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GENERALIZED SYSTEM OF PREFERENCES

TUESDAY, JUNE 17, 1986

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 9:30 a.m. in room SD-
215, Dirksen Senate Office Building, the Honorable John C. Dan-
forth (chairman) presiding.

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

[The press release announcing the hearing on opening statement
?quenai,or Dole and a description of S. 1867 by the committee staff
ollows:

a
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OPENING STATEMENT
SENATOR 30B DOLE
HEARING ON S. 1867, GSP (GENERALIZED SYSTEM OF PREFERENCES) GRADUATION

JUNE 17, 1986

THE. GSP PROGRAM WAS ESTABLISHED IN 1974 IN ORDER TO HELP
LESS-DEVELOPED COUNTRIES GROW ECONOMICALLY -~ TO ENABLE THEM TO
GENERATE INTERNATIONALLY COMPETITIVE INDUSTRIES. WHAT'S HAPPENED
IN THE YEARS SINCE THEN? WHAT'S HAPPENED 1S THAT MANY OF THESE
SUPPOSEDLY LESS-DEVELOPED CNUNTRIES HAVE BECOME SUPER
INTERNATIONAL COMPETITORS. YET THEY'RE STILL ON THE LIST OF

COUNTRIES RECEIVING PREFERENTIAL DUTY-FREE TREATMENT FOR MANY OF

THEIR PRODUCTS.
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5. 1867 DIRECTS THE PRESIDENT TO SEND US LEGISLATION THAT

WOULD GRADUATE THF MORE ADVANCED OF THESE “NEWLY INDUSTRIALIZIN

COUNTRIES®™ FROM THE GSP PROGRAM. THE BILL MENTIONS BY NAME

TAIWAN, KOREA, ANDL HONG KONG.

I VISITED THOSE THREE AREAS LAST SUMMER. | SAW, FPIRSTHAND,

EVIDENCE OF STRONG ECONOMIC GROWTH, OF SOPHISTICATED EXPORT-

ORIENTED PLANNING, AND OF TECHNOLOGY THAT PUTS THESE COUNTRIES ON

THE CUTTING EDGE OF COMPETITIVENESS IN MANY INDUSTRIES.

THE STATISTICS BEAR OUT THE OBSERVATIONS 1 MADE IN PERSON.

LAST YEAR, KOREA, TAIWAN, AND HONG KONG RAN A LARGE TRADE SURPLUS
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WITH THE U.S. OUR DEFICIT WITH TAIWAN WAS $13.1 BILLION, WITH
HONG KONG, 56.2 BILLION, AND WITH KOREA, $4.R BILLION. IN EACH
CASE, THEIR EXPORTS TO 1S VASTLY EXCEEDED IMPORTS FROM US -- BY

MORE THAN THREE TIMES, IN THE CASE OF TAIWAN.

YET THEY NOT ONLY CONTINUE TO RECEIVE GSP BENEFITS, BUT AMONG
THEM THEY GET ALMOST HALF OF ALL THE GSP BENEFITS THE U.S. MAKES
AVAILABLE. ALMOST ONE-FIFTH ($3.2 BILLION) OF ALL THE IMPORTS
FROM TA!WAQ»LAST YEAR ENTERED THE U.S. DUTY-FREE UNDER GSP. THAT
$3.2 BILLION IS ONE QUARTER OF ALL THE IMPORTS UNDER THE ENTIRE

PROGRAM LAST YEAR.
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THE SUPER COMFETITORS

140 COUNTRIES ARE ON THE LIST AS ELIGIBLE GSP RENEFICIARIES.
BUT ALMOST HALF THE BENEFITS ARE GOING TO THREE SUPER COMPETITORS:

TAIWAN, HONG KONG, AND KOREA.

IN 1980, THE PRESIDENT SENT US A REPORT POINTING OUT THAT
ONLY 10 COUNTRIES WERE SUPPLYING 80 PERCENT OF THE GSP IMPORTS.
HE ANNOUNCED SEVERAL "“IMPROVEMENTS" IN THE MECHANISMS TO GRADUATE
INDIVIDUAL PRODUCTS FROM THE PROGRAM, IN ORDER TO PROMOTE THE
CONTINUED GRADUATION OF MORE ADVANCED DEVELOPING COUNTRIES.

WHAT'S HAPPENED? TODAY, ONLY 10 COUNTRIES STILL SUPPLY 80
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PERCERT OF ALL GSP IMPORTS, AND THE LIST oOF INUNTRIES IS ARNT

THE SAME AS IT WAS SIX YEARS AGO.

1984 " IMPROVEMENTS" NOT SUFFICIENT

THIS SAYS TO ME THAT ALL OF THE “IMPROVEMENTS™ 1YW [ DUJST-
SPECIFIC GRADUATION, INCLUDING THOSE MADE IN THE 1984 ACT, JUST
WON'T ACHIEVE THE OBJECTIVE OF PROMOTING DEVELOPMENT I% THOSE
TRULY LESSER-DEVELOPED COUNTRIES THAT NEED OUR HELP MOST.
INSTEAD, AS SOON AS THESE PRODUCTS ARE GRADUATED, THY HIGHLY

COMPETITIVE COUNTRIES JUST SHIFT OVER TO PRODUCTS THAT HAVEN'T

BEEN GRADUATED YET. PRODUCT-SPECIFIC GRADUATION SHOULD BE
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REPLACED BY COMPLETE GRADUATION OF THOSE RELATIVELY ADVANCED

COUNTRIES THAT DON'T NEED OUR HELP IN BECOMING INTERNATIONALLY

COMPETITIVE.

A FINAL POINT: SOME INTERESTS (INCLUDING SEVERAL OF THE

WITNESSES TESTIFYING TODAY) ARGUE THAT WE SHOULDN'T GRADUATE

ADVANCED DEVELIPING COUNTRIES BECAUSE THE THREAT OF GSP

WITHDRAWAL PROVIDES Sould LEVERAGE IN PRESSURING BENEFICIARY

COUNTRIES T PEN THFIR MAKeETE 5. U.S. PRGDUCTS. 1 DON'T HAVE

3

ANY QUARREL WITH THAT 7 Al - IN FACT, 1'VE CO-SPONSORED

LEGISLATION IN OTHER PORTI NS OF S. 1R6( TO STRENGTHEN THE

PRESIDENT'S HAND IN BREAKING DCWN UNFAIR FOREIGN TRADE BARRIERS.
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IT JUST SEEMS TO ME THAT THE GSP PROGRAM 1S THE WRONG PLACE TO
TRY TO CREATE LEVERAGE. WE SHOULDN'T HAVE TO BRIBE OUR TRADING
PARTNERS WITH SPECIAL BENEFITS TO GET THEM TO STOP UNFAIR TRADE
PRACTICES. WE SHOULD, lN%IEAD, PUT THOSE BENBF;}S TO WORK FOR

THOSE COUNTRIES THAT REALLY NEEL THEM.
CONCLUSION
AGAIN, 1 APPRECIATE THOSE WHO HAVE AGREED TO TESTIFY BEFORE

US TODAY AND LOOK FORWARD TO WORKING WITH THEM ON THIS AND THE

OTHER MYRIAD OF ISSUES IN THE TKADE AREA.
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of the latge tsade susplus that each has tun

with the United States,

Although the thieat of withﬁ«aual of GSP
berefits wmay provide some useful levesage
against unfaic practices by bereficiasy
countgies, the U,S, should rot have to offes
special berefits to our tsading pactnegs to

obtain gemoval of unfaicr tgade practices,

Admiristsation ard othes opporerts of S, 1867

ase likely to present a vagied set of acquments:

20

The sevegal product-specific graduatiorn
mecharisms algeady in place psovide ample
psotectior. against extersion of GSP berefits to
imposts that either damage U.S. industsy or in

which the expostes is highly competitive,

The forthcoming Genesal Review in pasticulars
psovides a compsehensive opposturity to cut back
on GSP eligibility of competitive countsies. To
the extent that countsies gemair eligible aftes
the Review, it is likely to be in psoduct areas
in which they could nct be considesed highly

advanced or competitive.
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MEMO
TO: FINANCE COMMITTEE MEMBERS - -
-
FROM: FINANCE COMMITTEE TRADE STAFF (JOSNU‘&KELTEN. 1-5472)
SURJECT: INTERNATIONAL TRADE SURCOMMITTEE HEARING ON GSP

or. Tuesday, Jure .7, (986 the Interrational Trade
Subcommittee will hold a hearirng or the Gereralized
system of Prefererces (GSP), The hearing will begin at
9:30 a.,m, 1 Room SD-215 and will he chaired by Serator
Narforth, The hearirng will focus orn S, 1867
(ircorparated i S, 860 as Title VI), ~hich was

1rtcoduced by sSeratos Dole.

The GSP program pzovides preferertial, duty-free
treatmert to certalin products fzom desigrated less-
develnped courtries, S. 1867 would require the
Presidert to submit legislation withdrawing those
berefits from cectair relatively advanced developing

countcies, including Taiwar, Honng Xorg, ard Xorea.
I. THE CURRENT GSP PROGRAM

The GSP program provides preferential duty-free
ertgty to 3pp:oximately 3,000 products fgom 140
desiqrated pereficiary courtgies., Most otheg

irdustgialized countsies maintain similagr systems,

Ociginally iritiated irn 1976, the U.S. program was
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exterded by the (984 Trade and Taciff Act through mid-

:99]!

Last year, S:3.3 Mmllion ir qnods feom less-
developed countries, «hich would otherwise have bheern
dutiable, erteced the U,S. duty-fcee urder GSP. These
GSP ertries accournted for slightly less thar 4% of total

U.S, imposts,

The following briefly descecibes those featutes of
the progctam most dicectly celevanrnt to the issue gaised
by S. i867: which countries should be eligible for GSP

herefits ard orn what hasis?

A, Eligible Conurtries

The President has discretioracy authority to grant
bereficlary status to a less-developed countcy, based on
corsideration of a variety of factors, including, amorq

othesgs:

1. the country's level of ecoromic development,
including per capita GNP ard the livirng standagd

of its irhabitants;

2. whethetr other developed countries extend similag

psefectences to that country; and

3. the extent to which that countgy has assuged the

U.S. reasorable access to its magkets, provides

a
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adequate 1rntellectual piopesty piotectior, and
has acted to geduce distorting investment
nolicies ard oliminate hartciers to tgade 1in

services,

Ir addition to tne ahove factors for cornsidegation
1. the desiqgration decisior, the statute expressly

pcsohibits desigration of:

+s most Commurist courtcties;

< 2. most OPEC countgies;

B 3. courtries that give prieferential trade treatment

to developed courtries other than the U.S,;

K 4. countries that ratioralize U.S, propecty without
s compersation;
. -

. 5. countgies not coopegatirqg in preventirng illeqal

dtugs fsom entering the U,S,;

6. countries failing to ctecogrize ogr enforce

agbitral awagds in favor of U.S. persons:

7. courntcies aiding o¢ granting sanctuasy to

intecrational tercorists;

8. countries rot taking steps to afford

irnternationally tecogrized wosgker rights.

PA-CUTREEEE S
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The Piesident may waive most of tnese if he cectifies to
the Cornqgress that doirnqg so wnuld be i1rn the rnatiornal

economic 1nterest,

Firally, ard perhaps most 1mpnstart as arn ahsolute
prohihition orn count;y eligibility fosr GSP, the 19R4 Act
xequl;es “graduation® of ary courtsy two years aftes its
pecr capita GNP exceerds S$SA8500 (indexed to ore~half the

gsowth in U.S. GNP since 1984},

B, Eligible Pgodurts

Ir practice, the above country eligibility ceiteria
have rot fesulted in the complete exclusion of many
couritcies fgom the proggcam, Howevers, product
eligibility criteria have resulted in a lacrge rnumber of

prtoduct-specific exclusions,

The Presiderit has geretal authogity to desigrate
ptoducts as GSP eliqgible, except those he detegmires to
be import-sensitive. The statute lists several products
which age expressly excluded from eligibility, including

textiles and appacel, footwear, arnd watches,

In addition to gereral presidential disccetion to
cemove impoct-sersitive products from the list, the
statute sets out a grgaduation mechanism called
"competitive reed®" limits, The competitive need limits

tequice the termination of a pasticulas countsgy's GSP
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eligibility orn a pacticulas product if U,S, 1mpocts from

that countcy:

«. account fog S0 pescent or moge of the value of

total imports of that pcoduct; or

2, exceed a cecgtairn dollacr value., The dollar value
is a GNP~-indexed level that USTR set at $69.6

million for :985,

The competitive need limits orn a3 product may be waived
or. a vaciety of bases, including that the product is rot
made 1rn the U,S. ogf imposts of the product ace de

mirimis,

C. Arrual ard Geneiral Reviews

Each year, USTR conducts a geview arnd ceceives
puhlic Lomment an eliqible products., The (eview
culminates 1rn Administration detegmirations on
Jeadasation of cettain products from specific countries
-~ eirtheg hecause the (nmpetitive reed limits fox a
product have beer exceeder; ot as a ctesult of
disctetiorary gqiaijuataion nf 1rndividual pctoducts (which,
as roted above, 1s hased or factors such as a countcy's
level of development, 1t competitiveress in a specific

psoduct, ard U.S. ecoromic 1ntesests),

At the review just completed March 3, 1986, $839

million irn GSP 1mposts will lose eligibility because
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competitive reed limits have beer exceeded, In
addition, of approximately $2.6 billior in imports thate
could have bheer. tedesigrated eligible because
competitive rneed limits wege rot exceeded last yeayx,
orly $.67 millior will ¢egain GSP tieatment; the
temaindes will be qraduated., The countsies with the
larqgest volume of trade gcaduated in this way wege
Taiwan ($972 millinr), Horng Kong ($5.% millior), and

Kogea (S$3.:6 =million),

The 1984 Act also requises th t a special, Genegal
Review be completed by Jaruagy 1987, That Review, which
18 row urdegway, 1S desigred to identify countiies that
ate sufficiently competitive with gespect to specific
eligible articles, Specific products fsom courtgies so
1derntified will ther he subject to loweg competitive
reed limits: .25 peccent of total i1mpoits (instead of
the rogmal 50 peccent); and $25 millinn 1n 1mports of
that product fcom that countsy (irnstead of the current
$69.6 milliorn)., The statute also digects that the
President's review expressly take into accourt the
factocrs listed above as hearing orn the eligibility of a
courtsy for hereficlagy status, USTR indicates that it
is using the Review to pressuse beneficiary cnuntgies to
comport with these standasds, such as adequate

protectiorn of intellectual propesty cights,

.
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11, S, 1867

S. 1867 begirs with the pcemise that reithec GATT
tules nog¢ U.S. law provide adequate.psoceduxea foc
withdcawal of GSP from countgsies that have become mose
advanced, 30 that opposturnities for ecoromic grtowth may
be dicrected towasd less developed countries, It
thetefose disects the President to send Congress a dgaft
bill that, within 2 yeass, would withdcaw GSP bhenefits
ftom countsgies to whom continuation of the bnefits carn
ro lorge¢ be justified as psomoting economic ggowth and
developmert in the developing wotld., The bill is to
take irnto account per capita ircome and othes
indications of economic development and ability to

compete i1ntecratiorally ir. the absence of GSP benefits,

S. :867 also digrects that the bill "shall apply to
foreign countries such as Taiwarn, Hong Konqg, Korea, and
any othetr countgies" that meet the above critecria. The
bill is to exempt any countrty with which the U.S. has a
free trade agreement (i.e., Isgael), When submitted the

bill is to be entitled to fast-track consideration,

1. COUNTRY DATA

S. 1867 singles out Taiwar, Hong Kong arnd Kosea

because, by some measuctes, they ase relatively advanced
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and highly competitive, These three have 1n past yeags

also captured the lacrqgest share of GSP herefits,

{n (9R5, the ',S. had a latqge tgade deficit with
cach of the thiee: Tairwar, Si1..2 dilliorn: Honrg Xang,
$9.2 hillion; and Kosea, S4.3 billion, Ir each case,
\mpoits ertecing the U.S, duty-free urndes GSP
contiibuted sigrificantly, although rot overwhelmingly
to the deficit. About .5 percent of U,S, 1mports from
Horq Konq, about .7 pescert of i1mpoits fgom Kosea, and
about 29 petcert of i1mpnrts fiom Taiwarn, teceived duty-

free GSP treatmernt,

Apperdixes A ar4 % li1st data fog the top 5 GSP
bereficiacies 1 1984 arnd (985, The tahles ;hou that
while Horqg Korq's pes capita GNP ($6,300) was telatively
high, those nf Korea (52,090) ard Taiwarn (5$3,046) were

r.ot,

The tavbles also show that irn both years, the top
five bereficiracy courtgies sent about 64 pegcent of all
GSP imports to the U.S, The top ter sert about 80
peccent of all GSP imports. Ir both years, Taiwar and
Kogtea sarked ore ard two ir total GSP imports; in 1985,

Horg Korg slipped fgrom third to fifth, behind Bcazil ard

Mexico.
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;; IV, ARGUMENTS

A. Pro
B Acguments in favor of S. iR67 are fairly disect,
2 They irnclude:
5 i. The origiral purpose of GSP was to provide
¢ pstefecential treatment to less-developed
; countcies that would enable them to develop
% intecrationally competitive irndustgies,
3 Countcies such as Taiwan, Korea, arnd Honqg Kong
. have all already reached that stage of
2 integrnatioral competitiverness,
. 2, 1Ir fact, givirg GSP benefits to such advanced
§ developing countc¢ies (or "rewly industrialized
g courtries®) operates to the detsiment of truly
W lesser developed courtries moce in need of
? preferential treatment. Whern highly competitive
f countsies like Taiwarn, Kocea, and Hong Xorqg
% receive the same benefit, they tend to freeze
% ' out the lesser developed countries in GSP-

eligible products -~ as reflected in the very
high pescentage of total GSP imposts that come

from the relatively advanced countsies,

3, Maintainirq GSP benefits for Taiwan, Korea, and

Hong Kong is pacrticulagly unjustifiable in light

i

e

ok maF
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The qraduatior. provisinng, ard practiculacly the
Gereral Review, nive the U,5, excentinrally
usetul leveraje 1n proddang Sereticiary
courtiies to end ucfaic teading peactices and
oper. magkets to U,S, qgoods, Tarngible cesults
have beer. obtaired, rotably irn the psotection of

U.5, intellectial penperty cights,

If hereficiary status 15 withdgawr fcom Taiwar,
Kogea, ard Horng Xorq, wy shift ir source of
1mports 1S moge likely to he toward countgies
like Janpan ard Carady thar toward less-developed

cunteins,
Mary U,S. comparaes depend on Aduty-free GSP

1mposts for firished pioducts arnd compornerts.

Corsumess herefit thi¢oujh lower prices,

Firally, S. (867 itself ceflects the darfficulty
of crafting ctational country-specific (as
opposed to the curcert product-specific)
graduatior ccriteria, By the ore ohjective
measute, encompassed ir cusgent law -- peg
capita GNP -- Hong Korg is already neac

graduatior but Koisea and Taiwan ace fac from it.



PEs g T

4
ko
il

4
o
Iy
%

e

o

B e

I

ol . 540 S SRR

A Pee

PR e

L

R PtV

P R L

SERAC Y

ol o

e

o e R, TN

e

ey

20

V. HOUSE BILL

H.R, 4800, the House omnribus tgade bill, contairs no
psovision compasable to S. 1867, M&weve(, i1t does
cortairn A piovision designed to “geallocate® GSP
berefits to Latirn American debtog nations, Section 172
of the bill would requite the President to waive
competitive reed limits on eligible products from
certain Latin debtor rations, The gequitement would
apply orly on products that age eligihle fos
disctetionasy waiver by the President undetr cugcent law
ard would %e subject to an ovesall dollac cap., The
psovisior is intended to assist those ¢ountgies in

seducing theis debt bu:dern thzough exparded exports.

Section 173 of H,R, 4800 would also tgansfer from
the Prtesident to the U,S. Tiade Reptesertative authocity
to make detesmirations ant ~thes furctions ynder the GSP
ptogram, Seétion 86, of the Hill #uld temove watches
from the list of GSP-eligible products to the extent the
USTR determires that so doirg would rot irjucte domestic
ptoducers. S. 853, intgsoduced hy Sernator Psyor, would
temove watches fcom the ineligible list enticrely (hut
the President would still have to desinrate them as

eligible).

(TED-0329)
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GSP 1984 Top 15 BENPFICIARIES LIST
1984 GSP
Beneficlary importes
Rank country -
1l Taivan 3,225
2 Korea 1,504
3 Bong Kong 1,326
4 Brazil 1,196
5 Nexico 1,092
Subtotal (1-5) = 8,343
6 lsrael 660
7 Singapore 627
8 Philippines 283
9 India 257
10 Yugoslavia 238
Subtotal (6-10) = 2,065
11 Argentina 233
12 Peru 218
13 Thailand 192
14 Malaysia 178
15 Portugal 149
Subtotal (1l1-15) = 970

Total

{1-15)

11,378

]
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Appendix B
) I ’d

1988 GBP N giglggr

1 t % of %tota
Benefiolary aports 1554
1 Taivan 3,831 ' 24.3 3,046
3 Korea 1,688 13.4 2,090
3 Brazil 1,378 0.8 1,710
4 Mexioo 1,330 0.3 2,060
8 Hong Xong 1.208 .l 6,300
Bubtotal (1-8) =« 8,807 64.8
6 Israsl 748 8.8 5.100
4 Singapore a74 8.1 7,260
8 India 288 3.1 260
0 Yugoslavia 273 3.1 2,120
10 Thailand 238 PN | 850
Bubtotal (8-10) = 3,218 18.8
1 " Argentina 226 1.7 2,230
12 Philippines 219 1.8 660
13 Kalaysia 160 1.4 1,990
14 Portugal 188 l.4 1,970
16 Peru 166 .2 980
Subtotal (11-18) = 088 7.4
Total (1-18) = 11,700 88.6

Senator DANFORTH. This is a hearing on S. 1867, which has also
been incorporated as a title of S. 1860 relating to the graduation
from GSP status of certainly newly industrialized countries, specifi-
cally, Korea, Taiwan, and Hong Kong. We are pleased that the first
witness today is Senator McConnell.

STATEMENT OF HON. MITCH McCONNELL, A U.S. SENATOR FROM
THE STATE OF KENTUCKY

- Senator McConNNELL. Thank you very much, Mr. Chairman. I
will be verz brief. I appreciate the opportunity to be here this
morning. Obviously, there are those in the back who do as well.
[Laughter.]

Senator DANFORTH. We always greet witnesses this way.

. Seqatgrl McConNELL. This is such a happy committee; everybody
is 80 jovial. :

Th{s series of hearings is important as the Senate will be turning
its attention more fully to the trade debate in the coming months.
This specific hearing is timely because of the periodic GSP review
now taking place. As S. 1867 illustrates, the GSP issue affects more
than one country and encompasses more than just market access
concerns.

I might say, Mr. Chairman, I took a slightly different approach
with S. Res. 369—which I introduced in March—which focused on
one particularly important part of the GSP debate; market access
in Korea. I understand that conceptually S. 1967 essentially takes
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the view that some countries have now reached the point where
they have—as you put it—graduated from GSP fpreference.

I decided to take as I put it, a country-specific approach; S. Res.
369 pointed out that Korea was not providing access to its markets
for a variety of our products and, therefore, under existing law,
should be denied GSP benefits.

One particular market access problem warrants discussion in
this context. Treatment of American cigarettes, is the principal
reason for my introduction of this particular resolution. As you
may be aware, Korea practices a rather egregious brand of protec-
tionism with regard to American tobacco products. They simply
make the possession of foreign cigarettes illegal.

If a Korean is so unfortunate as to have foreign cigarettes on his
person, he can be arrested. There were about 4,000 such arrests in
1984, so they are serious about it.

With regard to my own resolution, after its introduction in
March, I was visited by a variety of different officials from the
Korean Government. I went to Korea at the end of May and
wanted to report to the subcommittee my experience there. I met
with a variety of different high-ranking Korean officials including
a 45-minute private meeting with President Chun Du Hwan, at
which point he made the following commitments.

No. 1, at the special session of the National Assembly, which is
curtently in session, he said he would propose—and the cabinet in
Korea has since proposed to the National Assembly on June 5—
that Korea move its tobacco and gensing monopoly from the public
to the private sector. That is a fairly gutsy step for them.

They have 30,000 employees in the tobacco and gensing monopo-
ly—Dbigger than the Kentucky State government, to put that in con-
text. As you can imagine, a number of those government employees
are somewhat apprehensive about this shift. I believe that that bill
will be passed at the extraordinary session of the National Assem-
bly currently in session. That extraordinary session is due to end
June 24, so we should see.

The second commitment President Chun made was that, at the
regular session of the National Assembly, to be convened in Sep-
tember, the possession of foreign cigarettes would be decriminal-
ized. That is a second step that I think is reasonably important to
those of us who would like to sell a little tobacco abroad.

Should both of those steps take place, as he committed they
would, the market liberalization process would begin January 1,
1987. These are small steps, but they are important ones, particu-
larly to a State like mine.

I think that your broad review of the GSP program and the ap-
propriateness of continuing those preferences for a variety of differ-
ent countries is certainly commendable. I just bring-up my own ex-
perience to say that you can, I think, have some results under ex-
isting law; and I believe that I have had some results under exist-
ing law by singling out a country which has particularly egregious
practices with regard to American products and saying in effect it
would be the sense of the Senate, if this resolution passed, that the
GSP benefits to a country be discontinued under existing law
siinply because they are not providing market access.
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As to the larger question of whether these countries have, as the
chairman put it, graduated and are no longer entitled to GSP bene-
fits, I would hold judgment; but I do think that under existing law
Korea has forfeited its right to continued GSP preferences under
the 1974 act simply by denying access to our products—not just to-
bacco, but beef and citrus and a variety of other commodities—im-
portant to a number of us.

Mr. Chairman, I have a full statement which I would like includ-
ed in the record.

Senator DANFORTH. Fine. Thank you very much.

Senator McConNELL. Thank you for the chance to be here.

Senator DANFORTH. It will be included. Thank you, Senator Mc-
Connell. It seems from your testimoni; that merelg mentioning the
possibility of terminating GSP status has remarkable consequences.
People have taken the position that GSP status should be main-
tained in order to provide leverage for opening up other markets.
Do you hold to that theory.

Senator McCoNNELL. Mr. Chairman, I can only speak with
regard to Korea, and I must say, on the assumption that the Kore-
ans do what they say they are going to do—and they made quite a
lot about following through on their word—! would say I have
gotten remarkable results by simply introducing one sense of the
Senate resolution which singled out a country and said that they
should lose their GSP benefits if they don’t open their markets to
certain specific products.

That might be an argument for continuing GSP, but it seems to
me that you have to be willing to terminate for it to mean any-
thing. And I know a number of you have been frustrated by this
administration and its lack of aggressiveness with regard to these
isspes. I suppose you could make an argument for continued GSP
preference, based on my own experience.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. I have no questions, Mr. Chairman.

Senator DANFORTH. Senator Long.

Senator LoNG. No questions, Mr. Chairman.

Senator DANFORTH. Senator Baucus.

Senator Baucus. No questions, Mr. Chairman.

Senator McCoNNELL. Thank you, Mr. Chairman.

Senator DANFORTH. Thank you, Senator McConnell.

The next witness is Michael Smith, Deputy United States Trade
Representative.

[The prepared written statement of Senator McConnell follows:]
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Statement By
SENATOR MITCH McCONNELL
June 17, 1986

Before The
Senate Committee on Finance
Subcommittee on International Trade

GENERALIZED SYSTEM OF PREFERENCES

Mr. Chairman, the Senate has been focused on tax reform
during the past few days, but 1t wiii uuv ue iuvug uwelors the
trade debate moves to the forefront of the legislative arena.
This hearing on the Generalized System of Preferences, along with
those already conducted or scheduled by this subcommittee, is
vital to providing the background information the Senate will
need to adequately address the challenges in trade facing our
nation. This hearing is particularly timely in‘light of the
current review of the Generalized System of Preferences now being
conducted by the United States.

On March 19th, Mr. Chairman, I introduced Senate Resolution
369, which if approved, would express the sense of the Senate
that the Republic of Korea should not be extended benefits under
the Generalized System of Preferences (GSP) until the
unreasonable and unjustifiable trade related acts, policies, and
practices described in the iegislation are eliminated.

Presently, 13 of my Senate colleagues have cosponsored this

Resolution.
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SENATOR MITCH McCONNELL
June 17, 1986
Page 2

I recognize that this lnitlative_is narrow in its focus. As
1llustrated by S. 1867, the GSP issue certainly affects more than
one country and goes beyond market access concerns alone.

By introducing S. Res. 369, however, 'I have chosen to
isolate what I believe is a particularly important part of the
GSP debate. Korea i3 not alone in erecting trade barriers, but
it has maintained in some areas especially egregious policies of
import protection.

Title V of the Trade Act of 1974 as amended provides the
authority to extend preferences and sets forth criteria for
country and product eligibility, and for limitations of
preferential treatment under GSP. In all GSP determinations, the
President 1is required to take into _account. several discretionary
criteria relating to country practices. Specifically, he 1s
required, among other things, to examine "the_extent to which
such country has assured the United States 1t will provide
equitable and reasonable access to the markets and basic
commodity vesources of such country and the extent to which such
country has assured the United States that it will refrain from
engaging in unreasonable export practices..v." o

Furthermore, the President must consider "the extent to
which such country 1is providing adequate and effective means
under its laws for foreign nations to secure, to exercise, and to

enforce exclusive rights in intellectual property, including



Fo e g Wl e
[

P

SENATCR MITTH MceCINNELL
June 17, 1986
Page 3

patent, trademarks, and copyrights...." And he nust also
consider "the extent to whi:h such country has tazen actlon to
reduce distorting investment practices and policles {including
export performance? requirements); and reduce or eliminate
barriers to trade in services...."

It was after examining these criteria as applied to the
Republic of Korea that I decided to introduce Senate Resolution
369, While I will not attempt to list this morning the entire
catalogue of trade problems cited in the legislation, I am
convinced that the market access barriers maintained by the
Republic of Korea to protect their markets requires us to
seriously consider eliminating duty-free access for Korean
products and commodities to our markets.

As I travel throughcut my state I find that few things
frustrate Kentucky's farmers, manufacturers, and businessmen more
than facing a wall of protectionism. In my mind, it is
inconsistent to allow a country like Korea to enjoy the rewards
of a free market without also accepting the responsibilities
associated with free trade.

In this regard, there 1is one particular market access
problem that warrants discussion in the context of this hearing--
the exportation of American cigarettes to Korea, I raise this
t{ssue not only because of the exceptional unfairness of current

policies--it is presently 1llegal in Korea to possess foreign
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cigarettes--but because I am impresseqd with the movement made by
the Republic of Korea in the direction of resolving this problem.
While we are quick to criticize our trading allies, we too seldom
discuss the positive ateps many of them are making to correct
trade inequittes,

Over the Memorial Day recess, Mr. Chairman, I had the
opportunity to visit Korea and discuss a range of bilateral tradd
problems with Korean President Chun as well as a number of
members of his Cabinet. Our discussions were frank and to the
point. I returned to the United States with a clearer
understanding of the Korean political challenges represented by
market liberalization, and I trust they were left with a better
understanding of the political realities which result from an
unfavorable U.S./Korea trade imbalance that is nearing $5 billion
annually.

I am pleased to report that with regard to clgarettes,
President Chun committed to support legislation during the
extraordinary session of the Korean National Assembly now taking
place which will change the state-run tobacco monopoly to a
public tobacco monopoly. Indeed, on June S5th, President Chun's
Cabinet approved such legislation and I am optimistic that the
bill will be approved by the National Assembly before the

extraordinary session ends on June 24th.
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Purthermore, President Chun has promised to support
legislation during the regular Pal’ session of the ‘nal
Assembly which will decriminalize the possesaloﬁ of foreiyn
clgarettes. Passage of these initlatives, although small in
scope, virtually assure that Korea's tobacco markets will begin
to open by January 1, 1987.

For the Kentucky tobacco farmer, open access to the Korean
cigarette market means potential new business worth over $500
million. It would also mean a renewed commitment between our two
nations to a more equitable trade relationship.

Mr. Chairman, I realize that our trade alliance with Korea
1s more complicated than just one issue. Good faith negotliations
on one 1issue, however, can be the beginning of restoring a sense
of fairness to our trading system. The Republic of Korea should
be commended for the actions taken so far to rectify trade
inconsistencies. It is this sense of equity which must be
foremost in our minds as we evaluate the appropriateness of

extending GSP benefits to our trading allies.

63-103 0 - 86 ~ 2
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STATEMENT OF HON. MICHAEL B. SMITH, DEPUTY U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC, ACCOMPANIED BY
DAVID SHARK, DIRECTOR OF THE U.S. TRADE REPRESENTA.
TIVE OFFICE FOR THE GENERALIZED SYSTEM OF PREFER.
ENCES PROGRAM

Ambassador Smith. Thank you, Mr. Chairman and members of
the subcommittee. I am joined this morning by Mr. David Shark,
USTR’s Director of the Generalized System of Preferences Pro-
gram. [ welcome this chance to appear before you regarding pro-
posed changes in the Generalized System of Preferences, so-called
GSP, as contained in S. 1867, as well as in title 6 of S. 1860.

The administration strongly opposes this legislation. The pro-
posed legislation would reguire that we remove, or in other words,
graduate certain more advanced developing countries from the
GSP program within 2 years. I would say at the outset that we
have no quarrel with the concept of graduation. Indeed, it has been
U.S. Government policy throughout the years that GSP benefits
are temporary preferences which should be phased out as develop-
ment occurs in individual beneficiary countries.

However, we do have serious concerns about the specific ap-
proach to graduation suggested in the bills that we are discussing
today. We believe that such legisiation is unwarranted because
graduation was fully and appropriately addressed in the Trade and
Tariff Act of 1984.

Further, the proposed legislation would seriously undermine on-
going efforts to secure important improvements in the practices of
our trading partners, such as the Senator from Kentucky referred
to, and would impose an unnecessary burden on U.S. firms that
depend on GSP imports without providing any significant offsetting
economic benefits to the United States. As I indicated, Mr. Chair-
man, the practice of graduation has been an integral part of the
GSP program since 1981 when the administration initiated a policy
of discretionary graduation.

Under this policy, we have been substantially reducing the level
of GSP benefits available to the more advanced developing coun-
tries in those areas where they are competitive. The value of trade
affected by discretionary graduation has grown substantially over
the years from about $360 million in 1981 to something around $2.4
billion in 1986.

Looking at the three beneficiaries mentioned in the proposed leg-
islation, this year our graduation policy will exclude from GSP ben-
efits trade valued at almost $1 billion from Taiwan and about $.5
billion from Hong Kong and about $300 million for Korea. In addi-
tion, imports of competitive products have been limited since the
beginning of the GSP program in 1976 by the program’s competi-
tive need limits.

When a country’s export of a product exceed those competitive
need limits, the country automatically loses duty-free treatment for
the product in the following year.

Currently, trade valued at almost $13 billion is excluded from
the GSP program because of this provision. Korea, Hong Kong and
Taiwan account for almost $8 billion of this total $13 billion. As a .
result of the combined effects of discretionary graduation and com-



31

neficiaries have been reduced, by our calculations, by about 62

rcent.

When the GSP program was renewed in 1984, Congress amended
the Trade Act of 1974 to make graduation a more explicit statutory
element of the program. The administration strongly sup‘ported
this amendment as it continued in a refined and improved form—
the approach to graduation known as “product graduation.”

Under such an approach, as countries become sufficiently com-
C:titive in a product, they lose GSP eligibility for that product. We

lieve that this is the correct approach because it recognizes that
different sectors of the economies of develoging countries develop
at different rates. The alternative approach—removing countries
frogd the program entirely—was also considered but was wisely re-
jected.

In renewing the GSP program, Congress provided a strong incen-
tive for developing countries, Farticularly the more advanced ones,
to improve their practices relating to trade, intellectual propert;
rights, investment, and workers’ rights.

assage of the proposed legislation would remove this incentive
and seriously undermine our efforts to solve problems in these
areas to the detriment of U.S. firms, farmers, and consumers. The
central element of graduation under the revised program is a gen-
eral review of program eligibility. Under the general review, which
Mr. Shark heads, we are required to examine the competitiveness
of each beneficiary country, vis-a-vis each GSP eligible product.

Where we find a country to be “sufficiently competitive” with re-
Sfect to a product, we must reduce the applicable limits on GSP
eligibility, known as competitive need limits, by half. In determin-

g:titive need limits, potential GSP benefits available to these three
pe

ing whether a country is “sufficiently competitive” in a product,
we are required to consider: one, the impact of GSP eligible im-
ports on U.S. firms; two, the competitiveness of the country in the
Farticular product; three, the country’s level of development; and
our, its practices.

In regard to these practices, we are required to look at: one,
market access to foods and services; two, export practices; three,
protection of intellectual property rights; four, investment prac-
tices; and five, workers’ rights. The general review must be com-
gleted by January 4, 1987. Work is obviously well under way. We

ave held public hearings on country practices and competitive-
ness. We have received thousands of pages of advice from the U.S.
ITC, and we have consulted extensively with beneficiary countries.

Although the process of bilateral consultation is still in progress,
several countries have already begun to respond to our concerns,
most notably in the area of intellectual property rights. We are
hopeful that, by the end of the general review, many important
problems for U.S. firms will have been remedied. Ironically, howev-
er, this progress is in jeopardy because of proposed legislation
which singles out for removal from GSP eligibility those benefici-
aries that have been most responsive to our concerns and where
there is much yet to be accomplished.

I should add at this point, Mr. Chairman, that it is not clear how
many beneficiary countries might be affected by the proposed legis-
lation in addition to the beneficiaries specifically mentioned, that is
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to say, Korea, Hong Kong and Taiwan. The legislation would direct
the administration to develop criteria to remove countries’ GSP eli-
gibility on the basis of per capita income, other unspecified indica-
tions of economic development, and indications that the country
can compete in the absence of GSP.

Joooking strictly at per capita GNP, Korea's level in 1984 was
only slightly above $2,000, compared to almost $15,500 for the
United States. There are many GSP beneficiaries whose per capita
GNP generally hovers close to or exceeds that of Korea. These
countries include Mexico, Argentina, Cypress, Israel, Malta, Brazil,
Chile, Uruguay, Singapore, and Yugoslavia. The law would provide
us with some flexibility to develop specific graduation criteria.
However, it would be unlikely that we could develop graduation
criteria that would affect the three beneficiaries mentioned in the
legislation without also affecting most of these other countries.

t is essential in reviewing the proposed legislation that we have
no illusions about .ts J;otential impact on the U.S. economy. First
and foremost, it should be recognized that removing countries from
the GSP Program is not likely to have a significant impact on the
current deficit in our balance of trade. Over the years, we have re-
frained from adding import-sensitive products to the proiram and
have removed products in the relatively rare instances where they
have been found to cause harm to U.S. industries.

By the end of the general review, we will have graduated benefi-
ciaries on those proaucts where we have found them so competitive
that they are having an adverse effect on U.S. industry or are
squeezing out less advanced foreign suppliers.

Therefore, removal .of countries is not likely to affect the level of
U.S. imports. It will simply lead to higher prices for goods that will
be imported in any event and to shifting of export sources from one
advanced developing country to another or to developed countries.

Ironically, if we would remove Korea, Hong Kong, and Taiwan
from the GSP Program, the principal beneficiary most likely would
be Japan. It should also be borne in mind that the proposed legisla-
tion would act as an unnecessary and unwelcome new burden for
U.S. firms that rely on GSP imports. Many U.S. firms depend on
GSP imports of parts and materials to remain competitive against
imports of finished goods and in export markets. Other U.S. indus-
tries import goods under GSP to complement product lines pro-
duced in the United States. These points have been underscored by
U.S. firms time and again during congressional hearings on the re-
newal of the GSP Program and during our hearings on the general
review,

In 1984, Congress carefully considered the issues of graduation
and came up with what we believe to be a wise and effective ap-
proach. The enthusiastic participation of the private sector in the
general review, especially their strong interest in our ongoing con-
sultations with the advanced beneficiaries, demonstrates their sup-
port for following through with the graduation mechanism of the
general review.

This new mechanism for graduation is now in place, and it is
workini.eUnder those circumstances, Mr. Chairman, I think we
should be guided by an old axiom, “If it ain’t broke, don’t fix it."”
Thank you, Mr. Chairman.
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Senator DANFORTH. Mr. Ambassador, thank you very much. I am
not sure that “it ain't broke.” It seems to me that the point of GSP
is to provide a way of improving the economies of lesser developed
countries. And when the benefits are la;‘igely soaked up by coun-
tries that could not reasonably be called lesser developex. I am
wondering if this “ain’t broke” after all.

Can you think of any way to skew GSP—if we were to do any-
thing with it—can you figure any way that we can skew it so that
the benefits would redound more toward truly lesser developed
countries than to these three? It is disconcerting to hear you say—
and others have said as well—that if these three countries were
%raduated, the benefits would largely go to Japan, or Japan and

anada. That truly would be a backfiring of any intention with re-
sgect to graduation. Can you think of any way to maybe chanfge
the system so that the real basket case countries get the benefits
and not the newly industrialized countries?

Ambassador SMITH. Mr. Chairman, that is perhaps the most diffi-
cult question that we have had to gg{:ple with in the GSP Pro-
gram. Ever since I have been in U , we have tried to look at
this question from an intellectual point of view as to how you get
what we call a “better trickle down.” And in my 13 years with the
USTR, we haven't been able to find a way to do that. It is, I sup-
pose, a truism to say that the countries that trade are the ones
which are going to benefit by this; and countries which don’t trade
are not going to benefit by this. And there are many developing
countries that deserve, if you will, preferences or need preferences
to get into the trading game; but because they are not geared up to
trade, they don’t get the benefits.

So, we have grappled with this——

Senator DANFORTH. It seems to me, then, that the system is mal-
functioning. I mean, if the intention of the generalized system of
preferences is to aid lesser developed countries by developing trade
with lesser developed countries, then we say, well, the lesser devel-
oped countries don’t trade; so, let's maintain this program with
countries that are no longer lesser developed and that have huge
trade surpluses with the United States, in any event. It seems to
me that something is clearly wrong with the GSP.

Ambassador SMiTH. I don't think that is so, Mr. Chairman, be-
cause there are a large number of countries which do use the GSP
Program, perhaps, obviously to a lesser degree than the big users.
But the point is that it has worked gradually with an increasing
number of countries. To be sure, a country like Korea, which had a

lan for export development, has been able to take advantage of it;
ut it still does work in countries like Mexico, Brazil, Argentina,
and UruguaK.

And you had asked the question whether there was some way
that you could skew the benefits more in their favor. We have not
been able to find a way that would skew it more in their favor.

Senator DANFORTH. Let me just tell you what really is of concern
to me and somewhat annoying. The United States imports 58 per-
cent of all the goods that are exported by the LDC'’s.

Ambassador SmiTH. All the manufactured goods?

Senator DANFORTH. The manufactured goods. Japan imports 8
percent. So, Japan, despite the fact that it has something like a
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GSP Program, imports a tiny amount of what is being produced by
the really poor countries; and we take on much more than half. We
do that despite the fact that we are running almost $150 billion
trade deficit with the rest of the world, and Japan is running a $50
billion trade surplus with the rest of the world.

So, we have this very generous approach. You know, sometimes
we say to ourselves: Well, the Japanese market is closed. What we
mean by that is that it is closed to what we produce in the United
States; and in point of fact, it is closed to everybody. I was in Korea
in January, and I asked the chairman of Hyundai: Do you intend
to try to sell cars in Japan? Answer: No. Why not? No hope of sell-
ing them.

%‘heir market—this booming economy—their market is closed to
everybody else. Therefore, all the goods that are produced in
Korea, Taiwan, and Hong Kong and anyone else who wants to
export—those goods are diverted into the United States market be-
cause there is no access for them in the Japanese market.

Then, we are supposed to maintain not only open trade with
Hong Kong and Taiwan and Korea, but in addition to that, provide
special trade benefits—preferential trade benefits—at a time when
we have a $150 billion trade deficit with the rest of the world; and
in fact, we have a trade deficit of $13 billion with Taiwan and $6
billion with Hong Kong and almost $5 billion with Korea.

