that will with maximum efficiency. This may well inquire
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some trial and error over time. I myself will be gald to respond to questions on this

issue.

Still others have problems with the aid component—concluding, again, that it is
either inadequate or too much, or that it is badly targetted. I would be the last to
say that the U.S. has the perfect formula for distributing aid—especially in a way to
encourage private investment—but I am firmly convinced that our aid in the Carib-
bean Basin and elsewhere is far below what it should be and that we are increasing-
ly sophisticated in the use of aid in the interests of both recipients and the U.S. ]
also am absolutely sure of one fact—private investment in the Caribbean will only
come with the prior strengthening of public sector infrastructure through bilateral
and multilateral assistance. The proposed amount in the bill seems to me to be an
absolute minimum when spread across all the nations concerned, especially since
only a minor portion of the $350 million addition will in fact go for infrastructure.
The bulk will go to alleviate severe balance of payments problems. -

Finally, some voice concerns that efforts to help the Caribbean Basin will be
viewed as unfair competition by the rest of Latin America, and by Puerto Rico and
the Virgin Islands. In certain instances, these concerns are justified, but steps have
been proposed and are being taken to alleviate them. I do not believe these concerns
in this context constitute a valid reason to abondon the CBI, which, in itself, does
not threaten other areas. On the contrary, it should challenge us to add to the CBI
in the future and create a more comprehensive trade, investment and assistance
policy for all of the Caribbean and Latin America, including the Commonwealth of
Puerto Rico and the Virgin Islands.

The fact is that CBI is a first step--and only a first step—and it is impossible to
determine now exactly what shape its footprint will be in the future. It should not,
however, be diminished in importance because it is a first step. Rather, it is some-
thing like man’s first step on the surface of the moon. Proverly enacted and moni-
tored, the CBI can open up for us and our southern neighbors exciting new vistas of
mutual cooperation and economic well-being: :

It is very sad that—despite decades of effort—the U.S. still lacks a comprehensive
development policy toward Latin America, the Caribbean, and the so-called Third
World as a whole. We now have before us a wonderful opportunity to begin to forge
such a policy in a new framework which places proper emphasis on the respective
roles of the private and public sectors. The CBI cannot be all things to all people,
nor does it pretend to be, but it can be a vital and substantive point of departure.
The stakes are high for our many friends in the Caribbean who have put their faith
in our help. The stakes are high for us in terms of our position and other critical
regions of the world. -

e long have argued the case for democracy and free enterprise in the Caribbean
and Latin America as a solid antidote to the empty rhetoric of totalitarianism and
Castro. Now is the time to add further substance to our own words and strengthen
lasting models of just what we mean.

For all these reasons, I and the members of the organizations I represent urge you
and your colleagues to move expeditiously to set the Caribbean Basin Initiative into
action. This is an opportunity that, if missed, will not return soon, if at all. Positive
action, on the other hand, can only set in motion a process that will benefit the
Hemisphere—and our own nation—for decades to come:

Senator CHAFEE. Governor Romero, you have a statement. We
welcome you here. We have the statement before us. If you wish to
deliver it or to summarize it, that's entirely up to you; but certain-
ly it will go into the record.

Governor RoMERO-BARCELO. Thank you, sir.

Mr. Chairman, I would like to deliver my statement.

Senator CHAFEE. All right. Why don’t you proceed.

STATEMENT OF HON. CARLOS ROMERO-BARCELO, GOVERNOR
OF PUERTO RICO

Governor ROMERO-BARCELO. Mr. Chairman and members of the
cogmmittee, the President’s proposed Caribbean Basin Economic Re-
covery Act is a bill in which I have taken great interest because its
purpose is to implement an initiative which I am convinced can be
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of great benefit to Puerto Rico, to our Nation, and to our Nation’s
neighbors in the Caribbean area.

During 1981, my administration worked very closely with the
Federal administration in formulating the program which the
President make Xublic on Februag/ 24, 1982, 1n an address to the
Organization of American States. Subsequently I have collaborated
frequently with the White House and the Department of State in
explaining and advocating the Caribbean Basin Initiative in a vari-
ety of forums, including several meetings with heads of govern-
ment or foreign ministers from nations located in the Caribbean
region. In addition, government officials from Puerto Rico have
traveled to such nations as Jamaica and Dominica, with State De-
partment support, to move ahead on cooperative ventures which
we ourselves had already been qursuing, and we are now undergo-
ing one of those ventures with Jamaica. ;

enate bill 2237 does, however, posé some potential problems for
Puerto Rico, problems which could arise from increased foreign
competition, particularly in the rum and tuna industries, and
which must be addressed in order to prevent granting unfair com-
petitive advantages to others at serious cost and injury to our-
selves. Nevertheless, I am satisfied that once the tuna and rum dif-
ficulties have been addressed the bill will offer our island an array
of exciting new opportunities which will more than offset any other
- difficulties it might cause. Especially noteworthy among the oppor-
tunities are those pertaining to Puerto Rico’s anticipated role as a
key instrument in the actual implementation of several important
aspects of the initiative. The reason I underscore the tuna and the
rum industries is because of the environmental aspects of those in-
dustries; we are required to meet them in Puerto Rico, but other
countries would not be required to meet them, and they would be
polluting the Caribbean waters at the same -time they were being
given incentives—plus the fact that in the fishing industry we are
also not allowed to use foreign vessels, though they would have the
advantage of using foreign vessels and foreign crews at a much
lox:_t:x; rates of pay, and these are the aspects of really unfair com-
petition.

In addressing you today, however, I must report that during the
past month a dark shadow has fallen across the entire spectrum of

hilosophical principles which form the basis for the Caribbean

asin Economic Recovery Act. Castin? that shadow is the Tax
Equity and Fiscal Responsibility Act of 1982, also known as H.R.
4961, which was approved by this committee on July 2, by the full
Senate on July 23, and which this week is scheduled for considera-
tion in the House/Senate conference committee.

Consequently, in the few minutes available to me at this hearin
I must forego detailed comment on S. 2237 and concentrate instea
(}?Rth‘ieQ t;allarming implications of language currently contained in

The commendable goal of S. 2237 is to increase Caribbean Basin
stability by fostering social progress, private sector economic devel-
opment, and the establishment and/or strengthening of democratic
institutions of government.

Nowhere in the Caribbean Basin are social progress, private
sector economic development, and democratic institutions of gov-
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ernment more firmly rooted that in Puerto Rico, a community of
3.2 million American citizens. Moreover, because such a large per-
centage of Puerto Rico’s development in all of these areas has oc-
curred during just the past four decades, the people of our island
are uniquely equipped to serve as a conduit for Federal assistance
to our Caribbean neighbors.

We have much in common with our neighbors in terms of lan-
guage, culture, climate, topography, and history, and we can speak

vom individual and collective experience in sharing with them suc-
cessful techniques and strategies as well as in helping them to
avoid mistakes.

The modernization and industrialization of Puerto Rico, a society
which only four decades ago was as poor and as underdeveloped as
some of the most disadvantaged Caribbean islands and nations are
today, has been accomplished with the aid of Federal incentives
that are similar to those proposed under S. 2237.

Let me just add here that 40 to 50 years ago Puerto Rico was
known as the Caribbean poorhouse, and those who have visited
Puerto Rico will find it almost impossible to imagine. We were
poorer than the Dominican Republic, poorer than Jamaica, rer
than Haiti. The disease, the undernourishment, the lack of health
facilities—40 to 50 &ears ago in Puerto Rico were just incredible.

Senator CHAFEE. What was your population 40 years ago? Do you
know—roughly?

Governor ROMERO-BARCELO. Forty years ago? Forty years ago it
was a little under 2 million people.

In 1940 Puerto Ricans endured an average life expectancy of
about 46 years. Common denominators of everyday life included
poverty, illiteracy, disease, and despair.

In 1982 problems persist, as must be expected on an island which
has no income from mineral resources and which must cope with a
population density of almost 1,000 persons per square mile, which
is 15 times greater than the U.S. national average. It is the equiva-
lent to putting the population of the 1970 census of the whole
world within the confines of the United States. That would be
about the density of the population in Puerto Rico.

Yet, in 1982 Puerto Ricans have achieved an average life exBec-
tancy of 74 years of age, which is actually greater than the S.
national average; and 1 out of 24 Puerto Ricans is enrolled in an
institution of higher learning, a figure which actually exceeds the
national average on a per capita basis. Once known as the Poor-
house of the Caribbean, Puerto Rico—together with Martinique,
Guadaloupe, and the U.S Virgin Islands—now possesses the high-
est standards of living south of the Rio Grande. '

In a very real sense, then, Puerto Rico has been a remarkabl
- sucressful laboratory for precisely the kind of development whic
the Caribbean Basin Initiative seeks to bring about in foreign
lands; and, consequently, our island can be, as Federal officials
have recognized, a resource, a valuable resource, in making the
Caribbean Basin Initiative a success. Qur example can serve as a
source of inspiration, and our accumulated experience and exper-
tise can serve as a source of education and training.

Our own desire to contribute in this regard is predicated in part
upon our interest in helping others, by aiding the Nation in a
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worthy cause. But it is also based upon the firm conviction that a
more prosperous and stable Caribbean will be of direct benefit to
Puerto Rico and to the national interest in terms of commerce,
service industries, joint manufacturing enterprises, and tourism.

Also of great significance in the context of the Caribbean Basin
Initiative is Puerto Rico’s value as a symbol. In consistently sup-
gorting our island’s drive for economic development, the United

tates since World War II has demonstrated genuine concern for
its Caribbean citizens. This policy, therefore, lends credibility to
the Federal Government’s more recently announced intention to
begin demonstrating increased concern for the progress of other
Caribbean basin peoples. )

All of which brings us to the tax bill, H.R. 4961.

Until such time as residents of Puerto Rico acquire the full Fed-
eral political participation to which our American citizenship
should entitle us, accompanied by appropriate transition measures
to phase us into the Federal fiscal system, Puerto Rico will contin-
ue to need investment incentives such as, or similar to, those con-
tained in section 936 of the Internal Revenue Code.

Just to give a brief historical perspective of section 936, the
reason why there is no tax in Puerto Rico is because we have no
representation and we have no vote in national elections. This is
based on the principle of “No taxation without representation.”

As Mr. Rockefeller testified here, one of the first things that any
investor takes into account before he makes an investment is how
secure is the investment, how stable is the economy, how stable is
the area where they are going to invest? And Puerto Rico, even
though it is recognized as being very politically stable and having a
stable economy, yet the fact that it is not a State still gives a doubt
as to what will happen in the future. So it means the additional
incentives now as a territory that it would not need as a State.

To the extent that some corporations may have violated the
letter or spirit of section 936, we fully support measures aimed at
closing loopholes and terminating abuses. And indeed, both
through changes in our local regulations and through discussions
with the U.S. Department of the Treasury concerning administra-
tive changes, we have cooperated completely in that regard.

We likewise acknowledge the urgency of reducing Federal budget
deficits and are %repared to do our share to achieve that goal, as in
fact we already have, since the Federal spending cutbacks of 1981
and 1982 have affected Puerto Rico far more severely than any
State of the Nation on a per capita basis, even though Federal
spending in Puerto Rico was lower, on a per capita basis, than in
any State, even before the cutbacks began last year. :

ut the possessions’ credit limitation contained in H.R. 4961
would do much more than close possible loopholés and correct sus-
pected abuses. Its provisions are so drastic that its immediate effect
would be to start a reversal of two generations of industrial prog-
ress in Puerto Rico and severely reduce our ability to continue ad-
vancing toward socioeconomic equality with the rest of the Nation.

If not amended in House-Senate conference, the changes to sec-
tion 936 contained in the Tax Equity and Fiscal Responsibility Act
will both betray the eccnomic and social development o;gmrtuni-
tites of millions of American citizens in Puerto Rico and at the
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same time send an ominous message to people throughout the
hemisphere.

Confidence in the good faith of the United States has never been
abundant in the Caribbean and Latin America, and, notwithstand-
ing the merits of the U.S. position, the recent conflict in the Falk-
lands has if anything increased the traditional hemispheric suspi-
cions about the sincerity and depth of U.S. solidarity with its
neighbors. .

ar more disconcerting, however, would be the gutting of section
936—at the very moment that the United States proposes to enact
a long-term, wide-ranging Caribbean Basin development plan this
Nation would simultaneously be seriously and substantially reduc-
ing its economic development commitment to its own Caribbean
citizens.

"~ Just try to imagine, if you will, the signal this would send to
each and every island and nation in the Caribbean Basin. To begin
with, Puerto Rico would be so inundated with new and unwarrant-
ed economic hardships that we would no longer be able to play a
vital role in the implementation of the CBI; nor could any Puerto
Rican continue to support the program in the international arena,
because obviously the first question put to us by foreign leaders
would be, “How can you expect us to believe in this plan when the
United States is turning around at the very same moment and .
. abandoning its commitment to you?”’

And that, of course, is really the bottom line, as far as S. 2237 is
concerned. The pending tax bill would, if enacted in its current
form, strip S. 2237 of all credibility and convert the CBI into a
target of regional ridicule even before it gets off the ground.

There is already ample doubt in other lands about whether
Washington will follow through on the long-term corimitments im-
plied under the initiative, despite my own efforts and those of
other Federal, State, and local officials. But if the serious shortcom-
ings of H.R. 4961 are not corrected, then I am convinced that S.
2237 may in practical terms become dead letter even before it
emerges from committee.

So it is that I leave you today with a request for immediate
action on the part of the Senate conferees who will meet tomorrow
with Members of the House. I urge that the conference committee
accept the recommendations of the President and the Secretary of
the Treasury, and that the possessions’ credit limitation be lXuly
amended in accordance with the administration’s compromise pro-
posal, which has the support of the Government of Puerto Rico,
and which will permit our island to continue both its internal de-
veloll))ment and its external evolution as America’s gateway to the
Caribbean. _

I would like to add a conclusion to make sure you know that my
statements are not intended in any way or manner to be a threat
of withdrawing our support to the Caribbean Basin Initiative, as
has been interpreted in some sectors of the press.

Our statement is one of concern. I feel that if the tax bill is ap-
proved as it has already been approved in the Senate, regarding
section 936 to Puerto Rico, it would destroy the credibility of the
Nation’s willingness and desire to help in the Caribbean and Cen-
tral America, and it would say, “How can you expect us to believe
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that you are going to maintain your desire and support if they
have just pulled the rug from under your feet in Puerto Rico, and
your economic development is being affected by these tax measures
all gf a sudden, without your support, without consultation with
you?” . ‘

So, this is a grave concern that I have, and ] have expressed this
to Ambassador Kirkpatrick and to the State Department. I have
spoken at length, also, to the Assistant Secretary for Latin Ameri-
can Affairs, Tom Enders, and to the White House. I have no doubts
that in those conversations they shared very seriously our con-
cerns. ‘

Senator CHAFEE. Well, Governor, there is no question but what
your concern has been expressed. We will not argue with that.
Very ably expressed. I think what we might do now is to take the
statement of Commissioner Corrada or any comments that you
wish to make. Perhaps if you could summarize your statement be-
cause it is a little bit long and would take us quite a while. Could
you do that, Mr. Corrada?

[The prepared statement of Hon. Carlos Romero-Barcelo follows:]



106

STATEMENT OF THE
HONORABLE CARLOS ROMERO-BARCELO
GOVERNOR OF PUERTO RICO

MISTER CHAIRMAN AND MEMBERS OF THE COMMITTEE:

THE PRESIDENT'S PROPOSED CARIBBEAN BASIN ECONOMIC RECOWERY ACT IS A BILL
IN WHICH I HAVE TAKEN GREAT INTEREST, BECAUSE ITS PURPOSE IS TO IMPLEMENT AN
INITIATIVE WHICH I AM CONVINCED CAN BE OF GREAT BENEFIT TO PUERTO RICO, TO OUR
NATION, AND TO OUR NATION'S NEIGHBORS IN THE CARIBBEAN AREA.

DURING 1981, MY ADMINISTRATION WORKED CLOSELY WITH THE FEDERAL ADMINISTRATION
IN FORMULATING THE PROGRAM WHICH THE PRESIDENT MADE PUBLIC ON FEBRUARY 24, 1982,
IN AN ADDRESS TO THE ORGANIZATION OF AMERICAN STATES. SUBSEQUENTLY, I HAVE
COLLABORATED FREQUENTLY WITH THE WHITE HOUSE AND DEPARTMENT OF STATE IN EXPLAINING
AND ADVOCATING THE CARIBBEAN BASIN INITIATIVE IN A VARIETY OF FORUMS, INCLUDING
’ SEVERAL MEETINGS WITH HEADS OF GOVERNMENT OR FOREIQN MINISTERS FROM NATIONS LOCATED
IN THE CARIBBEAN REGION. IN ADDITION, GOVERNMENT OFFICIALS FROM PUERTO RICO HAVE
TRAVELIED TO SUCH NATIONS AS JAMAICA AND DOMINICA, WITH STATE DEPARTMENT SUPPORT,
TO MOVE AHEAD ON COOPERATIVE VENTURES WHICH WE OURSELVES HAD ALREADY BEEN PURSUING.

S$.2337 DOES POSE SOME POTENTTAL PROBLEMS FOR PUERTO RICO: PRCBLEMS WHICH
COULD ARISE FRCM INCREASED FOREIQN COMPETITION--PARTICULARLY IN THE RUM AND TUNA
INDUSTRIES--AND WHICH MUST BE ADDRESSED IN ORDER TO PREVENT GRANTING WNFAIR
QOMPETITIVE ADVANTAGES TO OTHERS AT SERIOUS OOST AND INJURY TO OURSELVES.
NEVERTHELESS, I AM SATISFIED THAT, ONCE THE TUNA AND RUM DIFFICULTIES HAVE BE.'EN
ADDRESSED, THE BILL WILL OFFER OUR ISLAND AN ARRAY OF EXCITING NEW OPPORTUNITIES
WHICH WILL MORE THAN OFFSET ANY OTHER DIFFICULTIES IT MIGHT CAUSE. ESPECIALLY
NOTEWORTHY AMONG THE OPPORTUNITIES ARE THOSE PERTAINING TO PUERTO RICO'S ANTICIPATED
ROLE AS A KEY INSTRUMENT IN THE ACTUAL IMPLEMENTATION OF SEVERAL IMPORTANT ASPECTS
OF THE INITIATIVE.

IN ADDRESSING YOU TODAY, HOWEVER, I MUST REPORT THAT, DURING THE PAST MONTH,
A DARK SHADOW HAS FALLEN ACROSS THE B‘I'I'IRE SPECTRUM OF PHILOSOPHICAL PRINCIPLES
WHICH FORM THE BASIS FOR THE CARIBBEAN BASIN EQONOMIC RECOVERY ACT. CASTING THAT

SHADOW IS THE TAX BQUITY AND FISCAL RESPONSIBILITY ACT OF 1982, ALSO KNCWN AS H.R.4961,
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WHICH WAS APPROVED BY THIS COMMITIEE ON JULY SECOND, BY THE FULL SENATE ON JULY
TWENTY-THIRD, AND WHICH THIS WEEK IS SCHEDULED FOR CONSIDERATICN BY A HOUSE-SENATE
CONFERENCE COMMITIEE.

CONSEQUENTLY, IN THE FEW MINUTES AVAILABLE TO ME AT THIS HEARING, I MUST
FORGD DETAILED COMMENT ON S.2337, AND CONCENTRATE INSTEAD ON THE ALARMING
IMPLICATIONS OF LANGUAGE CURRENTLY CONTAINED IN H.R.4961.

THE COMMENDABLE QDAL OF S.2337 IS TO INCREASE CARIBBEAN BASIN STABILITY
BY FOSTERING SOCIAL PROGRESS, PRIVATE SECTOR ECONOMIC DEVELOPMENT, AND THE
ESTABLISHMENT AND/OR STRENGTHENING OF DEMOCRATIC INSTITUTIONS OF GOVERNMENT.

