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OVERSIGHT OF 1988 TRADE ACT-1990

WEDNESDAY, FEBRUARY 17, 1990

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

The hearing was convened, pursuant to notice, at 10:8356 a.m,,
Hon. Lloyd Bentsen (chairman of the committee) presiding.

Also present: Senators Moynihan, Baucus, Bradley, Riegle,
Rockefeller, Packwood, Roth, Danforth, Heinz, and Symmes.

[The press release announcing the hearing follows:

(Press Release No. H-2, Jan. 19, 1990)

SENATOR BENTSEN ANNOUNCES HEARING ON QVERSIGHT OF 1988 TRADE Aot
) UrcomiNG DEADLINES, URUGUAY RoUND PROSPECTS TO BE DISCUSSED

WasHingTON, DC—Senator Lloyd Bentsen (D, Texas), Chairman, announced
Friday that the Finance Committee will hold a hearing on oversight of the Omnibus
Trade and Competitiveness Act of 1988.

The hearing will be on Wednesday, February 7, 1990 at 10:30 a.m. in Room SD-216
of the Dirksen Senate Office Building.

The 1988 Trade Act was enacted on August 23, 1988, to strengthen U.S. trade
laws, open foreign markets to U.S. exports and boost the competitiveness of the
United States.

“Overseeing im&lementation of the 1988 Trade Act remains a high priority for
this Committee. We will soon reach a number of important deadlines set by the
Trade Act, particularly with respect to provisions aimed at opening foreign markets
like Super 801 and telecommunications trade,” Bentsen said.

“Furthermore, the Uruguay Round of Multilateral Trade Negotiations is entering
its final year. Through this oversight hearing, we want to determine the prospects
for those talks to achieve the objectives set forth in the Trade Act,” Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.8, SENATOR
FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. Last year this Committee insisted on having
close consultation with the Administration on trade. We held regu-
lar hearings throufhout the year in which the Administration tfar-
ticipated because it knew it would have to support publicly deci-
sions that were made under the Act. And I think the process
‘worked out rather well.

From a low point in executive-legislative consultation about
trade at the beginning of the Reagan Administration, we have at
least devel?ped a dialogue. We have a long way to go if we get to
the level of competence necessary to develop a consensus on the
Uruguay Round—and that is only 9 months away. We have a lot of
work to do on trade. And we are again this year going to have to
insist on close consultation with the Administration.

1)
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Next year, when we have to vote on this, I don’t want us to find
that there have been changes in the course of negotiations we did
not know about; that domestic industries have been dramatically
affected in a way that we might not think not equitable; that we
try to flush these out ahead of time, discuss them and see if we
can’t achieve accommodations. .

I must state that Ambassador Hills has been very good, in my
opinion, in her consultations with us. We are appreciative of that
and very pleased to have you here this morning.

Are there any other comments?

Senator Packwood.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.8. SENATOR
- FROM OREGON

Senator Packwoop. I think the Chairman understates it. Not
only has Ambassador Hills been sensational, every now and then it
ﬁsts tlc:teth]e place where we say, oh, God, is she coming again.

aughter.

If we ever get to the end of the Uruguay Round process I think
Congress, or at least the Ways and Means and Finance Committees
ought to be estopped from complaining that we have not been con-
sulted. It won't stop us you understand. But you have certainly
been generous with gour time. And I would like to leave with you a
letter signed by 86 Senators relating to the woods products indus.
try, if 1 mifht, and your negotiations with Japan right now. And

- the reason I do that, Carla, there was a perpetual debate, frequent-
ly about the quality of products and whether we make automobiles
as good as Japanese autos or cameras as good as German cameras.
But there is no serious debate about wood groducts. And Japan is
buying many wood products, finished lumber products. But they
have a variety of trade barriers and tariff barriers—in this case
straight out tariff barriers—that make it impossible for us to sell
as much finished lumber as we would otherwise sell.

You have done a dynamite job on this. But I would like to, leave
this letter with you, signed by 86 Senators, encouraging you to see
this to fruition so that we might have access to Japan almost with-
out any limitations. We are quite confident that is all we need in
this particular product.

Thank you, Mr. Chairman,

» The CHAIRMAN, Are there further comments?

(I‘I‘II-\O response.)

e CHAIRMAN. If not, I would be delighted to have your com-
ments at this point, Ambassador Hills.

STATEMENT OF CARLA HILLS, U.S. TRADE REPRESENTATIVE, AC-
COMPANIED BY DR. DAVID WALTERS, CHIEF ECONOMIST, U.8.
TRADE REPRESENTATIVE

Ambassador HiLLs, Thank you, Mr. Chairman.

I have filed a full written statement a day or two ago and I
might just make a few remarks by way of summary before we start
the auestions.

I first want to say how much I have gained from the consulta-

“tions that we have had. I want to continue the dialogue and to de-
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velop a consensus, and would say that if ever you have a concern
in between the times that we do talk, that I would encourage you
and all members of this committee, your colleagues, to call me;
that we want to be forthcoming on all issues dealing with trade,
whether it be the Uruguay Round or 1988 Trade Act responsibil-
ities or a bilateral issue.

And, Senator Packwood, I certainly will take under very serious
consideration the letter s(iigned by the 368 Senators.

This area of forest products is one where you know we have put
a %gh prioritfr.

e basically see the trading system at a crossroad. We see it
either moving down one path toward a framework of open markets,
ex?anded trade, and increased prosperity, or down another toward
?ﬂramework of increased-protection, trading blocs, and economic
ailure.

The Administration’s goal is to push that global economy toward
free markets. We believe that every entrepreneur should have the
ability to choose how, when, where to buy or sell goods freely in an
open market. And we strive for competition in our trade policy, not
for any ideological reason, but because we know that competitive
markets will result in increased economic growth worldwide.

To accomplish our goal, we have a three-prong strategy. First, we
are committed to a successful conclusion in the Uruguay Round by
the end of this year; second, we are gursuing market-opening ini-
tiatives with trading partners, including Japan, Canada, Mexico,
the European Community, and the nations in the Pacific ﬁim; and,
finally, we are using our 1988 Trade Act tools to pry open markets
and to enforce the rights of American industry and agriculture,

Of top priority to us is a successful conclusion of the Uruguay
Round 3' ear’s end. Right now, a third of world trade-—roughly, a
trillion dollars in trade in goods and services—is not adequately
covered by internationally agreed rules of fair [i>lay. The Uruguay
Round would seek to build out our multilateral rule, basically in
four broad categories: agriculture, market access, the so-called new
issues of services, investment, and intellectual property. It would
also seek to achieve reform of the GATT rules that make all the
ﬁthlsrdrules work better. And they are all important to us. They are

n e . -

We have made it quite clear to our trading partners that funda-
mental reform in agriculture is essential to a successful Round. We
have allies in our corner calling for progressive reduction of export -
subsidies, substantially reducing tariff and-nontariff barriers, to
deal with trade distorting domestic support, and to have a good
health and safety standard that eliminates the kinds of disputes
that concern products and food.