It doesn’t seem to me as thou%h this is functioning ap})ropriately
when we are taking upon ourselves the responsibility of being the
market for the rest of the world, and the Japanese market is closed
to the rest of the world.

And then, when we are told: Heads, the Japanese win; tails, we
lose, because if we were to graduate these countries, lo and behold,
who would be the beneficiary? The Japanese would be the benefici-
ary. So, what I am saying to you, I guess, is I don't mind a GSP
system that works for the truly poor countries and benefits the
truly poor countries. But isn’t there some way to improve this situ-
ation where the benefits are being soaked up by the newly industri-
alized countries and the Japanese market is always the winner and
that is closed, thereby diverting trade from Korea and elsewhere
into the United States?

A long, windy, speech-like question; but I guess the short ques-
tion is: Tell me somethir}lg good we can do. [Laughter.]

Ambassador SmitH. The problem of access to the Japanese
market is a problem which you here on the Hill and I and others
down off the Hill have been grappling with for a long time. But the
&use;tion in my view, is whether it is germaine to the question of

Japan has a GSP Program which is comparable in size to that of
the United States. The European Community has one which is
either comparable or larger in size than the United States. I share
the frustration of you, Senator, in terms of the intake by Japan of
manufactured g . You know this has been a camgaign we have
been waging with the Japanese now for some years, but that is not
an issue in my view in terms of the GSP question.

The question is how can we make the program work better? We
try through a series of seminars, meetings, travel to the countries
to tell the poorer countries how they can better use the GSP bene-
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fits. It is surprising—I have been on them myself—how ignorant
sometimes the public officials are of the law itself and how they
can take advantage of it. And we are trying to, if you will, educate
the public officials; and we meet with the private traders and the
firms in those countries to encourage them to take advantage of
the program, set up a system, work it with the agencies of the gov-
ernment.

But it still does not deny the fact that some countries, who would
otherwise beneficially use GSP, don’t use it because they are not
fully developed traders yet; but presumably, that was one of the
reason for the program. It was to get countries that were not in the
international trading scene into the trading scene. And I think if
you will look at the growth in trade by a number of the lesser de-
veloping countries—the lesser developed of the developing coun-
tries—you will see that the amount of trade under GSP from those
countries to the United States, to the Community, to Japan, to
Canada, to all the developed countries who extend GSP is increas-
ing. And by the way, GSP is a program extended by all developed
countries. We will be glad to provide those figures for the record.

[The prepared written statement and the prepared figures of Am-
bassador Smith follow:]
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TEESTIXONY ON £.1867 AND TITLE VI OF 6.1860

Anbassador Miohael B. Smith
Deruty Urnited States Trade Representative

Bafore the Suboommittee on Trade
Cormittee on Pinanoe
United States Eenate

June 17, 1088

Mr. Chairman ard members of the Suboommittee, I veloome this
opportunity to appear before you regarding proposed okanges in
the Generalized Syster of Prefereroces (G6P) oontained in 8.1869.

a8 well as Title VI of 5.1860C. The Administration strongly
OppcEsE this legislatior. v

The proposed liegislation would requirse that wve remove, Or in
other words graduate, oertain rmore advanoed developing oountries
fror tke GEP preograr witkhin twec years. Ve have no quarrel with
tke ooncept of graduation. Indeed, U.B. government polioy
ooneistertly tas been that GEP-Lenefits are tERPOrary preferenoces
that shrould ke prased out as develcprent oocourse in individual
berefioiary ocuntriss. FHowvever, we have serious oonoerans nbodt
the epeoifi:o approaoch to graduation suggested in the rills
ve are disoussing today. Ve believe that such legislation 1is
nnvarf&ntad bevauvse gradu;tion vas fully and appropriately
addressed in the Trade and Tariff Aot of 1084. Purther, the
proposed legislatior would seriously undermine ongoing efforts to

pecure irpcrtant ipprcverents in the praotioes of our trading
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partners and vould impose an unneoessary burden on U.B. fires
that depend on GEP imports, vithout providing any signifioant
offeetting eoonomio benefits to the United Etates.

The praotioe of graduation has been an integral element of the GEP
prograr 8inoe 1081 when the Administration initiated a polioy of
disoretionary graduation. Under this polioy, ve have been
substantially reduoing the level of GSF benefits available to the
more advaroed develcoping oountries in those areas vhere they aye
oompotitive. The value of trade affeoted by disoretionary
graduation hae grovan substantially over the years from $3565
millior 4in 1881 tc $2.4 biliion this year. Looking at the three
benefiolaries mentiorned in the proposed legislation, this year
our graduation polioy will exolude from GEP benefits trade valued
at almost $! billicn for Taivar. over $500 million for Hong Kong.

and over $300 rillion for Kcrea.

In additicn, irports of oompetitive produots have been limited
sinoe the beginning of the GEP program in 1076, by the prograr’s
oompetitive need limits.~ Vhen a oountry’'s exports of a produot
exoeed these oormpetitive need limite, the oountry automatioally
loses duty»free.treatment for the produot in the following year.
Currently, trade valued at almost $13 billion is exoluded from
the GBP program beoause of this provision. Korea, Hong Xong and
Taivan aoccoun: for almost $8 billion of this total. As a result

of the oombined effeots of disoretionary graduation and oompetitive
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need limits, the potential GSBP benefits available to these three
benefioclaries has been reduoed by about 62%.

¥hen the GSP program vas reneved in 1084, Congress amended the
Trade Aot of 1974 to make graduation a more explioit etatutory
element of the program. The Administration strongly supported
this amendment as it oontinued, in a refined and improved forn,
the aé}roaoh to graduation knovo as “"produot graduation”. Under
suoh an approach. a8 oountries beoome suffiolently oompetitive ¢n
a produot., they lo6e GEP eligibility for that produot. Ve
believe—that this 18 the oorreot approaoh beoause it reoogrizes
that differert seotors of the eoconories of developing oountries
develop at different rates. The alternative approach -- removing
oountries from the prongrar entirely -- was also oonsidered but

vigely was releoted.

ib reneving the GSP prograr Corgress provided a strong iroentive
fcr developing ocuntiries -- partioularly the more advanoed ones-
- to—lmprove tkeir praotioces relating to trade, intelleotual
property rights, investmant, and workers ' rights. Passage of the
proposed legislaticn would remove this inoentive and seriously
underrine our gffbrts to solve problems in these areas, to the

detriment of U.6. firms, farrers and OCnBuUMBTSE.

The oentral e.erent cf graduaticr, under the revised progran, is

a general reviev of prograer eligibility. Under the 5Gereral

-
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Reviev, ve are required to examine the oompetitiveness of eaoh
benefioiary oountry vis-a-vis eaoh GEP-eligible produot. Vhere
ve find a oountry to be "suffioiently oompotitive” vlth‘ro-peot
to a produot., ve must reduoe the applioable limits on GEP eligi-
bility, kxnovn a8 ocorpetitive need limits, by half. In determining,
vhethar a oountry is “suffioiently oompetitive" in a produot, ve
are required to oonsider the impaot of GEP eligible imports on
U.6. firms, the oormpetitiveness of the oountry in the partioular
produot, the oountry‘'se level of development, and its praotioag.
In regard to oountry praotioes. we are required to look at market
aooess for goods and servioes, export praotioes, proteotion ef
intelileotual property righte., investment praotioes, and vorkers'

rights.

The General Rev'ev rust be oorpleted by January 4, 1987 and vork
i vell undervay. We have Lkeld publio hearings on oountry
é;actzoas ard oorpetitiveress, reoaived thousands of pages of
advioe from the UBITC. and oonsulted extensively with benefioiary
oocurtries. Although the prooess of bilateral oconsultations is
still ir progress. several oountries have already begun to respond
tc our ocnoerns. ro6t notably in the area of intelleotual property
rights Ve are hopeful tkrat by the end of the General Review
rary irportart problems for~-U.B. firms will have been remedied.
Ircnioally. kowvever, tkis prcgress 18 in jJeopardy beoause the

proposed legileimticn singles out for removal from GSP eligibility
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8
those benefioiaries that have been the most responsive to our

oonocerns and vhere there is muoh yet to be aocoomplished.

I should add at this point that it i{s aot olear hov many benefio-
iaries oountries might be affeoted by the proposed legislation in
addition to the benefioiaries speoifiocally mentioned -- Korea,
Hong KXong and Taivan. The 1ogiﬁiatlon vould direot the Admini-
stration to develop oriteria to remove oountriee’ GEBP eligibility
on the basis of per oapita inoome, other unspeocified indiocatiqpe
of eoonomio development and indioations that the oountry oan
oorpete in the absence of GEP. Looking striotly at per oapita
GNP, Korea‘s level in 1084 was only slightly above 82,000,
oorpared to almost $156, 800 for the United Btates. There are many
G6P benefioiaries vhose per oapita GNP~}enorniiy hovers olose to
or exoeeds that of Korea. Thess oountries inolude MNexioo,
Argentina, Cyprus, Israel, Malta, Brazil, Chile, Uruguay, Singapore
and Yugoslavia. The lav wvould provide us with some flexibility
to develiop speoifio graduation oriteria. Hovever, it would be
unlikely that ve oould -develop graduation oriteria that vould
affeot the three benefiociaries mentioned in the legislation

vithout also affeoting most of these other oountries.

It is essential in revieving the proposed legislation that
ve have no illusions about its potential impaot on the U.B. eoon-
ony. First and forerost, it skould be reoognized that removing

oountries fror the G6P prcgrar is not likely to have a signifioant
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impaot on the ourrent defioit in our balanoe of trade. Over the
years, ve have refrained from adding import sensitive produots to
the program and have removed produots in the relatively rare
instanoes vhere they have been found to oause harm to U.8.-
industries. By the end of the General Reviev, ve will have
graduated bensfioiaries on those produots vhere ve have found
them 80 oompetitive that they are having an adverse effeot on
U.6. industry or are squeezing out less advanced foreign sup-
Pliers. Therefore, removal of oountries is not likely to af!ggt
the level of U.§. smports. It vill simply lead to higher prioes
for goods that vill be imported in any event and to shifting Qf
6xXport sources fror one advanced developing oountry to another or
to developed oountries. Ironioally, if ve vere to remove Korea,
Rong Xong. and Taiwvan from the GEP proqrnm. the prinoipal berne-
fioiary rost likely would be Japan.

It ehould also be;borne in mind that the proposed legielation
would aot as anx unneoessary, and unweloome, nev burden on U.E.-
firms tkat rely or GEP imports. Many U.6. firms depend on GSP
imports of parts and raterials to remain oompetitive against
imports of firished goods and in export markets. Other U.E. in-
dustries irport goods under GEP to oomplement produot lires
produoced in the.vnited States. These points have been undersoored
by U.6. firre tire and again during Congressional hearings on the
reneval of the GEP prograx and durircg our hearings on the General

Review.
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In 1984, Congress oarafully oonsidered the issue 0f graduation
and oame up with wvhat ve believe to be a wise and effeotive
approaoh. The ernthusiastio partioipation of the private seotor
in the General Reviev. espeoially their strong interest in our
ongoing oonsultations with the advanced benefioiaries, demonstrates
their suppcr: for folloving through vitk the graduation meohaniss
of the Gereral Reviev. Tkis bev reohanism for graduatigs
{6 now ir rlaoe and is wvorking. Under these oiroumstanoces, 11
think that we s8hould be guided by the old axiom, "If 1t atfive

rrcke, don 't fix (¢
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GBP Duty Free Trade From Benefioiary Countries
Other Than Korea. Talvan and Hong Kong

Trade from all benefioiary oountries other

YEAR : than %orea, Taiwan and Hong Kong
1086 E 7,238,808, 569

1084 g 7,120,344, 821

1083 g 8,187,303,879

1082 g 4,208,000, 869

1081 4,488,089,013

1080 g 3.913,081,767

1679 E 3,179,871,338

1078 - 3,688,768,118

YEAR : Trade from leagt developed benefioiaries
1088 5 73,688,268

1084 90,744,326

1083 g 70,283, 963

1082 E 80,273,763

1081 - 77,026,132

1080 ¢ 44,769,072

1079 ; 43,308,082

iovs g 37,330,372

Wy 17,900, 045
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Senator DANFORTH. | am way over my time, but if I may, I would
like to ask just one “yes” or “no" question. Do the Japanese and
the Canadians extend GSP treatment to Korea, Hong Kong, and
Taiwan?

Ambassador SMiTH. Yes, sir.

Senator DANFORTH. The list that I have been given says that Sen-
ator Baucus came here second. I apologize to you, Senator Baucus.
I had you out of order before. Oh, I thought it was Senator Bent-
sen, Senator Long, and then Senator Baucus; so I will revert to the
original order. Senator Bentsen?

Senator BENTSEN. Thank you very much, Mr. Chairman. Mr.
Chairman, looking at this bill, I think we have already plowed this
particular bit of turf. In the 1984 Trade Act, we lowered the com-
petitive need limits for advanced LDC's that refused to pull down
their trade barriers to us; and we removed the benefits entirely if
they exceed the per capita GNP of $8,500, as I recall.

I was and I am still strongly in favor of the 1984 provisions. GSP
should be withdrawn from countries, such as Korea and Taiwan,
until they agree to protect United States intellectual property
rights and remove Japanese-style import barriers. I think that is
googlodtrade policy. I think this is different. This removes GSP,
period.

It eliminates Korea because it is industrialized, and yet Korea
has the same per capita income as does Mexico. Even though
Taiwan has financed its development through equity—and that is
what we have been trying to get these other countries to do, in-
stead of borrowing—this bill would remove them.

Kicking off Hong Kong makes the least sense of all. Here is a
country that doesn’'t have any kind of trade barriers, and we
punish them for good behavior.

So, I don’t think this bill is the right approach frankly. I don’t
think it will cause Koreans to reduce their import protection. I
think this is just plain old protectionism. I am against it.

I believe that the 1984 bill properly administered will do the job;
but you brought up a point, Mr. Chairman, that deeply concerns
me, too. And that is the role of other developed countries.

When you talk about our importing 58 percent of the manufac-
tured products from lesser developed countries and the Japanese
just importing 8 percent. Today you see the Japanese per capita
income and the European Community per capita income almost
the same as ours. Now, if they would increase their imports from
the lesser developed countries to the same extent we have on a per
capita basis, that would increase the exports of manufactured prod-
ucts from the-lesser developed countries by $250 billion a year.

And that would take some of the burden off of us in this country
to help these lesser developed countries. Mr. Ambassador, my ques-
tion is: What are you doing about it?

What are you doing to try to get these other countries, Japan
and the European Community, to take more manufactured prod-
ucts from the lesser developed countries? What positive things?
Now, you talked about GSP and what you are doing; but it sounds
to me like you are talking about how to help sell it to this country.
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How about to Europe? What kind of pressure have you been able
to bring on Europe to buy more of the manufactured products of
these lesser developed countries, and Japan?

Ambassador SMITH. Senator, I believe the question is perhaps
more accurately gut, in terms of Japan because I think the Europe-
an Community, through its Lome Convention, has in essence a vast
preference system with some 53 or 58 countries.

Senator BENTSEN. But as | recall, ours were 58 and the Japanese
were 8. The European Community is just slightly over 20.

Ambassador SMITH. It is about 23.

Senator BENTSEN. Yes. I wasn't far off.

Ambassador SMITH. But they have a program, sir—the so-called
Lome Convention—which——

Senator BENTSEN. I am talking about results, Mr. Ambassador. |
am tired of listening about these programs that don't get results. I
want to look at the bottom line.

Ambassador SMiTH. My point, sir, is that the Europeans are
probably taking in a very considerable amount of manufactured
and nonmanufactured exports from countries under the Lome Con-
vention as well as their GSP Program. They have two. We have a
GSP Program; they have a GSP Program as well, but also this
Lome Convention. Japan is where the problem is.

hlt kis the fact that—actually, our figures, Mr. Chairman, I
think——

Senator BENTSEN. Mr. Ambassador, it is both places. It is just a
greater problem in Japan, but go ahead.

Ambassador SmiTH. All right. But the real problem is Japan. I
think the actual figure, Mr. Chairman, is that we are taking in 62
percent of the manufactured imports; at least, that is the last
figure I saw. We have been leaning on the Japanese, as you know,
very hard, pointing out to them that they have a problem not just
with the United States, but they have a global problem in terms of
the share of imports that they take in, whether or not it is from
the developing world, but particularly from the developing world.

I was in Korea, too, recently, and the Koreans said as much as
the chairman of Hyundai did to you, sir, that they have almost
given up on the Japanese market. We have been leaning very hard
on the Japanese to try and get them to take in more and more
manufactured imports from the developing world. We have tried to
cast it in the following way: That we don’t care where you take the
imports in; just take them in.

nd that has, as you say, Senator Bentsen, the effect of spread-
ix}g, if you will, the burden around among the countries which can
afford to take in these imports. We have not had a great deal of
success; that is for sure. But I think the Europeans and the Ameri-
cans and the Canadians have all been trying to impress upon the
Japanese that they must do more in terms of importing manufac-
tured goods from the developing world.

You ask me what can I point to for success. I can’t point to any
great success in that. The figures show that they only import some-
thinl%l like 8.3 percent of manufactured goods from the developing
world.

Senator BENTSEN. I see my time has expired.

Senator DANFORTH. Senator Long.
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Senator LoNG. We have seen workers in Korea and Hong Kong
and even Red China performing industrial tasks that are really not
much different than that which American workers perform. Can
you tell me how the average Korean industrial wage compares
with the average American industrial wage?

Ambassador SmiTH. I don't have the precise figures, sir. It is ob-
viously lower and probably considerably lower. We will provide
that for you—-—

Senator LONG. You cught to be able to give an educated guess. I
mean, any idiot—anybody in this room—knows that Korea has a
lower wage. Can’t you come a little closer than that?

Ambassador SMITH. You asked for the average industrial wage in
the United States—— -

Senator LoNG. Compared to the Korean average wage.

Ambassador SmiTH. I would say that if the average wage in the
United States were a factor of 10, then the average wage in Korea
would be a factor of $1.50 or $2.

Senator LoNG. You think about 15 percent?

Ambassador SMITH. 15 or 20 percent.

Senator LoNG. And in Taiwan, would that be about the same, or
would it be substantially different?

Ambassador SmiTH. I believe Taiwan would be lower.

Senator Long. Hong Kong?

Ambassador SmiTH. Higher.

Senator LonG. Higher?

Ambassador SmiTH. Higher than Korea and Taiwan.

Senator LoNG. And about where would you put that? I would
like to have for the record just an educated guess.

Ambassador SMITH. I would say again that if the United States
;’3&8& were $10, then the Hong Kong wage would be between $2 and

Senator LoNG. Right. Now, those industrialized zones that they
are developing in Red China, how would that compare?

Ambassador SMITH. They would be lower.

Senator LonG. About where would you put that?

%rggassador SmitH. I would imagine, sir, around—between $1
and $2.

Senator LoNG. I have just gained the impression that for a job
that would bring maybe $1.65 on an assembly line in Korea, 1t
looked to me like in Red China it would be about $.50. So, that
would be about one-third of what it is in Korea—the same type of
work—somewhere between one-half and one-third. Does that look
about right to you?

Ambassador SMITH. Right.

Senator LoNG. So, the thought that occurs to me is that if their
wages are that much lower, on anything that has a substantial
labor input, where does that leave us as far as competing with
them in making just the ordinary profit in shipping those things in
our direction?

Can you tell me what are Japan's total imports from those three
Asian countries—Korea, Taiwan, and Hong ong—compared to the
total United States imports from those countries?

Ambassador SMITH. I cannot tell you offhand, sir.

Senator LonG. Can you give me a guess?
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Ambassador SmiTH. I have no idea, sir.

Senator LonG. Is Japan importing as much on a per capita basis
from those countries as we are?

Ambassador SmiTH. No, sir.

Senator LoNG. Nothing like it?

Ambassador SmiTH. Well, you threw in the foreign enterprise
zones in the Peoples Republic of China.

Senator LonG. Thank you very much.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Mr. Ambassador, you suggested ‘hat these bills
should not pass, for one reason, because it is important for the
USTR to have leverage to negotiate with other countries, leverage
they could use in Korea to lift trade barriers. Could you give us
some examples of cases where you have attempted to use the GSP
threat—GSP graduation as leverage on certain products?

And second, could you give us an indication of where that has
heen successful and where it has been unsuccessful?

Ambassador SMITH. I think the best case—probably the freshest
case—is Singapore on the question of intellectual property where
they have under, shall we say, a great deai of pressure from us, in-
troduced a copyright law and other intellectual property protection
measures, with the full knowledge that if they didn’t, they were
running the risk—and a real risk—that the United States would
act on GSP.

Senator McConnell has already talked to you this morning about
tobacco in Korea. We have had a similar thing on wine, alcohol,
and tobacco products in Taiwan. We have been working on insur-
ance and other service-type cases with Taiwan.

Senator Baucus. Could you give me a number? Could you give us
a ballpark number of instances where you have used the GSP grad-
uation threat as leverage or a tool?
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Estimated Hourly Coxpensaticon Costs
for Produotion ¥Yorkers ‘u Xanufaoturing
in 1986

Eong Kong $1.78
Bouth Korea $1.41
Talvan $1.48
PRC -NAZ

lgouroe: Bureau of Labor Statistiocs

“Zats is not available from the Bureau of Labor Statistios con the
Peoples Republic of China. Based on the 6tatistioal Yearbook of
China for 1083 it is estirmated that in 1982, the average annual
total ocorpensation for induetrial workers in "state owned eoconomio
enzerprises”, based on offiociel exohange rates, vas $1,088.
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Ambassador SMITH. In how many cases we have done this?

Senator Baucus. Yes, roughly. How often? How many times?

Ambassador SmitTH. We do it with all the beneficiaries of GSP
with whom these problems have been identified to us by U.S. pri-
vate sector. And so, we are talking 40 or 50 countries with whom
we have raised these issues specifically.

Senator Baucus. How many times, would you say, without quali-
fication, that that has been the major determinant in getting some
concession with one of these countries? How many times?

Ambassador SMITH. | would ask Mr. Shark to respond because he
was doing this every day, sir.

Mr. SuARk. If I might.

Senator Baucus. You have a good name for this job.

Mr. SHARK. Thank you. The first thing that has to be recognized
is that the way this was structured by the Congress, the full value
of the leverage ripens over a 2-year period.

Senator BAaucus. How many times, though have you used the
graduation threat?

Mr. SHARK. We have been using it overall in our trade relations
with these countries for 2 years.

Senator Baucus. How many times—just a good Fuess—how
many times successful and how many times unsuccessful? _

Mr. SHARK. Successful, I would guess at least 10 times.

Senator Baucus. How many times unsuccessful?

Mr. SHARK. I wouldn’t use unsuccessful because the jury is still
out. The general review doesn’t end until the end of this year. And
a lot of countries are waiting—as we would—to see how well they
can do in the general review, and we are working with them.

Senator Baucus. What is your best guess as to how many times
at the end of the review period you will be successful?

Ambassador SMiTH. I think we will be very successful, sir. In our
view, we have no choice. They either make the necessary reforms
or their GSP will be accordingly reduced.

Senator Baucus. What value do you place on the argument
among developing countries that it is unfair for the United States
to graduate them because other developed countries will also grad-
uate them, and that will hurt those developing countries?

Ambassador SMiTH. Personally, sir, I don’t put a great deal of
stock on it because we have made it very clear from the beginning
of the GSP Program that this was a unilateral action by the
United States. It was not, if you will, a God-given right. Now, not
only do other developing countries not agree with that position, but
a lot of developed countries do not agree with that position of the
United States.

Senator Baucus. Referring to the point that Senator Long and
Senator Bentsen were making, don’t gou think it is appropriate to
somehow leverage graduation to a GSP country where it 18 appro-
priate to try to get some trade concessions from Japan; that is, go
to Japan and say we are thinking sbout graduating certain coun-
tries, which may have a beneficial effect on you, Japan, but in
return for that we think you ought to open up your markets more
to those countries’ products or take other actions to generally open
up the Japanese markets?

To what degree do you think it is appropriate to try to leverage?
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Ambassador SmrtH. I don’t.

Senator Baucus. Yes, but why not?

Ambassador SmiTH. I just don’t think that would work. I think
that the Japanese would not respond to that—well, let me put it
more precisely. I think if you went to the Japanese and said, look,
we are going to graduate country X or country Y or products X or
Y and you are going to benefit; and therefore, you should pay us
for that, I don’t think the Japanese will pay you for it.

Senator Baucus. What are you doing to effectively open up

Jaxe:nn?
bassador SMITH. Banging away.

Senator Baucus. I am sorry

Ambassador SMITH. Banging away, sir.

Senator Baucus. But how often are you raising the point that
lSenators Long and Bentsen raised, namely that Japan opens up
ess——

Ambassador SMITH. Every time I go to Japan, every time I meet
with the Japanese, I keep hammering awag' at this theme. They
must take in more from the developing world.

Senator BAucus. And what success have you seen?

Ambassador SMITH. I can’t point to any great successes, sir.

Senator Baucus. I am sorry?

Ambassador SMITH. I can't point to any great successes. Their
figures on imports of manufactured goods, and the developing
world has remained remarkably constant.

Senator Baucus. Thank you; and thank you, Mr. Chairman.

Senator DANFORTH. I think we all bang away at Japan, and it is
like banging away at a steel door with a pillow. It 1s impossible.
. Mr. Smith, let me ask you if it makes sense to try to have a GSP
system that maybe is a little more helpful to the truly needfv coun-
tries? I wonder if in the next few weeks you might be willing to
- meet with interested Senators or staff people and interested Sena-
tors to see if there isn't some improvement that could be made in
the system so that it could be more carefully targetted to those -
that we intend to help? What is it—about two-thirds of the benefits
go to these three countries?

Ambassador SMITE. Something like that.

Senator DANFORTH. Something like that, I think—60 some odd

rcent, I think, of the GSP benefits go to three countries that

ave large sirpluses with the United States anyhow and that are
not exactly lesser developed countries.

Ambasssador SMITH. It is about 45 percent, sir.

Senator DANrORTH. Only 45 percent? Well, it is still a large por-
tion of the total program. :

Ambassador SMITH. Yes. .

Senator DANFORTH. I wonder if you would be open to exploring
ways of trying to more carefully target it?

mbassador SMiTH. We certainly would. I would welcome that
because I must admit we have for years wrestled with the problem,
as I think all developed countries have. How do you increase the
trickle down and still keep the program in a workable way? The
only way that we have thus far been able to figure this out is to do
it on a product basis. Some other countries use quotas, have a limit
by quota; we have not chosen to do that because of the administra-
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tive problem involved. But it is something which is a very valid
point with the GSP Program.

Senator DANFORTH. I think that would be worth pursuing. I
think that would be what Congress had in mind. How long have
you been banging away at the Japanese on this?

Ambassador SmiTH. | just finished my 59th trip to Tokyo, sir.

Senator DANFORTH. The 59th? .

Ambassador SmiTH. Yes, sir.

Senator DANFORTH. It is just unbelievable. It really is. And I
imagine in those 59 trips, you have probably been told at least 59
times: Oh, we understand, and we are going to take care of it.

Ambassador SMiTH. I just came back, as I told you before the
hearing this morning, from a week on the Chesapeake Bay and I do
beli]eve in that bumper sticker that “I'd rather be sailing.” [Laugh-
ter.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. Not bad. Mr. Chairman, I know this hearing is
on the generalized system of preferences, but something happened
yesterday that I would like to comment on for just 3 or 4 minutes;
and that is the appointment by the President of Susan Liebler to
be Chairman of the U.S. International Trade Commission.

And I suggest that this Trade Subcommittee invite her up here
as a witness as soon as we can and let her testify before us and
answer some questions about her attitude toward trade ideology
and the law. A witness before the House Trade Subcommittee in
April raised questions about the ability of Commissioner Liebler to
impartially administer this Nation's trade laws.

Now, you have had critics of the new Chairman that include
both fellow commissioners and representatives of U.S. industries.
The primary criticism is that she bases her decisions on her own
trade ideology, rather than what the law is. The House has ap-
proved legislation requiring the Senate to confirm the Chairman of
the Trade Commssion.

‘That is not the current law; that is what they have proposed; and
I amr inclined to support that kind of a provision. If there was such
a law in effect now, I think it would be a very open question
whether Commissioner Liebler would be confirmed as Chairman. I
recall when she was first proposed, she was objected to by Republi-
cans and Democrats alike; and the Senate did not at first confirm
her nomination.

She was later renominated and then confirmed. I suggest that we
issue such an invitation to her to answer some questions I have
and I believe some other members of this subcommittee have about
her attitude toward this Nation’s trade laws. I believe the least this
panel can do is to seek assurances that she will adhere to the law
and not to any particular ideology.

Senator DANFORTH. I think that is a very good suggestion, Sena-
tor Bentsen. We will see what we can work out. I share your con-
cerns.

Ambassador Smith, thank you very much.

Ambassador SMiTH. Thank you, Mr. Chairman.

Senator DANFORTH. Next, we have a panel: Carlton E. Nichols,
president of Nichols & Stone; & Murray J. Belman of Thompson
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& Mitchell, who is counsel to the Cold Finished Steel Bar Institute.
Mr. Nichols.

STATEMENT OF CARLTON E. NICHOLS, JR., PRESIDENT, NICHOLS
AND STONE CO., GARDNER, MA; AND PRESIDENT, AMERICAN

FURNITURE MANUFACTURERS ASSOCIATION

Mr. NicHows. Mr. Chairman and members of the subcommittee,
my name is Carlton E. Nichols, Jr., I am president of Nichols and
Stone Co. of Gardner, MA, and this year I am also serving as presi-
dent of the American Furniture Manufacturers Association.

I am pleased to present AFMA'’s statement on an issue of critical
importance to the furniture industry—the flood of duty-free furni-
ture imports entering our country from so-called less developed
countries under the generalized system of preferences program.
Mr. Chairman, I am a businessman. As such, I try my best to deal
with reality in running my company. I expect nothing less from my
Government.

My testimony contains some impressive statistics reggrding fur-

ture import penetration in the U.S. market. It may be that I do

ot understand these numbers. Our No. 1 competitor, by any one
measure you choose to use, Taiwan, is considered to be a less devel-
oped country by my Government.

Imports from Yugoslavia have increased over 300 percent in the
last 6 years, but my Government tells me Yugoslavia is a less de-
veloped country. The same is true for Korea, Romania, Brazil, and
practically all of our major competitors for the domestic furniture
market. It is almost inconceivable to me that two people looking at
this information can arrive at two so obviously different conclu-
sions. What really upsets me is havini to go through a complex,
expensive, year and a half process to bring my Government to a
conclusion I and many other industry members regard as self-evi-
dent: that imports from so-called less developed countries are dev-
astating portions of my industry.

More specifically, in January of 1986, I had to close a factory as a
result of GSP imports. The last thing we ought to be doing is allow-
ing these countries GSP benefits. Further, we understand there
will be a period of “consultation” with potentially affected coun-
tries to produce changes in foreign country practices, using GSP as
a bargaining chip.

We could make every argument required by law to prove our
case, and yet be traded away in negotiations to satisfy someone
else’s trade problems. AFMA believes every U.S. industry is enti-
tled to market access; however, market access benefits should nei-
ther be gained at the expense of the GSP program nor to the detri-
ment of a particular industry.

Certainly, Congress never intended continuing duty-free treat-
ment for those countries that have demonstrated themselves to be
fully competitive in the world market even for negotiating pur-
poses. I apologize for sounding a bit self righteous, but permit me
some indignation. I absolutely cannot believe the hurdles we must
overcome to convince our Government of the GSP furniture import
problems our industry clearly faces. 1 can appreciate the legitimate
goals of the GSP program, and I am also aware of the history of
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trade negotiations in the United States. Nobody in the 1950's or
1960’s ever thought we would be facing the kind of competition
that greets me every day at my office.

We were lulled into a false sense of security, and now we are
paying the price. We need to adapt our trade policies to the reali-
ties of the 1980’s, and I cannot think of a better place to start than
the GSP program.

Mr. Chairman, I know it is one of the matters over which you
and other subcommittee members are wrestling, and we are most
appreciative of your efforts. Just give us—give me—a chance to
compete fairly with my major competition, and let me take care of
the rest. We support S. 1867 with the modifications suggested in
my complete statement. Stated differently, we strongly support the
immediate graduation of countries sufficiently competitive so as to
no longer require the benefit of the GSP program. Thank you.

Senator DANFORTH. Thank you, Mr. Nichols. Mr. Belman.

[The prepared written statement of Mr. Nichols follows:]
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Mr, Chairman, Members of the Subcommittee, my name is
Carlton E. Nichols, Jr. I am President of Nichols and Stone
Company of Gardner, Massachusetts, and this year I am also
serving as President of the American Furniture Manufacturers
Association (AFMA). 1 am pleased to present AFMA's
statement on a provision affecting an issue of critical
importance to the furniture industry--the flood of duty-free
furniture imports entering our country from so-called
"less~developed countries" under the Generalized System of
Preferences (GSP) program,

The AMFA is the largest furniture manufacturing trade
association in the United States. AFMA member companies
produce the vast majority of U.S. residential furniture.
Also, AFMA members have home offices or facilities in almost
the entire fifty states and provide employment to several
hundred thousand persons.

The furniture industry, in recent years, has become
more international in scope. Reflected both by inroads made
by imported furniture into markets traditionally dominated
by the U.S. furniture industry and by U.S. companies
expanding their horizons overseas in search of new markets,
the impact of trade-related policies cannot be understated.

The behavior of the U.S. Government in the area of
furniture trade has been outstanding: the U.S. has
consistently lowered its effective tariffs on furniture over
the past two decades through outright reductions, through
the extension of very favorable tariff treatment to certain
countries, and through its provision of duty-free status to
certain developing countries--even where those countries
have become major international competitors in furniture
(and other) trade.

However well-meaning these efforts are, they carry with
them one fatal flaw. As practiced over the past two
decades, with respect to the American furniture industry,
the "free trade” and "lowered tariff" thrust of our
government's trade policy has been too one-sided. U.S.
backed agreements and Congressionally approved programs have
hampered the ability of the U.S. furniture industry to
compete in its own marketplace. They have also led to a
partial restructuring of this industry not based upon the
free flow of trade in international commerce.

The American furniture manufacturing industry has
experienced an zlarming rise in import competition in recent
years, much of it under the GSP program. From 1979 to 1985,
according to the most recent U.S. Department of Commerce
figures available, wood and upholstered furniture imports
increased 470%, from $312 million to $1.78 billion. Overall
furniture imports in 1985 reached a record level of $2.6
billion. Some segments of our industry have been



devastated, and my own company, which has been in furniture
manufacturing for over 150 years, has been adversely
affected.

We believe that our response to the rise in imports has
been exemplary. AFMA has not called for quotas on furniture
imports, nor have we asked for high tariff barriers to be
erected to keep out foreign goods. What we have asked for,
though, is equjty.

It is an unfortunate fact of life that many of these
imports originate in countries which enjoy the benefits of
duty-free access to the U.S. furniture market under the GSP
program--countries which AFMA feels are highly advanced
international competitors in furniture trade and no longer
require the added subsidy of GSP eligibility. AFMA strongly
believes that countries such as Taiwan, Yugoslavia,
Singapore, South Rorea, Mexico, Brazil and Romania, all once
considered less~developed, now ought to compete in our
markets under the same rules faced by other major furniture
producing countries.

To place GSP furniture trade in perspective,
approximately $624 million of the record $2.6 billion worth
of furniture imports entered the U.S. duty-free in 1985. An
additional $1.19 billion came from GSP~eligible countries,
but fell into tariff categories that had previously been
recognized as being fully competitive, had lost duty-free
eligibility, and were subject to applicable rates of duty.
The important point, however, is that GSP-blessed, duty-free
furniture entering this country has had a considerable
negative effect on the U.S. furniture producer, and the
amount of such furniture represents a rather sizeable
portion of the $13 billion in 1985 GSP imports. In fact,
GSP furniture imports represent a much higher percentage of
all GSP imports than one would expect given the relative
proportion of furniture trade as a percentage of all U.S.
trade.

I want to highlight the effect imports of this
magnitude have had on the furniture industry. According to
the U.S. Department of Commerce, approximately two-thirds of
all furniture companies are small businesses. Our industry
is highly fragmented, with no one company representing more
than approximately 4% of the market. No single furniture
company even approaches the $624 miliion dollar mark in
sales. Certain specific product categories have encountered
stiff foreign competition, while others remain relatively
untouched--to date. The furniture industry is far from
monolithic and examining only gross import figures might
lead one to significantly underestimate the degree of import
penetration in certain furniture tariff categories. Let me
cite just two examples:



o At one time, the U.S. producers dominated the
domestic directors chair market. 1In the past five
years imports of directors chairs have doubled, due
largely to the application of the GSP program to Taiwan
(until 1982) and Thailand (nearly 86 percent of
directors chair imports in the first quarter of 1986).
Imports now account for an estimated 40% of this
market, with devastating results. There are only a
handful of di I hai £ act . i
the U.S. today ’

.

More specifically, wood
dining room table imports from Taiwan more than doubled

from 1984 to 1985, and, if present rates continue, 1986

imports will show a 328% increase in volume over 1984

levels. This, despite being denied GSP status since

1980! Similarly, if GSP-eligible imports from

Singapore and Yugoslavia continue at their present 1986

rate, they will post increases of 132% and 347%,

respectively, over 1984 levels, and account for nearly

71% of GSP imports of wood diring tables. The top four

sellers of dining room furniture at the lower price

ranges were importers.

Additional examples of severe import penetration of
specific furniture product categories abound in our
industry--due in many cases to the application of GSP
benefits to already fully competitive countries. Among the
hardest hit of these product categories are non-folding
wooden chairs, desks, bedroom furniture, wall systems,
furniture parts, and metal furniture. It is for this reason
that AFMA strongly supports the intent of S. 1867. We would
suggest, however, that the provision be modified so as to
include other highly competitive countries by name. 1In
addition, AFMA questions the roundabout method used in
S. 1867 of requiring the President to submit a proposal to
Congress withdrawing GSP benefits from competitive
countries. This session of Congress is rapidly winding
down, and such a submission could quite easily not be
considered during the usual year-end crush of activity.

AFMA respectfully suggests that Congress "knock out the
middleman” and simply pass legislation withdrawing GSP
benefits immediately for certain countries.

The economies of the aforementioned GSP-eligible
furniture exporting countries exhibit a high level of
general economic growth. Moreover, the furniture producing
industries in each of these countries are highly competitive
in the world market and--in particular--the U.S. market.
They rival furniture producing industries in developed
nations such as the Canada, United States, Denmark, or other
European countries. Taiwan, for example, is the single
largest GSP or non-GSP importer of furniture into the U.S.
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market. The picture of GSP benefits flowing to competitive
industries and countries is not confined to furniture trade.
Indeed, only a glance at the list of countries and product
petitions filed with the United States Trade Representative_
(USTR) demonstrates that furniture trade is not atypical,

The original purpose of the GSP program was to promcte
economic growth in developing countries, which often need
temporary, preferential treatment to compete effectively
with industrialized nations. The goal of the GSP program is
not served when preferential treatment is accorded
relatively well-developed countries, and undermines the
competitive position of U.S. industry. Continuation of such
benefits is, in effect, a foreign aid grant. AFMA strongly
believes that "foreign aid"™ should not be hidden under the
aegis of trade policy programs.

S. 1867 recognizes that, as countries reach a
sufficient degree of economic development, they should be
graduated from the GSP program in order to maintain

opportunities for economic growth in truly less-developed
countries.

Currently, the withdrawal of GSP benefits is done on a
pliecemeal, issue-by-issue, produst-by-product basis. A
procedure has been constructed that is cumbersome, risky and
expensive for any domestic industry wishing to seek a
modification or removal of GSP benefits. Practically
speaking, the result has been a continuation of GSP benefits
to a host of countries having a large number of fully
competitive industries.

Last year, AFMA petitioned USTR for a lowering of
competitive need limits on furniture imports from Taiwan,
Korea, Yugoslavia, Romania, Brazil and Mexico., At the same
time, AFMA opposed requests that no limits on duty-free
imports should apply ("waivers of competitive need limits")
on certain furniture products by Taiwan, Thailand, and
Singapore. More recently, in the 1986 annual review, AFMA
requested the removal of GSP benefits with respect to
importation of certain wood and metal household furniture
products from Taiwan, Yugoslavia, Singapore and Thailand.
In each of these cases, the domestic industry (represented
by AFMA) is charged with the responsibility to demonstrate,
on a product-by~product basis, whether economically
developed countries should remain eligible for GSP
privileges on selected products. The outcome of these
petitions is in doubt, and will not be announced until late
this year or next year.

You may ask at this point, after our having taken these
steps, why AFMA supports the spirit of S. 1867. We have
three main concerns:
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(1) That a law as complex as GSP, involving
consideration of so many disparate criteria, by so many
different individuals, leaves itself open to
risinterpretation of Congressional intent based on
subjective evaluations;

(2) That any gains achieved through the administrative
process right be lost through non-GATT negotiations as

agencies seek to use GSP benefits as a lever to effect

changes in foreign country practices; and

{3) That the administrative procedure places an undue
burden squarely on the shoulders of domestic industry
to prove competitiveness on a case-by-case,
product-by-product basis when, for some countries, the
determination should be self-evident.

To illustrate the flaws inherent in the process, let me
Lelate just a few of the hurdles we have encountered to
date.

AFMA petitioned USTR in the spirit of Title V of the
1984 Amendments to the Trade Act of 1974, which renewed GSP
authority. Title V contained explicit reference (found in
the House and Senate Committee Reports, H. Rpt. 98-1090 and
S. Rpt. 98-485) to Congressional intent of redistributing
GSP benefits from the handful of advanced developing
countries now receiving them, to other, truly needy,
less~-developed countries, a sentiment echoed in S. 1867. 1In
the course of our effort to oppose the waiver requests, we
encountered a presumption in favor of petitions for waivers
of competitive need limits, unless the domestic industry
could show jnjury from such an action. In fact, the
legislative history clearly prescribes a much less stringent
standard of "adversely affected" should be used, and directs
the President to "vigorously ... withdraw, suspend or limit
GSP benefits..." to competitive countries. Clearly, a
presumption in favor of waivers contradicted Congressional
intent.

Beyond the procedural problems imposed by the
administrative process, the concept of GSP eligibility as a
valuable negotiating tool also threatens to overwhelm
substantive considerations. It is our understanding that
there will be a period of "consultation"™ with potentially
affected foreign countries to effect changes in market
access, intellectual property protection, and other
long~standing trade issues. The fact that these non-GATT
talks will be held at all is a de facto recognition of the
success of the GSP program and of the status of certain
beneficiary countries as unquestionably significant
international competitors.

Purther, anybody who, in an era of burgeoning trade
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deficits, asserts that we need GSP as a lever either has a
direct financial stake in seeing the program continue or is
intent upon using it for foreign policy reasons.

One scenario that has been of constant concern to our
Association is that we make our case regarding both
competitive need limits and waiver requests, and yet lose
our case because of the use of a presumption against us that
is certainly contrary to Congressional intent. Or, having
cleared that hurdle, lose our case because our concerns are
traded away to satisfy someone else's market access or
intellectual property protection problems. Any granted
waiver requests must be found to be in the "U.S. national
economic interest,"” a determination which requires
evaluating the impact of such actions on producers of like
or competitive products, the extent of the beneficiary
country's competitiveness, and their level of economic
development. In short, our concern is that the government
will fail to take into account all of the statutory language
pertaining to the definition of "national economic
interest.”

In a letter to Ambassador Yeutter we made our concerns
known and his response removed the possibility of a
misperception of Congressional intent. While we feel that
our concerns have been addressed, this incident serves to
point up the drawbacks of a procedure 8o complex that some
of the various agency personnel charged with administering
the law are not fully cognizant of the intent of Congress
with regard to these provisions. Also, our industry, unlike
some that have been significantly affected by GSP imports,
happened to have an Industry Sector Advisory Committee
representative which facilitated the communication with
USTR.

