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NOMINATION OF DR. CLAYTON K. YEUTTER TO
' BE U.S. TRADE REPRESENTATIV

. TUESDAY, JUNE 25, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 3:18 p.m., in room SD-
215, Dirksen Senatg Office Building, Hon. John H. Danforth presid-

ing. —

%resent: Senators Dole, Danforth, Chafee, Heinz, Symms, Grass-
ley, Bentsen, Matsunaga, Moynihan, Baucus, Bradley, Mitchell,
and Pryor. ;

:Also present: Mr. Leonard Santos, Trade Counsel.

[The press release announcing the hearing and the prepared
statements of Senators Dole and Symms follow:]

[Press Release No. 85-044)

PrEss RELEASE—COMMITTEE ON F'NM,}CE SeTs YEUTTER NOMINATION HEARING FOR
UNE 25

Senator Bob Packwood (R-Oregon), Chairman of the Senate Committee on Fi-
nance, announced today the scheduling of a hearing to consider the nomination of
Dr. Clayton Yeutter as the new United States Trade Representative.

g'é‘gle hearing before the full Committee is to begin at 3:15 p.m., Tuesday, June 25,

The hearing is set for Room SD-215 of the Senate Dirksen Office Building.

Dr. Yeutter, who is a resident of Chicago, was nominated by President Ronald W.
Reagan to succeed William Brock ‘as USTR when Brock was named Secretary of
Labor earlier this year.

hYeutter was president and chiefl executive officer of the Chicago Mercantile Ex-
change.

€50
STATEMENT BY THE MAJORITY LEADER ROBERT DoOLE

I would like to add my wholehearted endorsement of Dr. Yeutter's nomination as
the 1'.S. Trade Representative to\that of the chairman of this committee and others
present today. I commend the President on an excellent choice to follow the out-
standing example of now-Labor Secretary Bill Brock. _

1 have been acquainted with Dr. Yeutter since his years in the Nixon and Ford
administrations, where he served as a Deputy Special Trade Representative and as
Assistant Secretary of Agriculture for International Affairs and Commodity Pro-
grams. In recent years, he has demonstrated innovative leadership in the commodi-
ty futures industry as president of the Chicsgo Mercantile Exchange. Combined
with his background as a farmer/rancher in Nebraska, these credentials make him
well-qualified to take up the responsibilities of chief US. trade negotiator,

I would only add that, in my twenty-four years in Washington, I do not recall a
more difficult climate for trade, either here in Washington or in the Nation. Our
merchandise trade deficit ballooned to $123 billion in 1984, and could rise to $150
billion this year. The U.S. crossed the threshold in the past several months to join
most of the developing world as a debtor nation. For the first time since 1914, our
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annual payments to foreigners exceed our receipts. Moreover, most analysts expect
the red ink to become a flood before our economic fortunes change.

On a bilateral basis, tension in trade relations with the other OECD nations, par-
ticularly Japan and the European Community, is increasing. Continuing failure to
resolve the pressing issues of access to the Japanese market for American products,
or of the imfiscriminate use of subsidies in expanding agricultural exports, is threat-
ening to polarize attitudes regarding the usefulness of existing trade agreements.
On a sectoral level, legislation is piling up to provide import-relief to a host of do-
mestic U.S. industries, including textiles and apparel, footwear and lumber.

At the same time, the administration is attempting to overcome the reservations
of our trading partners on initiating a new round of multilateral negotiations under
the General Agreement on Tariffs and Trade {GATT]. This effort to shore up the
faltering framework of GATT is being undercut by French refusal to accept a gener-
al prohibition of agricultral export subsidies and by rejection of adding services as
a new sector under GATT by some 23 developing nations. ) )

So I would just say that Dr. Yeutter and his team have their work cut out for
them. No one—neither the United States, nor its trading partners—wants a trade
war. And yet, unless some way is found to correct the massive and growing econom-
ic imbalance in the international marketplace, a point may soon be reached where
economic arguments are replaced by political imperatives.

1, for one, do not want to see this happen. And I will continue to work with the
administration, with others in Congress, and with our trading partners to find solu-
tions to these serious problems.

1 again commend the President on his selection of Dr. Yeutter, and am confident
of his speedy confirmation when his nomination reaches the Senate floor.

\
STATEMENT OF SENATOR CHARLES E. GRASSLEY

-Mr. Chairman: The current foreign trade situation is a matter of great personal
concern to me.

The world is an International trading community, with countries relying \ﬂaon
one another for markets and products. However, massive trade surpluses and defi-
cits, such as the United States rnow faces, seem to jeopardize the system which bene-
fits so many.

With the strength of the U.S. economy as well as the strength of the U.S. dollar,
we have seen massive capital inflow into this country. In some respects, this capital
inflow has helped to temper our own Federal deficit. Yet, at the same time, it has
aggravated other segments of our economy. We have seen our foreign trading part-
ners benefitting not only on their capital investments, but also from the strength of
the dollar by making their goods much more price competitive. The result has been
a large influx of imported goods into the U.S. and the crowding out of U.S. exports.

It is my desire to see this country develop a trade policy that takes a strong stand
not only on enforcing our trade laws that are presently in place, but that establishes
and enforces new regulations to offset the unfair trade practices that are impeding
the exporting of American-made goods to foreign countries. :

Time has come for those of us in Congress as well as our trade negotiators to
begin to take bold new stands against unfair trade competition. Today we have an
opportunity as we begin this confirmation process to not only question a new United
States Trade Representative on his views relative to trade, iut also to instruct him
on what we would expect of him in dealing with our trading partners.

It might appear on one hand that having a new USTR, a new Under Secretary for
International Trade at Commerce and a future new Deputy USTR could cause fur-
ther erosion in our trade negotiations. But in fact,“it is an opportunity to establish
sound new trade policies for this country. :

To do less at this time, in my opinion, would be neglecting the responsibility that
these individuals will have to not only provide an avenue for Commercé to move
freely among nations, but also at the same time to reduce our massive trade deficits.

At the same time, we here in the Congress must be doing our part to reduce the
burgeoning Federal deficit to assist them in the task that lies ahead. With Congress,
Government officials, and members of business, labor, agriculture and academia
putting their heads together, we can establish a cohesive new trade policy for this
country. It is my opinion that this approach can successfully bring about a reduc-
tion in Federal budget and trade deficits to insure full employment and a strong
economy for years to come.

Thank you, Mr. Chairman.
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Senator DANFORTH. Well, we are happy to have at long last the
confirmation hearing for Clayton Yeutter to be the new U.S. Trade
Representative. And I'm especially delighted that we have an illus-
trioys group of Senators who want to be identified with you, Clay-
ton—Senators Zorinsky, Exon, Dixon, and Simon.

Dr. Yeurrer. They just indicated, Senator Danforth, that they
did want to be identified with me, but they weren’t sure they

- wanted to vote for me: [Laughter.)

Senator DANFORTH. Well, we may or may not give them that

chance. [Laughter.] :
Senator Zorinsky, would you like to begin?

STATEMENT OF HON. EDWARD ZORINSKY, U.S. SENATOR, STATE
OF NEBRASKA

Senator ZoriNsky. Thank you, Mr. Chairman. And I truly appre-
ciate this not going in alphabetical order. [Laughter.]

Mr. Chairman, I come here today to support my good friend,
Clayton Yeutter. We go back many, many years. We have more
than just a relationship in government on behalf of the best\inter-
est of the United States of America. We go back as people to
people, person to person, friends. He's an individual that’s a very
hard worker. I'm sure you will find that he does his homework. He
has his work cut out for him in a dog-eat-dog world of the interna-
tional marketplace. I had lunch today with a member of the Euro-
pean Economic Community, who Clayton must have talked to yes-
terday, and he indicated a little abrasiveness as to Clayton’s atti-
tude toward today’s international arena. I think this is good news
for our country, because I think it’s time that we made our voice
known loud and clear in recapturing the international marketplace
out there.

And I certainly support Clayton. He has the experience. He has
the talent. He has the ability. And certainly I think he has the po-
tential to do those things that need to be done as the President’s
trade representative in negotiating a better trade relationship with
the rest of the world.

And I hope that my colleagues will:support him in his nomina-
tion.

Senator DANFORTH. Thank you.

STATEMENT OF HON. J. JAMES EXON, U.S. SENATOR, STATE OF
NEBRASKA

Senator DANFORTH. Senator Exon.

Senator ExoN. Mr. Chairman, members of the Finance Commit-
tee, thank you very much for allowing me to come here.

I'm delighted to be here to introduce a long-time friend and great
Nebraskan, Clayton Yeutter. I have known Clayton before either
one of us were ever involved in politics, way back when he was a
professor of economics at the agriculture school of the University
of Nebraska; one of the few people that went there that did not
play football. That's how good he was. [Laughter.]

Clayton and I knew each other then before I became active in
the Democratic Party and before he became a very distinguished
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member of former Governor Tiemann’s administration as the exec-
utive assistant secretary to the Governor.

And despite the fact that we come from different sides of the po-
litical fence, we have been very close friends all that time.

I would simply point out that he has a lot of background in agri-
culture. My colleague, Senator Zorinski;, has pointed that out, and
'I'm delighted to associate myself with the remark that Senator Zor-
insky just made. He’s a tough bargainer and yet he’s a fair bar-
gainer and I think that’s what we need in international trade.

Not only does he have a successful background in agriculture,
but he is a dirt farmer. That's how he started out. That’s where his
roots are, and that’s why I think we are so happy to be here to en-
courage your support of him today.

In fact, he was a struggling dirt farmer until he married a young
girl from Lincoln, NE, by the name of Jean who was a Democrat
and taught him everything he knew. [Laughter.)

In this time when international trade issues dominate the Na-
tion’'s economic agenda, I can think of no better candidate to fill
the job of the U.S. Trade Representative than Clayton Yeutter.
Rural America needs a strong spokesman in international trade.
Increased foreign markets lie at the heart of the solution to the
problems of rural America. Recent years of:high interest rates and
the overvalued dollar, and political interruptions in agricultural
trade have seriously hurt the American agricultural position in the
world marketplace.

Perhaps no one has a better background in agriculture and its
role in world economics than Clayton Yeutter. The swift confirma-
tion of Clayton Yeutter will ensure that the needs of agriculture
receive appropriate attention in international trade.

As professor of agriculture economics at the University of Ne-
braska at Lincoln, as executive assistant to Governor Tiemann, as
an Assistant Secretary of Agriculture and as a Deputy Special
Trade Representative, Clayton has enjoyed a sterling record of
public service.

As a fellow Nebraskan, I'm proud of Clayton’s many accomplish-
ments. He has my complete confidence. Clayton Yeutter will be an
extraordinary U.S. Trade Representative. ° :

Thank you, Mr. Chairman. \

Senator DaNFORTH. Thank you, Senator Exon.

STATEMENT OF HON. ALAN leON, U.S. SENATOR, STATE OF
ILLINOIS

Senator DANFORTH. Senator Dixon.

Senator DixoN. Mr. Chairman, and members of the committee,
in the interest of time, I'm going to place my statement in the
record. But let me say that I'm delighted to enthusiastically sup-
port my warm friend, Clayton Yeutter, for this outstanding posi-
tion.

While there are some at this table who will contend earnestly
that he is a Nebraskan, Senator Simon and I, of course, know that
he is a Nebraskan only by birth. He is an Illinoisan in every par-
ticular. He has been president and chief executive officer of the
Chicago Mercantile Exchange since 1978. And while it may be un-
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usual to have four Democrats so warmly endorse a man who is not
one who shares our faith, may I say to you that he is an outstand-
ing man, a tough man, a smart man, who will do an exceptional job
in this position.

As a member of the Agriculture Committee since coming to the
Senate, I have called upon him repeatedly for advice. I find him to
be a genuinely well-informed man in matters of agriculture, and
there is no one I feel more comfortable with in an important posi-
tion in this government. I'm delighted to lend my support to his
candidacy here today. And I am enthused about the fact that this
administration has picked such an exceptional person for this im-
portant post. o ‘

Senator DaNForTH. Thank you.

.

[The prepared written statement of Senator Dixon follows:]

STATEMENT OF SENATOR ALAN DixoN oN NOMINATION oF DR. CLAYTON YECTTER AS
U.S. TRADE REPRESENTATIVE

Mr. Chairman, | am extremely pleased to be here this afternoon to introluce a
distinguished Illinoisan, Clayton Yeutter, to the committee. I recognize that Clayton
is a Nebraskan by birth, and that he still maintains extensive farming operations in
that State. However, he has lived in the Chicage metropolitan area for the past sev-
eral years, and in my book, that makes him an llinoisan.

Clayton Yeutter has had a long and distinguished career. He has been president
and chief executive officer of the Chicago Mercantile Exchange since 1978. He has
served as an Assistant Secretary of Agriculture with responsibility over a variety of
program areas, including international affairs. His governmental service also in-
f_lu es a stint as deputy Special Trade Representative during the Ford administra-

ion.

His educational background is equally impressive. He holds both a law degree and
a Ph.D. in agricultural economics.

Much more important than his credentials, however, is the kind of man he is. He
is extremely able, intelligent, and displays the kind of scund judgment and creative
thinking that we need in government.

Clayton Yeutter is not of my political faith, but that does not diminish my respect
for him and for his abilities. I've known him for a number of years now, and 1've
come to value his advice and counsel.

The challenges Clayton will face as United States Trade Representative are formi-
dable. I know I don’t have to tell anyone here about the size of the trade problems
facing the United States. .

I have every confidence, however, that he is up to the challenge. In fact, [ can't
think of anyone who is better able to steﬁ into the job that Bill Brock handled so
effectively. Clayton Yeutter understands the international economy, he understands
the trade barriers U.S. firms are facing as they seek to do business overseas, he un-
derstands thé problems caused by unfair import practices, and he knows how to use
thgv;})lolitical process to move toward solutions.

ile I am aware of the difficulties he will face in his new assignment, I'd like to
take this opportunity to tell him and the committee that I expect great things of

. him. He is dedicated to public service; he will certainly justify the trust the Senate

would place in him by confirming his nomination. 1 hope the committee will favor-
ably report his nomination to the floor quickly. I look forward to the opportunity to
vote for his confirmation.

STATEMENT OF HON. PAUL SIMON, U.S. SENATOR, STATE OF
ILLINOIS

Senator DANFORTH. Senator Simon.

Senator SiMoN. I simply join my colleagues.

There are times when you come here, when you go through for-
malities when you have someohe nominated from your State where
you have to appear with them. This is an occasion when we appear
with enthusiasm, genuine enthusiasm.

i
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I note that all three of my colleagues used one word in describing
Clay Yeutter, and that is “tough.” I think that is an apt descrip-
tiondof him. He brings an ability of toughness, of fairness that we
need.

And it is a toughness that is needed, if I may speak candidly, not
only with Japan, West Germany, and Sweden, it is a toughness
that is needed within the administration; it is a toughness that is
needed in dealing with the House and the Senate. Just to use one
illustration, the recent economic summit meeting the President at-
tended did not have a senior trade expert as part of the U.S. dele-
gation. -

International trade has to come to the floor. Our colleague, Lloyd
Bentsen, has been talking about that for some time now. N{r.
Chairman, you have been doing that. Jack Danforth has been lead-
in%the fight in this. -

layton Yeutter is one who is going to see that international
trade is not a back-burner item. And it can no longer be a back-
burner item if we are going to do what we need to do in this coun-
try.

So I am very pleased to join my colleagues in enthusiastically
coming here to say the President has made a superb appointment.

Senator DANFORTH. Gentlemen, thank you very much for
your——

Senator ExoN. Mr. Chairman, let me add one comment, if I
might. If it is indeed true that Clayton Yeutter is a resident of Illi-
nois, the two Senators from Nebraska might have to withhold their
enthusiastic endorsement. I would simply point out—{laughter] —I
would simply point out to my two colleagues from Illinois and Chi-
cago that he votes in Nebraska. He may also vote in Chicago.
[Laughter.]

c Senator DixoN. That's permitted sometimes where we come
rom.

Senator ExoN. You might get by with that from time to time.
But we claim and know he'’s a Nebraskan.

Thank you. ’ ‘ .

Senator DANFORTH. We are very impressed with the strong sup-
ﬁort from Democratic Senators for Clayton Yeutter and wonder if

e would be willing to share some of you with Brad Reynolds.
[Laughterg

Do any Senators have any opening statements?

Senator BENTSEN. Yes, Mr. Chairman, I do.

Mr. Chairman, it’s certainly obvious that Dr. Yeutter is well
qualified for the job. With his job as Deputy U.S. Trade Represent-
ative and again working in the Department of Agriculture and
then being president of the Chicago Mercantile Exchange. And in
that exchange, of course, they have a subsidiary there that deals
v‘?ry much in the problem of currency, contracts, that type of
thing.

It's terribly important today when you have got a $30 trillion
currency market that dwarfs the $2 trillion that we have in trade
in goods. But despite all those qualifications that this man has, I've
serious concern as to whether or not he is going to be able to get
the administration to listen to him. And, particularly, whether or
not he is going to be able to get the President to listen.
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As my friend Senator Simon was talking about the President
going to Bonn and not taking one senior trade adviser along with
him. Now that’s wrong. It just shouldn’t be that way.

And this particular office that you are now going to occupy was
created by this committee. We feel very strongly about it. Someone
has to be in charge of trade. And we have to have a coordinated
trade policy to try to turn this around.

And I would say, Dr. Yeutter, if you can get the President to
listen to you, and have an active role in that, you will have served
this Nation well.

.- -I-would -also say-to you;-as I -listened-to-my- colleagues there, that
today probably represents the high point in the unity that you will
have in the job you are about to undertake. [Laughter.]

Thank you very much.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Dr. Yeutter, I want to underscore the basic question that you are
hearing today. Namely, how you are going to address the decline of
the U.S. trading position?

I think you’re going to have the toughest job in Washington.

Because of the decline of our competitive position, virtually every
major industry in America is suffering dramatically from lost jobs,
and lost market share. Virtually every major industry in America
i; go}gg down the drain because we are not competing the way we
should.

The problem is exacerbated because we are on a razor’s edge. We
either fall off one side and lose our competitive position in the _
world, or we fall off the other side and do something protectionist
that pushes us into another Smoot-Hawley era.

Falling off either side would be disastrous. So your job is to try to
%et us off that razor’s edge. It will be a very difficult job to per-

orm.

Second, you've got. to convince the administration. It’s clear that
the United States today has no trade polioy. Every other country
does; not only the industrialized countries, such as Japan and the
European Community, but developing countries, too. They aggres-
sively use trade as an arm of economic development

We don’t do that in America. As a congequence, we are getting
taken to the cleaners.

For example, not only did the President not take a trade repre-
sentative with him to the economic summit in Bonn; but wherever

;irou look, whatever meeting you attend, you continue to see the
ack of any administration concern about the trade problem.

This morning, for example, about 50 House and Senate Members
met with Secretary Baldrige, acting USTR Smith, and a represent-
ative from the White House to complain about the surge of Canadi-
an lumber imports into the United Statés. I think that if you ask
anyone who attended that meeting—particularly the Republicans—
you will find that they were aghast at the lack of administration
concern about the problem. v

There are sawmill workers losing their jobs. There are lumber
companies going down the tubes. Yet the administration displayed
no concern whatsoever.
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For another example, in the President’s State of the Union Ad-
dress, he devoted only two sentences to trade near the end. And
what did he say? Practically nothing.

And, third, you've got a tough job ahead of you because you've
got a great reputation. It's going to be very difficult for you to live
up to that reputation. You are heralded as being tough and all of
us here on the committee expect you to live up to that.

You bring some great credentials with you. Certainly, the indica-
tion of support from two different States that both claim you indi-
cates that as a public servant you will do well.

We want to work with you and develop the kind of cooperation
that is necessary if we are going to solve this problem and improve
our declining competitive position. We can’t wait. It's got to be
solved right now. \

Senator DANFORTH. Senator Symms.

Senator Symms. Mr. Chairman, 1 will submit my entire state-
ment to the record. But I just want to welcome Dr. Yeutter here.
And I echo many of the thoughts that Senator Baucus just had.
This is going to be a very tough job, but I think that you are the
right man for the job. And I think that you will have a lot of sup-
port from a lot of us to try to see that we can get the playing field
a little leveler for our producers because the people in this country
that are producing new wells are having a very difficult time and
they are not enjoying the economic recovery.

And I'll submit the remaining part ofy my statement for the
rﬁcqrd. But I think that the President has made a very, very wise
choice.

- And I've known Clay Yeutter since I was on the Ag Committee
on the House side, and I have had nothing but admiration and re-
spect for his very wide-ranging abilities.

Senator DANFORTH. Senator Grassley.

Senator GrassLEY. Dr. Yeutter, I, too, welcome your nomination.
I look at it as part of a new team. You, your deputy, and the Under
Secretary of Commerce for International Trade. There’s an oppor-

tunity here to establish a sound, new trade policy for this country.
" And as a result of this new team, it's my desire to see this coun-
try to develop trade policy that takes a strong stand not only on
enforcing our trade laws, those that are presently in place, but that
it establishes and enforces new regulations to offset the unfair
trade practices that are impeding the exporting of American-made
goods to foreign countries. And that challenge, 1 think, will
demand the toughness that you have a reputation for, a well-
earned reputation for.

Senator DANFORTH. Any further comments? Senator Chatee.

Senator CHAFEE. Mr. Chairman, I just want io say I have known
Clay Yeutter for 6 or 7 years now and share the high respect that
everyone here has for him. Dr. Yeutter, I read in you biography
that you were among the first businessmen—American business-
men—invited to China under the Chinese Government’s program
to improve trade relationships with the United States.

Furthermore, you have been on the board of directors of the
Japan-American Society which may help eguip ou for this job.
Also, the fact that you were a “Master Builder of Men,” the high-
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est honor granted to an alumnus of your university, might also
stand you in good stead. ‘

We wish you well in this new endeavor. I think the President is
very fortunate to gain your services. The best of luck.

Dr. YEuTTER. Thank you. -

Senator DANFORTH. Senator Heinz. : )

Senator HEINz. Mr. Chairman, first, I want to welcome Dr. Yeut-
ter before our committee. I fully expect that, unless he slips up on
some of the answers to the questions he will get asked, he will be
confirmed.

And as I suspect Lloyd Bentsen and others indicated to you,

- Clayton, there is considerable concern about the lack of a trade
policy in this country. That’s not a new concern. We are not being
critical just of the Reagan administration. I think no President in
my memory, with the possible exception of Jerry Ford, had any
kind of a trade policy.

I believe that we are spectators in the international trading
game. The score in that game in the last calendar year was $123
billion to nothing. In this calendar year, there is every indication
that a new record score is going to be set somewhere around $150
to $160 billion to nothing.

That's why I say that this country is a spectator. We don’t seem
to have any game plan. We don’t seem to have any manager. And
sometimes I wonder if we even have a team. What I see out there
is the opposition scoring run after run. I see them stealing around

> the bases. And what I see them doing right now is tearing off
homeplate and all our industries along with it.

And now I would-like to see us field a team. I would like to see
us get a game plan. I'd like to see us go out there and score some
runs.

Right now, we are just on the sidelines. I don’t know whether we
are cheering or booing. We certainly boo the Japanese. But in
terms of trying to score some runs on the Japanese, I haven’t even
seen that even though we certainly know how to give them at least
a Bronx cheer from time to time. ‘

I would hope that as your highest priority you can field the
team, bring it some cohesion, and start playing- some offense be-
cause playing defense isn’t working. Playing defense, people score
on us all the time, and it's about time that we really played in this
game.