NOWHERE IN THE CARIBBEAN BASIN ARE SOCIAL PROGRESS, PRIVATE SECTOR ECONOMIC
DEVELOPMENT, AND DEMOCRATIC INSTITUTIONS OF GOVERMENT MORE FIRMLY ROOTED THAN IN
PUERTO RICO, A COMMINTTY OF 3.2-MILLION AMERICAN CITIZENS. MOREOVEK, BECAUSE SUCH
A LARGE PERCENTAGE OF PUERTO RICO'S CEVELOPMENT IN ALL OF THESE AREAS HAS OCCURRED
DURING JUST THE PAST FOUR DECALES, THE PEOPLE OF OUR ISLAND ARE UNIQUELY EQUIPPED TO
SERVE AS A CONDUIT FOR FEDERAL ASSISTANCE TO OUR CARIBBEAN NEIGHBORS.

WE HAVE MUCH IN QOMMON WITH OUR NEIGHBORS, IN TERMS OF LANGUAGE, CULTUEE,
CLIMATE, TOPOGRAPHY, AND HISTORY; AND WE CAN SPEAK FROM INDIVIDUAL AND COLLECTIVE
EXPERIENCE IN SHARING WITH THEM SUCCESSFUL TECHNIQUES AND STRATEGIES, AS WELL AS
IN HELPING THEM TO AVOID MISTAKES.

THE MOCERNIZATION AND INDUSTRIALIZATICN OF PUERTO RICO--A SOCIETY WHICH ONLY
FOUR DECATES AGO WAS AS POOR AND AS UNTERDEVELOPED AS SOME OF THE MOST DISADVANTAGED
CARIBBEAN ISLANDS AND NATIONS ARE TODAY—HAS BEEN ACOOMPLISHED WITH THE AID OF
FEDERAL INCENTIVES THAT ARE SIMITAR TO THOSE PROPOSED UNTER S.2337.

IN 1940, PUERTO RICANS ENDURED AN AVERAGE LIFE EXPECTANCY OF ABOUT 46 YEARS.
COMMON TENOMINATORS OF EVERYDAY LIFE INCLUDED POVERTY, ILLITERACY, DISEASE, AND
CESPAIR,

IN 1982, PROBLEMS PERSIST, AS MUST BE EXPECTED ON AN ISLAND WHIGH HAS NO
INCOME FROM MINERAL RESOURCES, AND WHICH MUST COPE WITH A POPULATION CENSITY OF
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AIMOST ONE THOUSAND PERSONS PER SQUARE MILE, FIFTEEN TIMESGREATER THAN THE U. S.
NATIONAL AVERAGE.

YET IN 1982 PUERTO RICANS HAVE ACHIEVED AN AVERAGE LIFE EXPECTANCY OF 74
YEARS OF AGE, WHICH IS ACTUALLY GREATER THAN THE U. S. NATIONAL AVERAGE, AND ONE
our OF EVERY 24 PUERTO RICANS IS ENROLLED IN AN INSTITUTION OF HIGHER LEARNING,

A FIGURE WHICH ALSO EXCEEDS THE NATIONAL AVERAGE, ON A PER CAPITA BASIS. ONCE
KNOWN AS THE "POORHOUSE OF THE CARIBBEAN", PUERTO RICO--TOGETHER WITH MARTINIQUE,
GUADALOUPE, AND THE U. S. VIRGIN ISIANm-.-NGN POSSESSES THE HIGHEST STANDARD OF
LIVING SOUTH OF THE RIO GRANDE.

IN A VERY REAL SENSE, THEN, PUERTO RICO HAS BEEN A REMARKABLY SUCCESSFUL
LABORATORY FOR PRECISELY THE KIND OF DEVELOPMENT WHICH THE CARIBBEAN BASIN
INITIATIVE SEEKS TO BRING ABOUT IN FOREIGN LANDS. AND CONSEQUENTLY, OUR ISLAND
CAN BE, AS FEDERAL OFFICIALS HAVE RECONIZED, A RESOURCE--A VALUABLE RESOURCE——

IN MAKING THE CARIBBEAN BASIN INITIATIVE A SUCCESS. OUR EXAMPLE CAN SERVE AS A
SOURCE OF INSPIRATION, AND OUR ACCUMULATED EXPERIENCE AND EXPERTISE CAN SERVE AS
A SOURCE OF EDUCATION AND TRAINING.

OUR OWN DESIRE TO OONTRIBUTE IN THIS REGARD IS PREDICATED IN PART UPCN OUR
INTEREST IN HELPING OTHERS, BY AIDING THE NATION IN ANmR'IHY CAUSE. BUT IT IS
" ALSO BASED UPON THE FIRM OONVICTICON THAT A MORE PROSPEROUS AND STABLE CARIBBEAN
WILL BE OF DIRECT BENEFIT TO PUERTO RIOO AND TO THE NATICNAL INTEREST, IN TERMS OF
OOMMERCE, SERVICE INDUSTRIES, JOINT MANUFACTURING ENTERPRISES, AND TOURISM.

ALSO OF GREAT SIGNIFICANCE, IN THE CONTEXT OF THE CARIBBEAN BASIN INITIATIVE,
IS PUERTO RICO'S VALUE AS A SYMBOL: IN QONSISTENTLY SUPPORTING OUR ISLAND'S DRIVE
FOR ECONOMIC DEVELOPMENT, THE WNITED STATES SINCE WORLD WAR TWO HAS DEMONSTRATED
GINUINE OONCERN FOR ITS OWN CARIBBEAN CITIZENS., THIS POLICY THEREFORE LENDS
CREDIBILITY TO THE FEDERAL GOVERNMENT'S MORE RECENTLY ANNOUNCED INTENTION TO BEGIN
CEMONSTRATING INCREASED OONCERN FOR THE PROGRESS OF OTHER CARIBBEAN BASIN PEOPLES,

ALL OF WHICH BRINGS US TO H.R.4961.
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UNTIL SUGHL.TIME AS RESIDENTS OF PUERTO RICO ACQUIRE THE FULL FEDERAL
POLITICAL pm:crprrw,;m\wg_r_giﬂ‘omz_ AMERICAN CITIZENSHIP SHOULD ENTITIE US,
ACOQMPANTED BY APPROPRIATE TRANSITION MEASURES TO PHASE US INTO THE FEDERAL
FISCAL SYSTEM, PUERTO RICO WILL CONTINUE TO NEED INVESTMENT INCENTIVES SUCH
25, OR STMILAR TO, THOSE CCNTAINED IN SECTION 936 OF THE INTERNAL REVENUE CODE.

TO THE EXTENT THAT SOME CORPORATIONS MAY HAVE VIOLATED THE LETTER OR
SPIRIT OF SECTION 936, WE FULLY SUPPORT MEASURES AIMED AT CLOSING LOOPHOLES
AND TERMINATING ABUSES. AND INDEED, BOTH THROUGH CHANGES IN OUR LOCAL
REGULATIONS AND THROUGH DISCUSSICNS WITH THE U.S. DEPARTMENT OF THE TREASURY
CONCERVING ADMINISTRATIVE CHANGES, WE HAVE COOPERATED COMPLETELY IN THAT REGARD.

WE LIKEWISE ACKNOWLEDGE THE URGENCY OF REDUCING FEDERAL BUDGET DEFICITS,
AND ARE PREPARED TO DO OUR SHARE TO ACHIEVE THAT GOAL, AS IN FACT WE ALREADY
HAVE, SINCE THE FEDERAL SPENDING CUTBACKS OF 1981 AND 1982 HAVE AFFECTED PUERTO
RICO FAR MORE SEVERELY THAN ANY STATE OF THE NATION, Ol A PER CAPITA BASIS, EVIN
THOUGH FEDERAL ‘SPENDING IN PUERTO RICO WAS LOWER, ON A PER CAPITA BASIS, THAN IN
ANY STATE, EVEN BEFORE THE CUTBACKS BEGAN LAST YEAR.

BUT THE POSSESSIONS CREDIT LIMITATION, CONTADNED IN H.R. 4961, WOULD DO
MOCH MORE THAN CLOSE POSSIBLE. LOOPHOLES AND CORRECT SUSPECTED ABUSES. ITS
PROVISIONS ARE SO DRASTIC THAT ITS IMMEDIATE EFFECT WOULD BE TO START A REVERSAL
OF TWO GENERATIONS OF INDUSTRIAL PROGRESS IN PUERTO RICO, AND SEVERELY REDUCE
OUR ABILITY TO CONTINUE ADVANCING TOWARD SOCIO-ECONOMIC EQUALITY WITH THE REST
OF THE NATICN. .

IF NOT AMENTED IN HOUSE-SENATE OONFERENCE, 'TiE CHANGES TO SECTION 936
OONTAINED IN THE TAX EQUITY AND FISCAL RESPONSIBILITY ACT WILL BOTH BETRAY THE
ECONOMIC AND SOCIAL DEVELOPMENT CPPORTUNITIES OF MILLIONS OF AVERICAN CITIZENS
IN PUERTO RICO, AND AT THE SAME TIME SEND AN OMINOUS MESSAGE TO PECPLES

THROUGHOUT THE HEMISPHERE.

11-310 0—82——8
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OONFICENCE IN THE GOOD FAITH OF THE UNITED STATES HAS NEVER BEEN
ABUNDANT IN THE CARIBBEAN AND LATIN AMERICA, AND--NOTWITHSTANDING THE MERITS
OF THE U.S. POSITION--THE RECENT OONFLICT IN THE FALKLANDS HAS, IF ANYTHING,
INCREASED THE TRADITIONAL HEMISPHERIC SUSPICICNS ABOUT THE SINCERITY AND DEPTH
OF UNITED STATES SOLIDARITY WITH ITS NEIGHBORS.

FAR MORE DISCONCERTING, HOWEVER, WOULD BE THE GUTTING OF SECTION 936:
AT THE VERY MOMENT THAT 'HE UNITED STATES PROPOSED TO ENACT A LONG-TERM,
WIDE-RANGING CARIBBEAN BASIN CEVELOPMENT PLAN, THIS NATION WOULD SIMULTANEOUSLY
BE SERIOUSLY AND SUBSTANTIALLY REDUCING ITS ECONOMIC DEVELOPMENT COMMITMENT TO
ITS OWN CARIBBEAN CITIZENS.

JUST TRY TO IMAGINE, IF YOU WILL, THE SIGNAL THIS WOULD SEND TO'EACH
AND EVERY ISLAND AND NATION IN THE CARIBBEAN BASIN. TO BEGIN WITH, PUERTO RICO
WOULD BE SO INUNDATED WITH NEW AND UNWARRANTED BCONOMIC HARDSHIPS THAT WE WOULD
NO LONGER BE ABLE TO PLAY A VITAL ROLE IN THE IMPLEMENTATION OF THE C-B-I. NOR
OOULD ANY PUERTO RICAN CONTINUE TO SUPPORT THE PROGRAM IN THE INTERNATIONAL ARENA,
BECAUSE OBVIOUSLY THE FIRST QUESTION PUT TO US BY FOREIGN LEADERS WOULD BE,
"HOW CAN YOU EXPECT US TO BELIEVE IN THIS PLAN, WHEN THE UNITED STATES IS TURNING
AROUND AT THE VERY SAME MOMENT AND ABANDONING ITS COMMITMENT TO YOU?"

AND THAT, OF OOURSE, IS REALLY THE BOTTOM LINE, AS FAR AS S.2337 IS
OONCERNED. THE PENDING TAX BILL WOULD, IP ENACTED IN ITS CURRENT FORM, STRIP
S. 2337 OF ALL CREDIBILITY AND CONVERT THE C-B~I INTO A TARGET OF REGIONAL
RIDICULE EVEN BEFORE IT GETS OFF THE GROWND.

THERE IS ALREADY AMPLE DOUBT IN OTHER LANDS ABOUT WHETHER WASHINGTON WILL
FOLLOW THROUGH ON THE LONG-TERM COMMITMENTS IMPLIED UNLCER THE INITIATIVE, CESPITE
MY OWN EFFORTS AND THOSE OF OTHER FEDERAL, STATE, AND LOCAL OFFICIALS. BUT IF
THE SERIOUS SHORTOOMINGS OF H.R. 4961 ARE NOT OORRECTED, THEN I AM CONVINCED THAT
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S. 2337 MAY IN PRACTICAL TERMS BECCME A CEAD LETTER EVEN BEFORE IT EMERGES FROM
COMMITIEE.

SO IT IS THAT I LEAVE YOU TODAY WITH A REQUEST FOR IMMEDIATE ACTTON CN
MPARP&‘MSW’EMEREESWO*HLMMRMWHHWOE"IHEHOLSE:
I URGE THAT THE OONFERENCE COMMITTEE ACCEPT THE RECCMMENDATIONS OF THE PRESIDENT
AND THE SECRETARY OF THE TREASURY, AND THAT THE P%SESSICNS CREDIT LIMITATION BE
DULY AMENDED IN ACCORDANCE WITH THE ADMINISTRATION'S OOMPROMISE PROPOSAL, WHICH
HAS THE SUPPORT OF THE GOVERNMENT OF PUERTO RICO, AND WHICH WILL PERMIT OUR ISLAND
TO OONTINUE BOTH ITS INTERNAL DEVELOPMENT AND ITS EXTERNAL EVOLUTION AS AMERICA'S

GATEWAY TO THE CARIBBEAN.

STATEMENT OF HON. BALTASAR CORRADA, RESIDENT
COMMISSIONER, PUERTO RICO :

Mr. CorraDA. Thank you, Senator. I will be pleased to do that. I
ask that my full statement consisting of 3 pages of a short state-
mentdand 12 pages of a longer statement be made part of the
record.

Senator CHAFEE. Yes. Well, if you want to read your short one,
handle it any way you wish. -

Mr. CorraADpA. | will summarize from both and that will make it
shorter.

Senator CHAFEE. Fine.

Mr. CorrapA. Mr. Chairman, President Reagan’s CBI program
represents the first comprehensive effort in 20 years on the part of
the United States to stimulate economic development in that
region. I believe it is a bold initiative that merits our support and
merits the general support of the Congress as well as serious dis-
cussions and debate that must take place before enactment of the
measure. :

The governments of the countries in the region have been follow-
ing the development of the CBI not only with great interest but
also with raised expectations. They are eager to use the incentives
provided for in the legislation to put into effect their own programs _
designed to attract investment of capital in their economies.

The impact of the CBI on the United States as a whole and on its
territories in the Caribbean, Puerto Rico and the Virgin Islands in
particular, should be favorable economically as new investment
and trade opportunities are developed and Bolitically as improve-
ment of social conditions in the Caribbean Basin bring about fur-
ther democratization.

Economic stability is a cornerstone to political stability. We
cannot hope to have stable governments in the region until the
people have the means to survive. Puerto Rico does not want to be
right there in the middle of the Caribbean with economic develop-
ment that is totally disassociated from the rest of the Caribbean
Basin. We want economic development for Puerto Rico, but we also
want to sit in a Caribbean Basin where prosperity and economic
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stability come about to the other regions, because if that doesn’t
happen we will be threatened by massive immigration from neigh-
boring countries like the Dominican Republic and Haiti. We will be
threatened by political instabilitg in the area. And that is one of
the reasons I am supporting the CBI Initiative.

At the same time, in developing the policy, it is important to ade-
quately protect, preserve and further develop the Puerto Rican
economy within the context of the CBI as well as in terms of the
general responsibility of the Federal Government to provide for the
well-being of the U.SY territories and possessions and Puerto Ricans
as citizens of the United States.

In his letter to Congress dated March 17 transmitting to us the
CBI bill, President Reagan states that “Puerto Rico and the U.S.
Virgin Islands have a long-standing special relationship with the
United States” and that “their development must be enhanced by
our policy toward the rest of the region.” In that context, the Presi- -
dent reaffirmed his administration’s commitment to certain treat-
ment for Puerto Rico in the bill that I will not repeat, but I men-
tion in my statement.

The specific concessions or safeguards are contained in the Carib-
bean Basin Economic Recovery Act bill sent by President Reagan
to Congress. I am pleased with these features in the bill and urge
you to make sure that any bill reported by the Committee retains
and strengthens these provisions.

I am particularly concerned, members of the committee, with the
need for additional safeguards and protection for rum and tuna. In
the other body, the Subcommittee on Trade of the Ways and Means
Committee strengthened the safeguards for rum. I am now seeking
to, strengthen the provisions for tuna and I trust that this commit-
tee will look particularly into these two specific areas in improving
the bill as it 1s considered by the committee.

Also, I would suggest that before tariffs are eliminated, particu-
larly with reference to a?riculture, the Secretary of Agriculture
should conduct a study of any perishable agriculture products to
determine the impact of duty-free treatment on domestic produc-
ers, including those in Puerto Rico, and only if the Secretary finds
that domestic production will not be adversely affected, should tar-
iffs be eliminated.

Finally, I would like to state, Mr. Chairman, and I join Governor
Romero in his expression of deep concern about the tax bill, that
our general support for the CBI is really predicated, of course, on
the ability of Puerto Rico being able to retain Federal tax policies
to enhance its economic development.

If section 936 of the Internal Revenue Code is changed drastical-
ly, as it is currently in the Senate tax bill, then, Mr. Chairman, the
rug will be pulled from under our feet. There is no _way that we
could continue to support the CBI toward a policy of economic
strengthening of the other countries in the Caribbean Basin at a
time when we see that Puerto Rico is being adversely affected and
that Congress would be emasculating a program of economic incen-
tives to our own domestic areas as in section 936 with regards to
Puerto Rico. Therefore, unless an agreement is reached in confer-
ence which modifies drastic changes to section 936, I would feel
compelled, if such a bill is enacted, to withdraw my support from
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the CBI, very much to my regret because I think it is an important
piece of legislation for the Caribbean. But there is no way that I
can continue to endorse the CBI legislation when you are taking
action that would further exacerbate the economic distress of the
people of Puerto Rico by weakening our tax incentives.
~ If, as I hope, an agreement is reached during conference and the
Governor and the Secretary of the Treasury have already struck a
compromise that will be considered in conference, if that compro-
mise is agreed, then, of course, I will continue to fully éupport as |
have in the past, the CBI, and, in fact, will urge the committee to
expedite its consideration and enact this important legislation that
will strengthen the role of the United States in the Caribbean and
democracy in that region.

Thank you, Mr. Chairman.

[{The prepared statement of Hon. Baltasar Corrada follows:]
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STATEMENT OF RESIDENT COMMISSIONER BALTASAR CORRADA BEFORE
THE COMMITTEE ON FINANCE, UNITED STATES SENATE, ON THE
CARIBBEAN BASIN ECONOMIC RECOVERY ACT (S. 2237) - August 2, 1982

Mr. Chairman, Members of the Committee:

As 1 appear before you today to testify on the Caribbean
Basin Economic Recovery Act, House and Senate conferees are
beginning their discussions of the tax bill (H.R. 4961). That
legislation, as approved by the Senate, makes drastic and
damaging changes to Section 936 of the Internal Revenue Code,

a cornerstone of the economic development of Puerto Rico during.
the past decades.

Mr. Chairman, you and all Committee members should’ be
fully aware of the devastating impact the proposed changes
would have on the economic development and the people of Puerto

Rico:

Between 15,000 to 30,000 jobs will be lost with the
unemployment rate rising from 23.5 to 26.5%;

Federal expenditure will rise by not less than $375
million by 1984;

Puerto Rico's treasury will lose about $187.9 million
in that same period, the equivalent of 9% of Puerto
Rico's operating budget for FY 83; ’

. A downturn in the Puerto Rican economy anywhere from
10 to 25%; ;

Exports will be reduced by not less than 20%;

. A reduction of 807% in 936 funds deposited in banking
institutions and savings and loans (over $4 billion);

Higher cost of money and inevitably highet interest
rates;

. The collapse of several banking and savings~and loans
institutions with a corresponding loss to the Federal
government of over $50Q million;
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A loss of about 30,000 jobs in different states
which are related to 936 corporations' economic
activities in the U.S. economy;

Economic development program will stall with no
new investments, nor expansions.