The new areas of services, intellectua}l*roperty rights, and in-
vestment must be brought into the GATT system, and we have
made some progress. We have pressed our goal to have a single set
of rules governing all nations, including the develoYed world,

oday, the developing world accounts for roughly a half trillion
dollars worth of trade, and the develoi)ing world has benefitted
massively in its prosperity from the world trading system. And we
believe that it should assume more responsibility for that system,
and in so doing, will guarantee the prosperity of its citizens.
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We have also made the GATT dispute settlement a key objective
in the Round. Success in these areas will require changes by all
countries, including our own. I have said that we will put all of our
restrictions on the table, and I have also said we would not unilat-
erally disarm.

Success requires the Administration and Congress to work to-
gether. And I could not be more grateful for the efforts by the
members of this Committee in helping us to develop our negotiat-

in ition, \

We value your advice and guidance, and we will ask for more in
the months ahead. We value also the views of our private sector,
and we want to maintain a close consultation with our many advi-
sors and those who have concern in the areas with which we deal.

Beyond the Uruguay Round, we say quite clearly that until we
have implemented the reforms that we seek, we need to reinforce
our objectives, and in 1990 we will continue to pursue market-open-
ing initiatives with Japan, Eastern Europe, the European Commu-
nity, Mexico, and the nations in the Pacific Rim. :

In the next few months, we have the responsibility of making de-
terminations with respect to Super and Special 301, telecommuni-
cations, the government procurement provisions—all in the 1988
Omnibus Trade and Competitiveness Act.

It would be premature for me to comment specifically on these
matters at this time. Suffice it to say we are working hard.

The interagency process is now in the midst of obtaining the
views of Congress and of the private sector.

With respect to the six SuJ)er 301 investigations launched last
year, we are in the midst of discussions with the three nations in-
volved. I think we are making some progress.

I might mention some areas of activity beyond these. One is the
GATT dispute settlement proceedings. We have had successful
panel reports in disputes in a range of topics dealing with the EC
oilseed panel; the Korea beef import restrictions, the Canadian re-
strictions on ice cream and yogurt, EC and Norwegian restrictions
on apples. And we were pleased with a settlement agreement that
we entered into recently with the EC to eliminate export restric-
tions on copper scrap.

We very much appreciate this Committee’s support in passing
legislation to comply with the Superfund panel report. That was
important for our credibility. .

econd, with respect to Japan, I can say to you quite honestly
that no single bilateral relationship occupies more of my time. The
Administration has given Japan a clear message, that Japan, as
the second largest industrialized market in the world, must become
as open and competitive as the U.S, market.

¢ are using the Uruguay Round to eliminate barriers in agri-
culture and services, as well as to ensure an end to government
procurement practices that discriminate against foreign suppliers.

We have launched a series of negotiations to open up specific
Japanese industries; satellites, supercomputers, and forest prod-
ucts. And we are attacking structural barriers to trade and invest-
ment through our Structural Impediments Initiative.

In Eastern Europe and the Soviet Union, the Administration and
Congress have worked well together to design a package for Poland
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and Hungary, worth roughly $1 billion. We are currently in negoti-
ations with the Eastern European countries on trade and invest-
ment agreements. These agreements will aim to increase market
access, to protect U.S. businesses, and to encourage market-orient-
ed reform in those countries.

We are in the midst of negotiations on investment and business
facilitation agreement with Poland, and are prepared to negotiate
with Hungary, which has election scheduled next month.

Our priority is to grant Most Favored Nation status to the coun-
tries in the region that do not currently enjoy it: Bulgaria, Czecho-
slovakia, East Germany, and Romania. At the same time, we will
begin discussions on investment agreements with those nations.

he President has directed that we negotiate a commercial
%Freement and a bilateral investment treag with the Soviet

nion. In addition to granting Most Favored Nation status to the
Soviet Union, the commercial agreement will seek protections for
U.S. businesses in the form of safeguards against import surges, in-
tellectual progertg rights protection, and greater freedom in doinﬁ
business in the Soviet Union. It is our anticipation that we wi
conclude these discussions by May.

As we move ahead in Eastern Europe and the Soviet Union, we
have often sought the guidance of Congress, of this Committee, and
others in Congress, and the private sector.

Turning to this hemisphere, we will continue to build on the
framework agreement and understanding that we have with
Mexico. We applaud the Salinas Administration’s efforts to bring
down trade barriers, to open the opportunities for investment, to
restructure the Mexican economy, and to assume greater responsi-
bility for the global trading system.

And we will, of course, be active in other regions of the world.
We are closely monitoring the progress of EC 92. We will work
with the nations of the Pacific Rim to build on the process started
with the Asia-Pacific economic cooperation conference in the
Asian-U.S. initiative, and we will continue to work with Canada to
implement the U.S.-Canadian Free Trade Agreement.

r. Chairman, 1990 will be a pivotal year for trade. Together, 1
think we can make progress in pushing the world economy down
thei?ath of opening markets, expanding trade, and generating pros-
perity. :
" And I would be pleased to answer any questions that you may

ave,

['I:ik}e (frepared statement of Ambassador Hills appears in the ap-
pendix.

The CHAIRMAN. Thank you. -

Ambassador Hills, last fall, Secretary Baker testified before us
and promised us that this committee would have full Administra-
tion consultation on any possible trade agreement with the Soviet
Union. Yet, in December, the President announced negotiation of
such an agreement by June 1990 without any warning. And now
we see only 4 months to go.

And | saw a situation where they fought over turf for a couple of
months before giving you the assignment. I am delighted that you
have that assignment.
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I also understand the Administration announced negotiation of
the Soviet trade agreement beginning Monday.

Now as I understand it, there are those within the Administra-
tion that really want to limit any consultation with this Committee
or with the Congress as much as possible if they can.