And I hope that you will not only bring that leadership, but that
you will recognize one other major problem, which is this: I suspect
the réason that it's so tough to manage or create a U.S. interna-
tional trading policy is that it’s not that we don’t have any manag-
ers; it's that we have got too many. There are too many other de-
partments that put, as my friend Max Baucus has said, politics, po-
litical intérests of the United States, ahead of the economic inter-
ests of the United States..

And as long as the State Department’s interest precedes our eco-
nomic interests, as long as the Defense Department’s interest pre-
cedes our economic interests, as long as the Treasury Department
and finance minister’s interests take precedence over our economic
and trading interests, I suspect we will continue to have tt}e same

\
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very poor, utterly disappointing record in the international trading
game that the score indicates we have today.

So bon voyage. [Laughter.]

This is your high point.

Senator DANFORTH. Senator Moynihan. )

Senator MoyNiHAN. Mr. Chairman, I hadn’t meant to speak but
lest silence be misconstrued, I will. Dr, Yeutter and I served togeth-
er in government and we have been friends from a long way back.

T do not want to introduce any record of discord, but it is simply

" not the case that the United States does not have a trade policy.

We have had, for the longest while, what was one of the most
imaginative, boldest, and most successful trade policies in the
world. The Reciprocal Trade Agreements Program that began
under Cordell Hull in the 1930’s led to the General Agreement on
Tariffs and Trade of 1947, an effort that did not succeed fully,
owing to this committee which failed to establish an international
trade organization that President Roosevelt had proposed and
President Truman had endorsed. :

And as you said just a few moments ago, the result of that pro-
gram was to turn the United States from basically an internal
economy to the world's largest trading station, and an enormously
successtul one,

As you said, sir, in 1960, the combined annual export-import
trade—the United States was $35 million and it grew in a quarter
of a century times. That is an immense success.

Part of that success was due to President Kennedy’s Trade Ex-
pansion Act of 1962. The mechanisms of the Government—not
much changed today from then—were quite capable of bringing ex-
traordinary increases in trade.

Our trade deficits appeared very mildly in the 1970’s and they
were associated almost entirely with the quintupling of the price of
oil over a period of about 6 years.

The appearance of an actual sustained-trade deficit that does not
apply to the change in the price of a particular commodity has
taken place in the 1980’s under this administration.

There are problems, but they are not exclusively to be associated
with the bad behavior of other nations. It's the conduct of this
Nation and its management of its affairs that are principally. in-
vo}l]ved in this matter, and we will not resolve them by blaming
others.

I don't think that’s your tendency. I knew rou for a long while in
the Department of Agriculture when agriculture was first appear-
ing as a major source of export revenue. You weren’t blaming any-
body. You were just selling grain abroad.

And try to start up again, will you, sir?

Dr. YEuTTER. Thank you.

Senator DANFORTH. Any other comments by members?

Senator Dole and then Senator Bradley.

Senator DoLE. I have a statement which I will put in the record.
And I am in strong support of this nomination.

And, again, I'm sorry I missed other statements. But I would
want to indicate that we have got some real problems. I assume
you know that and you took the job any way. Is that correct?

Dr. YEurTER. Yes, sir. [Laughter.]
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I'm a born masochist, Senator.

Senator DoLE. A lot of them are out in our part of the country in
the Midwest in the so-called Farm Belt. And I don’t say that there is
a revolution happening out there, but they are not getting any
better and there are all kinds of reasons, and they cannot all be
put at anyone’s doorstep, but they are cumulative.

We all meet with people from around the world. And, in fact, I
met with some people from the EC this morning, and listened to all
their problems. And you walk away with tears in your eyes be-
cause they have problems too. But they don’t vote over here.
[Laughter.) : ;

And that’s sort of what is the bottom line even on this commit-
tee. I mean I feel—at least I think 1 sense—a strong, .f not protec-
tionist, at least on the verge of that kind of an attitude. Pretty
much across the board, but &lso specifically in agriculture.

And we are spending a lot of money. The problem with farmers
saying they lag in the price. I'm not certain what you can do about
that. But, obviously, a very aggressive trade policy would be help-
ful. And we are not certain we've had one of tgose.

So we really—with your experience outside and inside the Gov-
ernment, we really are going to need some solid support in some of
the efforts we are going to make on a bipartisan basis, I hope, to
start moving some of these products. We can’t subsidize farmers
heavily enough to make up for their lost income. And we need to
do it tl);rough a market structure of some kind. .

Dr. YEuTTER. Yes; thanks for coming over, Senator Dole.

Senator DANFORTH. Senator Bradley.

Senator BRADLEY. Thank you, Mr, Chairman.

Let me welcome you to the committee, and let me say that I
think you have some pretty big shoes to fill. I think Bill Brock did
an outstanding job of consulting the Congress and also of providing
leadership internationally at a very difficult time.

I think you have a fine staff at the USTR. Bill Brock’'s work of
consulting internationally on an informal basis with other trade
ministers was an extremely productive exercise.

As you can tell from the comments of members of this commit-
tee, the trade deficit has registered. We hear about it wherever we
go. It will have political repercussions. You have only limited au-
thority, however. I hope that you don’t make the mistake of pro-
moting any action or advice you make in isolation, because unless
you have cooperation from the monetary authorities, unless you
have a change of position on the part of the Treasury and the Fed-
eral Reserve about the ability or even the inclination to intervene
in exchange markets to get the dollar down, all the export promo-
tion you can do will not be successful.

And, finally, let me hope that you will call upon the former
USTR, Bill Brock, in recognizing that if a trade policy is going to
mean anything, there has to be a very large adjustment policy as
well if we are going to give any kind of meaning to comparative
advantage. Because the reason every member of this committee has
been vociferous, with even the majority leader saying there is a
protectionist trend abroad in the land, is because people are losing
their jobs and farmers are not able to sell their goods.
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That means that we requires a labor policy and a monetary
policy and an exchange rate policy in addition to trade policy re-
sporses like a separate department of trade or bashing the Japa-
nese or whatever else is a convenient reaction to the deficit.

So I think you have got a big, big and important job.

Senator DANFORTH. Senator Mitchell.

Senator MiTcHELL. Thank you, Mr. Chairman.

Dr. Yeutter, I join the other members of the committee in wel-
coming you. As I am sure you are aware, we on this committee and
throughout the Congress have been eagerly awaiting the selection
of a new U.S. Trade Representative. There is a widespread feeling in
this country, vigorously expressed a few moments ago by both Sen-
ators Heinz and Moynihan, that this MNation’s trade policy is adrift
and no coordinated strategy exists to actively deal with this Na-
tion’s deteriorating trade position.

We are looking to you for leadership in the trade area.

Years of concern about America’s international competitive posi-
tion have of late turned to alarm at the rapid deterioration of our
trade situation.

Since 1981, our merchandise trade deficits have almost doubled
from year to year. And important segments of our domestic econo-
my, from agriculture to mining, to manufacturing, are crumbling
in the face of this tidal wave of imports.

We cannot accept the view that this is merely a cyclical phenom-
ena that will correct itself when the dollar returns to equilibrium.
By then, key sectors of the American economy will have been lost,
possibly forever. . .

Action is needed to respond aggressively to the unfair trading
practices of other nations. Action is needed to enforce existing mul-
tilateral agreements covering trade and textiles and apparel.
Action is needed to exercise our rights under the General Agree-
ment on Trade and Tariffs to prevent the demise of domestic indus-
tries like the footwear industry against the flood of imports.

It is my hope—I'm sure it's the desire of other members of this
committee—that you, as the next trade representative—will pro-
vide the leadership and the vision to help Congress and the admin-
istration to address this very serious problem. :

I welcome you. I look forward to working with you. And I most
sincerely wish you the very best of luck in what is an important
and very tough job.

Senator DANFORTH. Mr. Yeutter, thank you very much for being
here. Do you have any initial statement?

Dr. YEUTTER. Yes, Mr. Chairman. Thank you very much. Thanks
to all of you for your individual comments. I appreciate them.

STATEMENT OF DR. CLAYTON R. YEUTTER, U.S. TRADE
REPRESENTATIVE NOMINEE

Dr. Yeurter. I will say first of all that it’s a delight to be here.
Many of you are friends of long standing and it feels good to be
back on the Washington scene again even though I have been
coming in and out on innumerable occasions during the past 8
years that I've been in the private sector.
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I have to say to Senator Heinz that I tried to comprehend the
baseball analogy, but you must realize that out in Nebraska we
just play football. We don’t really understand baseball.

Senator HEINz. As long as you play hardball, I don’t care what
game it is. [Laughter.]

Dr. YEUTTER. Good comment.

Mr. Chairman, in the interest of time, if it’s all right with you, I
will just insert by statement for the record and then summarize its
basic contents.

I personally spent a good deal of time in the preparation of my
statement so I do hope that the members will take the time to read
it. We intend to give it quite broad distribution because it has some
meﬁsages that I believe are important for people around the world
to hear.

Getting back to the point that Senator Bradley and others made,
about two-thirds of my statement is devoted to inter-relationships
of monetary and trade policy, between the finance sector and the
trade sector. I suppose that's unprecedented in a statement like
this, but it reflects the world in which we exist todafv.

Trade and finance policy are tied together—totally interrelated,
never to be separated again. And we have to recognize that in ev-
er}rthing we do in the trade arena.

've been saying for a long time that we have to have trade and
finance ministers around the world spending a lot more time to-
gether. It’s just imperative for that to occur. :

Senator Bradley and Senator Moynihan, I've already talked to
Secretary Baker about a close working relationship between us. I
hope we can get our counterparts around the world to take a com-
parable view, and I hope we can get them all together; that is, the
representatives of trade and finance in the major trading nations
from time to time because we absolutely have to coordinate trade
and finance policies.

This is a macroeconomic world in which we live. We are in a
glol:ial marketplace today. We have to recognize that in everything
we do.

I'd like to say preliminarily, too, Mr. Chairman, that the asser-
tion that I have big shoes to fill is certainly a correct one. Bill
Brock has done an outstanding job. He's a tremendously talented
individual, and I am personally Je]ighted that he’s going to contin-
ue on in the Government. It will be a big advantage to me to have
him on the scene as Secretary of Labor.

We've had a lot of discussions already over the last several
weeks, and he will be a great supporter apd confidant and counsel-
or during the next 3 or 4 years. He's a longtime friend, as well,
from our endeavors together in Republican politics. I have the
greatest of admiration for him, not only in his political career, but
during his tenure as USTR.

Now, I will quickly summarize what I have set out in my state-
ment, Mr. Chairman.

We have come a long way in the United States over the last
three or four decades in trade. It’s a much larger percentage of our
GNP today than it was even when I was in Government 10 years
ago. We are just a lot more dependent as a nation on international
trade today than we were before.



14

We could basically ignore what was going on 20 years ago in the
rest of the world economically and get along pretty well. Today,
that is no longer the case: -

We have a lot of industries that simply would have no hope if
they could not participate in the international sphere. And more
broadly than that, if we are to anticipate continued economic

rowth in this country an(ii a continued increase in our level of
iving, we have to expand trade. It's as simple as that. We can't
contract trade and expect to have the standard of living that we

enjoy today.
o we have to deal with trade issues skiltfully on a global basis.

We have a lot of problems. As Senator Dole indicated, I accepted
this position notwithstanding all those problems, and I would agree
with the assessment of some of you that this particular position
has to be one of the most difficult of all in Washington, DC, over
the next 3 or 4 years.

But that should not be a discouragement for anybody, for either
myself or for all of you as members of the committee. With prob-
lems come opportunities. And we have to seize those opportunities
and confront the challenges doing the very best we can, and let the
chips fall where they may.

ow [ would hope that 3 or 4 years from now, I can come back
before this committee and we can evaluate what we have all done
during that time period, and hopefully agree that we have made
some progress.

The present trade deficit, gentlemen, is unsustainable. One of
you mentioned that we are likely to reach $150 billion as a deficit
in 1985 on the heels of $125 or thereabouts in 1984. That just
cannot go on. The Nation is not going to corlapse if it goes on, but
we are 50ing to do inestimable damage to many of our key indus-
tries and firms.

I have seen this firsthand from the private sector viewpoint, just
as you have. My vantage point has been Chicago. Yours has been
Washington, DC, in the discussions and debates that you have had
with your constituents.

Chicago is a manufacturing city, basically. A big segment of that
manufacturing industry is steel, which has certainly been one of
the trouble Sf)ots. And as Senator Dole indicated, my background is
agriculture. I've had neighbors near my farming operations in Ne-
braska who have gone down the tubes in the last few months.
Some, Senator Dole, have totally shocked me. Some were amon
the finest farm operators in that area, which is one of the most ef-
ficient producing areas in the United States. To see operators like
that go down is troubling indeed.

Our export-dependent industries like agriculture are in deep,
deep difficulty today. We simply cannot afford to permit our
export-dependent industries to be devastated. The dollar isn’t going
to stay strong forever. It will alter its course simply based- upon
economic fundamentals at some point in time, irrespective of what
we do or do not do in terms of public policy.

But if and when the dollar declines in value and if and when we
take other measures to make ourselves more competitive so that
we can sell more of that grain, Senator Moynihan, we have got to
have somebody prepared to sell. If we dismantled our export firms
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and the divisions within those firms that have been responsible for
exports, we are going to have nobody to do that job when the time
comes.

And in my judgment, it-would be tragic to have that situation
exist. So we have to be cognizant of what is happening in the way
of a trade deficit, and we have to deal with it.

I think we have to deal with it across the board in a whole vavie-
ty of ways. Mr. Chairman, we have to do everything simultaneous-
l%, and we have to do almost everything almost instantaneously.

e don’t have the luxury of waiting and hoping the problems are
going to go away. I think all of us have to play a part in respond-
ing to the challenge that exists today. .

Clearly, we have to respond on the macroeconomic side. As some
of you have indicated, that's the dominant factor today. There isn’t
any question about that. The strength of the dJdollar is overwhelm-
ing everything else. We can talk about trade barriers all afternoon,
and there are plenty of those to talk about, but the fact of the
matter is that if one evaluates all of this in percentile terms, you
have to assign a much larger percentile to currency relationships
than to anything else. ) )

That’s something that we as a nation have to confront in terms
of macroeconomic policy. And I really mean both fiscal and mone-
tarﬁ policy and some macroeconomic policy changes elsewhere as
well,

I need not spend a lot of time on it. Clearly, we have to deal with
the Federal deficit. That's the fiscal side. And the only point I
would add there or emphasize is that we have to deal with it more
th&gl just in 1985. This is not a one-time problem. It's a long-term
problem. ‘

If you in the Congress chop $50 billion out of the deficit this
ear, as I hope you will—and I think Senator Dole is entitled to
igh accolades with respect to the leadership he has provided on

the budget issue—but if you all succeed in the very formidable task
of reducing the deficit by $50 billion or so, that's only step one.
Step two comes next year when we need to repeat that same expe-
rience again, 1f we are ever going to get on top of the fiscal side. If
we can get on top of the fiscal, then I suspect that Paul Volcker
and his colleagues will feel much more comfortable in easing mone-
tary policy a bit, taking a few more risks in terms of the inflation
threat, and helping to move us down the track of lower interest
rates which inevitably will be reflected in lower dollar values in a
relative sense.

I just came from a conference in Colorado this past week which
had a lot of political and business leaders from around the world.
And onre of the points that I made in that conference was that we
need help from them too. And, in particular, my reference is to the
leading trading nations of Western Europe and to Japan, o

We gave had a situation in the last few years in Western Europe
where their macroeconomic policies have been basicaltliy the oppo-
site of ours. Where we have had a loose fiscal policy and tight mon-
etary policy, they've had just the reverse.

And although we’ve been able to generate economic growth with
our combination of policies, they have not. For all practical pur-
poses, the n}ajor nations of Western Europe have been marking
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time from an economic viewpvint, and that doesn’t provide much
in the'way of demand to the rest of the world.

For example, in the last 2 years the United States has been
taking almost all of the increase of exports from the lesser devel-
oped nations of the world, which have a lot of %rowth potential for
our exports. But they can’t sell if nobody buys. Our developed coun-
try partners have taken very little.

1 would hope that we have some reconsideration of economic poli-
cies in Western Europe so that somehow or other that part of the
world begins to generate a higher level of economic growth and a
higher level of demand for imported products, relieving some of the
pressure on the United States.

The same applies for Japan. Japan has an economic growth rate
that is substantially higher than-that of the nations of Western
. Europe. But it's a growth rate that’s almost entirely dependent
upon export expansion.

One of my many messages to Japan will be that it is important
that the Government of Japan accelerate its own domestic demand.
They, too, need to become an importer of products from the lesser
developed nations and a much greater importer of products from
the United States as well. :

As I alluded, we also need a little help on the lesser developed
country front, too. They are in a terrible dilemma, of course, be-
cause of their debt load today, but it seems to me that it’s impera-
tive on our part to do what we can in the way of influencing the
policies of the banking institutions of the world in such a direction
that we do not totally stifle the economic growth in the LDC’s.

Those are big markets for us. They have been our major growth
markets in recent years for exports. And although polidies of aus-
terity may certainly be in order in the short run for those nations,
policies of austerity which were highly export oriented and highly
oriented toward curbing imports are certainly not in their long-
term financial interest in terms of economic growth potential, and
they are certainly not in our interest either because of our own
export potential.

ow that’s enough on the macroeconomic side, Mr. Chairman. If
I may, I will just say a couple of words on the more micro-oriented
sector and then we can go to questions.

I should s%\i" something about the multilateral trade scene in
terms of GATT negotiations and the GATT structure and perhaps
some priorities there.

My judgment, Mr. Chairman, is that we need to have a new
round of negotiations very soon. However, I would prefer that we
didn’t use the term “round.” Regrettably, in my judgment, we have
given a lot of attention to that concept, and it may be difficult now
to retreat and go back to something different from that.

But Senator Bradley has recently been a member of a group that
evaluated the performance of the GATT and made some recom-
mendations for the future. That, incidentally, Senator Bradley, is
an outstanding report. I commend you and your colleagues for
what you had to say in it.

One of your comments was that we ought to be changing the
GATT structure in such a way that we would have ongoing negoti-
ations instead of a start-stop kind of system.
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I have never been able to comprehend the rationale of negotiat-
ing for 5 years and then essentially twiddling thumbs for 5 years,
and then negotiating for the next 5. Trade problems don’t start and
stop every 5 years. They go on continually. ‘

It seems to me that if the GATT is going to be an effective, func-
tional organization it has to operate continually. We ought to move
toward handling negotiations on an ongoing basis. .

So I would like to see that happen quickly. It seems to me that it
is clearly in the best interest of the United States to get that. proc-
ess going. ‘

Notwithstanding the importance of the macroeconomic issues
that I have just been talking about, Mr. Chairman, we still have
plenty of unfair trade practices to deal with. We still have an im-
perfect world out there in terms of the barriers that exist to inter-
national trade. 7

If we say those problems are minor compared to the fiscal and
monetary issues, and therefore, let’s ignore them, we run the risk
of discovering 3 or 4 years from now that they are suddenly the
most significant problems facing American exporters and we’ve
been dilatory in responding to that challenge. ‘

So in my judgment we ought to move forward on that front, and
we ought to move forward on that front very quickly.

I will articulate what I consider to be four or five of the major
issues that we ought to deal with promptly. And we can expand
beyond that, if you like.

One, as Senator Dole points out, is airiculture. That's obviously
dear to my heart because that’s my background. But you all know,
I'm sure, that for all practical purposes, the GATT rules on agricul-
ture are nonexistent. We really don’t regulate international trade
in agriculture.

And that’s inexcusable.

Senator DANFORTH. I'm going to interrupt you for just a minute.
We are half way through a roll call vote on the Senate floor.

Dr. YEUTTER. Sure.

Senator DANFORTH. And my suggestion is we break. I think Sena-
tor Chafee left early to vote, and my hope is he will be back in just
a few minutes and then he can continue.

Senator Pryor. Mr. Chairman, if it is possible, if we cannot
return, those of us who may not be able to return, may we leave
questions with you, Mr. Chairman, to submit.

Senator DANFORTH. Right. Senator Heinz has already done that.
And I'm sure a number of Senators will want questions to be sub-
mitted to you for answering for the record.

Dr. YEuTTER. That will be fine, Mr. Chairman.

Senator DoLe. Mr. Chairman, I would hope that there is still the
possibility of getting the nomination confirmed this week. We've
been without a USTR for a number of weeks, and we are going to
be out of here for 10 days, which would give the nominee time to
sort of get settled.

It appears we may be in on Friday now unless Mr. Metzenbaum
decides to let us go. We are going to have a lot of votes today
unless he chanllges his mind over there. So we ought to be able to
take care of it Thursday or Friday, if that’s a possibility.
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Dr. Yeutrrer. That would be deeply appreciated, Senator Dole,
just simply from the standpoint of staffing. I'll lose 10 days on
staffing decisions and those are critical days right now. .

Senator DANrFORTH. OK. We hope to be back. Stay where you are,
you know. I mean don’t stray too far.

[Whereupon, at 4:08 p.m., the hearing was recessed.}

AFTER RECESS

Ser;ator CHAFEE. Dr. Yeutter, have you completed your state-
ment?

Dr. YEUTTER. I can do it in about 2 minutes, Senator Chafee, if 1
may.

Senator CHAFEE. All right.

Dr. YEUTTER. I was beginning to articulate just——

Senator CHAFEE. Hold it 1 minute;

All right. Everybody please take your seats. That will reduce the
noise.

All right, Dr. Yeutter.

Dr. Yeutter. Thank you, Mr. Chairman.

It might be useful if I simply follow through and articulate the
remainder of the issues that in my judgment need attention multi-
laterally in the GATT. The one that I had already mentioned was
agriculture.

A second one that certainly deserves attention is the whole issue
of improving the codes that we negotiated in the Tokyo Round.
Those have certainly been a good start in dealing with some of the
nontariff measures of the world.

But they are no more than the start. They are not perfect by any
means. | think everyone in the world understands that, and so we
need to take actions to improve a number of those nontariff meas-
ure codes.

And then going beyond that, we certainly need to get a negotia-
tion underway in services, an issue that Bill Brock has spent a lot
of time on over the last several years.

Services are such an important part of the American economy
today that it is imperative that we have effective multilateral rules
on the provision of services throughout the world. Otherwise, na-
tions like ourselves who are very competitive in services are going
to run into a whole horde of trade barriers against that segment of
our economy.

And then, finally, a very high priority for me, Mr. Chairman: It
is imperative that we improve the dispute settlement mechanism of
the GATT. I am distressed with the inadequacies of that system.
And if I have heard any single class of complaints from the private
sector in the United States over the last few years, it relates to the
shortcomings of GATT dispute settlement.

If we can’t resolve differences between nations in the GATT,
then it becomes difficult to defend the GATT as an institution. And
in my judgment, it has lost enormous credibility in recent years be-
cause of its unsatisfactory method of dealing with disputes.

And I will just give one current example of that, Mr. Chairman,
because it relates to the comment that Senator Zorinsky made
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about one of our trading partners being unhappy with their discus-
sion with me yesterday.
When one has a case pending before the GATT for 13 years, has
a panel judgment that was unanimous, and an additional 54 negoti-
ating sessions, one would assume that it is time to do something.
And yet when we retaliated in ‘that case a few days ago, this par-
ticular entity chose to counter-retaliate for four reasons that are
incomprehensible to me, and in my judgment, totally indefensible.
But that is why the GATT loses credibility. And we simply
cannot afford to have that kind of scenario repeated in the future.
Mr. Chairman, I could speak of other things, but I think it might
be better at this point if we go to the questions of all the members.
[The prepared written statement, résumé of Dr. Yeutter, and a
letter from the Office of Personnel Management follow:]
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STATEMENT OF
THE BONORABLE CLAYTON K, YBUTTER

0.S. TRADE REPRESENTATIVE-NOMINEE
_June 25, 1985

Thank you, Mr. Chairman. It is an bhonor and a pleasure
to appear before this Committee as the President's nominee to
be the United States Trade Representative,

The relationship betwveen the USTR and the Congress is a
special one because the Constitution vests authority to regulate
foreign commerce in the Congress. As a former Deputy USTR,
I am keenly avare that the preservation of this unique relationship
requires an unusual degree of consultation between the Congress
and the OSTR.