In plain language, Mr. Chairman, the rug will be pulled
out from under our feet if the amendments to Section 936 approved
by this Committee and the Senate prevail in conference.

In letters dated July 27 to Chairman Rostenkowski and to
‘Ranking Member Conable of the Ways and Means Committee, President
Reagan wrote that the Senate bill "would discourage investments
in Puerto Rico which are fully consistent with the original
objectives of the United States possession tax incentives and
are vital to the economic development of the island."”

As you know, the Department of the Treasury and the Governor
of Puerto Rico have agreed on compromise language regarding
changes to Section 936 and related provisions. I have complete
hope that the conferees will adopt the language agreed to
regarding that matter. As you know, both Governor Romero-Barceld
and I have been very strong and early advocates and supporters
of the Caribbean Basin Initiative. I still believe that the
idea is a good and solid one with the proper mix of trade and
tax incentives. However, I also believe, to paraphrase the
expression that "charity begins at home," that incentives to
ensure and promote our domestic economic development must beg;n
at home. It is one thing to help your neighbor; it is quite
another to help him at the expense of your own well-being.

And that, members of the Committee, is precisely what we would
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be doing if we enact the CBI legislation to give economic
incentives to the nations of the Caribbean at the same time
that we are emasculating a program of economic incentives to
our own domestic areas as is Section 936 of the IRC.

If is thus with regret that I must state that, unless
an agreement is reached in conference which modifies the
drastic changes to Section 936 adopted by the Senate, I must
withdraw my support of the CBI legislation. There is no way
that I can continue to endorse the CBI legislation when you
are taking action that would further exacerbate the economic
distress of the people of Puerto Rico by weakening our own

tax incentives.

If, as I hope, an agreement is reached during conference,
I will continue to support the prompt enactment of the CBI
legislation. With that in mind, I ask that my original full
'testimony in suj rort of S. 2237, consisting of 12 pages and _
an Attachment A be made part of the record of this hearing.

I will be happy to answer any questions from members

of the Committee.
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1 appear today before the Committee as the only official
directly elected by the people of Puerto Rico to represent them
in the Congress of the United States to testify on S. 2237, the
Caribbean Basin Economic Recovery Act.

President Reagan's Caribbean Basin Initiative (CBI) program,
represents the‘first comprehensive effort in 20 years on the part
of the United States to stimulate economic development in that
region. As such, this proposal merits general support of the
Congress as well as serious discussions and debate that must take
place before enactment of the measure.

The governments of the countries in the region have been
following the development of the CBI not only with great interest
but also with raised expectations. They are eager to use the
incentives provided for in the legislation to put into effect
their own programs designed to attract investment of capital in
their economies.

Their people are ready to work to ensure a climate that is
favorable to investors both from the United States as well as
from other countries. ‘

- The impact of the CBI on the United States as a whole and
on its territories in the Caribbean in particular, should be
favorable economically as new investment and trade opportunities
are developed and politically as improvement of social conditions
‘in the Caribbean Basin bring about further democratization.

Economic'stability is a cornerstone to political stability.
We cannot hope to have stable governments in the region until

the people have the means to survive: until hungry persons have
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food; homeless people shelter, and sick people health care,
we cannot expect them to be receptive to our democratic ideas.
And the way to meet these basic human needs is through the
creation of jobs that give geople dignity and the means to
survive. And how do we create jobs? By attracting industry
that will establish a long-term interest in the Caribbean
Basin countries and invest capital there and by stimulating
trade among the countries in the area and our country. This is

precisely the purpose of the CBI.
From the beginning, Puerto Rico has followed with great
interest and concern the policy as it has taken shape. Our

interest {s primarily threefold: First, as the sole Spanish-
speaking area of the United States in the region, we stand as

a critical bridge between the U. S. and the Caribbean Basin
countries. Second, we share a.common history, heritage, and
geographic location with these countries and thus we have a

deep and sincere interest in aiding their economic development.
The stability that would be brought to the area through the
increase of economic development and a more hopeful future for
the residents of the region can only help to advance the interest
of the United States and Puerto Rico in this area by reducing the
appeal of the Cuban/Soviet modei. Third, potential negative
impact of the investment and trade components of the policy on

the U.S. domestic areas in the Caribbean has to be averted to
convert the CBI into a plus and not a minus to our economy.

One of the key elements for the success of the CBI must be

the involvement of the private sector in manners that may bring
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about a partnership between our entrepreneurs and businessmen
(Americans including Puerto Ricans) and their local counterparts
in the Caribbean Basin countries and the development of fair
business, trade and labor practices as a result of this effort.
1f this 1{ accomplished we will be presenting to the peoples of
those countries our own model for economic development in a
positive and attractive way. On the contrary, if the investment
and trade activities exacerbate exploitation of natural resources
and labor in those countries and only help the rich to get richer:
the policy will be counterproductive. Puerto Rico's experience
in this sense is enlightening and offers a good example of how to
do today in the Caribbean Basin countries what we have been
successfully doing in Puerto Rico for the last thirty years and
how to avoid some of our past mistakes,

In developing the policy, however, it is important to ade--
quately protect, preserve and further develop the Puerto Rican
economy within the confexc of the CBI as well as in terms of the
general responsibility of the federal government to provide for
the well-being of the U.S. territories and possessions and Puerto
Ricans as citizens of the United States. )

In his letter to Congress dated March 17 transmitting to us
the CBI bill, President Reagan states that "Puerto Rico and the
U. S. Virgin Islands have a long-standing special relationship
with.the United States' and that '"their development must be
enhanced by our policy toward the rest of the region." 1In that
context, the President reaffirmed his Administration's commitment

to the following treatment for Puerto Rico.
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First, the accelerated cost recovery system (ACRS) and the
investment tax credit (ITC) will be extended to property used by
companies operating in Puerto Rico and the U.S. Virgin Islands.
Second, excise taxes on all imported rum will be transferred
to Puerto Rico and the Virgin Islands and other measures may be
taken by the President if rum revenues to Puerto Rico and the .
Virgin Islands are reduced, including the withdrawal of duty-free
treatment of rum provided by this bill.
Third, inputs into Caribbean Basin productioh from Puerto
Rico and the Virgin Islands will be considered domestic inputs
from Caribbean Basin éountries for purposes of the rules of origin. .
This will help Puerto Rico to develop the concept of "twin plants"
and joint resource development with Caribbean Basin countries.
Fourth, industries in Puerto Rico and the Virgin Islands will
have access to the-same safeguard provisions as mainland industries .
under the Trade Act of 1974. This would allow industries, including
agricultural and manufacturing industries, to petition the Inter-
national Trade Commission for relief from serious injury or the
threat thereof resulting from increasing foreign competition in
tﬁe U.S. market. Such relief may include an increase in U.S.
duties on foreign products or tariff-rate quotas or quantitative
restrictions on imports or the negotiation of orderly marketing
agreements or any combination thereof.
Fifth, the tropical agricultural research facility at
Mayaguez, Puerto Rico will be used to further the agricultural’

development of the Caribbean Basin.
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The specific concessions or safeguards are contained
in the Caribbean Basin Economic Recovery Act bill sent by
President Reagan to Congress. 1 am pleased by these features
in the bill and urge you to make sure that any bill reported
by the Committee retains and strengthens these provisions.
Despite these specific measures for Puerto Rico, we are
still concerned about certain issues such as the bulk shipment
cf rum and imported processed tuna. The government of Puerto
Rico is urging the Congress to amend the legislation to prohibit
bulk shipments of rum duty-free while still allowing bottled
rum to be shipped free of tariffs, Currengly. there are no
bulk rum shipments to the U.S. from other Caribbean countries.
The purpose behind this suggestion is to protect the industry
in Puerto Rico and prevent the loss of jobs. During mark-up
by the Subcommittee on Trade of the Ways and Means Committee,
an amendment was adopted to establish a quota system for imports
of rum from the region. This amendment provides some additional
protection to the‘rum industry and I trust it will be retained.
Puerto Rico's processed tuna industry presently accounts
for over 40 percent of all United States production. Because of
- environmental regulations, labor and oper;ting costs and the use of
United States flag vessels in Puerto Rico, Caribbean Basin countries
not covered by U.S. laws and regulations will be able to attract
tuna companies presently operating in Puerto Rico,'and other
areas of the United States, and create serious unemployment ‘in

our domestic areas. The tuna industry is highly mobile and can
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be relocated out of the United States on short notice and at
minimal costs. Tuna companies are businesses sensitive to
pressure from other segments of the industry; if one company
relocates, competition will force the others to also relocate.
Thus, it is important that the legislation approved by the
Congress contain adequate safeguards to protect our domestic
tuna industry. I urge your Committee to give particular

attention to the effect of the CBI on the canned tuna industry

of the United States.

There are other assurances and concessions made to us by
the Reagan Administration arising from the discussion with them
of the CBI which will be addressed in separate bills or by other
actions in addition to those specifically covered by the bill

under your consideration.

In a fact sheet given to us by Reagan Administration officials

the following commitments were made to us:

I. Agriculture

a. Crop Insurance - The Department of Agriculture will extend

to Puerto Rico through the Federal Crop Insurance Corporation
its reinsurance program no later than mid-1983 provided certain

technical problems can be overcome.

b. Price Supports - The Department of Agriculture will extend

to Puerto Rico price supports for rice and will consider the

possibility of extending to Puerto Rico price supports for all

-
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commodities produced in Puerto Rico for which there is a U.S.
price support program.

¢, Puerto Rican Agricultural Develcpment - The Federal govern-

ment, through the Department of Agriculture or other agencies,
will provide technical assistance to Puerto Rico upon request
for the purpose of improving the productivity of the island's
agriculture.

Technical assistance will also be given to Puerto Rico upon
request in an effort to integrate the island's agricultural
development with that of the Caribbean Basin as a whole.

The Federal government will also make greater use of the -~
Tropical Agriculture Research Center, located in Puerto Rico,

for the purpose of developing and implementing an integrated

Caribbean Basin agricultural strategy.

II. Transportation

a. Air negotiations - The U.S. Government should seek to

expand air routes between and through San Juan and foreign countries
for American and foreigh flag carriers.

In future bilateral air negotiations account will be taken
of the vital importance of increasing foreign carrier entry into
Puerto Rico. P;ior consultation between Puerto Rican officials
and U.S. negotiators should be undertaken regularly.

U. S. flag carriers should be able to take advantage of San
Juan's status as the -transportation hub of the Caribbean. For
Caribbean nations, the U.S. should seek a liberal entry regime

for U.S. carriers between Puerto Rico and Caribbean nations.
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These poliqies should be negotiated with a view to achieving

Puerto Rico's objectives, including the establishment of a Canada-
Puerto Rico air route and new or additional air routes between

Puerto Rico and Mexico, Venezuela, Brazil‘and the United Kingdom.

b. Cruise Ships - The Administration has endorsed an amendment
to existing legislati;n to permit cruise ship passengers on
foreign flag carriers to travel:

(1) between San Juan and other U.S. ports; and

{(2) between U. S. ports and San Juan without restrictions

‘ as long as there exist no U. S. flag carriers available

to proQide adequate service between U. S. ports and
San Juan or viceversa.

A bill I introduced to this effect, H.R. 1489, has been
approved by the Subcommittee on Merchant Marine of the House
Merchant Marine and Fisheries Committee. Full Committee action
is scheduled for August 3 and I expect.the bill will be approved

and sent to the floor for prompt action.

The current restriction limiting the number of hours a cruise
ship or cruise ship péssengers can remain in the port of San Juan

shall be extended from 24 hours to 72 hours.

c¢. Shipping to Puerto Rico - The Department of Transportation is

studying carefully its regulations affecting cost of shipping for
Puerto Rico, with a view to modifying those regulations where
Puerto Rican economic development is being retarded. Consideration
should be given to specific requests from Puerto Rico in the area

of rate setting and financing vessels.
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III. AID

AID Procurement - AID will make a strong effort to secure

material inputs, technical assistance contracting and institu-

tional support from Puerto Rico.

IV. Environmental Regulations

EPA will review, at Puerto Rico's request, the application
of its regulations to the islands. EPA will endeavor to be more
flexible in future application of regulations having a substantial

impact on these areas.

V. Crude Refinery Facility

If justified by feasibility studies, the Departments of State
and Energy will promote Puerto Rico as a center for refinery of -
heavy crude. The State Department and Department of Energy will
bring to the attention of the region the possibility of using
Puerto Rican facilities for heavy crude refining and tye export

of lighter crudes or products.

VI. Copper and 0il Explorations

The Federal government will continue to provide to Puerto Rico,
where appropriate, technical assistance for the purpose of assisting
the exploration and development of copper, oil or other natural

resources.

'VII. CBI Implementation

Puerto Rican officials are deeply interested in participating
in the design and implementation of the CBI. The U.S. Government
has in fact, consulted very closely with these officials on all

aspects of the CBI and intends to continue to do so. Puerto Rican

11-310 0—82——9
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.officials will be invited to participate in many of the bilateral
discussions involving CBI implementation.

While Puerto Rico will benefit by the proposed legislation
and by other actions we must overcome major and growing economic
problems. Some of these are structural: sharp increases in
electrical, energy and transportation costs, unemployment of
more than 22 percent, substanglal underemployment and a labor
force participation rate of about 41 percent versus more than
60 percent for the mainland. The latter reflects a large pool
of people willing but not able to find work and insufficient
technical and language training.

These structural problems in combination with the deep U.S.
recession, ever growing low-wage country competition for Puerto
Rican products in the U.S. market and existing and projected
real reductions in federal aid make our development task massive.

For these reasons I believe it essential and I recommend
that the Administration and the Congress address other important
measures both in the context of the CBI as well as other federal
policies in Puerto Rico:

1. Phasing in of equal treatment for Puerto Rico in federal
programs from which we are excluded or where our share is below
what we would'receive if treated like a state. See attachment A.

2. Before tariffs are eliminated, the Secretary of Agriculture
must conduct a study of any perishable agricultural product to
determine the impact of duty free treatment on domestic producers,
including Puerto Rico. Only if the Secretary finds that domestic
production will nct be adversely affected, should tariffs be

eliminated.
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As part of the same study, the Secretary should establish
monthly sales levels of domestic produce, based on the sales
for the lst full year (or on a piscorical average 1f that better
reflects domestic production). If sales of domestic products
fall below these levels in any month, the current tariff should
immediately be reimposed.

3. Continuation and strengthening of an Adjustment Assistance
Program related to the CBI Initiative and establishment of an
early warning system, to identify threatened industries and
plants before they are damaged and to help them become more
cqmpetitive, produce new products, save and expand jobs.

4. The extension to Puerto Rico, as proposed in the CBI bill,
of the 1981 accelerated cost recovery system and investment tax
credits and the extension of R & D benefits as major new develop-
ment tools. -~ ‘

5. A strong federal policy for the development of maritime
transportation including ports development, airport and ground
transportation infrastructure in Puerto Rico is necessary to be
consistent with the Administration's plans under CBI to develop
Puerto Rico into a major transportation hub for the Caribbean.

6. Protection of bulk shipments of rum from Puerto Rico and
the U.S. Virgin Islands by retaining the payment of duties on
foreign rum shipped in bulk.

7. Exemption of prepared or preserved tuna from the duty-
free treatment provided under the bill. ‘

The three basic elements of aid, trade and investment utilized

in the CBI proposal can get the job done if enough private industry
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interest is generated to stimulate the needed economic development
and if the program is followed through and monitored to ensure
that, once implemented, attention is continued to be focused
on its objectives.

The success of the CBI is important if the countries of
the region are to develop the economic potential that will enable
them to meet the legitimate needs of their-people. The investment
made by the United States and the other donor countries (Canada,
Mexico, Venezuela and Colombia) will in turn increase the trade
between all countries in the region to the economic benefit of
all concerned.

The market is there; ready to grow and expand. Since 1978,
exports 'of goods and products from Puerto Rico to the CBI
nations have more than doubled; for FY 1981 alone there was a
607 increase in exports from the previous year for a total figure
of'$491 million. It is clear that with efforts on both sides, the
program can succeed and become a model of economic development
through private investment.

Although some have criticized the proposal as ''too little,

too late," the Administration deserves praise for its efforts
in addressing what is, admittedly, a difficult task. 1In

closing, 1 want to again stress my full support on behalf of
‘this initiative. In his recent address at a reception held

" at the OAS to gather support for the CBI bill, President Reagan

~

restated that enactment of this legislation remains one of his
priorities for, the weeks left in this Congress. I share that

hope and urge your Committee to expedite action on this important

~

plece of legislation.
Thank you,
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ATTACHMENT A

Chactacter cs of Unequal Tc¢eatment and
Estimated Add onal Federal Assistance in 1979
Had Puerto Rico Been Treated Like a State

«
Cal

v

’ How Puerto Rico's Estimated
Fedecal treateent differs additiona
Depactment Progcran from States assistance
under State-

hood }7
($ million)

-

£ducation 2/ Eleaantacy and Secondary £ Different allocation
Education (Title I) formula applied $ 68
. Health and Human Supplemental Security
Services 2/ Income (SSI) Excluded 304
’ Aid to Pamilies with Fedecal matching rate
Dependent Childcen and set at 75 percent and
Adult Programs (AFDC) island funding subject
: to a ceiling for fiscal
) year. 1979 62
- Social Services (Title Instead of being in-
XX of Social Security cluded in the formula,
Act) $15 million are set a-
- side for Puerto Rico 24
Medicaid (Medical Matching rate set at S0
Assistance Prograg- percent and island fund-
Title XIX of Social ing subject to a ceiling
Security Act) in fiscal year 1979 82
Treasury General Revenue Sharing Not included 263

Plus: Earned Income Credit paynents '
(See pp. 128 and 129.) oA

Less: Projected ceduction in Food Stamps
due to projected increases in SSI

and AFDC payments ) (123)
Total ' $121
E——

1/Calculations are described in appendix III. In each case, we con-~
sulted Pederal officials cesponsible for adninistecing the programs,
_and they concurred with the methods for romputing estimates.

‘Q]Depatt-ent of Health, tducation, and wWelface in 1979.

. Source: -General Accouncin Office Report to the Congress,
Puerto Rico's Political Future: a Divisive Issue

with Many Dimensions, March 2, 1981.
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genator CHAFEE. Well, thank you very much, Commissioner Cor-
rada.

Governor, what is the compromise that has been struck with
Treasury regarding section 9367

Governor ROMERO-BARCELO. Yes, several aspects. One of them is
to distribute the profits of the subsidiary companies in Puerto Rico,
the subsidiary corporations, in a 50-50 split right down the line be-
tween the parent company and the subsidiary. The other is to take
into consideration the other alternative which would be left as an
election to the companies, the section 936 corporations, would be to
select on a profit and cost basis. If theﬁ have evidence that they
really spent the money for the research and development of the
product of the marketing intangibles in Puerto Rico, then those
costs would be taken into consideration and the real profits would
be then adjudicated together with the Treasury—the TRS.

The second is a very important factor. That is the companies in
Puerto Rico, the section 936 companies, are allowed to have up to
50 percent of their income from passive sources, such as dividends
or interest, and still be tax free. Now the Senate version has
changed it that they must have 90:percent of their income from
manufacturing activities. We have reached an agreement that this
should be reduced to, instead of 50-50 as it is now, it should be re-
duced to 65-35 in 3 years: 565-45 the first year, 60-40 the second
year, and 65-35 the third. In other words, 65 percent of the manu-
facturing activities, the income must come from manufacturing ac-
tivities. In the passive income aspect, if the bill would go through
as it is in the Senate version, that would immediately obligate com-
ganies to take out all their funds that they have deposited in the

anks and also in the Government development bank. That would
immediately bring about the closing of no less than two savings
and loan associations in Puerto Rico and would seriously affect the
banks and would seriously affect the Government which has used
the 936 funds which have been deposited in the Government devel-
opment bank, the loan 'to municipalities, the loan to the agencies
and departments in Puerto Rico. They would have to find that
money somewhere else at a time when interest is extremely high
and money is not that available.