The general review and annual reviews, while laudable
in concept, provide only a piecemeal approach to the removal
of GSP eligibility for more advanced developing countries
and impose a heavy burden of proof on domestic industries to
demonstrate that limitations on GSP eligibility are
warranted, Notwithstanding the result of the reviews, they
provide only a partial solution to the continued eligibility
of economically advanced countries for GSP privileges.

AFMA supports S. 1867 as a step in the right direction
towards a more comprehensive examination of newly
industrialized countries, among them Taiwan, Yugoslavia,
South Korea, and Singapore. The degree of economic growth
and development of these countries has been well-documented
elsewhere, before this Committee and in AFMA's submission to
USTR.

I would like to highlight the highly competitive nature
of GSP-eligible foreign furniture industries--industries
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which continue to have preferential access to th;&v.s.
market., If the Subcommittee desires the more conplete
information contained in AFMA's petitions to USTR, 1 would
be pleased to submit copies for the record.

Tajiwan. Taiwanese furniture manufacturers employ
state~of-the-art furniture producing and finishing
technology, including numerically controlled routers,
automatic spraying machines, high-frequency machines,
and profile wrapping machines. Taiwan producers even
hire managers and technicians directly from major U.S.
wood finishing companies to work on-site in their
plants. With Taiwan's expertise in copying U.S.
furniture styles the Taiwanese product is equally
attractive to the U.S. furniture consumer as a
domestically produced product.

Moreover, Taiwan has maximized the efficiencies of
ocean transportation by shipping knock-down (or K-D)
furniture to strategically located assembly plants in
the United States where it is assembled and sold to the
U.S. consumer as a finished product. The principal

dmporter of furnjture from Taiwan has thus become the
ninth largest furniture company in the United States,
. The competitiveness of the Yugoslavian
furniture industry is a function of its near complete
vertical integration. 1In Yugoslavia, the state owns
the furniture manufacturers, the lumber industry, and
several U.S. distributors., Through its shipment of K-D
furniture three of the largest Yugoslav importers have

five or more strategically located assembly and
distributing centers in the United States. Krivaja-

Beechbrook and Sidex. both U.S. arms of Yudoslavian
corporations., currently produce the gecond, third and
fourth largest volumes of dining room furniture sets in
. Between
them, these two companies shipped to the U.S. §31.3
million dollars in 1985 for these lines of dining room
furniture alone. And, dining room furniture is also

not an atypical example of Yugoslavian penetration of
the U.S. market.

. Singapore is the ninth largest exporter of
wood furniture products (other than chairs and parts)
to the U. S. market. Imports fron Singapore have had a
significant impact on occasional, dining tables, and
other non-folding chairs. Singapore furniture
producers have achieved maximum production efficiency.

one of the largest productjon schedules in the

South Korea. The South Korean furniture industry is

63-103 0 - 86 - 3
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also exhibiting a strong growth rate. The major Korean
furniture exporter to the U.S., Hyundaji, is a stiff
competitor with U.S. manufacturers, particularly in
solid wood products. Hyundai's estimated $200 million
in shipments ($700 million in retail value) by 1986 is
the minimum goal established by the Chairman of the
company. Most of the plans for expansion aim directly
at the U.S. market,

Of course, as cited earlier, the U.S. furniture
industry also experiences substantial import
competition with developed furniture industries in
Romania, Mexico, and Brazil -- all of whom are
currently enjoying the exceptional privileges of the
Generalized System of Preferences.

Conclusion. AFMA appreciates the intent of the GSP
program to assist developing countries in promoting economic
development and international trade. However, we also
appreciate that the subsidy conferred on GSP beneficiary
countries is meant to terminate when those countries no
longer require duty-free status to be fully competitive.
The Congress, as noted previously, has made clear its intent
to apply GSP benefits only to those less-developed countries
unable to compete in the U.S. market without such a subsidy.
Over the years, however, our government has clearly had
difficulty balancing a number of sensitive and possibly
conflicting goals, and has regarded GSP benefits as simply a
means to some other end, in some cases as a simple extension
of the U.S. foreign aid program.

AFMA believes that the time has come for the U.S. to
start playing hardball with respect to trade policy. 1In the
past, our negotiators were lulled into a belief that the
decades of the '50's and '60's would last forever, and that
the U.S. would never face significant import stress. Other
industries now face the same precarious position the
furniture industry faces. We need to stop talking about
using duty-free access as a lure to achieve changes in
foreign country practices and start using access to the U.S.
market as a lever,

In advocating a _measure of rationality for the
distribution of GSP program benefits, we are by no means
ignoring the effect of literally dozens of other variables
on international trade flows. The impact of the fluctuating
dollar, of low wage rates paid by foreign competitors, the
high cost of environmental, health and safety compliance all
play a part in the furniture industry's current competitive
position,

Keep in mind that the influx of imports is occurring at
a time predicted to be "The Golden Age of Furniture
Manufacturing” based on "baby boom"™ demographics. What has
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happened instead is that the demand-side growth has largely
been absorbed by imported furniture, with alarming results
for the domestic industry.

All we seek is an opportunity to compete fairly with
major competitors. From an equity standpoint, all countries
competitive in furniture trade should play by the same rules
with respect to entry into the U.S. market.

The most appropriate term for this process of
rationalization, and one which the Congress has used
previously, is "graduation.®™ AFMA supports S. 1867 and
urges the suggested modifications to improve its
effectiveness. \

STATEMENT OF MURRAY J. BELMAN, THOMPSON & MITCHELL,
WASHINGTON, DC; COUNSEL TO THE COLD FINISHED STEEL
BAR INSTITUTE

Mr. BELMAN. Thank you, Mr. Chairman. My name is Murray
Belman, I am a member of Thompson & Mitchell, and we are
counsel to the Cold Finished Steel Bar Institute. | am also appear-
ing on behalf of the Metalworking Fair Trade Coalition, whose
members operate 30,000 plants with 2 million workers and $96 bil-
lion in annual sales

Mr. Chairman, the statement that we have prepared and submit-
ted for the record addresses a question you asked earlier: How can
you skew the GSP treatment towards those countries that ought to
get the benefits of that treatment?

A good part of the answer rests in the criterion in S. 1867, a cri-
terion that already exists in law: the test of competitiveness. The
criterion of per capita income can lead to some anomalous results;
but if you look at the question of competitiveness, you might get to
where you are trying to go.

From the point of view of American steel producers there is
ample evidence that Taiwan and Korea meet the competitiveness
test. Based on the competitiveness standard, it is not unreasonable
and hardly even controversial to graduate Taiwan and Korea. First
of all, both countries have world class steel industries. Korea is the
fourth largest supplier of steel mill products to the United States.
It is the second largest supplier of other steel products. Taiwan is
the fourth larﬁest supplier of other steel products.

Moreover, the kinds of products that both countries supply in the
steel and steel-containing products areas are very sophisticated.
They are both key suppliers cf ball bearings. They are both ke
suppliers of data processing equipment. They are both key suppli-
ers of electronic equipment. As we know, Korea has entered the
automotive market. Those are not unsophisticated products.

Both countries are sophisticated and aggressive markets of those
products. The customer base of the cold finished bar industry is
composed of a very large number of relatively small manufacturers
of component products, “widgets,” that go into all other kinds of
equipment. These people have been confronted with very aggres-
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sive efforts by Korean and especially Taiwanese manufacturers,
urging them to take their production offshore. The sales pitch is
that the Koreans or Taiwanese are better able to make the prod-
ucts and sell them through the American manufacturers than the
American manufacturer can make them here with American labor.

Another indication of of the competitiveness of these producers is
what has happened when Korea and Taiwan do not benefit from
preference status. Of all the countries that have been graduated on
individual products, Taiwan leads with—by my count—=56 different
cases. Korea is in second place with 25. After they lost the prefer-
ence, their exports have expanded, substantially in many cases.

In cases such as ball bearings where they never had the prefer-
ence, Taiwan has become the sixth largest supplier, going from
ninth to sixth in a matter of the last 3 years; and Korea went from
nowhere to third in the same space of time.

In closing, Mr. Chairman, I would like to just point out one other
aspect of this preference problem. The existence of preferences for
these countries i3 yet another artificial incentive to what we have
called “downstream diversion.” We have seen that high dumping
duties or countervailing duties may lead producers to go “down-
stream” to avoid the impact.

Preference status is another case of this downstream diversion
because, where you have no preference status on a raw material
but preference status for the downstream products, there is an-
other artificial incentive for downstream production. For that
reason as well, we believe that the preferences should be with-
drawn from these obviously competitive countries. Thank you, Mr.
Chairman.

Senator DANFORTH. Thank you, Mr. Belman.

[The prepared written statement of Mr. Belman follows:]
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STATEMENT BY MURRAY J. BELMAN
THOMPSON & MITCHELL
COUNSEL FOR COLD FINISHED STEEL BAR 1NSTIIUIE

BEFORE THE

SUBCOMMITTEE ON INTERNATIONAL TKADE
SENATE COMMITTEER ON FINANCE

JUNF 17, 1986

Thank you Mr. ChLairran tor this opportunity to dappear
before the Subcommittee today to discusy S, 1867. 1That bill, which
also turms Jitle VI ot 8. 1660, would require the President Lo
develop ano subrit legislation witharawing trade bencfits now
provided under the Generalized Syster ot Preterences {"GSP") tron
certain developing countries based upon their per capita incone,
econonic developnent and ability to compete 1nternationally without
preterences. The legislation submitted by the President would
specifically be requiread to cover Hong Kong, laiwan and the Kepublic
ot Korea.

Hy testimony today, subnittea on benalf of the Cold
Finished Steel Bar Institute, is 1n support of S. 1867., 1 also
appear on behalf of the Metalworking Fair Trade Coalition, whote
members operate 30,000 plants with two million employees and $9¢b
billion ot annual sales.

Certainly, the general objectives ot S. 1867 cannot pe
considered controversial, Under the present law (19 U.S.C,
2462(c)(2)), the President 1s already requirea to consider --

the level of economic development of such country
including its per capita gross national product,
the living standards of its inhabitants, and any
other economic factors which he deems appropriate

in determining whether a country should benefit from GSP. 1he
factors epnumeratea 1n S. 1867 plainly tall withuin the purview of
existing law.

S. 1867 goes beyond current law by targeting specific
countries for graduation from GSP. To American cold finisned bar
producers, that element of S. 1867 1s well justified 1n the case of
Taiwan and Korea. That conclusion is principally grounded on the
manifest ability of both countries to compete in the American market
without preference benefits, especially in sophisticated 1ndustrial
markets like steel and steel-containing progucts., Under these
circumstances, granting GSP treatment to Taiwan and Korea needlessly
disadvantages their American conpetitors. In particular, gqiving
preferences to these countries aggravates the "downstream diversion®
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The graduation fror GSP status 1n these products
has not hurt either country. For example, the value ot Korea's
exports to the U.S. of various kinds ot wire rope yrew by
_between 20% and 50% after GSP status was withdrawn; for data
processing equiprent, the i1ncrease was 85%; and for ricrowave
ovens, 1t was 1388, Taiwan's exports of pips and tube tittings
doubled uncer the sane circumstances, 1ts sales of data
processors rosc by 82%, and shiprments of calculating rachines
increased 550%.

These fLigqures show that Loth countries are now
competitive on a very wide range of products without the
benefit of precterences,

2. Other andlyses confirnm that Forea ana Saiwan dare
now among the most competitive toreign suppliers of
sophisticated retal products, For example, the competitive
assesement of the U,S. forging industry preparcd by the
International Trade Commission i1n April 1986 (USITC Pub., 1833)
lists Korea as one of the main foreign competitors i1n forgea
steel uncercarriage corponents (p. 1i1-11), steel valve forgings
(p. V~13) anc forged steel transmission parts (p. vi-12).
Talwan 1s naticuy as 4 najor supplier of steel valve torgings
(p. 1vV-13) ana forged steel fittings ana castings (p. V-3).

In the 1.C's study in January 19566 of the U,S,
ball and rolier bearing industry (USITC pub. 1797), Taiwan was
listed, along with Canada and ltaly, as one of the most
Lmportant new competitors in the American market. FKorea was
named as a key supplier of nountea vall vearings (pp. 61-62).
In 1980, Taiwan was the ninth largest supplier of imported ball
and roller bearinygs (sold separately); by 1984, 1t had becore
the sixth largest supplier. In the interim, its dollar sales
ot those proaucts in the United States increased by more than
1100%. In the same peri1od, Korea grew from a nonsupplier of
mounted bearings to the third largest supplier, ahead of West
Germany, Canada and Sweden.

The ability of these countries to compete i1n our
market for these highly sophisticated products 1s very strong
evidence of thelr corang of age anc noving out of LDC status.

3. Korea and, especially, Taiwan atre fierce
competitors in the screw nachine ana cold heading products
markets 1n the United States. Because most of these products
enter as "parts" of various types of machinety and equipnent,
they are not separately catalogued in our customs statistics.,
The National Sciew Machine Products Association has estimated,
however, that i1mports have approximately doubled since 1979,
going frorn an estinated 8% to sormething over 15% of the
donestic market. At the same time, the prices offered by
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exports to the United States, Again, given the high visibility
of the steel trade 1ssue, there are substantial incentives for
ti.e Taiwanese to move their new capacity into downstream
preducts now eligible for preference treatment and sell them to
the Uniteu States,

5. A tinal point relates to the provision in current
law that requires the President, 1n determining whether Lo give
any country thne benetits of GSE, to take 1nto account the
eXtent to which that country has given assurances that 1t will
provive "reasonable access® to 1ts own rarkets (19 U,S.C,
2462(c)(4)). A Jouk at the ITC's examination of the forging
inaustry sheor sone light on this i1ssue as 1t affects Jaiwan
and Korea., For example, the report states that *{1)mports into
Kureca and Talwan require an anport license issued by one of the
country's foreign exchange banks" (p.63). Korean and Taiwanese
auties oun torguea stee] fittings, hooks, valves, ete, run
buetween 20% and 408, By contrast, the U,S. duties on these
products were not higher than 8% and more frequently were about
halt that amount. Given these findings, it must be doubted
that reascvnable access 1s being given to Arerican producers.

Another 1ssue the President must consider in GSP
eligibility determinations 15 the extent to which a country has
given assurances that it will refrain from unreasonable export
practices. Basec on Comnmerce Department cata, there are now
nine antidumping and countervailing duty orders outstanding
against Korea and seven aqaincst Taiwan. These cases are hardly
strong evidence of the restraint required by our law.

In sumrary, there 1s every likelihood that Taiwan and
Korea will build on their already proven capability to send
substantial amouunts of steel products, machinery and equipment
1nto the American market, Thelr production capability, as
evidenced by their strong conpetitiveness i1n the American
market, i1s sinply not at the level of a less developed
country. A tariff preference is not justified tor those
countries, which have repeatedly shown their ability to compete
with the most advanced industries in our market,

GSP and Downstream Diversion

Giving auty-free treatment to countries that have
nmoved beyond LDC status creates un)ustified handicaps for
Amcrican inaustries that must meet the foreign competition. In
addition, there is a less obvious, but no less injurious result
-- encouragement towards downstream diversion. That phenomnenon
occurs when foreign producers have an artificial economic
incentive to process their products further before sending thenm
to this market,
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One cavse Of thiy diver:1on 18 tie existance of Lati
GuripIng or countervalling auties on the “Jdpstreas® proooece,
Anotier Can bLie a duty preference on the cownstrear, bu'l Lot ie
Jdpstream, procuct,

The overall provlen of Civersion L0 uowhistica!
frocucts has causceu a shrinking uf tLe matkets avValiat:le to
Al ¢riian Procgucur:, «upcClally 1n the Slecl LeCtor, Moo
studies 1naicate that 1najrect steel]l trade 18 Jargely
responsible tor lower Liaprents f) Conertlc stedcl]l proagdcer,
For exanple, accorcing to Dr, Miiton Lower, the fteel culitalnies
o lnports ol progects such al auwtorlrale: and fachinery
InCreasey by 136% tetweeen 1977 anc 196L,  Lver the fate jeoary,
trhe sStee] content ol Arericdan eXporty deciinead Ly iT%. A a
resdldt, tihe UlS., wenit from Laving a pusitive tfadce btalance of
3.1 rallion tons of 1ncirect traae In stee]-Containing procucts
in 1977 Lo an 1noirect stedol trage deticit of 6.4 raillion ton
in %8S, In cther wordga, we rad an untavorable chitt of 9.4
raiilion tons ot steel during thoce years,

Whiie Ancrica's total usaye of steel in [989% was about
the sane as 1n 1977 (103.3 rajlion tons ve, J0S,% m1llion
tuas), apparent vorestic consurnption of fteel procucts (which
1s the avarlavle rarket for dorestic procucerg) cCeclinea fror
iUB.5 million tons to 97 rallion tons, a drup of ile, 1These
changes were 1n large part due to 1ncreases 1n downsttean
proaucts imports, trom 5.8 nillion tons in 1977 to 13.7 rallion
tons 1n 1985. A recent stuay by the Correrce Departrent
sugpports bLr. Lower's conclucions.,

As noted, the downstrearn prooucts phenorenon 1s due to
a nurber ot causes., Many toreign stecl producers roved
aownstream when they found their exports tu the United States
were belng curbed by very large curping or countervalrling
duties. For that reason, the Cold Finished Stecel Bar Institute
and other dassociations cf steel and stee] product procucers
have supported legislation to make diversionary aumping
actionable uncer United States law. In aadition, the small
businesses that compose most of the metalworking industries in
the United States strongly support legicslation that woula
create a rmonitoring program to give early warning against the
use of unwnstream proaucts as vehicles for giversion,

The House recently enactea those provisions as
sections 136 ana 137 ot H.R. 4800. We believe that the
antidiversion provision should be among the most
noncontroversial in that bill. In 1964, voth houses passed
bills that would make diversionary dumping actionable; the
alternative trade legislation introgucea this year oy the House
Republican leadership also incluodea that provision. In short,
there 1s a long-standing consensus for these provisions,
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Senator DANFORTH. Mr. Nichols, have you discussed your prob-
lems with the administration?

Mr. NicHoLs. Senator, yes. Of course, we have also filed petitions
with the USTR seeking removal 6f certain countries and products
from GSP eligibility.

Senator DANFORTH. Removal of the countries or the products?

Mr. NicHois. The products and the countries. Yes.

Senator DANFORTH. What sort of response did you get?

Mr. NicHors. The interesting thing is that it is a particularly la-
borious process and an expensive one. There has been one action,
and that is that. Taiwan would lose eligibility on some certain cate-
gories of furniture. So, in that respect, there has been some relief;
but it doesn't stop there. We have significant problems with Yugo-
slavia; and further, that decision of lost GSP eligibility for Taiwan
is not permanent, by any stretch of the imagination. It could be re-
versed at some point in time.

So, maybe we feel a slight sense of relief, but we have got signifi-
cant problems with many other nations and we need more perma-
nent relief, in our view.

Senator DANFORTH. All right. Mr. Belman, how would your prob-
lems be solved? You are here to support the bill; is that right?

Mr. BELMAN. Yes, Mr. Chairman.

Senator DANFORTH. And short of graduation of the whole coun-
try, can you be helped at all?

Mr. BELMAN. The problem with the graduation situation now is
that I think there are 500 different tariff classifications just in the
downstream metal-containing products. And Taiwan has been grad-
uated on 56 products and Korea on 25. We have that test built into
the law. At some point, a country become competitive enough so
that you no longer can justify giving that country preference status
on any product because, after all, preferences were aimed to begin
with to make LDC’s more competitive. Korea and Taiwan have
shown that they are as competitive as anyone else in the world.
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This is not a case, Mr. Chairman, where if you remove the pref-
erence, the benefits would go to Japan or Canada or anybody else—
these countries without the preference, are already more competi-
tive than most countries.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Gentlemen, what do you say in response to
using this as a leveraging tool?

Mr. NicHoLs. Senator Baucus, I don't agree at all with it. In my
statement, | stated that the intent and purpose of GSP was not to
he used as a lever in trade negotiations. I think that clearly the
congressional intent is not there; market access is an issue that
should be discussed, but GSP benefits should not bé used as a lever,
in our view.

Senator Baucus. Mr. Belman.

Mr. BELMAN. I would agree with that. Whatever the objectives of
the preferences are, they do have a benefit. Any time you accord
somebody a benefit, that gives you leverage. I am not sure how ef-
fective that leverage has been, but in any case, it is circular logic
to give people benefits they don’t deserve simply to have leverage
over them to make them play by the rules.

Senator Baucus. So, you think it ought to be graduated on its
own merits and not be used as a kind of leverage?

Mr. BELMAN. Absolutely.

Senator Baucus. Do either of you have any studies showing what
the cost differential would be in your industries if products from
competitive countries are graduated? What is goin%\to happen to
you? How is that going to affect you? We know the theory, but
what is the bottom line?

Mr. BELMAN. In preparation for this hearing, I did take a look at
the tariffs that are now in effect, and they run between a high end
of 13 percent—and this is just in the metal area—13 down to two
or two and a half—something like that. So, graduation would give
that benefit. You would also get the benefit of whatever elimina-
tion of incentives preferences give to the downstream diversion
that we talked about.

And you would get recognition by everybody concerned that com-
petitive status has been reached by these countries; and maybe this
1s the most important.

Senator BaAucus. What I am trying to get at is whether it is a
major difference with your industry or your firm, or a minor differ-
ence. What is the net effect it would have? Articulate it the best
you can for me.

Mr. NicHoLs. Senator, we have been both general and specific.
There has been a significant impact on my industry. We have seen
a restructuring of our industry, a significant loss of jobs, and bank-
ruptcies at an unprecedented rate. ile duties may range in the 5
or 6 percent range, that is enough. There is so much price pressure
in our industry.

We have watched a number of industries—a number of industry
members—unable to compete in the marketplace because of that
differential.

Senator Baucus. Is this because of the institution of GSP?

Mr. NicHoLs. We believe so. That has been a significant factor.
Those countries, for example, Yugoslavia has made a significant
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difference in the amount of ﬁroduct our domestic producers are
able to produce. And in fact, the result is that we have lost signifi-
?ant jobs and find ourselves exporting our jobs and importing their
urniture.
Senator BAucus. Can you state unequivocally that the loss of
jé})gs P"in your industry has a direct correlation to the institution of

Mr. NicHois. I would absolutely say that is a significant factor—
without question. Yes.

Senator Baucus. No more questions.

Senator DANFORTH. Gentlemen, thank you very much.

Next, we have a panel of Susan Kraus, on behalf of the GSP Coa-
lition of U.S. Businesses; Stanley Gortikov, on behalf of the Inter-
national Intellectual Property Alliance; Italo Ablondi, Counsel of
the Board of Foreign Trade of the Republic of China on Taiwan;
and Curts Cooke, executive vice president and chief financial -offi-
cer of Russ Berrie and Co. Ms. Kraus, please proceed.

STATEMENT OF SUSAN J. KRAUS, ASSISTANT LEGAL COUNSEL,
KENNER PARKER TOYS, INC,, CINCINNATI, OH; ON BEHALF OF
THE GSP COALITION OF U.S. BUSINESSES

Ms. Kraus. I am Susan Kraus, assistant legal counsel for Kenner
Parker Toys, and I am here to address the subcommittee on behalf
of the GSP Coalition of U.S. Businesses whose members include, in
addition to Kenner, Baxter Travenol, Combustion Engineering,
Philip Morris, and Westinghouse. The coalition members are major
U.S. manufacturers employing 275,000 American workers. We ac-
counted for a combined $32 billion in total sales last year with ex-
ports of $2.6 billion.

The coalition opposes Senate bill 1867 which would require the
wholesale graduation of selected beneficiary countries. The coali-
tion wishes to note that the Toy Manufacturers Association and
the American Association of Exporters and Importers have also
?)ultlml%%t’led statements expressing their strong opposition to Senate

i .

I want to make it clear that we do not oppose the concept of
graduation per se. The coalition believes that the product-specific

aduation mechanism provided for under the current law is a far

tter approach than mandatory country graduation and responds
best to the product-specific concerns that we have just heard. The
coalition believes that Senate bill 1867 would damage U.S. business
interests in several ways.

First, it would undermine the leverage built into the ongoing
general review of the GSP program. Second, it would increase costs
to U.S. manufacturers who rely on GSP-free imports to maintain
their international competitiveness. Finally, it would jeopardize
U.S. manufacturers’ efforts to secure major export contracts. I
would like to briefly outline why we believe that Senate bill 1867
would produce these results.

In renewing the GSP program in 1984, Congress directed the
President to do a complete reassessment of each country's GSP
benefits based on the consideration of a number of factors includ-
ing two of direct interest to the coalition: market access consider-
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ations and intellectual property rights protection. In our view, the
bilateral consultations that have been taking place under the con-
text of the general review constitute an important opportunity for
achieving significant improvements in these areas and should not
be preempted.

he ability of U.S. manufacturers such as Kenner products and
Baxter Travenol to import components and other products GSP-
free has been critical to our efforts to compete in end product mar-
kets. I want to stress that the decisions made by these companies
to source outside the United States were not made at the expense
of U.S. workers. The cost differential is so great that even if GSP
treatment was removed, neither company could rationalize moving
the product manufacturing back to the United States. Additionally,
the termination of GSP status for the most advanced beneficiary
countries would not cause either firm to shift to suppliers in lesser
developed countries due to problems with quality, delays, and lack
of skilled work force.

In the event that Senate bill 1867 becomes law, Kenner would be
likely to continue to source from the advanced beneficiary coun-
tries, but this would result in an unnecessary increase in consumer
cost. Baxter Travenol would be forced to examine the cost effective-
ness of its Singapore operations, but its alternative sources would
be limited to Japanese and European suppliers. These examples
are consistent with the IT! study which concluded that countries
benefitting most from the graduation of advanced beneficiary coun-
tries are other advanced beneficiaries and developed countries.

Despite intense competition from suppliers in other industrial-
ized companies, U.S. firms have been successful in securing a
number of major industrial or infrastructurally related project con-
tracts in GSP beneficiary countries. However, mandatory gradua-
tion of particular countries would undoubtedly adversely affect the
willingness of the affected countries to award such contracts to
U.S. firms.

For example, the Korea Electric Power Corp. is evaluating bids
for major components of two new nuclear power plants. Several
U.S. firms, including Combustion Engineering and Westinghouse,
have bids on this project, and they are competing against French
and Canadian firms. Korea faces no danger of discontinued GSP
status under the European Community and Canadian GSP
schemes. Thus, Senate bill 1867 clearly would worsen the competi-
tive climate for the U.S. firms bidding on this particular project.

The entire GSP program is currently in the midst of a major re-
structuring and review, to be completed by January of next year.
The coalition believes that shortcircuiting this process through
mandatory graduation of individual cquntries required under
Senate bill 1867 would be a great disservice to the U.S. business
community and to the economy as a whole. Thank you.

Senator DANFORTH. Thank you. Mr. Gortikov? -

[The prepared written statement of Ms. Kraus follows:]
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Testimony of the GSP Coalition of U.8. Businesses
Before the International Trade Subcommittee
of the Benate Finance Committee
June 17, 1986

I am Susan Kraus, Assistant Legal Counsel for Kenner Parker
Toys, and I am here to address the Subcommittee on behalf of
the GSP Coalition of U.S. Businesses. The Coalition opposes
§. 1867, which would result in the wholesale graduation of
selected psneficiary countries, It is our strong belief that
this action would be detrimental to major segments of the
U.S. business community.

In addition to Kenner, the GSP Coalition of U,S. Businesses
includes Baxter Travenol, Combustion Engineering, Philip Morris,
and Westinghouse. We are all major U.S, manufacturers, employing
275,000 American workers. We accounted for a combined $32.0
billion in total sales last year, with exports of $2.6 billion.

Before discussing the reasons for the Coalition's position
on S. 1867, I would like to emphasize that we do not oppose the
concept of graduation per sg. We believe that the product-
specific graduation provided for under the program's original
authorization, which was further strengthened by the Congress in
1984, is a critical component of the GSP program, The current
product~-specific approach not only represents a measured response
to the pattern of economic development in beneficiary countries,
it also complements and enhances the economic interests of the
U.S. business community.

S. 1867 appears to be based on the belief that certain of
the more advanced beneficiary countries no longer need preferen-
tial treatment in order to compete in the U.S. market. The
Coalition believes that this viewpoint overlooks the very
important stake of U.S. business in the GSP, and in particular
the maintenance of GSP status for the more advanced beneficiary
countries.

The wholesale graduation of Taiwan, Korea, Hong Kong and
other countries that might fall within the scope of S. 1867 would
damage U.S. business interests in several ways. First, it would
undermine the leverage built into the ongoing General Review of
the GSP program and thereby nullify a significant opportunity for
obtaining major improvements in beneficiary country trade
practices. Second, it would increase costs to U.S. manufacturers
which rely on GSP-free imports in certain product lines to
maintain their international competitiveness. Finally, it would
needlessly disrupt the general business climate in key bene-
ficiary countries and endanger U.S. manufacturers' efforts to
secure major export contracts.
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8. 1867 Would Undermine the Negotiating Leverage Provided
In _the ongoing General Review

The Congress mandated a bold reorientation of the GSP
program in its 1984 renewal of the GS5P's statutory authority.
Title V of the Trade and Tariff Act of 1984 directs the President
to complete a "General Review" of the program by January 3, 1987
involving a complete reassessment of the benefits granted to each
beneficiary country (19 U.S8.C. 2464(c)(2), as amended by Pub.L.
98-%73, Title V, Section 505, Oct. 30, 1984, 98 Stat, 3020). 1In
this reassessment, the President is required to take into
consideration a number of factors including not only traditional
GSP criteria such &s the impact of GSP treatment on relevant
U.8. industries and a country's competitiveness in individual
products, but also the following factors relating to the trade
practices in beneficiary countries:

the extent to which the beneficiary developing country has
assured the United States that such country will provide
equitable and reasonable access to the markets and basic
commodity resources of such country and the extent to which
such country has assured the United States it will refrain
from engaging in unreasonable export practicesa;

the extent to which such country is providing adequate and
effective means under its laws for foreign nationals to
secure, to exercise, and to enforco exclusive rights in
intellectual property, including patents, trademarks, and
copyrights; -
the extent to which such country has taken action to (a)
reduce trade distorting investment practices and policies
(including export performance requirements) and (b) reduce
or eliminate barriers to trade in services:; and

whether or not such country has taken or is taking steps to
afford to workers in that country (including any designated
zone in that country) intsrnationally recognized workers
rights. (19 U.S.C. 2462 (c) (4-7)

Of these criteria, two are of particular importance to
members of the Coalition and, we believe, the U.S. business
community as a whole -- market access and intellectual property
rights. In our view, the bilateral consultations that have been
taking place under the context of the General Review constitute
an important opportunity for achieving significant improvements
in these areas.

In the area of market access, the United States presented in
late April and early May its requests under the General Review
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for specific measures to improve access to the markets of those
beneficiaries that could be affected by S. 1867. 1It is our
understanding that the requests embodied reductions in beth
tariff and non-tariff barriers and were based primarily on
submissions made by U.S. businesses in response to a solicitation
by the interagency Trade Policy Staff Committee last summer,

Not surprisingly, the submissions made by the U.S. business
community focused primarily on the more advanced bteneficiary
countries. These countries provide the greatest growth potential
for U,S. exports not only among developing countries, but on a
global basis as well. It is also important to note that for some
of the liberalizations sought by U.S. businesses (e.g., reduc-
tions in GATT-bound tariffs), the ongoing GSP consultations
represent the only formal channel currently available for seeking
the desired changes.

Since U.S. requests on market access issues were tabled
only recently, it will not be possible to gauge the effectiveness
of the GSP's leverage in this area until bilateral consultations
are completed later this summer. Given the importance of these
issues to the U.S. business community, the Coalition feels the
Congress should avoid any preemptive action in the meantime.

Regarding the protection of U.S. intellectual property, the
other major area of importance to the Coalition, we believe
that positive indications of the effectiveness of the GSP's new
leverage already exist. At the outset we should note that, for
rany countries, the consultatjions are still continuing and the
results reached to date are incomplete. Nonetheless, we are
optimistic that the beneficiary countries of concern will
continue to see the actions requested of them as being in their
self interest and feel that the immediacy of the ongoing General
Review provides a strong incentive to redress U.S. grievances

quickly.

As is the case in market access issues, the importance of
the GSP's leverage in intellectual property is most critical with
respect to some of the countries that could be affected by
S. 1867. The recent positive developments in these countries
include:

-- Taiwan's passage of an improved copyright law in July
1985. Taiwan has also agreed to make two other modifications
long advocated by the United States: to amend its patent law to
provide compound per se protection for chemicals and pharmaceuti-
cals and to enact anticounterfeiting legislation. Bills on both
these subjects have been introduced and are expected to be
enacted this year.

-~ Korea's interest in seeking an early resolution of the
copyright, patent and trademark issues covered under the ongoing
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section 301 investigation so as to have its actions taken into
account in the GSP General Review.

-- Singapore's introduction in March of a new bill that
will significantly strengthen its protection of copyrights.

In summary, the GSP's new leverage as employed in the
ongoing General Review has given the United States a vital
nev mechanism for influencing beneficiary country policies and
has already been instrumental in the intellectual property area.
We are also encouraged by the reported willingness of government
officials in the baneficiary countries of concern to discuss
seriously those intellectual and market access issues that remain
outstanding.

$. 1867 Would Impajir the International Competitiveness of
U.S, Manufacturers

The GSP has made an important contribution to many sectors
of the U.S. business community that are struggling to keep
abreast of intense competition from Japan and other indus~
trialized countries. The ability of many U.S8. manufacturers to
import components and other products GSP-free has been critical
to their efforts to remain competitive in end-product markets.
Here, as is the case with the GSP's leveraging mechanism, the
countries of primary concern are those threatened by §. 1867,

Kenner Parker Toys and Baxter Travenol, members of the
Coalition, illustrate the role of the GSP in enhancing the
competitiveness of U.S. companies. Kenner, like the U.S. toy
industry generally, sources from abroad virtually all toys that
are produced through labor-intensive processes but retains
extensive domestic operations in areas such as product design,
finishing operations, packaging and marketing.

Because of the high quality demanded of the product and the
need to find reliable foreign suppliers capable of responding to
frequent design and style changes, Kenner relies almost exclu-
sively on the more advanced GSP beneficiaries. Denial of GSP
treatment for Hong Kong, Taiwan and Korea would impair Kenner's

_.ability to compete not only in the United States, but also in

important export markets. As such, S. 1867 poses a direct threat
to Kenner's U.S. operations and employment.

Baxter Travenol relies on GSP-free imports to complement one
of .its domestically-manufactured product lines. It has been
producing intravenous and blood administration sets in Singapore
since 1978 through a wholly~-owned subsidiary and has been
importing the majority of these sets GSP-free into the United
States. These sets have enabled Baxter Travenol to offer a full
line of administration sets at the lowest possible price to the
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U.S. consumer. Without GSP-free treatment for these imports,
Baxter Travenol's ability to do this, as well as its ability to
make optimal use of its investment in Singapore, would be
impaired.

It is important to note some of the economic factors
underlying both of these case studies. First, the decisions to
source from GSP beneficiaries were not made at the expense .
of U.S. production and workers. The cost difterential for these
products is such that, even if GSP treatment were to be revcked,
neither Kenner nor Baxter Travenol could rationalize moving the
products' manufacture to U.S. facilities.

Second, the termination of GSP status for the countries at
insue would not cause either firm to shift to suppliers in
lesser developed beneficiary countries. Kenner, for example, has
occasionally experimented with suppliers in such countries,
which often have substantially lower labor costs. However,
Kenner consistently has encountered major problems with such
countries' ability to supply a quality product with limited
lead-time and has always returned to Hong Kong, Taiwan, Korea
and, to a lesser extent, Mexico. In fact, Kenner will continue
to source from these countries regardless of the outcome of
S. 1867. Hcwever, passage of S. 1867 would needlessly increase
product costs to Kenner and the rest of the U.S. toy industry and
thereby jeopardize the industry's competitiveness vis-a-vis
foreign suppliers.

For Baxter Travenol, the situation is different in that the
loss of duty-free GSP treatment for Singapore could precipitate a
reexamination of suppliers despite the substantial investment
the company has made in its Singapore cperation. However, like
Kenner, the options would not include sourcing either domes-
tically or from lesser developed beneficiaries. Because the
manufacture of intravenous administration sets requires access to
a skilled workforce and a highly-developed transportation
network, the only alternatives would be Japanese or possibly
European suppliers.

These examples are supported by the most recent government
study on the impact of graduation on trade flows. In its 1983
report, the U.S. International Trade Commiesion examined 275
instances in which advanced beneficiary countries were removed
from GSP eligibility for particular products (Changes in Import

sulting from Excluding Selected Imports from Certain
[ es from the GSP, May 1983, USITC Publication 1384). The
USITC concluded that the countries benefitting most from the
exclusions were developed countries and other advanced bene-
ficiary countries -- not lesser developed countries.
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$. 1867 Would Disrupt the Business Climate in Key Export Markets

The continued economic development of beneficiary countries
threatened by S. 1867 depends on the successful completion of
major industrial or infrastructure-related projects of critical
interest to U.S. exporters. Despite intense competition from
suppliers in other industrialized countries, U.S. firms have been
successful in securing several such contracts, However, the
wholesale graduation of these countries from the U.S. GSP program
would almost certainly negatively affect the ability and willing-
ness of beneficiary countries to award future contracts to
U.s. firms.

For example, Korea has initiated several major energy
development projects in the past ten years, and U.S. firms have
won contracts for a substantial amount of work on these pro-
jects. Currently, the Korea Electric Power Corporation (KEPCO)
is evaluating bids for the nuclear steam supply system, fuel and
technology transfer necessary to build Korean Nuclear Units 11
and 12. Several U.S. firms including two members of the Coali~-
tion, Combustion Engineering and Westinghouse, have bid on this
project.

Also bidding on this project are a number of firms from
other industrialized countries, including France and Canada.
Domestic firms are vulnerable to any actions by the U.S. govern-
ment that Kore& would perceive as discriminatory. Given that
Korea faces no danger of discontinued beneficiary status under
the EC and Canadian GSP programs, S. 1867 clearly threatens the
competitiveness of the U.S. companies bidding on the KEPCO
project.

The Coalition believes that it would be impossible to
implement S. 1867 in a manner that avoids major disruptions in
bilateral trade relations between the United States and affected
countries. First, the advanced beneficiaries repeatedly have
made clear the enormous importance they attach to beneficiary
status under the U.S. GSP program. Second, any "“objective”
criteria established for country graduation will inevitably be
perceived as discriminatory. For example, while the Lene-
ficiaries cited in S. 1867 were the top three beneficiaries in
terms of GSP import volume at the time the bill was drafted, Hong
Kong has now dropped to fifth position behind Brazil and Mexico.
Yet, any effort to graduate the latter two countries will be
complicated by policy ccneiderations such as the implications for
foreign debt. Additional problems are presented by approaching
graduation on the basis of per capita GNP (a factor listed in
S. 1867) given that Korea has a relatively low ranking on that
basis, falling below countries such as Argentina, Mexico,
Venezuela and Yugoslavia.
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Conclusion

The entire GSP program is currently in the midst of a
reevaluation and restructuring through the General Review
mandated by Congress in 1984, Over 130 U.S. businesses and
business groups have been actively participating in this review
and have a significant stake in its outcome.

It is anticipatad that the General Review will result in
tangible benefits for U.S. exporters and businesses concerned
about the protection of intellectual property. It is also
anticipated that this process will lead to further product-
specific graduation of advanced beneficiary countries in a manner
.that conplements the interests of U.S. manufacturers.

Shortcircuiting this process through the legislated gradua-
tion of individual countries would be a great disservice to the
U.S. business community and would not benefit the U.S. economy as
a whole. The GSP Coalition of U.S. Businesses urges that
Congress allow the President to complete the General Review of
the GSP program as originally envisaged.

STATEMENT OF STANLEY GORTIKOV, PRESIDENT, RECORDING
INDUSTRY ASSOCIATION OF AMERICA, NEW YORK, NY; ON
BEHALF OF THE INTERNATIONAL INTELLECTUAL PROPERTY
ALLIANCE

Mr. Gortikov. Thank you, Mr. Chairman. I am Stanley Gortikov,
president of the Recording Industry Association of America. I
speak on behalf of the International Intellectual Property Alliance,
which is an umbrella organization representing seven trade asso-
ciations from America’s copyright community. We support the gen-
eralized system of preferences program. The GSP Renewal Act
amended the program to tie to GSP benefits to adequate and effec-
tive protection for intellectual property.

That legislation has provided our copyright industries the oppor-
tunity to effect needed changes in the intellectual property laws
and policies of developing nations. The alliarice has fully utilized
:;ihe tools provided by the GSP Renewal Act. Here is what we have

one.

We filed a major study with USTR on the piracy of U.S. copy-
righted works in 10 selected countries. We actively participated in
the first annual product review under the GSP Program. We have
consulted regularly with the USTR staff concerning intellectual
property discussions with foreign countries, particularly with re-
spect to Korea, Singapore, and Indonesia. Because Indonesia has
failed to take any actions to protect American copyrighted works,
we recently filed a Fetition with USTR seeking Indonesia’s dedesig-
nation as an eligible beneficiary developing country. As that peti-
tion points out, Indonesia is a major source of pirate products, pro-
vides absolutely no cc{Pyright protection for foreifn nationals. Just
last month in New York, a principal of an Indonesian company
was convicted of six felony counts of copyright infringement in vio-
lation of the U.S. Customs laws for importing pirate tape record-
ings.
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The defendant indicated that his company had the capacity to
produce over 2 million infringing tapes per month. Testimony and
audio tapes introduced at the trial showed that an Indonesian dip-
lomat stationed in New York played a central role irn the illegal
activity, and that diplomatic privileges were abused. I am proud to
say that my own organization’s antipiracy operation, posing as
businessmen, were instrumental in uncovering the operation.

The prominence of intellectual property in the GSP Renewal
Act, plus the actions of the administration, and the activities of the
g;ivate sector appear to be having the desired effect. Perhaps the

st example of this is the case history of Singapore. This coung{
is now considering legislation that will radically overhaul and mod-
ernize its domestic copyright law, largely in response to the encour-
agement of the U.S. Government.

As indicated in my written testimony, although we were very
pleased that the legislative process had begun in Singapore, we
were very concerned that the Singapore Government would not
make a public commitment that U.S. works would be available for
protection under Singapore’s new law. After all, the enactment of a
new copyright regime in Singapore would not be of much use to
U.S. creators and copyright owners if they could not qualify for its
benefits.

I am pleased to report that this problem has been resolved. Just
last week, the Ambassador to the United States from Singapore
communicated to the U.S. Government the commitment of the Gov-
ernment of Singapore to enter into a bilateral treaty with the
United States granting eligibility to U.S. works by no later than
January 1987 as an interim measure. pending Singapore's adher-
ence to the Universal Copyright Convention. We are delighted that
this major obstacle to copyright relations between the United
States and Singapore has now been eliminated, and we commend
the Government of Singapore for the spirit of cooperation that has
led to this resolution.

While there are still some open issues between us regarding the
content of the new Singapore law, we are confident that these
points can be resolved in the same amicable fashion that marked
Singapore’s efforts in recent months to bring its domestic laws into
accord with internationally accepted standards for protection of in-
tellectual property.-

Our experience with Singapore and other developing countries,
that have at long last been attentive and responsive to U.S. con-
cerns about intellectual property protection, exemplify why we sup-
port the continuation of the GSP Program and oppose the gradua-
tion of advanced developing countries.

It is possible that the carrots and sticks of the GSP Program will
not actually result in adequate and effective protection for intellec-
tual property in a particular beneficiary country. If and when that
occurs, we will be the first to petition for dedesignation. By the
same token, however, if a country does enact adequate and effec-
tive laws and enforces those laws, we believe that such a country
should not be graduated from the program. Thank you.

Senator DANFORTH. Thank you, sir. Mr. Ablondi?

[The prepared written statement of Mr. Gortikov follows:)
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My name is Stanley M. Gortikov. I am President

of the Recording Industry Association of America (RIAA),

a trade association whose member companies create and

market approximately 85 percent of the prerecorded discs

and tapes that are sold in the United States.