I will be open and responsive to the concerns and advice
expressed to me by the Meabers of the Senate Committee on Pinance,
the Bouse Committee on Ways and Means, and other Menbers of
Congress who have an interest in the conduct of 0.S. trade policy.

1 also wish to assure you of my firm commitment, and that
of the President, to a strong USTR as the coordinator of U.S,
trade policy. Trade issues inevitably affect the interests
of a large number of competing national constituencies. It
is the USTR's responsibility to balance these various interests
and, through careful interagency deliberations, to forge a unified
government policy that will advance U.S. commercial interests,

1 expect to carcy out this responsibility in full consultation
vith the Congrees, through aggressive and active use of the
statutory Trade Policy Committee, which I would chair, and through
my seat on the new Economic Policy Council, chaired by Secretary
Baker. The recently announced streamlining of the Cabinet council
system will enhance the role of the USTR as the coordinator
of 0.S. trade policy.

Mr, Chairman, we meet today at a time of critical importance
to U.S, trade policy. International trade has expanded to
previously undreamed-of proportions and the U,S. is the wvorld's
largest trading nation. Our combined annual export-import trade
has grown from $35 billion in 1960 to $559 billion in 1984,
Our exporta of goods and services accounted for 10 percent of
our ‘GNP in 1984, compared to seven percent in 1970 and five
percent in 1960, One-eighth of all manufacturing jobs depend
on exports and 40 percent of farm production is sold abroad.

Our economic health depends on the maintenance of a fair,
open and efficient world trading system. With a fairly sature
domestic market and a relatively stable population, our best
hope for ‘rising living standards is an expansion of overseas
markets. Increasing world trade also provides the best chance
for progress by developing nations, and an integrated world
econony can be a powerful force for peace,
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Yet, the United States faces a huge trade deficit -- $123
billion last year and running at a higher rate this year, A
deficit of this magnitude is intolerable and unsustainable.
But it is fmportant to understand that the trade deficit {s
only in minor wvays a result of U.S. trade policy. 1Indeed, if
toporrow morning our trading partners vere to sake every concession
wve asked of them, the effect on the deficit would scarely be
noticed, The trade deficit is the direct result of larger fiscal,
financial and monetary factors which are at vork here and abroad.

This deterioration in the trade balance has occurred despite
(and, in part, because of) significant improvements in the 0.S.
economy, Inflation is less than a third what it was in 1980,
The prime rate bhas been cut in half. The economic recovery
has created more than eight mjillion new jobs,

Unfortunately, the 0.S, recovery has not been duplicated
by our major trading partners. So U.S., demand for imported
products has increased faster than their import demand. At
the same time, the strength of the U.S., recovery has made our
economy more attractive to foreign investors, increasing the
value of the dollar witd respect to other currencies and exacerbating
the trade imbalance.

I have spent the last seven years as head of one of the
largest financial institutions in the world and I am persuaded
that financial conditions have had a profound effect oh our
trade balance., Last year world trade in goods and services

“totaled roughly $2trillion dollars while global capital transfers
vere in excess of $20 trillion. These capital transfers are
highly sensitive to interest rates and exchange rates and they
directly affect trade flows. \

We simply cannot allow this huge trade deficit to persist;
it robs us of growth, shackles our exporters and injures domestic
businesses. Por sany small companies and farmers, the end already
has come. Por many larger companies, the decision to close
plants and get out of the export business may be near. Already,
too many companies have shifted their investment to plants overseas,
rather than continue producing goods here for export.

That's why ve must pursue policies that will allow the
dollar to achieve a level that will let Americans :n»mpete on
a fair basis in the world market.

The most important thing we can do to meet this goal is
to get our federal budget deficit under control. The Senate
recently took a giant atef toward fiscal responsibility with
a -budget resolution that will cut spending by $50 billion next
year and $295 billion over the next three years.
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All of us would prefer to do even better, but this is a
good start, Even the prospect of progress already has led to
an edging downward of interest rates that should help in our
efforts to realign the dollar.

At the same time ve must resist the temptation to respond
to the budget deficit with tax increases. The tax cuts and
regulatory reforms ¢f 1981, along with tough management decisions
by American business and concessions by American labor, have
productivity on the rise. This will form a basis for increased
competitiveness by American industry as soon as wve solve the
exchange rate problem. Let's not put these hard fought, often
painful, gains at risk by raising taxes!

The most jimportant reason for the Copgress to take strong
action to control budget defjicits is that it will allow the
Pederal Reserve Board to establish a more accommodative monetary
policy without risking renewed inflation. That will be good
nevs both for - economic growth and for the value of the dollar.
When money is tight, our interest rates rise relative to thoge
elsevhere in the world, thereby attracting foreign investment.
The dollar then rises inexorably relative to other currencies,
and our exports suffer.,

During the second half of 1984, when there was almost no
grovth in the money supply, the trade-veighted value of the
dollar skyrocketed, That, in turn, encouraged importe and slowed
U.S. economic growth in the early months of 1985,

Portunately, recent fiscal policy actions by the Congress
and a more accommodative monetary policy by the Pederal Reserve
Board have h-d a stabilizing effect on our economy, and solid,
almost inflation - free economic growth should occur, Our lower
interest rates will also help less developed countries manage
their debt burden, and that's important to us because those
countries have the most export potential,

We must not lose our determination to reduce budget deficits
and maintain steady growth in the money supply. This is a battle
that must be fought every year, not just in 1985,

Looking ahead, we must also seek wvays to reduce or eliminate
wild swings in the currency exchange markets that play bavoc
with the world trading system. Coming from the private sector,
I can tell you with conviction that wide swings in the relative
value of currencies have a dampening effect on capital investment
decisions by business.
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When the¢ currency markets are subject to wild gyrations,
it becomes extrexely risky for businesses to make major investments
in facilities that would produce for export. When such investments
a;o postponed or cancelled, we eventuilly lose our vorld market
share, o

On June 21, the Group of 10 finance ministers met in Tokyo
to discuss the results of their two-year study of wayse to improve
the international monetary system. The 0.S. has offered to
host a conference, as Secretary Baker indicated recently, to
discuss vays to implement their findings. I intend to be a
strong voice within the Administration to encourage a concerted
effort to bring more stability to the international monetary
systen.

Although it's evident that =mucb of our trade deficit is
unrelated to trade policy, ve also must take firm actions in
that actena. On trade issues we have turned the other cheek
for many Yyears, perhaps too many, and it bas cost our export
industries dearly. Too often we bave allowed significant penetration
of our own markets by countries that will not give us a fair
shot at their markets,

We must insist on fair access to markets overseas, and
we must enforce our laws preventing subsidized or unfair penetration
of our own markets. There is much that we can do within the
framevork of existing law, and I'm determined to see that we
do so. If we are to operate in a global marketplace, a given
in today's world, then let's make sure that marketplace is open
to everyonel

Our trade policy cannot, however, be pursued through unilateral
actions and bilateral negotiations alone. The fundamental long-term
commercial interests of the United States depend upon the strengthen-
ing of the multilateral trading system.

That system, based on the General Agreement on Tariffs
and Trade, has permitted a major expansion of world trade through
the mutual reduction of trace barriers to the benefit of all
trading countries over the past 35 years. Its success was based
on a framework of rules and commitments that were widely accepted
by the United States and other countries as fair.

Six years have now elapsed since the end of the last round
of trade negotiations. In the intervening period, world trade
has been buffeted by severe economic problems -- deep worldwide
recession, crushing debt burdens, volatile exchange rate movexents
and a growth in trade restrictions and barter to deal with payments
problens, .

1
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Many GATT rules bave fallen into disuse and trade barriers
have been rising as one country after another has taken actions
outside of the existing rules and bas solved its prodblems by
subsidizing and protecting key industries. Wbat is resarkable
under the circumstances is that the world has not resorted to
such greater protectionisa than has been the case. But vhat
is also clear is that the core of the multilateral trading system
-- the GATT ~-- {8 in urgent need of repair. There is both o014
business, required to improve and strengthen existing provisions,
and nev business, to extend the GATT to nev areas and to deal
vith new problems impacting world trade.

If wve do not take firm action soon to strengthen GATT tules
and to expand the GATT to nev areas, ve risk a deterioration
in the world trading system of phenomenal proportions. If the
GATT is alloved to become ineffective and irrelevant, protectionism
will rise in vaves and our vorld trading system vill be obliterated,

In order to shore up the existing GATT system, there are
several areas in which rules need to be strengthened or ezpanded,
Among them:

1. Agriculture. GATT rules in the agricultural sector
are woefully inadequate, We need meaningful GATT
discipline that will make agriculture a true and equal
partner with manufactured goods under the GATT., 1In
particular, we must have sensible, effective rules
oh the use of export subsidies, especially where those
subsidies are designed to capture third country mackets.

2. Dispute settlement. GATT disputes often go unresolved
for years, sometimes even decades, only to tecrminate
in an undecipherable non-decision., We must introduce
timeliness and decisiveness to the process, 80 that
member countries will bave confidence in the GATT
as an institution.

3. Safeguards. We must negotiate a safeguards code that
will bring under commonly accepted GATT disciplines
all protectionist actions nov taken outside the GATT
tules,

4. Non-tariff barriers, The Tokyo Round produced eambryonic
non-tariff codes which served as a good starting point.
But experience has shown they need to be improved
and broadened to make them truly effective., We still
have tremendous problems with quota programs, government
procurement practices, standards, the protection of
intellectual property rights, and a myriad of other
issues.
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A nev round also is needed to ezpand GATT rules to areas
not nov covered, including trade in services, an area of immense
importance to the Onited States.

Mr. Chairman, I wish to emphasize that our pursuit of a
nev tound of multilateral trade negotiations does not diminish
the need, nor is it a substitute for, the essential fiscal,
ponetary and other trade measures @ have outlined. A nev trade
round is essential, hovever, to restore the credibility of the
international trading systems and to reverse the recent trend
tovard the "creative® use of export subsidies and other pernicious
trade barriers.

In seeking such a newv round, we must take great pains to
develop specific goals for the United States, as well as a strategy
designed to achieve them. Already, we have received from our
private sector policy advisory committees and other private
sector organizations a thorough report on their hopes and fears
regarding a new round. This is only a very first step in what
vill be a three-vay partnership betwveen the Congress, the Executive
Branch and the private sector in determining the U.S. negotiating
position for a8 new round,

Kr. Chairman, the challenges facing us in the trade arena
are great, I want to assure the Members of this Committee that
I fully recognize the level of concern in the Congress about
trade issues., I share this concern, as does the President.
We intend to move forward quickly and aggressively to develop
a sound strategy to address these trade problems. Thougb the
challenge i8 indeed a formidable one, I'm confident that we
can achieve our mutual goals.
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— VI —
DR. QAYTON YEOTTER

——————————————

Personal Dmta
Date of Birth: Decender 10, 1930 Birthplace: Eustis, Nebraska
Spouse: Jeanne (Vierk) Yeutter Ber Background: B.S.-Home Econamics
Date of Birth: August 20, 1931 University of Nebraska (1953)
Children: Brad, Gregs, Kis, Van
Hame Address and Prone Nurber: Business Mdress and Phone Number:
€32 lLakeside Oxi Chicago Mercantile Exchange
Binsdale, 11 0521 30 South Wacker Drive
$312) 6551059 Chicago, Illimols 60606
(312) 9303000
Academic Data

Education

High School: Eustis High School, Bustis, Nebraska - 1948
University: University of Nebraska, Lincoln, Nebraska - 8.S. 1852

University of Wisconsin, Madison, Wisconsin - One samester of
graduate work 1n agracultural economics - 1960

University of Nebraska, Lincoln, Nebraska = J.D. 1963 (lav)
University of Nebrasks (Lincoln) - Ph.D. 1966 (Ag Economics)

Scholastic Record

B.S. °With Righ Distinction® - Highest scholastic honor given by the University
of Nebraska. Ranked first in College of Agriculture graduating class.
Ramed by the Block & Bridle Cluwb as outstanding animal husbandry graduste
1n the United States.

J.D.  °Cur Laxde® - Ranked first in qraduating class. Named outstanding law
graduate in Mudwest by Phi Delta Pri legal fraternity. Editor, Nebraska
Lars Reviev,

Ph.D. Naved outstanding graduate student in &3 econcmics. Above an "A' average
for entire graduate progran.

Professional and Fraternal Societies y

Agriculture: Alpha Zeta (scholastic) = Chancellor of local chaprer as an
uwdergraduate -

Gama Sigma Delta (scholastic)

Farmiouse (social) - President of local chapter as an undergraduate
Lav: Nebraska Bar Associastion

Order of the Coif (scholastic)

Phi Delta Phi (social and professional)
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Beployeent Bistory

July, 1978 ~ sent: President and Chief Executive Officer, Chicago Mercantile Exchange,
"“Y"Ui"m' 155 X

& eacond largest futures market. The OF conducts futures trading in (1)
camodities, such as fat cattle, feeder cattle, hogs, pork bellles, luwer, and gold;
{2) international cutrencies, such as the yen, Gemman mark, Prench franc, and British
pound; (1) interest rates, through transsctions in Treasury bills, damestic certif-
fcates of deposit, and Durodollars; and (4) the Standard § Poor's 500 stock index
contract. (Nearly 40 million contracts per year are now being traded on the
Zxchange.) The President s the OC's chiel executive officer, responsible for all
{ts operations, including goverrmental relations and contacts with both nationa) and
Snternational menbers and custamers. The Exchange has sore than 2,000 menders, with
full seats row selling at around $2%0,000.

»r li 1977 = Present (on indefinite leave of absence while setrving as President of OF):

or partner of the lav fimm Nelson, Barding, Yeutter & Leonard in Lincoln,
Nebraska. The firm had additional offices in Qraha, Denver, Salt Lake City, Bouston,
Rapid City, and Washington, D.C. Responsible for the firm's agriculturally related
practice, and for coordinating all elevents of the practice where Washington, D.C. or
international interests are involved. )

June, 1975 = Ped . 1977: Deputy Special Trade Representative, Executive Office of the
President. This was an Ambassadorial post with responsibility for conducting trade

negotiations on behalf of the President and the U.S. goverrment. It involved
contracts and negotiations with representatives of many foreign goverrments, as well
as coordination of U.S. policy positions with other Pederal departments, the
Congress, and humerous private sector advisory committees.

March, 1974 = June, 1975: Assistant Secretary of Mgriculture for International Affairs

ity rans, Responsible for all international activities of the U.S.
Department of Agriculture and the aduinistration of all farm programs. Agencies
included: Agricultural Stabilization & Conservation Service: Poreign Agricultural
Service; Pederal Crop Insurance Corporation; Comodity Credit Oorporation,

January, 1973 ~ March, 1974: Assistant Secretary of Agriculture for Marketing and

Consuner Services. Responsible for essentially all reguletory and damestic market
service functions in the U.S. Department of Agriculture. Agencies included: Anima)
& Plant Bealth Inspection Service; MAgricultural Marketing Service; Cammodity Exchange
Authority: Food & Nutrition Service; Packers & Stockyards Administretion.

J 1972 ~ December, 1972: Reqgional Director, Oommittee for the Reelection of the
- “%xui&m.' Espmsllﬁe Tor all facets of the President’s campaign In seven

Midwestern states. Also served as Director for Agriculture with responsibility for
the agricultural portion of the campaign in all S0 ‘states.
. [

October, 1970 - Decenber, 1971: Adninistrator, Consumer & Marketing Service, U.S.
Departrent of Ed'&lhm. Responsible for such prograns as meat and poultry

irspection, the grading of sgricultural products, development of product standards,
market nevs, the administration of market orders, procurament of food for camadity
distribution, school lunch programs, etc.

September, 1968 - Octover, 1970: Director, University of Nebraska Mission in Colambia.

The largest agricultural technical assistance program in the wor)d at that ture.
Involved vith participation of six Kidwestern land grant universities, with funding
by AID, the Rellogg Foundation, ard the Pord Fourdation. Assistance was provided at
the graduste and undergraduate level in teaching, research, and extension in all
najor agricultural fields. Recipient syencies were the Colambian Agricultural
Institute (vhich samewhst approximates USDA) and the Nationa) University.

~
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Jpnudry, 1966 - Septenber, 1968: Executive Assistant to the Governor of Nebraska.
'%W%ﬁé@m between the Governor and rumerous sgencies of state
rment - §ncluding the Deparwmment of Agriculture and all state educational
nstitutions. Bandled all of the legislative lisison work, including drafting of
legislation to broaden the state tax base and to provide for state aid to
education. MKajor legislation enacted included the aforwmentioned bills, alorg
with others to: create a state department of econcmic development, estadlish a
minimar vage, merge the University of Nebraska and the University of Cmahs,
establish a state telecamunications comission, ete, -

J 1960 ~ J 1966: Paculty menber, Department of Agricultural Econcmics,

— %wtnty’ é %ﬁi’ Combination teaching, research and extension responsi-
bilities in sgricultural economics and agricultural law, Major professional area
vas resource econamics, §.e., land and water. Taught only part time while

canpleti requirements for the Ph.D. and J.D. tees. Berved full time
in 1965 'I?ﬂ 1966. e

1957 - 1975: Operator of a 2,500 acre farming-ranching-cattle feeding enterprise in
central Nebraska. This unit is now opgrgtoq by a tenant on a cash lease basis.

1952-1957: United States Air Force. Enlisted as a Basic Ajrman upon graduatjon from

T UK€ University of Nebraska. Later received a direct camission in Medical
Mmrinistration., Ranked first in graduating class in Basic Course in Medical
Mministration, Gunter AFB, Alabana. Recipient of numerous milit. avards,
Continued in the active reserve until 1977. Presently a Lt. Colonel in the
inactive reserve,

1963 - 1968: To the extent permitted by time and other cbligations, active in the
T practice of lav in Lincoln, Nebraska.

Boards ard Trusteeships
Member, The President's Export Council, Washington, D.C.

Chairman, Board of Directors, Chicago Association of Cammerce and Indusry, Ohicago,
11linois (the nation's largest Ohamber of Cammerce)

Member, Board of Directors; Chairman, Econamic Forecasting Cumittee, Congra, Inc.,
Omaha, Nebcasks

Member, Board of Directors, The Chicago-Tokyo Bank, Chicago, 1llinois
herber, Board of Directors, Swiss Camodities and Puturer Association, Geneva, Switzerlard

Vice Chairman, Bodrd of Trustees, International Agricultural Development Service,
Arlington, Virginia

Mender, Board of Directors; Member, Executive Cormittee; Member, Washington, D.C.
Lisison Comittee, U.S. Meat Export Pederaticn, Denver, Oolorado

mrilrn:d of Trustees, Garrett-Evangelical Theolodical Seminary, Bvanston,
1llinoss

Member, Board of Directors, Chicago Council on Poreign Relations, Chicago, 111imois
Member, Board of Visitors, School of Business Administration, Georgetown University
Member, Board of Directors, Business-lndustry Political Action Cammittee, Wash, D.C.
Charrman, Edith and Dana Bennett Mgricultural Pound Table, Washington, D.C.

Member, Soard of Trustees; Member, Executive Camittee, Parm Foundation, Oax Brook, IL
Merber, American Council on Germany, New York City
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. Member, The Bord Club of Chicego (I1linois)

Q:runeo. Livestock Merchandising Institute, Kansas City, Missouri

Hember [fhe Commercial Club, Chicago, 11limois

Member, The Overseas Develogment Council, Washington, D.C.

Manber, Executive Comittee, The Mid-Mmerica Comittee, Ohicago, Illinois
Memder, 111inois District Export Council, Chicago, Illimois

Other Significant Activities

Hander, U.S.~Brazi) Econamic Working Group, appointed by Sec. of Treasury Regan, 1983

Merber, Working prtpumq U.S. position for 198) Economic Sumit held ot
Williewsbury, Virgini

Menber, Trade Policy Research Centre Study Group on Protectionism and Public Policy,
London land - )

0

Chairman of the Mricultural Development Task Porce to Peru, appointed by President
Reagan in response to U.S. caommitments made at Third World Summit in 198}

Chairman, Transition Task Force on Agricultural Policy, Reagan Admiristration

First American businessman invited to Japan (in 1582) under Japam _werﬁnent
progras to improve trade relationships with the U.S.

Former member, Board of Directors, Tri-Valley Growers ((r\m and vegetable
processing), San Francisco, California

Former member, Board of Directors, Japan-Americs Society of Chicego

Recipient of the Israel Prime Minister's Medal for lomg-time friendship to Israel
axd support for its econaric develogment

Recipient of American Society of Agricultural Consultants *1978 Distinguished
Service Award®

Recipient of Knights of Ak-Sar-Ben "1978 Agricultural Achievement Award®

Recipient of FarmMouse "Master Builder of Men® sward, the highest honor granted an
alumnus of that fraternity

Recipient of Purdue University's (Lafayette, Ird.) "0ld Masters® awvard, and the
University of Nedbraska's camparable *Masters” award

Member, Nebraska Hall of Agricultural Achievement

Fecipient of first University of Nebraska 4-H Club Alumni avard

Past Chaivman, Board of Directors, Platte Valley Packing Co. (beef}, Cozad, Nebraska
Former Menber, Bditorial Board, Comodities = The Magazine of Futures Trading

Past Vice Chairman, Governor's Committee on Public Relations in Agriculture (Nebraska)
Past Vice President, Nebrasks Society of Washington, D.C.

Past Oirman, Official Board, Ohrist Methodist Church, Lincoln, Nebraska

Past Secretary, Camrission on World Service and Finance, Nebraska Methodist Conference
Past Member, Board of Trustees, Wesley Foundation, University of Nebraska

Past Director, FarmHouse Fraternity Alumni Association

Numerous YMCA positions

50-920 O - 85 ~ 2



30

United State;)offﬁl\meric;
ce o Office of Personnel Management
Government Ethics Washington, D.C. 20415
IN 24 1905

Honorable Robert Packwood
Chairman, Committee on Pinance
United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

In accordance with the Ethies in Government Act of 1978, I enclose a copy of the
financial disclosure report filed by Clayton K. Yeutter, who has been nominated by
President Reagan for the position of United States Trade Representative.

We have reviewed the report and have also obtained advice from the Office of the
United States Trade Representative concerning any possible conflict in light of that
Office's functions and the nominee's proposed duties. A copy of that Office’s letter
outlining the steps Mr. Yeutter proposes to take Is enclosed for your reference. Based on
these representations, we believe Mr. Yeutter is in compliance with applicable laws and
regulations governing conflicts of interest.

Please note that Mr. Yeutter has updated this report to include all earned income
received by him as of June 21, 1985, a date which is within 5 days of the confirmation
hearing scheduled by your Committee, This update fulfills the requirements of $ U.S.C.
App. 4 § 201(bX1) and therefore will not require a separate filing on his part.

Sincerely,

Director

Enclosure
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Senator CHarek. All right. We will have 4 minutes apiece.

And my first question to you is in order to do something about
services, would that require a new round?

Dr. YEuTTER. As you know, there are no rules in the GATT on
services at all now. In fact, many members of the GATT, particu-
larly lesser developed country members, would prefer that we not
have any rules on the services.