You know, if the Nixon Administration had consulted with the
Congress the first time we tried to do a trade agreement with the
Soviet Union, then I don’t think the Bush Administration would
have the kind of limitations it has on it today insofar as the re-
quirements. But that law does require consultation. And I intend to
see that those requirements are met. They are a concern to me,

One of the things in my recent trip to Moscow, a question that
kept arising, was what is going to be done with Jackson-Vanik.
Now as you well know, under the Supreme Court decisions in the
1980s—the constitutionality of the provisions of the 1974 Trade Act
that dealt with congressional approval of trade agreement with
Communist countries and with the disapproval of waivers of the
Jackson-Vanik amendment—were put in question.

Now would the Administration support technical amendments to
correct those defects?

Essentially what I am talking about is by making the resolutions
in question joint resolutions rather than one House resolution or
concurrent resolutions.

Now I will tell you, Madam Ambassador, I personally would sup-
ort and would ﬁrefer a bilateral fast track. I am not sure that can
e done given the time constraints. We are studying that. But at

the very least I note that you have stated, as I recall, in the Jour-
nal of Commerce in January of this year that the approval of Con-
gress is required for such an agreement. I would assume that you
wouldl support the removal of any constitutional question of the ap-
proval.

Ambassador HiLrs. There is no question in my mind that I and
this Administration want to work very closely with Congress and
to consult. We have no problem with that issue. .

As you know, I spoke to you, and appreciated speaking to you,
before you left for the Soviet Union, and I have enjoyed our discus-
sions since you have come back. And we would not be able to draft
as good an agreement without the wisdom that we derived from
talking to Members of Congress who have focused on these issues
over a number of years, and we intend to do that.

I have not discussed within the Administration what is the ap-
gropriate means for Congress to exercise its role. The one you men-
ioned, of correcting the infirmity that was found b{ Chada deci-
sion by striking the reference to a concurrent resolution to a joint
resolution is one, A free-standing joint resolution might be another.
I am sure we tan consult on the mechanism that is the best way to
address the difficulty created by what has been found to be uncon.
stitutional. But please do not think that the Administration wishes
to refrain or is in any way wishing to avoid consultation. As this
Administration’s trade negotiator, it is my wish that we consult
more, not less. But I don’t want to get into the trap of a cumber-
some mechanism.

The CHAIRMAN, Madame Ambassador, I don't either. I see my
time is about to expire here. I asked for a 5-minute limitation. I
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know that will not give a number of us the time that we want to
explore this, so we will have a second round of questions for those
that want to stay.

ButIam deepl& concerned that we don’t see a repetition of what
happened after Nixon refused to consult with the Congress and
never did get that treaty approved. He took apcfroval' for granted.

Right now there is an aura of goodwill toward the Soviet Union.
We want to see those things developed that will lead to a pluralism
in their government and reform in their system, in getting more to -
a free market system. They are a long way from that. But in doing
that, I do not want to see this thing turn around, and see you have
gerious trouble in the ratification. Therefore, I think it is terribl
important, imperative, that we have consultation as we go throug
these next 4 months.

Ambassador HiLis.Well you can be sure that it is my intent to
consult very closely with you, to work with you. And if you have a
concern, as I say, all you have to do is bring it to my attention and
you will have my time.

The CHAIRMAN. Well part of it will be, I hope, that you are sup-
porting within the Administration the idea that we move forward
with these two technical amendments to take care of any question
about the constitutionality of approval by both bodies.

Ambassador HiLis. Well the lawyers will debate it. And what is
the best method is not for me to say here today, but I can say with-
out fear of contradiction or any kind of equivocation, we want to
and will consult closely.

The CHAIRMAN. Well let’s hang in there all the way so far as
seeing that we have got support of the Administration on this.
(Laug ter.k)

Senator Packwood.

Senator PAckwoob. Carla, I understand there is pressure to ne-
fotiate a provision regarding industrial design copyrights within an
ntellectual property agreement. Does the United States plan on
proposing an industrial design standard that would require any
change to current U.S, law?

Ambassador HiLis. We would not be negotiating a standard that
_would affect U.S. law. We are negotiating how to have stronger
" copyright and patent Erotection. And again, this is an area where

we are consulting with both the private sector and with Congress.

There are differing points of view. There are those who feel that
design ﬁrotections are necessary in order to recoup their costs of
research and development. Very often the users feel that that kind
of protection should be less because such protection reduces the
cost of the ultimate product. And this is an area that is being dis-
cussed. Several nations do want design protection, and several in-
dustries in our country want design protection. We have not taken
a final position. ]

Senator Packwoop. In your judgment though, is the position
“ that you may be leaning toward going to require a change in U.S,
domestic law or do you think what you are going to be suggesting
will be able to be confined within U.S. domestic law?

Ambassador HiLis. So far, what we have proposed is consistent
with domestic law. I will tell you this, that if we come to a point
where it looks like the position that we are taking will require a
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change in U.S. law, I will discuss it with you and give you ample
lead time so that you know what it is that we are proposing to do,
w}éy it is we are proposing, and to get your views.
enator PAckwoob. For the benefit of some of the committee

members, what I am driving at—this would be an example—can
you get a design patent on the fender of a car? There is a debate

oing on right now on design patents on auto parts that are

rought in from overseas, or fenders, or common parts, as to
whether or not that violates U.S. law—it does not at the moment
violate any U.S. law, U.S. auto manufactures would like to say that
the fenders they J)Ut on the cars can be protected. And if you try to
bring one in, and it is identical in terms of its making, you cannot
do so, or you cannot do so except at a substantially higher price.
The debate is over replacement car parts and who is going to pa
for it. And, clearly, if you get a design protection on those domesti-
cally, you are going to charge a substantially higher price, and the
auto repair prices go up and, in my mind, the consumer suffers.

I think that is the only question I have right now, Mr. Chairman,

The CHAIRMAN. Senator Baucus.

OPENING STATEMENT OF SENATOR MAX BAUCUS, A US,
SENATOR FROM MONTANA

Senator Baucus. Thank you, Mr. Chairman.

Ambassador Hills, I believe Senator Packwood either did or is
about to hand you a letter.

Senator Packwoon. I already did.

Senator Baucus. Thank you. Signed by myself as well as 36
other Senators, including the majority leader, including the minori-
ty leader and including the chairman of the committee, urging you
to reach an agreement with Japan on processed forest products
under 301 that, in fact, allows the American processed forest prod-
ucts industry to sell their products in Japan.

As you well know, when and if that happens it is about $1 to $2
billion additional sales in Japan, with 10 to 20,000 additional jobs
in America. And as you well know, too, Japan is closed to proc-
:issed forest products, and you are now in the middle of negotia-

ons.

Just to reaffirm the statement in that letter, we have very strong
wishes that the Administration negotiates a comprehensive agree- -
ment with Japan. It is critical to American industry.