I

am testifying today on behalf of the

International Intellectual Property Alliance, an

umbrella

organization representing seven trade

associations, each of which in turn represents a

significant segment of the copyright community. The

Alliance

consists of:

ADAPSO: The Computer Software and
Services Industry Association

The American Film Marketing Association
(AFMA)

The Association of American Publishers
(AAP)

The Computer and Business Equipment
Manufacturers Association (CBEMA)

The Motion Picture Association of
America (MPAA)

The National Music Publishers'
Association (NMPA)

The Recording Industry Association of
America (RIAA)
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Because the viability of each of our industries
depends on adequate and effective worldwide copyright
protection for the products we produce -- books, movies,
sound recordings, and computer software -~ these
associations joined together in the fall of 1984, while
Congress was considering the reauthorization of the
Generalized System of Preferences law and other trade
matters. We worked with you, Mr. Chairman, your
colleagues on the Committee and in the Congress, and
numerous agencies in the Executive Branch to ensure that
adequate and effective protection for intellectual
property was recognized as a necessary component of a
healthy trading environment and included among the
criteria for certification under the GSP Renewal Act,

and we worked for passage of the Act.

The Alliance Position

We are here today to support the GSP program.
The International Intellectual Property Alliance is
interested in GSP because it has provided America's
copyright industries with the opportunity to effect
needed changes in the intellectual property laws and
policies of developing nations. As we describe below,
we have fully utilized the tools provided by the GSP
Renewal Act, and we intend to continue to do so. Our

most recent action was to file a petition with USTR



e R .

RN R BTG i S Bl DT

Sl TR

R ST SEFD

MR (R

el I L

L.l

it

P
&
a
%

86

seeking the de-designation of the Republic of Indonesia
as a beneficiary of the GSP progran.

The prominence of intellectual property in the
GSP Renewal Act appears to be having the desired effect.
Many developing countries have at long last become
attentive and responsive to America's concerns about
intellectual property protection. For that reason, we
support continuation of the GSP program and oppose the
graduation of advanced developing countries. Where the
"carrots" and "sticks" of the GSP program do not
actually result in adequate and effective protection for
intellectual property in a particular beneficiary
country, we will be the first to petition for
de-designation. By the same token, however, if a
country does enact adequate and effective laws and it
enforces those laws, we believe that that country should

not be graduated from the progranm.

The GSP Program
As you know, the GSP program was first enacted by
Congress under the Trade Act of 1974 and authorizes
duty-free entry into the U.S. to approximately 3,000
categories of products originating in 140 developing
countries. The purpose of the program is to encourage
broad-based sustained economic growth in developing

countries, which in turn will benefit the United States
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through increased export trading opportunities.
Pursuant to a waiver to the General Agreement on Tariffs
‘and Trade (GATT), preferential treatment for developing
countries was expressly permitted as an exception to the
"most favored nation" principle upon which that
Agreement is based. As measured by the increase in
bilateral trade between the United States and the GSP
beneficiary countries, the program seems to be working.
Duty-free import preferences are important to
developing countries and particularly to those advanced
developing countries which are also major sources of
counterfeit and pirate goods. In other words, the very
countries to which we are extending substantial and
significant preferential trade benefits are
simultaneously denying to American creators and
copyright owners the legal rights and enforcement
necessary to protect their intellectual property. For
example, 1985 imports under GSP from Taiwan were more
than $3.2 billion. Of the total $13 billion in GSP
imports from all countries in 1985, 70% benefited six
countries -- Taiwan, Korea, Hong Kong, Mexico, Brazil
and singapore, four of which are significant sources of

pirated goods.



The GSP Renewal Act
In general, the 1984 amendments to the GSP

program contained in the GSP Renewal Act tie duty-free
import privileges to whether a particular country gives
"adequate and effective protection" to intellectual
property. Where a particular country does not have an
adequate patent, copyright or trademark law, or where
enforcement is ineffective, the President may, under
certain circumstances, either remove that country from
the list of beneficiaries of the GSP program or reduce
the benefits extended to it.

The GSP program contains both "carrots" and
"gticks" designed to encourage improvements in
intellectual property protection. Specifically, the GSP
program'helps to ensure intellectual property protection
in several ways:

First, in order to be designated as a beneficiary
country, a country must meet certain mandatory criteria.
The Renewal Act amended these criteria to make specific
reference to intellectual property so that any country
which expropriates or seizes control of property
protected by patents, copyrights of trademarks, or takes
steps the effect of which are to do so,  shall not be
designated or shall be de-designated. Moreover, even
where the mandatory criteria have been satisfied, under

a new discretionary criterion enacted as part of the
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Renewal Act, the President may refuse to designate or
may terminate or suspend the designation of a country
after taking into account the extent to which such
country provides adequate and effective protection for
intellectual property.

Second, the President has authority to limit GSP
benefits to countries on a product-by-product basis, and
must review product eligibility annually. The President
may now limit GSP benefits on any product where a
country's intellectual property protection is
inadequate, and after January 4, 1987, he will be able
to waive mandatory reduction of GSP benefits on a
product (for exceeding competitive need limits) where,
among other factors, a country has succeeged in
protecting intellectual property.

Third, the Renewal Act provides for halving of
the current competitive need limits in cases where the
President determines that a country is sufficiently
conpetitive relative to other beneficiaries., The
President must take into account adequacy of
intellectual property protection in deciding whether to
reduce these limits. The President can waive the
reduction of the limits where, in addition to other
factors, a country has shown-improvements in

intellectual property protection.
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Utilization of the GSP Renewal Act to

The International Intellectual Property Alliance
has not hesitated to take full advantage of the tools
provided by the GSP Renewal Act. The Alliance, its
member trade associations, and their member companies,
have participated fully and actively in the proceedings
and actions undertaken by the U.S. Trade Representative
concerning the GSP program.

Let me cite a few examples. Firgt, to assist

USTR in preparing its October 1985 Annual Report on
Natjonal Trade Estimates, which identified and analyzed

acts, policies and practices of foreign governments

! the

which distort exports of U.S. goods and services,
Alliance prepared and submitted to USTR a major study on
M . o) ed W -]
Countries. The Alliance analyzed the 1aws,‘entorcement
policies and piratical practices of Singapore, Taiwan,
Indgnesigq-xorea, the Philippines, Malaysia, Thailand,
Brazil, Egypt and Nigeria. It found that the ten
countries addressed in the report accounted for over
$1.3 billion in trade losses to the United States
annually as a result of failure to provide adequate and

effective protection to U.S. copyrighted works.

1 That USTR report was required by section 303 of the
Trade and Tariff Act of 1984.

.
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Estimated losses to the recording and music industry
were over $600 million annually, to book publishing,
over $400 million, to the movie industry, over

$130 million, and to the computer software industry,
over $125 million.

Second, the Alliance also actively participated
in the first annual product review. Townsend W. Hoopes,
then President of AAP, Jack Valenti, President of MPAA,
and Robert Summer, then Presidené.ot RCA Records and
Chairman of RIAA, all testified before USTR regarding
country practices in June 1985. Jack Valenti, and Jerry
Dreier, President of ADAPSO, also testified last fall on
the issue of competitive need waivers.

Third, the Alliance submitted comments to USTR in
July 1985 on USTR's proposed GSP regulations. As a
result, USTR modified its proposed regulations to allow
intellectual property owners to initiate reviews of
country eligibility and have their views formally
considered during product reviews.

Fourth, earlier this month we filed a petifion
with USTR requesting de-designation of the Republic of
Indonesia as an eligible beneficiary developing country.
As that petition points out, Indonesia is a major source
of pirate products, and provides absolutely no copyright
protection for foreign nationals. Just last month in

New York, a principal of an Indonesian company was
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convicted of six felony counts of copyright infringement
and violation of U.S. Customs laws, for importing pirate
tape recordings. &he defendant indicated that his
company had the capacity to produce over two million
infringing tapes per month. Beliscve it or not, those
pirate tapes entered the United States duty free under
the GSP program. Testimony and audio tapes introduced
at trial showed that an Indonesian diplomat stationed in
New York ~-- an unindicted co-conspirator ~-- played a
central role in the illegal activity, and that
diplomatic privileges were abused. I am proud to say
that RIAA Anti-Piracy undercover operatives posing as
businessmen were instrumental in uncovering the
operation. I am submitting for the record a copy of the
petition, which includes a few interesting documents
which detail the nature and scope of that operation.
Fifth, the Alliance has regularly consulted with
USTR staff concerning intellectual property discussions
with foreign countries.‘ We have consulted with USTR
staff both before and after discussions to ensure that
our voice is heard. We have provided information and
counsel on the negotiations with Korea, which have
proceeded largely in the context of a Section 301
proceeding but which have obvious implications for

Korea's GSP benefits. And our activities, we believe,
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have led to progress in countries such as Malaysia,
which is now considering a new draft copyright law,

We have been particularly interested in events in
Singapore, which has at long last begun to process
legislation to improve its copyright law. We have been
told that Singapore could enact a law by this October.
We have provided comments and analysis on that law to
USTR, the Department of Commerce, the Copyright Office
and the State Department, and we have also provided
input directly to the Singapore Government. We have
previously traveled to Singapore to express our
convictions, and we intend to testify before the
Singapore legislature when it considers the bill. The
present draft law is not perfect by any means, but there
has been significant progress, and we have been pressing
for -- and are expecting -~ additional improvements. 1In
| particular, we have been very disappointed that a public
commitment has not been forthcoming from the Singapore _
Government that U.S. works will be eligible for
protection under its new law. Obviously, the enactment
of a new copyright regime in Singapore will not be of
much-use to U.S. creators and copyright cwners if they
cannot qualify for its benefits. We hope that we will
not need to recommend that GSP benefits be denied to
Singapore because of its refusal to take this important

step toward establishing copyright relations between our

63-103 0 - 86 - 4



countries. It 10 essentiel that the Government of
| ~singepore comnit itself cl arly and unequivoéally to
' atfordinq full*!gigtbility to exietiny and new v.§.. °
works under its proposed n W cqpyrignt law. i :
- The ottice of the v ited stetee Tredo -
Representative ‘has recognized the 1mportance ot
. intellectuel property to the U.s. econony and has .
N demonetreted a conviction that GSP benetite should be

" true test, of couree*"will be whether USTR followe
e
throuqh.end exerq ses’ the tools granted to it by

k, 'COngrees. At the moment at leest, the jury ion:j?II.,
i out, , ;but ‘e believe the Administration has bee oving'
in the right direction. 'We _are closely monitoringJ

0 ' developments in. Singepore, South xoree, Teiwan and

=11 = s

R A—

1t1ed closely to intellectual property proteotion. The e

s Meld&eia to see. what ettect negotiatione will have. ﬁé?‘;“‘

7Afoertain1y expect USTR to act egeinst Indonesia, as’ -
authorized by law, as well as’ against other countries if

.~

- progress isf nos: forthcoming.w B S

+ " N
+ . -
QIQQB!SIQH.QI;AQ!QH

‘We understend that some in éongress would like to

see the benetits ot the GSP progrem removed from eeveral

o ot the advenced developing oountriee, euch as Teiwen,
S

.;Honq Kong. and Korea, as re:lected in pending bille euch
as s. 1867 and/itlo vI of s. 1860. But for the very -
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T
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. I“. reasons that the Intotnational Intolloctual

kY

Proporty Allianco lobbiod against tightoninq qraduution

linito in 1984, ve nn.t still oppose it*today. As notod"
: abovo, the wor}d'- advancod dovoloyiﬂg countrfiifato\

auonq tho najorzlourcoa ot‘nonatortoitod ana pitatod

goodl, and aro also tho najor bonoticiarion of GSP. Thol
v‘~GSP proqran, al anondod in 1984, provides tho v
- intellectual property’ comnunity the visibility, |
x'opportunity and lovorago that ve havo nooded fot so long

to ottcct ohango in tho-lawo of the dovolopinq nations

IR
- ‘of the world. .Thus we urge the Congress not’ to qraduate A

"1¢ho advancod dovoloplnq nations from ‘the progran.-.

Thiﬂ is fiot td“tuy““howcver**that~wo~wi11"

W“

LENL A,

B ; naintain this position it tho apparont lovorago of tha

- GSP p:ogran does not result in adequate and ettectivo-”

protoction tor u.s. 1ntellootua1 property. To tho

' contrary; ve will be tho-first to urge that those
- countries which havo :ailed to nake progross on

4\3; 1ntolloctﬁa1 Qroporty psotost%en == like Indonesia -
o ,ﬂggg”wwﬁ ~g$n£od the bonotits of ‘the proqran.v By the

Lane

R

: oftoct, then thdso counttios whioh havo renponded to

“‘“‘W“"‘—-m.-_.‘ 1’/* .
same tokon, howovor, wo boliovo that if the "carrot," as,

woll as the "deiok," 1Q‘to havo continued bonoticial

U 8. ontroatios and onactod, anﬂ_gn:gzggna "adequate and’

t oftectivo" 1ntoIleotua1 propotty lavé, should bo _

poruittod to continuo as honoticiarios undor tho e

-
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| .*. age. Taiwan, prior to the 1984 act, had a ‘working dialog with the

.+ " We believe that there is a considerable-increase in intellectual “ '

e

program:. To graduate such coun ries, trmp.th? program
would’amcunt to a breach of faith by the United-States. -

. -wa}‘ar§ Q‘;aécfﬁl for the qppo_xfti_mlty to present .- -
our ';riqni_o:i ‘the GSP program, and-‘w“would be'd‘oli‘ght‘ed'- -
- to continue wor.:kinq i'ligh the gmgre’s:/lo to ‘-s.g’n_# thit_thc M
o program fwrkfr in a hvonc,tigi.}l.‘l‘ﬁannorq.»'; ; . L

' . Lo el
P, s .

. STATEMENT OF ITALO ABLOND!Q“ PARTNER, - _ABLONDI' &
- 'FOSTER, WASHINGTON, DC, COUNSEL TO THE BOARD OF FOR-
" EIGN TRADE OF THE REPUBLIC OF CHINA ON TAIWAN .
Mr. AsLonpl. Thank you, Mr. Chairman. In order to save the .
commniittee time, I will di’;ress from my statement and perhaps ad-
- - dress an anticipated question from_the committée regarding lever--

- USTR concerning worker rights; protection of intellectual property .
. I tariffs- Sinoe—

' ~ x . ; of the
+ Trade Act of 1984, we believe that this dialog between the USTR
and Taiwan has increased. R ARt

7

. property protection in Taiwan. Taiwan has passed worker rights

‘legislation. It has increased market access to U.S; products; in ciga- -

* . retles, wine, and beer. It hag entered into discussion for continued . .

* - purchase of U.S. agricultural products. We believe in- this regard . - .
- that ‘the GSPProgram has worked.— It has_enabled Taiwan to .

'+ become the 'second largest purchaser of.U.S: barley in the world,

*, the third largest_purchaser of US. corn in the world, the fourth

largest purchaser of U.S. soybean in the world, thé sixth largest
purchaser of U.S. sorghum in the world. R .
. Taiwan purchased 114 million bushels of wheat. It purchases-
other U.S.. agricultural products, such ‘as' wheat, cattle hides,: .
orange juice, grapes—I could go on. Taiwan has been spurred in .
.- this regard. It almost has a buy-American program. The surplus . - _
which Taiwan has benefited from in the last few years has enabled-- - -
" it'to increase its purchases of U.S. products.. ‘ R
- ,g;helieve that Taiwan has pr ed in good faith under the - -
198 ’ i

“act, and, we would regret i
' ed for under the 1984 act. I
* thank you, Mr- Chairman. o R

) v Senator DANFORTH. Thank’y'du, Mr..Ablondi. Mr. Cooke IR
- A[T_he‘prepare(d :wxfittey statément of Mr. Ablqndi,fonpws:]‘ IR

~ mutual benefits which we haye wc

.o

b

abrupt’ cancellation  of ‘the = ——
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R STATEMENT OF THE BOARD OF POREIGN TRADE = - * - .
e REPUBLIC’ OF CHINA ON TAIWAN - : N
: g " ON"5.T86075.1867, PROPOSED AMENDMENTS TO ¢ . T
- THE UNITED STATES GENERALIZED SYSTEM OF PREFERENCES -

- Y R R .
. L —

.

. I... . INTRODUCTION . R
" . This statement is submitted on behalf of the, Board of -,

~— = Poreign Trade ("BOFT*) of the Republic of China on Taiwan ("ROC")

_in response to—the-May 28, 1986 press release issued by the.

Committee on Finance, (Press Release-No.-86-047). . The BOPT Ss
. believes that-the:Generalized System of Preferences U"GSP™) . = _ .
. Program, ‘as amended by the Trade aad Tariff Act of 1984 e T

.. (hereinafter "the Act®) (Pub. L.No. 98-573, ‘October 30, 1984), ' )
has worked to benefit, both the United States and participating ’ CT
countries, while at .the same time eliminating preferences in. - . -
instances where graduatien is warranted. TN -

1.

" 77 The United States is currently in the midst of . . N
implementing GSP procedures recently established in the Act:which Q
“4erve important U.S,.interests such as improved market access s _

- .abroad. Amendment of the. GSP Prdogram in.the fashion sought: by - . -
$.1860/5.1867 would fegate much of the progress made to date and -
jeopardize imgortant United States interests without any - —
offsetting bene{iggém-yor these and additional reasons set- forth
in greater detail be'ow, the BOFT urges thgt,the GSP ' law not be =
amended,as proposed in $.1860/5.1867. Y . . o

A . M ' ' ) §

-G

ot

©+ II.." <. BACKGROUND

v A

. o e g L ; o
“The GSP was authorized by Title V of the Trade Act of .- . —
1974 and implemented ih January 1976. "It was re-authorized in ' :
. the Fall of 1984 with several important amendments by Congress ‘in
. Mitle V'of the Act for a period of eight and a half years, or -
=" until July 4, 1993.- The GSP, program’is a system of tariff
_preferences. by the United States for the mutual benefit of Lo
developed and.developing countries. The_program currently offers -
. duty-free treatment for approximately 3,000 products from 140" . '
_ 'developing countries and territories. :  ~ et -
. In- the roughly ten years since the program has been in
existence, GSP imports have pliyed a relatively insignificant
‘rolé in the United States economy. GSP imports have accounted *
for only about five percent of total U.S. nonpetroleum imports -
and only one-half of one percent of total U.S. consumption.
These imports clearly have not had an ‘Injurious-impact on the
. U.8. economy as a whole. ' While relatively insignificant to’ the
~.'". - United States, GSP has been very important to the developing
~"  countries. GSP benefits have enabled developing countries to
export products to the United States in which, they otherwise
would not have been competitive, thepeby strengthening economic .
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,; .
ﬁevelopment, generating hard cutrency utillzed to gurchase u.s.
~ products, and bringing these ‘countries more fully into the’

- intérnational trading system, The GSP program thus has served ~

Important‘u S interests at a quite minimal cost. .
\7 . -

" III,. - - AMENDMENT OF GSP LAW NOW WOULD NEGATE THE = ' -~ o ' -
SUBSTANTIAL EFFORT MADE PURSUANT TO THE .- e

A TRADE AND TARIFF ACT OF 1984 AND JEOPARDIZE:
- PROGRESS MADE BY THE UNITED STATES IN OBTAINING -
‘. - IMPROVED MARKET ACCBSS IN_GSP COUNTRIES i

. kA B PTIN
.

- ,,.....__..JM - L A s T ‘
A, The r994 Amendments - S

s - s
s .

~

In 1934 the Congress amended the GSP law and. extqn-‘

ded it until 1993. Several.important changes were made to the
GSP law_after exténsive hearings, deliberations and study by both -
Houses. of Congresss  The .1984 amendments. added sgveral additional -
-ecriteria which must be met for a countFy to be elligible for GSe.
These new criteria included p¥bvisions on: 1) protection of_. |
intellectual propetty rights; 2) reduction of trade distorting
investment practices and elimination of barriers to services |
trade; 3) protection of worker's rights; and 4) elirénattonjpf
unteasonable export practices. Pub. L. 98- ﬂ3 yIiﬁMA/§}/§503.
- .. The amended law also added ddditional products

whxch were statutorily excluded from the program, including such
items as footwear, handbags, luggage, flat goods, work gloves’ and

. leather wearing apparel, 1d, §504. _These werse—-in-addition—teo—=
“”"““”"fhe ‘many articles- already stﬁtutorxly .excluded such as-textiles

mandator qraduatioﬂ‘qfter-a“two~yeat period for any country -
whose per capita GNP_exceeded an indexed amount which was fixed
. at $8,500 in 1984, a§504(£)(1). Thus the Taw alréady has a pfbvi~‘

. and apparel, watches, electronic articles and certain steel art1~‘
. cles.  Thus, most of the most -import somsitive U.S. industries
.are alteady ptotected Erom competxtion ftom GSP xmports._. *

& .
[

Important changes were made-to the competmtive

.need limit’ provisions aof the GSP law. ° The.President was given

the. discretion to:-cut competitive need limits -in half for _~

- products- determined to be sufficiently competitive, thereby. - -
eliminating GSP ellqibxlity for vast amounts of currently - ~
eligible trade. . 1d. '§505. However, recognizing that benefits

. provided under the GSP~ program gave the United States leverage
over beneficiary countries, Congress alsd allowed the President

some discretion to "waive® these lower competitive need limits

- ‘under certain conditions. Id. - These ‘conditions effectively
" allow the United States: to negotiate with beneficiary countries

to obtain important benefits in return for use of waiver

authority. 1In deciding on waiver, the President’ must consider,
. among other things, assurances on equitable and- reasonable market
‘_aceesa and protection of intellectual proper;y rights.., I1d, - ,"

The new law also contalned a provision which called for -

-~ Lo N . . .
P . N . ‘ -t Lo .

*
»
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. -discriminatory’ fas

': that the USTR has been and will bé reviewing the criteria-- . =~ .
... ' established in the law-and determining what steps- bengficiary o
countries-have taken and-should-take—that-would-warrant-use-of

" the USTR in examining intellectual- property rights protection,
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‘aduaté.ﬁenééicié}iai'wﬁich reach a level of

sion which would

- development determined, by Congress to be high enough- to no longer 1’”*‘1

warrant preferentia) treatment. -Most importantly, this provi-
sion; unlike 8$.186073.1867, would be applied in a non-

and wouid allow a period °f*9tadua1 ) ot
et . : ‘ al .

phase-in, - S . - )
, B. US rﬁ:urienéi‘y In The Midst Of . ~. . :
o= Impigmenting The 1984° Apnndments And_ _* -~

- The Renewed: G5P Program And Amendment .
Of The GSP Proyram Now Would Negate . . %
The Substantial Progress Made Toward r:

. Realizing Important U.S. Trade objectxveé‘fl

-

o e . At a significant cost in terms of time, effort and
‘resources, the USTR has been pressing ahead with implementation
of the renewed.GSP. program based on the f:amew?rk established
under ‘the Act. USTR has held hearings and received statements on

- protection of intellectual property rights and on various country

practices including worker's rights, investment, and ‘trade in
‘services. It has undertaken tlie general product review called.
for under the Act, soliciting comments and holding hearings on
all GSP. eligible products.and considering requests for exercise .
of waiwver authority. -The USTR has also begun consultations with
several beneficiary countries on the issues of. application of
reduced competitive need . limits and ‘use of waiver authority. .In
the context of these consultations, it is reasonable to expect

- -

the waiver authority. -

. 5.1860/5.1867 would nullify all the work done.by .

country practices, workers rights, market access, and numerous’ -

..other practices of affected beneficiary countries. ‘It would cer- .

tainly mean the end of~anyffurther,codSultatiohs aimed at obtain- -

ing improved market access or other poliey-goals in connection” - -
“with exercise of ‘the waiver authority. It would eliminate eptirely
the very réal leverage which was the heart of the 1984 amendments..

What - is-probably most troublesoie about this entire proposal is °
thdt ‘the United States will have given-up all these very real e
benefits and end up with very little, if anything,. in return. At .~°°
best, under $.1860/5.1867, the United States perhaps will coll&ct

a few dollars more in tariffs and obtain a reduction in certain -
GSP imports from the affected beneficiary countries (would un-
doubtedly be simply be displaced by increased imports from Japan).

Against these minimal gains, however, must be weighed the loss of Pt

v —

very. real opportunities and actual accomplishments that the - PP

rights ‘anqd increase investment as well as trade,ip services. -

L -

. current program has produced to open foreign markets,ienhdggef"” ST
- protection.of U.S. intellectual property rights and worker's. . -
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o P Regardless of how-these.alternatives are weighed,
.- it is Wifficult to conclude that U.S. interests will be better O
"served. by 521860/331861.*ygﬁ@se'amendmepts may very Jell serve as
. - plainly visible punishment/ but they certainly serve no - -
- ) constructive U.S. interest, Indeed, ‘it is not evenm patrticularly
ef{fective protectionism,..< ) , : ST

. - N
L . s =

V. -7 7 'GSP PROVIDES SUBSTANTIAL ECONOMIC - o
: | BENEFITS TO THE UNITED STATES' . . CoT

A.  GSP Has Spurred U.S, Exports -
o .. To. The Developing Countries PR S
- R And To The ROC In\Particular . e

L i

e~ L _GSP_has_offared ﬁué:noc and other beneficiary coup~- _
T ___tries .improved accass to the U.§. market which has helped them to
B nerate greater hard currency 'dxport earnings.’ These¥increased
t° .- -.eXport earnings have in .turn enabled—the ROCTo expand the volume . .
', and value of imports from the United States.~ By 1980, total U.S. -
trade with devéloping countries was larger than U.S. trade with ’
-Europe and Japan combinad. ‘The LDC share of U.S. manufactured - . ,
- exports increased from 29 perceft—im 1970, prior to GSP, ‘to . o
1 . hearly 40 percent in- 1980, The same is trud -in the critical area
" of high techonology"U.S. exports: by 1980, LDC's accounted for . -
approximately 40 percent. of such U.S. exports. ‘‘These trends, " ey e
moreover, are likely to continue 'as long as LDC's are able-to .
. generate, through Gsp trade, the necessary hard currencies, .-

"</, .

L * & N

- U.S, annual exports to- the ROC alonglincréxsedJ

" from §i.6"bjllion" in 1976, the first year of the GSP program, to

- over $5 billidn. in 1984, a- 213- percent’ increase, making it -one of

© - the fastest growing markets for U.S. ‘exports.. The U.S, gain,
mcasured 'in ‘terms of increased U:S. Sales to the ROC made
possible by GSP trade, far outweighs .the minimal amgunt lost ‘
through uncollected duties," This export growth was assisted by

. the U.S. Department of Commerce's American Tradé Center in. "

" Taipei, which is ptovided, with free office space and other * ;-

. assistance for U.S. product exhibitions. It was also aided by

- administrative orders adopted by the ROC limiting certain fhportg
to U.8. or European origin. =~ e : —

Y

- . - - be

S s . - .~ A significant amount-of the increased export sales ..t

. by the United States to the ROC is tied directly to ROC oL s
7 '» .production_of GSP-eligible articles. U.S. producers supply a
' ‘variety of raw materials, equipment, machinery, and constituent
products that.-are used by ROC producers in the manufacture of
their GSP prodiucts.” As these products are developed, many. are -
. sold around the world, not just in the United States, so:that in
© - many cases these imports of raw materials and parts from the

: United. Statesg -increase prOﬁottionately more than -do their . .

"t - associated GSP exports -back to the United States, o
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) B.  The ROC Has.Been One Of The® . - - oo
Largest Customers Of U.8. - . . Co. yae :
.- 7 Agricultural Products In Large - ‘ R -

Measure Due To The GSP ' Program

— .

- - > N B . > - N
- ww= . -  One of the areas—in which the benefits of the GSP
.;_1~ program to_the Unjted.States _have_been most visible is . T .
--. ! -agticultural export sales to the ROC. The ROC signed a five year "
grain purchasing agreement.with the United States in 1981.° Under’
.the, agreement, the ROC madée commitments to purchase 17 million .
“tons of U.S. grain; a.fairly significant. amount of trade. T Tl
N Tt According to ROC import statistics, from July 1981
to April 157-19€6,-the ROC .imported 514 million: bushels of corn,
{47 million bushels of barley, 114 million busggls of wheat and L.
~ 243 million bushels. of soybeans. Altogetlhier; 'the total purchases
. . of these four agricultural commodities reaghed 918 million -
bishels or -23.8 million tons., ‘In additioh” to the contract pur- ' -
chases, the ROC has also imported some 43 mrllion bushels of -
sorghum 'during the same period 6f time. The United States is by - -
.far the ROC's primary grain ‘supplier providing more than 88.4 =~
percent of its total grain imports. The ROC was'the third - -~
largest purchaser in £he world of U.S. corn and the sixth for
sorghum; the fourth for soybean; and the second for Parley. On a
' per-capita basis, the ROC may well be the world's number one -~ - .,
- consumer of U.S. grain. N IR

.

I ' For ‘many other American agriculture .items, such: as
apples;,cattleghides, animal "feeds, otange;}utce,<gtapes~and
_ - almonds, etc.,’ the ROC is also among - the leading importers = < <
) - worldwide. - All in all, the United States enjoys a trade surplus -~
with .the ROC in-the -trade of agricultural products which amounted =~
to some-$1.2 billion in 1985. ; - . Lo

©

~ ' * The Grain Purchase Agreement.is up for renegotiation
this year and a sharp decrease: in the ROC's earnings derived from
. ' GSP exports could serjously- jeopardize the ROC's 'ability to con- -
o "tinue purchasing substantial quantities of U.s;,agrigultut31 goods. .. ..
.C., . GSP Has Provided U.S. Consumers” ... - .~ . -
‘,ﬁlth Substantial Savings——— . :

- ’ L 7 GSP_imports have. also’provided U.S. consumers with -
. substantihl savings ovér the course of the program, The value of
. the GSP program to-U.S. retail consumers is much greater than ;
simply the duty rate avoided, since a dutyljnc;ease'is‘qagniELQQx .
many times over by the time an imported article reaches. the end= .
user. U.§. importers and retailers have found, in the course - of . 7
numerous GSP product review cases, that loss of duty-free treatment .
. results in retail price increases of three to five times the duty . :
" amount imposed. It would be reasonable.to expect, therefore, = .
- that reduction of competitvaAneed_levels,or;complete elimination =~ -
of-eligibility from even a single country will lead directly to . -
- substantial tretail price increases for U.8. consumers. - ==~ . _ = "¢

s -
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L. - .. -Further, many G§P'imports»atélcottagg industry
products which are not produced or are produced in very limited .
"* . quantitie8 in the United States.- Other GSP exports haye often ° =
- developed” new market sectors In the Ainited States which have not -
- ! been developed by domestiec producers/ thers moderate escaiating
. prices or provide consumeis with -leogs chstly- alternatives, This
R 8 particularly important for .Aim trial vonsumers, i.e., U.S. o
- firms which require low~cbs€/(:;:ts for their-U,8. production, e
- GSP imports of the. inputs or components often provide-U.§, -
" ' producers-with the margin nfeded to sucéessfully_compete against
developed country ‘imports, ‘and hence promote U.S. production and
) employment. The BOFT has estimated that at least 16 percent o . - -~
. ROC GSP exports consist of such. inteimediate products which )
", require further value-added in the United States. -

>

@

.
3

. . - . - . L N
-V, '+ ~THE ROC HAS .UNDERTAKEN.NUMEROUS STEPS . S { -
.=~ . TO IMPROVE TRADE RELATIONS RELYING' IN- - e <7
. 7 -GOOD FAITH ON THE PRAMEWORK . ESTABLYSHED T ;
P R UNDER THE TRADE AND. TARIFF ACT OF 1984 .
) - -~ AND AMENDMENT NOW WOULD UNFAIRLY PENALIZE IT

. Reasonably expecting that the United States would -
proceed with implementation of the renewed GSP program -as set .
forth in the Act, the ROC has taken steps and "begun consultaticns . "=
"in good faith with the United, States to comply with,the Taw.
- Some of the steps taken by the,ROC in reliance on the 1984
amendments and’ in pursuit of improved trade relations .generally
include the following speciflc jtems. - - ... : ” o

o,
.

A T IO
. AL pﬁxhanced‘vr6£§EE!on of -t L
s ] - ... "Intellectual Property Rights R o 7

SR . LI

S - AS-a general matter, the ROC has moved" beyond ‘a, : T
mere good faith effort to ensure the protection of intellectual
_property rights. As a recehb‘gonqressiodal réport -concluded, ° e
.. "signifiocant progress has been’made in Taiwan s - & “Unfair, LT T
‘... Foreign Trade Practices, Report by ths Subcommittee on Oversight
) - .and Investiga€ions of. the Committee on Energy and Commerce, N
) ‘Committeé print 99-H, 99th Cong., lst Sess., p. '8 (April-1985). "
. In comparison with most countries at roughly the same -level of- .
© - economic development, and ‘indeed with many. developed countries, T T
the actions. taken and laws implemented by thé“ROC provide U.S. - . ol
businessmen with steadily growing protection and an envirohment® . -
which encourages increased_trade and investment. RN

. V.
4 . : -
5 * -

. -~ : In Pebruary, 1983, an amended national trademark . o
" 7 'law was promulgated which provides for more effective 'sanctions, C
... enforcement mechanisms and protection for trademark .holders. The . . -
7 ROC's trademark law. provides a comprehensive system for the ~
" registration, maintéenance, and protection of both foreign and
domestic ‘trademarks. Provisions of the amended law Include;

“~ - g
- -

VR
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T iﬁufl‘ ‘a noqnxnement that a person sentehped go T
© * .prifon mustewetuafly serve such terms,
. . il.e., no commutation of sentence or 4 N
. . ‘8ubst1tutton of tines for- impriéonment;
! - ii, an increase in the potential jail ‘tegm- for'
BTN -~ - such violations to five (5)-years; .
. L, an increase in the Fines imposed Eor .
; . C .unauthorized copzing -of a p:otectable mark;
pu— /
ivé¢ a provnsion requirxng confiscation end
o - : . . impoundment of, counterfelt goods;
e g R ':V...‘availabillty of relxef Eor bti@ate B?tsons;‘ -
T - . ) .and -~ ] o - ) ’
- v - . . P ~f ) . .t - .
vi, .extension, on a. reciproca basxs, of !
. . national trademark rights \to foreign _ <
. I - trademark holders who have ‘not- registered
R i .their marks in_the ROC. U.S, thkademark
" “holders are permitted, to ’nvoie the -
. T . provisions of the ndw law to obtain .
e e S protection Eor their . s tpgxstered marks.
) S Pbkent protection in the ROC: extends for a period
¥+ of 15 years. -As elsewhere, a patent.right in the ®OC ls'viewed_
a as an exclusive right of the patentee to manufacture, sell or i
- otherwise’ utillze his patent,-including, if the invention is a- .
-~ process, any product manufactured by direct -use of that .process.
"‘The Ministry of Bconomit AEfairs ("MOBA®) is currently evaluating.
fproppsed amendmenta -to the existlng patent law.  Increasing the
-.criminal penalties for patent. infringement and extending patent
protection for .cheémical products are but-two of several T
modiflcatxons‘being considered. . ' . . - -
. PR
. woo . An amendgd COpyright Law has recently been enacted
Implementation.regulatxons were the subject of discussion-of a =~
,U.S.-ROC meeting last October. At that bime,sU S. officials were»
provided the. oppottunity to express ‘their vxews on. the - drqfting
of these regulations. Recently enaéted amendments to the | -
‘Copyright -Law are aimed at expanding thd. -Bcope -and extending. the g
- term of copyright protection. - Computer software, for -example; . ia,'
i elfgi le for copyright protection under the new law. The .
. prote¢tion provided to software is, identical té that provided by .
"L the U ited States COpyrigh; R:-UN - T, ; .-
: The amendments also specify that £oreign nationala
. may obtain copyright protection in the ROC through registration
- of their copyrights. ~"Additionally, U.S. copyrighit owners will be’
treated ‘the same as.ROC nationals by virtue of the provislons- of Y
SR the U.S,-ROC PCN Treaty. Further, the new law has increased the .
. ‘criminal’ penalties for infringment so that repeat offenders wlll,
LT be subject to a mangatory mxnihum incarceration of six,months and
e . .- . ‘ - . . v
. ' ‘ - ~ - . ’
k] N - -
L e
- f ST L e
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MWMAWMwaoa;maximum.idcarcarafion’ofvfive'yéars;gn'cohbfhation with a fine'! -
"= . of NT$150,000, Additionally, the: copydight Rolder will be permit- °
-ted, at a minimum, to be compensated fpr his damages.in an amount -
gqqpl'tonfive hundred times the set price of the copyrighted work..

. . . The MOEA is also working on provisions for ‘what is
referred to_ as .the "Pair Prade Practices Act." .This law is aimed
o “at providing protection in areas: of unfaif trade practices. " The
L . Pair -Trade Practices Act covers such areas as monopoly; mergers,
S ”concerted Actign,,unfairvcompetition,~pyramid’sales, the - -~ - .. .
: ', ~organization and authority of the Pair Trade Practices Committee, -
< clvi! liabili§¥, and-penahtie34£9r viol§tion of the Act, -~ "

. Other measures adop®d by the ROC include: =~ "'~ = "o .

co . ks " improved adcess Eor U.S. persons and

L. e compapies to ROC courts to enforce their
4 ! ) - rights; IR - e
SRS JH“ X, : ii. enhanéed export régulgtians to prevent the.
o Y. : X . exportation,.of unauthgrized products;
5. - [ * - ) . - ) - .
2 "iii. - increased judicial, administrative and
T e 1T, Co T police resources'to prevent and pumish.
‘ oy ° .. violations of the laws; and g
T S T incréased educa€ional activifips aimed at
T Eal & .. ~iCcregagsing understanding of the . importance
T b . of~intellectual property rights. e
. ~,£_ B. Tariff Reductions - :

- d .- . The,ROC has adopted a strong view toward the -
‘elimination of tariff and non-tariff bartiers and has o :
I .par;icipabeé~d+&&gentt?“ﬁ§th the United States 'in several = . .

’ bilateral tartrfnegotiations., The First round of KOC-U.S.

" tariff -negotiations occyrred on Degember 29, 1979, -in Washington, -
- D.C. "As-a result of those discussions, the ROC agreed to co .

; concessions on 339 items, 299 bf which were implemented all at
-+ . one time in 1980 and the remaining 40 items were reduced in five
. stages over the period from January 1980 through January Y;'}984.

= - . The second.round of tariff negotiations between ' °
‘ © .the United States and-the ROC_occurred coh-December 31, 1981, in. -  *--
. Taipei. As a result of these talks, the ROC made -tariff A
concessions on 31 items-which consisted of 14 agricultural . e T
'~ products and 17 industrial articles. Twelve of- the ROC's 31 .. ~ -
- concessionary items were implemented in one stage  in-1980. The - -~ — -
« - . tariff concessions on the remaining 19 items were implemented in . .
; * 8ix stages beginning in 1982, o, e : - o
S : _Thé ROC and United States conducted a third round
.« Oof tariff negotiations on August 1-3, 1984, in Washington, D.C.: ’
) The ROC agreed to reduce the duty rates on 113 products upon. -’

- Y ’

- . : P 5 . P
® 2 . i
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... "which the United States was the prificipal supplier. The :

, . . concessions on the 113 articles were. implemented in January 1985, .
Additidnally, the ROC agreed to advance the implementation dates - ' -
., . fen the concessions of six items from prior negotiations to . T \ )
ST January 1,. 1985, . o . AR +
o o B‘eyorid ‘the ROC's bilateral attempts to reduce N 5 '

tariffs, the ROC unilaterally reviews all ratgs.of ‘duty annually. :
As a result of unilateral reviews from 1974 to 1985 and on its ,-.3‘; oo
own initiative, the ROC has made 117 items eligible for duty-free - '
:trea nt. > Furthet tariff rates have been greatly reduced-on an f :
-additional 4,910 items, -In 1985, the ROC reduced its tariff - 1 ™
: rates for 1,058 of its most import sensitive’ items. that were -
. dutiable at rates between 75 and 100 percent. . _ .

In 1984, the ROC for the §irst time unilaterally
Lt . reduced tariffs on 28 consumer items,” including raisins, from the
- United States for a .four mopth fleriod- from November 5 through .
_February 28. This "window® in the application of the tariffs was .
used as a incentive to ROC retaileys.to purchase more consumer .
products from the Unitéd States. < L ’ S
Most recently, the ROC has also ‘agreed to reduce..

. its tariffs in staged reductions on 112 products upon which’ the - -
;.- United Stateg requested tariff reductions. Unilatetal].¥. the ROC
te

R

. is contempla"t_ing’ tariff reductions on an additional 80. ms for - .-
. -~ which the United States accounts for 25.percent or more of\ROC -
) importers. ’ : L. L e T .
- " c. ﬂlmpmvevd Market Acce!;s.s‘fﬁ" i w T"—‘.‘ PO i

R - " In order to stimulate.the ‘United States access to -
.. the ROC market, the RQC has sponsored 1l-procurement missions to
the United States'within the last seven years. The total - -
purchased by .€he- ROC during these. 11 procurement missions is .7
approximately §8 billion. Major ROC’puichases include soybeans, ‘
. raw cotton, wheat, barley, corn, buses, and other. industrial and - - .-
electronic¢ equipment. Twenty-two states served as suppliers of: =TT
~ these products for the Tenth Procurement Mission in April and May . o
_.°1985. - The Twelfth Procurement Mission is scheduled for September e
° . of this year. T+ 7 R P , o , e

=yl

. S = . . N S N

RS As a result of congultatians betweea ‘I’:ﬁé United - -

States, the ROC has agreed to open-its markets for U.S. exports

“of beer, wine .and cigarettes. - American beer; wine and cigarettes -
‘. will be permitted to be sold in all retail-outlets in which ROC .
", cigarettes are .sold, There are appoximately 70,000 retail’ outlets

" in the ROC.which:will be eligible to.sell these products. The

. domestic market for cigarette sales alone in the ROC totaled nearly

-$840 million in 1984. Beyond merely providing market access, .these

measures will permit increased opportunities for U.S. exports. :
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- - The noc has mado great strzdes in_the arca of

worket ri hts. The passage of the Basic. Labotr Standards Law on.

July 30, 1984, assurqd that workers in the ROC gould ba ptovxded
with certaxn internatlonally recognized worker rights. The-,:

“‘purpose o e law is to establish basic. standatd of ‘working

conditions,. to prbtcct the rights and. privileges of workers, to.

to promote ‘socio-economic development. This legislation, took .
nearly ten years to enact and is considere
achxevement tov~the 5?3E§ttion o£~wockera in the Roc.

- gtrengthen the relationship ‘between emp).oyzes‘and «<cmployers, and

'y

1.
The Basic Lapor Standards Law:;in the ROC applnes

- to.all workers in manufadturing, construction, communirations,,

transportation, mining and quarrying, water, 2lectric and gas.. _

et A 12

a’landmark. .- "  »®

utilities, agriculture,-forestry, fishtng4_14yestock Earminq, and’

_-mass media. The ‘law will likel§ be extended to cover employees
" in commerce, findnce, real estate¢, insurance and business ser-

vices at sqme time—im the.mear future. Untike the United States'
which permftg_axate regulatlon of workers in certain.areas, the
ROC's Basic Labor Standards Law applies to eVerQ ROC worker

e

i .

4

regardless of their -geographic location in Taiwap, Some measifes . ' ' .

are unptecedenffd even. in an industrialized country such as the
United Btates. - Por example, the ROC law jrequires the protection
of women workers during non—wor:zhours, ﬁrovides -for liberal
be given a nursing mother during the w ay o feed- her %ab?.
. It iq important to. una et st ad in reviewing~a11
.these measures taken y the ROC i e past several years; that’
while they all may not have been one with’ the GSP program in

- mind, it is‘accurate to say that they were undertaken in an

!,
Je

4
H

: .atmosphere and based on an expectation that Bhere wefe and would
. be mitual.incent{ves and a'balangbdg ‘of burdéns in the trade

relationship with the Unitéd States. The radfcal revision of the

. GSP program contemplited now destroys that balance of interests,

es’' the épount of time which must’

*» “o

e

1

- the underlying bargain; if you will; it subsihntially reduces any jl .