So we do need a multilateral negotiating forum. Now it need not
be the GATT, Mr. Chairman. We could do that in a forum totally
outside the GATT simply by gathering the group of nations togeth-
er who are primarily interested in services and working out an ar-
rangement among us.

But in my judgment that clearly is a secondary choice. Our pri-
mary choice should be to try to do it within the GATT.

Senator CHAFEE. OK. Now suppose France says they won’t par-
ticipate? Can we just plunge ahead anyway?

Dr. YEUTTER. Yes, sir.

Clearly, we should have the European Community involved for
services because they are a big market for American service func-
tions and it would be tragic if they were not involved. But it is not
imperative for them to be.

We have a'lot of other markets around the world for our service
industries, and I would be prepared to move forward on services ir-

. respective of whether or not France or the European Community
chose to participate.

But I really believe that's an irrelevant question in the sense
that I expect them to participate.

Senator CHAFEE. Now when you say you are willing to move for-
ward, one of the problems we see from here is that the other de-
partments are becoming involved in your areas of responsibility,
particularly the Treasury Department.

I've heard it said that the Treasury Department, personnel are
negotiating with the Japanese about pharmaceuticals, for example.
It seems to me these sorts of negotiations are meant to be a part of
the traditional role that you have, and that is to establish our
trade policy.

What are we going to do about that?

Dr. YeEurterR. Well, 1 do not have a specific answer, Mr. Chair-
man, with respect to the pharmaceutical negotiations. I'm aware
that Treasury does have the lead on that. But that's a decision that
was made some months ago.

Senator CHAFEE. I'm sorry. I missed that.

You say in the pharmaceuticals the Treasury was given the lead?

Dr. YEuTTER. That is my understanding, but I do not know the
rationale of that particular decision. We can certainly provide that
rationale.

Senator CHAFEE. Who would give them the lead? The President?
hDr. Yeurter. Well, it would—and, again, I cannot answer for
that—— , '

Senator CHAFEE. I'm not trying to put you on the spot.

You haven'’t even taken over yet.
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Dr. YEUTTER. Let me answer that question by describing the way
it should work, in my judgment, and hopefully will work from here
on, Mr. Chairman.

We had cases when I was in the Government when other depart-
ments took the lead on specific negotiations. So that is not at all
unprecedented. And in my judgment, is not at all undesirable so
long as those agencies do so under the aegis of the USTR. In other
words, if Treasury has a negotiating lead, that is perfectly appro-
priate, but it should be done under the aegis of Ug'FR as the lead
entity.

And I will give you a specific example. Back in the Nixon and
Ford years, I negotiated the so-called cheese war when I was assist-
ant secretary of Agriculture. The USTR presumably should have
had the lead in that particular case, but we did it at Agriculture
because of my agricultural expertise.

And there were no objections on the part of the USTR to this ar-
rangement. So I think one should always put his or her best negoti-
ator in the forefront as long as it is under the aegis of USTR.

In other words, if our best negotiator on a particular topic is in
the Department of Commerce, then that person ought to head the
negotiations. .

But that should be a judgment call of the U.S. Trade Representa-
tive. Whether that was the case in the example you gave with re-
. spect to pharmaceuticals, I cannot answer. But I would hope that
from now on that will clearly be the case.

Senator CHAFEE. Just one final question. In your statement, I
think you said that in the Cabinet Council the Treasury, Secretary
Baker, will be the head of this. ,

Dr. YeuTtTER. Of the Economic Policy Council, yes. . ;

Senator CHAFEE. Of which foreign trade is just a portion.

Dr. YEuTTER. Exactly. !

Senator CHAFEE. |——

Dr. YEUTTER. The new Economic Policy Council, Senator Chafee,
is now designed to operate, as far as I have been told, in the identi-
cal manner as the system we used in the Ford years. And if it does,
I would be very comfortable and satisfied. Using that system, we
were able to handle trade issues within the trade policy committee
structure established by the Congress without argc dlff‘icultg. An
issue would not go into what was called the “Economic Policy
Group” until after the issue had been totally handled within the
Trade Policy Committee structure.

I have every assurance that that is the way the system is intend-
ed to work now. And if it does, we should have no turf problems.

Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Dr. Yeutter, as you know, one industry that is suffering very
hard times now is the forest products industry. And, as you also
know, Japan has very high tariffs on processed forest products.
And you know that this is one of the four areas in which the Prime
Minister of Japan and the President agreed that Japan should
lower tariffs. But so far nothing has happened. :
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Second. you know that between 30 and 40 percent of the softwood
consumption in the United States today consists of Canadian im-
ports. That's partly due to the high U.S. dollar compared to the Ca-
nadian dollar. But it’s also very much due to the different stump-
age practices undertaken in Canada and in the United States.

That is, timber sold from public lands in the United States is
sold at a free-market value, through a bidding process.

On the other hand, in Canada, where the provinces own virtually
all the timber, the provinces set the stumpage price, that is, the
sales price of timber, at a low enough level to keep mills in. oper-
ation, much below the market price.

In fact, in comparing the stumpage price in B.C., British Colum-
bia, with that of the Pacific Northwest, it's about $2 per thousand
board feet in British Columbia and about $50 to $60 per thousand
board feet in the Pacific Northwest.

As a consequence, B.C. timber, which is two-thirds of all the Ca-
nadian timber, is being exported in dramatically increased levels,
not only to the Pacific Northwest, but to the Northeast and the
Southwest and all four corners of the country, putting even Arkan-
sas timber producers out of business.

The question is: What are you going to do that is different than
the prior administration to help solve these two problems?

Dr. Yeurter. OK. Thank you, Senator Baucus. First, with respect
to Japan. Those negotiations, as you point out, are now underway.
So far, according to reports from Ambassador Smith who was just
in Japan, there hasn’t been a lot of progress in that particular area
of the sc called MOSS talks. '

All I can say at this point, not having been in any way personal-
ly involved in those negotiations is that I expect to be in Japan the
first week of August to discuss a myriad of trade issues with all of
the top officials of the Japanese Government. And certainly that
one will be on my agenda.

Now clearly my discussions will be separate from the negotia-
tions themselves. But I will commit to you that I intend to do ev-
erything in my power to open up a substantial number of Japanese
market opportunities for American exporters, including that one.

Senator Baucus. But on Canada you have met twice with Trade
Minister Kelleher already.

Dr. YEUTTER. Yes.

Senator Baucus. So I'm curious based upon those two meetings
what different approach, compared with your predecessor, you will
pursue so that we get some results.

Dr. YeEurTer. The Canadian situation is an extremely difficult
one, as you know. We have discussed it, and I'm sorry I had to miss
the meeting this morning in which 40 or 50 Members of Congress
attended. I've also discussed it with your colleague, Senator
Symms. And I intend to have meetings with a number of other
Members who are concerned about this, as well as with Minister
Kelleher and his associates.

I will be holding a followup meeting with Minister Kelleher in
Canada in a couple of weeks. I cannot tell you at this point in time,
Senator Baucus, what I will say to him then, with specificity.
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But I will tell you that he will certainly know then that this is a
:ﬁ.gh priority issue for bilateral treatment between our two coun-

ries.

I mentioned the U.S. attitude toward this issue to him in my
meeting of a couple of days ago. And the reaction of the Canadians
who were in that particular meeting seemed to be one of surprise
and shock. In other words, it was apparent to me, Senator Baucus,
that they were not aware that this was such a bitterly contested
issue on the part of the United States.

Our USTR delegation, by the way, has already submitted a
couple of suggestions to the Canadians as to what they might do in
this regard. The Canadians have not yet reacted with any great en-
thusiasm to thost proposals. But we are certainly going to keep the
pressure on this issue because there are a lot of other things that
we would like to do in United States-Canadian trade relationships,
as you know, and certainly we cannot proceed on the broader rela-
tionships if we have some very sensitive individual issues like this
that are out of control.

I'm, obviously, not in a position to discuss negotiating strategy
with you or even negotiating points, but I'm well aware of the im-
portance of that issue to you and a lot of other members, and it
will deserve and receive priority attentior:.

Senator Baucus. Thank you.

* Senator DANFORTH. The early bird list. Some of the Senators
have flown the nest, but the early bird list, in order of Senators
arriving, is Baucus, Symms, Grassley, Moynihan, Danforth, Bent-
sen, Chafee who in our absence already had a round of questions,
Pryor, Heinz, Bradley, Mitchell, and Dole.

nator Grassley.

Senator GrRAssLEY. Dr. Yeutter, you served in the Department of
Agriculture and other positions within the previous adrministra-
tions at a time when there was'a rapid increase in farm exports.
Do you think there is any hope of increased agricultural exports in
the present world trading environment as well as, let me say, the
economic environment we are in today?

Dr. YEUTTER. The answer is in the long run yes, in the short run,
not much. And I can embellish that as much as you like, Senator
Grassley. .

Senator GrassLEy. Well, I'll follow that up.

Dr. YEurTER. OK.

Senator GRASSLEY. A question along the same line. That the
extent to which you feel it can be helped long term, the extent to
which you think it can short term, even though that is less optimis-
tic from your point of view, I would like to have you describe what
you feel that you can accomplish to improve that as it relates to
increased income from farmers.

I hope you just won’t say, well, that’s going to have top priority
with you. I'd like to have you be specific as to what you might do
as trade representative to help improve the financial condition as
it relates to agricultural trade. And also some view on your part as
you view the limitations of your office in that regard.

Dr. YEUTTER. Well, clearly, anything that I would propose or rec-
ommend in this arena would have to be closely coordinated with
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Secretary Brock because he has his jurisdiction as Secretary of Ag-
riculture and I will have mine as U.é. Trade Representative.

We expect to have a very good working relationship, and no con-
cerns at all with respect to whether he’s operating on my turf or
vice versa. We just want to deal with the problems. And I expect to
be able to do that without any difficulty.

Now as to what we might do or the administration might do in
this area, we could spend a lot of time on that, Senator Grassley,
but let me just mention two or three important ones.

First of all, I'm pleased as a U.S. trade negotiator that we have
the so-called Export Enhancement Program. I'm not pleased from
the standpoint of trade policy because it is certainly not the kind of
policy that someone of my background would favor on the interna-
tional sphere.

But it is excellent from the standpoint of leverage. And if that
program provides us some leverage that will bring other nations to
the table to seriously discuss our differences over agricultural trade
issues, that will be helpful.

We also need to make sure, Senator Grassley, that we do not
price ourselves out of world markets by having loan levels higher
than they should be. And there have been times in recent years
when we have done that.

We do need a safety net for farmers in these difficult times. You
understand well the pressures in Iowa. But in my judgment, that
safety net should come from the target price segment of the system
and not from the loan segment of the system.

So let’s get the loan levels down to where they are below world
market prices, and provide some uncertainty for our export com-
petitors.

If they have to think about whether or not they are going to be
able to sell on the export market as they plant another 100 acres of
wheat or 100,000 acres of wheat, they might choose not to do so.
And that will be very beneficial to us.

So that’s one step.

In terms of the unfair trade practices of our competitors—and
certainly we've had plenty of examples of those with the European
Community—we have to counter them in a variety of ways. And
there are a number of methods for doing that.

But I really believe we have passed the point where we can
simply tolerate whatever other nations do to us in the agriculture
sphere or anywhere else, and permit them to undercut us and cap-
ture market share without our responding in any way. ‘

In my judgment, we r.eed to neutralize the unfair trade practices
of other nations in this area. I will not define neutralize in this
context at the moment, but I think you know the meaning of that
term.

We also have to do a better job selling. There are some things
that the private sector needs to do here too. It's not just a burden
or an obligation of the public sector. We haven’t sold as aggressive-
ly-in both agricultural and industrial goods in many cases as we
could or should have. The Government plays some role in the agri-
cultural side through our cooperative programs with agencies like
the American Soybean Association and others. :
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But our private sector firms have an obligation to sell skillfully,
effectively and vigorously in international trade. And although we
have some outstanding performances in that area—I'm certainly
not generalizing—there are some cases when we could just do a
better job. )

So it’'s a whole combination of things involving not only farm
policy, which we have discussed very briefly here, but clearly mon-
etary and fiscal policy too. If we don’t get our fiscal act together,
the farm legislation or farm policy isn't about to solve our prob-
lems and make us export competitive.

Senator DANFORTH. Senator Moynihan.

Senator MoYNIHAN. Mr. Chairman, as Dr. Yeutter knows, the
Cabinet economic policy council has just written a letter to each of
us who has cosponsored S. 680—there are 52 such persons on the
question of textiles and the surge of imports in recent years—re-
jecting the legislation.

This is one of those points where doctrine and reality collide in a
very painful way. We began the effort to regulate the rise in im-
ports for apparel and textiles in 1962 with the Long-Term Cotton
Textile Agreement, and I was one of the people who negotiated it.
And it was the condition of getting the Trade Expansion Act of
1962, which became the Kennedy round.

There is no serious way in which we can talk about preserving
anything like an apparel industiry on the basis of simple free trade.
At this moment, 50 percent of the apparel sold in the United States
is imported. And it was about 15 percent when we negotiated that
agreement in Geneva a quarter of a century ago.

This committee, and this Senate, is very much concerned that
the administration does not really believe in the Multi-Fiber Agree-
ment and that whatever we negotiate doesn’t and won't get admin-
istered. And, hence, this legislation, which has a majority of the
Senate supporting it.

I don’t expect a response. I have questions and I will have the
opportunity to ask them at a hearing on S. 680 next month.

Do you understand our sense in these matters? That nothing
seems to avail, no matter how many times we get agreements. That
nothing seems to stop the surge of imports and won’t unless the
executive is aggressive about doing something. '

Dr. YEurTEr. Well, I understand the MFA quite well, Senator
Moynihan, from our earlier days of government.

Senator MoYNIHAN. Sure, sure.

Dr. YEUTTER. It was in place, as gou pointed out, during the mid-
1970’s and long before that. Ambassador Smith, who is now a
?epqtg{) USTR, was our textile negotiator at that time and did a
ine job.

If T may, I would like to answer in the following way.

First of all, I share the viewpoint expressed by my Cabinet col-
leagues in their letter to the Senate. There are an enormous
number of objectioriable features to the legislation, notwithstand-
ing all its distinguished sponsors and cosponsors. And it would be
troublesome to me as a trade negotiator to have that kind of le%::
lation passed. Troublesome in a lot of areas outside of textiles
cause of the precedents that would be set in terms of violating both
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the spirit and the law of the GATT. So I would strongly urge that
we not legislate a solution to these problem areas.

Now that all being said, I also comprehend what has been hap-
pening in the textile ind. try. That industry is less familiar to me
than some of the others with which I will be dealing simply be-
- cause it's located in areas away from where I have been living and
working. But I have already had a lot of conversations on textiles
over the last 3 or 4 weeks. And I have been well briefed on the
issues in terms of what the domestic textile industry has been
doing in recent years.

And I must say, Senator Moynihan, I'm rather impressed by
what I've learned. Not all of our textile industry has modernized,
but a substantial segment of it has. And that is commendable.

Senator MoYNIHAN. Oh, yes.

Dr. YEUTTER. And that has often not transpired in some of our
declining industries. So the textile industry has done a lot to try to
pick itself up.

Senator MoyYNiHAN. If I could say: That which hasn’t modernized
is being overwhelmed by low wages; and that which has modern-
ized is being overwhelmed by an overvalued dollar.

Dr. YEUTTER. Surely.

Senator MoyNIHAN. They don’t seem to have much of a
chance——

Dr. YEurteRr. That's the problem. And that’s an excellent and
concise summary. B

Now the dollar problem we have talked about already. It's clear
that we have got to continue to work on that.

Aside from the dollar problem—and hopefully an improvement
in the international economic environment—my judgment, Senator
Moynihan, is that we should extend the MFA. That's not an ad-
ministration position because the administration position has not
yet been determined to my knowledge, but that's my personal f'udg-
ment. We will find that the lesser developed countries will not
react enthusiastically to that proposition. But it seems to me unre-
alistic to expect that we would not continue the MFA and, there-
fore, my conclusion on all this, Senator Moynihan, would be that
we ought to respond to the concerns of the textile industry in that
forum rather than the legislative forum.

_ﬁenatgr Moy~NiHAN. You won’t mind saying textile and apparel,
will you? N

Dr. YEutTER. That would be fine. -

Senator MoyNIHAN. Thank you. We will continue this conversa-
tion. [Laughter.]}

Dr. YEUTTER. With pleasure.

Senator DANFORTH. Dr. Yeutter, we are again in a vote, I'm sorry
to say. My turn is next on this list. 'm going to ask you one ques-
tion only.

Dr.-YEuTTER. OK. You want to ask it now?

Senator DANFORTH. And I will ask it now. But bear in mind we
only have a few minutes.

Senator BRADLEY. Mr. Chairman, how long will we meet tonight?
I me;m could he be available to come back tomorrow or another
time?
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Senator DANFORTH. The hope is, I think, to see if we can report
out the nomination tomorrow morning.

Dr. YEUTTER. I'm prepared to go as long as you would like, Sena-
tor Bradley.

Senator DANFORTH. I have a whole series of questions that I want
to ask you, but I'm going to ask one right now.

Dr. YeuTtter. All right.

Senator DANFORTH. Do you recommend any changes in our
present trade policy? And, if so, what are they? [iaughter.]

Dr. YeEurter. I was about to say, Senator Danforth, that I was
going to answer more concisely, but you just took away that oppor-
tunity.

In the broad sense of the term, Senator Bradley——

Senator DANFORTH. I'm Danforth. I've had thls problem. All this
mormng for 3 hours a witness called me Senator Heinz. [Laughter.]

It’s going downhill, too. [Laughter.]

Senator BrapLEy. Mr. Chairman, a point of personal privilege.
[Laughter.]

Dr. YeurTer. I should at least get the right party, shouldn’t I.

Senator DaNroRrTH. I think we've got the vote now, so I think we
had better get back to it.

Dr. YEuTTER. OK. I'll answer when you get back.

Senator DANFORTH. When the Senators come in, they will just
start asking you questions.

Senator BrapLeEy. Mr. Chairman, may I submit some questions
for him to answer in writing?

Senator DANFORTH. Sure.

[Whereupon at 4:45 p.m., the hearing was recessed.]

{The questions from Senators Danforth, Heinz, Long, Bradley,
and Pryor follow:]
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Senator Dantorth:

Question: Oon April 30 the United States and Japan signed an
interim agreement on civil aviation which granted authority for a
newly organized Japanese all-cargo airline to begin flight im-
wediately to San Francisco and New York. In view of the entry ot
this new cargo airline into the trans-Pacific market -- a market
which has experiented a precipitous drop in tonnage in 1985 from
1984 -- do you believe it is advisable for the United States to
pursue negotiations on cargo issues with Japan which most likely
would lead to additional cargo concessions by the United States?

Answer: As you probably know the most recent extension of the
bilateral treaty which governs U.S./Japan civil aviation will
expire next September. Several rounds of negotiations are
scheduled over the coming months, and they wil}l cover all the
outstanding 1ssues 1n our bilateral aviation relation. Our
objectives 1in these talks are an outgrowth of the recent deregula=
tion of our domestic airline industry. We seek increased flexi-
bility on prices, free accestz to Japan by all American airzlines
which want to operate a service, and a reduction in Japanese
requlatory barriers, On this last 1ssue, we seek a change in
Japanese ground handling and computer reservations practices, and
new rules on charters which would allow U.S. freight forwarders to
operate charter flights, The principal Japanese ob)ectives are
to operate flights through the United States to points beyond,
primaraly Latin America, and the right to fly all-cargo planes to
Chicago.

Tne overriding Japanese goal 1s getting the right to Chicago. In
my opinion we are not now i1n a position to make determination on
this Japanese reguest, We need tine to ascertain the impact of
the entry ot Nippon Cargo Airlines on U.S. cargo operators, as
well as tou develop a better sense of the direction of bilateral
cargo tratfic. In addition, the Japanese must show positive
steps 1n all our areas or concern befcre we can seriously consider
therr request for still more cargo rights.
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Senator Heinz: 1

Question: I note that textile and apparel imports into the
U.S. have increased almost 70% during the last two years, yet
the Administration has said that it would try to limit import
growth to domestic macrket growth. Clearly, this has not happened.
Why? 1Is the system for controlling import growth deficient?
What do you plan to do to solve this problem?

Answer: I am extremely concerned, as are others in the Adminis-
tration, by the intense competition faced by our domestic industry
as a result of imports. As a result of the economic recovery
and the strength of the dollar, domestic demand has been so
strong and the price of foreign goods so attractive, that as
soon as we restrain imports in one area, new pressures develop
elsewhere, Because other major importing countries have lagged
in recovery and growth, the U.S. has felt these pressures dispro-
portionately. As the President has said, "where...threats to
our important textile and apparel industry have appeared, we
have tried to counter them."™ "...our Administration will] strive
to work toward an ever closer relationship of textile imports
and domestic market growth, consistent with our existing interna-
tional obligations.™ We are continuing to tighten our existing
bilateral agreements as they come up for renewal and to negotiate
new quotas where there is a threat of disruption to our market.
Wwe have established over 300 guotas in the last three years
1n response to the industry's situatjon. [ am fully aware that
despite these efforts, unparalled in the history of the textile/
apparel import control program, our industry believes the present
system is not working. I am sensitive to this concern and this
is a point which I will examine closely as we develop a negotiating
position for a new MFA. I am heartened, however, by the fact
that as a result of our extensive actions under the present
system, the decline in the growth of imports which became evident
in the fourth quarter of 1984 has continued through the first
four months of this year.
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Senato: Heinz: 2

Question: The U.S. fiber, textile and apparel industry has
called for a much stronger MFA in order to avoid the market
disruption we have experienced in the past few years. What
will be your Office's position on the renegotiation of the Multifiber
Arrangement? Will the United States seek a pew MPA? What changes,
if any, will you seek in the MFA?

Answer: There is no doubt that strong import growth in recent
years has been a major problem for our domestic textile and
apparel industry. For that reason I personally believe it would
be unwise to allow the presernt MFA system to expire next year.
1 understand that the Administration is now consulting with
domestic industry to determine appropriate U.S. positions with
respect to renegotiation of the MFA. In fact, the formal comment
period fror the public closed only a few days ago. We will
want to carefully review thesc comments before determining the
ddninistration position so ! cannot yet say what specific changes
we will seek 1n the MFA., But it is clear that if a new MFA
is to be successfui it must deal with the very real problens
of today's trade.



Senator Heinz: 3

Question: How do you respond to those critics of the MFA, both
foreign and domestic, who call for its abolition or phase-out?

Answer: World trade in textiles has always been recognized
as a particularly sensitive problem. Por our industry the problem
has been particularly acute in the past two years due to the
strong position of the U.S. dollar and stronger market demand
for both domestic production and imports than exists in other
developed markets., Therefore, I believe that it wouldbeunrealistic
to expect our industry next year to face the radical adjustment
that an immediate abolition of MFA type restraints would entail.
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Senator Heinz: 4

Question: Our nation's manufacturing base is being eroded by
a flood of imports. What is your view of this situation? Do
you think it is in the United States' broad interests to maintain
a domestic textile and apparel manufacturing base?

Answer: A viable domestic textile and apparel industry has
and remains an important policy of this Administration. For
this reason this Administration has done everything it could,
consistent with U.S. obligations under the GATT and Multifiber
Agreement, to stem import growth, FPor example, it has established
more than 300 quotas since 1981. The Administration also has
developed textile rules of origin to make legal quota evasion
more difficult.

It is true that imports increased significantly in 1983 (25%)
and 1984 (32%)., But a quarter of the increase in 1984 came
from the EEC and Canada. To date both we and the domestic industry
have felt that products from these sources should not be subject
to MFA controls. Indeed, exports from the EC and Canada are
exempt from ‘the Textile/Apparel Enforcement Act now before the
Congress.