Senator CHAFEE. I see. Also, Commissioner Corrado went into
some additional specifics indicating the effect in the unemployment
rate. Senator Matsunaga. ;

Senator MATSUNAGA. Thank you, Mr. Chairman. First of all I
wish to commend you, Governor Romero and Commissioner Cor-
rado, for the effective manner in which you represent your con-
stituents. :

Governor RoMERO-BARCELO. Thank you, Senator.

Senator MATSUNAGA. And sometimes you may feel that maybe
by declaring yourselves an independent nation, you might get
greater assistance from the Federal Government, but I don’t blame
ﬁou because so often here in Washington we forget that Puerto

icans are Americans and so are the Virgin Islands. Of course, 1
have been accused of being a Puerto Rican Senator from time to
time, because I keep reminding my colleagues about the equal
treatment which we should accord all Americans.
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Governor RoMERO-BARCELO. We don’t accuse you, Senator, we
brag about it. [Laughter.] -

Senator MATSUNAGA. Well, I, for one, am fully in accord with
your representation. Unfortunately, I am not a member of the Con-
ference Committee. They cut off that number at three, and I am
No. 4 on the Democratic side, though I would strongly urge that
you get a hold of the Conference Committee members and make
your effective presentation as you have this morning.

I am somewhat concerned about the CBI effect on Puerto Rico, of
course, as you have learned this morning. What is your present per
capita income?

Governor RoMERO-BARCELO. The present per capita income in
Puerto Rico is approximately $4, 000

Senator MATSUNAGA. Oh, so you've made considerable increase
since 1980 when the last ﬁgures were made available?

Governor RoMERO-BARCELO. Definitely. Now, probably this year,
1982, when our gross state product for fiscal year 1982 is down 3.9
percent, the second time in the last 40 years that-it has been down.
Our income per capita might go down this year.

Senator MATSUNAGA. So at this stage your per capita income ex-
ceeds all of the Caribbean Basin?

Governor RoMERO-BARCELO. Well, not the per capita income.
There is some like Trinidad and Tobago, because of the large oil
investments and such a small population compared to ours; the Ba-
hamas, maybe Guadelupe and Martinique and maybe Antilles and
Virgin Islands might have a little bit more than ours, but when we
talk in terms of standard of living, I doubt that the median stand-
ard of living in any of those areas is better or higher than in
Puerto Rico, even though the per capita might be a little bit
higher. The number of people with a large income in those areas
would-be proportionately. much larger than in Puerto Rico because
of the smaller population which tends to give you the wrong im-
pression when you talk of per capita income, whlch is an average
and not a median.

Senator MATSUNAGA. No further questions.

Senator CHAFEE. One of the very helpful points that you have
made here is that you are an area that has done well and that you
can stand as a beacon to the other countries. So I think that you
should be commended for an excellent statement, Governor, and
the Commissioner as well. We do appreciate your coming and the
support that you are lending to this and we hope we can straighten
out the 936 problems that you each raised.

Mr. RockerFeLLER. Thank you, Senator.

teSe:zlator CHAFEE. Thank you very much for coming. We appreci-
ate i

Mr. RockereLLER. Thank you very much, Senator. We appreciate
it. Thank you for all your credits.

Senator CHAFEE. Mr. Sam Segnar.
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STATEMENT OF SAM F. SEGNAR, CHIEF OPERATING OFFICER,
INTERNORTH, OMAHA, NEBR,, THE CBI COALITION AND CARIB-
BEAN-CENTRAI. AMERICAN ACTION

Senator CHAFEE. Mr. Segnar, why don’t you .proceed. Do you
ggve a statement? All right, fine. Why don’t you proceed, Mr.

gnar.

Mr. SEGNAR. Thank you, Mr. Chairman, members and associates
of the committee. My name is Sam F. Segnar. I am president and
chief executive officer of InterNorth, Inc., which is a diversified
energy company based in Omaha, Nebr. I am also here today in mﬁ
capacity as chairman of Caribbean-Central American Action, whic
is a nonprofit organization of 60 corporations promoting Caribbean
development and better United States-Caribbean relations. I am
also here as one of four cochairmen of the CBI Coalition, which I
think you know is a group supporting the legislation now before
you.

First, I want to thank you for this opportunity to be here and
particularly since I regard this legislation as one of the most im-
portant measures before Congress in this session. Along with other
Americans with business interests and long-term experience in the
Caribbean region, I am concerned about the economic pressures
pushing these countries to the brink of disaster and, ironically, at a
time when we see a new resurgence of popular and government
suf)port far free enterprise has been sweeping the region.

applaud the present Caribbean Basin Initiative as a sound
means of addressing immediate balance of payments problems,
while building a foundation for a prosperous economic future in
which Caribbean countries can pay their own way through trade
and business growth.

I know that, as members of this committee, you are already fa-
miliar with the particulars of the bill and what the President’s pro-
posals entail. With your permission, I would like to submit for the
record, along with my remarks to you today, a statement setting
forth in some detail supporting points for the three chief conclu-
sions I hope you will reach about the trade and tax provisions of
this bill. And these conclusions are: First, the trade and tax incen-
tives offered will, in fact, lead to increased U.S. investments in the
Caribbean Basin and to increased exports of Caribbean goods to the
United States. Second, this expanded trade and investment activity
will, in fact, help the Caribbean Basin countries achieve their own
economic development goals, build more prosperous and equitable
societies and become less dependent on outside assistance. And
third, the U.S. economy and our own businesses and workers will
not suffer as a result and, in fact, in the longer term we will all
benefit.

With these arguments in the record, I will confine my remarks
to three related observations.

First, we must all recognize that we are not talking about aiding
people in the Caribbean faced with a choice between helping one
and hurting the other. Both in the short term and in the long
term, our own economy can only benefit from increased prosperity
in the Caribbean Basin. Americans sell to Caribbean countries
" more goods and services than we buy from them by quite a wide
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margin. As these countries increase their sales to us and their re-
serves of foreign exchange, we need not fear that this advantage to
us would disappear.

As Prime Minister Compton of St. Lucia said during a recent
visit, “If we are prosperous—that is the countries of the Caribbe-
an—where do you think the money will be spent?”’ As a business-
man, I am convinced that the entire Caribbean Basin represents a
growth market for U.S. industry. As the economics of these coun-
tries develop and access to consumer goods spreads more widely
through their population, demand for the kind of products that
American business and labor can best supply will grow. This will
?ean more jobs and more business opportunities for us here at

ome.

At the same time, Caribbean imports regresent surprisingly little
potential competition for endangered U.S. industries. Because of
the extremely small total volume involved, even the leading indus-
trial exports from the Caribbean to the United States are techni-
cally less than 1 percent of total U.S. imports of the same item, not
to mention the fact that all imported items represent only a por-
tion of total U.S. consumption. A good example, and we’ve heard
some of it this morning, is footwear, an item the House Ways and
Means Committee, Trade Subcommittee voted to exclude from the
CBI in an effort to protect the U.S. footwear industry.

An exclusion like this, however, would seriously ?amage a prom-
ising industry in the Caribbean, while letting the products in
would, in fact, have a miniscule impact on the U.S. market. The
fact is that while over half of the U.S. footwear sales now come
from abroad and therefore the U.S. industry legitimately feels
threatened, nevertheless, not even 1 dpercent of these products are
of Caribbean origin. The region could double or even quintuple in
production and still not make a noticeable dent.

A second observation I would like to make concerns.the readi-
ness of the U.S. private sector to take up the opportunities and
-challenges the CBI legislation would provide. It is fair to say that
the trade incentives as well as the tax incentives will not only be
harmless, but also meaningless if American business firms do noth-
ing. This could be particularly embarrassing since so much ho
has been engendered in the Caribbean and Central America by the
CBI's promise of tapping the immense resources of the U.S. private
sector and opening up the vast U.S. consumer market.

The fact that this is not, strictly speaking, a commitment which
is in the power of the U.S. Government to deliver, does not mean
that it should not have been made. It was made because both U.S.
policymakers as well as the elected leaders of Caribbean countries
realize there is no other way to achieve their economic develop-
ment goals. What it does mean is that the success or failure of the
whole effort will depend on the responsiveness and imagination of
U.S. firms.

I would like to assure you as a businessman that U.S. business is
up to the challenge. I am convinced that there is enough added in-
terest in the region, enough added willingness to explore the unfa-
miliar and take on creative ventures there, as a result both of the
specific incentives in this bill and of the overall climate of height-
ened awareness it will create, to make the CBI work.
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American businessmen are strongly drawn to two aspects of the
CBI effort. The genuine opportunities they will discover for profit-
able commercial operations in joint ventures in the region and the
long-term concern we all feel, not only as business managers, but
as Americans for the region’s sound economic future and its impli-
cations for our own national security and well being.

My own company provides just one example. We have been in-
volved in the Caribbean Basin for over 15 years with some 2,500
- employees throughout the region. When we look at the CBI, we are
not only thinking of ways our own operations might gualify for the
10-percent tax credit, or benefit from the removal of duties or prod-
ucts we might buy ourselves, we are e%ually looking at a way to
avert a disaster we think of unspeakable protportions that could
easily engulf the whole region: the possibility of wholesale econom-
ic collapse, the possibility of overturning democratic institutions,
the possibility of desperation political turmoil and violence. We are
looking at a scenario that could ultimately mean the drying ufp of
markets many Americans have come to depend on: the loss of ex-
tensive existing investments and an environment making it impos-
sible to continue doing business in the region at all.

We are looking as Americans at a possible scenario that would
mean, at best, massive new waves of immigrants on our shores
and, at worst, an enormous security problem very close to our bor-
ders. This, of course, is the down side, but it is equally important to
keep it in mind.

But the other side from the U.S. business point of view, is the
vast array of untapped opportunity that can be found in the Carib-
bean Basin once heads are turned in what has been that unfamil-
iar. direction. )

My final point is simply one of urgenciy'. There are some who say
that CBI is a fine idea and its aid as well as its trade and tax con-
cessions are just what this country should be doing in the Caribbe-
an, but they say the timing is wrong: not in a recession, not in a
tax year, not in a deficit year, and not this year. If I could only
leave you with one thought today, it would ge this: I think that
next year may be too late. We are indeed at a time when our re-
sources are limited, but the most limited resource we have in this
case is time itself.

The monetary concessions represented in the CBI bill are ex-
tremely modest. The $350 million proposed aid package is dwarfed
by the $6.9 billion worth of U.S. products the Caribbean countries
buy from us each year. The sinall amount of revenue foregone by
the U.S. Treasury in removed import duties and claimed invest-
ment tax credits, will most probably be entirely recoverable in
taxes paid by those investors over the years if the ventures are
profitable and are, in any event, dwarfed by the millions we now
spend to deal with immigration and the billions we would have to
spend to insure our national security if the region were in turmoil
or in hostile hands.

The Caribbean Basin Initiative is not a luxury to put off for a
better day. It is a sound investment in good times and an even
sounder one in harder times. We have to remember that the same
economic conditions that are putting pressures on our home econo-



-~

135

my are daily operating in the Caribbean to make an already peril-
ous situation worse.

The question is not whether we can afford the CBI at this time.
The question is whether at this time can we afford its defeat or
delay. I believe the answer to this question is “no,” and I hope, Mr.
Chairman, that you and your committee will agree and move the
CBI legislation as rapidly as possible.

Thank you very much.

[The prepared statement follows:]

PREPARED STATEMENT OF SAM F. SEGNAR, PRESIDENT AND CHIEF EXECUTIVE OFFICER,
INTERNORTH, INC., CHAIRMAN, CARIBBEAN/CENTRAL AMERICAN ACTION, COCHAIR-
MAN, CBI CoALITION

Mr. Chairman, members of the committee—my name is Sam F. Segnar; I am

president and chief executive officer of InterNorth, Inc., a diversified energy compa-
ny based in Omaha, Nebraska. I am also here today in a different capacity as chair-
man of Caribbean/Central American Action, a non-groﬁt organization promoting
Caribbean development and better United States-Caribbean relations, and as one of
four co-chairman of the CBI Coalition, a group supporting the legislation now before
you. .
First I want to thank you for this opportunity to be here, particularly since I
regard this legislation as one of the most important measures before Congress this
session. Along with other Americans with business interests and long-term experi-
ence in the Caribbean region, I have been concerned about the economic pressures
pushing these countries to the brink of disaster, ironically at a time when a new
resurgence of gepular and government support for free enterprise as a development
approach has been sweeping the region. We therefore strongly welcome and a%plaud
the President’s Caribbean in Initiative as a sound means of addressing the im-
mediate balance-of-payments problem while building a foundation for a prosperous
economic future in which Caribbean countries can pay their own way through trade
and business growth.

I know that as members of this Committee you are already familiar with the par-
ticulars of the bill and what the President’s proposals entail. With your permission I
would like to submit for the record, along with my remarks to you today, a state-
ment setting forth in some detail supporting points for the three chief conclusions I
hope you will reach about the trade and tax provisions of this bill. These conclu-
sions are:

First, that the trade and tax incentives offered will in fact lead to increased U.S.
investment in the Caribbean Basin and to increased exports ot Caribbean goods to
the United States; .

Second, that this expanded trade and investment activity will in fact help the
Caribbean Basin countries achieve their own economic development goals, build
more prosperous and equitable societies, and become less dependent on outside as-
sistance; and

Third, that the U.S. economy, and our own business and workers, will not suffer
as a result.

With these arguments in the record, I will confine my oral remarks to three relat-
ed observations.

First, we must all recognize that we are not talking about aiding people in the
Caribbean at the expense of people in the United States. We are not faced with a
choice between helping one and hurting the other, or vice versa. Both in the short
term and in the long term, our own economy can only benefit from increased pros-
perity in the Caribbean Basin. Americans sell to Caribbean countries more goods
and services than we buy from them. As these countries increase their sales to us,
and their reserves of foreign exchange, we need not fear that this advantage would
disappear. As Prime Minister Compton of St. Lucia said during a recent visit, “If we
are prosperous”—that is, the countries of the Caribbean—‘‘where do you think the
money will be spent?”

As a businessman I am convinced that the entire Caribbean Basin represents a
growth market for U.S. industry. As the economies of these countries develop, and
access to consumer ogoods spreads more widely through their populations, demand
for the kind of products that American business and labor can best supply will
grow. This will mean more jobs and more business opportunities for us here at

ome.
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At the same time, careful observation reveals that Caribbean imports represent
surprisingly little potential competition for endangered U.S. industries. Because of
the extremely small total volume involved, even the leading industrial exports from
the Caribbean to the United States are typically less than one percent of total U.S.
imports of the same item—not to mention the fact that all imported items represent
only a portion of total U.S: consumption. A good example is footwear, an item the
House Rﬁays and Means Committee’s Trade Subcommittee voted to exclude from the
CBI in an effort to protect the U.S. footwear industry. An exclusion like this, howev-
er, would seriously damage a promising industry in the Caribbean, while letting the -
products in woult! in fact have a miniscule impact on the U.S. market. The fact is
that while over half of U.S. footwear sales now come from abroad—and therefore
the U.S. industry legitimately feels threatened—nevertheless not even one percent
of these products are of Carib{ean origin. The region could double or even quintuple
its production and still not make a noticeable dent.

The same example points to the other reason why increasing the Caribbean
Basin’s share of our market will seldom be at the expense of domestic producers.
The fact is that nearly all the areas that are most promising for new Caribbean pro-
duction—labor intensive industries like electronic assembly, toy manufacturing, or
apparel items like footwear—are areas where imports already account for a major

art of U.S. sales. The principal effect of the CBI on this situation will be to permit
(%aribbean countries to compete more effectively with the current giants in the
field—primarily Far East countries like Taiwan and Singapore—for a proportionate-
ly larger share in our current imdports. No U.S. business will be affected because a
small number of shoes that would have been bought from Singapore are bought in-
stead from, say, St. Lucia.

In fact, since Caribbean countries are close encugh to make co-production a feasi-
ble option, expansion of these industries in Caribbean countries may well mean a
new lease on life for U.S. firms now teetering from foreign competition. By adding a
production line in the Caribbean and retaining the more sophisticated operations at
their domestic plant, they could save American jobs that would otherwise be lost.

A second observation I would like to make concerns the readiness of the U.S. pri-
vate sector to take up the opportunities and challenges the CBI legislation would
g;ovide. It is fair to say that the trade incentives as well as the tax incentives will

not only harmless but meaningless if American firms in significant numbers do
nothing to take up on them. This could be particularly embarrassing since so much
hope has been engendered in the Caribbean and Central America by the CBI's
promise of tapping the immense resources of the U.S. private sector and opening up
the vast U.S. consumer market. The fact that this is not, strictly speaking, a com-
mitment which is within the power of the U.S. Government to deliver on does not
mean it should not have been made. It was made, after all, because both U.S. policy-
makers as well as the elected leaders of these countries themselves have finally re-
alized there is no other way to achieve their economic development goals. What it
does mean is that the success or failure of this whole effort will depend on the re-
sponsiveness and imagination of U.S. firms.

I would therefore like to assure you as a businessman that U.S. business is up to
the challenge. I am convinced there is, and increasingly will be, enough added inter-
est in the region, enough added willingness to explore the unfamiliar and take on
creative ventures there—as a result both of the specific incentives in this bill and of
the overall climate of heightened awareness it will create—to make the CBI work.
American busines§Smen are strongly drawn to two aspects of the CBI effort—the
genuine opportunities they will discover for profitable commercial operations and
joint ventures in the region, and the long-term concern we all feel not only as busi-
ness xpanafers but as Americans for the region’s sound economic future and its im-
plications for our own national security.

M{ own company provides just one example. InterNorth has been involved in the
Caribbean Basin for a decade, with some 2500 employees throughout the region, en-
gaged in the production and marketing of industrial gas and other aspects of our
business. When we look at the CBI, we are not particularly thinking of ways our
own operations mightbé]ualify for the 10 percent tax credit, or benefit from the re-
moval of duties on products we might buy or sell. We are looking at a way to avert
a disaster of unspeakable proportion that could easily engulf the whole region—the

ibility of wholesale economic collapse; the ibility of overturning democratic
institutions in countries that have long enjoyed and treasured them; the possibility
of desperation, political turmoil, and resort to violence. We are looking at a scenario
that could ultimately mean the drying up of markets many American companies
have come to dependy on, the loss of extensive existing investments, and an environ-
ment making it impossible to continue doing business in the region at all. We are
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looking as Americans at a possible scenario that would mean—at best—massive new
waves of immigrants on our shores, and at worst an enormous security problem on
our border that our adversaries could exploit to our serious harm.

This, of course, is the downside—and it is important to keep it in mind. But the
other side from the U.S. business point of view is the vast array of untapped oppor-
tunities that really can be found in the Caribbean Basin once heads are turned in
that unfamiliar direction.

Two years ago when my company began a serious effort to look for new types of
ventures in the Caribbean, even outside our traditional lines of products and serv-
ices, the stimulus was quite frankly more political than commercial. I felt then—as
I do now—that it is essential for U.S. firms, in the national interest and their own
long-term business interests, to do something positive to help pro-American, pro-en-
terprise governments in the Caribbean, typified by Jamaica's Edward Seaga, to sur-
vive and prosper. They came to power promising their people a new partnership
with American private enterprise, and I think we have to do our part to build that
partnership.

What I have discovered_in attempting to carry out that commitment is that real
opportunities abound. Development in the Caribbean Basin isn’t a burden to be left
to aid specialists. Viable commercial enterprises are both feasible and highly desir-
able for both company and host country.