.incentive to press ahead with measures which largely stand to

benefit only the. United States.. oL
. B . -
VI. GSP HAS Pm\m AN IMPORTANT ROLE IN . A
. - THE ECONOMIC DEVELORMENT OF THE ROC . "’ K \

. * since its ‘inception in 1976, the U.S. GSP program hag,
beeone an integral part of- the economic- devetopment plans of the’
_ROC. *The share -of -the,ROC's total exports-to the United States

represented:by GSP-eli 1‘13 products has grown, from 35 percent in
t

1984, In 1984, 22 percent of the - -
ates actually received duty-free

1976 to over- 52 percen
ROC's. exports to the United

treatment: - Perhapg the importa of GSP:to the ROC can be’ beg
understood when-'viewed in’ light,gg\the\§§§t that the value of he €
Roc's Gsp-elkglble exports represents fu Y 14 percent of 1ts dNP.;

- . . e . -

T S
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Takihq“actionﬁ which affect the GSP status of this ROC trade is
comparable, .in relative termg, to taking action against total U.S.

el

" exports, which represent. about this .same share-of -the U.S. GNP.

. much’ more rapidly since the program's -inception than’ its non-GSP .

- ' Thé ROC's GSP exports'to"fhé United States have grown
exports indicating that "the treatmenf.p vgded;%&;GSFLﬂdbs;havgmaqT
clear impact on the competitiveness of ;Svatodpctsﬁinyxhe u.s.
market. In the alternative, the lqoss bf.-GSP benefits can % .
reasonably  be expected to retard severely the ROC'S ability to PR

. compete in the U.S. market and to lead to a loss of export trade.

N _ The importance of GSP to beneficiary couhtrylcompeti-
tiveness "in the U.S, market was demonstrated in the International

. Trade Commission's (”ITC") report on'the 'GSP program. Chariges in .
rom

Import _Trends Resulting from Excluding Selected Imports .
Certain Countries from the Generalized System of Preferences,
Report on_Inv, NG.' 332-147, QSITC Pub, 1384 (May 1983). On the
basis- of -substantial statistical analysis, the ITC found that v
*Overall, the establishment of the exclusion [loss &f duty-free
treatment through competitive need limits) coincided with the end -

- of qhe”rapid’rise“ih imports: and with thelowering-of import

share in subsequent years." Id. at iii, pp. 8-10. This

_‘empirical analysis.strongly contradicts the assertion many °

beneficiary counttries do not neéed.to compete in the U.S. -market. -

Yet the benefits to the ROC from the GSP program should
not be expressed only in terms of macroeconomic indicia, for—the .~
availability of preferential treatment has come to play as” large,
if not larger, a.role in the lives -of literally millions of . -

- individual ROC businessmen and employees. Many ROC businesses

have maje significant financial and resource commitments based on-

‘the avgilability of GSP treatment, as-was intended by the United -

States when it “implemented its ptogram. ' - ‘*‘“waiav

A L ' ) A
VI'I. THE ROC REMAINS A DBVB/LOPING COUNTRY

In ap} aﬁalysis of the ROC's efforts to adheié“to Gﬂat.

" is referred to as-the disciplines of the international trading -

system, certain basic indicators of development .must be .kept in
mind,! Basic socio-economic indicators demonstrate that -the ROC

ranks approximately sixth among GSP beneficiaries in terms of .
development and well-below the development levels of

-industrialized nations. , Y e

W

The féllowing table provides a useful. comparison LY

_basic indicators of development for certain GSP benaficiaries‘and S

several industrialized countries: | -
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’ P - " AREA GNP .
: T POPULATION  THOUS. 'PER CAP, .
o COUNTRY "MILLIONS - SQ. KM, u.Ss. $ LIFE EXP. -
‘ . ! - oy - . . . '
United States 234.5 . 9,363 "~ 14,110 - 5
Canada - - - - 24.9 9,976 12,310 76
Japan , 119.3 372 . 10,120. ~ 77
Netherlands’ 14.4 -~ A 9,890 76
Italy - . 56,8 301 * 6,400 76
*Trinidad . : L B o
and Tobago -1.1 S " 6,850, 68
. *Singapore R 2.5 A ¢ © 6,620 < 73 - ’
 *Hong Kong 5.3 . 1 ) 6,000 76 ’ -
Alsrael . 4.1 21 9,370 .74 - e
_ *Venezuela. . 17,3 912 3,840 - . 68~ -
© *Taiwan . a 18.7 .o 36" . 2,744 72
* GSI° Beneficiary Developing Cbunkrf Lo : ﬂ;_,,;;~w—~;¥f-f;*“‘

B— == A e : : ;
. Source: World Bank's world Development' Report 1985 and ROC .

. Ministry of Economic -Affairs. All data provided is for
= 1983, . : e :

EN

- . It is apparent from these statistics that a significant
differential exists between Taiwan and industrialized countries “_
as well as~between’Taiwan agp other. mere advanced GSP benefi--
ciaries. Taiwan's per capita GNP was less than one-fifth the GNP
in the United States and less than half the level of. singapore, °
#Hong. Kong, or Trintdad and Tobagc. Thoungh there are no factors
" which when. taken in isolation willyaccurately, reflect any country's :

. level of.development, for putrposes.of. the-GSP- review, such-basic -~
" socio-ecohomic data are revealing. 1In this respect it is® impor-

_tant to keep in mind that in the Act, Congress grappled with the
gquestion of when a country should be graduated from GSP_based on
a general level of economic development and ‘included a provision
which would eliminate countries from GSP eligibility when their

- per capita GNP reaches $8,500. As indicated above, the ROC's.per
capita GNP 'is well below this level. . Thus, evén judged against
Congress' own standard, it is impossible to determine that the
ROC Has entered the ranks of the developed countries. . .-

LN

. r
. » ) ) ‘\u. ‘ A
VIII. IF COUNTRIES ARE GRADUATED FROM THE
e < - GSP_PROGRAM IT SHOULD BE DONE ON A
» - NON-DISCRIMINATORY AND GRADUAL BASIS

. o . S, .
-+~ The BOPf\is;quiyg concerned about the standards and-
procedures, or lack thereof, for country graduatiopﬁ'n S.1860/-~
S.1867. The proposed amendment cites .certain extremély general
factors such as per capita income, “economic development® and .
*ability of such.country to compete internationally in' the ab-’
.- - . L. ( g

s
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sence oE such prefetencgs " The ‘level of qenerality of these
factors is so great that they .effectively establish no, -discern~-
ible standards for graduation., The bill then goes on to proclaim

that Taiwan, Hong Kong and Korea, all meet these standards.. . T
Absolutely no indication is provided ‘as to why these particular ‘
countries were expressly included, why others were not, and how.

the vague criteria contained in the law apply to these qountties.

The inescapable impression this apptoach leaves is one !
of .discrimination. There 1s simply no prowisien—in the law to - - -
ensure that all beneficiary countries are treated equally and

fairly. Why, for instance, Mexjco with a per capita GNP ($2,240

in 1983) roughly comparable to that of the ROC and with quite
competitive products, or Venezuela, with a GNP nearly three times’ .

~ that of the ROC, or Brazil, with GSP imports larger than Hong Kong, .

were not also degsignated for graduati is not clear. The dan-
gers posed by S. 1866/5.1867 for arbit¥ary or discriminatory treat-
ment. are real and significant., Discriminatory treatment such as

mw_wwr»-would inevitably result would be contrary to fundamental princi-

ples of internatxonal trade 1aw and ‘basic notians of Eairness.

The propﬁscd law would also~be - particularly unfair for

‘the ‘ROC because it:would suddenly impose enormous changes in_the

terms of trade for the ROC. - The current amendment contains no
provision which would allow the graduation to be phased-in over.a
period of years. If such a change was imposed at once, it would
have a devasting effect throughout the entire ROC economy. ' ..
Again, fairness would strongly counsel against meosition of such

‘a burden-on the ROC at once. While the ROC opposes‘any- change in .

the law, if one .is made,” it should allow some pertod to reduce
benkfits grgdually and allow the ROC economy time to adjust to

this signifxcant change in the terms of trade, . . .

- . S
LT -

e ’ ’ ") T e
Ix. - GSP LAW IN ITS CURRBNT FORM PROVIDES . - .

PROMPT AND. EFFECTIVE PROTECTION FOR U.S. A T
..~ INDUSTRIES AND ELIMINATES GSP ~TREATMENT -

. FOR PRODUCTS FROM COUNTRIBS WHICH HAVE

DEMONSTRATED COMPETITIVENESQ IN THB PRODUCTS

A. Statutory Exclusions Eliminate . g
. A Substantial Amount of .Trade - = ) -
- From GSP Bliglbility Ab Initio g

while the minimal share “of imports and absence of

>competitlon make it unlikely that the GSP: imports have" injured-or - -

threaten U.S. jobs or industries in a general sense, there are T
also ample protections built into the existing GSP law to- protect
U.S. firms, workers, and even industries from injury due to

’specxfic product imports. Protection is provided under GSP in ;

three principal ways: 1) many import sensitive products --
textiles, apparel, -shoes, certain steel and glass products and .
electronics -- aré .statutorily excluded from eligibility under
GSP; 2) competitive need limits work automatically to eliminate

4]
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duty-free treatment for articles which exceed eithem the

petcentage or ‘indexed limits;.and, 3) discretionary graduation
authoritx qives the President broad ‘discretion to wmake &ny other:
alternation under the program which he deems warranted under the

. circumstances. -In addition to these mechanisms, the Act- called
for a general review of all GSP products which is likely ‘to,lead -

to additional exclusiona of ellgible produots.

These aapebts ‘of . the’ GSP program also ingure&that .

a country does. not.raceive-GSP-treatment-on—-a—-produc
has become internationally competitive. The severity of these
automatic and discretionary exclusions has made the U.S, GSP
program one-of the most restrictive of preferential schemes among
developed countries. Because of the statutory exclusions and
limited product coverage, GSP-eligible trade averaged only 35,
gercent of total trade from beneficiary countries in 1981. In
985,. only $13.3 billion or 41 percent of a total of $32.7 °*

- billion- GSP—eligible trade actually receLvedvduty free treatment,

This U.$. percentage ‘is significaptly lower than ‘is the case for
most other countr}es providing preferential programs. See, e.q.,

Operation and Effects of the Generalized System of Preferences,

UNCTAD Fifth Review (1980), U.S.-Pub, E.,81.IT.D6, p. -

" Buropean Communjty members, for examble, the average share of ..
eneasen «»ﬁduty ~free imports: to GSP eligible imports has ranged from 55 to

“60° pexrcent, See,ﬁCommxssion Qf the Buropean Communities, The

81).

" B. Competxtive Need Exclusions

- " The: value of total’compeliue need qraduatlons has
‘ grown from $1 9 bi'HJon . in 1976, .at thé program's inception, to

$13.8 billion in 1985 or by 626 percent. . Competitive _need
exclusions rose not only absolutely but_also relative to total
GSP duty-free and total GSP-eligible imports under. the program.
Betwéen 1976 and 1985, the amount Qf trade excluded from GSP

_benefits by competitive ' neead limits grew at a much faster rate v
than did total GSP-eligible imports. Competitive need exclusxons‘

have thus taken a- larget and’larger bite out of GSP imports
throughout the program K] hxstoty. -

.

The vast ‘bulk of these- competitive need
exclus;ons, moreover, have come from the program's ma jor

beneficiaries which have suffered competitive need losses - .
“commensurate with, or greater than, their use of the program. In

1985, the top five beneficiaries suffered 92 percent by value of

-total competitive need losses. while the ROC's. GSP duty-ftee
" imports have grown at an .average annual rate of 27 percent. over

et

tencel OF the_suropean Communxty; Y pP.  °

the ‘course of the’ proqram, its competitive neéd losses have risen

at an annual‘rate of over 60 percent. 1Indeed, by 1984 the value '
of competitive need exclusions exceeded the ROC's duty-free
imports by some $1.1 billion or 20 percent of its duty-free

imports. In 1985, competitive need exclusions exceeded duty—free>”‘
-imports by §1.8 billion.’ While the ROC's level of duty-free im-

'
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.ports remanned relatively constant between 1984 and 1985, its -
competitive need losses grew from $3.1 billion to $4.6 billion,

" ot by nearly .50 percent, These statistics on competxtlve'need

exclusiong arly reveal that, while major ‘beneficiaries such as
the . ROC account for a large.portion of duty-free trade under the

. ‘program, they suffet an equal, if not greater,:share of competi-

tive néed exclusions, And more importantly, the trend is clearly .
toward reducmg benefu:s avaxlable for the ROC unde\t the program. e

’ trade items.

.removal of GSP treatment from' specxftc products forf particular

—C~ uxscr@tfﬁﬁary Gtaauatxon N

e Since 1980 dxscretlonary graduation, under which

the United States may remove GSP treatment Erom a particular .
product for a particular country even if-those imports do not )

.exceed competitive nced limits, has provided’ even greater

protection to U.S.- industries.  Discrctionary graduation has been -
exercised in four ptnncxpal ways: 1) through review of petitions
submitted by parties: sceking qraduatton of spécified products; 2)
‘through failure to redesignate an item that becomes. eligible for

. duty-free treatment; 3). ‘through denial-of GSP eligibility for a

country whan new products are added to the GSP-eligible -list; and,
4) failure to allow waiver of the 50 percent limit for de minimis |

Numorous~0 S. 1ndustrgea and small busxn»sses have
avﬂxlnd ‘themselves Of the annual review procedirqs to seek = - -

-

countries. Since discretionary graduation was implemented, e
numerous petxtxons from affected U.S. industries seeking either
complete®or coutry-apecbfxc elimlnation of an item from GSP .

'velxgtbllxty have beéen £iled and acceptnd This year alonn, USTR
. has received petxtnons “for modification of GSP trnatmant coverlng
. over 199 productq ‘f - - . - .

sy s e v P e e e m it e s e s

stcretlonary graduatton authoc;wx,has beéeéen
excrcuﬂed most harshly with respect to GSP items eligible for. -
rgdeblqnatxon. Ptactically all of - the ROC xqims cligible for
redesignation have been graduated. ~In” terms of trade value
affected three-~fourths of total trade eligible for redesignation’
was graduated rdther. than rédesignated. . The. statistics reveal

" that use of di cretxonary graduation -has become almost automatxc

in the case of the. “major. beneficxaties.~ . . -

~ v - . .

Xo. . INCREASED GRADUATION AND RESTRICTIONS -
. ON MAJOR BENEFICIARIES HAVE NOT RESULTED’
AND WILL NOT RESULT IN INCREASED GSP_
BENEFITS FOR_OTHER BENEFICIARIES

‘Contrary to arguments thaL have often been wade in . ... -
support of. increased graduation, actual expérience under the.
program. has'. revealed that when GSP duty-free treatment has been
-denied to one or all “of the ‘major beneficiaries in a partxcular
xtem, denial has most often not 'led to meanthgful incteases in.



impoyts in the affected productg from less developed
. beneficiaries. This is the conclusion reached in the President's
Repgrt to Congress on the Pirst Pive Years' Operation & ] §
" Generalized System of Preferences. Committee on Ways and Means, -

. 96th Cong., anjSess.}.wHCP 96-58 (April.1980), pp. .30, 68. The - . .
ITC GSP Report also corroborated this conclusion after having - -
analyzed & substantial amount of import data over the program's

“history. It concluded that “(t)he-countries benefitting most

. from the .exclusions are advanced developing countries and -
developed countries--not less developed countries.”. 1d. at iii;

. . K

. L If any effect occurs, most often. it is that increased

" » restrictions and graduation merely shift trade either to one or
the other major beneficiaires (when only some of the- majors are
restricted, which serves only tor discriminate against the restric-

“ted country in favor of its competitors) or to developed countries

.such” as Japan which were never ‘the intended beneficlaries of the
program,. or merely reduces exports to the United States in that
product, thereby reducing the overall benefit of GSP. This -
-experience is easily enough explained: a precondition for
increased use of_.the program by countries-other than the majors
is not increased graduation.of the majors, but rather the -
development of a basic economic infrastructure and the industrial
base required to enter into production of the variety of goods - :
receiving GSP treatment in sufficient quantity and Juality to
serve the U.S, market. The economies of most beneficiary
countries .are still predomihantly devoted to the production and
export of primary -agricultural goods and labor-intensive )
products, .such as textiles, apparel, footwear, and leather goods,
which are statutorily excluded ‘from the program. .

- Increased graduation. of the majors may serve as ; -
. effective and discriminatory protectién or as a pepalty, but it
Y .., is mistaken to contend that it will substantially assist in a -

~«f*;M“meaningfulﬂway,1thémincreaspwoﬁwthgkusemoﬁﬂthg~p:ogram:by4other,J‘wl s e

developing countries,

- XI. _CONCLUSION ‘ - \
,,.,:~;~ﬁ\ For the teésonglset‘fdr£h~above, the interests of the

. United States and all developing countries have been and will be

‘served by the.GSP program as amended in 1984; that program shoul
not ‘be cut short by new amendments. It serves important U.S.

. - . L . -

I

;\ goals such as . improving market access, increasing U.S. exports I
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“and keﬁg;iné use of the GSP program, while at the same time’ 5\‘
continuing; to foster economic development in all beneficiary . ."}f~$
countries. — - T ittt T T e A
‘ Dated:“June 16, 1§66 o Respectfully.suﬁhit;ed,
. ) 7 - , n
om0 Yeale H, Ablendi, Bsq. . ;.
- o .. F. David Poster,.Esq.
! Sturgis Kr-SObin, Esq. .
’ T - N
.  ABLONDI & FOSTER, p.c. .

1776 K Street, N.W,
Washinqbpn. D.C. 20006

Counsel to the Board of -
Poreign Trade, Republic of

ey China on Taiwan [,

" STATEMENT OF CURTS -COOKE, EXECUTIVE VICE PRESIDENT -
- AND CHIEF FINANCIAL OFFICER, RUSS BERRIE & CO., INC,
- OAKLAND,NJ - =~ a : ‘ o X
: Mr. Cookg. Thank you, Mr. Chairman. I am Curts Cooke, execu-
* tive vice president and chief financial officer of Russ Berrie & Co. .
-With me this morning is Mr. Joel Simon, our outside counsel. I ag.-‘ :
~ preciate the opportunity to address you today on Senate bill 1867. -
. Let'me first start with a brief history of the Russ Berrie Co. We =
. .—...are a company-that.designs-and. markets impulse gifts throughout- —..—
- . the United States. Impulse gifts are stuffed animals, oeramic_‘mﬁs, '
. . greeting cards, Christmas ornaments, and many more items. The
. company was started in 1964 by one individual, Mr. Russell Berrie, -
and in 1985, we reached a sales level of $204 million. - ~
.We ‘are a-public company listed on the New York Stock Ex-"
change, havinghgone public in 1984, We employ today over 1,600
. ::3)1 ees in the United States and over 1,800 worldwide. We sell
. ’_apK;oximatel 80,000 customers in the United-States at, typical- - ..
) ly, what we define as Mom and Pop stored,. They.tre retail stores,

-~ -

~ normally with a single owner, such as gift shops, cérd shops, flo-
. rists, pharmacies, et cetera. o gs e o=

. __Our products for the most part are. produced in Hong Kong
* Korea, and Taiwan; they are distributed throughout the United
States through our distribution channels which are 10 local distri-
" bution centers strategically placed, supported by two central ware-
- houses. We presently have over 800,000 square feet of warehouse -
. space; much of which was c¢onstructed new in the last 8 years, obvi-

#" ously helping the employment of the construction industry. -
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. I would like to add also that we export our products from Korea, .. . .
. Taiwan, and Hong Kong to Canada, to England, and to Europe and Y
" are in the process ofstartingto;evxvmrt our products from those
-countries to Japan. The company- continue to grow, and L R
number of employees in the United States will continue t5 in- - = .-
- crease, dependent though upon a quality product at.an affordable - .
. . price to the U.S. consumer. A
" We will continue to purchase our products overseas for the moet. -
part, as the majority of our u})roducts dre not manufactured in the
. United States or are manufactured at a price which would ‘not
- permit it to be competitive in the marketplace or acceptable by the
consumer. However, on each new category we introduce, we look
for products and look for manufacturers in the United States... -
In testimony submitted to you, we have offered strong opposition
"+ . to Senate bill 1867 as, in 6ur opinion, legislation is in place to pro-
. vide adequate provisions for withdrawal of GSP benefits when
‘manufacturers of a country attain worldwide competitiveness. And
I think the best way to show that is by an example. -~
.- In 1976, we started to produce-plush animals in Korea. At that -
©  time, the country: was in its beginning in the plush-industry and - -
. was able to produce little articles of;glush, 2 to 8 inches. Because of
their labor costs being low—and those products are laboy-inten-.
- sive—quality was not-that important; they were- P
-products that we could sell in the United States. T ~
o Over the .last few years, that industry has matured to a level _
. -. through technology and productivity, to reach a level where they . .
-~ " had high quality at a competitive price. As a result, their volume - ~ -~
' exported increased to a level where thez were. no longer permitted o
under GSP to receive the benefits. In April 1984, the plush indus- =
__._.-try was removed from Korea. Now, what is happening is that their- .
.~ - labor costs are increasing to a level where their small items are not :
- competitive. The product is now starting to be produced mainly in

. . China, again because of low labor. - - : S
I am sure, over the next few years, that industry in China will -
mature to a level where it wi -ooqngebe with Korea. And then, -
from there, probably another less deve %gjed -country will begin pro- )
ducing plush. The point of this is that there is a procedure for res- . .
moving GSP when a country becomes competitive and can produce -
- a quality product, and there is no need -for further legislation..
- Thank you. ,
" .. [The prepared written:testimony of Mr. Cooke follows:]- =

s vt T



TBSTIHONY OP. MR. CURTS COOKB: !XBCUTIVE VICE PRBSIDENT AND
CHIBI’ PINANCIAL OFFICBRo RUSS BBRRIB &.-CO., INC. ' *

.
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. The Ruaa Berrie Cgmpany presents this testimony to’ regiate;:
its strong oppositiod to any thange in the administration of
‘the Generalized System of Preferences (cspr) program, as set
forth in the Generalized System of Preferences Renewal. Act ot
1984, Pub L. 98—573. L - . .

Russ Berrie and Co.:-Inc.’ is a public company whose shares:
are traded’ on the New York-Stock Exchange . The company is an’

" . importer and distributor of stuffed "animals, stuffed dolls,

ceramic articles, atationery.' school supplies and giftware..
Its products are sold to over .80,000 different  outlets in every
state of ' the United Statea. Most of 1its products. - avre
manufactured - ih Taiwan, “Hong Kong -and the *Republic of Korea,
- and are, or have been at one time, entered into U.S. commerce‘
duty-free unQet the Generalized System of Preferences.

Russ Berrie & Co.. Inc. has sales in exceas ‘of $200,000:000
annually - and employs over 1,500 geogle at numerous facilities.

throughout the United States. e company has had an enviable,
growth record in this decade. }980. it employed 436 people
and by 1990 an employment toll of 3,000 is projected. HRuss

Berrie offices in Taiwan, Korea and Hong Kong employ 93 people
who play an fmportant role in making sure that products meet
the company 8 high production and quality control standards.
In "these .'three countries: puéchases are made from épproximately
) 90 factories. o Ct= ‘\’«:*{- « .

‘ Cs. 1867 vould tequire "the Presidant to aubmit legialation i
"which will result in withdrawing GSP benefits from Tawian, Hong
Kong and Korea, the three main countries from which- Russ Berrie
jmports its products. It would withdraw all GSP benefits from
‘these ~ -countries, on_. the faulty notion that, . "neither the
Genera] Agreement on Tariffs and Trade nor United States laws
‘according preferential . xlireatment to “developing countries
provlde adequate rules and ‘procedurés for gradual withdrawal of
> such’“treatment--as--duch.-countities. become. more advanced - with a
view to 'promoting ‘the opportunities for economic growth of
lesser developed cbuntries. Sec 601(3) of 81860. :

. -This 'flnding of " the Congtess. if adopted. would be a:
repudiation of ,the provisions of’ Titlé V of the Trade Act of
1974 whickh established the Generaiiz’ed Svstem of Preferences,
and the Generalized System of Preferences Renewal,_ Act of 1984:
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Pub L. 98-573. - Those provisions providd “detailed procedures

‘and ‘criteria for designating beneficiary developing countcies

and withdrawing that status, designating eligible articles, and

withdrawing, suspending and limiting duty free- treatment..

Every yur the _President, éhtouqh the U.S. 'l‘radogw

Rebre‘aonmtivo,.conducta a reviev of the GSP program and issues

_a proclamation .which announces the -changes in -the 8uty free

treatment of merchandise imported -subject to GSP. On April 1
of -this year, President Reagan issued. this year's. findings .of
products.which will.:be removed from or added to the duty free

" list. Products worth $839 million,. previously entered free of
"duty, have been removed ‘from the 1list. of &SP. eligible

articles, - Purthermore’,  $2.4 billion  im imports will not be
reinatated for GSP benefits, even though imports of  Cthese
products have decreased, 1In"effect, these products have been
"graduated® from the program.. T , LT L=

- This “orderly approach - provides Russ Berrie and {its
suppliers with development incentives and then. withdraws them:
when they .are no longer necessary. This has obviously
benefited. all concerned:. "It has also- benefited . the U.S,
consumer,; as Russ ‘Barrie is able to 1import high quality
products and ‘seil them at prices affordable to all consumers. ' '

As a result of this program and the efforts of the Offjice
of the United States Trade Representative, thare has been -very
little change over the past several years in the total GSP
exports of Taiwan, Hong Kong and Korea to the United States, as

damonstrated by . the statistics compiled :Aby‘ ‘the. Commerce

Department, below:- .
S -~ 1983 .°° . " 1984 . .. 1985
“* taiwan . . §$ 3 billfon .. $3.2 billion  $3.2 billion -
Hong Kong _ * - 1.1 billion . .1.3 billjon - 1.2 billion
Korea - =~ - 1.5 billion 1.5 biltion 1.6 billiom

In our view,. this lack of gtowﬂ\ is in gi-;at m;aauté due to

.the - effective -implementation of the GSP program. It provides
" adequate guidelines to the Preasident and a mechanism to offer

incentives to developing countries while providing a method by

» which such incentives may be surgically removed'when assistance .
is no "longer needed. Moreover, as.  illustrated by President -

.~

Reagan's actions this year, although an article which has been

\ - : - - . P

.
.

Y
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) removed from (‘SP eligihuty may be relnsttted i€ impotts .of . the
o acticle falls ° substantially below the competitive need
limitation of a subsequent year, this authority has been used
"most judlciously. . ’ . ' -

Cenaeqnently. this legislation appears to he premature. " -
The Trade and Taciff Act of 1984 divected the President to
raview each aGsb eligible product from each beneficiary country
-to determine which prodycts had attained a sufficient dagree of ._.

. competitiveness. This' would allow a reduction - of the

" competitive nee«d 1imits resulting in subsequent removal of GSP.
"benefits for sapecific products. The review is to be completed .

by January 4, 1987 and- will, under -the law, become effective

July 1, 1987, Wwe liave any action in this area ahould avait .
the Preeldent's report. o . i o . .

© We alsp believe l:hat ragariless of the President's veport,
the -existing GSP program’ has opacated to the benefit of the )
- developing countries and U.S. compenle.s taking advantage of the e
“ ' program. The growth of Russ Berrie & Company Inc., Fs a pecrfeét o
“‘example. The &tompany stacrted out-in "3 garage in: 1964 Today :
., the company has annual sales of ovar $200,000,000.00 and a staff
** of over 1500. Since 1975 the Russ. Berrie Company has beneffted
. €from the GSP program, yat ducring that time numerous commodittes
" have been removed from duty-free ‘eliqlbilty because ot the
application of t!.e quidellnee conuined in the lavy,- % . o
,eneral Headnote 3 (e)(v)(b) ‘of the. Tariff Schedules of. the -
. Unkted States,. Annotated; lists those jtem numbers and countries
‘which - have been removad- from the program. At present 250
: articles are ineligible for GSP benafits from numerous countries
. bacause they have ex¢eeded. the "competitive need”_limits.  Of
“that number, 110 {tems. are ineligible from Taiwan with a Customs - .. -
-value of $3,740,285,766. in 1985; 50 .items are ineligible from -~
" Hong Kong with a Customs value'.of $1, 397,692, 152 and 47 Jdtems /
.are 1nellqible from Korea with a Customs value. of $937, 809,425. - .
Enclosed 3are.the .value .statistica Wwhich were obtained from the .
;Department of “Commerce (IM 146). They reflect those atticles
. which are no longer eligible for duty-free’ trea.tmenl:.

. The prominence oE Taiwan, Hong Kong and Korea on this list,
especially with.- - respect . to certain manufactured goods, -
reinforces our tontention that there are adequaté mechanisms .
within the_  GSP .program to protect the exporter, the importez;.(/ . .

and the eronomies of both countries.‘ ) et
“ ‘ ‘v‘ . . P N N R ;
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: The import statistics (see addendum) show that thrdugh the

C e of GSP benefits industries in the beneficiary countries were
establisted and allowed to prosper to the point that they became
selt -sufficient and competitive in world markets. .

Clearly, - the total elimisation of GSP.from Taiwan, Hong. Kong
and Korea would have a major impact on .these countries, the
- business of Russ "Berrie, and the U.S. consumer. 'Each has.
benefitted under the. present GSP program. The removal from the °
GSP Iist of eligible countried and articles in a slow, -exacting.
fashion has worked well. This is a case where the old adage,
"If .it isn't broken, don't fix it® applies. L

- A drastic change as ‘contemplated by S1867 will only aserve to
- damage -our .friends .in -Taiwan, Hong Kong and the Republic of -
. Koraa. We do not belisve it will be of any benefit to the U.8.,
or other beneficiary countries. T e Ty

Thank yon; . ) o
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ADDENDUM
m

DBPARTNBNT oP - COﬁHERCB (IH~146)

1985 IMPORT VALUES POR ITEMS
WITHADRAWN FRON GSP TREATHENT

TSUS

"Itcnl~

204 .40
.206 .98 .
207.00 .
222,10

222.50

- 256 .60 -

337.40
, 385.81
© 389,61
413.24
445 .42
532.22

534.84 -

'534 .91
534.94

545 .87

610.65

610.70°
610.74 .
. 610.82

610 .88

. "613.18°
642,14

642.16
642.17

646 .32

646 .92

. 648.97

649 .37.

650.89 .

. 651.21
651.33

651.37 "

Taiwan
R e ad

©.$21,012,625
67,457,219
6.433,143

102830764
L.

16,998,515

47,229,268
13.051;934
2P,250'337

. 6,834,770
* 76,458,852

' 10,278,210

337,039
7:;45:752

7,441,690 -

4,429,062

»

601,045

.5 14,039,682

300,730
814'676

7,786,330 .
12,380,507

L)

~

Hong Kong -
3 e . Y"*J -,
- ai’;‘.v' - . {.\ .
. $2,218,781 , . _.¥% .
; - - 4\ R L3
$32,881,265
750.983 3,547,885
32.305,251 L ;
1,345,741
N 5 -
2,757,380
CogL o - *
429,8337/'
' 4,869,322
4,739,796 -
T _~'4,544,519
. . . 18,005,768. _
- . . 75:426
1,852,952
. - o '”‘ ‘
. 206,342 ,
A 16~ s
3,458,14 -

etz
‘
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gggg L 'Thlvay , Bong Kéng. o Korea
651 .46 $3,156,724 - TN $533,993
,651,.49 - 3,748,298 - : ,
-+ 652,03 | » . . 1,168,088
652 .60 . -1,862,008 ) . - e
. 652.70 S _ T : - . 10,235,740
- -.7653.00 - o . . 7.487,012
et 6853938 . 127,088 T B . a
- - 7653439 - . 226,420 - Vt -
653.48 v 1.950,063 . T v
-653.85 - 6r307,101 L
653.93 - © 3,876,924 o '
653.94. . S .-31,429,630
654 .08 ‘ 805,253 — - E ot
"654.30 1,346,656 = — ° ° o 7+700,173
654.40 . ' 1,550;494 _ = - ‘
© 654 .60 T ; $2,388, 12% :
T 657.24 " 9,872,788 . , :
B 657.25. 79,406,271 V2 L
1 6%7:88 , . 51,624,456 - ' oo
,661-;3,6; ‘- 92,314,079 °* 4,125,193 )
- 661 .94 ;- 813,608 . 1,136,561 .
664 .10 —— 64,700,900 . - -
672.16 i 32,656 . e
674 .31 ;- 22,207,321 ‘
"674.,38 . | ° 59,991,854 , ‘ .
. 676.1% -1 134,370,891 - T
676.20 769,416,891 . o . . '
676.30 . 10,933,165 - T, . L 2,093,703
676.52 1,449,139 ) St T L 141,074 ¢l
: 678 .50 26,476, 7 © .1,100. - ‘ :
- - ,680.14 = - 22,313,319 - .
‘ - 682 .60 9,074,968 “ 9,563,293 E
. 683.01 3,886,388 . - . . : 2,988,800
" 683.70 796,114 3,940,253 ’ .
. 683.80 - 11,004,154 .
- . 684.48 _ . - . . . -130,333,348
- 684 .53 1,664,169 e T T T
- 684.58 . 124,767,002 . 667587,765
$84.59 882,851 - 1,858,926 o
© . 684,70 - . 122,178 ' ™~
© 685.14 24,700,997 : 96:006:05& 18,577,572
685.16 = - 412,798 . ° 328,153 - "251,148 .
- » - N ‘e
/
- o -‘2. - ’
s
- '\"’.' : ¢
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v . Item §

685.18

.. 685,25

.7 685.40
685.90

‘ 686 .30

! 688.10

688.12

688 .41

688 .42 .

692.32
692.60

696 .10

696 .35
696 .40
706 .61
708 .45
708 .47
*709 .40

722.08

- 722.11
- '725.01

o 1285.03

. 725.32

T * 125 .50

: i 726 .25
727 .23

727.29

727.35

727.70

~—-730.94
732.60

734.15
734.25

- - 734.70
734 .86

734.87

734..90; . ..

735.12
738,20

\

735407t
©735.09.

Taiwan
R

$496,215
71,807,976
11,650,980

‘135,265,526

17,239,142
120,134,606
’70]8811042

488,961 °

79,983,489
117,148,658
30,501,200 -
105,967,383
1,783,439
5,062,927

- 93,881,604

8,326,135
21,746,978

4,688,916
38,655,269
5,324,556
. 2+763,164
54,707,799 -
. 253,124,588
+ '198,763,840
: 20,182,309

47,653,175
18,314,799

20,436,960
18,532,135
17,079,820

21,430,043
2,464,558
172,768,040

.
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Hong Rong

$40,744,679
54,265,306

1,702,819
141,022,455

(709601364

21,223,257
3,905,434

6,742,502 °
- 5,922,350

¥

-

1,448,032

N

9:424:519

Aot

- Korea. .

$5,620,434
15,756,200
117,061,860
AR

.. 1,047,571

1,885,812
14,267,888
18,414,598 -

'+ 3,417,140

7,343,992
DA
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TSUS - . Taivan.
Item § o
1737.18 )
73721
737.23 A
737.23" -$77,745,403 -
737 .28 i
S 737,28 . 5,598,680
. 737 030’ . T
737.30 . 114,219,804
737.40 _ . v
737 42 . - .
737.47" : .
737.49 9,064,511
", 737.80 ¢ ‘ .
737 .80 _
737.95 " 127,735,060
740.11 R, .
740.12, o0
- 740.13 L 4
-740.14. v T
740.15 - " :
740.38 - " 113,367,142
© 741.25 ° SRR
. 745.70 . 1,201,540
748.20 . . .6,912,306
748 .21 5,371,963,
750.20 9,733,381 .
750 .40 ‘ N
750.45 = - o
751.05% - ..60,754,553
755 .25 ° . . -
771 .41 18,601,209
771 .43 - 71,684,581
771.45 4,235,175
772.38 126,233,709
772 051 i . -
772.60 S
773.05 2,992,226
774 .45 T
774 .55 . 121,499,610°
.. 790.03 3,319,792 .
.790.10 $4,874,21

.790.39 " 76,614,430 '

f}///’f7/<//~;az.s71.776~

122 o T%;
Aaong Kong

- $30,025,638 -

' 16i950,259

. 49,799,874

10,492,483
1,777,806

© 12,413,827 o

+ 257,831,356
“ -4,914

- 2,859,872
69,242,442
79,164,802
44,346,159

1,192,290 - .

6,229,689

17,161,019

9,133,635

.-

790.70
. .791.15
“792.60 L 4,840,757
N ¢ ’ ‘,‘. “_ b . R = ’
TOTAL . $3,740,285,766 $1,397,692,152

I

©" 97,185,177

. 96,912

Korea -

5211510646,.;.,”w4,;

éé7‘qss,493.~"'

16,708,457 .
2,789,563

12,456,464

32,006,997

4,797,409

113,906,865
:%404340365

$36.670,206.
131,290,725

. $937,809,425

.. .
Y
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Senator DANFORTH. Do you thmk that there is any proBIem in
. taking the position that other countries violate the law and coun-

. " terfeit g oodgng » therefore, we had better give them preferential
‘ trade treatment or else they will really vnolate the law Ie there a

t‘Jem in that?

his were the principle/6f international affairs, would we call it

ment?
r. ABLONDI. Mr. Chmrman, as I indlcated in my testimony, dis-

cussions on intellectual property laws had been in progress prxor to’
_the Trade Act of 1984, insofar as Taiwan was concerned. As I said, .

‘there were discussions and there were proceedings for the protec-
tion' of inteliettual property laws prior to 1984, -

But the 1984 act s?urred the various discussions that had been_
or the passage of protection of intellectual

property.

_Senator DANFORTH 1 M, your whole reason for wanting to

- retain the GSP for these three countries is to give usa handle on
* -what should be a basic right, T woyld think, or a basic obligation.
.- Mr. ABLoNDL. I think in that regard it is the market access which
is very important. We believe from the United States’ point of view
- to %en up the markets for tobacco, and for other products in
wluc the Umted Statee doernot‘have market access, and per-

gnator DANp'on'm In cher words, we have to grant preferentlal‘~

trade treatment in order to get access to another country’s mar-

kets? We also have to grant preferential trade treatment in.order -
a.{nng' down the counterfeiting? Is there

- to prov:de some way 0
: iy; problem in almost-mor

in'that, in your view?
this- the way thel Uni tedy

States should operate: -Oh lease,

B -don’t steal our products or shut us out of your. market" e will %
- im ‘new duties or whatever.

r. ABLONDLI. | believe that is a very dlfﬁcult queetlon to answer,
V '3 h ,-"Senator; but I am. speaking of market access in regard

the Trade Act of 1984. It does afford considerable leverage to the

STR for increasing market access to these foreign controlled de- - '

from Kentnc had been discussing during his testimony.
In the case of Taiwan, this market 'was ogened up for U.S. rod

‘ uimments for wine, alcohol, and-eigaretts, which is what the Sena-
ucta, which we believe was. spurred under t

should act?

Mr. Gorrikov. I think the GSP Progr@mrprovides an incentive -
,;and potential penalty if they don’t comply. As an example I just .

cited, Singapore is the perfect model in that the GSP has provided

' incentxve for them to change their-attitude on intellectual property

- protection. If we don't give, we don’t have anything to take away.

.. Senator DANFORTH. But. this is preferential treatment. This is not.
,_-ea , well,. we will treat you as everybody else. It is saying that

o treat you better than we treat others if you adhere to the .

oL law In other words, we are as them to do what should be a

a dnty, and in order to extract comp ce thh what ehould be thew,

1
.

[ TS

leverage of the 1984 '

Senator DANFORTH What is your view, Mr. Gortlkov? Is there‘
&ny problem in prmclple here? Is this the way the United States -

- p



o , countries because the really lesser.

“duty, we are offenng preferentlal treatment Isn’t there a moral
o pnncxple here?

Mr. GorTikov. Very definite m t&\ere isa moral principle, but if -
with our own in many of these ° -

- countries and we have to show them the light, I think the GSP ve- -

.. hicle has been a way of doing:that. It seems to be operating effec- -

-their concept of duty is at

tively. One .advantage of the GSP program is that it can be selec-

tive in terms of product as to what you give and what you take - |

~ away. So, it is not a total bandaid—it is a selective one. It gives the

Government flexibility in its dealing with these nations. -

Senator DANFORTH. Now, Ms. Kraus, my opinion as I understand_ .

it'is that GSP benefits really should (fo to the newly industrialized

~'that are in most need—aren’t ualxﬁ to use it?

eveloped countries—the ones o

Ma. Kraus. That is not exactly carrect. I think that GSP beneﬁts
- should go to both. If 1 may use an example of my o y,
- Kenner Products, began manufacturing toys in the Onpnt m ong

Kong, Taiwan, and Korea. A few years ago, we started two new fa-

_cilities,” one in Mexxco and one .in Haiti. The Mexican facility is - :

- do very well and is producing products. After about 2% years, ..
: ecxﬁty We ran into a lot of problems—lack of -
vender base, lack of infrastructure. We tried to do what we could

closed the Haiti fi
but ultnnately gave up.

- We are in favor of the GSP Program because it does encourage |

B compames to source from a wide variety of developmg countnes, |

but there is only so mych the program can do.

Senator D mro{m ‘Mr. Cooke, these httle plush 1tems«-they are

L little animals; is that what they are? .

* Mr. Cooke. Yes..

Senator DANFORTH. What would happen if GSP were rem'ovedl

‘ from Taxwan, Korea, and Hong Kong? d happen to your

&on GSP. has been removed from. Korea and’ Talwan,
‘the prodncts are dutyable, and they have reached the industry in

** both those countries. They have redched a level of competitiveness EE

where they are co lalYetmve with ‘other countries, such-as Japan .

N and Germany. Initi

bring itself u a eompetmve level. When it reached that com-
petitive level iased on volume, GSP was removed.- Now, . the prod-
-uct is moving to another country because Korean wages are much

higher, as previously given, than China. The little product, the 2-_ - .

- inch product, is starting to be produced in China, ause at the

- end of the day it has to be pnMordabJe or at a pnee pomt ac.

ceptable to the U.S. consumer. -
' nator DANFORTH. Senator Baucus.

Senator Baucus. I would like to ask any of the panehsts ‘who
- would like to answer this. The questton t ‘comes to mind is-
;- whether it is fair for some American industries to bear the burden

-of what are not their problems? Is it fair for GSP to be continued
- in order to get leverage on such issues as intellectual property
" rights and ments and other unfair trade practices of other
countries, wh ey dldn’t cause those probleme? ,

o~

back in 1976, a lot of plush products came
- from Japan. The GSP gave the Korean industry an opportunity to-

o



. Mr. Gormikov. One ?vantage of the current act is that it per-
mits, as I understand it, selectivity so that a benefit-in respect to
* furniture can be given or withdrawn without encumbering any of - .
the other products or thrusts of the act.” o :
. Senator Baucus. The general rule, as I understand it, and thisis . .
.. ohe of the points of the provision, is that it gives loverge. It just :
* seems to me that, a8 a policy, that that is an unfair burden on‘in-
nocent American industries— ¥ o oL
~"Mr. Gortigov. We can be hurt by the use of that leverage but I
- think, in deference to.the public policy objectives, that the current
selectivity provision of the law is theone that should transcend. -
~ Senator Baucus. It seems to me that one of the bigger problems-
o is the wage issue, and that is why some companies are going off-
. . shore. Senator Danforth gave an exam?le in Hong Kong, and he.
: “talked to us about how most toy. manufacturers move offshore be-
. cause of wage rates. In the United States, the average wage rate
* was_approximately $9.10 an hour; in Hong Kong, the wages for .
_roughly. t - ure were approximately $1.25 or $1.50, __
and in Beijing it was $0.50 an hpur.. . -~ - . ‘ o
. It seems to me that that is the main reason why all the toy man- -
. ufacturers are %ing -offshore, and that .is lost jobs. That is.lost
- American jobs. The degree to/ which low wage rates are a part of -
the problem, that sheuld be addressed directly. We shouldn’t use
. leverage extensively, because I personally don’t think leverage . -
orks that well, especially leverage in countries: where the prod- -

\
i N

- &

-facts just should be graduated. - , M _ :
. have a problem with using per capita iricome, too. That -
o ‘assumes that a certain country has the same income distribution ..
«*  as we like to-think' we have or that ostensibly some democratic. :
. countries have. It seems to me that to some degree per capita
3 _income is irrelevant in all this, when the country does not have the
'~ same income distribution as we like to think we have, - = .
“" 7" "7 Although- that country may have a certain per capita income on
average, it is exploiting its people to some degree in order- to sell
. - more of its products overseas. I don’t have a lot of sympathy for
* countries like Korea, Taiwan, and Hong Kong. It is my impression .