About 0% of all imports from developing country suppliers are
now under quotas, and those quotas are taking effect. During
the first four months of 1985, imports declined by 4% from the
same period in 1984. While one cannot with certainty predict
future trade levels in this vast and complex industrial sector,
I am encouraged by the recent downward trend in the import numbers
in recent months.

-



Senator Heinz: 5

Question: Since the present "escape clause® went into effect some
ten years ago, only twelve out of fifty four of the industries
which have petitioned for relief under the astatute have received
import relief. Do you consider this hlator{ an effective response
to dealing with injurious import competition faced by so many
American industries?

Answer: I'm not in a position to judge how effective the U.S.
*escape clause" law (section 201 of the Trade Act of 1974) has
beenr in the past, without reviewing each of these cases and the
context in which they were brought. I do think that it can be
misleading to measure the effectiveness of the law by gross
statistics or the number of private petitions that result in
import relief.

As you know, the statutory standards for import relief are
rigorous., The petitioner must demonstrate to the USITC actual or
threatened "serious injury" as a result of increased imports, and
it is my impression that the USITC has found that many past
petitions have not met this test, Even after an affirmative ITC
finding, the President must determine whether import restrictions
under the statute are in the national economic interest. By
statute, the President must take into account a broader range of
factors than those considered by the USITC, including effects on
consumers and possible retaliatory action by countries that would
be affected by U.S. restrictions.

Those judgements, in which the USTR has a principal advisory
role, are often exceedinyly difficult. 1Import relief can be a
useful tool, enabling U.S. industries to adjust to import compe-
tition. However, unlike other trade remedy laws, the escape
clause is not an unfair trade practice statute, It is, therefore,
appropriate to take into account in each case the costs of relief
as well as the benefits.
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Senator Heinz: &

Question

The footwear "escape clause" case may be the first such case
which crosses your desk for recommendation to the President.
Import penetration in the footwear industty is now 75 percent and
unemployment stands at over 18 percent. Would you share with the
Committee your thoughts on how you would proceed to consider this
matter in preparation of your recommendation to the President?

Answer

This is a difficult question to answer without prejudging the
outcome of the case. As you know, under the law, the President
must determine by August 28 whether the granting of import relief
to this industry would serve the national economic interest and,
if so, the form of remedy to impose., 1In arriving at his deter-
mination, the President must consider a number of criteria that are
very different from those considered by the USITC. For example,
he ‘must determine and consider the impact of relief on other
American industries, such as those whose tariffs would have to be
lowered in compensation for relief on shoes if a global remedy
were to be jimposed. He must determine whether the granting of
import relief is likely to promote meaningful efforts by the
industry to adjust to import competitjon. He must consider the
effect of import relief on shoe consumers. And he must determine
and consider the economic and social costs on communities and
workers if relief were or were not granted. This is a very
complex process.

To assist the President in making his decision, the interagency
Trade Policy Committee (TPC), chaired by USTR, has established a
task force, which is charged with compiling the relevant economic
data and developing options for disposition of this case. The
task force has already had a detailed discussion of this case
with representatives of the U.S. shoe industry and its labor
union. It will shortly have a similar discussion with U.S. re-
tailer and importer interests. ; )
Options developed by the task force will subsequently be reviewed
by the TPC and an effort will be made to develop a consensus. As -
the U.S. Trade Representative and Chairman of the TPC, I am
charged with the leadership of this interagency review process
nd with the presentation of this issue to the President for
final determination,

It is premature for me to comment on the outcome of this case
since the facts have not yet been developed and the final report
of the ITC has not been transmitted. I will certainly take the
ITC recommendation seriously and if the facts developed warrant the
granting of import relief, 1 will recommend that course of
action to the President.
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Senator Heinz: 7

Question: The U.S. has lost 600,000 jobs in manufacturing since
1981, Most of these jobs have been lost in heavily import-impacted
industries, Do you see a role for effective import relief under
existing trade laws in stemming this tide of job losses?

Answer: Certainly. While I think it is clear that macro-econcmic
factors, notably the high dollar relative to other currencies,
are the fundamental problem, I believe that our trade laws can
also play an important role in easing the problems of certain
industries. It is, of course, particularly unacceptable to
lose jobs in any sector as a result of foreign unfair trade
practices -- s0 we need to vigorously enforce the trade laws
dealing with such practices. Also, in certain cases, import
relief under Section 20) of the Trade Act of 1974 may help U.S.
industries adjust to import competition and, thus, prevent the
loss of American jobs. Wwe do, however, need to take a hard
look at the costs as weii as the benefits of such actions in
the light of our overall national economic interests.
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Senator Heinz: 8

Questicn: Do you believe that there is a need to reform some
of our trade remedy laws in order to deal with current conditions
of competition that have contributed to the $123 billion deficit

last year?

Ansver: The trade remedy laws, such as Section 301, Section
201, and Section 337, and the countervailing duty and antidunping
laws, are intended to deal with specific trade problems such
as dumping, patent infringement and subsidies. They are not
intended to provide a remedy against trade deficits. As I mentioned
in my testimony, macro-economic factors, rather than U.S. trade
policy, are primarily responsible for the trade deficit.

Nonetheless, I think the trade remedy laws can, and should be,
used to mitigate our serious trade problem. In particular,
1 1ntend to make use of ther 1n attacking the unfair trade practicec
of other countries. In this respect, I am happy to note that
Congress has provided, 1in the Trade and Tariff Act of 1984,
some new tools wnich will, nopefully, strengthen my hand.

At this peoint, 1 ar not prepated to propose any changes in existiny
laws. 1 would not, however, rule out the possibility of amending
the trade laws 1f 1 find then to be inadequate for their intended

purpose.



Senator Heinz: 9

Question: Last year's trade deficit exceeded $123 billion and
this year it is expected to reach $150 billion. These deficits
impact most heavily on industries such as footwear, apparel
and textiles, and automobiles. What role should you play in
addressing this problem as U.S. Trade Representative?

Answer: Our overall trade deficit is very much a function of
the etiong dollar. This problem can be most effectively dealt
with by reducing our budget deficit and pursuing sound macro-
economic policies. Beyond that, I am personally coammitted to
a major effort to bring down the barriers to our exports abroad.

There is no question that some industries are more affected
by import competition than others. You cited some industries
that face intense competition from imports. Effective macro-
economic policies, by lowering the value of the dollar, would,
of course, also significantly inmprove their situation. My role
as the U.S. Trade Representative in addressing the problems
created for these sectors by the foreign competition depends
on the nature of that competition. 1I1f it is unfair, I should
1nsist on the aggressive enforcement of our unfair trade statutes
to offset the unfairness. 1If, on the other hand, it is fair
1mport competition, then I should try to determine whether the
ippott relief provisions of our trade laws can be used, in a
manner compatible with our overall national economic interest,
to give the affected industry an opportunity to adjust and become
competitive.
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Senator Heinz: 10

Question: Among the other responsibilities of the United States
Trade Representative is administration of Section 301 investiga-
tions. As you know, under Section 301 of the Trade Act of 1974,
as amended, the President can take action including retaliation to
obtain removal of a foreign government action which violates an
international trade agreement or burdens or restricts U.S. com-

merce.

Many domestic industries have been thoroughly dissatisfied
with the administration of the Section 301 statutes, claiming that
negotiations are endless and that the United States will not
retaliate. This means that foreign governments view us as "paper
tigers® and are not likely to take meaningful action to correct
the problem., A case in point is the long-standing dispute with
Japan regarding that country's quotas on leather products.

Do you think it appropriate for the U.S. Trade Representative
to recommend that the President retaliate againat illegal actions
under Section 301 when the situation warrants it? Will the
situation ever warrant retaliation?

Answer: Section 30]1 is intended to provide the President with
leverage to assist him in negotiating an end to unfair trade
practices of other governmente., Section 301 works effectively when
the threat of retaljatory action under Section 301 is sufficient
to bring about an end to an unfajr trade practice. Retaliation is
not the preferred result of a Section 301 case; in fact retaliation
is only consjdered when U.S. negotiations have failed. It must be
recognized that a retaliatory measure rarely benefits the peti-
tioner in the case, especially i{f the unfair practice is a
barrier to U.S. exports rather than unfair imports. Moreover,
there is always a risk of counter-retaliation which can harm
other U.S. industries. This does not mean that retaliatjon is
not appropriate in certain situations. It simply means that
retaliation and its attendant risks must be carefully considered
before actjon is taken., The threat of retaliation will not be
credible, and 301 cannot work effectively, unless other countries
are convinced of the President's willingness to use this tool.
Therefore, I believe it is appropriate to recommend retaljatory
action under Section 301 when 1) an unfair practice has been found;
2) the foreign government is unwilling to negotiate a solution;
and 3) the risks of retaliating (escalation of the trade dispute)
do not outweigh the risks of inaction (i.e., with respect to the
credibility of 301).

Under the circumstances outlined above, I would not hesitate
to recommend that the President use 301 retaljatory authority. I
would also point out that such authozity has been used--as
reflected in the President's recent decision to impose substantial
tariff increases on EC pasta imports pursuant to Sec. 301 as a
response to the EC's discriminatory tariff treatment of citrus
imports from the U.S.



Senator Heinz: ;.

Question: The United States and Israel recently concluded an
agreement for a free-trade area arrangement. Is it your intention
as U.S. Trade Representative to proceed with similar bilateral
agreements, for example with Canada and the ASEAN countries?
What do you think is the impact of such b:lateral negotiations on
the multilateral trading system? !

5 1 met last week with the Canadian Trade Minister, James
Kelleher, at which time he reported on his government's ongoing
review of a Canadian initiative for freer bilateral trade. The
Minister has recently concluded an extensive round of consultations
with the private sector and the provinces, Apparently the
Minister ic¢ finding little opposition in the private sector to
the concept of freer trade with the United States. On May 28,
the trade ministers fror the ten Canadian provinces agreed that
there is an urgent need for a comprehensive trade agreement with
our government.

Minister Kelleher intends to request from the Canadian Cabinet
this week preliminary approval to explore a comprehensive trade
agreement with the United States. If, as expected the Cabinet
approves the recommendation, Minister Kelleher will use the
summer to develop the elements for such a negotiation. By early
fall, he would hope to have a negotiating mandate from his
qovernment.

1 informed the Minister that Il conceptually support a comprehensive
approach. However, 1 want to consult closely with both the
U.S8. Congress and our private sector before responding formally
to any specifics of a Canadian initiative.

Very preliminary discussions on bilateral trade liberalization
were held with ASEAN (Singapore, Malaysia, Thailand, Philippines,
Indonesia and Brunei) during the past year. At the moment, both
sides are deciding how best to proceed. We are not now negotiating
with any country nor would we do so without following the process
contemplated by the 1984 Trade Act.

Rilateral negotiations leading to free trade areas can have a
beneficial effect on the trading system by expanding international
trade, promoting greater economic growth and improved productivity
and spurring other nations to consider the benefits of further
liberalization on a multilateral basis in the GATT. This type of
negotiation is GATT concistent under Articls XXIV, which &llows
natjons to estatlish free trade areas. These negotiations are
not a departure from our comritment to unconditional MFN, whicl
remains a fundamental aspect of our overall trade policy.
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Senator Heinz: 12

Question: This Administration is clearly heading towards the
opening of a new round of trade negotiations. It has been said
in the 1985 Council of Economic Advisors Report to the President
that the only way to bring the developing countries to the negoti-
ating table is to offer up ac a sacrifice the duties on U,S. imports
of such import-sensitive products as footwear, textiles and
apparel. Are you willing to enter into a new round under these
circumstances, and offer to reduce tariffs on products of U.S. in-
dustries which are in a heap of trouble already because of import
competition? !

Answer: No, I am not willing to enter a new round under the
circumstances you describe. 1 bhzlieve that the advantages offered
by a new round of trade negotiations are sufficiently compelling
that all nations, including the developing countries, will perceive
that it is in their own self-interest to participate. Therefore,
I don't believe there should be any question of the U.S. offering
concessions to bring other countries to the negotiating table.

Fach participating country will be at liberty to promote its
own objectives in the new round and we, of course, will have
quite a comprehensive agenda to pursue. The business of the
negotiations will be t» sort out these sometimes conrflicting
objectives and to arrive at a package that will benefit all
participants.

I should point out that ! see the nair objective of the new
trade round as restoring the credibility of the international
trading syster embodied in the GATT, which is now ir a state
of disrepair. Thic centrel objective is in the long-run interest
of all countries. In ry view, some of the major areas that
need to be addressed ate the following:

1. : 3 . We need to establaish an effective
procedure s¢ as to cnsure that agreed i1nternational trading
tules ate fully complied wath.

2. . GATT rules for the agricultural sector are

Agriculture

woefully inadequate -- especially with respect to export
subsidies. We need to bring agricultural trade into the
GATT.

3. lmprovement of the GATT Codes. We need international dis-
ciflines which will minimize the impact of non-tariff barriers
and distortions to trade. Thus, we need to strengther
and improve the existing codes (e.g., subsidies, standards,
government procurement) and we need to develop an effective
new coce ¢r tafeguards.
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Services. There are currently no international rules governing
trade in services. A framework of international rights
and obligations must be established to facjlitate this
increasingly important component of international trade.



Senator Long:
Question:

(1) what is to keep Korean companies from bidding on and winning
contracts that, if fulfilled, will result in their exporting more
steel to the United States in a given period than is contemplated
in the bilateral U.S.-Korean agrecment on steel products?

(2) Please describe the mechanism for enforcing the limits
provided for in the agreement in cases where Korean companies bid
on and eventually export steel in excess of limits included
within the acreerent.

Answer:

The agreement provides for strict and precise monitoring of all
Korean exports by the Korean and U.S. Governments. First, the
Korean Government is rcquired to license steel to be exported
from Rorca. Licenses can not exceed the ceilings established in
the VRA. Given the demands by Korean producers for attaining
these licenses, they would normally be issued well in advance of
actual exportations. The Korean Government must supply the
Department of Conmerce with a listing of all such licenses issued
on a cuarterly basis. No steel can be exported from Korea to the
niteG States without such a license. Further, the agreement
provides that such export licenses should be issued in such a way
so that no rnore than 60 per cent of allowable exports can be
shipped ir any twc consecutive guarters. If Conmerce wvere to
find that licences have been issued that exceed the amounts in
the VPA, it has the authority to instruct Customs to deny entry
of the excessive shiprents. Section 805 of the Trade and Tariff
hct of 1984 provides the authorization for such enforcement,

Secondly, cach steel shiprient from Korea to the U.S. must be
accompanied by an export certificate which reflects that portion
of the authorized license that is being utilized. The Korean
Governrent will also keep detailed records of all such certificates
utilized, U.S. Customs will only permit entry of Korean steel
tnat 1¢ accompanied by & valid export certificate stamped by
Korean customs officials. Ag the shipnent enters the United
States, U.S. Custone transmits the certificate to Commerce. In
this way, Commerce can further monitor the entry of all Korean
steel imports., On a quarterly basis, U.S. and Korean officials
vill nake comparisons of these certificates to ensure that no
fraudulent entries have occurred.

Thus, the Korean Government has the responsibility to ensure that
their steel exporters do not exceed agreed upon restraint levels,
Given the data exchanges betweer the two governments, however,
Commerce will also know if any excess authorization {or cshipments,
or unauthorizeé shiprents, have beer made well before the imported
steel arrives in the United States. If thie is discovered,
Customs will be cirected to deny entry. - If fcr some reason an
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excess amount of steel is imported before discovered by Commerce,
an identical offsetting reduction will be made in the subsequent
year's allocation.

This export license/certification' system has been utilized for
over the past two years in the Administration of the U.S.-EC
Steel Arrangement. This system has worked remarkably well in a
nuch more diversified and heterogeneous environment than Korea's,
Given this experience, we are confident that this approach will
work satisfactorily with Korea and other countries with whom
we've concluded steel agreements.
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Senator Brad}ey: 1

QUESTION: .The June 21 meeting of the Group of 10 finance
ministers, to which you refer in your written testimony,
publicized the recommendation that the IMF should cversee
the macroeconomic policies of the major ¥rading countries.
Do you believe that such oversight could ever be effective
in coordinating soverelgn nations' macroeconomic policies?
Is this recommendation enough?

ANSWER: 1 believe that the enhanced IMF surveillance
recommended 11 the G-10 repcrt would be helpful in pro-
motina a better cocrdination ©of national economic policies.
Such surve:illance will ng by 1tself chanae such policies,
however. What 1€ needed, irn my view, 1s political commit-
ment by the mator tradine countrics to dorestic policies
which will foster sastainable neranflationary growth and

a willinaness to tike 1nte account the international

imp licat:o

¢: womestis policics.

A stronuer oversiont role for the IMP, alone with the more
intensive consultations on dorestic mACroeconomic policics
recomronded 1 the G-10 report, would provide one aimportant
tou, buiiding such a comrrtrent. But we need tqQ se1?
every optortunit, bilaterally and raultilaterally, to
strenather an international conscensus for sounder and

hetter coordinate.n j.olicies and, :n order to be credilble,

we need 't tas: the necessary steps te remedy the short-
comings In Cul o prlicies -- o onovarticular, the budaet deficit.

©
r
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Senator Bradley: 2

Question: Given your commitment to international trade,
what priority do you attach to trade adjustment policies
designed to help workers displaced by trade? Do you see
a way to coordinate better our trade and labor policies?

Answer: I believe retraining and, sometimes, relocation
assistance to workers should be a component of our effort
to adjust key sectors of the U.S. economy to the prevailing
conditions of 1nternational competition -- an effort that
is essential to the lona-term health of the U.S. economy.
The Job Tra:ininag Partrnership Act (JTPA) provides for
assistance for dislocated workers, and where our workers
are beinc displaced because of trade problems, we should
carefully consider whether effective programs can be
developed under the authority of the JTPA.

At this time, 1 deo not have any specific proposals to
improve the coordination of trade and labor policies,
but 1t 1s a subject that I plan to discuss thoroughly
with Secretary Brock. Given his backaround, the prospects
for closc coordinat:c:n of these policies is excellent.
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Senator Bradley: 3_

Question: Is it fair to say that agriculture is your first
priority among GATT negotiating issues?

Answer: Agriculture is certainly one of the areas to which
I would assign a very high priority in GATT negotiations. In
terms of a new trade round, the areas which I currently regard
as being of critical importance are the following:

1. Dispute Settlement. We need to establish an effective
procedure so as to ensure that agreed international trading
rules are fully complied with.

Agriculture. GATT rules for the agricultural sector are
woefully inadequate -- especially with respect to export
subsidles. We need to bring agricultural trade practices
mote fully under GATT disciplines.

e_GATT Codes. We need international
disciplines which wi1il minimize the impact of non-tariff
barriers and distortions to trade., Thus, we need to strengthen
and improve the existing codes (e.g., subsidies, standards,
government procurement) and we need to develop an effective
new code on safeguards.

4. Seryvices. There are currently no international rules governing
trade 1n services. A framework of 1nternational righte
and obligations must be established to facilitate this
increasingly 1mportant component of international trade.



Senator Bradley: 4

Question: You mentioned the importance of revisiting the GATT
codes, How do you propose to renegotiate the GATT safeguard
provisions? What should be our priorities in terms of safegquard
discretion we need and discretion we might negotiate away?

Answer: 1 believe that it is important to establish an effective
GATT disciplinc over all actions taken to restrain imports. As a
first step, we would like to achieve an interim agreement involving
the application of four "building block" principles -- transpar-
ency, surveillance, limited duration and degressivity -- to all
safecuarc actions taken by any Contracting Party. Such discipline
would apply to both existingo and new reasures. Over the longer
terr, we woolcé feek to establish a comprehensive agreement on all
vier ¢of safeguatd actions. The rignt of a Contracting Party to
teke e-ercency actionc to protect domestic producers from injury
or tnreat of injury caused by imports is not in gquestion,
cetrent U.8, procecares for granting import relief are consistent
vitn GATY Article XNIX, as well as with the principles that are
Jra€r ciscuscion.,  Tnuc, our governnent's aiscretion in taking
Silevowra acrien voelo not pe alterec 1in any fundamental way by
tne necotiatior cf & GATI coae 1n fareguarge.
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Senator Bradley: S

QUESTION: You also mentioned severail times the crosion of
the GATT dispute scttlement mechanism. What authority will
we need to yield to sccure a more effective and responsive
dispute scttlement procedure at the GATT?

ANSWER: A vastly improved dispute settlement process is, in
my view, cssential 1f we are to restore the credibility of
the GATT. Three mijor problems need to be addressed.
First, the process is toc sleow, which rmeans tihat considerable
ratic harm ray be done before a case brings results. Sccond,
the uality of panel decisions has rot been uniformly cood;
ambicuous or joorly reasoned panel decisions undermine the
credibility of the proecess. Third, compliance and enforce-
ront have been serfous problems with decisions blocked by
one or more interested parties and compliance delayed.
There 13 Lo question that the dispute settlement system
rust be imrroved in all three respects.

tueen with such 1mprovements, however, individual contracting

parties would retain the responsibility to take any corrective

actiung called Yor by a panel decision. So, in that sense,

there would be no loss of leaal authority over trade policy.

With a rore ceficotive drspute settlement wrocedure, however,

L country which did not take corrective action would run the
ticned retaliation -- for example, the with-

risn of GATT-s¢
drawal of wrade ooncessions py other GATT merbers.  That is

a risi that all masor tradine nations nust be preopared to
tase 1% the GATT 18 to Le ¢ ffective.




Scnator bradley: €

QUESTION: Recoanizinag that budget deficit reduction 1s
qoina te be a lona-term process, what short-term measures
do you believe might bring down the value of the dollar

and reduce exchange rate volatility? 1In particular, what
policy regarding foreign exchange intervention do you think
the Administration should adopt?

ANSWER: Unfortunately, I don't believe there are any short
cut measures which will bring down the value of the dollar

or sianificantly reduce exchange rate volatility. Only the
implementation of sound macroeconomic policies by the United
States and our major tradina partners will be effective in
attackine this probler. Ue need to reduce government spendina
anid the s1z2¢ of our federal budaet deficit. Other countries
need to pursiuc §oolicles which wi1ll yield strornacr economic
arowth.

A for exchanad market intervention, 1 believe that inter-
vention can be useful only :in the very limited, short-term
context of counterinag disorderly markets. Intervention
outside these parameters 1s ineffective 1n addressing the
fundarental determinarnts of ar exchanae rate, counter-
;xodusL;VV'ani far toc costly.
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Senator Pryor: 1

Question: A number of industries have been hit hard in recent
years by imports, Among those is the furniture industry, which
has seen imports rise over 40% in the last year alone, and 284%
from 1973-1984.,

In recent years one of the most difficult trade problems for
the furniture industry has been the severe trade deficit with
Canada., Canadian exports to the U,S. have more than doubled
since 1980, while U,S. exports to Canada have actually declined.
U.S., furniture exports to Canada in 1980 were $107 million,
and declined to $93 million in 1984, One major cause of the
problem is inequitable tariffs, U.S. furniture entering cCanada
faces a 16.3% levy, while Canadian furniture entering the U.S.
faces duties as low as 3,1%, I understand that there will be
trade negotiations occurring between the U.S. and Canada in
the near future, What would you do at USTR to resolve this
problem that is extremely important to over 10,000 of my constit-
uents?

Answer: We expect that the Canadian Government will propose
the initiation of discussions on a comprehensive trade agreement
with the United States this fall, Over the last year, we have
made it abundantly clear to the Canadian Government that we
want to include the furniture sector in any future discussions
of this nature. As USTR, I will continue to press for the elimina-
tion of Canadian tariffs on furniture as part of any comprehensive
trade agreement with Canada.