A second subject really addresses the process that the Adminis-
tration now is going through to decide which countries should be
. listed as priority countries under Super 301.

As edyou know, Japan still, by all objective standards is the most
closed market among the industrial countries in the world. And I
frankly think that we would be sending the wrong signal to Japan
not to continue to have Japan listed as a ﬁriority country unless it
makes very substantial progress prior to the date on which the Ad-
ministration must make a decision, I would like your comments.on

“that, please.

‘Ambassador HiLLs, We are in the course of evaluating the bar-
riers that exist in 84 countries and two trading hlocs, which in-
cludes Japan. We have not even completed that survey. I can say
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that we will look very seriously at all of the nations, all of the bar-

riers, and try to very carefully implement the 1988 bill. Super 301

a?s stanéiar ; we look at them carefully, and we will seek to carry
em out.

Senator Baucus. Could you also tell me what Xrogress you are
making in negotiations with Korea to sell more American beef in
that country?

Ambassador, HiLLs. We are in the course of negotiations there
too. As you know, Korea did adopt a panel report last year, where-
by the GATT panel found their restrictions on beef to be illegal.
And we are negotiating to see how we can implement that panel
report. We think we are making progress.

nator Baucus. Well as you can tell, this is one Senator that is

very interested in those negotiations, as well as the Super 301 ne-
otiations with Japan on processed forest products. I will be watch-

ng those negotiations and their conclusions very closely. Thank

you.
Ambassador HiLrs. Right.
The CHAIRMAN. Thank you.
Senator Roth.

OPENING STATEMENT OF SENATOR WILLIAM V. ROTH JR, A U8,
SENATOR FROM DELAWARE

Senator RoTH, Thank you, Mr. Chairman.

When we removed, Carla, our opposition to unblocking the
GATT panel report on Section 337, it was my understanding that
we did so because the continued blocking was harming our credibil-
ity in the GATT,

In your opinion, what specific progress have we made in reachin
an effective TRIPS agreement since the unblocking? More specifi-
cally, what are the chances of reaching a GATT TRIPS agreement
that would allow us to protect U.S. gabents against infringement
along the lines of current Section 887, instead of having to elimi-
nate or substantially revise that section as outlined in your recent

paper?

f)eam sure that you are well aware that many of us believe it is
very critical that we have a timely and effective mechanism for
protecting U.S. intellectual property rights.

Ambassador Hiris, As you know, Senator Roth, we did cease
bldcking the 887 report, but we continue to implement that law to
provide at border protections of our intellectual property pendin
the final resolution of our negotiation in the Uruguay Round deal-
ing with intellectual property rights protection.

don’t think a snapshot in any one of the 16 negotiating groups
today would be a very good indicator of exactly the final product
that we will negotiate. We have rmexghly 800 days to go.

I do think that we have achieved progress from the beginning.
There is no question that our mid-term agreement makes it clear
that we will have an agreement covering intellectual property
rights protections. The question prior to that time was whether we
would have one. And now we are pounding out what will it look
like. So it is a very high priority for the United States.
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There is no doubt in the minds of our trading partners that as
we indicate what we must have as a political imperative to have a
successful round, that the intellectual property rights or the trade-
related intellectual property right system is extremely important.

Senator RotH. Carla, as you are well aware, there have been
many calls for dramatic chances in our relationship with Japan,
and they seem to be gaininsoboth in number and respect. They are
not just emanatin% from Congress, but are coming increasingly
from all walks of life: academics, economists, as well as former
trade officials. Many are calling for what they call results-oriented
policy, or for a more defined Japan policy overall,

Do you believe we need a fundamental change in our trade rela-
tionship with Japan? Let me just ask you further, what role has
Japan been playing in the Uruguay Round? Are their proposals
converging with ours or going another direction in such areas as,
fgag?n, intellectual property rights, foreign investment and serv-
ces

Ambassador HiLLs. I don’t believe that a result-oriented strate
works with Japan. I don’t urge that upon Japan because I thin
that sells our entrepreneur short.

What we are trying to do is to open up the Japanese market so
that they are as open as are our markets. We want our entrepre-
neurs to have the same opportunities for trade and investment in
Japt;‘n ta:a Japanese entrepreneurs have to trade and invest in our
market.

And unless Japan opens up its market, it will sew the seeds of
closing the world trading system which gave it its current prosperi-
ti;. And I feel veriv firmly it is in their hands to destroy the system
t atkh?s given all of us economic prosperity unless they open their
market.

So, hopefully, we will succeed in that persuasion.

With respect to the Uruguay Round, in many areas Japan is a
strong ally. It happens to want strong intellectual property rights
gzotection, for example. And on services and investment, I do not

lieve they have come to full grips with those two areas to the
same extent that we have. We have filed a comprehensive text in
services, for example, but I do believe that they do not diverge
meaningfully from our position in intellectual property rights.

Senator RotH. My time is up, but just let me ask you this, We
know that the Japanese have a very important election in the next
several months, several weeks I guess, really. Do you have any
reason to anticipate that once that election is behind them that
that will make a change in their negotiation stance?

Ambassador Hiuis, At least they will be less distracted. The
members who are running for election are focusing, as I am sure
xou can appreciate, on the election, not on trade negotiations. So I

ave been assured, in fact, that meetings that have been postponed
from January to immediately after the election will take place and
will take place without any loss of time.

Senator RotH. My time is up. Thank you. Thank you, Mr. Chair-

man.
The CHAIRMAN, Senator Danforth.
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OPENING STATEMENT OF SENATOR JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Mr. Chairman, thank you very much.

Ambassador Hills, we have a time deadline, that we are facing
with respect to the telecommunications provision in the 1988 trade
law. Negotiations have been underway with Korea and with the
European Community. On February 18, the Administration is
going to have to make a decision. And it is ible that the deci-
sion of the Administration will be to just keep the negotiations
going for another year. They can be extended under the law for a
year, but you have to come to Congress with a showing of substan-
tial progress if you do this.

I do not want the Administration to be harboring any illusions
about how we feel about telecommunications. This provision was
introduced by Senator Bentsen and me in the early 1980’s, and we
felt at that time, and we continually restated this many times, tha
telecommunications is really a cutting edge industry, and we must
ingist that we have as good an access to other markets as other
countries have to ours. It was something that we felt so strongly
about that we introduced specific legislation dealing with that
problem, and then we incorporated it in the 1988 Trade Act.