For the last four months my own company as had an employee spending time in
the region with the specific task of identifying projects the countries need and we

could undertake, either on %on-proﬁt basis depending on the project’s

nature. We came up with 29 tive ibilities, which we have now narrowed to four.
One will be a research center where new agricultural and industrial technologies
can be tested, serving not only as an investment in itself but a stimulus for third-
party investments in projects the center demonstrates to be feasible. We also have a
vocational training arm that has already trained trainers in Jamaica and is looking
at similar needs in Dominica and other Eastern Caribbean islands.

Though I use my own company as an example because I am familiar with it, In-
terNorth is by no means alone. Caribbean/Central American Action represents
some 60 U.S. firms that have all committed themselves to work for Caribbean devel-
opment. To fully activate this resource, we need the leadership and sense of nation-
al commitment that the Caribbean Basin Initiative will provide. And beyond this
core group are innumerable smaller firms for which the specific trade and tax in-
centives the CBI will offer might make the difference in their ability to play a role.

My final point is simply one of urgency.—There are some who say the CBI is a
fine idea, and its aid as well as its trade and tax concessions are just what this coun-
try should be doing in the Caribbean—but the timing is wrong. Not in a recession.

Not in a tax year. Not in a deficit year. Not this year. -

If I could only leave you with one thought from this encounter it would be this
one: next year may be too late. We are indeed at a time when our resources are
limited. The most limited of them all is time itself.

The monetary concessions represented in the CBI bill are extremely modest. The
$350 million proposed aid package is dwarfed by the $6.9 billion worth of U.S. prod-
ucts the Caribbean countries buy from U.S. industry every year. The small amounts
of revenue foregone by the U.S. Treasury in removed import duties and claimed in-
vestment tax credits will most probably be entirely recoverable in taxes paid by
these investors over the years if the ventures are profitable, and are in any event
dwarfed by the millions we now spend to deal with immigration, and the billions we
would have to spend to insure our national security if the region were in turmoil or
" e o Aeben Basin 1 1 better day. I

e Caribbean Basin Initiative is not-a luxury to put off for a better day. It is a
sound investment in good tig‘tes,Kaﬁd an even sounder one in harder times. We have
to remember that the same economic conditions that are putting pressures on our
own economy are daily operating in the Caribbean to make an already perilous situ-
ation worse. The question is not whether we can afford the CBI at this time; the
question is whether—at this time—we can afford its defeat or delay.

I believe the answer to that last question is “no.”

Senator CHAFEE. Thank you, Mr. Chairman. Mr. Segnar, I take it
from your comments that you are familiar with the area and you

have personally done business there?
Mr. SEGNAR. Yes, sir.
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Senator CHAFEE. And you think that this effort will be a stimu-
lus to the economies and help with the poverty and reduce the im-
migration from there and the immigration to the United States?

Mr. SEGNAR. I certainly do.

Senator CHAFEE. Well, fine. Thank you very much.

Mr. SEGNAR. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman. Mr. Segnar, in
making the statement and I quote:

We are not talking for the most part about products to compete with domestically

produced products, where new competition would mean harm to U.S. manufacturing
firms and the loss of American workers’ jobs.

Did you have Hawaii in mind also?

Mr. SEGNAR. No, sir, I did not. .
Senator MATSUNAGA. You did not. I guess Hawaii is too far o
into the Pacific to be considered in connection with the Caribbean

Basin, but I suppose you were here earlier.

Mr. SEGNAR. Yes, sir, I was.

Senator MATSUNAGA. And you heard my expressions of concern
about the safeguards which need to be provided within the act to
insure that domestic industry, whether it be in Hawaii, Puerto
Rico, Virgin Islands, or anywhere else in the United States, ought
to be provided. Do you agree with that?

Mr. SEGNAR. Yes, sir. I agree in principle with what you say. It is
certainly not my intent in supporting this legislation that, as I said
in my comments, we would aid the Caribbean Basin at the expense
of America. I think it is something that we can do together and
that we can henefit together if we structure the program properly
and I believe the President’s initiative provides that structure.

Senator MATSUNAGA. In Hawaii we have had the experience of
businesses such as the pineapple industry, for example, moving
into foreign countries and taking lock, stock, and barrel the pineap-
ple canneries from Hawaii to areas such as the Philippines and to
Taiwan and elsewhere, notably Thailand, because of cheap labor in
those areas. Where they had to pay $56 an hour in Hawaii to
employ a steelworker, they could get by with paying 17 cents an
hour and 27 cents an hour in a foreign country.

Now, do you suppose that American businesses will do likewise
under the CBI: Move into Caribbean Basin countries for the pur-
pose of avoiding high cost of labor and even to the extent of closing
down plants and factories here in the United States proper?

Mr. SEGNAR. Senator, I don’t think that what represents the po-
tential in the Caribbean Basin is in the foreseeable future a signifi-
cant threat to skilled American labor. The work force, in my expe-
rience, through most of the area is quite unskilled, that what we
will see going there will be, in fact, labor-intensive operations but
operations that require little or no skill, or such skill that can be
quickly taught.

I don’t see that as a threat in our country. I see it instead as
really an opportunity. If we can, in concert from here to there,
cause minor assembly operations or unskilled, again labor-intensive
pieces of our particular products to become more competitive be-
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cause we were able to first, indeed, use the lower wages there; but,
second, provide badly needed jobs, that we, together, will benefit.

Senator MATSUNAGA. So that you don’t think that it would
worsen our unemployment situation here in the United States?

Mr. SEGNAR. No, sir. I do not.

The CHAIRMAN. Thank you, Senator Matsunaga. We especially
appreciate this part of your statement, Mr. Segnar, and we certain-
ly plan to move as quickly as we can on this legislation. There are
some areas that we need to work out and I suggested this morning
to the administration witnesses that they work with the full com-
mittee staff as well as members’ staff. If we can work out some of
those differences, and obviously some of them we probably can't,
but we need to resolve all the issues we can. What we are con-
cerned about primarily is not just creating another generous tax
“incentive” that might be improper to use that might help some
American companies avoid taxes, but might not do very much for
the Caribbean Basin.

So, are you certain that the program is structured in a way that
really provides more job opportunities, promotes industrial growth
in the Caribbean Basin area? That is the big question we have~Can
we do it, or is it just a great idea, something nice to talk about, and
we spend $2 or $3 billion, only to find out that it didn’t work. I
guess we need some assurance in that what has been proposed will
really work.

Mr. SEGNAR. I think the basic structure that is proposed, that is,
with the initial money to help with the very severe balance-of-pay-
ments problems through the area, along with an effort to cause pri-
vate enterprise to establish certain operations throughout the area,
that we would be in a long-term, viable position to improve the
conditions, living standards let's say, in the Caribbean. If the in-
vestments are made, and on evaluation, I think, be sound, it will be
long-lasting. It won’t be something that will happen today and be
gone tomorrow. .

The CHAIRMAN. Well, I thank you very much. We are also look-
ing in this committee at legislation called enterprise zones, and we
want to make certain that is also expedited, but it raises some of
the same questions.

We might want to submit some questions in writing, if that is
satisfactory to you.

Mr. SEGNAR. Yes, sir. That will be fine.

The CHAIRMAN. Thank you.

Our final panelists this morning are Mr. Stephen Koplan, legisla-
tive representative, AFL-CIO, and -Mr. Leroy Weiner, president,
Airway Industries, Inc., Ellwood City, Pa., accompanied by Mr.
Stanley Nehmer, president of Economic Consulting Services.

I would say at the outset that your statement will be made a
part of the record. You can summarize or any way you wish to pro-
ceed. The statements presented will be made a part of the record as
given in full.
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STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE
REPRESENTATIVE, AFL-CIO, WASHINGTON, D.C.

Mr. KorLAN. Thank you, Mr. Chairman. I will summarize my
statement and I appreciate the opportunity to have the entire
statement appear in the record.

Mr. Chairman, I am accompanied by Elizabeth Jager, trade
economist in our department of economic research.

The AFL-CIO appreciates this opportunity to present our views
on the administration’s Caribbean Basin Economic Recovery Act.
On July 23, the AFL-CIO and Caribbean trade unionists met in
Washington for discussion of this issue. The meeting demonstrated
mutual recognition of the need for the trade unionists to be con-
sulted on the plans and programs being considered by our respec-
tive governments for the development of the Caribbean economies.
The AFL-CIO supports the need for this involvement of the trade
unions of our respective countries in the Caribbean Basin Initiative
proposals.

It is our primary duty in anfy such initiative to consider and pro-
tect existing jobs of workers of all concerned nations, including the
United States, and the great need to create new job opportunities.
This the U.S. Government proposal does not do.

The AFL-CIO supports direct economic assistance in the form of
a supplemental appropriation for the Caribbean countries desper-
au\e’{y in need of help.

e do urge, however, that the $350 million sum provided in the
bill, be carefully scrutinized to determine whether that amouat is
appropriate for fiscal year 1982, and to review the proposed alloca-
tion of those funds. However, the AFL-CIO is strongly opposed to
the trade and tax incentives contained in the bill. Those incentives
will only serve to further weaken the U.S. industrial base by en-
couraging new runaways by U.S. industries to the Caribbean
region, result in a quickening of lost U.S. jobs, skilled as well as
unskilled, and create windfall benefits for non-Caribbean countries
from the Soviet Union to the Far East, to funnel goods to the
United States through these Caribbean countries.

Title I of the bill lists 28 countries in the Caribbean Basin as po-
tentially eligible beneficiary countries for so-called one-way free
trade with the United States; zero tariffs for 12 years on U.S. im-
ports from those designated countries. At present, about 87 percent
of the products of those countries. At present, about 87 percent of
the products of those countries already enter the United States
duty-free under the generalized system of preferences for less de-
veloped countries.

If S. 2237 is adopted, massive trade diversions from a flood of im-
ports worldwide can be funneled through any one or any combina-
tion of thege 28 Caribbean countries. Imports of virtually any prod-
uct made ahywhere in the world will also be able to penetrate the
U.S. markets through the U.S. Virgin Islands, Guam, and Ameri:
can Samoa. All that will be necessary is the claim that 25 percent
local content of the product originated in the Caribbean Basin
region or in U.S. insular possessions.

Even GSP requires a higher local content requirement of 35 per-
cent, or if more than one country is combined, the requirement
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under GSP is 50 percent. The ridiculously low local content provi-
sions in S. 2237 make all industries in the United States subject to
assault from imports without benefiting economies of the Caribbe-
an.

Past experience has taught us that assembly and passthrough ar-
rangements like those contained in the bill can be used to sidestep
U.S. trade and tariff laws. The trade provisions of the bill contain
no effective safeguards for U.S. industries against injury from im-
ports.

The tax incentives proposed in title III are equally astounding.
Just last year, the administration sold the Congress a package of
business tax incentives that will result in hundreds of billions of
lost revenues to the Treasury. This was done, ostensibly, to encour-
age increased investment and productivity in the United States.
Pictures were painted of countless purchases of machinery and
equipment, plants springing up all over our Nation, and, of course,
shrinking unemployment lines. Now, in title III of the bill, the ad-
ministration is proposing tax incentives that will decrease domestic
investments. This is contradictory to the whole purpose of last
year’s tax bill that indicated its top priority was to increase domes-
tic investment. .

The total tax incentives in the bill amount to over $800 million,
but that does not represent their real cost. When coupled with the
bill’s so-called trade incentives, the real cost will be higher U.S. un-
employment caused by the manipulation of these proposals by the
shippers who funnel worldwide U.S. imports through the Caribbe-
an region. This will be accompanied by diminished U.S. investment
in our own domestic industries and further decreases in U.S. indus-
try’s productivity.

In sum, the administration’s trade and tax incentives are ill-con-
ceived and unthinkable when balanced against the miseries
brought by 9% percent unemployment.

Mr. Chairman, there is a more intelligent and meaningful way to
address the very real problems of the Caribbean Basin than what is
proposed in S. 2237. The AFL-CIO experience demonstrates that
development must be based on expanding the opportunities for the
citizens of these countries, not by enhancing the benefits for multi-
national corporations.

Internal market growth with rising living standards, not trade
diversions, should be the root to economic infrastructure that pro-
vides the real base for long-term improvements. It must involve im-
proved education and .training programs. In many countries it
must include land reform programs and better means of encourag-
ing internal self-investment rather than the continual exodus of
capital to Miami banks. And certainly, a central element of devel-
opment must be the assurance that the workers and people of the
. country become the chief beneficiaries of any development.

Thank you, Mr. Chairman.
[The prepared statement of Stephen Kaplan follows:]

11-310 0—82—~10
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SUMMARY OF STATEMENT OF STEPHEN XOPLAN,
LEGISUATIVE REPRESENTATIVE, DEPARTMENT OF LEGISLATION
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SENATE FINANCE COMMITTEE ON THE
CARIRBEAN BASIN ECONOMIC RECOVERY ACT -- S, 2237
August 2, 1982 -
1) The AFL-CIO does support direct economic assistance in the
form of a supplemental appropriation for the countries in the
Caribbean Basin desperately in need of help, We do urge that the
$350 million sum provided in S. 2237 be carefully scrutinized to
determine whether that amount is appropriate for fiscal year 1982,
and to review the proposed allocation of those funds.
2) On July 23, the AFL-CIO and Caribbean trade unionists met in
Washington for discussion of this issue. The meeting demonstrated
mutual recognition of the need for the trade unionists to be
consulted by our respective governments for the development of the
Caribﬁean economies. The AFL-CIO supports the need for this involvement
of the trade-unions of our respective countries in the Caribbean
Basin Initiative proposals.

It is our primary duty in any such initiative to consider and
protect existing jobs of workers of all concerned nations -- including
the U.S. -- and the great need to create new job opportunities.,
This the U.S. Government proposal does not do. .

3) The AFL-CIO is strongly opposed to the trade and tax incentives
contained in the bill, Those incentives will only serve to further
weaken the U.S. industrial base by encouraging new runaways by U.S,
industries to the Caribbean region, result in a quickening of lost

U.S. jobs -- skilled as well as unskilled -- and create windfall

benefits for non-Caribbean countries from the Soviet Union to the

Far East.
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4) (f S. 2237 is adopted, massive trade diversions -- from a flood
of imports worldwide -- can be funneled through any one or any
combination of 28 Caribbean countries by satisfying a ridiculously
low local content requirement of 25 percent for the Caribbean region
or U,S. insular possessions,
S} The trade provisions of the bill contain no effective safeguards
for U.S. industries against injury from imports. They are ill-
conceived and unthinkable when balanced against the miseries brought
by 9.5 percent U.S., unemployment, -
6) The total tax incentives in the bill amount to over $800 million
but that does not represeﬁk their real cost, The real cost will
come from diminished U.S. investment in our own domestic industries
and further decreases in U.S, industries' productivity. Additionally,
the tax incentives will simply assure continued swollen profits for
multinationals at the expense of the U,S., economy, A
7) The AFL-CIO believes there must be a more intelligent and
meaningful way to address the very real problems of the Caribbean

Basin than the tax and trade provisions proposed in S. 2237,
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STATEMENT OF STEPHEN KOPLAN,

LEGISLATIVE REPRESENTATIVE, DEPARTMENT OF LEGISLATION,
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SENATE FINANCE COMMITTEE ON THE
CARIBBEAN BASIN ECONOMIC RECOVERY ACT -- S, 2237
August 2, 1982

The AFL-CIO appreciates this opportunity to present our views
on the Reagan Administration's '"Caribbean Basin Economic Recovery
Act," S, 2237.

At its February meeting, the AFL-CIO Executive Council made
the following statement regarding the Administration's proposal:
“"aid in the development of Caribbean nations needs to be enhanced,
but proposals for '"one-way'" free trade and additional investment
incentives to U,S., firms for investing abroad should be rejected,"
(Full text of statement attached.)

AFL-CIO union members look upon those who live and work in the
Caribbean Basin as their brothers and sisters -- in many cases this
is literally the relationship, In addition, thousands of U.S. union
members live and work in Puerto Rico and U,S, possessions in the
region, These workers know the problems of runaway factories from
the mainland and among the islandsl Wage exploitation and massive
unemployment that can develop from mismanaged policies are not new
to them. Neither the workers in the Caribbean nor the workers in
the United States want programs that cost one another jobs and thus
lead to more unemployment, Yet that is the fear raised by the
Administration's trade and tax incentive proposals,

On July 23, the AFL-CIO and Caribbean trade unionists met in

Washington for discussion of this issue., The meeting demonstrated

mutual recognition of the need for the trade unionists to be
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consulted on the plans and programs being considered by our
respective governments for the development of the Caribbean
economies. The AFL-CIO supports the need for this involvement

- of the trade unions of our respective countries in the Caribbean
Basin Initiative proposals,

It is our primary duty in any such initiative to- consider and
protect existing jobs of workers of all concerned nations --
including the U.S, -- and the great need to create new job oppor-
tunities, This the U.S. Government proposal does not do.

The AFL-CIO supports direct economic assistance in the form
of a supplemental appropriation for the Caribbean countries
desperately in need of help. We do urge, however, that the $350
million sum provided in S, 2237 be carefully scrutinized to determine
whether that amount is appropriate for fiscal year 1982, and to
review the proposed allocation of those funds,

However, the AFL-CIO is strongly opposed to the trade and tax
incentives contained in the bill, Those incentives will only serve
to further weaken the U.S, industrial base by encouraging new run-
aways by U.S., industries to the Caribbean region, result in a
quickening of lost U,S, jobs -- skilled as well as unskilled -- and
create windfall benefits for non-Caribbean countries from the Soviet
Union to the Far East, who funnel goods to the U.S. through these 4
Caribbean countries, -

The bill in Title I sets forth various criteria that are required
for a country to be designated a "beneficiary country." All the

criteria are designated to safeguard investments for those who may
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invest -- none require that the workers in th;se countries share
in the benefits of such investment. We believe that a basic
requirement for a country to participate in the Caribbean Basin
program be that the workers in that country have the right to
form unions and to bargain effectivelf concerning their wage and
terms of employment. Without equal requirements for workers'
rights, this legislation only protects the rights of those who
invest money, not those who invest their work.

Title I of the bill lists 28 countries in the Caribbean Basin
as potentially eligible "beneficiary countries" for so-called one-
way free trade with the United States -- zero tariffs for 12 years
on U.S. imports from those designated countries. However, the
Administratién admits that at present about 87 percent of the products
of those countries already enter the U,S, duty free under the
Generalized System of Preferences (GSP) for less devecloped countries,
1ts reason for blithely requesting absolute authority to 'grant
duty-free access for all Caribbean Basin imports with the exception
of textiles and appatsif covered by textile agreements" is min;-
boggling. To quote Anbassador William Brock's statement before the
Subcommittee on International Trade of the House Ways and Means
Committee on March 17, it is because "there is uncertainty and
fear in the Caribbean Basin about the future of the GSP program."
On that same day, the GCeneral Counsel for the Office of the United
States Trade Representative, Donald de Kieffer, testified in the
Senate Appropriations Subcommittee on Foreign Operations that '"many
potential Caribbean exports have never been included in this scheme
(GSP]. Other products have been eliminated from eligibility

through the GSP petition process or by the competitive’need
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limitations.”" TFor those reasons, according to Mr. de Kieffer,
the trade provisions of the~Caribbean Basin Initiative were
crafted,

Mr. Chairman, why does the Administration choose to abolish
the modest existing Congressional limitations for GSP benefits?
Why does it instead expand those benefits massively beyond the
2,900 imported products now entering the U.S. duty free under
GSP -- rather than deal directly with the future of the GSP program
scheduled to end in 1984? The approach taken in S. 2237 makes a
mockery of Congressional intent in 1974 when GSP was enacted.

The AFL-CIO opposed GSP in the Trade Act of 1974, But with
all of its shortcomings, that law at least tailored GSP somewhat
in an attempt to limit the damage: by exempting some specific
import-sensitive products -- those products already heavily harmed
by imports -- and allowing for removal of others., The GSP law
also contains mechanisms to limit the dollar amount and the quantity
of imports that receive the preference., S. 2237 would sweep away
these protectives, minimal as they are.