50-920 0 - 85 - 3
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Senator Pryor: 2

Question: There 1s mounting concern within the agricultural
community about growing imports of agricultural products exported
from other countries with the aid of export subsidies. Present
procedures for combating these imports appear to be slow and
cumbersome. Would you support legislation to streamline these
procedures and make them more effective against such imports?

Answer: Since the U.S. countervailing duty laws were changed
in 1979, neither we nor the Department of Commerce are aware
of any complaints by U.S. agricultural industries with respect
to timeliness of process., If the Senator knows of any specific
complaint, I would be happy to look into it., Under existing
law, if the preliminary determination of subsidy is affirmative,
countervailing duties are charged on merchandise entering the
United States withir two and one-half months of a petition being
filed with the Departrment of Commerce.

As a part of the 1984 Trade Act, there were a number of technical
changes made tc the countervailing duty laws to streamline then
and make them more effective. For example, special offices
have been set up 1in the Department of Commerce and at the Inter-
national Trade Conmission to provide assistance to smal) businesses
in the filing of countervailing duty petitions. Also, the paperwork
requirerent has been cinpiified and clarified and should result
in & reduction 1n cost to private parties.



Senator Pryor: 3

Question: The export credits guarantee program 1s very
important te the rice i1ndustry. Do you support the con-
tinuation and expansion of the export credits guarantee program?
Would you support credit for MNigeria?

Answer: Yes, I support the continuation and expansion cf
the export cred.t guarantee program. The Administration in
1ts FY 1986 budget reguest 1s seeking approval for a $5
billion GSM 102 program.

In 1984 there was an 1interagency decision not to advance any
more CCC credit to Nigeria until it began to take steps to
resolve 1ts econormic difficulties. There remain serious
cueubts about Nigeria's creditworthiness and for this reason
! wculo jrobabily not support aiving CCC credit tc Nigeria
anhtii we have sore reasorable assumptiorn of repayment.,
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Senator Pryor: 4

Question: As you know, many developing countries with huge debt
obligations to U.S. Banks, such as Argentina and Brazil, are also
major competitors of U.S. agriculture for international markets.
Some of the exports from these countries, such as Brazilian soybean
oil, are subsidized through varying exchange rates, export
drawbacks, etc. Do you believe it is wrong for the U.S. Government
to take action against such exports since they are from countries
with large debts to U.S. Banks?

Answer: Unfair trade measures which adversely affect U.S. farmers
or businessmen and violate international agreements are wrong and
should be addressed, regardless of the financial obligations of the
countries which employ those practices. 1In fact, with specific
regard to Brazil, USTR is currently pursuing a Section 301 action
involving Brazilian subsidies which benefit oilseed crushers.

In response to a petition filed on April 6, 1983, by the National
Soybean Processors Association, USTR has charged that Brazilian
subsidy practices distort intetnational markets for soybeans and
soybean products and disadvantage U,S. exporters. The U.S. re-
quested consultations with Brazil on this matter under Article
XXII of the GATT. 1Initial consultations were held in Geneva in
Novemnber of 1983, Follow-up consultations are scheduled to be
held on July 31 in Brazil. A number of changes have been implemen-
te¢ in Brazil's subsidy programs since the Section 301 case was
initiated in 1983. The purpose of the upcoming discussions is to
clarify the effects of those changes and provide the basis for
evaluating the need for further action on this case.

Also, both Brazil and Argentina maintain differential export tax
systems for ollseeds and oilseed products which USTR has identified
as trade distorting practices. To encourage domestic processing,
export taxes for oirlseeds are substantially higher that those
levied on oilseed products., The effect of these tax schemes 1s to
artificially restrict exports of oilseeds and increase exports of
oilseed products. U.S. oilseed processorc have charged that
these practices providc an unfair benefit to Argentine and
Brazilian processors. We are now pursuing this matter bilater-
ally. USTK hacs raised this issue on a number of occasions with
both governments and arqued for an elimination or substantial
narrowing of the tax differentials. High level trade talks are
scheduled with both of these governments during July. Their
differential export tax schemes for oilseeds and products will
again be raised during those talks.
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AFTER RECESS

Senator BENTSEN. Ladies and gentlemen, the hearing will come
back to order.

Dr. Yeutter, in the April report of the International Monetary
Fund a statement was made concerning the dollar’s appreciation
over the last 4 years. One of the points that I thought of particular
interest was that the size of day-to-day movements in the bilateral
exchange rates between these currencies and the U.S. dollar gave
rise to concerns about the orderliness of exchange markets and led
to substantial official intervention.

To someone with a substantial experience in the sale of agricul-
tural commodities, and a rather unique experience in currencies,
would you think it is in the national interest to try to work with
other countries in trying to smooth out those kinds of fluctuations?

Dr. YEUTTER. Senator Bentsen, that is an excellent question, and
it is obviously one to which I have given a lot of thought, not just
in connection with this process but through the years, too. As you
indicate, I have been heavily immersed in that whole arena in the
Chicago Mercantile Exchange, which is for all practical purposes
the only futures market for currencies and exchange rates in the
world. And as you also know, the exchange does billions and bil-
lions of dollars of volume in that market every day, a lot of it from
outside the United States. It is truly a global market with heavy
participation from financial institutions and other business firms
throughout the world.

Exchange rate volatility on a day-to-day basis is sometimes i+ ~-
plicable and clearly very difficult to control in any way, because
reflects the viewpoints of thousands of people and thousands of
firms and the particular motivations that they have for participat-
ing in the markets, whether they be cash or futures or options
markets.

Senator BENTSEN. Doctor, because of the limitation of my time,
could you summarize?

Dr. YEUTTER. Surely.

Shenabor BENTSEN. I got the yes, and that is what I really wanted
to hear.

Dr. YEUTTER. Certainly there are some things that can be done
through intervention, but not a very great deal. But it is a matter
of concern.

Senator BENTSEN. Well, we ought to be trying to work at least
around the edges of it with the other countries.

Dr. YEuTTER. No question about it.

Senator BENTSEN. Now, under the Trade Act of 1974, the execu-
tive branch is required to answer questions put to it on the foreign
trade barriers to specific U.S. exports, or explain why it refuses to
turn over such information, or get it from other governments. Now,
I intend to submit to you a group of questions relating to trade bar-
riers that I believe exist to specific U.S. export products in seven
diffex;ent countries. Can you undertake responding to those ques-
tions?

Dr. YEUTTER. Absolutely, and we will do them promptly, Senator
Bentsen.

50-920 0 - 85 - 4
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Senator BENTSEN. Now, the other point that concerns me is, I
think we could stipulate that the biggest problem we have is the
disparity in our currencies—20, 30 percent, depending on which
ones you want to choose. But even if we get back to a level playing
field on currency, there are still going to be some nontariff bar-
riers.

Dr. YEUTTER. Absolutely.

Senator BENTSEN. And in spite of all of the congressional acco-
lades over what happened in the Tokyo Round, the primary objec-
tive was that of trying to deter nontariff barriers, trying to get rid
of them; instead of that, the barriers are increasing. It is within
the capabilities of GATT for an international organization to con-
trol nontariff barriers?

Dr. Yeurrter. That is a tremendously provocative and thoughtful
question that is absolutely appropriate at this point in time. My
simple answer would be, Yes, I believe we can do substantially
better than we have so far. Can we do it perfectly? No chance, be-
cause of the creativity and imagination of governments in generat-
ing new nontariff measures. It is amazing how creative nations
become when they want to impede trade. But that doesn't mean
that we should stop trying, and in my judgment, Senator Bentsen,
it is imperative that we try and that we improve those codes, and
that we improve the enforcement of the codes.

It is not always the inadequacies of the code, Senator Bentsen, it
is sometimes the inadequacies of the implementation of the codes
and the enforcement, which gets back to may earlier point on dis-
pute settlement.

So we have to work on all those fronts, and in my judgment that
is a high priority, because nontariff measures are the biggest prob-
lem that we have in the world today.

Senator BENTSEN. You know, as I was met with the President’s
Commission on Competiveness, the Young Commission as it has
{)opularly been known, and one of the things that was disturbing to
earn was that only 5 percent of trade today really comes under
GATT. Do you thini we are going to be able to expand its jurisdic-
tion and get some of these other items within the purview of
GATT?

Dr. YEuTTER. Yes. I am really more optimistic, Senator Bentsen,
than man ople are about what we might be able to achieve with
the GATT. We simply haven't had the level of leadership and the
commitment of major trading partners that the GATT needs to be
more effective, and, obviously that is a ma{})r challenge facing me
as the potential USTR, and also facing the United States as a coun-
try. We have got to get the rest of the world enthusiastic about
making the GATT work; or, if we are unsuccessful in doing so,
clearly we have to protect our own national interests and do it bi-
laterally or pluralaterally if that be necessary.

Senator BENTSEN. Thank you very much.

Senator DANForTH. Well, as was saying—[laughter] what
changes, if any, do you recommend in U.S. trade policy”

Dr. YEUTTER. Senator Danforth, my judgment is that the basic
sense of direction of this administration on trade matters is a cor-
rect one, that the overall thrust of the administration is correct,
that the tilt, if you will, as between freer trade or more protective
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actions is a correct one. As an administration, we have been at-
tempting to tilt toward freer and more open trade, toward a reduc-
tion in trade barriers and an increased application of the law of
comparative advantage.

So I am comfortable with the overall policy framework in which
the administration has been operating and will continue to operate.

It is my judgment, however, that trade policy has lacked some
coherence in recent years, not just under the present administra-
tion but under prior administrations as well. I believe it was Sena-
tor Moynihan who made the point that he didn’t see much in the
way of coherence except possibly in the Ford years. 1 would agree
with that assessment. It seems to me that we have to work on co-
herence, and we also need to do a better job of articulating what-
ever our trade policy is in persuading the U.S. Congress as a con-
stituent group and as a partner in this case, and also the general
public of just where it is that we are heading and why.

My judgment is that a substantial segment of the American busi-
ness community does not today understand our trade policy. I sus-

ct the general public does not fully understand where we are

eading or why. It seems to me that articulating our policy is clear-
ly one of my immediate responsibilities. And obviously, if there has
been a failure of communication in explaining our direction to this
committee, I will have to spend some time on that as well.

In that regard, Senator Danforth, I plan to attempt to do some-
thing a little more formal than what has been done previously. I
would like to bring back to this committee in the relatively near
future for your consideration a document that will address head-on
the trade ﬁolicy of the United States and give us a chance to focus
on both where we are headed in the multilateral arena and why,
because of the possible forthcoming trade negotiations, and, more
broadly, where we are heading as a nation and why over the next 3
or 4 years. I will commit to you to do that.

Senator DaNFORTH. All right. Well, you have not exactly enlight-
ened me as to what policy changes you think are in order.

‘ D}n;. YruTTER. Well, let me be more specific if I may, Senator Dan-
orth.

I do believe that the expressions that you have heard today from
some of my old friends here in Illinois and Nebraska are reflective
of what might be the most important difference in the next 2, 3, or
4 years versus the past, and that is a more aggressive representa-
tion of American interests worldwide. I do intend to do that vigor-
ously. It is my judgment that there are times in which the United
States has not taken as strong a stance on trade issues as it should
have. The United States will take quite a strong stance on trade
issues involving unfair trade practices in the future.

With respect to the more difficult and sensitive issues of imports
flooding this country, that is one that simply requires a very care-
ful balancing of interests. Senator Baucus mentioned the forest
products question; Senator Moynihan mentioned textiles; steel, of
course, fits that category.

All I can commit to in that regard, Mr. Chairman, is that I will
do the best job of balancing interests and looking out for the long-
term best interests of the United States that I can. I want to come
out with a result in these kinds of cases that sustains the viability
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of American industries while at the same time avoiding inordinate-
ly protectionist actions, and I want to come out with a total picture
here that will be best for this country in the long pull.

It is hard to be much more specific than that, unless we deal
with individual industry questions.

Senator DANFORTH. Senator Mitchell?

Senator MitcHELL. Thank you, Mr. Chairman.

Dr. Yeutter, I have a lengthy list of questions to ask you on three
specific subjects which impact on my own State and others in im-

rtant areas. Senator Baucus has already touched on timber, and

will follow up on that, as well as on textiles and footwear.

Let me deal with textiles first. Imports of textiles and apparel
products have increased almost 70 percent in the last 2 years and
now account for $16 billion of this Nation’s merchandise trade defi-
cit. And this has occurred in spite of an existing regimen to control
world trade in textile and apparel products—the Multifiber Ar-
rangement of 1981 that was intended to limit import growth to 6
percent a year. It has also occurred in spite of a specific commit-
ment given b{x then-Presidential candidate Ronald Reagan to limit
import growth to the growth in the domestic textile and apparel
markets, a commitment which was reaffirmed in 1981 and again in
1983. And yet, import growth in the textile and apparel industry
continues at what are really fantastic rates of 25 percent in 1983
and 32 percent last year. _

I have two questions for you. Why, in your judgment, has the
current multifiber arrangement been so ineffective in accomplish-
ing its objectives? And second, what can you as the U.S. Trade Rep-
resentative do to help deal with this problem?

Dr. YEuTTER. First of all with respect to the effectiveness of the
MFA, clearly during the past couple of years we have had very,
very high levels of import growth. I assume that your statistics are
correct, Senator Mitchell, and 1 appreciate and understand that.

Senator Moynihan sunmmarized it very effectively by saying
that what has happened is that the efficient textile producers in
the United States are being hurt by the very strong dollar here
and the weak currencies abroad, which has subjected their prod-
ucts to enormous competition, and the inefficient textile producers
are being hurt by everything. And that is what we have experi-
enced over the past couple of years.

Now, the MFA has not been able to deal with that in the way
that the domestic industry would like, of course, and that has stim-
ulated intensive expressions of concern to all of you from your con-
stituents.

Why is it ineffective? Well, one reason it has been unable to deal
with the import growth is that the MFA has not covered all im-
ports. There have been a lot of bilateral agreements negotiated
over the last few years, I believe about 300 of them; but it is still
not all-inclusive, and as long as it is something less than all-inclu-
sive there is inevitably going to be some leakage coming in from a
variety of sources.

As you know, a year or two ago there was some circumvention
by countries moving products through other nations into the
Jnited States in order to take advantage of the quotas that might
have been otherwise unused. That circumvention problem I am
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told is under control now and is not likely to emerge in the future,
at least we hope it doesn’t, unless somebody else has other imagi-
native ways to achieve circumvention.

And there may be other reasons, too, that the MFA has not been
able to constrain the growth of imports.

What can we do about it? Clearly, that is a negotiating question.
As I indicated to Senator Moynihan, we do need to avoid leakage.
If we are going to have an agreement like the MFA, it ought to
work, and it ought to be tight. And some of us philosophically
might prefer that we not have to depend upon an MFA at all; but
that is not the real world in which we live.

I will simply say to you that, with respect to that agreement,
steel or anything else, if we are going to have a system of that
nature that deals with a particular product catagory, we ought to
have a good s ste-m—goodp in the sense that it achieves the objec-
tives that we have articulated for it. And in my judgment it is in-
cumbent upon us to negotiate an extension of the MFA that deals
with some of the shortcomings that you have eludicated.

Senator MitcHELL. Mr. Chairman, I don’t know what your inten-
tion is, but I would like to express my hope that we can continue as

.. _lonaas there are Senators who have questions.

:

Senator DaNFORTH. Right. I have a number of questions myself.
Senator Baucus is next, I believe. ,
Senator Baucus. Thank you, Mr. Chairman.

Dr. Yeutter, in response to Senator Danforth’s question, basicall
I heard you mention two things that I could begin to sink my teet
into—one is greater coherence, and the other is that you would
perhaps be a little more aggressive: What does that mean? What do
you mean by “more coherence”? But more importantly, what do
you mean by being “more aggressive”’? Are you willing to retali-
ate? Are you willing to impose surcharges or tariff barriers? What
do you mean by being more aggressive?

Dr. Yeurter. Well, as you know, it is not what I will be able to
do, because this is a Presidential decision when those kinds of ac-
tions are taken. But I will certainly be an advocate for an aggres-
sive course with the administration and to President Reagan when
I believe the United States has been unfairly dealt with in the
international sphere.

In my judgment, Senator Baucus, there have been many exam-
ples over the past 20 years in which the United States has turned
the other cheek to trade practices that were simply reprehensible.

Senator Baucus. Can you give me one example and explain what
you would have recommended? T '

Dr. YEUTTER. Just-using agriculture as an example, | would have
acted in response to export subsidies of other agricultural produc-
ers long ago. Now, there has to be a persuasive case built to take
actions in the export subsidy area, and the GATT rules are very
ineffective in that area; but I would have certainly entertained 301
cases in some of the export subsidy situations and brought them to
a conclusion that would have required action by the United States
to neutralize those subsidies rather than give up market share.

There are a good many other examples, as well.

Senator Baucus. Should we increase our PIK bonus program?
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Dr. Yeurter. Well, there are a variety of ways, of course, in
which one can respond to that, including taking action if we deem
it appropriate and legal, against the export products of those na-
tions coming into the United States. So it doesn’t have to be an
exggrt PIC; it can be through other means as well.

nator Baucus. What assurances do you have from the White
House not only that you will be able ts make recommendations but
“that the administration will, if not entirely agree, at least be more
forthcoming in developing a trade policy and being more aggressive
on behalf of the United States? -

Dr. YEuTTeER. Well, no assurances, Senator Baucus, in terms of
outcome in any of these situations. That would be inappropriate,
because no one should prejudge an individual case situation. We
have to be fair with our trading partners, and we have to properly
balance interests within our own domestic economies of consumers
and producers and those who have a stake in trade issues that are
always complicated, always have tradeoffs, always require balance.
And certainly any major trade issue is going to have people on op-
posite sides of the case in terms of final recommendations.

Senator Baucus. Sure.

If the dollar doesn’t come down substantially in a gradual way so
that the bottom doesn't fall out, but if instead the dollar stays high
in comparison with other countries’ currencies over an extended
period, what might you recommend we do?

Dr. YeuTTER. Well, if the dollar continues high for a long period
of time, as it may, then our problem goes way beyond trade bar-
riers. We should continue to deal with the trade barrier question,
but that is not likely to solve the problems of American agricul-
ture, for example, if everybody in the world reduced their trade
barriers. :

Senator Baucus. I understand. I am addressing the dollar.

Dr. YEUTTER. Exactly.

Senator Baucus. What about the dollar? If the dollar stays high,
what do we do?

Dr. Yeutter. Well, clearly, the principal action we can take on
the dollar, Senator Baucus, 1s one involving dealing with the Feder-
al deficit. That is the key.

Senator Baucus. Everybody says that. And because everybody
says it, I have a hunch that that is nol as much of a solution as we
think. There is a paradox operating here. A lot of analysts think
the dollar is high because of the safe-haven theory—that is, that
the United States is perceived as a safe haven—somewhat inde-
pendent of real interest rates the United States but still——

Dr. YEUTTER. Yes.

Senator Baucus. Now, if the budget deficit is resolved, paradox-
ically somebody could argue, Well, it’s an even safer haven in the
United States because we are getting our house in order, and there-
fore the dollar wili not come down.

Now, the fact of the matter is, even with declining interest rates,
we are not seeing the dollar come down. So that tends to substanti-
ate the theory that I have just enunciated.

Dr. YeuTTER. You are absolutely right.

Senator Baucus. So is the only solution the budget deficit in
your view?
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Dr. YEUTTER. Well, in my judgment that is key, but your caution
is correct in that there is no guarantees that the dollar is going te
come down immediately after we take effective action on the
budget—one, because there may be a lagtime even if it does come
down; second, the safe haven factor could overwhelm it, depending
upon the world situation at that particular point in time.

Let me make one additional point here, though, Senator Baucus,
that we haven’t touched on at all today: )

I really think that one of the things that a lot of American busi-
ness firms have to do is learn how to sell in the face of the strong
dollar. Now, that is very difficult to do if you are in the commodity
- business, if you are selling wheat, because wheat is wheat, basical-
ly. And one of the shortcomings of our whole export picture is that
we are marketing a lot of commodities, not just in the agricultural
area, but in the nonagricultural area as well that are basically ge-
neric, where we don’t have product differentiation.

Maybe we have to change our marketing patterns international-
ly in that regard. Japan, for example, is doing a much better job of
that than we are in their international marketing endeavors. We
are still, by and large, commodity exporters, and that puts us at an
enormous disadvantage when we are in this kind of economic envi-
ronment.

Senator Baucus. I don’t understand. What should we be doing if
not exporting?

Dr. Yeurter. Well, my basic point, Senator Baucus, is that if you
are in what I call the commodity business, the determining factor
in sales is simply price, and we are being priced out of the market
because of the strong dollar.

If we had some product differentiation in there that would say
this American company has a higher quality product or better
service than its competitors, then maybe we could charge a higher
p}:ice and sell the product anyway. We are not doing very much of
that.

Senator Baucus. Are you saying that such differentiation could
make up for the dollar differential?

Dr. YEUTTER. In some cases. High technology is an example, but
there are a lot of others. Processed food products, for example; we
can be selling value-added processed food products if we can pene-
trate other markets and sell on the basis of brand names, or qual-
ity, or whatever the differentiating factor may be.

Senator Baucus. Well, it may be that the dollar will come down
for a reason we don't like. About an hour ago the budget confer-
ence broke up, without a budget. And I suspect in the short term
that is going to mean the stock market is going to decline a little
bit, and maybe foreign investors will lose some confidence in Amer-.
ica, and we'll see the dollar come down some.

Dr. Yeurrer. Well, certainly investor confidence is a major
factor, Senator Baucus. If yoy talk to people around the world as 1
have done you will find a high level of confidence in the United
States at this point, and that is one of the reasons that all of this
capital is flowing into this country. They have more confidence in
us than we have in ourselves, and that is reflected in the dollar.
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Senator Baucus. It is human nature. The Japanese are that way,
too.hTh'ey think their country is going down the drain, if you talk
to them.

Dr. YEUTTER. That's true. Exactly.

Senator DANFORTH. Do you have more questions?

Senator Baucus. No. .

Senator DANFORTH. Let me ask you this, Dr. Yeutter: Do you
have anYy suggestions for how to open up Japanese markets?

Dr. Yeurter. The United States-Japan relationship, Senator
Danforth, is obviously an extremely important one. As you know
very well, it is the second most important economic power in the
Western World and a major trading partner of ours, second only to
Canada as an individual nation.

We have major challenges ahead of us in that relatiouship. You
have been personally immersed in a lot of those, and properly so,
and have given a lot of leadership in that particular area. You un-
derstand the differences very, well.

I know the Japanese culture reasonably well. I am not sure that
an% American fully understands that culture, because it is much
different from ours; but I have worked a lot with the Japanese,
spent a substantial amount of time there, and so I believe I under-
stand it at least reasonably well.

I intend to spend a sugstantial amount of time right away on
strategy for dealing with United States-Japan trade issues, and I
will coordinate closely with you and others in both the Senate Fi-
nance Committee and the House Ways and Means Committee on
that strategy because it is so important and it is so timely.

I am concerned that the level of rhetoric has become increasingly
harsh—in my judgment, inordinately harsh on both sides of the
ocean—and I see that as now having a negative impact on opening
up Japanese markets.

There have been statements in the press just this last week that
Japan is now giving serious consideration, ause of all the criti-
cal comments, to restraining its exports to the United States and
elsewhere in the world, rather than opening its import markets
further. That would be a tragic mistake, it would not be greeted
with any enthusiasm by you or your colleagues here at the commit-
tee, and it would not be greeted with any enthusiasm by me or my
colleagues in the administration. We do not want to shut down—or
I at least do not want to shut down—Japanese exports into
the United States; I want to open up Japanese markets to
U.S exporters.