~ after visiting those countries that the need:for GSP need is- much- -
¢ = " lessthanitwasin 1976 or 1984... - ~ .-/ .~ e
... . ~_Senator DANFORTH. Thank you very much/for your testimony. -
L " That concludes the héaring. ~ - .~ [ . Lol
« : . '[Whereupon, at 11:19 a.m;; the hearing was adjourned.]’

~""<". " [By direction of the chairman the following communications were
* ‘madea partoftl_le hearing record:] 0 I
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L INTRODUCTION - - . o

g ‘l'he Generalized System of Prefgrences ("GSP") was created by the Gencral
Agreement on  Tariffs and Trade ("GATT") as a means of assisting the economic

development -efforts of the-world's less developed countries ("LDCs").  Under the United._ .

_States! GSP program, eligibility for. duty-free benefits depends on a country's designation

“as‘a "beneficlary developing_couptry" (*BDC"). The question before the:Committee as’

“applied to the Republic of Korea ("Koreu") and Taiwan is whether these nations have
outgrown the vftutus of beneficiary developing countries within the meaning of the GSP

believe that they have outgrown BDC status and, for that reason. should
hot eontlnua to receive the prlvneges created by the GSP, )

Korea and Tu‘iwan are remarkable countries tilled wl!n remarkable people.’
Both are orphans of war and have been forced to maintain & high state of ‘military

readiness for more than three decades.. They aré without substantial natural resources’

and must rely instead on the efficiency of-their people. They are densely populated with
. relatively little arable land. Their: currencies are necessarily heavily restricted in the

shadow of powerful wiilitary foes..” Currently, the political,” military and eeonémic g

fortunes of both are closely llnked to the United States. . .

Despite these slmilulties. Korea and ‘l‘aiwan have .chosen very dlfterent

,approaches to developing their economies. Korea has chosen.to encourage and assist. -
- giant companies, reaching toward world class dominance in such key industries as

construction, steel, machine tools, shipbuilding and, more recently, automobiles. Taiwan,
on the other hand, while encoursging economic development, has not overtly directed

‘private enterprise .and, as a result, has spawned thousands of successful companies in L '

hundfed: of indugﬁ'ies and has attrac!ed outside capital to-an exceptlonal degree.

- - Korea and Taiwan do share economic miracles. l(orea star\ed with virtually
o nothing in the_mid-1950's and Taiwan with very little in the late 1940's, and’ both have
- become industrial powerhouses today. - These are nations that have earneg our

admiration. Not only hive Korea and Taiwan become fully industrialized countries, they -

‘have syatematicnlly established comparative advantage in key industries. For that very
reason, they no longer require our spetial support reserved by the GSP ‘for economically
.disadvantaged ‘nations.  Under section 502(b) of the Trade Act of 1974 (19 U.S.C.

. S£542(b)). countries ineligible for designation as "beneficiary ‘developing countries”
W o lu

lude two distinct types of countries --- those’ that are regarded as industrialized
countries and-those that have interests inimical to the United States. Korea and Taiwan

have earneéd the status o(‘ the former group, and should therefore be deelared lnellglple-»-

. for GSP benefits.

E R Yo

a8, i '
5“5' - Thése newly industrialized countries have achieved signlﬁcant advantages .

“over the: OECD countries (including the United States) and it is past time to recognize
that vital portions of our industrial inf @atrueture have been permanently impaired as-a
result. The piecemeal approach té exempting products from the 'GSP is slow,
cumbersome and, in many cases requires severe damage before action is forthcoming.: In

. the case ‘of dynamic countries such as Korea and Taiwan, thl&approach is too little, too --

late. "This Is not a petition for relief, but-merely a request to level the playing field, to
" treat these good and-fortunate friends as we treat our other good.and successlul frlends.
in Burope and: Japnn. .

’l‘his statement i submitted on behalf of the Amerlcan Couplings Coamion
("ACC"), an ad hoe. associatlon of U.S. produeers of steel couplings lI The ACC believes

P

"1/ Other members of the ACC inelude Pleoma lndustries. Houston, Texas and- L.B.
Foster Co., Pittsburgh, Pennsylvania. -
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: is, the.continued abprepriateness of granting Korea and 'I‘aiwan asp benetits.

A -2~
.

countries remain generally eligible for GSP benefits, couplings imports. -from Korea and
Taiwan should be denjed GSP treatment. In the course of presenting our views, we will
explsin in general terms how our products are manufactured, including the key role of
steel pipe as a raw material, and the impact of the rapid industrialization of Korea and
‘Taiwan on our indusﬂ'y We state our narrower industry views for frame of referencé but
will address_our recdinmendations to the central question before the Committee --'that

-

[N

i, THEU.S. COUPLI@ INDUSTRY T .
A The Product
A -coupling is a short pipe threaded on the insxde. The purpose of a coupling

i

. is to join pipe and tube in such a way as to permit their use for the conveyance of gases,

< + ~tubular goods) couplings, which are produced to the standards of the American Petroleum

-~
7

for electrncal wiring. .

_liquids' and electrical - wiring., . There are primarily three categoties of -couplings:
standard, used most frequently for plumbing applications; casing-or OCTG (oil country

Institute ("API") and used with casing, tubing and drill pipe In drilling oil and gas wells
and transporting the oil and gas to the surl‘ace; and conduit coupliﬂss- used as: conduits

¢ -l ;
Four separate items of the TaruN' bohedules ol‘ the United States Annotated

" ("TSUSA™ apply to "loose" couplings: ..610.8636, which covers both standard and nonalloy

. There are various categories. of steel pipe used i the coupling manufacturing process -

casing couplings; 610.8642, which covers alloy casing couplings; 688.3210, which covers

threaded rigid and intermediaté welght -conduit couplings; and 888.3220. which covérs:_.,f

elee(rlcal metallie couplings. . PRty

- ot ) rd ' "
The raw .material used to manul‘aeture steel pipe couplings [is steel plpe.

coupling manufacturer cuts, faces and. threads.the pipe in order to ce the final

which can be categorized by chemieal composition and method,of manuiacture. The
product.- The process will vary, of éourse, depending on the nature of the{Pipe and the

intended purpose of the .coupling. The internal threading (tapping) of the eg'ugﬁng is the_'

most difficult stepof the process. . . ‘,. ;
< -

T@pically. the cost of the raw maternal wlll be 457 to 50 percent f’ the prlce

~ of the coupling. Mtem ts to cut raw tmaterial costs below this level o en lead to
manufacturing difficulties and an inferior coupling thread. When raw materiat’ efistrrise»-—-——m...._.___,

- reason and because couplingk are often used with pipe, there is a -positive "cof¥elation .
between the pricing of pipeé and the pricing of couplings. If the prices of these products:

substantially above this level, coupling .manufacturing becomes unprofitable:, Por this

" do not move in tandem, thé consequences can be dire for the coilpling manufacturer. For

example, stable raw material costs and lower coupling prices squeeze the manufatturer's
profitability and lower deniand for pipe as reflected by lower prices reduces ~the
manufaeturer's sales.

In ‘tura, the most expenswe portion of the steel plpe manufactuung process

_is the raw material cost, typically reaching 70 percent of total cost. In order to build

and maintain a steel pipe coupling industry, the two most important ingredients are'a

stable market for the produet and a reliable and reasonably pr.iced source of raw ..’

ma'.erial. \
L B MarketundMaﬁ:et Condlhqns A

L

e = here 1s a separale market gnd set of market conditions for eaeh type of

eouplmg in 1970, there were -four pnmary manufacturers of couplings. Al -four
manufactured the three t)bes of couplings.’ In addition, manufacturers of steel pipe also

maqut‘ac!ured steel pipe couplmgs for ali or part of thelr needs For purposes of lookinz‘ :

<N T

- N kY . -

that neither Korea nor “Taiwan should be eliglble for GSP benefits. but that even if these




o

-8~ . .

“at this market, the steel pipe manufacturers shall not be tounted for three reasons.
First, they manufactured for their own consumption only -- that is, for screwing on to
their own pipe. Secondly, all but one have ceased to manyfacture today. - Finally, the .

"~ Tariff Schedules of the United States distinguish between pipe threaded and coupled (i.e.,
with coupling attached) and "lopse" couplings, The former is considered part of the pipe
to which it is attached. = - - : B AR

LA -

.Coupling manufacturing in- 1970 was oligopolistic.: ~.The> cost of .
manufacturing acceptable. quality eouplings was substantial. ~ Machinery for:finishing-
-+ some coupling products was not available and had to be built internally by the coupling - . .
manufacturers. Evolution in’ production technology was slow or nonexistent. Profit
margins were high and so were wages. Consumption was not growing. - .o
.+ . - _High.margins and improved technology first’ attracted one new company in’

* '1971 which specialized in standard couplings.’ Prices were not affected and market share
was lost slowly and imperceptibly by the "bjg four” in the beginning. Then in 1973, OPEC
changed the world, followed closely by the Japanese machine tool industry. High oil .
prices created exponential growth for the .casing.coupling.-- exponential because the"
deep well drilling which developed utilized not only casing and tubing in proportion o the
‘footage drilled, but layers of pipe inside ‘pipe as the wells reached unprecedented

" depths.” The new CNC lathes developed by the Japanese made it possible for..smail
manufacturers to enter the field. By 1981, the number of casing corpling manufacturers

- had grown from 4 to 70. Imports, mostly from Japan, sky keted. The original four all

.. - bilit large, modern and highly productive manufacturing plants in- the Sunbelt. Still,

" through the end of 1981, demand .continued to outdistance supply. Prices rose throughout :

the period despite capacity growtlr. 3t ) ] SR

- In 1982, the bubble burst. OPEC-imposed oil prices began' to slide slightly.
The perception of unlimited oil price increases changed and-with that change deep gas -
well drilling ceased and offshore oil drilling slowed. (See Appendix 1.). Demand for OCTG '
couplings fell.  The economics of standard and condyit.couplings had also changed. - By
1981, key portians of- both markets had tipped against the "big four." Substantial import
penetration had' overtaken the .conduit market. ~The new competitors had obtained

" substantial market -share through OEM accounts rather than through the traditional "

_ wholesale distribution system, creating, in effect, dozens of new competifors. As U.S, ;
steel pipe manufacturers began to lose substantial market share, coupling demand also.

* declined since much non-OCTG pipe entered the U.S. threaded and coupled. Despite the = .
high Iévels of modernization, the industry was in trouble. New competition from Korea ~ - ’

- and Taiwan began to grow rapidly. from 1980 onward as modern pipe mills flopded the

. market with pipe.and gipe couplings. T .n oo T f ‘
~ .. _More recently, the steel product voluntary restraint agreements ("VRA's"),
which teok effect in 1985, lowered world pipe and tube prices by diverting pipe capacity

awi

meant for U.S.production_to other markets. At the same timé, the VRA's permitted U.S. e

_:pipe and tube prices to rise. Thys, our forelgn compétitors received lower raw. material:
costs at the same time raw material costs rose fof U.S. coupling manufacturers. The
‘impact was deyastating. The early 1986 collapsé irtoil prices and U.8,-drilling activity
.was the latest blow to OCTG coupling manufacturers. * T o

[

’
E

. .
'Y

» - Of the original "big four," only two still manufacture couplings: Of the 70 .
casing coupling manufacturers that emerged in the 1970's, perhaps a dozen are left. At

" one time, 19 of the coupling manufacturers employed an estimated 3,200 people. As of
this writing, about 2,000 have permanently lost their jotis-and another. 800 are currently
idile. Meanwhile, imported couplings -- increasingly from Korea and Taiwan,:which'do

. ‘not, of course, phy duty at the average of 7 percent that other competitors must pay---- ™
have surged. > L. AR il -

. . . .
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7~ comparison of selling prices:

v * - . - B N - L . -
. . - . . A

- Unlike portions of the steel and stee! pipe indﬁslrieé. u.s. coupling producers
generally have far more productive operations than their foreign counterparts. Because

- of superior productivity,-the far lower hourly labor costs of Taiwan and Korea areriot an

important factor in price diffecentials. ‘The 'key factor is raw material cost (recall that
raw material cost-is 45 to 50 percent of the selling price). ‘An additional factor is duty-
free entry under the GSP, which reduces the U.S. selling cost by 7 percent of what it

.7 otherwise would be. This compares to the 2 - 5§ percentidirect labor costs incurred by a
* . typical' manufactureri-- - C s o e

. Appendix Il compares-th- raw ‘material éosfs of one manufacturer in the
United States with a recent price quotation from a Taiwanese. coupling vendor. In

" comparing the raw_material cost of the U.S. company i the left-hand column with the

uoted prices of the Taiwanese conipany on the right, you will.note, for example, that
the U.8. raw material cost for 1/8" couplings «is $4,72 per hundred versus a Taiwanese
sales price of $8.75 per hundred. If you add about 7 percent for freight and insurance,

.+ the Taiwanese couplings'are $9.36. In the more common 1/2" size, the U.S. raw material .
-+ cost i $9.24 per hundred versus the Taiwanese sale price-of $11.18 (or $11.96 inchiding
. [reight and insurance).. In the also common 2" size, the U.S. raw material cost.is $47.04.
. - per hundred versus the Taiwanese price of $59.21 plus freight and insurance or $63.35. .
.. -The largest 6" size shows the U.S. raw materiakcost to be $637.48 per hundred versus the

aggregate. Taiwanese -price of $665.23. - Charting -this’ examplq_y_ii;lds the following

N

U.S. pricé ¢ 100.

{2 xraw mat'l cost)

Rt A T
1/8" $ 944 0 $936 . % 80 .. 8.5%
T 18.48 . i T 1L96 - 852 . - 35.3%
- Tgn ‘ 94.08 L ‘ 63.35 3073 '32.1%
6" . 1,274.92 e 665.23. : 609.69 47.6%

The U.S. quality in this case is superior but the price differential is énough

to sway a buyer's decision. in many dases. . The fulltariff would help a great deal, '

s

“For lhose,prop‘onents\o!‘ "comparative advantage" who would argue that the

Taiwanese manufacturer should be permitted to eliminate the U.S.” manufacturer; it

.

. . : Co Margin of ,' )
Taiwan price per 100 . Difference Underselling

should be noted that experience during the '70's demonstrited that when ‘demand - -

- percent under U.S prices. Unfortunately, the U.S. manufacturer under sustajned price

. pressure will likely be forced to abandon the marketplace permanently. ‘At that point,
-the foreign producer may begin to recover its profit. . i - ..

C." Import Trends ; - . , ./

‘e “-Appendices NI-VI contain ‘import data for the relevant “couplirg TSUSA
numbers for 1982-85. Several items should be noted-about these data -- the Korean and

. Taiwanese market shares of imports of each item individually, their respective ranking in
eacli ¢ategory, and their respective murket sharés and rankings for the aggrejzate of the

fall in demand for OCTG. However, Korea increased its U.S. exports during that period

. by 137 percent and rose from three per,qeﬁt to 10 percent of total imports. Taiwan's -
- ‘exports in these categories rose 377 percent and rose from one pereent.to eight percent
. of the total import market. Data for 1986 should reveal an even greater increase for '

both countries. S _ . . N -

el

o
’
H

: , outstripped supply, foreign p_i‘iee§ -+ jn‘that case, Japan,ese --- were 10 percent higher o
than U.S. prices. -When demand fell, so did the JapaneSe prices 1o a level of 10 to 15

.. .four categories. From 1982, the overdll coupling market (el 25 percent; reflecting the
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()un purpose in the above example is to demonstrate the compelitiveness of
'he jmports of these countries. * Picoma Industries, a member of the ACC, has already
, filed a petition before the U.S. Trade Representative's Office to withdkaw GSP with
, respecl to couplings becauae of the import sensitivlty of these producls.
.D. The VRA': : -
< - In December 1984. ‘the U.S. Trade Represen\ahve‘m()ﬂice entered into a

- - series ,oi‘—"volumary restraint agreements” designed to freeze imports of pipe and tube at

certain percentages of the U.S. market. Couplings are not presently covered in the
.VRA's in loose form. Korea was included in the VRA's, Taiwan was not. As discussed
above, shortly after the VRA's began to take effect, most of the U.S. pipe manufacturers
raised their prices (ineluding the prices of coupling stock) by five to, J0 percent. At
about thé same time, the oversupply of pipe diverted away from the U. S. market placed’
- downward pressure on pipe prices in most of. the world including in Taiwan, which was not
a party to the VRA's. Thé resulting drop in forengn raw material costs fur(her pushed
couplinz prlvces in the U b lower. - o —

o .
. -
-

5 There are at least l3 TSUSA codes. covered in the VRA's wmch !nclude

- couplings. Why would a country limited by a VRA place a coypling on pipe and increase *

‘the weight (not to mention its duty costs, given ‘that coupled pipe is not eligible for .
GSP)?  Apparently, in niany cases foreign exporiers were geuing it both ways by adding
couplings after issuing invoices for the pipe. The original invoice was the one used for
" the VRA's, sothat the pipe came into the United Stales threaded and coupled as ordered

without limitfng U.S. imports. The U.S. Customs Service.has moved to stop . thus .

fraudulem pracuce by spo‘t-eheckmg thpmems of plpe and tube for welghl.
A KORFI\ : . . - co "
- The Beonomy ~ * «- - - ‘

) The Korean éco'mmy has e\peneneed very r‘\pld and eteady grgwth over the
‘past three.decades. Between 1962 and 1979, the gross national product ("GNP") grew at- -

* an anngal rate of 9.5 percent.. In 1380. during ‘a period of political instability, GNP -

contraclcd by 5.2 percent, but in 1981, the economy regained its momentum and has
averaged over cight percent since 1980, Thé per cnpnla "GNP was $87 in 1962. 5965 in

CoerYy 51,219 in 1978, and over 52 000'in 1985. .o .

. nif canuy, ' Korea was: able to achieve thls growth with few nalural

. resources. g Korea ‘jas divided, .most of the mineral deposits, the arable land and
the factories were left the’ North. ' The, natural resources Korea does have are coal
(although a net importer), tungsten_and graphne. Only 22 percent of the land is arablé.
Korea's one Zubstantial resource besxdes its hlghly industrious people is its»abundance of

-~

. “The government plays a dominant role in the Korean economy. No
subslantlal investment -~ domestic-or foreign, import or export -- or substantial loan can
.be accomplished without prior government approval. In addition, the government owns
either all or a controlling interest in 30 companies in key indus\rnes. including ‘Korea's
huge crude steel producer, Pohang Iron and Steel Co. ("POSCO"), ‘The banking system is

‘under total government control. lo addition to. the central bank -- the Bank of Korea, a

government agency -- the government owns a eontrollmg interest in al} ﬁve nationgl -
commercial banks, . -

The horcan government dovelops detajled five yvear plans. and uses- its -
intricate controls over-the economy' to implement them. It thus can divert funds into
_ industries it deems to be of strategic ;mponance. such as shipbuilding (whieh it did ~
xucocssfullv) or machine tools (whii*h €l did unsuccessfully), and away from industeies it

s - # - t

»

< v

regards loss highly, sdeh as 'textiles (which norctheless ~emains the most reliadie-export ’

-
. T s N
“ -

A
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;ndustéﬁ ’l‘he government also seeks to discourage “ruinous" domestic competition in

. the industries it has targeted. Recently, for example, the government turned down

Hyundai's bid to build a greenfield steel mill, leavlnz POSCO as Korea's sole steel
producer.

- ———

“Korea has a relatively Iugh foreign debt - lll‘th hlghesl in the world at.isa

. billion -~ but is generally regarded as an excellent credit risk. It has nol once detaulted

‘nor rescheduled any portion of its'debt. Its borrowed funds have been spent pflneipally
on its rapid industrlalizallon, and most of these investments have done very well.

re s

Korea's merchandfise trado reaohed a worldwide surplus for lhe first tlme in.-

years during 1985 and continued to improve in 1986. Its surplus with the United States.. ~ ~~

‘reachied $4.8 billion in 1985, The continued decline of the dollar, to which the Korean
won is tied, improves Korea's trade prospeqts against such rivals as Japan and:the EEC.
Low intérest ratés and commodity prices -~ principally oil -- should also contribnte to -

; ~Korea's lmernational competitiveness. - .~ ] .

 Industrialization N s i

.+ - HKorea has become a world leader ‘ih such industries as shipbuilding,
construcllon.~sleel. and textiles. ~It”is also a Iierce international competitor.in such
industries as shipplng. consumer elcclronics, cement ‘and, mosl-recently. automobiles. j .

Korea moved into the number twu position in the world in shipbuilding in
1983 with 20.5 percent of the -world market, up from only two percent a decade ago.
Korea's shipyards are among the. most modern in the world. Although the maritime
indystry _internationally is depressed,.the Korean industry currently has orders” well into

rise of the yen-shouid further boosl l(orea's position despite the world slump, -

. 1987.. See Appendix VII. Since.Japan is Korea's most important competltor. the recent

7 . Korea has gamed more internalional atlentlon in the construction industry

- than in any other, In this fiercely competitive field, Korea has. emerged as an
- exceptionally-tough competitar, Overseas construction peaked in 1981 at over $13 billion

and 175,000 workers-overseas, then fell to $4.7 billion and 100,000 workers in 1985 as

" major projects in the Middle East wound down. The Overseas Construction Assoogation

believes a sustainable level of $4. biltion will be reached lhis year; :

. Hyundai has proven that‘lhe Korean automoblle lndmtry can compete in the .
world marketplace. It has taken Canada by storm with the Pony and had an early success
in the United States.” By the end of 1986, Hyundai expects to have annual capacity of

' 550,000 wars, a.nd by theé end of 1987 it expects capacity to reach 700,000. “Total Korean

capacity. is expeoted to repoh 903.000 by the end of 1985 as Daewoo's new plant comes
-onstream. . R

-The electronics- induslry is eXpected to be an important export conlributor

for the future. Total Korean electronics exports reached $2!9 billion in 1983. Emphasis

is bemg placed-on ever—increasingJevels of technical éophnstication, so growth is likely.

T_As the lntemational Trade Commission and the U.S. 'l‘rade Representatwe's
Ofl‘ice are well' aware, the Korean textile industry is perhaps the most compemlve in’ the
‘world. Korea was second to lmly in textile exporw at $6.6 billion in 1984, :
- G Steel - Lo Lo . oo

- - - Korea has become a hlghly competitwe supglier -of steel products to the
world. With the completion of the government-owned Pohang fron and Steel Works in

. 1974, Korea became one of the most ‘efficient crude steel prodicing countries in the

world. * That plnnl now produces over nine million tons of steel annually, making it the
tenth largeal inthe l'ree world, Including P()bC()'s elecmc furnace, racilltles, Korea's-

—
- . M . . L] . -
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o . Qx .. .1982 1983- 1984
. East and South-Asia® . 1,072,783 . - 968,092 369 -
Japan T 195,689 27459,621 1,459
Taiwan .- S 50,558 13,349 14,304
* . Indonesia - 85,334 = 62,401 41,608
Others .~ 441,202 2T .432,721 513,998
Middle East . 438,614 504,667 409,440 . )
*. Saudi Arabia 364,794 - 446,285 343,385 .
N Kuwait - 24,486 19,810 . 22,522
_ Others " 49,334 38,572 43,533
Europe - 71,669 ° 36,183 215221
Buropean Communily . 60,648 25,987 16,637,
Others. . . et . . 10,198 4,584 -
. North Americs - 413,109 724,425 963,743
. UsA.. - T . 448,908. . 699,749 - - ~ _ 920,508 °
- _ Canada. ‘ ) 24,202 . U24,676 43,237 -

t_, Lalin America - " '56,236 _ T ea2es - 31,052 o
Africa : 136,679 | 28,692 55,362 .
Qceania . - T 64,082 46,084 55,563 o

i, Australta . =7 55,644 41,253 - 49,444 I
. Others’ v s o848 4,83t 6,119. -
Other Areas - . 123,617 105,017 61,465 .
T TOTAL vt ~2,345,760 ° ° 2,437,444 z,sns.zls“” ]
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annual steel cupaeily 5'c-od in excess ot T4 million tons in 1986, POSCO is bulldlng a . -

second greenfield ‘'mill-at. Kwangyang which is scheduled to open in 1987, Its initial
capacity is 2.7 milliou tons and is planned to be an even more efficient facility than the -
Pohang works. . .. . .

. In 1984, Kores exported 6.5 million tons of its steel production, ‘It has been
. dubiously recognized by the U.S. “Trade Representative as a tough international
" competitor by its inclusion in.the VRA program in December 1984. [ts total steel pipe
capacity at the end of 1984 was nearly three million tons and” total produclion of steel
plpe in that year was apgroxlmately 1.9 mllllon tons. . .

¢ ‘ By 1984, the Unlted States was Korea's blggest customer for sleel and its '

e . only significant growing market. According to information gathered at the U.S. Embassy
in Seoul from the Korea Steel Association, the following represents Korea's steel exports
'by destlnqtlon (in lhousands of dollars):-: - .

|

to- gnlflcantly, in 1982, Japan - was Korea's latgest ‘customer “for 3teel., =
accountlng “for $495 mil}ion of Korea's exports, compared to $449 million for the United’
: States. Between 1982/ and 1984, however, Korea's ‘steel exports to Japan fell ‘by ‘11
. percent while exports to the United States more than doubled. Indeed, Korea's exports to
- all -countries other than the United States fell by 11 percent over this period, with the -
result that the share of Korean steel exports destined for the U.S. “‘market increased from -
A~ 19 percent of the total in 1982 to 35 percent in 19845 * Exports of couplings were a

. significant.contributor to this increase. , ) R L
V. TAIWAN- - . : . e ;
) - - ) L. - s e o . .
A.- ’l‘l\eBconomg.' . . . PN v 5

* "Like Korea, Taiwan has experienced rapld and sleady gl‘Owlh over the pbst -
. three decades. Its average:real bNP growth rate since 1952 exceeds nine’ percent. The

- . Y

)
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" past two years, it has averaged 10.5 percant. The GNP in 1985 reached.$59.8 billion, and -

" per capita income.rose 10.4 percept to $3,400. . i .

‘ Also like Korea, Taiwan was bocn in war and without adequate natural .

. resources. The resources that are availablé are low in quantity and nearly inaccessible.
For inslance, Taiwan-is the least efficient cost producer in the world. Taiwan has.
slightly more arable tand than Korea (30 percent) but much of that is located on terraced

mountain slgpes. What it does have ip abundance is a large, efficient workforce.

3 \ - Taiwan has had a huge surplus in its balance of trade the past five yoars and:
-~ 8 positive balance 13 out of the last 15 years. The 1985 surplus with the United States
reached $13.1 billion, over 20 percent of its GNP, Its only chronic trade deficit is with
Japan. Its huge -trade surplus, import barriers. and reputation as the world's largest
- exporter of pirated goods haveé created trade friction with the United States. .

. The trade surplus has also created perhaps the most remarkable fact about
: . Talwan: " its has $26 billion in foreign exchange holdings, the fifth largest in the world,
‘> -That compares with $28 billion held by Japan and 335 billion by the United States,
Taiwan will undoubtedly pass Japan this year and could pass the United States soon. -At
the present rate, Taiwan has the reserves to finance 16.months of imports, and.its
teserves exceed all of Taiwan's banks' lending combined. ' The country has virtually no
. foreign debt. Last year, savings reached 33 percent of GNP. .

‘B, Industrialization

. The organization of Taiwan's Industry differs mightily from Korea. Taiwan
is heavily_ industrialized and obviously export oriented: However, ‘manufacturing is -
-principally the work of the entrepreneur. _Fully 85 petcent of all factories employ 50 or
.. fewer people; 87 percent have sales of less than Sl.? million and 89 percent have fixed
<+ .t . assets of $250,000 or less, s c—— } - o

c . Furthermore, Taiwan has actively encouraged -foreign investment. - U.S. -
- ¢ ‘“investment’ in -Taiwan stood at $1.38 billign at the end of the 1984. A host of U'S.
-7~ .companies have flocked there. Many people are convinced that it is the U.S.

; - multjnationals' manufacture of products- and components exclusively for export to the
- . United States th,al has created an intractable trade imbalance, between the United States
- . and Taiwan, , © B . )

o The leading .export industries are electronics, textiles, footwear and machine
- tools. The ggvernment does play a central role in the economy by its Yontrol of
. commercial banks and key industries. For example, China Steel, which produces nearly
. 1.8 million_tons of crude steel annually, is owned by the Taiwanese government. The
‘government also encourages investment and export through [ow interest loans and tax

Incentives,” ) o “
- “ Y-“Talwan is not a major exporter. of eitheér steel or pipe and tube. New
T ~~—production planned for China Steel is apparently targeted for aytomobile content.  Pipe
* - and tube production peaked in 1983 at over $00,000 tons. Whife these numbers do not
re ',t a thrgqt to the U.S. pipe and tube industry, they evidenc an industry capable of
. Supp '{ig& the needs of Taiwanese steel pipe ¢oupling producers. -
NG SRS . - :
A 5 -ig_ggkx, TAIWAN AND THE GENERALIZED SYSTEM O%FBRBNCBS
"/ A, Korea " . j - R A L N
/ : Korea S obviously a very important’ trading nation. ‘It has established world
" leadership capabilitﬁgs- in key indus.lr.ies such as shipbuilding and textiles. It has achieved

7

s

F i



- . v, e

superior ¢apabilities ip's'teel'u;d &lectrénics, and promises more in both industries. It has,
developed internationai competitivé capabilities in-automobile production. -

Korea has grown from a' war-torr dependent nation with a per capita income
of $87 in 1962 to well over $2,000 annually‘today. its GNP passed $80 billion in 1984 and
is rising at a rate in excess of eight percent annually.. It has built a modern
infrastructure for transportation, communications and energy, Its literacy rate exceeds

‘90 percent. Its unemployment rate is an enviable four percent. o
M Korea has tl{w"cap'nbmty of competing as an equsl in a wide spect;'um of
industries with all OECD nations. The time has come to treat Korea as the industrial
- equal that it is with the responsibilities that ensue and end its status as a beneficiary
developing country. B o "
B wm'm . . . ’ ’ . C . [

Taiwan ‘has not reached for dominance in any strategic ifidustry. It has,

however, capitalized mightily on the unharnessed cultural proclivities of its Chinese

culture, Small famlily firms dominate its economy and generate a versatile industrial
climate ready to adjust to any“and all changes that might occur in the world economy,

“g

Taiwah per capita income tias grown at a rate of over nine percent annually
. since 1952 and should begin to pass some of the EEC members by 1987 (Greece was at
. $3;920 with a Tour percent growth rate and Spain at $4,780 with a three percent growth
rate at thé end of 1983, according -to the World Bank's World Development Report
1985). 1t has also assembled one of the most formidable foreign exchange reserves in the

v

world. .

-

. . Teiwan is kddlng wealth at an accelerating rate. It, like Korea, is certainly
1 a competitive equal to any country in the world, It is time to treat Taiwan as the
. . industrialized nation it has become. . ] o -

C.  The New Developmental States

Korea and Taiwan have succeeded in pursuing the development policy that
the United States has encouraged through ,the GSP. Government planning, a world
marketplace (or rather a U.S. marketplace), the implementation of these plans through,
inter alin, a governmental banking system, import barriers and aggressive governmental
export promotion, and the incentives of capitalism have all been woven into a winning
formula. The problem is that such: winning combinations create losers that do not have
. these advantages. The loser is the Urited States. It has been argued that the U.S. trade
deficit will reach $50 billion with four countries --. Korea, Taiwan, Hong Kong and . .
- Singapore — that have aggregate populations. of -about half. of Japan and less than 30 ’
. percent of the United States, T . S

. - Zysman and Cohen stated the problem very well in 1982 in the The
' Mercantilist. Challenge to the Liberal International Trade Order prepared for the Joint
- ' EcBnomic Commijtee of Congress: ) ‘ L - ‘ S
. Such late devélopers have a seties of advantages which include® )
_the ability to apply the best available technology, which in
"established industries is not difficult to obtain or to use. The
developmental state, then, pursues clearly defined goals of
industrial expansion rather than attempting simpiy to umpire
. the economic riles while leaving the economic outeomes to be
settled in marke: competition, The developmental state is to
) - be distinguished.by its purposes of systematically promoting ~ .=~ =
.. . -growth from the liberal or regulatory state of - American’ e
economic political theory. The capacity of a government to -~ . <
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act as a player in the market in pursuit of developmental goals -
resls on specific financial and administrative arrangements — -
that in fact virtually demand government intervention in the
workings of the market, . :

»

_id. a9

</
S N,

T Thus, in Taiwan and liorea. government and industry coordinate their plans

and activities to create advantage. It is not that we see anything sinister in the motives-

or implementatiort of these plans, Indeed, Korea and Taiwan are to be admired for their
suceess. Rather, we see the problem as the disorderly way in which the U.S. government
has responded. Alternating between import incentives such as the GSP and regulated
markets such as the VRA's, the government has created chaos. It waited until the steel

Industry was in deep trouble to respond at all and then responded in a way that has

exacerbated the industry's problems.

o We are not asking for a radical change in policy here. We simply ask that
Korea and Taiwan be invited into the fold of recognized industrial nations and be treated

as equals With respect to tariff policy.
VI. CONCLUSION ;

BN

- “The benefit®of the Generalized Sysiem of Preferences should be removed
- where beneficiary countries have achieved demonstrated capabilities to develop without

special assistance from recognized industrialized countries. Korea and Taiwan are there.
. e ) 2 n ,

. The-GSP as appliéd to couplings has assisted- manufacturers in Korea and
Taiwan in gaining a larger share of the U.S. market at a time when the market itself has

... been plunged into a deep slide by the deterioration of oil exploration in ‘the United

States.

‘The VRA's imposed by the U,S. government on pipes and tubes, including

attached couplings, has further addcd to the advantages of foreign _coupling

maftufacturers. in general and of .Taiwanese and Korean nanufacturers in- particular

< » because of the availability of cheaper raw material, the rise of the Japanese yen and the
GSP. . .

solution for the American economy as a whole. . The time has come to recognize the
nature of the new reiationships we enjoy with our trading partners. Simply protecting -or
- sacrificing damaged industries is not an appropriate response and waiting several years in
the hope that a more equitable relationship will emerge from a- proposed” new GATT
round will be too late for many U.S, industries. o . L

We urge you to take one small step to steady the trade balancé. Revoke

Korea's and Taiwan's status as beneficiary developing countries under the. Generalized - -
" System of - Preferences, and require them“to compete in the U.S. market af the

~ competitive equals they have become. "

-
»,
.

While eforts to withdraw GSP treatment for couplings will be pursued in the |
U.S. Trade Representative's Office, this piecemeal approach is not the right kind of -
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‘ f-temtionany (without pretemees) of tbeso oomtries.

14

Statement of the -
Onstllems Association
. .88 1887 -
K &boamltteo on 'International Trade .

Senate Finance Committee ‘ .
July 2, 1966

Jhléstatewntisprase;ttéd fortbemoo!ﬂ finappurtot

© 8, 1667, abnlmmgtlwwltbdmlottradabmﬁtsmpmvidad .

mmmmwmotmtm(@)me.mm_ .
uongl(ons "hunaamionfmespadvanmmldbabasedupmmb
- per eapitaiucam econcmic developmutandtbsabnitytoocupete_m-

%

. 'lbe GastJletals Aasociation (OIA) re:masants ‘those tomdries res- .
pmsibleforwperoentotthatomagopmd\wedmﬁelbmedsmwstodsy
wisaxwortedbythelrouﬁstm&ciety,thesmlmmm&ciety