1f S. 2237 is adopted, massive trade diversions -- a flood of
imports worldwide.-- can be funneled through any one or any combina-
tion of these 28 Caribbean Basin countries. Imports of virtually
any product made anywhere in the world will also be able to
penetrate the U.S, market through the U.S., Virgin Islands, Guam
and American Samoa. All that will be necessary is the claim that
25 percent local content of the product originated in the Caribbean
Basin region, or in U,S, insular possessions -- even GSP requires
a higher local content requirement of 35 percent -- or if more than

one country is combined, the requirement is 50 percent.
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The ridiculously low local content provisions in S. 2237
make all industries in the U.S. subject to assaults from imports
without benefiting the economies of the Caribbean, If trade is
to be used to help build healthy industries within the Caribbean
countries, the bill should have much higher content provisions.

Past experience has taught us that assembly and pass-through
arrangements like those contained in the bill can be used to side-
step U.S. trade and tariff laws, For example, the American watch
industry fought against the use of the Virgin I<lands as an entry
point for SQViet watches (which, it was claimed, were disassembled
and assembled under trade rules in the Virgin Islands) some years
ago, The arrangement merely helped destroy the U.S. watch
industry. Job creation in the Virgin Islands was minimal., No
watch industry developed there. But importers and foreign producers
benefited.

The trade provisions of the bill contain no effective safeguards
for U.S. industries against injury from imports. The bill empowers
the President to designate any country as a beneficiary country if
he '""determines that such designation will be in the national economic
or security interest of the United States and reports such determina-
tion to the Congress with his reasons therefor.," Moreover, if
injury is claimed by a U,S. industry, it is no longer sufficient
for the International Trade Commission to determine under Section
201(b) of the Trade Act of 1974 that an article is being imported
into the United States in such increase quantities as to be a
substantial cause of serious injury., The bill imposes a new
unrealistic burden on the ITC -- to determine that the injury

results from the duty-free treatment afforded under the Caribbean

‘Basin Initiative,
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Mr. Chairman, U.,S. imports rose sharply in 1981, The first
S months of 1982 have shown a continued deterioration in the
trade balance. In fact, the surplus of exports over imports in
manufactured products changed to a deficit in the first 5 months
of this year, Steel, autos, electronics, textiles, and other
basic industries have been seriously hurt by the combined pressures
of imports and recession,

The impact accelerated across manufacturing: apparel, tires,
glass, hand tools, nuts and bolts, machine tools, roller bearings,
semi-conductors, motor vehicle parts, canned fish, aircraft
engines and spacecraft parts showed import surges in 1981 -- a
nationwide problem for manufacturing and employment in those
industries., Are American workers now to be sent a legislative
message that for the next 12 years, U.S. trade policy will encourage
a continuous loss of U,S. jobs in each of these products or parts
of products as well as the more sophisticated manufactures that we
were told would comprise this country's new industrial base{

It is mystifying that the Administration's trade incentives
for the Caribbean Base Initiative are proposed at a time when our
nation already has a 1981 trade deficit of $40 billion with the
world that includes a $3.2 billion deficit with the Caribbean Basin
countries. At the same time, the U.S, value of imports receiving
GSP treatment has risen to $8.4 billion up from $3 billion just 6
years ago.

The tax incentives proposed in Title III are equally astounding,
Just last year, the Administration sold the Congress a package of
business tax incentives that will result in hundreds of billions of

lost revenues to the Treasury. This was done ostensibly to encourage
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increased investment and productivity in the United States,

Pictures were painted of countless purchases of machinery and
cquipment, plants springing up all ové} our nation, and of course,
shrinking unemployment lines. Now in Title IIl of S, 2237, the
Administration is proposing '"an unprecedented extension for 5 years
of the investment tax credit to property which is used predominately
in certain Caribbean Basin countries and which would otherwise
qualify for the domestic investment tax credit." The purpose of
this proposal is admittedly to "encourage the placement of machinery
and equipment in the Caribbean Basin." This is contradictory to

the whole purpose of last yé;r's tax bill, that indicated its top
priority. was to increase domestic investment,

Not only will the credit be allowed to a U,S, citizen, resident,
or corporation investing in such property, but the credit would
also be passed through to a U.S. shareholder who owns S percent or
more in value of the outstanding stock of a foreign corporation,

The purpose of this provision is to encourage new equity investment
in the Basin that is permanent in nature, According to the Adminis-
tration, its investment tax credit proposal will cost the Treasury
about $50 million in 1983, and a total of nearly $300 million during
the S-year period of the extension. However, the actual costs could
be much larger and the tax credit mechanism is like an open-ended
appropriation.

In addition, the Administration proposes extending the newly
enacted accelerated cost recovery system (ACRS) and the investment
tax credit to U.S. corporations operating in Puerto Rico and U.S.
insular possessions, It is ironic that the cost of this provision

to the Treasury would have paid for the $100 million in trade
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adjustment assistance training monies originally supported by the
Administration but in its judgment no lonﬁer affordable, Yet the
purpose of this provision is to further the flight of business
from the U.S.

The total tax incentives in the bill amount to over $800
million, but that does not represent their real cost. When
coupled with the bill's so-called trade incentives, the real cost
will be higher U.S. unemployment caused by the manipulation of
these proposals by the shippers who funnel worldwide U.,S. imports
through the Caribbean region. This will be accompanied by - diminished
U.S. investment in our own domestic industries and further decreases
in U.S, industries' productivity.

In sum, the Administration's trade and tax incentives are ill-
conceived and unthinkable when balanced against the miseries brought by
9.5 percent unemployment. Such incentives for further increases in
unemployment must be rejected,.

The trade and tax incentives will not answer the problems that
must be addressed to develop Caribbean nations. They will simply
assure continued swollen profits for multinationals at the expense
of the U.S. economy, v

The U.S. contribution is not reflected in the so-called
cooperative actions of Mexico, Venezuela, and Canada. The U.S.
contribution needs to be re-examined in terms of more realistic
approaches.,

Mr. Chairman, there is a more intelligent and meaningful way
to address the very real problems of the Caribbean Basin than what

is proposed in S, 2237,
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The AFL-CIO experience demonstrates that development
must be based upon expanding the opportunities for the citizens
of these countries, not be enhancing the benefits for multi-
national corporations. Internal market growth with rising living
standards -- not trade diversions -- should be the route to
economic development, These countries need help in developing
tne infrastructure that provides the real base for long-term
improvements, It must involve improved education and training
programs. In many countries, it must include land reform programs,
and better means of encouraging internal self-investment, rather
than the continual exodus of capital to Miami banks. And certainly,
a central element of development must be the assurance that the
workers and people of the country become the chief beneficiaries
of any development, R
The AFL-CIO urges that the Congress send the Administration
back to the drawing board to design a more thoughtful plan of
assistance to that area -- not a blueprint to further pauperize
America, At the least, that plan should include recognition of
the past effects of runaway industries in the Caribbean countries

and the current plight of the U.S. economy.

Attachment: AFL-CIO Executive Council Statement
on International Trade and Investment
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Statement by the AFL-CIO Executive Council
on

) international Trade and Investment '

- February 15, 1982
Bal Harbour, Fla.

The recession-bound U.S. economy continues to lose jobs and production, a trend
aggravated by mismanaged trade policies and practices; The U.S. trade balance suffered a
record $40 billion deficit in 1981. As the world faces recession, many nations are increasing
their barriers to imports of U.S. goods and further subsidizing their exports to the U.S. The
Reagan Administration is ignoring these facts.

The Administration’s tnonetary policies have brought a high value to the dollar -- up
16 percent against major currencies since 1980 -- encouraging imports and retarding
exports. These monetary policies have thus dealt a double blow -- a downturn at home and a
disaster in trade from added imports and slackening exports.

U.S. basic industries, already in need of revitalization, have been severely injured by
the impact of expandeq imports on top of the recession. Steel has suffered import
penetration of about 20-25 percent of the U.S. market since last August. Auto imports in
1981 increased their share of a falling market to 31 percent in January. Apparel imports
were over 33 percent of the market. Machinery and machinery parts imports caused new
concern in a weakened market. With import pressure mounting, virtually every type of
manufacturing and related services felt the brunt of lost orders both at home and abroad.

Instead of imports declining as they usually do in a recession, products of more than
one-quarter of the manufacturing industries showed a sharp import rise in the third-qua}ter
of 1981 over the same pefiod the year before -- these include such varied items as tires,
glass, apparel, hand tools, nuts and bolts, machine tools, roller bearings, semiconductors,

motor vehicle parts, canned fish, aircraft engines and spacecraft parts.
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Even America's newest industries, the so-called "high technology industries," are
beginning to be hurt by imports. By January 1982, the New York Times was reporting that
the United States had lost its lead in computer chip technology and production of aircraft.
parts was expanded into closed economies ~— including the People's Republic of China.
While imports of manufactured goods rose 13 percent in 1981, exports of
manufactured goods w*e up only 7 percent. There has been imde.;]uate attention to the
composition of exports. The dollar value of exports does not tell the full story in terms of
jobs and products. For example, the U.S. exports much raw material involving relatively
little labor instead of manufactured g-&»ds and processed foods which require considerable
labor input.
Instead of continuing trade adjustment assistance promised to workers injured by
imports, the Administration's 1983 budget proposat calls for a mere | percent of the 1981
outlays for trade adjustment assistance and a complete end of the program in 1984.
The only iecogniiion of the need to act in the U.S. interest was the conclusion of the
Multifibre Arrangement.
The AFL-CIO calls upon the President and the Congress to undertake a number of
specific measures in the trade area:
& placement of temporary restrictions on harmful imports during the term of the
recession to pre\lrent addgd penetration of U.S. markets by foreign producers and
a further weakening of the U.S. industrial base.

® enactment of additional domestic content laws to protect endangered
U.S. industries, such as H.R. 5133, which assures the continued U.S. capability .
to produce autos.

*  speedy and effective handling of the dumping and subsidy cases in steel, to

assure the promised redress for these unfair trade practices.

* ending of the President's continued authority to negotiate further tariff

reduction.
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® assurance that a portion of U.S. raw material exports be processed in this
country, so that export of products such as grain, logs, etc., is conditioned upon
‘specific domestic processing.

* establishment of bﬂatgrd shipping agreements and adherence to cargo
pkeference laws.

#*  extension of the "manufacturing clause” of the U.S. Copyright Law to protect
against widespread losses of jobs in the printing industry.

* extension of Trade Adjustment Assistance to provide adequate compensation to
those unemployed because of trade, and improve training, job search, and
relocation aid to those displaced workers who need such help.

* commitment that foreign grant, insurance and loan programs, such as the
Export-Import Bank, are carefully managed to safeguard U.S. interests at home
and abroad. Despite defects of the Ex-Im Bank, funds must not be slashed until
othe(r countries cut or eliminate their subsidy programs. Ex-Im Bank funds and
guarantees must not be extended to any Communist countries.

. *. aid in the development of Caribbean nations needs to be enhanced, but proposals
for "one-way" free trade and additional investment incentives to U.S. firms for
investing abroad should be rejected.

®  vigorous enforcement of reciprocity provisions of the Trade Act must be
undertaken.

The AFL-CIO believes that enforcement of the Tr;de Act and the fashioning of new
remedies to assure a strong and diversified U.S. industrial structure are essential for
America's well being.

e
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STATEMENT OF LEROY WEINER, PIiESIDENT, AIRWAY
INDUSTRIES, INC., ELLWOOD CITY, PA.

The CHAIRMAN. Mr. Weiner.

Mr. WEINER. My name is Leroy Weiner and I am president of
ll}n-way Industries, Inc., a luggage company located in Ellwood City,

a

My appearance here today is on behalf of several trade associ-
ations and labor unions in the leather products industry whose
members will be directly affected by the trade measures proposed
in title I of the Caribbean Basin Initiative, S. 2237.

These organizations, which constitute the leather products coali-
tion are: Amalgamated Clothing and Textile Workers Union, AFL-
CIO; Footwear Industries of America, Inc.; International Leather
Goods, Plastics and Novelty Workers Union, AFL-CIO, Luggage
and Leather Goods Manufacturers of America, Inc.; National
Handbag Association; United Food and Commercial Workers Inter-
national Union, AFL-CIO, Work Glove Manufacturers Association.

These organizations certainly appreciate the opportunity of ap-
pearing and presenting information today.

Also here with me today is Stanley Nehmer, President of Eco-
nomic Consulting Services, a consultant to these industries. These
organizations have each submitted statements and I would ask that
these statements be put into the record.

The CHAIRMAN. They will be made a part of the record.

Mr. WEINER. Thank you.

[The statements follow:]
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Luggage and Leather Goods
Manufacturers of America, tac.
330 Fifth Avenue

New York, New York 10118

STATEMENT OF LEROY WEINER, PRESIDENT, AIRWAY INDUSTRIES,
INC., ELLWOOD CITY, PENNSYLVANIA AND
PAST PRESIDENT, LUGGAGE AND LEATHER GOODS
MANUFACTURERS OF AMERICA, INC.

Beforé the Committee on Finance
United States Senate
On S,2237

August 2, 1982

My name is Leroy Weiner. My appearance before the
Committee today is in my dual capacity as President of
Airway Industgies, Inc., a luggage company located in
Ellwood City, Pennsylvania and as Past President of the
Luggage and Leather Goods Manufacturers of America, Inc.,
the trade association representing domestic producers of
luggage and personal leather goods. In addition, I am
appearing as part of a coalition of leather products
industries which is supportive of the basic objectives of
the Caribbean Basin Initiative but whose goal is to seek an
exclusion of their products from the free-trade aspects of
the CBI. We strongly urge the passage of an amendment to
5$.2237 such as passed by the House Trade Subcommittee which
exempts from duty-free treatment footwear, handbags,
luggage, flat goods, work gloves, and leather wearing
apparel.

The industries which comprise this sector share the
traits of labor-intensity and import-sensitivity, charac-

teristics which are also shared with the textile and apparel

11-310 O—82——11
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industry. We feel quite strongly that our products should

receive an exclusion from duty-free treatment under the CBI

similar to the exclusion being granted textiles and apparel.
I will confine my remarks\today primarily to the antici-

\

pated negative effects of the CBI on the luggage and per-
sonal leather goods industrié;. First, let me provide you
with some background_information on these industries.

U.S. imports of luggage (including business cases)
increased five-fold between 1975 and 1980, from $49 million
to $243 million, during a time when real growth in the
domestic market was only moderate, at best, and domestic
shipments were on a downward trend. Moreover, in 1981
imports increased by a further 20 percent to $292 million
and captured an even greater share of the U.S. luggage
market, while domestic shipments declined by approximately
15 percent according to our estimate. Imports continue to
increaqg by 6 percent in the first five months of 1982.
Increasing imports have clearly been at the expense of
domestic production. We estimate that imports now have at
least 40 percent of the U.S. market.

The situation with respect to personal leather goods is
similar. The term "personal leather goods" or "flat goods"
includes such products as billfolds, key cases, eyeglass
cases, cigarette cases, secretaries and coin purses of
leather and other materials. In real terms, domestic ship-

ments of personal leather goods have fallen since 1978,
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while imports have risen rapidly. Imports increased by 17
percent in 1981 to $84 million and clearly captured an even
larger share of the U.S. market as domestic shipments

declined by an estimated 15 percent. As with the lugéage

'industry, imports of flat goods have been increasing at a

time when the market has not been growing and, thus, imports
are at the expense of domestic production. While import
penetration in the peééonal leather goods industry has not -
yet reached the level achieved in the luggage industry, it
is clear that the import market share is rising rapidly. We
estimate that imborts now have more than 30 percent of the
U.S. market.

The luggage and personal leather goods industries have
been fighting an uphill battle for self-preservation. We
have sought exclusion for our products from the Generalized
System of Preferences becausé of their import-sensitivity
and have been successful, for the most part, at keeping
most of our items from being added to the GSP list. Last
year, the luggage industry sought, and received, a tech-
nical assistance grant of just under $250,000 from the
Department of Commerce designed to aid import-impacted
industries. The luggage fhdustry has embarked on an
extensive and ambitious program to improve its produc-
tivity, produce an even higher quality product, offer a
better value to the consumer, and, in general, become

more competitive. It makes no sense for the U.S.
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Government, on the one hand, to help this industry become
more competitive, and, on the other hand, to provide duty-
free treatment for products that will only negate these
efforts by virtue of increased imports.

With imports continually rising and no end in sight, and
in light of the current state of the industry, it should be
perfectly clear why we are so fearful of the free-trade
aspects of the CBI. Quite simply, these import-sensitive
industries cannot afford the further loss of market share
which will undoubtedly occur if duty-free status is granted
to imports from the Caribbean.

I would like to bring to the attention of the members of
the Committee a fact with regard to the imporé situation
which is too often overlooked in the desire of the United
States to help developing countries. New foreign suppliers
of imports to the United States do not displace traditional
suppliers; rather they add to the already too vast pool of
imports. In other words, increased imports of luggage or
personal leather goods from the Caribbean will not be at the
expense of other imports, for example, from the Far East,
but will instead be at the expense of domestic producers.

We have seen this happen numerous times as new country
suppliers enter the U.S. leather products markets. We do
not want to see this happen again. The United States’
imported almost $5 million of 1luggage and personal leather

goods from the Caribbean in 1981, a figure which is already
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on the rise. At a time when total U.S. imports of luggage
and peiéonal leather goods combined increased by 19 percent
between 1980 and 1981, imports of these products from the
Caribbean increased by 61 percent. Even without cutting the
duties, imports from the Caribbean are growing at a faster
rate than overall imports.

I would also like to comment on the so-called safeguard
measures available as part of the CBI or such as may be pro-
posed as amendments to the bill. They will not work. They
have not worked since the Trade Act of 1974 révised the
"escape clause" procedures. During the six months that the
International Trade Commission is investigating and the two
months- the President is considering what the ITC may recom=-
mend, imports will increase rapidly. This has been the case
all too often since 1974, A vivid illustration of this phe;
nomenon of rapidly increasing imports is easily found.

Imports of luggage, in one month alone (November 1981)

increased by 50 percent compared to imports in the same
month in 1980. The situation of rapidly rising imports is
already at hand, rendering future safeguards meaningless.
Moreover, to bring such actions is time-consuming and
costly, an expense our industries simply cannot afford. As
it is now, these industries must repeatedly prove their

import-sensitivity to the Executive Branch. Last year, when

"several petitions were accepted for GSP consideration with

respect to luggage and personal leather goods, I had to
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appear in person at hearings on two separate occasions in
Washington and we filed innumerable gdocuments and letters.
The cost and time involved, of course, would be substan-
tially magnified if we had to prove injury from Caribbean
imports under the "“escape clause” procedures. This is an
unacceptable burden for us and is, in fact, no "safeguard."
I have oﬁly orie other comment I wish to make. I am
disturbed regarding apparent inconsistencies between the
anticipated effects of the CBI on industries such as these
and the President's recent statement on small businesses. I
believe he called us the “heart and soul" of the free
enterprise system. I strongly believe that we are part of
the foundation of the U.S. economy. Two out of three new
jobs are created by small business. Airway Industries is
a small business, but we areithe third largest employer of
workers in our section of Pennsylvania. We are also the
employer of last resort for minorities and women. Airway
employs three times, on a percentage basis, the number of
racial minorities who reside in Lawrence County. Ana this
county is suffering an unemployment rate of 13.1 percent (in
April). The negative effects of the CBI are going to be
felt most strongly and most devastatingly on industries made
up of small businesses such as ours. In many cases we are
élready suffering from the effects of import competition.,
Enough is enough. Do not make the leather products
industries and the small businesses of these industries pay

for this policy initiative.”
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Leather related products must be excluded from duty-free
treatment under the Caribbean Basin Initiative. We ask you
to add our products to the exclusion being granted textiles
and apparel. An amendment to Section 103{(b) such as adopted
by the House Trade Subcommittee meets our concerns with this
legislation. I understand that Senators Heinz, Moynihan,
Mitchell, Kennedy, Tsongas, Kasten, Cohen, Randolph,
Bumpers, Humphrey, Helms, and Pryor will propose an amend-
ment to $.2237 that will add the six leather-related pro-
ducts to the textile and apparel items alrea&y exempt from
free zone status. I strongly urge passage of this amend-

ment.
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Summar

The Amalgamated Clothing and Textile Workers Union,
AFL-CIO represents workers in the textile, apparel, footwear
and leather apparel industries. We support the President's
initiative with regard to the Caribbean, but organized labor
has concerns about S. 2237, specifically the one-way free
trade aspects. American workers cannot be made to pay for
this new initiative. No individual sector or group of sec-
tors in our economy should bear an inequitable portion of
the burden.