We must have a strategy that will achieve that objective if we
are not to have a major head-on confrontation between our two na-
tions on trade issues, both at the level of the administration and
here on Capito! Hill.

When I am in Japan in August, I will certainly deliver that mes-

sage to high level Japanese officials, and they will hear that mes-
sage from my testimony today as well.
- Japan’s relationship, not only with the United States, but also
with all their other major trading partners is one that is highly
export-dependent. However, Japan simply cannot expect to have its
caEg and eat it too, that is, to have immense volumes of exports
and essentially no imports.
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Japan is a tremendously productive, efficient economy, and cer-
tainly they are deserving of accolades for what they have achieved
in competitiveness and productivity. They are tremendous export
competitors. But Japan must also become an importing nation if it
wishes to_participate in the family of nations from an economic
viewpoint.

Senator DANFORTH. Senator Mitchell, why don’t you just proceed
ahead with your questions. I have a lot of questions, too, but I am
going to be here until the end; so why don’t you take your line of
questions now?

Senator MiTCHELL. Thank you very much, Mr. Chairman. I don't
want to unnecessarily detain you, but I do have a number of ques-
tions I would like to ask.

Senator DANFORTH. Go right ahead.

Senator MitcHELL. Dr. Yeutter, as Kou will recall, the last ques-
tion I asked, in fact the only one I asked, was about the multifiber
arrangement and textiles. Let me resume with that, if I might.

Do you yet know, have you decided, what will be the U.S. Trade
Representative’s position on the renegotiation of the multifiber ar-
rangement next year?

Dr. YEuTTER. No, Senator Mitchell, simply because I have not
been officially onboard yet. We will soon name a new textile nego-
tiator, as you probably know, and clearli we need to confer there
and in the interagency process before ma ing that decision.

Senator MitcHELL. Right. I would hope, Dr. Yeutter, as you do,
that you will consult closely with interested Members of Congress
and with the industry, so that we might work together to develop
an American position that accomplishes the objectives of the ar-
rangement in a way that has not occurred over the past 4 years.

Dr. YEUTTER. By all means.

Senator MiTCHELL. In that same area, you mentioned briefly in
your previous answer the problem of circumvention, and that of
course the current arrangement does not cover all imports. Now,
one of the reasons for that is that many foreign producers of textile
and apparel products are-blending fibers, such as ramie and linen
“with cotton, in a manner as to exclude the resulting products from
coverage under the multifiber arrangement. I am informed by one
industry source that 10 million dozen garments of these various
blends—uncovered blends, you might call them—were imported in
1984 representing a 400-percent increase in imports of these gar-
ments over the level of 1982.

My question is: Are you aware of this? And so you believe some-
thing should be done about it? What is it that you intend to do
about it?

Dr. Yeutter. This is one element of that major question that I
was not familiar with, Senator Mitchell, but 1 will be glad to exam-
ine it and confer with you when I am up to speed.

Senator MircHELL. Thank you very much; I look forward to that.
It is a very serious problem.

I would like to turn now, if I might, to the second subject area,
which I mentioned in my opening comment, and that is footwear.

As you know from our private discussion earlier today, and since
you have some familiarity with the subject in any event, the Presi-
- dent will soon receive a recommendation by the International
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Trade Commission that action be taken under section 201 to con-
trol the flood of imported footwear now entering this country. The
ITC took this action to enforce our trade laws in light of the clear
injury which imports are causing the domestic industry. The ITC
decision on injury was unanimous, and the facts of course tell the
story—imports have now claimed about three-fourths of the domes-
tic footwear market, up from 50 percent just 3 years ago. In 1984,
95 American footwear-producing factories closed, and unemploy-
ment in that industry is now at 19 percent.

Now, as the U.S. Trade Representative, you will be called upon
to advise the President on wi 2ther to accept, modify, or reject the
ITC’s recommendation.

Would you share with us, if you can, first any opinion you might
have of the Commission’s recommendations? And, if as I suspect
your answer will be, you do not yet have an opinion, how do you
propose to proceed to consider this matter in preparation for your
recommendation to the President?

Dr. YEUTTER. ]| am very familiar with the footwear situation,
Senator Mitchell, because that was an issue already when I was
Peputy STR in the mid-seventies. So that is a longstanding prob-
em.

I am generally familiar with the case that has proceeded through
the U.S. International Trade Commission, and I can say to you that
USTR has already begun the interagency process that will lead to
an ultimate recommendation. So, clearly, that will cross my desk
within the next few weeks.

Senator MitcHELL. Well, I would point out to you that, since the
present section 201 escape clause took effect some 10 years ago,
there have been 54 industries which have petitioned for relief
under the statute. Of that number, 12 have received some form of
relief. I think that indicates that the statute does not represent an
effective mechanism for responding to injurious import competi-
tion, and 1 hope that you will consider, in your position, that there
is a legitimate national interest in maintaining the viability of
American manufacturing industries.

Dr. Yeutter. Well, 1 would say half facetiously, Senator Mitch-
ell, that maybe it also represents the fact that the petitioners
haven’t been very persuasive. But clearly, whatever has transpired
in the past is not of any relevance at the moment, and certainly I
will give that case or any other 201 case careful, deliberate, and a
comprehensive evaluation.

I would simply add, Senator Mitchell, that I do not want to see
our manufacturing base destroyed anyniore than anyone else does.

Senator MiTCHELL. Yes.

As a digression, Dr. Yeutter, that is one of the most significant
implications of your position.

At the turn of the last century, the dominant economic, political,
and military nation in the world was Great Britain. Fifty years is a
long time in an individual’s life, but in the history of nations, it is
very short. And the effect of our current trade policies is to induce
the deindustrialization of America; it may not be their intention,
but that is plainly emerging as a clear effect. I think that is some-
thing that you must consider.
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Dr. YEUTTER. If | can just make one quick comment to that, we
certainly have gone through deindustrialization in some areas; we
have growth in other areas, too, of course, Senator Mitchell.

But I just want to make the philosophical comment that, our in-
dustries, and particularly labor-intensive industries, that have gone
into decline, do need to learn how to compete. Otherwise, in the
long pull, you and I can’t keep them in business. We can’t foist
that burden on the back of the American consumer or the Ameri-
can taxpayer, or both, forever. At some point in time, we have to
tell those industries that they must compete, or their employees
must shift elsewhere.

Now, if there are national security considerations involved, that
is a different matter; but basically, they must learn that they
cannot be dependent on Government largesse or assistance forever,
and I think that is a message that all of us have to take back to
them, with due compassion for the difficulties of the adjustment
process.

Senator MitcHELL. Right.

With respect to the footwear industry, the ITC has recommended
that import licenses be allocated through an auction system. The
rationale for that is that some of the quota rent would stay here in
the United States rather than be transferred abroad. Are you
aware of that? If so, do you have any comments on it? And if not,
would you provide such comments to me and the other members of
the committee when you have had an opportunity to review that
aspect of it?

r. YEUTTER. I would be pleased to provide comments, Senator
Mitchell. I am aware of the concept; I have not evaluated it in
recent years so would be happy to take another look at it.

Senator MitcHELL. I would like to turn now just briefly to
lumber, since Senator Baucus has asked you questions about that
already. And I will try not to be entirely repetitious, although
there may be some partial duplications.

Secretary Baldrige recently stated that Canadian lumber imports
is one of the priority issues for followup under the trade declara-
tion issued by the two heads of state at the conclusion of the Sham-
rock Summit. He said that it's one of the top things on his agenda
when he meets with Canadian trade officials from now on. Are you
prepared to give that matter the same priority?

Dr. YeutTER. Yes, sir. I have already indicated that to Senator
Baucus. And as I said earlier, I will be discussing it with Minister
Kelleher in a couple of weeks.

Senator MITCHELL. As we discussed earlier today, Canada and
the United States currently are discussing the possibility of estab-
lishing a free trade zone between the two countries. Do you think
such a zone should be created before the lumber issue is resolved,
or after?

Dr. YEUTTER. Well, the lumber issue will inevitably be resolved
prior to the creation of a free trade area. That is a negotiation, if it
is undertaken, that will probably require several years of work. So
that is a longer term proposition, but one that certainly merits our
consideration.
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Senator DANFORTH. What is the antecedent of that? Is it the
entire negotiation, or just the lumber that you are talking about?

Dr. YEutTER. The entire negotiation. Yes.

Clearly, the lumber issue is a short-term issue that will have to
be dealt withk in a timely fashion. The free trade area question is
one that will require a lot of time and effort and energy before we
have a definitive solution one way or another.

Senator MiTcHELL. [ think the question was inartfully put so he
couldn’t really answer it “‘yes.”

I said, do you think it should be before or after?

Dr. YEUTTER. Before.

S]enator MiTcHELL. It's the right answer, however put. [Laugh-
ter.

Dr. YeurTer. Thank you. I'm glad we got one right answer today.

Senator DANFORTH. The question was, “Before, or after?” And
the answer is, “Yes.” {Laughter.]

Senator MiTcHELL. I have a number of other questions, but I will
submit most of them in writing.

I would like to ask you just a couple more general questions.

In the last few years since 1980, the dollar has appreciated over
50 percent against the currencies of our major trading partners. In
your opinion, is the American dollar now overvalued?

Dr. Yeurrer. Well, since I have been heading the Chicago Mer-
cantile Exchange for the last several years where currencies are
traded, my answer has to be, “In the marketplace the answer is no,
because it is the market that determines the value, and it is a bal-
ancing of supply and demand of dollars throughout the world.”
And so it is at its present equilibrium based upon the viewpoints of
those who participate in the market.

If people feel it is overvalued, truly feel it is overvalued, then
they could get rich very fast simply by buying other currencies and
watching them go up in value.

When I suggest that to folks from time to time, they then are not
so sure about the dollar being overvalued. It is the market that de-
termines value.

Now, if one goes beyond the market situation and considers
whether or not it is overvalued in terms of economic equilibrium as
economists would define it, I would suppose that most economists
would tell you, Senator Mitchell, that it is overvalued, and that
certainly the relationship of the dollar to other currencies places
our exporters at an enormous disadvantage and also puts great

ressure on industries such as several of those in your State that
ind it difficult to compete with cheap exports due to the low value
of currencies in which those exports to the United States are de-
nominated.

So from the standpoint of trade patterns, most of us would say,
whether one uses the term “overvalued” or not, certainly the
l{lqited States is in a disadvantageous position in currency relation-
ships.

nator MitcHELL. Well, even assuming the valllity of the first
part of the answer, do you believe that the Unitéd States, if it is
suffering severely to its disadvantage, should simply say, “Well,
tl}%t's thé free market; and therefore we can’t do anything about
it"?
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Dr. YEuTTER. No, we ought to get our economic house in order,
Senator Mitchell, and that really means, a first step, doing some-
thing about the Federal deficit.

Senator MiTCHELL. Right.

But I mean, we are not at the Point where we have to say, “This
is a market function, and we can’t deal with it in any way; we have
to let it operate” no matter what it does to our country? :

Dr. Yeutter. That is a public policy decision, of course, both by
the Congress and by the administration. And one of the reasons the
market conditions are as they are is simply because we have not
gotten our act together from a public policy viewpoint. The market
is reflecting the fact that we have an enormous Federal deficit,
very high real interest rates, and other factors, which make the
dollar very strong.

So it is Government that has caused many of our difficulties. In
other words, we have done this to ourselves with our own policies,
both here on Capitol Hill and in the executive branch.

Senator MitcHELL. Other than dealing with the deficit, do you
have a specific recommendation on anything we can do?

Dr. YEUTTER. As I said earlier, that is the key. That is step No 1.
And unless we as a nation are prepared to take step No. 1, we are
never going to get to steps 2, 3, or 4. -

But it is just a first step in the sense that if we do a better job of
controlling the Federal deficit we still have to have a response on
the monetary policy side with lower rates that will then also help
bring the dollar down. So it is a coordination of fiscal and mone-
tary policies. But the monetary policy is not likely to change under
the leadership of Chairman Volcker until and unless we make
progress on the fiscal side.

Senator MITCHELL. Some previous administration witnesses in
other contexts have pointed out to the committee the value of im-
ports, principally their alleged effect in the constant struggle to
control inflation. And some analysts have suggested that opening
the floodgates to imports, taking no or little action to restrict them,
is a deliberate administration policy because the immediate short-
term effect is to exert a downward pressure on prices, and the prin-
cipal economic policy objective of tﬁe administration is to continue
to control inflation. Do you believe that to be true? Do you agree
with that? Do you share that policy? Do you encourage it?

Dr. YEurTER. Well, as a member of the private sector I obviously
cannot speak for the administration at this point, so I can only give
a citizen's evaluation of that issue.
.My judgment, Senator Mitchell, would be that the administra-

tion would follow that basic trade policy almost irrespective of the
inflation question. In other words, I do not believe that that’s the
primary reason that the administration has resisted import con-
straints in its policymaking process.

President Reagan is a free-trade oriented person; he is a market-
oriented individual, always has been, I expect always will be. I
share that basic orientation.

One must deal with individual issues within that context. This is
not to say that I would not have made precisely the same deciston
on the trade cases that have come before the administration over
the last 4 years. But basically my thrust and my orientation is
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comparable. And it seems to me that that has been the controlling
factor rather than the benefits on the inflation front of increased
imports.

he administration has really done very well on the imports
side, or would have done well in any case. In my judgment, the
influx of imports has not been a major factor or the major factor in
inflation control; it has certainly been a help.

But in my opinion, Senator Mitchell, is that the rate of inflation
would have been a relatively comfortable one, even had the trade
policy been somewhat different. In other words, we have had a mix
of fiscal and monetary policies that have done a job of controlling
inflation over the last few years compared to where we were a few
years back, and I really think that basic fiscal monetary policy mix
would have kept inflation dotwn at something approximating these
same levels notwithstanding the trade movements.

Senator MiTcHELL. | think there are a lot of things we disagree
on, Dr. Yeutter, but the one thing we don't disagree on is the im-
portance of your job and what I believe to be your ability to deal
with, and I wish you well.

I notice that Senator Matsunaga is here. I thank the chairman
for his courtesy, and I will submit the rest of my questions in writ-
ing, Mr. Chairman. I will be glad to yield now back to the chair-
man and Senator Matsunaga.

Thank you, Dr. Yeutter, and good luck.

Dr. YEUTTER. Thank you.

Senator DANFORTH. Senator Matsunaga.

Senator MATSUNAGA. Thank you, Mr. Chairman.

Dr. Yeutter, congratulations.

Dr. Yrurter. Thank you, Senator Matsunaga. So nice to see you.

Senator MATSUNAGA. It is good to greet you here in Washington
for a change.

Dr. YEUTTER. Yes.

Senator MATSUNAGA. | am very much impressed with your back-
ground. I think your offer to serve your country in the capacity to
which you have been nominated is truly commendable, considering
what you have to offer and what you could attain outside of Gov-
ernment service.

Dr. YEurter. Thank you. I wish we could have this conversation
in Hawaii, by the way, but that is not to be.

Senator MATSUNAGA. Yes; fortunately or unfortunately.

Well, one of the common complaints regarding the scope and en-
forcement of the U.S. trade laws such as the antidumping and
countervailing duty statutes is that such remedies are unworkable
for small businesses due to the time and cost constraints.

Do you have any suggestions either-from an administrative or
legislative perspective which would make our trade laws more
workable and accessible for small businesses?

Dr. YEuTTER. Well, that is an excellent question, Senator Matsu-
.:aga, because obviously small firms are at a disadvantage in any
kind of a dispute settlement process. Those processes are inevitably
legalistic in nature, which means that there has to be a lot of legal
work done by lawyers, and lawyers still charge for their time. And
that being the case, it can be an expensive, time-consuming process
far beyond the financial means of a small company.
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What can they do about it? Or what can we do about it? My judg-
ment is that it would be difficult to change the procedures very
much. We are bound under the rules of the GATT to follow open,
transparent kinds of procedures so that everyone has their say in
this kind of case. I believe that is appropriate. We are insisting

that the rest of the world do likewise. it is unlikel{ we can
make major changes in our antidumping or countervailing duty
-procedures.

That means that the better answer would seem to be to have the
small businesses operate through trade associations or someone
who can represent their interests in these cases. Now, if the case is
terribly parochial involving a small company in the center of
Hawaii, it may be difficult for that company to get a trade associa-
tion interested in spending money on its behalf in a countervailing
duty case, but that is probably about the only recourse that small
firm has. Perhaps it is regrettable, but that is a realistic answer,
I'm afraid.

Senator MATSUNAGA. Of course, you have referred to Hawaii,
and one of the major problems in Hawaii is the plight of our sugar
industry. :

Dr. YEUTTER. Yes.

Senator MATSUNAGA. The major problem we face is that sugar is
being dumped into the United States at a price way below what it
costs the foreign countries to produce. The European Community,
for example, subsidizes its sugar growers at 14 cents a pound, and
the cost of producing sugar in France, for example, runs up to
about 24 cents a pound, sells for 27 cents a pound, and yet they
take whatever they are unable to sell and dump it in the so-called
world market which finds its way into our country, selling for 4
cents a pound today.

Is there any way or do you have any ideas as to how we can pre-
vent this dumping of sugar way below the cost of their own produc-
tion? 1 wouldn’t object if they were producing sugar at 4 cents a
pound and selling 1t in this country for 4 cents a pound; but the
cost of production is 24 cents a pound, they dump it here at 4 cents
a pound, at a loss of 20 cents, subsidized to the tune of 14 cents by
the Government.

What can we do to stop this sort of thing?

Dr. YEuTTER. Well, Senator Matsunaga, you have just provided
another classic example of the shortcomings of the common agri-
cultural policy, and those shortcomings apply not only to sugar but
to other products as well. T

The subsidized European production is a major problem in the
world sugar market for precisely the reasons you have just out-
lined. Sugar itself is a major economic problem worldwide. The
lesser developed nations, as you know, suffer even more than
Hawaii does in this environment, because they are the ones who
are torced to sell all their production at a price of 4 cents a pound,
or thereabouts, or for all practical purposes they must do so.

Sugar is not a market of which any of us can be proud. The insti-
tutions with which we have handled the sugar marketing process
are grossly inadequate. There are most unfortunate sugar produc-
tion policies as well in nations or groups of nations such as the Eu-
ropean Community.
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Putting it in simpler terms, sugar is just a mess worldwide. What
do we do to extricate ourselves from that situation? Well, it is
going to take a lot of negotiations and discussion involving a whole
host of countries, because there are so many sugar producers, and
that will be an eternal problem for all of us and one in which you
and I could have a lot of future discussions.

With respect to the European Community in particular, clearly,
Senator Matsunaga, we ought to include sugar in all our agricul-
tural policy discussions with the Community. Sugar is just part of a
lengthy retinue of policy questions that we must discuss with the
Community. :

Senator MATSUNAGA. You must keep in mind this distinction be-
tween sugar and other crops, however, that sugar is an import com-
modity. We still import about 45 percent of our domestic needs;
whereas, corn, wheat, barley, feed grains, et cetera, are all export
commodities, and we export those commodities. .

Dr. YEUTTER. Yes.

Senator MATSUNAGA. You will recall that in the case of oil, the
OPEC nations formed a cartel back in 1973-74, and suddenly decid-
ed to raise the price of oil on which we were so dependent. At that
time, we were importing only 8 percent of our domestic oil needs.

We import 45 percent of our sugar consumed domestically. Just
imagine if the sugar producers, other than the United States,
should form a cartel and say, “OK; we won’t sell you any sugar.”
Well, heavéns, we would have every member of the family lined up
at grocery stores to buy a pound of sugar. I predicted when we re-

aled the old Sugar Act of 1934 in 1974, an act which had so

eautifully for 40 years kept the price of sugar stable at 9 cents to

15 cents, that the price of sugar was going to jump up to 36-37
centsdwithin 2 weeks. I was wrong; it jumped up to 67 cents a
pound.

What we need to remember is that the Sugar Act, and the act
that is now in force has kept the price of sugar down. It has stabi-
lized the industry. If you read the Congressional Record, you find
that the sugar program, which is not a subsidy really but a loan
program——

Dr. YEUTTER. Yes.

Senator MATSUNAGA [continuing]. Which has not cost the taxpay-
er a single penny in all the years from 1934 to 1974. As a matter of
fact, the Treasury profited gGOO million over and above the cost of
operating that program. Under the de la Garza program over the 2-

ear period, the Treasury made a profit of, approximately, $6 mil-
ion; whereas, all other agricultural commodity programs have cost
the taxpayer money. .

Good heavens, there is a vote on the floor. Sorry.

Dr. YEUTTER. I know. :

Let me just say, Senator Matsunaga, that | don’t see a cartel as
being a major threat here, first because I don't think the producer
nations can get together and form a cartel successfully; but second,
because with corn sweetener as a potential competitive product, a
cartel is not going to be successful for very long.

Senator MA1sUNAGA. Yes. Of course, fortunately, the corn syrup
people realize that sugar must remain in business in order for
them to prosper as well. As soon as the price of sugar goes down,
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they will find themselves going out of business and not being able
to compete. So long as we keep the price of sugar legitimately at or
above the cost of production, then they aré in business, too.

Dr. YEUTTER. Yes.

Senator MATSUNAGA. I have got to go to vote; but if need be, I
will submit the other questions to you in writing. [ may at least
intimate, if no one has as yet asked any questions relative to your
ideas as to how we might reduce our deficit and balance of trade,
particularly with Japan—--

Dr. Yeurter. We have had a lot of discussion already on that
subject, Senator Matsunaga.

Senator MATSUNAGA. Oh, you have?

Dr. YEUTTER. Yes.

Senator MATSUNAGA. I see. But I think we have to look at our-
selves, too, to find out what we are doing wrong which makes
others excel over and beyond what we do.

Dr. YEuTTER. I agree with you.

Senator MaATsunaca. Well, thank you, and congratulations
again. And I will commit myself: I will vote to confirm.

Dr. Yeurrer. Thank you. Very nice to see you again, Senator
Matsunaga.

Mr. Sanros. Dr. Yeutter.

Dr. YEUTTER. Yes?

Mr. SanTos. Senator Danforth asked if you could stay here. He
will be back shortly.

Dr. YEUTTER. Sure.

Senator MAaTsuNAGA. All right. The committee stands in recess,
subject to the call of the Chair.

Dr. YEUTTER. OK.

[Whereupon, at 5:59 p.m., the hearing was recessed.]

AFTER RECESS

Senator DANFORTH. Dr. Yeutter, you have been very patient. I do
have some questions for you.

1 want to ask you some questions about section 301 of the Trade
Act, section 301 of course providing for retaliation of offsets against
unfair trade practices of other countries.

Since section 301 has been on the books it has been underutilized
in the minds of some people. I think that there have only been two
g(rnthree times in which there has been a retaliation under section -

I would like to ask you whether you equate retaliation with pro-
tectionism. Some people tend to equate it with protectionism; they
say that any suggestion of retaliating against unfair trade practices
is a protectionist suggestion, and that retaliation gets us into trade
wars, and therefore they argue really very consistently, no matter
what the issue is, against using section 301. )

Other people believe that section 301 is necessary in order to
keep the markets of other countries open, and if we don’t utilize
section 301 we are left with few if any effective ways of getting into
markets that would otherwise be closed to us.

Do you feel that 301 has been underutilized, and do you equate
retaliation with protectionism?
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Dr. YEuTTER. | am pleased to comment on that question, Senator -
Danforth, because I have some strong views on section 301 and this
provides an opportunity to articulate them.

I just told a U.S. businessman 3 or 4 days ago in private discus-
sions that his firm and his industry should probably have used 301
" in a particular case, and he conceded that they should have and
just hadn't gotten around to doing it, and that they would have
given it serious consideration.