Now the point that I want to make—really more of a point than
a question, although please feel free to comment—is that this is
going to be a tough jury to persuade on substantial progress. This
is something that we think is critically important to the competi-
tive future of the United States. And it is, I think, a serious mis-
take, or would be a serious mistake, if the Administration just as-
sumed that Congress is a bunch of humpty-dumpties willing to_do
whatever the Administration wants should it decide to extend the
time deadline. I, for one, am going to be very hard to persuade that
there should be any extension of that time deadline.

Ambassador HiLrs. Well I certainly hope you will look at the
facts. I don’t ask you ever in any evaluation that I have to make to
be a humpty-dumpty. However, you have asked me to evaluate
whether a given nation has made substantial progress. And we will
sweep together the facts, we will consult, as we always do, and I
hope that we both on the basis of the facts reach the same conclu-
sion. I am comfortable that we will.

Senator DANFORTH. All right. Well it is just fair warning. I mean
this is a tough audience on this subject. And sometimes the Admin-
istration comes to different conclusions than we might. And often-
times we feel, well, there is this momentum going, and we want to
work with the Administration—and indeed we do—but this is
something that is really important. I know that it is hard going in
these negotiations. But I would not be reluctant to see the sanc-
tions in the telecommunications provision trigger in if that is the
only way we can deal with the problem. It is certainly better than
no progress at all in the opinion of this member of this committee.

Just one other point that I would make, Ambassador Hills, and
- that is, ﬁour statement that you do not believe in a results-oriented
with Japan.
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If what you mean by that is that you do not believe in managed
trade, I agree with you wholeheartedly. I hope that is what you
mean.

Ambassador Hiurs. That is exactly what I mean,

Senator DANFORTH. But as our chairman has said in the past, the
policy of Japan is: Talk, talk, talk, ship, ship, ship. And I think
that our trade policy must be results oriented. In other words, it is
not sufficient for our trading partners just to keep the discussions
going, just to talk a good game. They do that beautifully. They are
masters at it. But the test of international trade is results. The test
is that we have an opportunity to sell on the market of other coun-
tries. And the problem with Japan is that while we have been
making progress with almost all of the rest of the world, we contin-
ue to have the same difficulties with Japan. We continue to have
the same difficulties that Senator Packwood pointed out on wood
products. For example, what kind of complaint could there conceiv-
ably be about the quality of our wood products or super computers
or rice or anything else?

So I think what you meant is that you do not agree with the con-
cept of managed trade. And I think you are quite right on that. But
I would hope that our policy in dealing with any country, particu-
larly Japan, is that talk isn’t good enough. We have to get into
those markets.

Ambassador HiLts. I couldn’t agree more.

When Senator Roth was referring to those who would manage
trade that term has become almost a term of art. But, of course, we
want results as a consequence of our negotiations, without a ques-
tion. But to set a target for what would be appropriate opening of
the market almost always sells us short, and then you are bicker-
ing over whether the target was met. What we want are the bar-
riers down and the nrarket to be open in the same fashion as our
market is open, so that when we talk about forest products we
don’t want 20 percent or 5 percent or any target share. We don’t
want them to manage trade with a vision or administrative guid-
ance. We want the barriers down. We want the gates open so that
we can sell our (Froducts. And I believe that our products are super-
competitive, and that we will get results.

Senator DANFORTH. Exactly. Thank you.

The CHAIRMAN. Senator Heinz.

OPENING STATEMENT OF SENATOR JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator Heinz. Thank you, Mr. Chairman.

Ambassador Hills, let me ask you about the structural impedi-
ment talks and our initiative. In those areas that you are working
on, I would like to know your view of what the test is as to wheth-
er our initiative at its conclusion will have been successful or not.

Now right at the top of the list, for example, is an initiative on
savings and investment. And as I understand it, the U.S. initiative
is to get the Japamnese to spend more money, and particularly to do
go on their infrastructure,

Let’s say that the Japanese decide that that is a great idea, and
they invest in wiring every home with fiber optics, leapfrogging
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technologically ahead in that area with the result that they become
an even more efficient and effective international competitor.

My question to you is this: If the SII results in a more efficient
Japanese economy which, in turn, results in increased shipments to
the United States and an increased trade deficit between ourselves
and the Japanese, will you consider the SII successful?

Ambassador Hiris. You must understand that as we are trying
to deal with structural impediments to trade, an impediment that
you mentioned, which causes the Japanese consumer not to obtain
:hp same benefits from their labor as do consumers in other coun-

ries——

Senator HEINz. I understand that. I am just asking a very simple
question. If the result of SII is to benefit the Japanese economy
more than ours, and the result of that is a larger trade deficit,
would that result satisfy you? That is my question. Yes or no?

Ambassador HiLLs. That is not the objective of our SII nor is SII
our only strategy.

Senator HeiNz, I understand that. But would you consider that
an unfortunate result?

Ambassador Hiris. Yes. That is not what we are striving.

Senator Heinz. All right. There was no trick question there. I
just wanted to get that on the record.

I salute you for the answer.

And I do want to submit, Mr. Chairman, for the record a ques-
tion similar to the one I asked you at our earlier briefing on anti-
dumpini and countervailing duties. I just want to get that on the
record, Ambassador Hills.

The CHAlrMAN. Without objection,

Senator HEINzZ. Let me bring to your attention a couple of news
clips that have me concerned. I want to ask you about this particu-
lar headline which is entitled “Hills vents wrath on chip trade
pact.” That was from the San Jose Mercury. And another one here,
entitled “New chip pact called unlikely.” And the articles go on to
sa{Ithat you- will not extend the existing semiconductor agreement.

ow, you have expressed reservations both in public and in pri-
vate about the semiconductor agreément. And I am willing to be
for the purpose of this discussion an agnostic about whether it is a
good or a bad agreement. You have got your views on it, but since I
am not as expert as you, let me just withhold my views on the sub-
stance of that agreement. But my understanding is that that agree-
ment was the result of an antidumping complaint, and it represent-
ed a curative measure for what was found under our law to be a
practice that was contrary to the GATT, and to the antidumping
code and to our law. Is that correct? o

Ambassador HiLis. It started out as an antidumping complaint.

Senator HEINz. And it was a curative measure.

Ambassador HiLLs. Correct.

Senator HeiNz. We did not impose duties. We did this instead. Is

-that right?

Ambassador HiLis. We did enter into a government to govern-
ment agreement.

Senator Heinz, Yes, ‘

Now, my question is, what signals do we send to the Japanese
when our trade negotiator says the agreement you made with us is
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a bad agreement? Do you suppose that suggests to them that we
are saying to them, you don’t need to live up to an agreement that
you made with us? Is that a message that they could reasonably
take away from that?