The import-sensitivity and import injury sustained by
both the nonrubber footwear and the leather apparel
industries are well documented. Footwear imports continued
to increase 27 percent in the first five months of 1982 com-
pared to the same period in 1981 and there is no immediate
end in sight for import growth. With domestic production of
footwear falling (14 percent in January-April 1982) import
penetration has risen sharply to 60 percent. Import
penetration for leather wearing apparel was approximately 56
percent in 1981 and imports continue to increase in 1982.

We believe that workers in the leather-related
industries will be among the sectors hardest hit by the one-
way free trade proposal. I urge the Committee to amend the
current legislation to exclude shoes, leather apparel and
other leather-related products from duty-free treatment
similar to the exclusion granted textiles and apparel.
Follow the example of the House Trade Subcommittee by
adopting an amendment to Section 103 (b) of the legislation.
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My name is Art Gundersheim, Director of International

Trade Affairs for the Amalgamated Clothing and Textile

Workers Union, AFL-CIO.

in the textile and apparel industries, our Union of some

JACOB SHEINKMAN
Secrotary-Treaswrer

SCOTT HOYMAN

Executive Vice Presdent

In addition to representing workers

500,000 members also repfesents workers producing shoes and

leather apparel-

- — —

We recognize the Caribbean area as one where political,

economic, and social stability are so important to the

security. and the economic well-being of our own country.

If

the Caribbean policy is successful, it will help the free

trade union movement in that area,

contribute mightily to the democratic process.
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which in itself will
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We support the President's initiative with regard to the
Caribbean. It is important that its objectives are
realized. But having said this I must make it clear that
organized labor has concerns on its implementation whic@
must be met if the new policy is not to cause hardship to
firms and workers in this country. Here I refer specifi-
cally to the one-way free trade aspects of the Caribbean
Basin initiative.

In the November 1981 Convention of the AFL-CIO the reso-
lution on trade and investment included the statement:

New proposals for trade arrangements with America's

nearest neighbors, or with any other individual foreign

country, should be based on a realistic assessment of
the past and future impact of trade and investment not
only in the host country but on specific parts of the

U.S. economy and on U.S. workers.

What this means is that labor wants to help in this new
initiatiye but it cannot be done at a price that we cannot
bear. The new trade arrangement with the Caribbean cannot
result in the closing of U.S. plants. American workers can-
not be made to pay for this new initiative. No individual
sector or group of sectors in our economy should bear an
inequitable portion of the burden.

For these reasons, we believe that shoes, leather
apparel, and other leather-related products should receive
similar treatment to that being accorded textiles and
apparel under the CBI and should be excluded from duty-free

treatment, as was accomplished by the amendment to this

legislation passed by the House Trade Subcommittee.
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The import-sensitivity and import injury sustained by
both the nonrubber footwear and the leather apparel
industries are well documented. Nonrubber footwear was spe-
cifically excluded from the Generalized System of

kbreferences by the Trade Act of 1974. Leather apparel was
removed from the list of eligible articles under the GSP
because of its import sensitivity. The U.S. International
Trade Commission found that imports were a substantial cause
of the injury suffered by both the nonrubbe:\footwear and
leather apparel industries. However, at the bresent time
there is no import relief in effect for either of these
industries. Leather apparel did not receive relief, despite
a unanimous findipg of injury by the ITC in 1980. Similarly
shoes were unanimously found by the ITC to continue to need
import relief just last year. Once more workers and firms
were rebuffed when the President terminated import relief on
nonrubber footwear as of June 30, 1981. Thus, our people
‘have no faith in the import relief mechanisms set forth in
the Caribbean Basin Initiative. We cannot rely upon these
avenues to seek relief when imports from the Caribbean
increase because of duty-free treatment. Indeed, there is
no optioq open to the footwear industry under the “escape
-clause™ until July 1, 1983, 2 years after the expiration of

import relief.
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'Both the nonrubber footwear industry and the leather
apparel industry are suffering deeply from import penetra-
tion. Thousands of jobs have been eliminated in these
industries as a result of increasing imports.

With respect to leather apparel, U.S. imports achieved
tremendous growth during the latter part of the 1970°'s,
rising from $131 million in 1975 to $318 million in 1978.
After declining somewhat since 1978, concurrent with reduced
domestic demand for these products, imports jumped more than
20 percent in 1981 compared to levels in 1980 and again by
20 percent in the first four months of 1982. Import
penetration in 1981 was approxiﬁately 56 percent. We esti-
méte that approximately one-half of the firms in the leather
wearing apparel business in 1975 are no longer in business
today or are no longer producing leather apparel, and that
domestic production has declined by approximately 50 percent
since that time. Both employment and average hours worked
in this industry have also declined markedly.

With respect to footwear, our industry remains in
serious trouble because of thé unsolved import problems,
aggravated by the termination of import relief by President
Reagan in June 198l. Today, there are almost 11,000 fewer
workers ;n this industry than in the fi;§t four months of
last year. Imports increased 27 percent in the first five
months of 1982 compared to the same period in 1981 and there

is no immediate end in sight for import growth. With
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domestic production falling (a decline of 14 percent in
January-April 1982), import penetration has risen sharply to
60 percent, substantially greater than impo;; penetration on
the order of 50 percent from which we have suffered in
recent years.

Duty-free treatment for all imports other than textiles
and apparel from the Caribbean has the potential for
seriously affecting the footwear, leather apparel and other
leather-related industries. We remain very concerned about
a further loss of job opportunities for our workers. This
country has a specific need for, and indeed an obligation to
provide, entry-level or lower~skilled jobs to certain
segments of the population who, fér a variety of reasons,
cannot readily fiﬁd alternative employment. An economic
base which supplies entry-level or low-skilled jobs to those
segments of the pépulation which cannot otherwise be
employed is critically important for the United States.
Unemployment and all its serious attendant social problems
cannot be accepted as the norm for these workers. So long
as our country remains a beacon for the dispossesed of the
rest of the world and so long as we must rely on the private
sector for job creation in our society, we absolutely need
to preserve industries such as those in the leather products
sector.

There is no one to bear the burden of increased domestic

unemployment created by the CBI but the workers themselves.
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There are likely to be no trade adjustment assistance bene-
£its to help them along. Even welfare and unemployment
benefits are being cut b;ck in some areas. We believe that
workers in the leather-related industries will be among the
sectors hardest hit by the one-way free trade proposal, pri-
marily because of the labor-intensity and import-sensitivity
of these industries.

Shoes, leather apparel and other leather-related pro-
ducts should be excluded from duty-free treatment under the
CBI; These industries have among the highesé duty rates
precisely because of their import sensitiyity and these
duties play an essential role in maintaining the viability
of these in@ustr@es. I urge tne Committee to amend the
current legislation to incorporate our products similar to
the exclusion from duty-free treatment granted textiles and
apparel. Follow the example of the House Trade Subcommittee
by adopting an amendment to Section 103 (b) of the legisla-
tion.

Thank you.
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SENATE COMMITTER ON PINANCE
oN
THE CARTBBEAN BASIN INITIATIVE

INTRODUCTION AND SUMMARY

Pootwear Industries of America (FIA) is a trade association representing
domestic manufacturers of nonrubber footwear and suppliers to the footwear
industry. We are pleased to have the opportunity to testify on 8. 2237, the
Caribbean Basin Initiative (CBI) proposal.

FIA recognizes the need to promote eéononlc and political stability in the
Caribbean region. However, we are concerned that duty-free imports of footwear
from Basin countries, umjor the one-way free trade provisions of the CBI, will
unfairly burden firms and workers in our industry. Imports have risen to an
unprecedented 60_pe L;cont of the nonrubber footwear market in the first four
months .ot this year) if Caribbean Basin beneficiaries are encouraged to export
duty-free footwear to the U.S., footwear imports could grow even more, further
threatening the domestic industry. )

Therefore, we urge this committee to accept Amendment No. 1370, lnt:oducod\
by Senator Heinz and co-sponsored by Senators Mitchell, Moynihan, Kennedy,
Tsongas, Cohen, Kasten, Randolph, Helms, Bumpers, Humphrey and Pryor, to exclude
footwear from the duty-free provisions of the Caribbean Basin Initiative.

A companion amendment introduced by Congressman Ed Jcnklns. of Georgia has
already been debated and passed by the Trade Subcommittee of the Hougo Ways and

Means Committee during its consideration of the CBI.

BACKGROUND

It long has been recognized that footwear is among the most hport-unsltivq

industries in the U.S. and that it continues to be severely threatened by high
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levels of imports. The Congress acknowledged the import-sensitive nature of
footwear by including non-rubber footwear “in a list of articles specifically
excluded from eligibility for Generalized System of Preferences (GSP) treatment
under Title V of the Trade Act of 1974.

Purther, the International Trade Commission (ITC) twice unanimously deter-
mined that imports seriously injured the domestic footwear fnduatzy. Pollowing
the second unanimous injury finding, import relief was granted to the industry
in June, 1977, in the form of Orderly Marketing Agreements (OMA's) negotiated
with Taiwan and Korea to limit imports from those two sources for four years
{June 30, 1977 - Juné 30, 1981).

In April, 1981, The ITC concluded that footwear imports cont.lnued to injure

the domestic industry, and recommended extension of import quotas on footwear

from Taiwan, the largest single foreign supplier. The ITC further recommended

that action be taken against surges from other countries vhose imports under-
mined the import relief program and threatened the domestic industry. On June
30, 1981, despite the ITC's recommendation, President Reagan terminated the
Orderly Marketing Agreements with both Taiwan and Korea.

Between 1977 and 1981, imports captured roughly one-half of the domestic
nonrubber footwear market -—— the highest import penetration rate of any major
industry. Since the beginning of this year, imports have increased at unprece-
dented levels — May sav an increase of 48 percent over the previous May.
Import penetration for the first four months, the most complete data available,
was 60.1 percent of our market - a level never reached before in our history.
Production has declined by 14 percent and we have lost over 10,000 jobs; our
employees are averaging 34 hour weeks and factories are closing from California

to New Hampshire.
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INJURY 7O THE INDUSTRY COULD BECOME EVEN MORE SEVERE IF CARIBBEAN BASIN
BENEFICIARIES ARE ENCOURAGED TO EXPORT DUTY-FRER FOOTWEAR T0 THE U.S.
POOTWEAR EXPORTS FROM THE ARERA CAN BE EXPECTED TO GROW DRAMATICALLY.

The Caribbean Basin Area clearly has the potential to develop its fuotwear
industry. Pootwear is considered an “"easy-entry®" industry; it i{s one of the
earliest manufacturing industries encouraged by devoloplgg countries, because of
their low-wages, and pool of semi-skilled labor. While current shipments trc;
the region are only at 2 million pairs, historical trends indicate that a
country can increase footwear exports substantially in a very short time period.
For example: ‘

-~ Imports from Singapore grew from 1,000 pairs in 1977 to almost 4.5
million pairs last year.

-~ Imports from Hong Kong rose from 8.7 million pairs to 28.3 million
pairs between 1977 and 1981.

-- Imports from the Philippines rose from 620,000 pairs in 1977 to 13.2
million pairs in 1981.

" -= Between 1977 and 1981, imports from Thailand grew from 120,000 pairs
to 5.8 million pairs.

-- Before political problems disrupted its industry, imports from El
Salvador rose from a mere 53,800 pairs in 1977 to 3.4 million pairs

in 1979.

Second, numerous Caribbean countries already have an indigenous footwear
industry. (See Table I, attached) Again, many still are relatively small, but
comparatively low capitalization requirements make expansion of capacity easy.
Thus, the potcntial. oxiu.s for rapid expansion of production and exports if the
U.S. offers these countries duty-free treatment on footwear.

It also must be noted that imports from the Caribbean will be in addition to
already high imports from other sources. They will not merely replace existing

suppliers. While there has been some historical displacement of imports from

11-310 0—82——12
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other suppliers as new sources dcvclop_, the predominant effect of higher imports
has been to reduce domestic production, not total imports from other nations.

Por example, between 1968 and 1976, when imports from Taiwan and Korea rose
by 183.7 million pairs, imports from the rest of the world did not decline; it
was domestic production which fell by 220 million pairs, most of this due to
the rise in imports. In addition, a number of relatively new entrants into the
market have now gained a significant foothold in the U.S. It is unlikely that
these now-established and growing suppliers to the U.S. market could be replaced
or destroyed. Imports from Hong Kong, for instance, have held at over 20
million pairs (growing from 6.6 million in 1976), and at 28 million pairs @n
1981, were 36 percent above year-earlier levels. Imports from the Phili{);i:os
rose from almost nothing in 1976 to 14 aillion pairs in 1980. In fact, imports
from the Philippines rose in 1980 in face of a general drop in consumption and
imports. Singapore increased its isports from 2.9 million pairs in 1980 to
almost 4.5 million pairs in 1961, a 50 percent growth, despite an overall growth
rate in imports of 2.7 percent. Clearly these "new entrants®™ are not going to
disappear from our market due to increased development in the Caribbean.

A further indication of the Caribbean area's potential to expand its foot-
wear industry is the fact that the area is a major exporter of footwear uppers,
as Tables II and III indicate. The Dominican Republic and Haiti are the second
and third largest suppliers, respectively, of unlasted leather footwear uppers
and of other (rubber/plastic, cotton and fiber) uppers. In 1981, their combined
imports of uppers were 9.4 million pairs. However, higher-value finished pro-
ducts may be shipped instead if footwear is afforded duty-free treatment.

Also, cotton and fiber uppers will not receive duty free treatment because
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they are covered by the Multi-Fiber Agreement. However, if these uppers are con-
verted into higher-value finished footwear, the finished product will enter duty
free under the CBI. We should also note that rubber/fabric footwear imports
have duties ranging from 20 percent to an effective rate of 65 percent.
Certainly, this is an incentive to convert these uppers to duty-free finished

footwear.

THE U.S. "ILL BE THE FPOCAL POINT FOR CARIBBEAN B!bORTS‘ SINCE IT IS THE -
LARGEST AND MOST OPEN MARKET IN THE WORLD.

U.8. tariffs on nonrubber footwear are among the lowest 1;1 the world,
ranging from 0 to 20 percent ad valorem. The trade-weighted ad valorem rate is
approximately 10 percent. 1In comparison, Canadian duties toc\oounttios with MPN
status range from 224% - 258 ad valorem. 1In Korea, the general duty range is
608 ad valorem. Mexico's duty rate is 35% ad valorem FOB, plus additional sur-
charges and taxes. Spain's duties range from 8% -35% ad valorem, with an addi-
tional compensatory imports tax of 108, Braszil has a 1708 ad valorem tariff, in
addition to a deposit scheme and additional taxes, which virtually prohibit
footwear imports. Duties in Australia generally are 348 or 46.5% ad valorea.
Duties in Japan range from 8.6% - 27%. (Source: U.S. Department of Commerce)

Moreover, non-tariff barriers in the U. S. are virtually non-existent. (The
one non-tariff barrier appilcablo to shoes, American Selling Price, was abo-
lished on July 1, 198l.) In contrast, Canada has once again imposed a global
quota on footwear imports. Mexico requires licenses on all footwear imports,
which are not issued f.roely.~ In the Philippines, footwear is classified as a
consumer item which cannot be imported. Brazil requires import licenses, which
generally are not isaued for footwear. Australia maintains quantitative
restrictions on many types of footwear. Japan has a severe quota on imports ot_

leather products which includes leather footwear.
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It is not surprising, then, that U. 8. imports accounted rfor 39 percent of
total nonrubber footwear imports by OECD countries in 1976 and 1977 (the latest
year for which such data are available). Por most of the world's top 19 foot-
wear exporting countries (which account for almost 85 percent of total world
exports), the u.s; is the single largest recipient of footwear exports,

absorbing 41 percent of total exports by these 19 countries.

SAFEGUARD MEASURES ARE NOT SUFPICIENT TO PREVENT SUBSTANTIAL GROWTH IN IMPORTS.
The Administration has proposed use of the "escape clause" procedure to
safeguard domestic industries from injury under the Caribbean Basin. Initiative.
Nonrubber footwear, however, is precluded from even filing a petition under this

safeguard mechanisa until July of 1983.
Under the terms of the Trade Act of 1974, Section 203 (j):
"No investigation for the purposes of section 201 shall
be made with respect to an article which has received
import relief under this section unless 2 years have
elapsed since the last day on which import relief was

- provided with respect to such article pursuant to this
section.”

The import relief program Eo: non-rubber was terminated by this Administra-
tion on July 1, 1981. According to our interpretation of the bill, no changes
have been made to this section of the Trade Act of 1974. Thus, our industry,
vhich was found injured by imports by the International Trade Commission as
recently as last year, cannot even utiligze the safeguard provisions of the CBI
uncu‘July of 1983.

Purther, whila agricultural products have been given a "fast track" mecha-
nisa for escape clause relief under the CBI, no such provision is included for

other products. Thus, the full nine month time frame provided under section 201
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of the Trade Act must elapse before relief can be provided. Assuming that our
industry were to petition for relief in July of 1983, we would not even have a
decision before March of 1974.

Given the growth in imports from various "new start® countries to which we
have referred in previous sections of this testimony, this two year waiting
period before import relief could be provided offers us little consolation.

Purthermoce, the necessity of having to prove injury under the safeguard
measures is a needless and costly burden to the industry. The government
already has a wealth of information on the injury to the industry from imports—
from two affirmative ITC injury findings and the ITC recommendation last year
that import ulio; not be terminated.

Pinally, our recent experience with the Administration, which terminated our
import relief program despite t.h.} recommendation of the International Trade

Commission, leaves us with little confidence in the whole safeguard mechanisam.

OTHER CONCERNS ABOUT THE CARIBEEAN BASIN INITIATIVE

Another very serious problem we see with the CBI is that footwear from other
sources may be transshipped through the Caribbean area or assembled there to
take advantage of duty-free export to the U.S. The industry experienced a
severe umuhippont problem when footwear from Taiwan was trmghlpped through
Hong xodij to avoid the quota on nonrubber footwear imports from fahnn. The
Adainistration acted on this problem only after .lt existed for several months.
Almost seven months e¢lapsed from tho\tlu the issue was originally called to
its attention, t0 the time that a Certificate of Origin program was implemented
with Hong Kong in November, 1978. Thus, it vas time-consuming to investigate

and remedy the problem. 1In the meantime, the footwear industry developed in
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Rong Xong, and its imports have remained at high levels -~ over 28 million pairs
in 1981.

It also is likely that production facilities may be transferred from the Par
Bast to the Caribbean, to take advantage of the latter area's cv;n lower wage
rates and proximity to the U.S. market. Or with only a 25 percent local value
content  requirement, the Caribbean Basin could become a major "finishing®" area
for footwear essentially produced elsewvhere, and then shipped to the U.S. duty-
free. )

PUBLIC POLICY CONSIDERATIONS INDICATE THAT THE CARIBBEAN BASIN INITIATIVE
COULD BE COUNTERPRODUCTIVE AT TRIS TIME.

With unemployment hovering at 9.5 percent, development initiatives in the
Caribbean area could result in the export of much-needed U.S. employment.
Pootwear workers could be severely affected, since they are among the hardest to
employ and frequently experience prolonged unemployment. They are generally
women, under 25 or over 50 years of age, semi-skilled, and with limited formal

education.