So the first part of my answer, Senator Danforth, would be that I
really believe that it has been underutilized even by industry itself
in the formulation and submission of complaints, that there have
been a good many cases when section 301 action or submissions by
industry groups or firms would have been appropriate, and they
have not availed themselves of that prerogative.

So perhaps we need some encouragement to American businesses
to use this form if and when it is appropriate to do so.

I would say, too, that were the GATT dispute-settlement process
more effective and satisfactory, more satisfactory to the United
States, more timely, more expeditious, and more decisive, there
would be much less need to have section 301 provisions in the law.

But as you heard from my earlier testimony, I have grave reser-
vations about the efficacy of those provisions today, and until they
are improved it seems to me that our alternative in this country is
to use section 301 as a substitute, in a sense, for GATT dispute-set-
tlement provisions. It is used coordinately with it.

Senator DANFORTH. Would you say that it has been underutilized
in the past?

Dr. Yeurter. Yes, sir, I really believe that it has, and neither
would I equate it with protectionism. You are correct in asserting
that there are people within the Government who'would equate re-
taliation with protectionism; there are trading partners who would
draw the same conclusion. And there are others in the general
public, perhaps, who would unknowingly equate this kind of retal-
iation with protectionism. I would not.

Senator DANFORTH. | earlier asked you what you would do about
opening the Japanese market, and you talked about sending Japan
messages and so on. A :

My own view is that sending messages has very }ittle effect, and
that the credibility of any trade negotiations or’efforts to open
markets with Japan depends on the credibility of retaliation.

We have never used section 301 against Japan, ever. It is
common knowledge that Japan does not always practice fair trade,
and yet we have never used section 301. Wouldn’t you agree that
the efficacy of any efforts to open the Japanese market will depend
on the credibility of 301 as a threat? .

Dr. YEuTTER. Well, Senator Danforth, it has always seemed in-
congruous to me that we have had far more 301 cases filed against
the European Community than we have against Japan. You are ab-
solutely correct that we have not used it against Japan, but we
have. had very few submissions vis-a-vis Japan, and far more sub-
missions vis-a-vis other nations.

But all of that put aside, it seems to me that there should be no
reluctance on the part of American industry to file section 301
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cals]es with respect to the trade practices of any nation, Japan or
others.

I recognize that, at least in past years, Japan seemed to be per-
sonally affronted by any indications that a 301 case might be forth-
coming. And ! have often said to representatives of the Govern-
ment of Japan, Senator Danforth, and I will continue to do so, that
no nation should consider a section 301 case to be a personal af-
front. This is simply a part of the process of dealing with disputes
over trade issues. And mature nations should anticipate complaints
from other nations with respect to their trade practices. So I see no
reason for Japan to be inordinately sensitive about a section 301
case or any other trade dispute we raise with them.

Senator DANFORTH. You have emphasized American business in-
tiating complaints under 301. Of course, the administration can ini-
tiate 301 cases.

In the 1984 Trade Act, we attempted to put on a more systematic
basis the administration’s activities with respect to policing the
laws of unfair trade practices, and we amended the law toward
that end. The whole theory of the reciprocity title in the 1984
Trade Act was to place more initiative in the hands of the adminis-
tration and give more flexibility to the administration, so that the
administration would have the responsibility of keeping track of
unfair trade practices, cataloging them, reporting to Congress on a
regular basis, developing a plan for removing barriers to U.S ex-
ports.

Do you have any plans in the USTR? Or would you care to state
what %our position will be with respect to what Congress did in the
1984 Trade Act? Do you intend to address the intent of Congress
seriously? Or do you intend to be dragged kicking and screaming
into 301 enforcement?

Dr. YEUTTER. Well, Senator Danforth, I respond quite positively
to what the Congress did in the 1984 Trade Act. I like having addi-
tional authority and additional leverage, and so I construe that as
advantageous and beneficial—the more the better, from my person-
al standpoint. '

With respect to the potential initiation of section 301 actions, I
would have no hesitancy in recommending administration initi-
ation of a section 301 case if I felt the circumstances warranted it.
My personal preferences, however, would be to have the complaint
come from an industry groug. MX general feeling being, Senator
Danforth, that if nobody within American industry is sufficiently
excited or disturbed by a foreign trade practice, that there is not a
terribly persuasive reason why the U.S. Government should be.

Senator DANFORTH. 1 am going to suggest another reason why
they wouldn’t be perhaps as aggressive as we would hope, and that
is tKat they have given up, that they believe it is a dry hole, “Why
waste the time and effort of pushing your rights under a statute if
the administration is perceived as being so passive, so resistant to
the enforcement of international agreements and to the enforce-
ment of statutes, as to just turn a deaf ear?”’ So it would be my
hope that the administration would utilize the authority Congress
gave it.

Congress did not give the administration the authority to initiate
301 cases just because we were putting loose words into the statute;
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it is clearly intended by Congress that the administration has an
active, not a passive, role, and in fact I think that the credibility of
the system, not only from the standpoint of other countries but
from the standpoint of our own agreed citizens, depends on some
initiative being taken by the administration. I hope that on your
watch such initiative would be taken.

. Dr. Yeurter. Well, the point you raise is a valid one, Senator
Danforth. I don’t know how many industries or firms have reached
the conclusion that there is no hope; but if there are some out
there, that clearly justifies consideration.

The other aspect that should be mentioned in that regard is that
there are times when a particular firm is hesitant to bring an
action or a complaint because of fear of retaliation in the Japanese
market or whatever the market may be. And in those cases it like-
wise might be appropriate for the administration to initiate action
on its own.

Senator DanrorTH. I would hope that you could give us a pretty
strong commitment today that the 1984 Trade Act, the reciprocity
title of the Trade Act, would be something that would receive great
consideration by the USTR, and that the USTR would be commit-
ted to actually putting into effect the intent of the Congress. Con-
gress can pass all kinds of statutes, but if the administration
doesn’t do anything about them, what’s the use?

Dr. YEuTTER. I can do that enthusiastically, Senator Danforth.

Senator DANFORTH. Good.

Some Americans have raised the problem of industrial targeting
by other countries—the protection of infant industries, the target-
ing of an industry for growth and exports in the future, the protec-
tion of that industry, the subsidizing of that industry.

Would you envision the use of section 301 as a way of counter-
balancing this effort toward industrial targeting?

Dr. YEUTTER. At this point, Senator Danforth, I'm just not sure. I
have done some thinking about the targeting question. I am just
not satisfied in my own mind as to what our response as a nation
should be to those kinds of practices. They are clearly troublesome
in some countries. It is difficult for us to get a handle on them,
identify them, quantify them, and confirm their existence in a per-
suasive way. It is difficult to determine what an appropriate trade
response should be within the spirit of the GATT and the spirit of
our own trade laws. | just do not have a definitive answer for you.
That needs some more work.

Senator DanrorTH. Do you have any plans for arriving at a de-
finitive answer?

Dr. YEUTTER. If I remember correctly, there are some studies un-
derway on that issue within the Government right now, and I
would like to digest what is generated from that.

Senator DANFORTH. ] think thay have been completed.

Dr. Yeurter. Have they been completed? OK.

Senator DANFOrRTH. How about using section 301 to retaliate
against foreign export performance requirements that I think was
expressly provided for in the 1984 act?

Dr. YEUTTER. | would have no hesitation in giving that possibility
very serious consideration. .
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Senator DANFoRrTH. That is sort of a weak answer, that you
wouldn't hesitate to consider it.

Dr. Yeurter. Well, 1 didn’t mean it to be a weak answer, Senator
Danforth, but obviously we shouldn’t use section 301 or retaliatory
procedures if there are other ways to resolve issues. So if we can
deal with the performance-requirement issue in a nonretaliatory
way, obviously we should do so. If we reach a dead-end there——

Senator DANForTH. 1 think, Dr. Yeutter, that our basic approach
is to negotiate some more, complain, send. more delegations over,
and nothing happens. And I really believe that-unless we at least
sometimes actually enforce the law, there is no credibility. And I
think that that is the stage we have reached. I mean, there are
various anecdotes that come back to you, that Japan—a specific ex-
ample usually cited—feels that, well, we are never going to retali-
ate; why take us seriously? And I believe that. I think that if you
never retaliate, I think that if the referee never blows the whistle
on a foul, there is no way to stop fouls.

Dr. YEUTTER. I share that, Senator Danforth, and in fact I really
believe that has been one of the major shortcomings of American
international trade policy for years. -

We usually respond strongly with rhetoric but rarely go beyond
that, and at some point in time that has to change.

1 would like to make one additional point that we haven’t talked
about today at all, and that is: It is important that governments
provide timely answers in situations like this. And one of the prob-
lems in negotiating is that negotiations can go on forever. And that
dqesn’é help the firm or the industry that has been or is being ag-
grieved. .

In my discussions with company representative in the private
sector, this is one of their eternal frustrations with American trade
policy: The idea that if they articulate a problem it takes years for
the American Government to do anything, and by the time it does,
the problem has long since passed them, and they are either bank-
ru&t or they have gone on to do something else.

e simply have to be more timely in our response to the prob-
lems of American industry, and we haven’t been.

Senator DANFORTH. Let me raise another credibility question
with you on section 201.

Now, when an American industry is very hard-hit by imports
from other countries, it has a couple of alternatives. One is that it
can attempt to avail itself of section 201 of the Trade Act, that it
can bring a case under 201 before the ITC, that it can seek a deter-
mination of injury; if injury is found, it can then attempt to get
relief from the administration. That is playing by the rules. That is
the way the law is set up. If you have a problem, that is the proce-
dure you are supposed to follow. That’s why 201 is there.

There is a second {>ossibility, and that is to shortcut section 201,
use as much political clout as you can muster, go to Congress and
seek protection not through the 201 channel but through the politi-
cal channel.

To the extent that 201 is not utilized, to the extent that as a
matter of policy as administration views 201 utilization as protec-
tionist, aggrieved industries are going to be pushed into the arms
of the politicians.
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Of course the key case before us now is the shoe case. The ITC
has found injury. Clearly, if there ever has been anything clear
about the intent of the Congress it is that Congress intends 201 to
operate with respect to shoes. You know that from what happened
in the 1984 Trade Act. And when section 201 first came into the
law there was a colloquy on the floor of the Senate where the ques-
tion was asked—I think Senator Long, or whoever was managing
the bill—"Would this apply to the shoe industry?” And he said
that he thought that was one of the industries where it would most
likely apply. That was before imports reached 70 or 80 percent.

I am not going to ask you for your specific position on the shoe
case now, but do you believe that the credibility of section 201 is
important? Do you believe that the credibility of section 201 is in
question? And do you believe that it is possible for anybody to
argue with any constituent, “Don’t come to the politicians, go to
the ITC,” if an ITC determination of injury, and if the clear legisla-
tive intent is not only creating the law but in changing the law is
subsequently thwarted by the administration?

Dr.qYEUTTER. Well, with respect to whether or not section 201 is
operating effectively, operating as a satisfactorily responsive tech-
nique, I really can’t answer that, Senator Danforth. Having been
out in the private sector for the last 8 years, I just don’t know
w};ptgler the perception is that it has been an inadequate source of
relief.

With respect to what it should be under this or any other admin-
istration, and whether it is losing credibility because it isn’t, I can
only say that I am disturbed that are so many legislative proposals
for actions in what is really the section 201 bailiwick. That lends
some credence to what may be your hypothesis that industries are
displeased with the responsiveness of that provision of the law and
are therefore turning to legislative solutions rather than adminis-
trative solutions to their import problems.

You apparently are in a much better position to evaluate that
comparison than I'am. If your hypothesis is correct that there is
legitimate dissatisfaction with the operation of section 201, then
clearly we, the administration, need to do something to try to re-
store its credibility. That does not, however, mean that we should
provide relief every time a section 201 case is filed; but it does
mean, where relief is justified, it should be provided.

Senator DANFORTH. At least there shouldn’t be an almost reli-
gious commitment against the application of 201 remedies.

Dr. YEUTTER. No, there should not.

Senator DANFORTH. Because that really is, I think, one of my
basic concerns with the administration, that with respect to section
301 and with respect to section 201 the basic position of the admin-
istration is that any relief is protectionist, that any relief raises
prices, that any relief is wrong; therefore no relief; therefore, no
301, no 201; so the administration has dealt themselves out of the
trade game.

Dr. YEuTTER. There should not be a knee-jerk reaction against
any use of those provisions because that was not the intent of the
Congress in enacting those laws. They are there for a legitimate

ubf;ic purpose. They do require very difficult tradeoffs, as you
now, between the interest of consumers and producers and one in-
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dustry and another industry. And it does seem to me that we have
to make sure that the tradeoffs are made transparent and that ev-
erybody understands what they are.

So, neither should we, as I indicated, have a knee-jerk reaction
the other way that protectionism is always justified.

And 1 wouKi only add to that, Senator Danforth, that I have a lot
more empathy for an industry that is attempting to adjust than I
am for an industry that has not or is not attempting to adjust.

Senator DANFORTH. Well, I hope I can take that as good news for
the shoe people.

Do you plan to get actively involved in discussions with the EC
on the steel consultation products that have vastly exceeded their
1981 benchmark imgort levels?

Dr. YEutTER. Without question, I will do so. We will undoubtedly
have one of the Deputy STR’s who will be most intimately involved
in that question. But there certainly is no way that I can avoid
some personal involvement and participation, and I will be pleased
to provide that.

nator DANFORTH. And if the EC refuses to enforce their indus-
try’s compliance to the agreed limits, then what?

Dr. Yeurter. Well, that is a decision that will ultimately be a
Presidential one. And I would not wish to preempt President Rea-
gan’s alternatives or options in that regard. So it is not a question
that I can answer for you now. But I believe that iyou can tell by
my expressions or viewpoints earlier today that I would not be
pleased with an unsatisfactory resolution of that issue.

Senator DANFORTH. Do you think that we are doing enough in
the field of telecommunications? Do you think the administration
is doin§ enough to provide access to other markets?

Dr. YeutTer. The administration, Senator Danforth, is working
hard on that issue now, particularly in discussions with the Japa-
nese, and there has been considerable progress made. So there is a
lot of effort being devoted o that cause.

At the same time, I would have to say to you that when one ob-
serves an industry that is so highly competitive worldwide, and yet
our market share worldwide is so limited, there is much progress
yet to be made. Here is an area where we should be globally domi-
nant, and where our exports simply are not expanding at the rate
they should be.

'I‘)I'mt says to me that we are still facing very formidable trade
barriers in a lot of portions of the world, and that we should ag-
gressively attack those barriers.

Senator DANrorTH. Well, do you agree that AT&T divestiture
had the same effect as a major unilateral trade concession by us?

Dr. Yeurrer. Without doubt, it certainly did. I have given a lot
of speeches over the last few years, Senator Danforth, saying that
we should not be doing anything unilaterally on the trade front.
That may be an overstatement, but it seems to me that this coun-
try has been prone to take unilateral actions on the trade front
that have turned out to be counterproductive, certainly in the agri-
cultural area. But here is an example in the nonagricultural area
where the same analysis applies. F

Senator DANFORTH. There is something we could do about that if
we wanted to.
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Dr. Yeurter. Yes, sir.

Senator DaANFORTH. With respect to a new round of trade negoti-
ations, I think as a matter of law the only time you have to come
to Congress is to implement what you have got. And you have a
practical problem in that the fast-track authority is about to
expire.

oes the administration have plans to come to Congress, first, to
ask for fast-track authority, and second, to seek some specific man-
date or guidelines for the new round of trade negotiations? Or does
:)l;e ?administration intend to do its own thing and hope for the
st?

Dr. YEUTTER. Well, today I can not yet speak for the administra-
tion, Senator Danforth, so I can only provide——

Senator DaNForTH. Have Kou got any good rumors for us?

Dr. YeurteR. Assuming that I will be in a position to influence
that decision in a few days, I will certainly consult with this com-
mittee and the Ways and Means Committee very soon on that very
point. It is imperative that we do so. We have to have a concerted
effort in this area or we are not going to be successful. And that is
very high on my agenda.

Senator DANFORTH. You know my view. I mean, this is not my
confirmation hearing, but my view is that a new round of trade ne-
gotiations is interesting but not a particularly high priority, and
that it is secondary to two other things. One is the effective en-
forcement of section 301, and, therefore, implementation of the
1984 act. And, second, a clear policy relating to the value of the
dollar and what to do about it. But we are going to be in this pic-
ture sooner or later. We are going to be in this picture if not before
the negotiations, after them. We are going to have to have the fast-
track authority. So I do think that it would be well to bring us in
on the take off and also consider what the administration is going
to be saying about the value of the dollar and what it intends to do
about it, and about the enforcement of the law with respect to in-
terest rates.

Dr. YEuTteR. There is no guestion about the priority of dealing
with the dollar question. I devoted a lot of attention to that issue
already today, so there is no point in repeating that. And I am not
sure I would assess as high a griority to section 301 as you do, but I
assess a very high priority and substantial importance to it.

I would assess a higher priority to new multilateral trade negoti-
ations than you do perhaps, Senator Danforth, for a variety of rea-
sons some of which I would rather not articulate here today for
elstrategic reasons. But I will certainly articulate to you very short-

ySenator DanrorTH. I think that is about the end of the ordeal.

Dr. YEUTTER. It has not been an ordeal at all. ,

Senator DaANForTH. With respect to the value of the dollar, I
don’t know. I have always felt that we should see what happens
with the budget reductions before we get into anything more artifi-
cial. But it is true that the budget conference adjourned today.
That is a disaster. And if the American people want to know who
is to blame for the problems in the country, blame Congress be-
cause the conference just adjourned. And it is just amazingly irre-
sponsible.
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Dr. YeurteRr. I agree, Senator, that it is tragic. That is our No. 1
economic problem at the moment. And if we do not confront it,
that is most regrettable.

Senator DaNFoRTH. I think though that whether it is the fault of
Congress or not confronting the budget deficit or whether the
theory that the budget deficit does not solve the dollar value prob-
lem, one way or another the administration should be considering
what it intends to do other than deficit reduction to deal with the
exchange rate problem. And my hope would be that you would be a
participant in those considerations and even pushing for placing
the dollar value problem at a high level of concern.

Dr. Yeutter. Well, I will clearly do so, as you can tell from my
emphasis on that issue today.

Senator DaNFORTH. Congratulations. We hope to get you con-
firmed, as far as [ am concerned, right now, but we do not have the
rest of the committee.

Dr. Yeurter. Thank you, Senator Danforth. The afternoon has
been a pleasure. I very much look forward to working with you.

Senator DANFORTH. Thank you.

[Whereupon, at 6:35 p.m.. :he hearing was concluded.]

[By directicn of the chairman the following communications were
made a part -f the hearing record:]
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OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE
EXECUTIVE OFFICE OF THE PRESIDENT
WASHINGTON
20506

June 24, 1985

The Honorable Bob Packwood, Chairman
Senate Committee on Finance

United States Senate

wWashington, D.C. 20510

Dear Senator Packwood:

In response to the request contained in vour letter of June
13, 1985 I have reviewed the financial disclosure report (SF
278) and the additional financial material requested by the
Committee on Pinance of Clayton K. Yeutter, President Reagan's
nominee for the position of United States Trade Representative.
Mr. Yeutter has disclosed that he has interests in both pension
and deferred compensation plans and that his dependent children
are the beneficiaries of trusts which contain stock of corporations
whose business interests may be affected in a direct and predictable
manner by activities carried out by the Office of the United
States Trade Representative, Further, Mr. Yeutter has interests
in agricultural commodities and natural gas which may be the
subject of negotiations carried out by this office. Because
we believe Mr. Yeutter's interests and his childréns' interests
in these stocks and commodities are so remote and insubstantial
that they would not be likely to affect the services of Mr. Yeitter
in these matters, I have advised him to consider requesting
a walver under 18 U,S.C.208(b) (1) in order that he might participate
in matters which affect generally the industries or the types
of commodities in which he has an interest. Mr. Yeutter has
agreed that if this alternative is not deemed feasible he will
take appropriate steps to divest himself of the interests in
question or to recuse himself in any matter that directly and
predictably affects one of these interests.

Based upon these understandings, my review of his financial
material and consultations with the Office of Government Ethics,
I find that Mr, Yeutter does not have any conflict of interest
or other barriers to service as United States Trade Representative
that would not be addressed by the alternatives discussed above.

Sincerely yours,

Ot L oy

CLAUD L, GINGRICH
General Counsel

CLB:sb



91

€ TeOWES COIwaN W ST RE
Wane Al HAR S

0 oM TINmsALE
Cma nanan

AWE W giicacs

AU.S. House of Representatives
€ommittee on Agriculture
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Washington, BE 20515 -
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June 24, 1985

The Honorable Bob Packwood
Chairman, Committee on Finance
sp-219

Washington, D. C. 20510

Dear Mr., Chairman:

This letter is to give my wholehearted enuorsement to the
nomination of Clayton Yeutter to be the U.S. Special Trade Repre-
sentative. Having worked with Clayton in numerous capacities for
many years, 1 can recommend him both personally and profession-
ally without qualification.

Clayton possesses the knowledge, experience, and personality
to succeed in this most important and most sensitive position.
without question, he will serve with great distinction,

wWith kindest regards and best wishes, I am

Sindprely,
o

Ed es

Chajfman

EJ:bc)



92

965 9.1 -5 prqe 7 MBS -6 PN s 59

NOBERT L PEIERSON CHARMAN ang CHEF EXECUTIVE OFFICER MBY 31 , 1985

The Honorable Robert Packwood
United States Senator

257 Russell Senate Office Building
Washington, D.C. 20510

Dear Senator Packwood:

‘I understand that you will soon be sc¢heduling hearings of the
Senate Finance Committee to consider the nomination of Dr.
Clayton Yeutter as U.S. Special Trade Representative,

The management of IBP, inc., has known Dr. Yeutter for many
years and has very high regard for his character, integrity,
dedication, and his administrative abilities. Dr. Yeutter has
developed and maintained impr . tant relations wtihin our indus-
try, within the U,S. government, and within foreign govern-
ments, all of which should serve him well as the Special Trade
Representative.

We enthusiastically support the nomination of Dr. Yeutter to
this important post.

Sincerely,

xc: Dr, Clayton Yeutter, President
Chicago Mercantile Exchange

Mr. Manly Molpus, President
American Meat Institute

Mr. Alan R, Middaugh, President
U.S. Meat Export Federation

1BP, lnc. DAKOTA CITY, NEBRASKA 6873t TELEPHONE 402-494-2061
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4 ' AMERICAN

\ ‘ MEAT
A INSTITUTE
Serving The Meat Ingustry Since 1906

gy Ju1 13 E I
June 13, 1985

Honorable Bob Packwood
Chairman

Senate Finance Committee
United States Senate
Washington, D. C, 205l0

Dear Senator Packwood:

In the riear future, you will be conducting hearings of the Senate
Finance Committee to consider the nomination of Dr. Clayton Yeutter
as U. S. Special Trade Representative. The American Meat Institute,
representing the nation's meat packing and meat processing industry,
fully supports Dr. Yeutter's nomination.

Over the years, Dr. Yeutter has demonstrated his keen interest
in promoting meat exports and possesses a unique insight into the
problems we face. Dr. Yeutter's energy, knowledge and resourcefulness
make him a uniquely well qualified candidate for this critical position.

We support Dr. Yeutter's nomination enthusiastically and will
offer him cur full cooperation in working with the trade office to
enhance our export opportunities.

‘Sincerely,

Moy e

C. Manly Molpus
President

CMM/bar

PO Box 2556 Washington, D C 20007 + 1700 North Moore Street, Ariington. VA 22209 + 703/841-2400