Ambassador Hiis. I did not say that the semiconductor agree-
ment was bad. I am sorry. Your press is a gross overstatement.
What I said was that the targeting provision sold our entrepre-
neurs short. And I would not use a target as a form in a future

eement. I did not say that I would not extend the agreement.
’i‘%re uestion was not asked nor did I answer it. I did not say it was
a bad agreement, nor have I ever criticized the dumping provisions
of that agreement. I would not use a 20 percent, 5 percent, 40 per-
cent slice of any market and regard that as an appropriate agree-
ment.

Senator HeiNz. That is what is in the agreement though, isn’t it?

Ambassador HiLis. I believe that Japan should open its market
to semiconductors, open it fully, and that we should not agree that
20 percent is good enough. If we compete head to head against the
Japanese in a roughly similar third market, as we did at the time,
and have higher than 20 percent, it strikes me as strange indeed to
agree to a 20-percent share of the market. And for that reason, I do
not like the targeting provision of the semiconductor agreement.

lThe CHAIRMAN. Senator, if you would complete your questioning,
please.

Senator HEINz. May I just ask one brief followuf, Mr. Chairman?
I just wanted to clarify something Ambassador Hills said.

Is it your view, irrespective of whether or not specific targets
become ceilings or floors, that the United States should insist on
this agreement or not?

Ambassador Hivis. I will enforce the agreement to the hilt. It is
an agreement that is in effect.

Senator HEINz. Thank you, Madam Ambassador.

The CaalrRMAN. Thank you. ;

And you may want to return to it on the second round of your
questioning.

Senator Rockefeller.

Senator RoCKEFELLER. Thank you, Mr. Chairman.

Ambassador Hills, I just want to follow up a little bit on this idea
of targeting.

It occurs to me that there is no country in this world which is
more results-oriented than is Japan. And I think that has been
true since the Meiji Restoration in the middle of the last century. I
think they define, through their commercial system, through their
advancement system, through society, a results-oriented system.
Now, I applaud them for that. It has worked. They have an easier
wx}ly of doing things.

oday, when people talk about results-oriented, immediately the
bells go off. That means “managed trade.” That means, as you said,
we are selling the free market short in this country.

But the free market is having a pretty tough time with Japan. It
has had a tough time for a number of years in our trading relation-

ship.
Sn patent issues which you and I have discussed before, there is
essentially no improvement. It is interesting that in foreign assist-
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ance the Japanese have purportedly untied their aid. On the other
hand, when they give foreign assistance and American companies
want to take advantage of that untied system through contracts,
let’s say, to build a bridie or whatever, in another country, we run
into great difficulties. That is not discussed very often, but it indi-
cates that perhaps foreign assistance is not truly untied. The Japa-
nese look for a result from foreign assistance, even as I applaud
them for taking up the burden of what this country is more and
more failing to do and what we ought to be doins.

Pharmaceutical standards. They have resisted change quite suc-
cessfully on food additives, for example, and in a variety of other
areas which have been mentioned here.

Taiwan has adjusted ?uite remarkably. Korea less so, but, never-
theless, quite remarkably in some ways. And as Senator Danforth
pointed out, Japan simply has not. And it must if one is looking at
a fair trading, free trading si'stem.

So my question to you really is just philosophical. Why is results-
oriented trade policy with Japan inherently bad if, number one, as
I have indicated to you a number of times before, heads of large
Japanese businesses have frequently told me that they would
much more comfortable with, they say, a Gephart-like amendment
whereby you have to do this by such and such a year but you
figure out how to do it, as opposed to Super 801 actions which are
inflammatory and hostile and makes all of us uncomfortable and
abusive at times towards each other?

Why is results-oriented trade policy with Japan so bad?

Ambassador HiLis. Partly because to open their markets is so
much better. And if we adopt the strategy of a results-oriented,
telling them what portion of the market we will have, we will have
that spread throughout the global trading system.

The philosophic question you pose is whether we should persuade
Japan to open its markets and to permit the si%\als of price and
quality to determine purchasing patterns, or whether we should
adopt their mechanism of managing the market, and which would
be copied by the-Koreans and the C’s and all around the world.

In my opinion, if you adopt their form of trade, you are going to
have contracted trade bg' definition. You will have, therefore, less
prosperitgv and wealth by definition. And I think you will have
gravely diminished prosperity worldwide which will create enor-
mous tension,
~ If Japan adopts our way and lets price and quality be the signal
of purchase, and opens its market, you will have expanded trade,
- and thereby expanded prosperity worldwide.

We have a fairly good example when we look at the command
economies that have failed. ’

What Japan has done over the years is free ride the market
system while keeping its market closed. But if we all adopt their
gystem, we will destroy the multilateral system that has, in spite of

apan, given us all enormous wealth.
can go back to the 1960’s or the 1950’s shortly after we
launched the GATT. In spite of the fact that trade has outgrown
the GATT—we have a third of our trade that is not covered—and
that is what we are addressing in our current Uruguay Round ne-
gotiations. The fact is that the GATT brought down world tariffs in
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seven successive rounds of tariff cuts through multilateral negotia-
tions, and as a result we have had 40 years of unparalleled growth
in world history. So why would we go to a system that by definition
is going to cause trade contraction when we know that by opening
the market and persuading them to open their market will cause
trade expansion? .

Senator RoCKeFELLER. Thank you.

I ;vill return in the second round if I might. Thank you very
much.

The CHAIRMAN. Thank you.

Senator Riegle.

Senator RieaLE. Thank you, Mr. Chairman.

Ambassador Hills, we have got the Banking Committee going
this morning and the Budget Committee going, and there are
mafor items there too that require some of us to go back and forth,
8o | apologize for not being present for your earlier remarks.

I appreciate the hard work that goes with this job. It is necessary
to be, in part, a globe trotter and to have to take these issues on in
every manner or place and time zone. And I appreciate the effort
that you make.

May I ask, in terms of the 1989 figures, what is our final mer-
chandise trade deficit? Could you give me either that number or a
close approximation?

Ambassador HiLLs. About $110 billion deficit.

Senator RIEGLE. About $110 billion deficit.

In terms of your official or unofficial internal view as to what it
is likely to be for 1990, what are you projecting at this point?

Ambassador HiLis. A gradual decrease of that deficit.

Senator RIEGLE. Do Iyou think we will come in below $110 billion?

Ambassador Hivts. 1 do.