| of America. the’ Nm-l’em Fbunders SOciety ‘and the Investment Castiws

w amloyment in the 1ndustry mzdo.oooLM- )
R v:‘ . - ‘&'“A . K ) LT -l
{‘ ) . AT E -
‘ ~ v ‘
! I R )
~~~~~ \ ;
- v"’ N
"1 .
e ) e
I AT D e e L T - ) :
) . 'V- b — 5, ‘} " : ) . '. .i “ ';:f;.
Y - . .

- Institnte. Member camanies o: ﬂme mnizutions are locatad thmgb-»
‘out the cauntry.

N -

- Tbefammtryisabasicmtrycmpwedtodayofmm

) mwivmgowpaniesmicbpm(kmahmmddlmumoftm

,andnwfermcastmetalmudwts(cw}inss)usedinwperoeqtntan

mnuractm'editals,andinaumdxinaryusedmmufact\ming Waile- 80 ,‘g
_hpereentbtthaus famneemplwlessthaulwpersonseach total

L3
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Prioo-advantaged castin@s from Konea ‘Ih.twan and other foreign oountrtes
have nbipsmd u.s. foundries with a,long, deep recession which has seen
the demise of 700 metalcasting oam*a«ues snce 160, The U.S. market is
flooded with low-cost foreign castings. ) *

h classiticatiom. such as ocxmonents or inbegral parts of other machines. cee

vehicles, and other products, only a few of vhich can be readily 1dent1tied
as cn.etngs Aecon!ingly, many observers believe that avauable trade data
fbr pmducts classified as oastin@s do not aowrately reflect thé true extent .

~

.y

Docuwut;ng the domestic foundry industry 8 alam about overwhelming
imports m a 'Ompetitive Asseeanant of the U 8 Fcundry Indlmtry" done

‘ oot
1in 1984 as Investigation 332-176 by the !utamatimal 'Prade Oimnissiou (I'IC)

This: assewuent by ITC, "reported that*

"Ompetition is gm’wing more intense from developing oountries’ atthp§~.

" ing to mdusa:rjalize Those developing countries are builduu mdem

[——

. casting’ plam;s operated by low-oost labor and are exporting at least; part
. ) of theif pmducti’ to obtain hand currency to pranote further industriali--
zation. The developnent of large capacity 1n sane of the newly industrial— R

ized oouxit;ries my oause radical chames in the global- pmduction of found.ry
pr&hww’ e G

.

> * - - \ .
"llan.r foreign ompetitors of the U.S. famdry i:ndustry am:ipan,

Republic of Koma (Korea), lndia 'l‘aimn and llexico." e

TIC further reported that:’_ "'meGovenmutor 'l‘a:lwan has placed the
castings industry on its list of strategic uidi:stg'ies to receive prigrity



E

1

' theUS govermmt?

P U )

R -3-
g\ndanceand assfstance in the following forms: (1) loan s\mrantees and-

a special pool of coneessionary credit will be made available to strategic -
industries through the State Bank of mumnwatims for t.he teclmolomcal
upgrading of exist‘lng plant and pmoeasing facnities. tratnlw of High-

grade manpower, and pmduct planninc. (2) technology mnagenent and market- .

expansion assisgtance, (3) pmgraxs to emwrage stepped up 1nVestments 1n
" research and develoment, (4) reduoed hqxn't duties on machtnery and (5)
tax holidays fo:: hew investments and expansions of old tacnities’ "

. With such strong assistanes from its own govermt ié it mlly
neoessary for additional advantages to be otfered 'l‘aiwmese foundries by

A . L]

M - P
3 . . “

i e T Wa’ll Street Joumal ina June .18, 1986 micle about so-called-

*How, y industrialized oountries reportgd that " . . . some of the most.

eager and asgrewlve mkers of steel; autcmbiles, machine tools and elec~ )
_tronic products aren't in either Japan or l-).nope ‘lhey are in places like

SOuth l(orea and'l‘aiwan. \\hose currencies are more or lem tied to the U. S.bf
douar. lith ‘their- eatbination of cheaper labor and currencies that haven’ 't
stmngtwued amai@t the dollar, manufacturers in those oa.\ntries are en-
Joying an \mpmcedented dfxnand for their products amoog nneriean oonsuners
That's starting to worry the Americgn.ommnies that must oqlpete minsts

" them. ’ ‘“ ‘f.‘ L S | ‘ "

P

In oonclusim we urge the subocmnittee and the omuitwe to. favorably
eonsider S. 1867 -Taiwan, Korea and lhc l(ong are well past the’ developing
stage In their aggressive sales W, foundries 1n these oountries '
 boast of thetr modern equipnent and abmties (See attached coples of
solicitat:lou letters tm Kw in Korea, Nomsoo in lbug Kong and 'l‘aiwan



needed for these strong oonpetiwrs Their o:m govenments do an excellent

‘ owntervaiiing duty or antidmpug cases. .

Kingbixfd mwrpriwé.) o . : . /

~

Pretevential treatment and status by thq United States is no longer

iob of providing it. - [

.

: On Decamber 2, 1985 the ~Cast l!etals Association ﬁled with the Interl

pro—

. national m dmnission a Section 201 inport relief petition (xnvesth;a- ,

tion TA—W1—58). On May 9. 1992 the ¢ rejected ‘the-case. legal fees totalled

~

LJ

'Ihis mdustry eannot afford the eswmted $50.000 - $100, 000 to petition
fomnlly now for Gsp mmvals nelther can 1t afford at this tina to pursue

i‘~

PR—

e we unst simply take advantage of every opporttmity such as this one
to expr\ees concern about the reasqps for this industry 8 declining cmpeti-

tiveness. - . C o
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TELEX K28714 KORIA MS/ADD AME0) HAK LM BLDG 115-8. :

- op gup o= o KOREA HAROWARE COMPANY(CASTING & FORGING E)PORTER)
.= — ? YEONG OONG # O BOXSTS SEOUL(TISIXOREA/TEL (02)548-3181/3
=3 NOWHYUN DONG KANGHAM K SEOUA (136) KOREA

Messrs. T : _ /' Apr 1, 1985.
NEENAH rouuonv c.oupmv )
P.0. BOX 729 .
.NEENAH, Wl 54956 I
‘UQ S, A. . ) . .

B, T ) S o

N v .- Attention ; -Purchasing Manager™

e f . - _
DQ@T #;r:

xte you looking for teliablxportet in Casting ’
.and Forging Hardware? . Please contd h us for above, since’
_ Korea is one.of ‘new comer of Hardware expo:t for 0 s A

We, as a manufacturet and exporter, have been engaged in

. exporting full range of Hardware with the goed benefit of low

labour cost, compared with those of developed country like
.S.A and Canada.  The goods available for us to export are
- Grey cast iron, Ductile Iron, Steel{Alloy) Casting and Non-
_‘ferrous. Por your reference. webwoulﬂ like to. explain present
" business ptocpdurs briefly ; .
- 1) Receipt of drawing concetned trom buyer.'
.2) Offer our price for unit pticeltoolinq charge.-
3) Receipt of tooling charge from buyer. o “-
4) Sample preparation for buyer s approval. ‘
- 5) Receipt of commént for sampﬁp quality. R
- 6). If quality approved by 5), Main production started.

If you ard interested in . importing high quality at reasonable
price, please feel free to write to us at any time. _

...

‘e

jp— - e e

““ﬂ,&"f““" s ‘ﬁ':i: LR

A - ' Win si.k. Kim
“y ' . uanager.
" e ST Korea Hardwa:e c POHY-'

«
) . . ‘3.
. . P AN B
- ; )
X . . P s
- L.
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. - 2-4. Chatham Court,
" 7. . N LI ' ’ 0
The President . o By fowoon
Clearflovw Valves ) e ——‘_—* o T 3.7226470° -
631 camelia At Second ’ . M'M;W"‘SW7 ORES HX -

Berkeley, CAL 94710 . °;‘~r|;.;;.,. '
~ . . P ) ()
- Aug. .27, ,193} : TP 1z i“g . Your Rel.:. ~
< ) . - _ 2 owna:-

 Dear Sir: . a ) " ‘

o . Re: casting for Valve Body & Pipe Pitting
NORESCO }(1!:!(.) LTD, is & division of an industrial group in Hong
Ropg, specialized in the manufacturing and marketing of casting

products made in the People's Republic of Chiha. -

: We a_re"éababl’e of manufacturing gray cast iron, ductile and
malleable cast iron and cast stecl products to ASTM standard,

we have a joint venture with a series of foundries and plants
that have been manufacturing valves and valve castings for more
than 50 yearss They are equipped with modern machineries and are
managed by experienced supervisors and “SKITITUI WOLRerE: . Con-:
tinuous meltirig through cupola process is refined and tompletely
controlled. In-plant technical lab conducts constant physical
' tests on tensile and traverse strength, Brinell hardness and
chemical analysis. - o !
oOur engineers and expediting staffs are stationéd. in China to
inspect the quality and W. _ A government -
“inspection certificate will be ac ed with each shipment, ..~
Any parts which fail to meet your requirement will be replaced. .

The recent shift in china‘'s external policy has made China Trade °
. one of the most profitagle business in this decade and we would
like to share this opportunity -with you: ot

. # ; o . :
“ For your reference, the following are .costs of parts in Ug Dollar
per 1b of weight, CIF U.S. main porté¢ . IRA ‘

foay cast. iron valve, body 0.28-0.32 c.I. Pulley o . 0725
_~Mechanical joint & Elbow 0.24-0.26 Pulley machined ._0.38 --
Due to the nature of the casting industry - intepsive manual-la-

bor and pollution restriction - we believe there 1s an ever in-
crea g deman or our products. Besides, our customers will
rofit more by ordering from-us than what they did before. :

We wish to establish a 'long term business relationship ‘beneficial .
to - both our companies and will appreciate if you could send us
.'your. enquiries. . If you have, any questions, please do.not hesi-
tate to contact us. We look forward to the pleasure to hearing
£frém you soon. : . -

2

. r Truly yours, . ' . L T

e
.

Daan Hu . o
Executive Vice President.

o T . -

DH/tt T e O
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- MALING ADDRESS: P. 0. BOX 187 CHANGHUA, TAIWAN &. 0. .
KB Ne.38 Alley 2 Lane 616 Sec. 3 Tol Bo Road, CHANGHUA, TAIW.
TELEX: 51806 KINGBIRD ) .

. . *KINGBIRD* CHANGHUA

- NEENAH FOUNDRY €O,
2121-T BROOKS AVE.

NEENAH, WI - . .
U.S,A, .
S

RE: CAST IRON PRODUCT

A NOV 23, 1984,

. TAIWAN KINGBIRD ENTERPRISES IN.

Dear Sirs o - S

" As you may know_that we are a major manufacturer of cast iron
pfoducts in{Taiwal) Our products are being shipped to U.S,
with very. 18Ygs~fGantity and good- reputation., -

LY "“Bnclosea please find a copy .to show 'most of our saleable items

RS

£l

KL/gh . - : : S )
E Encl.CI-01,NP-19 e c e

. “AlL 'og our products are against any m&nqtuctuﬁng;,‘ o
defects and E¥ *‘ott.mgg vouﬁ gq.'tequi:od in U.S, because, ;
“\_ a1l of them n Alst, - S0 . o -

‘-

¢

.

~ for your possible interest. iC&F U,S. sea port prices are . . v-.fe

listed c
and. regular orders.

/

titive prices are available for

full modern faciclities of cast iron to offer the .
.complete se ». machinning to assembled products
without mold cost required for large or regular orders. So we
would appreciate you to send-us your draving of special design
or’ samples which are out .of our current line for our tooling. -
- and pricing for your specjal mar}cet requirement, - .

-

L
+

If any furthgr i.’ngomi;,tbﬁ is required, please feel free to’
contact us, we will do’the best to meet your ' satisfaction.

R . S .

’ v

““eryti“:uly‘.yobl'; ~ : T . ’
+ TAIWAN -x%ﬁ"gmnnxszg e, B T

Kengbth big -

General Manager

I

o

!




: UNITES STATES_SENATE- * ° : [
) COMMITTEE ON FINANCE - - L P
| SUBCOMMITTEE ON INTERNATIONAL TRADE - .
> June 17, 1986 : y »
. ..  STATEMENT BY GUY F. ERB, PREGIDENT, GFE, LTD.
' S ON BEHALF OF @ -~ ~% O

DESC COMERCIO EXTERIOR, 8.A. de C.V.

PROPOSED TRADE LEGISLATION ON - - ‘ e
) ) GENERALIZED SYSTEM OF PREFERENCES ?
GFE, Ltd. respectfully submits this written statement - -
in connection with -hearings on the Generalized System of . )
... Preferences (G.S.P.) held on June 17, 1986, by the International
T PRAdE” Subcommittee of the Senate Committee on Finance., The o
" -proposed legislatior™(8. 1867) would require the President w5
submit legislation withdrawing G.8.P. benefits from certain
» developing countries. : .ot T

X B -

T This statement is submitted on behalf of Desc Comercid - -
Exterior, S.A. de C.V., a foreign trade corporation established -
* . by Desc Sociedad de Fomento Industrial, S8.A. de C.V. (Desc); one- - a
.of Mexico's largest industrial groups. ' The main purpose ofDesc:. .= . - :
- “Comercio Exterior is the promotion in international markets of -
‘the products -manufactured by associated companies in th® Desc
‘group or by third parties. L St A
The: provisions in 8. 1867 would harm U.S, firms and : T e T
industry, consumers, and exporters. The legislation would -~ -~ e
exclude Mexico and a number of other countries as-beneficiary o
" countries under the Generalized System. of Preferences. The GSP
"' was designed to promote trade between the United Stated:and o
: - developing countries capable of exporting manufactured products. = . -
Thus, the proposed change would run counter to the purposes of - ' B
the program. In addition, the impact of such a.change in ’ -
- U.8. trade policy would be higher ptices of imported inputs for -
'’ .. U.8. manufacturers, higher prices for American consumers, s
i, lower foreign demand for U.8. exports of goods and services, and e
. reduced.debt sevice capacity. - o coe

. . . e L R —— L. :
S It is claimed that the proposed legislation, would’iquAtov . j :
“ . an improvement in the.U.8. trade balance and more trade for the SR B
"least devsloped countries. In fact, such results would be minimal. S R
‘and more- than offset by U.S. economic losses and the . . ‘ : f
. discouragement of efforts to bring developing countries into more - (e ‘

. reciprocal and responsible trading relations with, the United’ -
. ‘States. o o S o . ‘ S

Moreover, thq'iqgididtidn is unnecessary because of the

GFE, [4d. 1701 K 88., N.W., Washington, D.C. 20008 is' tranamitting this document on behalf of is client, DESC . . ._,_,’I -
Comecio Exterion 8.A."de C.V., Bosque de Ciruelos 304, 11700 Mexico D.F. Since DESC Comercio Exterior 8.A. de : - -
C.V. 1s & foreign organisation, GFE, Ltd. is registared with the Depsriment of Justice under 33 US.C. 611,98~ . L -
229., 8 an sgent of such foreign principal. -Copies of this document are being filed with the Departmeat of N = -

. Justice and a copy of GFE, Ltd.'s registration statement are available for public inspection e the Department i \,\ -
of Justics. Wnﬁudonmlnd}ugo»pqwﬂbythﬂnlhd&mmm&.; o -

~ . . A .
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T existi procadutc for thq withdrawal .ot G.8.P. bcmtit‘ from |

countries whose sxports of specific products have reached a o '
sufficient level of co-poti.t Veness. } ‘

- . . 4" N ’ \

% Lo

N "““"’""‘"“ \

L , . °  he enactment of 8. 1867 vould ruult in the withdrawal. ot

a 8.P. benefits from Mexico, an unintended target of the ptopond \
islation. The criteria of 8. 1867 for removal of G.8.P. |
1igibility are per capita income, level of economic dwclopnnt. \
and abllity- to. comppete without G.8.P. In tutinony before this * '
‘leittu, Deputy U.8. Trade Representative Michael\Smith -tatod L .7‘
‘that because of per capita income similarities bct:wm the A f'-\ Lo
countries mentioned in the bill and many other countyies, the Lo
U.8.T.R. could not graduate. Xorea, Hong Kong, and Ta wan from e ‘
G.§.P, without also aduating other countr u such ag Mexico, : -
I-rul. Busil, Argent na, Uruguay, and Yugollgvh. Y B

, The following: ‘World Bank estimates of 1934 per capita :
o :ncg::‘,lhow that Mexico would fa3ll vit;hin hho incm criterion ot
- . * : \

. S ,uox:lco , $2060 . ) oL T

.. T 'Kores -~ 7. 2090 . - L

.- <. . Tajwan T 2868 e
- =t Israel : 5100 : Y e T
S nonq Kong = = 6300 o

., - ._,..-—-m-

. Mexico's 1‘v.1 of dcvcloplnnt is tdk below that of the I
Unitud States, its principal market. -Desg companies and other s
Mexican exporters must overcome the problems caused by Mexico's -

" Telatively underdeveloped transportation infrastructure and =~ =

_inefficient Aistribution systems. xzottin g companies have’ .
di!ticulty in obtaining regular supplies of high quality ‘inputs,

. employ labor whose productivity does not meet the levels =
>achicvod n the.industrialized nations. Because of the
consequences of the economic crisis that has beset Mexico lian
©1982, it is likely that Mexico's industrial, -transportation, and°’

“ communications-infrastructure will actudlly deterierate over this
~,» decade. Now'is not the, tinc to add to tho obotaclo- to two—way
: trade wltq;xoxico. ;

R The Mexican oconony £s cun'ontl,y cxporuncing one of thn
- worst crises in its history. Mexico's $97 billion foreign. -
: g un? oyuont:, and negative growth rates have caused -
conccrn n_thée United ~“tates about Mexico's ability. to uﬂicc
. " its debt.-i"Mexico's emergence from the economic downturn and’
debt service problems will depend in large part on its ability to
" export to the United States. At this time more than any other, -.
- 1t h crucial to keep U.S. markets ¢pen to Mexican exporters. o ’
P Mexico is the fourth largest uper of the G.S,P. program, ‘
‘ and ‘exported ovor 31 2 hinion O of G.8.P. .ptoduct- 1985.,

\¥
\\\
JAPRSN
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" The hard currency earned by these exports enables Mexican * =
' companies to import products made by American labor that Mexico . .
needs for further economic growth. Mexico has a very high:~
. propensity to purchase products from U.S. companies,: Inw - - -
_particular, Desc Comercio Exterior and its affiliated companies =~ _.

ave extensive two-way commecial ties with many American firms.

- _The USTR is currently conducting a general revie# of the
.. G.8.P, system to determine, on a product-by-product basis, o

. whether & country's compstitive need limits should be reduced. -

. When complete, the review will deny eligibility to products from

A b.aogiciaty countries that ‘are advexrsely affecting U.8. i{ndustry.
WO id have little benefit for U.S. industry. ‘The proposed -

legislation would not add: tangible :benefits for U.8. industries. .

~ Indeed, by penalizing countries not originally singled out-in the
- proposal, the legislation’would detract from the two-way ,
. commercial flows that benefited American business and- -
. agriculture.'.  ~. . 0 R o B

- In addition to the costs that 8. 1867 would impose on
¢ -agriculture, business, and consumers, its enactment would
.~ undermine the general review of G.8.P. by taking away an’ -
¢ - incefitive to beneficiary countries to.reforam their ttade and L
.. investment regimes. For example, the G.5.P.- has been the basis
\: -of ‘discussions with a number of beneficiary countries onf .o -

- U.8. commercial objectives and the reduction of foreign barriers —

—

..

]

to trade. - ‘ , o »

- 'Mexico is participating in trade negotiations and -
scussions with the United States in three areas: Mexican
ision to the General Agreement on Tariffs and Trade, the
- lishment of a bilateral commercial agreement,  and the

° G.8.P. Mexico has also liberalized its trade regime =~ .
signiticantly, steps which require continued efforts to wid
. the constituency in Mexico that supports the opening of the -
xican economy. Any arbitrary action on the part of the United
States would damage this process and weaken those in Mexico that
_— ing;o:t:ottortq to create a more internationally competitive

“Mexican economy. ¢ .- ST v

‘ : , . : L e T _
. 7 According to a Yepott from the International Trade /J//' A
< Commission, the .withdrawal of G.8,P. benefits would not benefit -
--the least developed of thHe LDCs, &s has been argued. Moreover,
. U.8. companies have indicated that they would continue producing
in ‘and importing from the countries targeted by this legislation,
‘albeit~at high "cost and lower competitiveness. -Another
principal ininflended sffect of this bill would be the benefits,
. to producers in Japan, ndt the United States, that would result.
- from & decline jin the ¢aﬁpot1t1vqmu of exports from devaloping
countries. . T

o T, ol

- Py

€

1 . . . - T v s
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Desc Comercio Exterior tupocttuny ‘subaits its ozpolition
to the provisions contained in 8. 18673 The proposed legislation
_ is unndcessary and is in contflict with the original intent of the
Generalized System of Preferences. The provislons would increase
co:ts to U.S. manufacturers and consumers and harm e
/0.8. exporters, Enactment of the bill would dcny G.8.P. benéfits. s
/to Mexico, -harming that country's efforts to sustain two-way - . o
! trade with the United su\-.u and be liborauzo of its omfa e
~economy. . ) L e o t
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& Exportors and

lmpor!ors 11 Woit mdsm New York, NY 10036 (212)944-2230 -

Cable: AROEXIM

T . June 27,.1986 -

——

United States Senate S R
Commfttee on Finance . - T P
Subcommittee on Internationpl Trade ! LT : oo
Dirksen Senate Office Building. . SN o :
Washington, DC 20510 . , TEL .

" Attention: utty_&o;t.pgo-;f'noon sD_219

AN Y
Qentle'nen:

Stateuent Regarding S. 1867 ( lncorporated in $.1860 as Title VI) --
. The'U.S. Generalfzed System of Preferences {GSP). -

. --.v. -, o~
- [ReSSousp———

The Mericowunssociation of Exporters and Ilporters (MEI) is a nationwide '

on-profit association. established 1n 1921, conprising more than 1,000
,.,.ﬂmrican firms and service organizations engaged in various and diverse
',' exporting end inporting operations. The Association 1s a recomized voice of
the Anerican internatiomﬂ trade conunity, and welcomes the opportunity to
' express its views in opposition to tne proposed legislation referred to..

- -above. MEI believes thot 5.1867 phould be rejected for the follouing reasons. »

3 19 USC 2464 1c) (l) provides for the witndrawal of GSP benefits for particular :

itels from individual countries when the exports fro- that country 6f the
particular product exceed $25, 000.000 plus an ad.iusl:ent equal to the
. percentage rise in the. gross notionai product (GNP) for the year 1974.

A -

| Benefits win aisp be withdrawn from a pnrticular country when: nore than sox )

of the total u.s. ioports of the particuior articie cone from that country
provided total U.S. imports exceed 35.000 000 p'lus an od.iustnent for growth in
the GﬂP since 979, ,

.V,"

. -
—



L substantiai quantitfes. At present 250 articles are ineligible for GSP

"This nechanis- which has been in piace since the beginning of the GSP progru :
has proved to be extremely effective in eliuimting GSP- benefits for products

which the developing country is*able to produce in a conpetitive nnner and in‘ B

benefits from nmerous countries because they have “axcegdeg thq "conpet:itive e
_ need” limits. oOf that amount, 110 itens are ineligible fro- nmmn witb a R

e Customs value of $3,740,285,766 in 1985; 50 ftems are- 1nelfgi£la ro-r Hong* -

Kong vith a Customs value of $ 397,692, 152; and 47 tems are sneugisie from” 7
Korea with a Customs value of 3937,.809,425.;

i

These figures are extrenely 'si'gpi fiéa‘nt'i'n‘.théir own righi‘.' and more so wm;n
) 1go'np'aréd to the dollar value of GSP imports from iioii‘gm Kong and Korea, - =
tisticall,y. GSP fmports are a very. small percentage of the total U.S. - N
rfs’ Jio/vmer. the figures show that through the use of GSP beneftts )
indu r \ were established and a'i'loyed to prosper “to the point that they
became s\elfp-sufficient and conpetitive in world nrkets. ‘
. J
Taiuan, xoreq and Hong Kong have benefitted fro- GSP ,by expanding industrial ]
bases .in 'iight industries such as toys, cera-ics. wooden articles. pnd plastic / /
.articles. ’ihe GSP progru has nnt injured American’ industries in these areas. ‘
-but in many cases has ailowed a u.s: indugtr,y to grov because of offshore

suppliers at rgasqnable, prices. The toy industry is a perfect emple.

Poem o




: ;M-benefits were notf«all fepovedaat MG,,,tJlOqu‘O’”

e

SO— S S 6

[ O

Enp‘toy-entain the toy industry in_the U.S. has- increased grestly in the past
10 years, yet imports have risen sharply. This clearly Shows that €nei-e can
be increased inportt sisul taneously uitnLincrease domestic enploy-en.tj While - ‘
uost toys from Teiwan. Hong Kong end Koree are now ineligible for GSP, they

were so eiigible for GSP prior to their graduation.

As those countries became coupetitiVe on worid uarkets and were abie to

. conpete mn the deveioiied countries, ii fits were re-oved. Since the

“apuntries for an products,
there was an of‘derl; trensition in ﬁggsﬁ %ohntt;;les*' rou'.,a eduty-free status to
e -ostly dutiable suws. 4 cL

'The law has norked as it uas intended to work. It provi/des an opportunity for
en industry to nurture and grow in developing countries to the point uhen they

-

no lonoer need GSP assistancé, R R . , N

-~ o B i, - £

The change contenphted by $.1867 wm dauge this proven syste- by suddenly . ,
’ remving aH GSP benefits uithout eny proven gain for the U.S/ econony and ’ A
_with & gueunteed 'loss of Jobs and friends in Teiwan. Korea, ‘and Hong Kong. .

N - . B - . e

- IVours sincerely.

P

W Henry ;ars _V e E b
Chairman - T o

‘ Generalized Systea of Preferences Couittee
HHPIcc ~ S °; :
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’ STATEMENT BY HALLMARK CARDS, INC. : Loy '
SUBMITTED TO THE INTERNATIONAL TRADE SUBCOMMITTEE® - :
R OF THE SENATE FINANCE COMMITTEE ' . -« -
AR . Regarding théiSubcommittee's Hearings on S, 1867
- Em—— ~ June 17, 1986
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- Executive Summary

The U.S. Generalized System of Preferences {GSP) has, since
‘its implementation, been 'a program of great importance to Hallmark
Cards, Inc, OSP-free imports have played a key role in enabling = -—qpe -
Hallwmark to offer a diversified line of consistently high-quality :
products at the lowest possible prices to the consumer, None of
‘these products can be -efficiently sourced from U.S. suppliers;
hence, our only viable sources are overseas vendors. - ‘

S
Ty -

. The key GSP beneficiary suppliers for Hallmark are Hon

Kong, Taiwan and Korea -- the three ¢tountries specifically ‘targeted

by 8. 1867. Consequently, this initiative poses a serious threat to

our ability to continue marketing our products at the quality and PR

prices consumers have come to expect of Hallmark. In addi¢ion, it

“threatens. the many American workers whose jobs are tied to GSP

. 1imports. In Hallmark's case alone, over 1,000 U.S. workers are
o employed in such positions.. . o -,
Because of the GSP's importance to our operations, Hallmark

actively. supported Congress' renewal of the program in 1984. We o

have .been participating fully in the program's General Review since . .

its initiation last year. =~ = - ) e
D .7 .. 8. 1867 is based on the- concept thac,certain GSP beneficiary- -
‘ countries have reached a level of development high enough to warrant ..
“their complete-graduation from the~prograq%g‘ﬂhile-wg appreciate the o
concerns. underfying 8. 1867, we-believe its broad~brush approach : - .-
.will ' result in unintended negetive consequences. Hallmark believes
that a product-specific approach to graduation is the best way to
deal with-questions of development, international competitiveness,
and the éfféct of GSP imports on U.S. intepests. - o

y

: - We believe that the {ssues raised by S.' 1867 are being ° L
/(/ - addressed 1in the ongoing General Review, under which a country's A
:~ . . compptitiveness in each product category is being assessed. -

: Countries found to be "sufficiently competitive" in the manufacture’ :
of a particulaf product will be graduated from the GSP on, that item

s - ’ » . . . h L -
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" or will have their competitive naed limits significantly teduced.

Obviously, for the more advanced GSP beneficiaries, benefits have’
beeri and should continue to be curtailed in many cases. However,
the product-specific approach to graduation ensures that these .
countries will maintain their GSP benefits on those 1teus for vwhich
GSP- treatneut gerves U.S. 1nteresta. .

Hhile ve share some of the concerns.exprgssed about the

. competitive levels of GSP beneficiary countries, we urge Congress to

GSP's strengthened graduation procedures as enacted in the 1984
trade legislation will more carefully focus GSP benefits and will
also enable U.S. manufacturers to continue sourcing from overseas
those products which cannot be efficiently made in the United.
'States.

preserve product-speclfic graduation and the Geneéral Review, The ;/2/

| L R - - :
In accordance with the ongoing General Review, Hallmark is

- supporting waivers of the GSP's competitive need limits on 16 items :

of particular importance to us. We source all of these articles
from the three countries targeted by S. 1867. . Thus, this bill would

" render futile the considerable efforts we have made in the General

‘ Introduction

Review.  Tor Congress to change the rules under which the General
Review is being conducted ‘at this stdge of the process would be .
unfair to companies like Hallmark that have been abiding by thesc
rules for the past two years and that have spent considerable tine
and financial resources to be particlpants.

: ﬂalluark would like to see the GSP. procesa continue as man~
dated by "the Trade and Tariff Act of 1984, 'We believe that, if the

- General Review is allowed to be completéd, it will produce many of
“the improvements in-the program that Congress is seeking.

-~

-

Ballnark Cards, Inc,, 18- the United States' largeat producgr

- of greeting cards and other social expression products. A

' _priyately-held firm headquartered in Kansas City, Missouri, Hallmark

-4

employs about 22,000 full-time and 5,800 part-time vorkers. In -
1985, Hallnatk'a sales exceeded §1.5 billton. )

‘ Fro- its founding in 1910 until aboyt’ 1960. Hallnnrk

- specialized in making greeting cards and other stationery products.
- Today, although greeting cards cofitinue to be the mainstay of our

operations, we market a broad 1ine of gift products including
stuffed toys, picture frames, and fashion jewelry. -We market these

. atticle; in over 35 ,000 retail shbpa. depatt-ent stotea. and drug

stotea.. o R ~ A

. Tn £111 our expandcd product linea. Hnll-atk first turned to'

_domestic suppliers. However, we found that many of the items we

wereg looking for simply were not ayailable domestically. - For these
products, we therefore turned to foreign suppliers. :

RN - < °
~

N



‘ Thus, hpotts have playcd a vital role in liall.ark‘a objec~
tivc to offer a complete line of -gift products at the lowest pos- -

"_sible cost to the’American consumer. As noted, below, the GSP has

‘been an important factor in llnllutk's success 1n neeting this

obj qctivo. -

The Importance of GSP I-ggtto to Hallmark ' bo-

In 1985, llallutk and its subsidiariesl/ imported about
$24 million worth of products from GSP beneficlary countries. The:

.7 $2.1 million of estimated duty savinge from GSP treatment on these

.ﬁ‘ :

- first at the possibility of sourcing .an itea in the United States. -

Bt

1tm were shared with American consumers.

!
. _The countries which would be eliminated from thc GSP program
undet 8. 1867 (Hong Kong, Taiwan, and Korea) are by far the three

* most iimportant sources of Hallmark products. This is because they -

have proven to be the most reliable aupplurs og/ﬂu producu/we
must buy overseas, .o .

Most of the products we pntchuc from Hong !ona Taiwan, and”
Korea are designed first in Kansas City by our in-house artists. ’
Our purchasing personnel then must find a supplier capable of pro-
ducing the item at the level of quality and quantity ve med and on -
the dcl.ivcry schedula we have establighed., .

. o

In our search for qualtty products at co-potitive prices, we
have explored sources of supply all over the world. We always look *

In-those instances vherc thh is not feuiblo, we turn to overseas

: auppueu '

Couu;cntly. wc !uu ﬁmnd that. for the vast ujority of
items we import under the GSP, our most reltablé suppliers are in
Hong Kong, Taiwan, and Xores. The graduation of these countries

" from the GSP program would luve us with two options: to continue
‘sourcing from these countries and to adopt measires responsive to __ .
. the incredsed costs, or to eliminate the _product offering alto-

gether. It is unlikely that Hallmark' would be able to source-these .

products in the United States, and it would take many years to dovc-» 4

lop the skill hvol and cxpcttm necnuty to source tlu- in any -
lltkct. ’

- " Neither of thc tvo opttono is an attuctivc rrolpccl: from :
!hllnrk'i perspective. The first, dealing with the -increased costs
Tesulting from duties on these products, would result in higher

pricu and l.ud to either higlm: coats . for the hcr!.can couuut or

1/ Hallmark's cubudhriu include Binney & s-:lth. (:lurlu D.

Burnes Company, Graphics Inumtional. Trifari, lhllurk
Ptopcrt.lu. and Heartline. .
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a loss in sales, since purchases of these products are discretion-

ary, and bcngg certain price points, consumers ¥ill simply elect .

not to buy these: tems.-The second option, no longi~“bffor1nz a

particular product, would restrict our ability -to respond to con-
- sumer demands, Anothor necessary reaul; for us 1s a teductiou 1n -
_our workforce. : :
e In order to conduct our buaiueés'both'in the United States

- - and overseas as effectively as possible, ve have made a considerable
' investment of. resources in the Far East. To handle our internma- . .
tional trade operations, we established Graphics International in
1973. Graphics maintains several overseas offices, the largest of -
vhich: is in Hong Kong ~~ indicative of the- imyortance of the Far
East to our operations. In addition to directing regional opera-

tions for Southeast Asia, the Hong Kong officé contains a product . . PR

inspection center and certain productive facilities.2/ Additional
offices are located in Taivan, Korea, Japan, and, most recently, the
". PRC. The loss of GSP eligibility for Hong Kong, Taiwan, and Korea
. .would impair Hallmark's ability to make optimal use of its - .
investments in these overseas facilities. .

- s

. Hall-atk's Particigatiou in the GSP's Reneval
. and tho Ongoing General Raviev

o ® R L.

: Bccause of ‘the 1-portancc of the GSP to our operaciona.
Hallmark sttonsly supported thé renewal of the GSP program in 1984.
We actively o d_an_smendment to the House bill that would have
sraduated the's ~c§ﬁntqtua tatgeted by 8. 1867. .

Hall-ark haa also -participated extenaively in the Genaral v
" Review of the GSP initiated by the Trade and Tariff Act of. 1984.- Of ~
the many Gsr~e1131ble ‘products imported by Hallmark, we reviewed
. those that might exceed the competitive need limits within the next .
. several years and selected the ten of greatest. importarice. On May I
- 31, 1985, we submitted a petition to the Office of the U.S. Trade ‘
" Representative requesting waivers of the GSP's competitive need’
: limits on the folldwing items: wooden picture frahes from Taiwan,
% ... ‘ceramfc picture frames from Taiwan, metal picture frames frou Korea, '
: . plastic picture frames from Taiwan, wall banners from Taiwgn, & = “wewi————g °
ceramic articles from Talvan, stuffed dolls from Taiwan, stuffed ‘
animals from Korea and Taiwan, non-stuffed anipals from Hong Kong,
and Christmas tree ornaments from Hong Kong. Our petition included
~detailed: analyses de-onntrating the benefits that would flow from
‘the vaivere. : . 2 - RTINS

a -

“/ The ptoductive faciliq;es are engaged priunrily in thc
manufacture of steel injection molds, which are. subsequently

o

AU ahipged to lov-wage areas for the production of decotativn A
o : plaatie products. , o

- o
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© .~ In October, 1985, ve presented deta{led statements jnd
) -~ testified before both the U.5. Internaticnhal Trade Commission
\““wkN“k!USITc) and .the interagency Trade Policy Staff Committee (TPSC) on
P dursuaiggzt;:qucsta. ‘At that time, we also indicated our support °
for ‘the petitions of other parties on an additional six products of
importance to Hallmark: non-bone chinaware from Taiwan, miscellane-~
‘ous, copper articles from Taiwan, stuffed_animals from Hong Kong,
nofi-etuffed 2nimals from Korea and Taiwan, miscellaneous toys from
ong Kong afid Taiwan, and wiscellaneous jewelry from Hong Kong.# -

P

. Since then,-we havé followed developments in’ the General ,
“. Review closely and have held meetings with U.S, and with beneficiary '
developing country officials. {in the case of the latter, wé have

encouraged the beneficiaries to address U.S. concerns raised during
. the course-of the General Review. : .

While the economic facts of-each of the 16 cases of princi-
pal interest differ somewhat, they do have several points in common. -
In virtually all cases, the products are made through labor-inter~"
"8sive processes that make them impossible to manufacture efficiently

- in the United States. ' For this reason, U.S. production of the

specific types of articles sourced by Hallmark ie either nonexistent
or extremely limited. In fact, imports a:count. for virtually all.
U.8. consumption of the particular types or styles of products of - ~

interest to Hallmark,

: The unconditional graduation of Hong Kong, Taiwan, and Korea
-from the GSP program would increase the costs to Hallmark of sourc-
‘ing these items, with tle concomitant negative consequences outlined

.. earlier: The' loss of GSP treatment would also disadvantage the many.
'U,S. workers employed in import-related activities, All the pro~ -
ducts which Hallmark imports under the 16 cacogories of primary
. interest to us are designed by our artists ‘employed in Kansas City, .
Missouri, and are produced overseas solely. for Hallmark. More than _ .
150 Hallmark employees design products..that -Hallmark produces-. s
abroad. "Hundreds of other Hallmark employees are engaged in other
activities related. to'Hallmark importing operations. All’ together, -
- we maintain over 1,000 U.S. jobs related to Sur overseas sourcing. ‘
“In addition, Hallmark has used several sheltered ugrkshops for the

-, 'packaging and finishing of certain GSP imports.

Two of the products on which we petitioned for competitive
need waivers, Christmas tree ornaments and stuffed animals,
illustrate these pointg. - The Christmas tree ornaments we import
from Hong, Kong. are made of plastic and feature-elaborate finishings -
and decorations. The finishing work:is dome by hand through a time-

. consuming process. To-bur “knowledge, comparable ornaments are not
" produced in the United States. : . ‘ '

The close ties between.our importing.and domestic operations
are apparent in the sourcing process of the Christmas tree orna-°
" ‘ments. The Christmas ornament is designed and planned by Hallmark
. artists and editorial staff. Following that, teams of quality ~

» +
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control personnel, marketing experts, and product planners-in Kansase
City work the ornament's design into Hallmark's entire Christmas
line. The Kansas City-based purchasing staff then make manufactur-
ing arrangements in Hong Kong and work with the eventual manufac~
turer to secure the design, quality, and integrity for which
‘Hallmark has become famous. Once completed, the ornament is shipped
to the United States where it is placed in a domestically-designed .~

- and produced retsil packasc. thcn integrated into the original thcnn
aud marketed vorldwido. - . Lk

IS

The ctutfed toya ve 1mport from’ xorea. Taiwan. and Hong Kong
-= guch as our Snuggables collection, stuffed animals that. we market
through our Heartlins subsidiary -- are generally small (less then '
12 inches in height), Their manufacture is very labor-intenaive and
-does not rely.on a significant amount of technical equipment,
Workers sew togethet the animal skins, stuff them with filler
material, and then sew ciosed thé filler hole.  The stuffed animals.
Hallwark imports also generally require a good deal of finishing, -

- such as the application of facial features and other decorations to
the animals.  These finishing opetationa 5!i*per£ornad by hand.

-

.., Because of the high labOt contént ‘of thie product, the u,s.

. toy industry has rationalized virtually all its ptoduction of

stuffed animals to oveérseas locations over the past ten years.
Ipporta. especially those from the countries targeted by S. 1867,
supply virtually all-U.S., consumption of small stuffed animals.
U.S. toy companies are the principal importers of stuffed animals .
and are therefore beneficiaries of the GSP status of supplying:

- countries. The U.S. industry maintains .extensive U.S. operations,

such as. designing, packaging. and marketing related to 1mporgs of .
theae nroducta.; . =

The limited. U 8. production of stuffed animals concentrates
"on.the manufacture of large stuffed figures, on carnival or other
special items, or on the stuffing and sewing of imported skins
(these are frequently shipped to the United States for £111ing in
order to save on transportation costs). Each of these operations ig

.- clearly’ complementary to the extenaive 1mporting operations con=.

»

‘Conclusion-

ducted by U.S, _toy companiea. .. -

c e

Thtoughout the ongoing Gengralakeview, Halluatk has actively
putsued\its interests in accordance with the rules establighed by
Congress for seeking changes in the GSP program. Because of the
GSP's "considerable importance to Hallmark, we have devoted extensive

- resources to participating in the General Review over the course ‘of

the Iast .year and a half.

‘ S/ 1861 vould render useless all of ﬂallmark‘s efforts. The
wholescalqtgraduation of Hong Kong, Taiwan, and Korea would elimi- )

nate GSE tkeatment for/all of the products on which Hallmark
-

i
— |
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put;lﬁonc& ‘under the Genersl Review =- a
initiated less than two years ago.

.

pa:ocou vhich the Congress

-Por _COngroai to change the rules of the game at this stage
"in a process that the Congress itself created less than two years
ago would be extyemely unfair. Not only Hallmark but the many other

U.8. businesses. that have been participating in the General Review -

would be needlessly penalized by this action.

In gddiéion, the graduation of Hd}ug,xong. “Taivan, and Korea
from the GSP program would disadvantage U.S. consumers and the many
U.8. workers whose jobs ave tied to GSP imports. . .

Fa i

o While -we support the Congress' intentions to review and
*  improve the GSP program, we feel that this particular initiative
would work to the detriment of U.S. manufacturers, vorkers, and
. consumers. We therefore would urge the Congreis, rather than revise
' the GSP through 8. 1867,—to allow the General Review to be completed
e under its original mandate, so that the objectives established for -
" the program in the Trade and Tariff Act.of 1984 can be advanced.. - o

v
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_ INTRODNCTION: Korea appreciates the system -in the. Unite
.8tates. under which ‘all points of view are solicited before new

., legislation is enacted, or new regulations implemented, The,
.~ Republic of Korea Government (ROKG) is pleased to submit this

. 7; written statement to the Finance ‘Committee of the .-0.8.
. . Senate in conjunction with the June 17th hearing on proposals

to modify the U.8, GSP program. : . oo .

KU The ROKG is seriously concerned with the GSP Etoposals in
two U.S. Sénate bills. (8., 1867 and Title VI of 8, 1860),
The proposals instruct the U.8, Administration to establish
criteria for the mandatory graduation from GSP eligibility of -
Korea, the Republic’ of Chin& (Taivan), Hong Kong and poss‘b,lg . e
‘other advanced developing countries. The enactment of suc Coete
ptogosals would not help achieve U.8. trade foucy‘objectivas. A
" Unilateral. graduation would reduce support in Korea for trade’
-liberalization, reduce the competitiveness of U.8. producers
- relying on GSP imports from Korea and increase costs to U.S8.
" consumers. It would have few offsetting benefits since import
. sensitive products from ‘Korea injuring U.8.. producers are -
already not eligible for GSP."Also current legislation alread{. : o
' allows for the denial of GSP benefits -in cases where this .
, /wouid assist lesser developed countries to penetrate the U.S8.
. /7 market, - .. N N ' . ' ‘ :

- e L .. -~ ’

-

' ' - EHs - U.S. officials have- . ..
ibriefed Kogrean officials on the current administration of the )
© . . G8P program including -the -ongoing general review mandated by~ -— -
_ : . They have focused on the
" 7 “requirements for trade liberalization., 'Korea has accepted the
- '~ U.8. invitation to participate in the review and.is currently
".- engaged in full-fledged consultations with USTR and other -
agencies in-the interagency trade policy group concerning its
current trade practices, : T ‘

’

S In the general review, Korean officials have been’ told - /
- that “the U.8, President will evaluate each country's trade
'— -practices in- light of the -criteria. for. market openness and -
— other forms of responsible trade behavior. ' These- criteria’
revolve around considerations involving market access for
. Qods . and  services, export practices, protection of
"+— 1intellectua property «rights,. investment _practices -and .
protection "Oof workers® -rights. ‘' The Jfnteragency review is .
.. . examining the trade "policies of bengficiary countries to
. "+ determine how -closely they _adhere to the 1liberal trade
. policies. which the Trade and Tariff Act encourages. This
. &adherence would be taken into account in determining ‘the
country's competitiveness in specific products and whether the
. G8P" competitive need limit "would be waived, maintained or
. reduced for specified products. o coe T, o

e
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The review is .not deaigned to achieve prgduct by p:oduct

teciprocity since such requests would be in violation of U.S.
GATT obligations . to . administer GSP as ' a non-reciprocal

- program, . This tequirement was contained in -the GATT waiver
’ fptoviding ‘a derogation from the Most Pavored Nation (MFN)
n-

clause order to allow the establishment of a ‘trade

preference. system for developing countries. GSP was  made -
. non-reciprocal to reflect the development objectives of -the
-.program and to prevent powerful but less. sctupulous developed

+countries ~from forcing: under the table' side-deals upon
beneficiary countries which would hurt the beneticiary as well
.as third countries, . .
... BHowever, despite the absence‘ot requirements for speclfic
gcip:ocity. the GsPp prOgtam still serves as an impetus for
‘the type of market opening measure supported by the "-U,8,

¢

Administration and Congress. The review examines the hrade».f

- .regimes of each beneficiary country to determine how closely .

B T

‘the regime adheres to the criteria in "the Trade Act.  The
indirect 1link between GSP benefits for specific products and
trade practices encourages the broadening of trade

liberalization in Korea. By being able to point to. .the .

willingness of the United States to continue GSP treatment as

' .part of ites overall trade posture, the ROKG can more easily

advocate. liberal trade policies. Any diminution of this.
commitment through unilateral yraduation would give a strong
argument to those oggggjng 11beta11zation in Korea. . -

r——
s 4 [ S,

QnB8BNI_SQ8EaN.I8AnB.LIBBBALIZINQ_BKEQBTSJ 31nce the beginning
of " the 1980's Korea has been implementing a program of
sweeping liberalization in all sectors of the economy. As a
nation whose: strength restauin its ability to compete in the
world market, Korea appreciates the dangers it could face in a

‘ /protectioniat wo:ld. Korea is -also willing to assume the

. deve

" .equ

'obliga ions of - country vhose -economy, though - still;

oping, is sttengthening._~

Kote ‘g libexglizing eftorts are indeed 1mptessive._ The

<‘ratlo of\ items that can be’ imported without government

approval has been boosted from 68 percent in 1980 to over 91
getcent_tony, and will further increase to over 95 percent by

988, This compares -with an average of .92 . percent in-
developed co ntries and a-much lower petcentage throughout the

. developing world., - Foreign investment restrictions have been

~1arge1y removed and Korea now allows 100 percent foreign:
in most)areas of. the economy. ;. The RORG is currently
reviging reguldb;ons to allow foreign: firms much easier access
to its services: market and to st:engthen the prdtectibn of
~1ntellectua1 proquty rights, , .

aqually impregsive  are Rorea's efforts - to na:tow the

~Tf'tmbannce in its bilateral ‘trade with_the U.S8. which ‘is its :
) lazgost and nnst 1mpoztant ttading pattnet. stnce the—balance .

W" , - s ., ~2a- :. . [ . .";

-—
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of Ua8.¥xorea't:ade4chaﬁged 1@ Korea’s: favor for the first
.time in 1982, Korea has not only accelerated its import
liberalization, but also embarked on a seties~o£.prog:ams to

furtherx 1ncgease:1ts purchases from.the U,S8,