RECOMMENDATION AND WIG‘

The Congress must recognize the import-sensitive nature of the nonrubber
footwear industry and the severe threat which imports continue to pose.
Encouraging exports from the Caribbean Basin will only exacerbate the injury
caused by already excessively high levels — 60 percent import penetration. We
urge this committee to accept mna,nt No. 1370, proposed by Senator Heinsz, to
exclude footwear from the items eligible for duty-free treatment under the

culbbun' Basin Initiative.
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TABLE 1
(in paics)
1277 1278 3072 80 pEI}Y

Bahamas - - 19,656 36 342
Barbados - - - - -
Coata Rica 20,486 43,208 60,348 120,937 115,080
Dom. Rep. 26,408 198,619 205,698 152,003 295,098
Bl Salvador 13,464 409,758 3,418,616 176,571 3,758
F W Iadies 1,620 - - 10,080 .-
Guatemals 99,968 167,254 145,936 187,227 334,028
Guyana - 2,470 0 2,080 1,488
Haitd 590,894 701,128 626,630 774,25L 1,197,038
Sonduras - 208 10,138 1,351 7,908
Jamaica 2,023 - 900 12 -
/. I - - - 3,610 2,103
Antilles - 84 - - 30
Nicaragua 1,548 - - - J00
Panama - 2,730 3,840 1,986 33,632
Surinam 44,260 6,766 1,600 - 8,086
Trinidad P ) ] - 21,308 - -
Total, Selected

Car ibbean

Countzies 809,816 1,532,299 4,508,840 1,538,309 1,996,699
SOURCE: Department of Commerce data

TABLE 2 TABLE 3

Ooninicen Republic
Raitt

Rong Eong
&1 Salvedor
Lores
Taiven
Nexico

ALl Othes

(000 Pairs)

3,384.0
192.6
210.3

9.0
3,573.3
1,1N.3

.7

19.206.2

0.5, Depaztment of Commecce, DULE

an
4.280.1 Kores
1,196.3 Taivean
79%.3 Ooaiaican Rapudlic
340.8 [ T1Y 3}
9.3 Mexico
$,508.8 India
m. Bongy
97.6 Brasil
81 Salvados
Maddif ALl Other
TOTAL WORLD

iae (000 Pairs)

4,591.0
918.7
,294.8
2,154.7
702.8
390.4
%6.6
103.9

L189.0
ddle.3

3,449.3
1,340.4
2.269.2
1,645.9
1,065.8
1,210.9
335.4
a7
10.9
1,3%4.8

M.83.0
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r1 T3 A&k Internationai Leather Goods
Plastics and Novelty Workers’ Union

Af:hated with Amercan F of tabor and Cong
General Office: 265 West 14th Street, New York, N Y. 10011
Telephone: ORegon 5-9240

STATEMENT OF RALPH CENNAMO, GENERAL PRESIDENT,
INTERNATIONAL LEATHER GOODS, PLASTICS, AND NOVELTY
WORKERS' UNION, AFL-CIO

To the Committee on Finance
United States Senate
Oon S.2237

August 2, 1982

Sununarz

The International Leather Goods, Plastics, and Novelty
Workers' Union, AFL-CIO represents a substantial number of
workers in the domestic handbag, luggage and personal’
leather goods (flat goods) industries.

All three of the industries in which our members work
are labor-intensive and thus particularly vulnerable to
import competition from low-wage foreign countries.
Thousands of jobs have been lost in these industries because
of imports and increasing volumes of imports are an ongoing
concern of workers. Any added impetus to increasing
imports, such as duty-free treatment for imports from the
Caribbean, has a strong potential for further adversely
affecting all three of these industries. 1I have not heard
of anything that the Administration is going to do to help
those of our workers who will surely lose their jobs if the
CBI bill is passed as proposed by the Administration.

The only satisfactory solution to our concerns regarding
this legislation would exclude leather related products from
duty-free treatment just as it will exclude textiles and
apparel. The bill reported out by the House Trade
Subcommittee incorporated such an amendment. I urge you to
grant us this exclusion., :
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Internationai Leather Goods
Plastics and Noveity Workers’ Union

Aftihiated with Amencen Federation of Labor and Congrass of Industral Organizations
General Ofice: 265 West 14th Street, New York, N. Y. 10011
Teiephone: ORegon 5-9240

STATEMENT OF RALPH CENNAMO, GENERAL PRESIDENT,
INTERNATIONAL LEATHER GOODS, PLASTICS, AND NOVELTY
WORKERS' UNION, AFL-CIO

To the Committee on Finance
United States Senate
on S.2237

Auqust 2, 1982

My name is Ralph Cennamo and I am General - President of
the International Leather Goods, Plastics, and Novelty
Workers' Union, AFL-CIO. Our Union represents a substantial
number of workers in the domestic handbag, luggage and per-
sonal leather goods (flat goods) industries. My appearance
here today, as with the other spokesmen of the leather pro-
ducts industries, is to seek an exclusion of leather-related
products from duty-free treatment under the Caribbean Basin
Initiative, similar to the amendment passed by €he House
Trade Subcommittee. The exclusion we seek is the same as
that being accorded textile and apparel imports.

All three of the industries in which our members work --
handbags, luggage and personal leather qgoods -- are labor-
intensive and thus particularly vulnerable to import com-
petition from luw-wage foreign countries. Whether handbags,
luggage, or personal leather goods, each of these industries

has been characterized by increasing imports which have
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caugsed lost market share and jobé. A large proportion of
our workers are minorities, primarily blacks and Hispanics,
and a similarly large portion are women. In fact, many of
our workers came to the United States from the Caribbean.
Most of our workers can be characterized as unskilled or
semiskilled. Mobility is limited. Thus, many of our
workers fall into the "hard-to-employ"” category.

Increasing volumes of imports are an ongoing concern of
workers in these labor-intensive industries. We have seen
almost 80 percent of the U.S. market for handbags overrun by
imports. Despite the fact that the U.S. market for handbags
reached $1 billion for the first time in 1981, imports con-
tinue to capture all of the growth of the market and more.
Thousands of jobs have been eliminated in this industry.
While trends in the luggage and personal leather goods
industries have not reached such dramatic proportions, they
are qgvertheless likewise suffering from import competition.
Import penetratlon is estimated at 40 percent in the luggage
industry and 30 percent in the personal leather goods
industry in 1981. Any added impetus to increasing imports,
such as duty-free treatment for imports from the Caribbean,
has a strong potential for further adversely affecéinq all
three of these industries. Our workers cannot tolerate any
further erosion of their market or their job opportunities. .

Our Union has consistently protested that these products

are import-sensitive and has fought against the inclusion of

’,

d
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these products from duty-free treétment under the
Generalized System of Preferences. Similarly, they should
be excluded from duty-free treatment under the CBI.

These three industries combined have traditionally
employed more than 50,000 workers. According to Government
data, some 4,000 jobs have been eliminated in the last five
yeéfs alone. Available employment data for this year are
even more dismal. Some 3,000 fewer workers in these
industries were employed in the first four months of 1982
compared to employment levels for the same period a year
ago.

We have great éifficulty competing with imports from
low-wage countries, such as those in the Caribbean. The
average hourly wage in the domestic leather products sector
was $§4.99 in 1981, substantially beléw the average of $7.98
for all U.S. manufacturing. Yet wages in certain of the
Caribbean countries range from only $.50 per hour to $2.00
per hour. Developing countries have succeeded in gaining
market share for the items our members produce and clearly
they do not need duty-free treatment to assist their U.S.
market penetration any further. To allow duty-free entry of
these imports will act only éb increase the advantage of
imports at the expense of domestic production and jobs. The
United States cannot export all the jobs of labor-intensive -
industries. If we allow this to happen, what will happen to

these workers?
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Trade adjustment assistance benefits for workers who
have lost their jobs because of imports have been drasti-
cally reduced. I have not heard of anything that the
Administration is going to do to help those of our workers
who will surely lose their jobs if the CBI bill is passed as
proposed by the Administration. I can tell you though, what
will happen. I do not’ expect many workers will find jobs
elsewhere. Jobs lost will be permanent. The welfare rolls
will increase. 1Isn't it enough that 9 million people are
already out of work in this country?

We would like to see our neighbors and fellow workers in
the Caribbean enjoy some economic, political and social sta-
bility. However, why should our workers in the handbag,
luggage and personal leather goods industries be made to pay
for this policy in disproportion to other U.S. industries?
The only satisfactory solution would exclude leather related
products from duty-free treatment just as it will exclude
textiles and apparel. The bill reported out by the House
Trade Suﬂcommittee incorporated such an amendment. I urge

you to grant us this exclusion.
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Mr. WEINER. The administration’s Caribbean Basin Initiative has
the goal of promoting the economic well-being of the people of the
Caribbean area and of alleviating the economic crisis that threat-
ens them.

The organizations before you at this time, that I have mentioned,
certainly support this goal and the aspirations of the Caribbean
peoples. However, those who work in leather-related industries in
the United States have similar aspirations for themselves and their
families. And they are also facing serious economic problems aris-
ing out of growing volumes of imports.

The Caribbean countries are already substantial suppliers of
competing leather products and have the -ability, with their large
pool of cheap labor, to increase their exports to us even further. It
is manifestly unfair to have firms and workers in the leather prod-
ucts industry pay for this national policy initiative.

Some of our organizations oppose the trade aspects of CBI total-
ly, but at the very least, given the vulnerability of the leather prod-
ucts industry to imports, we seek an exclusion from the free-trade
provisions of the Caribbean Basin Initiative as has already been de-
cided for textiles and apparel, which are similarly labor-intensive
and import-impacted industries.

The Amendment to this legislation passed by the House Trade
Subcomitttee addresses our concerns by exempting footwear and -
luggage, flat goods, handbags, workgloves, and leather wearing ap-
parel. Under Section 103(b) of the legislation, the leather-related
industries should receive this exclusion for a number of important
reasons, which are spelled out in detail in our written submissions.

First, imports of leather-related products from the potentially
beneﬁclary countries in the Caribbean are already substantial and
growing. Imports of all leather-related roducts from the Caribbean
rose from $11.8 million in 1977 to $38.8 million in 1981 at an aver-
age annual growth rate of 30 percent. Even if imports of leather-
related products from the Canbbean achieve only half of this
growth rate over the next b years, imports will double to 67 million

llars by 1986. This is graphically shown on a chart which Mr.
Nehmer will provide, which shows the growth rate at only half of
what its been in the past 5 years.

[Chart follows:]
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“this 33 million dollars worth from duty-free treat-
ment, when totglimports from the Caribbean last year were 10 bil-
htlm dollars, should m no way undermine the objectives of this leg-
islation. b

Second, not only m leather products imports from the Caribbe-
an sweable and growing, but they are also increasing in penetra-
tion of the U.S. markets together from imports from other coun-
tries. Once again, the best way to show this is by this chart which
illustrates import penetration rates in various industries: Non-
rubber footwear, 60 percent; luggage, 40 percent; handbags, 79 per-
cent; personal leather goods, 30 percent; leather apparel, 56 per-
cent; workgloves, 44 percent.

[Chart follows:]
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Third, increased imports from the Caribbean under one-way free
trade will not replace imports from other countries, but rather will
be at the expense of U.S. firms and their workers. And I have
heard statements today to the contrary. I look for the information
which substantiates those statements. I would be happy to give in-
formation which would show why this would not be true.

Fourth, the U.S. leather-related industries are labor-intensive
and employ about 250,000 workers, providing jobs for many groups
in this country which are the hardest to employ; minorities, women
and the semiskilled. This is exactly why we are concerned by the
points mentioned by Senator Bradley about the export of labor-in-
tensive jobs. Thousands of jobs have been lost in these industries.

I am incensed by the fact that statements have been made today
that there is no damage to be done. Most recently and startling is
the loss of some 16,000 jobs in the shoe industry and 4,000 jobs in
the luggage and personal leather goods industries and handbag in-
dustry in May of this year compared to May of last year.

Fifth, as well over a majority of firms of these industries are
small businesses, the closing of such companies would be tragic,
coming as it would when the President, himself, on March 1,
pledged himself to a program to promote small business. This he
announced less than a week after he announced the CBI program.

Sixth, the Congress and the executive branch have already recog-
nized the import sensitivity of the leather-related industries. Virtu-
ally all of these products are excluded from GSP treatment. Non-
rubber footwear and leather apparel received unanimous findings
of injury from imports by the under the escape clause.
 Seventh, by allowing these imports from the Caribbean, now&x-

cluded from GSP duty-free treatment, to enter duty-free as well,
the administration is discarding the concept of import sensitivity
and is applying zero duty treatment to those items which are clear-
ly import sensitive. Such a policy flies in the face of all trade legis-
lation in recent years. The duty-free provisions of the CBI repre-
sent a dramatic change in U.S. trade policy for leather products. It
is a very harmful change.

Eighth, the administration assures us that existing safeguard

measures will be adequate to protect U.S. firms and workers from
injury due to increased imports generated by one-way free trade.
That is absolutely wrong. And once again I have heard statements
that there would be no harm done. I would be happy to supply in-
formation to show that harm would be done.
- The existing safeguard measures do not work for the leather
products sector. It is characteristic of these industries that imports
can increase ::Iidly before safeguard actions can be taken, regard-
less of how good the intentions of the executive branch.

Footwear is not even eligible to apply under the safeguard pro-
posed under the CBI legislation before July 1, 1988.

In conclusion, with substantial and growing import penetration,
the leather-related industries are already in a state of seige. They
have suffered from plant closings and lost jobs due to imports.
These industries look to Congress for its help in preventing further
damage. If this committee moves forward with the trade provisions
of the Caribbean Basin Initiative, we ask that leather products be

11-810 0—82—-18
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excluded from these one-way free trade measures as has been ap-
proved by the House Trade Subcommittee.

Do not exacerbate our problems in the name of a national policy
initiative. Do not cause more of our plants to close. Do not make
our workers pay for this new policy. We ask the committee, at the
very least, to support amendment No. 1370 to S. 2237, which Sena-
tors Heinz, Kennedy, Moynihan, Mitchell, Tsongas, Kasten, Ran-
dolph, Cohen, Bumpers, Humphrey, Helms, and Pryor have cospon-
sored, which would exclude our products from duty-free treatment
under the CBI.

Thank you. Mr. Nehmer and I would certainly be available for
questions.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, gentlemen, for your statements.
They are helpful and worthy of consideration here, certainly. Mr.
Koplan’s point, which I hadn’t realized, that the local content re-
T;tlirement of 25-percent status will qualify to come in duty free I
think is disturbing and I certainly want to look at that.

I take it American Tourister is a member of your association?

Mr. WEINER. That is correct. '

Senator CHAFEE. Fine. Thank you, gentlemen. I'm glad you came
because you are the only voices on the other side. .

The CHAIRMAN. There will be more on Friday. Steve.

Mr. KopPLAN. I just wanted to comment further about the local
content requirement. ]

I have with me a copy of an ad that appeared on March 17 of
this year in a publication called Woman’s Wear Daily. It was under
the heading, “Plants for Sale.” This is the ad: “Factory for sale or
lease. Tax free and soon to be duty-free to the United States under
gending congressional bill; 1 hour and 40 minutes from the United

tates. American management will stay, fully air-conditioned,
finest plant facilities in the Caribbean, lowest labor cost. Under
$2.75 a day, 150 sewing machines.”

So I answered the ad. [Laughter.) .

Mr. KoprLAN. I did not buy the plant, but I made the call and I
reached Pierre Cardin in New York and I spoke with a Mr.
Schaefer. And what I was told was that now—what is being made
there is luggage and handbags—and that now is coming in under
items 806 and 807 of the U.S. tariff laws, what he said to me was
“This is a beautiful operation.” He said, “There aren’t any Federal
regulations down there.” He said, “Actually, our labor cost is only
$2.66 a day, that is the actual amount that we pay.” And he pro-
ceeded to try and sell me on the plant.

I was just curious where it was. The plant is in Haiti, I was told.
I didn’t follow up to see whether it has been sold yet. But I think
that this is sad. What we are talking about here is a content re-
quirement that is so ridiculously low in this legislation that anyone
worldwide can funnel throuﬁh the Caribbean Basin region. There
was an attempt, for example, to exclude automobiles and auto-
mobile products from being shipped through the Caribbean Basin
region. There was a vote on that but the administration osposed
that amendment in the Trade Subcommittee on the House side.

What I am trying to emphasize is that we want to help the
people of the region, but we do not see this legislation as legislation
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that will benefit the people of the region. We see this legislation as
a benefit for multinationals, for countries to ship worldwide to the
United States through the Caribbean- Basin region for anyone.
When the question was raised today about Cuba and Nicaragua, as
a matter of fact, in section 102 of the bill, Cuba and Nicaragua are
both listed as-countries eligible to be designated as beneficiary
countries by the President. They are specifically in the bill on the
list of countries eligible to be designated. I didn’t think that quite
came across with the questioning this morning. Finally, I am con-
cerned with the statement made by Mr. Rockefeller this morning, _
and I am quoting from his prepared text.

He said that “it is important that the collective self-interest of
individual groups not be allowed to destroy the CBI as termites do
the foundation of a house.” And I say on behalf of the 14 million
people that the AFL-CIO represents that I find that statement
very nonproductive and we resent that type of analogy.

e are here in an effort to hel? this committee in its delibera-
tions. And as to those ‘“nonprofit” groups that belong to the CBI
Coalition, I would just like to list some of them that I have with
- me: Air Florida, Alcoa, Amax, Chesepeake & Potomac Telephone
Co., Coca-Cola, Esso Inter America. I think that the committee
should have a list of those who belong to the CBI Coalition. I offer
to make the list that I have available for the committee record. .

I thank you for indulging me, Mr. Chairman. We have strong
feelings about this legislation. '

[The information follows:] :
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CBI COALITION
July 16, 1982

Co-chairmens
David Rockefeller
Frank Borman
Lee Kling
Sam Segnar

Air Florida
Alcoa
Amax
American Airlines
Appropriate Technologies International
Association of American
Chambers of Commerce in Latin America
Willie Campbell
CARE
Caribbeana Council
Caribbean/Central American Action
Charter Company
The Chesapeake & Potomac Telephone Company
Coca Cola Company
Control Data Corporation
- Eastern Airlines
ESSO Inter-America
Goddard Enterprises, Limited
Grace-Kennedy Ltd. -
Greater Syracuse Chamber of Commerce
Greater West Palm Beach Chamber of Commerce
InterNorth, Inc.
Island Resources Foundation
Joseph E. Seagrams & Sons
Martin Marietta Corporation
National Association of Negro Women
National Association of State Universities
and Land Grant Colleges
New World Dynamics
Partners of the Americas
Phelps-Stokes Foundation
Reynolds Metals Company
Dr. Auguste Rimpel, Jr.
Save the Children
Sir Philip Sherlock
Sister Cities
Tesoro Petroleum Corporation
The Phoenix Metro Chamber of Commerce
Donald W. Whitehead, Esq.
Raul Yzaguirre

CARIBBEAN MEMBERS

Antigua Chamber of Commerce
Barbados Manufacturers' Association
Caribbean Association of Industry and Commerce
Caribbean Development Bank
Consejo Hondureno de la Empresa Privada
Dominica Association of Industry and Commerce
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Mr. NEHMER. Mr. Chairman, I'm Stanley Nehmer. Just one point
that came up this morning. I think it would be useful to help the
committee in clarification.

This is the question of the safeguards that the administration
has proposed in this legislation. There seems to be a lot of talk on
their part of “don’t worry, there will be safeguards that will work.”
These industries in the leather products coalition have had a lot of
experience with the safeguards. The footwear industry was prom-
ised import relief by President Ford's administration when they re-
ceived the unanimous finding of injury by the ITC. President Ford
did not follow up on his promise.

President Reagan terminated the import relief for footwear last
June 30, 1981. President Carter received a unanimous finding of
injury in a recommendation for import relief from the ITC on
leather wearing apparel and he did not deliver import relief.

The discretionary