Senator RIEGLE. Are there others within the government today
that have reisfponsibilities in the trade area who are making fore-
casts who differ from that? I mean is that a universal view or are
%here ;orne who feel that we may have the same figure or a higher

igure

Ambassador HiLis. I cannot answer that. I cannot tell you what
the economists in various departments and agencies predict. I have
my economist here, and maybe I should ask Dr. Walters, how
w?(tild '?'ou answer the Senator’s question, if you don’t mind my
asking

Senator RieGLE, Please. No, I would welcome it.

Dr. WaLTERS. Any such a progress in 1990 will most likely be
small at best because you are talking about a set of very large
growth flow of exports and imports. All the forecasts are close to
the 1989 deficit. :

Also, the projections are very sensitive to what you think about

“domestic economic growth in the U.S. economy in the coming year.

There seems to be consensus though that the rate of progress is
gradually rolling down somewhat.

Senator RieGLE. 1 ap;geciate your saying that. And I don’t say
that to try to be harsh. But I think what is happening is that for a
variety of reasons it is getting tougher and tougher to make net
Bro ess. It sounds to me like we may be leveling out at about $110

illion if we are lucky. Now I mean we can be lucky and it can go
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lower, but there are more and more stories and analytical pieces
done that 1 see by outside analysts who suggest that we may see
this start to move back up, that in fact we may have hit bottom at
least for now and we may see a figure that is $115 billion, $120 bil-
lion or higher. No one knows for sure.

But even in your comment, if I may just make a reference to it,
you indicate it looks like the rate of progress is pretty much flat-
tened.out here. So that we may be leveling out at best in an area
around $110 billion as an annual deficit.

And, Mr. Chairman, that figure, without doing the precise math,
that is about a billion dollars every 3 days in terms of an adverse
accumulation of deficits that, in a sense, burden us for the future.

And I must say, without any disrespect to you, because I have
great respect for you, but from the point of view of national strate-
gy, if the best we can do is get the merchandise trade deficit, sag',

own to $110 billion or down to $1056 billion, or even down to $100
billion, and we cannot break through that and cut it in half from
there in a fairly short timeframe, then I would question whether
the overall strategy is really sufficient.

Now I am not here to make a case for managed trade versus un-
managed trade, but I think you can start around the other way and
see if the current system brings us out upside down $110 billion,
and if we are on our way to a trillion dollar international debt by
1992, than maybe the strategy that we have somehow needs to
change. Now that can lead off in a lot of directions. How do we
really drive productivity up in this country? How are we tougher
with trade barriers in foreign countries and what have you?

Is it your view, just sort of stepping back and taking this broader
question in mind, if we level out in an area of, say, $100 billion
plus in the merchandise trade deficit, and stay there for the next 5
years, does that pose some real problems and dangers as you would
see it? Or if that is the best we can do, is it your view that we
gould live with that and maybe not have serious long-term effects
rom it.

Ambassador HiLws. I think it does create problems, and it creates
roblems particularly in the area in which I work. It is difficult.
here are many factors that dgo to create the deficit. Opening mar-

kets, as you and I have talked before, is not going to necessarily fix
the deficit. If a nation is going to spend or invest 16 percent of its
gross domestic product and it is going to save 13 percent of its gross
domestic product, then it is going to have to import foreign capital
to fill the gap. So we could open all the markets all around the
world, including Japan’s, and if we continued to invest more than
we saved, and we had to continue to borrow from abroad to finance
that investment, we would indeed have a deficit. ‘

Having said that, that does not mean that it isn’t absolutely vital
that we open markets, because what opening markets- does is to
create this grosperity and growth, so that we are more productive,
so that we have the capacity to save. And so it is very important
that all nations open their market so that we have this prosperity
we can draw upon. But I don’t think you can say that our strategy
on trade is defective. It is macroeconomic strategy that we must
deal with to fix the current account deficit. '
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Senator RieGLE. Let me just say—I know my time is up, Mr.
Chairman.

The CHAIRMAN. Senator, we have a vote; we are half way
through it. But go ahead if you want to try for it.

Senator RieGLE. No. I follow my Chairman. I thank you for that
answer, I will add a comment in the record.

The CHAIRMAN. Thank you.

I have a number of questions I am going to submit to you in writ-
ing and I assume that others of the members will too.

Ambassador HiLis. I would be pleased to answer them.

[I"l‘hhe questions appear in the appendix.]

e CHAIRMAN. We are over half way through a roll call so we
wi(lll terminate the hearing. Thank you very much, Madam Ambas-
sador.

Ambassador HiLLs. Thank you, Mr. Chairman.
[Whereupon, at 11:39 a.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR JOHN BREAUX
INTRODUCTION

Mr. Chairman, those of us who participated in developing the Omnibus Trade and
Competitiveness Act of 1988 cannot help but be impreeses with the way this Com-
mittee has overseen the implementation of that legislation. Thus, 1 greatly appreci-
ate the opportunity to testify this morning in connection with the Administration’s
conduct of the current Uruguay Round of GATT negotiations.

I am here to address an issue that may seem quite narrow but which in truth has
broad implications for the security of our country. I refer to the need to exclude
maritime transportation from any Services Agreement which might be reached by
the Group Negotiation on Services (GNS) as part of the Uruguay Round.

On August 4, 1989, I introduced 8. Con. Res. 68 calling upon the U.S. Government
not to propose inclusion of maritime transportation in any services agreement and
to oppose any proposals by other nations to that effect, as well as any other propos-
als which could result in a contraction of the United States-flag merchant marine or
could result in a contraction of the United States maritime policy. I am J)leased to
note that S. Con. Res. 63 currently has 28 co-sponsors and I have little doubt that
many more will {oin when the{lrealize the gravity of the current situation. (A com-
panion measure in the House, H. Con. Res. 151 currently has 135 cosponsors.)

1 had hoped that the Administration would have listened to the Congress, and
learned from the prior Administration, that maritime transportation was absolutely
not a sub{ect for these talks. Unfortunately, that is apparently not the case. So this
morning I feel compelled to %ain review the reasons why maritime transportation
should be exciuded from any GATT services agreement, as was done with respect to
the U.S.-Canada Free Trade Agreement.

THE U.8.-FLAG MERCHANT MARINE I8 A'VITAL COMPONENT OF OUR NATIONAL DEFENSE
SECURITY—BUT MAY NO LONGER BE ABLE TO FULFILL ITS ESSENTIAL ROLE

The Uhited States relies upon its privately owned, commercially operated, mer-
chant fleet as a fourth arm of defense in times of war or national emer%ency. In an
conflict, more than 95% of dry cargo and 99% of petroleum will move by sea and it
is the U.S.-flag merchant marine which will carry the vast amount of this require-
ment. We simpl{ can’t get the “beans, bullets and black oil” we need to our forces
abroad using only government owned vessels and we cannot assure that ships from
allied sources of the Effective U.S. Controlled Fleet will be available to compensate.