. The following is a detailed discussion' of some of these
efforts. ‘_Q . S e e S

-, (1) EBfforts for Moke Balanced Trade with the U.8.:

L LY . - ! —
"~ . Korea has made mqpb»etfc:ts*irnce 1983 to achieve more
. balanced U.8.-Rorean trade and libéralized or reduced import
restrictions on 104 items during 1984-85 at the request of the’
. 0.8, Korea liberalized the import of an additional 301 -items
a8 of July 1, 1986. Of)the newly libetalized items, 89 itenms,
such as soda ash, machine .tools, transport vehicles, weighing
machinery, nylon car gting and batteries, were included at
.the request of the UeBoi - .. . o v N
e Besides import 1liberalization, Korea is endeavoring to
- diversify its import sources in order to promote more balanced .
-trade with its economic partners. ' Under this polic »+Korea -
: encourages the shift  of. imports. from those countries like
Japan with which Korea runs trade deficits to those countries
..-1ike - the. - U,8,- with,k which Korea runs - trade . Burpluses.
. - Considering the close leconomic relationship between Rorea and

- the U.8,, the major beneficiary of this policy would be “the .

,U.s.o # )

ST Moreover, the ROKG has “dispatched five trade missions to .
: the U.8. since. 1973 as an expression of Korea's determination
- -to achieve more balanced trade and to help build an .eve
closer economic partnership ‘between the two  countries.: One
. the missions' pringipal-goals was to transfer import sourc 8
- of synthetic fiber, electronics ‘and machinery. from Japan to
" .the. U,8. ' Through those trade migssions, Korea K has already
- purchased or-'negotiated about $7° billion worth of U.S.
. products. The- RORG is planning to .dispatch -buying :missions
more frequently and on an ongoing basis, i.e. two or three
times a year, under government sponsorship to increase Korea's.
" purchases {tom the U8, - - : C . DI

~. -~ Despite 4ts chronic trade .deficit, Korea' ‘continucusly
.. carries out liberal economic reform and sGpports a free and
;- . fair world ‘trade system.. This commitment is made out of a )
“ conviction that only by opening markets can Korea continue to .
, grow and ;pﬁy ~competitive in the international arena. In
. addition, Korea is concerned about rising protectionism in the

world economy and is convinced that.in order to reverse the
protectionist trend every nation must begin by making efforts
Ry ~to_11bera11ze_at home, CE L I

B 4
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. 11beta11;ation. is ‘lower in Korea ‘than’  in most developed

industrial nations and somé developing countries. However, in

any discussion of import liberaligation, the critical question
" is not only "Where havé you arrived at?" but also "How fast
and in what direction are you going?" In this réspect, Korea's

- liberalization effort should be acknowledged since Korea has -

traveled far along the road to free and fait trade at a time

when most other.trading at;_on; have intensified protectionist -

measures., '

¢ ——ey

. 7 Since 1980 Korea has vigorously pursued an open door. .
*~ .| policy, 1liberalizing - imports, reducing  tariff rates, and
-| opening its market to foreign investors. The -ROKG--announced
- in advance in October 1985 the "1987-88 Import Liberalization-.

Plan" which specifies those items to be liberalized each year.

 KRorea's firm commitment to- . import. liberalization and,
; internally, to give local manufacturers proper-time to adjust.
‘t to the new competitive environment. The plan fixes, the '1mgort
~ liberalization ratio for 1987 at 93.5 percent, and for 1988 at

.

This liberalization plan was announced to confirm, externally, .

- 95.4 pekcent, -a level commensurate with most’ industriallze‘d' v

countries., - ' - o

. In order to accelerate genuine market-opening, Korea is
reducing tariff rates as well, The average tariff rates have
already been reduced from 23,7 percent in 1983 to 19.9 percent

“currently and will be further reduced aubst_ant_i{gl]_.y i;p the

coming years.

i,; ‘— ) ‘3) O .‘ . s H ; " . ’ L . - i‘; .,.
SR There are few - 1nt.e.:hat'i<;na1 tuleb ‘covering trade in
setvices especially when compared with the. comprehensive.

». ‘regime covering trade in 'goods.. This deficiency is one reason.
*why the' United States :-has been placing such an emphasis on

kS

—

" ‘including service trade in the proposed MTN. ~The ROKG has =

- been supporting the U.8. in this endeavor,

3 It is noteworthy that - Korea's wunilateral import
liberalization policy embraces not ‘only product trade but
;. service trade as well, Korea's record in this area is
‘superior to that of  most developing countries. Korea 1is

taking. steps.. to "liberalize its service. trade  despite the

» - infant stage Of ' service induatry and small internal market,™

~ which is not large enough to support -unlimited competition

" «.from abroad.{ = Many of Korea's existing ‘restrictions are’
~©  .similar to thqge imposed by individual states in the United
- . ‘States against~companies domiciled in other states.and/or 'in

" foreign countries.

Korea has been -1lifting restrictions on fore:lgﬁ banks in

\

s " the financial marke€: - A8 a first step toward according full -~

- ., ndational treatment for foreign banks, as of March 1985 foreign
" at the Bank of Korea for export financing, and by the end of

T

banks Were permitted -to make use of the rediscount facilities. - :



;/ ’ . . - T ‘}

... 1986 they will be entitled to
" " rediscount facilities for o

Lo 170 : | » "\"‘ Lo u{‘.

‘have access t6 the central bank

ther  operations, including the
~rediscount of commercial paper. As of July 1986, the .ROKG has

‘allowed eleven foreign bank -branches to engage in the trust

business and is ready to permit other foreign banks as sogp as
‘they apply. S8ince August 1985, foreign banks have been allo
- to;anqu,mpmbe:ship n the Clearing House, - =~ .

" In coming years, Korea

will»oyen*ita'ﬁond and  equity

markets to the direct participation by foreign investors, In

July 1986, the government also removed the import quota of

motion pictures linked to the production of domestic movies.

All registered importers can now import foreign movies, It is -

';ipobsible for foreign lawyers

and CPAs to open businesses on a

reciprocal - basis, after obtaining permission of the -relevant

. government agencies. -Short-t

leasing and venture capital.
.. Korea, . . -

| (&) rrotection of Intellactual Propertys

The ROKG recognizes that there is an urgent need to

erm financing, merchant banking.
n -

companies -can .freely invest

)

.provide adequate protection for various formg of intellectual

ptopettg in Korea, and  shares -the U.8. commitment - to -
en

strengt the protection of
the result of bilateral ne

intellectual property rights. As
gotiations .initiated 1last  fall

persuant to Section 301 of the U.8, Trade Act of 1974, final

agreement on satrengthening -copyright, patent and trademark -

.. vprotection in _ Korea imminent. ... -

. The RORG tsfcur;ently athftlng a neﬁ'cqpyrigbt law which
will be submitted to the National

September 1986 and will “do

- . co, ¥night‘1aw by July'1987. When the. law goes into—effect, it.
: will beécome‘'illegal to make copies without permission, and all .

1 Assembly, before the end of
itg" best,_ to enforce this new

rights will-be adequately protected. _- .

; . L , " '« "
In anothgn:maipr step to 1mp;333\4nheiioctuut%pmopert

protection in Rarea, the ROKG
‘' 'laws to cover product patent

will revise the nation's patenv,’

8. S8ince the' patent ‘system is

part of Rorea's legal code, any changes to it must be approved

by .the National Assembly. The ROKG will thus submit its draft

. of the strengthened patent law to the ssembly in September

1986. The protection of product patents been the subject:

“  of ‘much’ debate - in Korea, and 'many - busineéss and academic

figures have argued that the
- indeed

nation still lacks the level of -
technolg%g‘needed for such a system, . Product . patents will -
e— GOBtly to Korean firms. - Nevertheless, the

protection of product_paténts will give concrete ev§dencelof

Korea's belief in faif trade.
Coﬁbérnigg trademarks,
~ - has 1lifted- restrictions on r

B

W

- i Korea has ‘completely _fepealéd .
- —export requirements- on goods covered by trademark licénses and.

oyalty terms in licenses, under -

) -~

. e

wed.

s
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. the new ﬂinintry ot Flnanco qu&delines that were ‘established
in September 1985, . No other restrictions, such as

‘restrictions ‘on duration or amount of royalties, are now
inposed on trademark licenses. For the. purpose of -preventing
counterfeiting related to industrial property, including
well-known foreign  trademarks, *the, National
Anti-Counterfeiting Council (NACC) was established within the
.Office of Patent Administration in January 1984. The NACC has
heen actively engaged in-preventing counterfeiting since its -
establishment and will. further strengthen its tegulatory
aottvition in the near future, ‘

: " By both ehacting néw doneat1¢ lagislation and joining
intetnational conventions, i.e. Universal Copyright
Convention, Korea's system of - intellcctual froporty ptotect on

' 'will become one of the strongest 1n the wor
(5) Wumumns o R

. Korea - is committed to free and fair trade and t:tms.~
" welcomes the launching of a new round of multilateral trade
negotiations within the framework of the GATT. In order to

~ resolve many-of the: problema currently confronting the; world

trade system,” the. ~New "Round. should aim to tevetae
protectionist trends in .world "trade ' and promote trade
liberalization. In this :egard, Korea is ready and willing to-
- participate actively in all international meetings designed to
. prepare for and launch tho New Round pnd all subsequent
negotiations. '

In line with this commitment, and in o:de;‘fﬁ‘ptomote the .
“early launching of the New: Round, Korea recently hosted the
Seoul Trade Ministers' Meeting. Many countries agreed at the
Seoul Meeting that all nations.participating in the New Round
- should. be committed to a.standstill 1?reement on protectionigt
measures inconsistent with or not sed on GATT, "including
those applied through bilatetal ncgotiations. Rotea atrongly_
shazgs this beliet. o . _ - .

-~ w——¥Korea. hopes the U.8, will zecognlze Kotea'a active ‘role

in- launching the multilateral trade ne%l otiations and its
support for the U.8, position in the New ound, despite both

internal anp exte:nal constraints. _ E

s - Bnactment of the' amendments to ‘GSP

. TRADRE.LIBERALIZATION:
: would send a signal to discourage these- positive movements.

guirin the U.S. Administration to remove countries from

1igibil f without re jard to. & -country's liberalizing efforts
would be interpreted in" Korea as the withdrawal of American
support for Korean liberalization. It would undo the positive

" impetus for- continued: liberalization which is emanating from -
‘the cutrent 0.8. GSP posture and would punish countriea liké :

o . - Y S

- . f . - * Co. - ¢
. L . A . . N . . :



;_xoiea which have ‘been adhering to the liberalizing criteria of 3 

: T . .' s
3 ‘v.' B 172 - S ) . : o 3
. 3 ) L - L' ) . o L ; /\'\
! Ack. It would be difficult to
justify to the:Korean public opening -its economy whiie the:
United  States, its most "important trading pattneiif is not’” -
moving in the. same direction. C : .

Koréa characterizes these proposals for .GSP amendments -
as representing a protectionist initiative and a reversal of
- U.8., policy supporting trade liberalization in its ‘trading .
partners. - Their passage would not assist in the. attainment o
U.8. ‘objectives, All one would accomplish through unilateral
graduation 18 removing a positive impetus  for Korea to
continue to liberalize while--denying the benefits of GSP to

* .U.,8., consumérs- and ihdustries relying on GSP inputs. The

principal beneficiary would be developed countries since these

countries account for the bulk ~of the trade in- those:
categories where Korean exports ‘are eligible for GSP, Japan

.would probably ‘benefit the most from the graduation of Korea.

This would be particularly ironic in view of. the large trade

b;urplus Japan maintains both with Kot7n and with the United
. 8States. Cee . Y . '

+ . o

] .
1 . .

B MAL OR v'w 4 2k v A \ EALN 113
. Automobiles,. steel products, color T.V. sets, tires and
. textile goods produced and exported to the U,8. by large
- Korean corporations are either ‘ineligible for GSP treatment or
.face quantitative. and = other. restrictions. 'In 1984 -
" miscellaneous manufactures, -such as toys, leather goods,
household articles, wooden furniture and costume jewellery,
- accounted for nearly one-half of U.S., GSP impogts from Korea,

- ‘Most of the manufacturers ‘of such. miscellaneous items are

g .

small or medium-sized firms, ) N

The industrialized sector represented by such firms is
the least developed of Korea's industries and is characterized
by low-levels of investment, low labor productivity and high"
labor intensity. ' Their access ta modern technology is still -

*° limited, : management techniques often outdated,. and employees

‘mostly unskilled, While thé employment of such small and

" medium~-gizbd firms’ accounts for 55 percentt of the total
manufacturing labor-force, their share of toial manurscturing , =~ .
output is only 35 percent, i - Cpe g //f-

N

ST o . ¢
° The loss of one million U,S. dollars worth of exports for </
auch small and medium-sized firms would result in the loss of 4,

150 low-skilled jobs. Withdrawals of GSP benefits from .Koreal/ °

“would thus ‘cause a-disproportionate -increase- in unemployment
among the least advantaged.workers, the adverse consequences 5
of which would be particularly severe in human as well as. <
economic and social terms; ‘ Cooe L |
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AMENDMENTS ARE NOT NECESSARY: Termination of GSP for Korea -
would not help U.8., industries. According to the 1984 USITC ~
report on the operation of GSP, U.8. industry is not adversely
impacted by the GSP program, Import sensitive products are

‘not designated for or aré removed from GSP eligibility during -
the annual: GSP review, Specific countries become ineligible - Y,

for GSP benefits with specific products which disrupt the U.8. °
industry, S —— ‘

s . : , P S
The interests of 1lesser developed countries are not
harmed by the continued e1igibility of Kored for GSP., Many _.
products for which Korea is judged competitive are ineligible
under the competitive need criteria in thé current law. In
fact, in 198 e value of Korean trade inelligible under
~ competitive: need far exceeded the value -‘of -Korean ucts
, eligible for GSP. The tradé value of 'Rorsa’s compbtitive need"
exclusion amounted to more than $2 billion.- The trade value
of Korean imports eligible for GSP was only $1.65 billion.

T [T

EQREA_DOES NOT MERIT DISORIMINATORY TREATMENT: -Korea values
- its relationship with the United States which it believes to
.be mutually beneficial. The United States and Korea are
strong allies. Their combined efforts, by effectively detering
~ Communist North Korean aggression, have greatly contributed to
__the maintenance of peace in Northeast Asia and the Pacific
- - region, Korea and the ~United  States have also- closely' ‘
cooperated in various international: forums. : : s !

In the economic” area, the ROKG has embarked on a liberal
policy similar to that advocated by the United States. Korea
agrees with -the U.8. that only-by -adopting principles of '~
competition based on ‘market economy can a country hope to grow .
and prosper. The ROKG also agrees with the U.S. position that .
only by keeping markets open to imports of its trading
C Tértnors”can*6“pountry“oxpect‘othetﬁ”td*keep’mo:kets“bpen“th*”“”'f;

~its exports. - /o F T “ : . ‘ o

o

Korea ' °~ does not merit thé blatant discriminatory. i
treatment provided ' in these . -proposals in view of its :
willingness to assist the United States in resolving some of -
its own trade problems. For éxample, in steel, although not an
‘unfair trader, Korea agreed to reduce .and voluntarily limit

. - its steel exports to the United States.. . In this case, Korea
has not sought trade compensation from the United States. . .

R It weulld aoc be appropriate for Korea' to comment “on~thé ™
trade practices of other countries, but the ROKG bplieves that
*~in any .comparison of  country practices Korea would stack up
well against a great majority of:the other beneficiaries.
.. Therefore, there ig 1little.understanding in .Korea for the
- passage of legislation which singles out Korea for graduation
‘along with only two other beneficiaries. - . °. e 2
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t'is

i aiéo.q i

o
B ifpro riate for the ,
to - unilaterally impose -graduation criteria, Given the

As  The ROKG
Un

» D
< 5

multilateral aspects  of G8SP, particularly requirements for
equal  bufden sharing. among the donor countries, it may be more
- appropyiate to deal with this issue in the MTN. . Another
provision of 8, 1860 re ognizes the multilateral nature of
:ggaduation. This 'provision requites U.8., officials to
negotiate on establishing graduation criteria in the upcoming

L] | P !

A

’ Koreabisﬂstill'not a developed country. The level of per
/. capita GNP 1is only one-fifth to one-seventh that of most

developed nations, including the United States. ' There are

many GSP beneficiaries whose per capita GN
.close to or exceeds that of .Korea. These.

- Uruguay, -Singapore and Yugoslavia. Similar  results are -

P generally hovers: -

ited States

‘ ese. countries include
Mexico, - Argentina, Cyprus; Israel, Malta, Brazil, Chile,

obtained' if one compares Korea to developed countries in terms

.0of average wage- rates and per capita consumption of such -

. products as . automobiles, telephones, and
The Korean economy is much more' dependent

light industry than are more developed countries.

In addition, the fxorean "debt ‘posit
characteristic of a developing than of a

‘medical services.

on labor-intensive

fon" is much more

developed economy,

. Rorea's foreign . borrowing exceeds ' $46 billion, 'its .debt

service=to-export earnings ratio is around 20 ‘percent anq“its
-~ debt service-to-GNP ratio is over 7 percent. P ' .

" - Furthermore, Korea, cbnffont;ng a belligerent threat' from -

/,"‘ S

-North Korea, bears' a "heavy burden of .defense expenditure --

over-one~-third of its annual budget and six percent of ,GNP, °.
"is forced by the .

No other major ally of- the United. States
threat of communist regime to spend as m

L <z ) X -

uch...on._ defense. A"
strong Korean economy is essential to the maintenance vf péade

and security in East Asia and .the Pacific region. .As its
. economy grows stronger, Korea will be able to help lighten the
- U.S. expenditures in the region by sharing the defense burden,

. jThet;mBassy will'provide)éﬁy édditiohai‘iﬁformation‘upon mthaf
3 he Committees: L e

eqaest of th
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. menbers account for an esumted 99_ porcent of the $12 btlllon in .

-

~

-~

Y

e xu OPPOSITION ro pnoposnn AMENDKEWTS

* _TOY NANUFACTURERS OF AMERICA, INC..

. Thlci‘ltato_mant; is submitted by the ‘1‘6}? umu;‘.acturepl of America,
,Inc. (TMA) 1u opposltion te §. 1867 (and the corresponding Title VI

‘of 8. 1860), leqislau.on providing for the wlthdranl ot trado
boneﬂu ptovlded under the Genaruiud System of Ptetotencu' (GBP)‘

ftom certain devel.oplng countriaa. TMA is a tzado otqanhat.ion

tepreaantinq 250 Anerican toy nanutactuteu and. tnporterc. N m

annual toy, gm and doll saled ,ln the Unlgﬂ Statea today. Becauu c

many of the productu sold py m mmberc are hlportod fron GSPH'

beneﬂ;iary countries or contain 1mported conponenta, A has a very

1mpottant atake in the contlnuance of GSP baneﬂts tot all benaﬂclary'

countries .-

. 8, 1867, and the correspon&iag provlaions of - 8.,1860. wou].d_

tequite the President to submit dratt legislation providtng {or the

withdrawal,. within two years, of GSP’ beneﬁts fton any foreiqn country :

for which it 1s dégaraincd xha);,.?uch benoﬂta can no longer be
- justijfied . as’ b’a owaung econonic {;rowth and devclopnent. This
de(tertgiuation is to be bpsed up?n § (1) the- coum;ry 8 per capita‘
incqne, and - (2) other 1ndicat£ons of the country's econonic‘

developmnt and ‘ability to coupete 1ntetnationauy in the absence

- . L -t . : - ’ L ey o iy

oE GSP .benefits. .- Both biua ﬂpecl'ﬂcally name three mjori



‘\boneﬂcia:ten - 'l'aiwan, Hong' xong. and the Republrc of xorea - u>
the countriu to which the lnglllatlon shall apply~ )

TMA bclievn that the’ propoud 1egialat£on is’ unwarrantod and -

unwise. !ot the reasons set forth’ bol.ov. w7 oS B

1. THE paxssm GSP muaovxss SUPFICIENT ‘SAFEGUARDS TO PREVE

. " | The prosent GSP laﬁ hac evolved !.nto a balancod and ofﬁoctlvo-«
L i ptoqram to encourage euonomlc ,dovelopment 1n developing countrlu-; .
while m:uztnq that U. 8, induatr&u are not adveuely lftactﬂd/b!
Gsp mpo:ts. The present uystu of ptoduct—speclﬂc guduution,
" under whlch a pittieular product fton a partlcu).ar country- uu
X - automatically be removed ftOI asp ngibuity (33 fonnd to be. 1nport;g
Vi H‘untltlvo or if’ ceri:ain co-pautlvo need linits are uurpanpd;‘s:ﬂ'
ptovﬂdu more than ;dequtc :qfeguatd againut awa Qotentlal advetn ‘ _,__..
\ - ”‘"h\pact from GsP lnpozu. This is upeclauy true for f.hd npra

competitive devoloping countﬂu, since tho 1984 amendments to the
" GSP law. establish much more -hrlngcnt conpetltive nood uuu:- for

5 - -

S t'.hno——countrlu. I
L . w**r*"’““'"“;v
‘ ‘2&* , Current law already prbvidu that wben a dovoloptnq count.ty L
1 ';..\4’ , reachu a cortaln level of econonlc davclopnnt, that country wlll .
L c.uo to be. a csb bcnnﬁcmy_.. Spoclfically; once a benotlciaty' ‘ /
A

per captta qrou hational pro;luct (cup) oxcaodl -pproxiutoly $8,500

‘/"; ““““ hn aﬁount which vtu bc adju-to’d to utloct thb growth in tho v.8.- :

' GNP), its competitive n«d u-u will be nducqﬁ durlng the noxt‘ﬁwo_» o
ynu tto- so parccnt of hpotto to. 25 porcout ot hporto. At. the ond
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otJthia tvo_year, petioci the country will loae Gsp eligibulty for
(all products.. In addition, the Pres!.dent has the authority under

_ S:Er@nt law to walve the statutory competitive need limits or remov}e . " ;
N articles Etom 68? euglbillty wherd particular circumstances warrany

; . or when it is in’ the national economie intere‘at to do ao.

‘2. THE BRESENT GP PROGRAH RESULTS IN INCRBASED DO

AND ﬂmm .
~The U s. toy industxyAhas dcveloped 1nto an 1ntegtated 1ndustty

utuizing both. 1mports and domqstic producttou to maximizo sales,

N

.Becauso many toyo, games and dolls are labot-wivo, and because
the great variety of patterns & stylea necessary t? produce a full -
product uné mkes automated production ptocesseu lmpracti'cal, the
- 17sq-expensive toye- ‘and toy componant&, e f B ) :
By aourcinq these toys and componeuts abtoad. tt;ei toy industry
has beeu abl.e to ratioﬁalize productlon on - the baaii* of labor and '_

———

S——

et e

[ transportation costs,, Buch. that-"GSP~ 1mports actually complement*’ 7
o ,. American production and lead to increased U, 8. employment in research. s
‘ dosigh :ﬁ_ii\_hhingy pZ:kaginq, advertisinq and marketing operations.
“ Rathe: tmnm American-made goods, impox:.ts from
| developing counttios actupuy round out tha tpy. domhd gape llneaj ;‘ 4 ,
] S ‘which are offered in“the U. 8. .market. Accot'd!.nqu. many 0;.8. jobs’ o ‘
- ‘;A have resulted fron and. a:e now - dependant on conplenenf.ary foreign "
V - ptoductlon. ! In’ additlon, tlfo tationaliution ot tha produoﬁﬁon
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anowed rm\ ‘members to keep t-ho aeuing prlcoa of thcir vaz‘ ed
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procou hu al}gwed our- Mertcan based membor compani.es to compete '
~with firms located abroad. . ; ‘ ‘

T . To mpotu undet GBP havc alap resulted 1n aubqtantial nvlng- )
- to 0 8. con-mrs. 'rho Gsp *toquﬂ has allowod TMA m,be: conpan;oa‘

o many of thc relativoly low-ptlced toys and toy componentc ‘is no.

longer feaslbly pertornad in tbe Unu:aﬂ‘ states.

_ The GSP progxm ¥~

By allowing U. 8. t.oy conpanies to reduce ‘casts, the GSP] gqmn
¥ PE

has conttlbutad to the_abuity of these companies to. ‘increase sales,
profitabnity. and domeatid enployﬁent. nowm)et{. the apount of duty .,h 4
saved because ot Gsr doea noh equal’ the ditfetence between the coata

" of produc!.ng 1n the United states and abtond, and. the elluipat(on
of”auty-free'tteatment for products of the more advancﬁ”ﬁcno!ich:; :
countriea wlll. not resMn the 'rctugn' ot producuon to the Unitcd .
gtates. __ - . et K : . S

TM: ia\upeciauy ttuo in theé case of the U. 8. tovy“tnduottx; s

Becaun coys. and. games nte discretionary purchaset,m sales wnl
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»* 'decrease ‘when prices are-increased to cover con[n. ‘This-.extreme ©
’prlca sensitivity in the demand fot toys means that congumers will o
simply spend their diuctet‘!onary dollars on othoq pxoducts .ao toy

s * 3

' prices riao. C . ] e ‘:. . |

Because 80, many of tho toys and toy comp.cnontl Ul'll.bh 'rw\ mkmbou - .

.- source from overseas reqiire 1abot-1ntensivo opotauonl in "the! "
'production process, " theu toyu would not bn continuoucly avanablo - .

E _on the U.8. markat at prices which most U, s. consmtrcould attord

Po—

‘u. fotelgn sources of auppiy were not avanable. TMA is unaware ot o
-any compan¥-~vhich eurtentl}' produces hlqh-volum toy products i

comerclally eigntficant quantitios in the United Statoa. A ‘l‘hus, P
rathat than 'tetutninq product!.on to the U. 8., 8 1867 would, if o

enacteg\, Qimply uau{lt in tho ranoval ot many toy pr'oducts fxon the -
U.8. market.  _ - L

Ib is slnpnstle to aupbose that, by wlt.hdtawlng Gsp banoﬂu :.
"“‘“‘“f”'"?rtun nt the more ad ncgd devolopi.nq countrlel ,L.t;hc Congress
‘can engineat the qhiff/: v.8. 1nvestment to other benqticiary
developing cowutwpqmnt decisioni 1nvo1ved in lonteing

**”*—* o weda )

oel

of GSP aligibl*ity. Theu decisions otten hlngo on nany factors \
/ unulated to GS&! benefltss for examﬂle. nany dovi;loping counttul S '

lack the intrutructurc whfch would"lﬁlov a u.s. company to qulckly
At ,



. qradual shift t,o other bunoﬂciary co\mtrtcr“‘“ e,

- befou the changes nade by the 1984 ravlsiona hava oven takon effcct. )

D8, CONG SS SBOULD NOT AHEND ‘1‘88 SP LAW BB?ORB !'1’ \

’ . .
’ ' . .
o \

“uhltt production. SMf.u in ptoductlon uhould be g;adua‘I, as jas
cnrrontly boing accompuohcd undet the exiltlng 68? lau. ‘{ho vholeui,e .

vtthdu\ml of benentn trom the. sesugal ~more . advancod duvaloping

coun\:rios, ovon over a two yeat petiod. vould not allowtfar auclr a

\

A Punuant t;o tho 'l'nde and 'rariff. Act of 1984, a major teviov
of ellglble and Lneuqlble arelcles ttom the vuriouo heneﬂcluty

’ 'daveloping countrieu 10 currantly ba 9f conducted by “the Unltad -
- States 'Dnde Rppresantat.ivc (usm) . Und r this ganoral roviev, which -

T

-ia expactod t.o be- conpl.et;ed by Jannary 4, 1907, as roquired by lam

a:thq VSTR w'ln take into account, in detornininq nhethor a parucular
countty aﬂould ’teceivc GSP beneﬁta, “"the lqvol 6!“ ecanonic
developnent of auch conntty, 1nc1udlnq Lts per capita grou nauonal

product, t.ho living utandatds of M:o 1nhabithntu, anﬂny other

economc tactora which he-daemo appropriate.' It vou:td be conpletely

: inapptopd‘atc ﬁor Csonqreu to eontinue to tlnkor nith thN?iSP prognm

. beforg the. USTR has had an’ opport:unity to coméiete rhts revuw. or’

T :' It u cspeciany 1mportant tu the succeu of tradc beneﬂt

-ptoqrm uko the GSP and Car!.bbean Bapin Iniuvative ACBI) that '

t;hore be continuity of appucatlon. UaS.. busineunen mking long _'

-tam g,deohions vith reqard to ove:seai sourcl?ig re 1re such

Yy § 4 - R .
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conaistency.' Whon the U 8. enacta a trade perfetonca proqran Quch
as . the GSP. u.8, busineases are enticed into maktng blgniﬁcant
lnvestmenu Ln developing countths, and Congress ahould not make

‘, frequent q‘hanqes in the rulea of the. gm Accotdlnqu, we believe

- it 13 \mwlee to aibend tho l.aw 80 soon attor the most recent amendments.

; 'rhe provisions ot 8. 186‘7 (and 8. 1860) taptesonc a patticularly

o lnappropriat'k ahd»aimpustic approach to refom of the ‘GSP. program.
' Buccessful beneficiary developlng countrias ahould not be panali:ed
étor éheir limited succegn 1:\ doveloplng thelr economlas. It 1is also
impo:tant to note that cettain 1ndustria1 sectors. in 'L‘aiwan, Hong

f

Konq a d South quea are stul undeveloped and very weak. In addltlon.

G cgrtain sectors offer little or no competition to U, 8. 1ndustrios.‘

s

K ? Accordingly. the proposed yholesaie"qraduatlon of these th:ee
: countries from GSP eligibuity fa espec{.any unwlse. 'I'he complete
f 1ack of Elexlbi.uty ‘in sueh a poucy nguld adversely af.fect U, B.

\ln,tereeta, since impotto of many Gsp” ‘product;s, anlualng toys, are A

~

T

‘to- the distinct advantage of t.he u.s, econony. As: gxplalnad above;

toy, lmporte \mder GSP actuany complement U 8. ptoduction, 1ncroau

E Amerlcan consumer at otherwue unattainable ptices. 'rhns. to _deny
-, GBP “to_the cguntries whlch have begun to develop, their -’Pconomles

. wouid be counterproductive. P e L

H

oy

'AA’*domestic emﬁloyment, and.: 1nsute a full range of products to the /

o

@
v
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' For these: reasons, we belleve that ~the ennctment of 8. 1867 or
R e X
8. 1860 would ban b hamful to the.. fnteresw all- -
- con(.ern\ed, and mﬁme that theae bills be rejected: . ~ T
‘Resp ctfuny submttted,. C )
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I. INTRODUCTION --

-

Unlvereal Furniture Industries, Inc. (Universnl

?urniture), Whittier. Ce11€0tnia, a manufacturer end‘iﬁ%orter

- z:)‘

cf wood furniture and and furniture paxts from T"%wen an
singapore.‘eubmits these: comnents in oppo;;tion to 8. 867, a e

bill which requiree the President to subnmit legisletion ﬁ r‘“'“””i““?““
withdtewing trede-benefite provfaed under ‘the Generalized ' ‘

a

Syeten of Pteferencee (asp) from certatn“developing countqﬂbs.~t~i'““

P

For the reasons eet forth neteinbelow. the enactment of thie f-_
blll into law could negatively affect the eupﬁly and eele of . ~v'

furniture in the United Stetee. Furthet. because imported

V\

furniture is conprised{of raw materials obtained from eup@liere

o o

xin the United States, any ueesuree effecting the importatiqn of.

"ky~wcod furniture in the United Statee ‘Would reeult in lost jobe

‘ requeete that thie COnnittee decline to -send S. 1867 to the

‘.Furniture eubnite thet the current GSP law provides a

‘for American raw meteriele suppliereu. Finelly, Univereal : cooT

e

Lt

eufficient end objective«nechanism for gradueting countriee £or
-

‘ certain producte who should no longe& qualify for GSP - ;~\'

<~\,
»benefite.z Accordingly. Univereal Furniture reepectfully

£u11 Senate for & vote. . ”,-‘ o “54 2 | ”\‘_ . | e}\\\

! F‘.' PRUUURIPURROIORREY S S < b h -
. IS
ik L s 7 s e
D ‘ . Wt
A s -
i . ‘
. N . . i
. . ¢ C 42 * .
\ o . R
. i .
. /i\‘ - . - . . .
. - Pl - .
. \\ -
. T ——— - . / ! . L o
- 1 ~ N . -
’ e
.



1, . 1eer . T -

g»...', - L. .

'““” / :é \1867 13 EQQCtibgd ae'e,bill “to require the Preeident‘.

to eubmlt legiel tion withdrawing trade benefite‘provided undex

Gene:alized 8yee?n “of Prefé}ences from certain developing
'countriee.“ Sectiqn 1l of thie bill is entitled ° Eindinge! ahd

4

. etatee 1n partz ’ ' ‘“.' ) 'vj e

S I T IR

i’ 3 JRU
_nelther the General Agreement on Tariffs-and’ Trade
_ nor United States laws according preferential .
. ) treatment to. -developing countries provide adequate
N ‘ ' rules and procedures for gradual withdrawal of such
-, ‘treatment as Buch couritries become more advanced with
a view to promoting the opportunities foﬁ economic C e
'growth of - leeaer qeveloped countries. L Lot

\ LI b

* . on the basis -of the toregoinb prenise, 8. 1867 sets fotth a . "
‘ proéedure whefqby the Presidane ehell eubnit to COngreae a
*“’dtaft bill ‘to ptovide for the: withdrawal of GSP benefits from _
- any foreign country. Sedtion 2 o£ 8. 1867 provides that the  ©
T President' e.dtett bill is to be based on cettain criteria,,-r V'. -
epj including the per capita incone‘ot the aubject counbry. and a
o "indicatione ‘of the ”econouic development“ of the country and ,“f;'
“the ability of the country to compete 1ntetnationa11y in. the . j'
;absence of. such prefereneee.” ‘S8ection 2(c) of éhe bill -

'epecifically lists Taiwan. Hong Kong. endmthe Republic ot xovea(

R Y CH .
as counttiee to which”tﬁi‘??iﬁtaiﬂt s draft bill shall apply
i - ~ el ey -
- .- ' ) e
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| III. INTEREST OF UNIVERSAL FURNITURE S

Y

/ A ‘ i
Z Univetaal Furniéure 1a armanufacturerwand~importer of wood L

furniture and furniture parts. witﬁ manufacturing facilities ‘
‘Iﬁ%nted in stngapore and Taiwan. The products importea by
Univetsal Fuzniturooare currently deaignated eligible atticlea

, “ndﬂt ‘the GSP program. To the. best. waunixnrnai Eurniture 8. ST

. knbwledge, it is one of the largest impqrtgrs in the-United _ ‘

v States of wood furniture and iurniture parts from singapore and
Taiw£n1 Ag a. manufacturer and importer of merchandise

' potent allyhsubjeat to withdrawal of GSP beneflts under S. .

1867,,2

x

Q}varsal Furniture has a direct interaest . in this
Tlegialation.1‘At this tine, Universal Furnit re 1: most

n concerned. about the ‘effect of 8. 1867 on its imports £rom
;

this | ',. "
| NG | e f{ } e
::; leuralation. U 9 1 A S e - (i ~§¢, )

! I " * E - . o "«
. i ‘k.': ; ) 5 . ! ,1‘} -
- o )ﬁ . . T \ S | L
) ' ’ ' ) - i 2 - . .
' N X ‘

}Aa dénonstrated hereinbeiow, Taihanese £urnfture accounts

0’ J!K’i:'wnn, a"country e essly named -as a target of,

f**‘x~

tor a ralatively small percgntage of the wood ‘furniture sold - 4
.the Uniteg States, Moraover. becauae of the nqgure of the wood
‘~A£utnitura induatry. domestic producers have historically

doninated the U.S. mquet. Availabla data }ndicates the . R
~. _ R
continuation of this’ pattern. Thus, the U*S ‘wood furnibute

industry is not suffering fron competition from imports.” = 1A'~~

et

Finally, Taiwanaee turniture produeern utilize. raw nqterials'.

. i P



V. - WoOD FURNITURE INDUSTRY

“ftom thoee ‘in the United Staées. Thus. different drying 10"

. imported from U 8. auppliers.m The paesag% of 3, 1867 would

A therefoze ‘have the effect of dacreasing buaineau and jobs for

these U.8. supplietu.

W....-:~ - > '

A v o . ’ N Y ;o
A. Taiwanese Furniture Producers = ‘
‘ There are at 1easb 50 to 60 m"ufgpturegp of wood . ]

'ffptnituto and parts in Taiwan, with the topri{ve companies ﬁ

LSty

accopnttng for 80 to 90 percent of ﬁgrnitute production'&fﬂwgll
as tor most exporta to. the Unitad States. Furnituto .

manufaaturing plants are sc ttezed/sp;oughout Taiwan.“ 89verdl

‘of the 1arge companies operate multiple planta, as do the latgé

conpaniee 1n the United Stgtes. Bacauee of thé nore ‘'moderate

’climate. many iirma ,do not havé tradihional four«wall-type

factontes, but only shed-like structures to protect the workets

[

fand equipnent from the rain. The humid waathet in Taiwnn is-

>

-also an important factor sinae huuidity ranges are diffqrent

)

techniquea are- required for wood f“rniture to be exported.“”;:a
quality also varies greatly from nanufacturer to nanufacturer.i
but it 13 generally\:qugn%z -@bat ;heﬂ;argest produce:a have
a quality 1ove1 ac&ggtable Kzugqggunergwiﬁk;he'Un}tQQ;étatéa.

-~

o
LN
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’ Alehough Taiwan hes“vittudlly none of  the raw neieriele

heceaeary for furnityre productdon, it has become a center for

Pt - N

- world furniture production.; The direct coneequence of. tﬁie ie

‘thet most of the wood £urniture imported from Taiwan L:t-~* ot
M 4

’fincorpotatee particle or compreeeed board as: a baee meterial. .
E the bulk of which materiele ere 1mported by Teiweneee $i . Af?u— -
~manufectutere ftom tha Unitgd Stateer~ Aleo. because of their 2k ,§:
appeel to’ the Anerican consumer. populat TH s. herd-wood &Qoda {ii“}
are ueed ed veneere, with prhcticelly 611 of these woode eleo xi

'1mported from the Unlted States. Finally, Taiwanese furhiture
‘menufacturers, partlcularly the larger exportere use ﬁin :p}ﬁg
'-neteriale tncluding etains and lacquere imported Crom the N
~ United Statee. ‘In fact. meny U 8. techniciane, i’uell ce ' )
u. 8.-tra1ned local: workere. are running the finiehlng
\operatlone and treining ‘native employees to pettotm theee )
taeke, which aro—anong -the moetccruciel stagee in furniture :
- produceion.. Ln.e*tecent study of the furniture induetry .

’,erv A5 8T ﬁ "

condncted by the U;s. Internatione Trade cOnnieeioJ, entitled V 

———

t,

s Canetitiveﬂhqgeeement of U. 8. WOod and Upholetered Houeehbld'

?utnlture Induetry, it wee coneetvatlvely eetinated that at

leaet 60 percent of the cost of furnituteﬂproduction by theee -ﬂ\
ananiee iﬁ Teiwen comes fron naterials and ee:vicee eupplied
by the United states. This: fect unequivocally eetabliehee the .

dependence of the Taiwaneee wood furnlture 1nduetry on inporte

“from: the’ United States, and elgniiicantly tiee the‘heelth of

. then%we econonier tuqétﬁé‘fi ' : P b_‘_‘. ‘} L .,
g N N . ) ’ :’—‘ v PSP L
i - _ 1 S
. ] RS : fhe -
- /ey et e
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: C Thua, any . leginlatlon. nuch as s. 1867, which uould lille
) or attect Thiwano-e 1nport; of uood turnituro in the United :
Statgc would likewisa affoct the uU. 8. vendors and technicians

1nvolvod in the nanufucture ot wood’ !urnitu:c in Taiwan.

L]

~;‘1“ . Q: .. The Nature of Univeral Furniture's Business oL
R Unlveraal Furnituro ts ongaged in the design, nanutacturo.

and‘sale of mediuu~pr1ced wood furnitutce i.a.. dining . room, N

bedroon and occasiyna{/ﬁurn}ture. Unlvaraal Purniture, whlch“

MZ - has been in bu-iness for 25 yoarl. nanutacturos‘? wide - -

_selection o: dinlng tables. chiitoo dinotte sets, butfeta..

.y - . ———
e o PR

ﬁutches, ‘pedrpom dressers. nittors. choots. beds, and '““‘Wwymwu?;

: occaaional tablea.A Tho %onpany nanufactureu ail, Of ite

Red A,u‘r

furnituro in oiqht planta located 1n Singapore. Nalayaia, Sl R

'.Taiwan, Hong Koqg. and the. Unit‘d stuteu.
’ Y

3 PR O - —
e v gt o e e s e

Lt [ -
u o v L e -

[ 4 w-‘,‘_““. . P
L4

x —_—
i e e e

‘The na/n raw uateriala uied by Univeraal rurnlture 1n‘wood

futniture ‘production are 1unber, veneero. particlo board. / -

ﬂwwhtfizggnggoat1ng,natov&ala gtus!n andiﬁgholsfeting L

materials. Uplvetaal Furnitutq a faci;jty in Tatwan 1nports

C nany of these conponeﬁta £ron 0‘3, auppliats. ;jsaofainqurwm
/" -Universal Furniéuro 3 Linal producb is cqnpkia

-

nuin;y of U.8.

xAnaterialn and thgxefore produces di:eet ané noaaurabla benefits

to the U 8«.9conony- ~ '*“L“’,,_' o ) T

. ‘ . P . ' 1

} . I
7 - . BT s ;‘ ' . . . o « . ,rbmmm_‘:w.‘
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The manufacturing process at Universal Furniture baegins
with the purchase of sawed tiwber which is converted, by a
series of processes, into furniture components. These
conponents are finished prior to shipment for final assembly.
Most finished components are transported to Universal
Furniture’'s regional assembly plants located in the United
States where final assembly occurs prior to shipment to -
customers. Components are also shipped directly to
manufacturers and wholesalers worldwide. So again, the nature
of Universal Furniture's business results in significant
manufacturing and assembly in the United States with direct and
measurable benefits to the U.S. eccnomy.

In sum, continued GSP eligibility for wood furniture and
parts promotes the businesses of U.S. wood furniture suppliers
and the U.S. wood furniture assembly industries, both of which

industries are substantial.

C. The U.S. Wood Furniture Industry

According to the study of the furniture industry conducted
by the U.S. International Trade Commission, there were
approximately 2,100 manufacturers of wood household furniture
in the United States in 1983, with 828 companies, or 39

percent, having 20 nr more employees, and 12 having 1,000 or
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more employees. Although virtually every geographic area of
the United States has some producers of wood household
furniture, the bulk of the companies are located in the
Southeast, especially North Carolina, Virginia, Tennessee, und

Florida. No company supplies more than 4 percent of the wood

household furniture market.

A review of current industry data demonstrates that U.S.
wood furniture manufacturers are in the midst of a growth
period. Commerce Department figures show that while product
shipments of household furpiture in the United States, which
includes upholstered furniture, increased only 2.5 percent in
1985, U.S. wood furniture industry shipments increased 5.1

percent in 1985. {See Excerpt from 1986 U.S. Industrial

Outlook at 45-3, U.S. Department of Commerce (1986), attached
hereto as Exhibit 1). This growth rate is impressive
considering that in 1985 retail sales of furniture stores
increased only 4% in the first half of 1985; housing
completions and new home sales, two key indicators for the
success of the wood furniture industry, were sluggish in 1985:;
and there was a build-up in consumer installment debt by virtue

of the fact that over 60% of all furniture sales are financed

on credit. 1d. at 45-1--45-2.
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As can be seen from above, the health of the U.S.
furniture market is dependent on a number of factors unrelated
to the level of furniture imports. For example, the Commerce
Department reports that the moderating growth of the domestic
furniture industry is attributable in part to changing
lifestyles. Because an increasing number of households are
comprised of young couples and of persons living alone in
apartments, townhouses, or condominiumé,'there is reduced floor
space available for furniture. Further, spending on other
household goods, particularly electronic products, accounts for
an increasing share of consumer expenditures. Id. at 45-4.

The net‘result of this consumer behavior is fewer dollars spent

on furniture.

Notwithstanding the dynamics of the market, the outlook
for the U.S. wood furniture industry is positive. The Commerce
Department predicts that overall demand for furniture should
increase 5-7% in 1986. 1d. at 45-4. Long-term predictions of
inreased real disposable income and the growth in households

—over the next five years also bodes well for the industry. Id.

In sum, a careful review of all available industry data
and U.S. government statistics confirms that the U.S. wood
furniture industry is healthy and growing. Thus, the continued
GSP eligibility of wood furniture and parts from Taiwan will

not adversely affect the U.S. wood furniture industry.

-9
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V. CURRENT GSP LEGISLATION PROVIDES A SUFFICIENT

AND OBJECTIVE BASIS FOR GRADUATING COUNTRIES

The practice of graduation has been an integral element of
the GSP program since 1981 when thevPresident initiated a
policy of discretionary graduation. Under this policy, GSP
“Benefits available to the more advanced developing countries
are reduced in those areas in which these countries are
competitive. The United States Trade Representative (USTR) has
estimated that in 1986, this graduation policy will exclude

from GSP benefits trade valued at almost $1 billion from Taiwan

alone,

The eligibility of products under the GSP program is
further limited under the current law by "competitive need
limits.” When a country's exports to the United States of a
product exceed the competitive need limits, that country
automatically loses duty-free treatment for the product in the
following year. Many products from Taiwan have lost GSP
eligibility because competitive need limits were exceeded,

among them many of the wood furniture products.
The GSP program was renewed in the Trade and Tariff Act of

1984. In administering the amended law, the President has

continued the practice of product graduation, i.e., as

-10~
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countries become sufficiently competitive in a product, they
lose GSP eligibility for that product. Universal Furniture
eundorses this practice because it takes into account the fact
that different sectors of an economy may develop at different
rates. For example, although Universal Furniture's facilities
in Taiwan are increasingly modern and efficient, furniture
production remains a relatively primitive operation in Taiwan.
As discussed previously, climatic conditions are harsh and
practically all essential components, including lumber, must be
imported. Under the current law, these factors will be
considered in deciding the continued GSP eligibility of
Taiwanese wood furniture and parts. Under S. 1867, such
considerations will not be relevant because all products from

Taiwan will lose their GSP status.

Another important aspect of the renewed GSP program is the
provision encouraging developing countries to improve their
country practices relating to trade and other matters. Taiwan
has undertaken several steps in this direction and has
implemented measures which enhance the protection of
intellectual property rights, reduce, and eventually eliminate,
tariff and non-tariff barriers, improve market access, and
improve workers' rights. Needless to say, the passage of S.
1867 would eliminate all incentive for Taiwan to continue these

measures.

~-11-
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Finally, the key aspect of the current GSP program is the
annual review conducted by the USTR. During the annual review,
domestic and foreign persons having any interest in the
eligibility of products under the GSP may petition the
President for appropriate changes or modifications in the *
program. With respect to wood furniture, the American
Furniture Manufacturers Association (AFMA) filed a petition
with the USTR on June 2, 1986, requesting the withdrawal of GSP
benefits on wood furniture and parts from several countries,
including Taiwan. During past annual reviews, other petitions
were unsuccessfully filed to remove GSP eligibility for various
wood furniture tariff provisions from Taiwan. Further, during
the 1985 annual review, the AFMA opposed Universal Furniture's
request for waiver of competitive need limits with respect to
certain wood furniture and parts from Taiwan and Singapore. We
therefore submit that procedures exist in which full and
complete studies are conducted to assess the effects of GSP
eligibility of wood furniture products, and that these
mechanisms are the proper way to address the concerns of the

AFMA,

Universal Furniture submits that the furniture industry
provides a good example of the necessity of the current
procedure. As mentioned previously, wood furniture from Taiwan

relies to a great extent on U.S. materials and labor for its

-12-
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manufacture and assembly. The withdrawal of GSP benefits for
this product will have a negative effect on certain U.S.
businesses. Under the current procedure, Universal Purniture
can indicate this fact to the President as he considers the
AFMA's comments. Under S. 1867, possible adverse effects on
the U;?' economy will be ignored in favor of what is
essentially a knee-jerk reaction to the current trade deficit
with Taiwan and other developing countries. Ironically, as
pointed out by the USTR, the passage of S. 1867 is more likely

to be a boon for Japanese imports in the United States rather

than a benefit for U.S. products and producers.
VI, CONCLUSION

For the reasons discussed hereinabove, Universal Furniture
opposes S. 1867 and requests that the Committee not favorably

report this bill to the full Senate.

On behalf of our client, we appreciate the opportunity to

present the views expressed herein.

Regpe-tfully submitzid.

n P. Kersner

Denise T. DiPersio

Brownstein Zeidman and Schomer
1401 New York Avenue, N.W.
Suite 900

Washington, D.C. 20005

(202) 879-5700
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