You do not have to take my word for it: look at the Department of Defense’s con-
tingency plans or talk to officials at the Military Transportation Command and in
the Navy. They will confirm what I am telling you today. But they also will tell you
something else. The U.S. maritime industry is in gserious difficulty; the number of
vessels and American crew members on thesa vessels has been steadily declining.
(Moreover, under current government policies by the year 2000 the U.S-flag fleet
projected to be oan one-half the size it is today.)

As a result, right now, even if we use the entire U.S.-flag fleet, it is uncertain
whether we currently have sufficient ships to meet the surge and sustaining sealift
requirements of the militari; in fighting even a single theater war in Southwest
Asia. In addition, although the pros for a more general conflict, with its great-

- er sealift needs, seem y—thankfully—more remote, let’s keep in mind that if we .

(19)
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reduce our men and material in Europe we will likely become even more dependent
on our sealift capability.

As Chairman of the Commerce Committee’s Merchant Marine Subcommittee, ]
heard General Cassidy, the first head of the Military Transportation Command, call
for steps to revitalize all segments of the merchant marine, to ensure its ability to
meet: our national defense needs. His testimonx'}y has been echoed by that of the
Chief of Naval Operations and the head of the Military Sealift Command. President
Bush also has clearly stated that “it is in the interest of both the economic and na-
tional security of the United States for the Federal Government to foster the devel-
opment and encourage the maintenance of a strong domestic merchant marine.”

ey all agree that the sealift requirement must be met and the most cost-effective
way to do 80 is by maintaining a private merchant fleet that earns most of its keep
in peacetime operations.

me of you may recall that in October 1984, the Consg'ress created a presidential
Commission on Merchant Marine and Defense (P.L. 98-626). The members were ap-
pointed by President Reagan in 1986, and they Rresented their final report to Presi-
dent Bush last year. The Commission could not have been clearer about the need for
a viable U.S.-flag merchant marine fleet. The Commission warned that “there is a
clear and growing danger to the national security in the deteriorating condition of
America’s maritime industries.” The Commission called for major corrective actions
to re-establish the American merchant fleet as a significant presence in internation-
al trade and to restore its ability to meet the defense needs of this nation.

INCLUDING MARITIME TRANSPORTATION IN A GATT SERVICES AGREEMENT WOULD ADD TO
THE DECLINE OF THE INDUSTRY

The Agreement on a Framework for Services Negotiations in the Uruguay Round,
ratified in Montreal in December 1988, sets forth numerous principles inimitable to
a strong viable American merchant fleet. A services a‘freement based on these prin-
ciples, if applied to waterborne transportation, would jeopardize longstanding pro-
motional laws and programs necessary for the U.S. fleet to have a chance against
those of other nations which receive direct and indirect assistance. Also, such a
services agreement would restrain and restrict the ability of our government to
strengthen maritime promotional measures or to adopt new measures for promoting
};hed eet in the future as called for by the Commission and many of our defense
eaders.

Thus, what is required is the total exclusion of maritime transportation from an
services agreement. Any suggestion of “grandfathering” or “freezing” some or all
existing laws and programs by subjecting maritime to a standstill obligation is inad-
equate and unacceptable.

1 have even heard it suggested that we should not worry because maritime will be
included but subject only to the requirement that its laws and programs be “trans-
Karent." Transparency is the requirement to make a country’s laws and regulations,

ere pertaining to maritime services, publicly available for review. If that's all they
want then they already have it from the United States, But I think the real motiva-
tion is to subject the industry to the requirement of “progressive liberalization,”
such that the possibility of additional restrictions will be continually on the table.

The Omnibus Trade and Competitiveness Act provides that, in pursuing negotiat-
ing objectives regarding trade in services, “United States negotiators shall take into
account legitimate United States domestic objectives including, but not limited

" to, . . . essential security . . . interests and the law and regulations related thereto.”
This is just such a case where the esseritial security of this country is at stake.

REGIMES ALREADY EXIST FOR REMEDYING UNFAIR OCEAN TRANSPORTATION PRACTICES

It has been suggested that inclusion of maritime transportation in a GATT serv-
ices agreement might be beneficial to the U.S.-flag merchant marine for such pur-
poses as obtaining access to foreign markets. I disagree. Since the United States al-
ready has the most open international maritime trades, there is little to be gained
g&n actict)n within GATT. Instead, we face the clear prospect of weakening our mar-

e posture.

Moreover, Title X of the 1988 Trade Act strengthened the Federal Maritime Com-
mission’s authority to respond to unfair trade practices which adversely affect U.S.-
flag ocean carriers. Congress clearly and intentionally placed maritime transporta-
tion outside the parameters of trade-in-services negotiations and within the jurisdic-
tion of this specialized independent regulato: ency. By doing so, Congress reaf-
firmed the policy that maritime services should be treated independently and
should not be included in any multi-lateral pact.
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FOR THESE REASONS, WATERBORNE TRANSPORTATION WAS EXCLUDED FROM THE U.8.-
’ CANADA FREE TRADE AGREEMENT

In 1987, a proposal was made to open the United States maritime markets as part
of the U.§.-Canada Free Trade Agreement. In response to that pro , 66 Senators
joined me in sponsoring S. Con. Res. 69, which called upon the Administration to
withdraw maritime services from the negotiating table. (232 Representative co-spon-
sored a companion measure, H. Con. Res. 157.)

Our efforts were successful, and maritime services were deleted from the FTA
prior to the adoption of the final draft.

THE ADMINISTRATION HAS YET TO EXCLUDE MARITIME TRANSPORTATION FROM THE GATT
TALKS

During his election campaign, President Bush specifically called for the “estab-
lishment of maritime concerns as a priority in all international trade negotiations”
and specifically stated that the ‘;Yreservat on of the integrity of the U.S, maritime
industry shall be a priori% in all international trade negotiations, including the
general agreement on tariffs and trade.” The National Sealift Policy, approved by
the President on October 6, 1989, affirms that the U.S. Government “shall ensure
that international agreements . . . protect our national security interests and do not
place U.S, industry at an unfair competitive disadvantage in world markets.”

The Framework Services ment adoxlnted in December 1988, did provide “that
certain sectors could be excluded in whole . . . for certain overriding consider-
ations . . . I also note’ that the U.S. Government did submit a lengthy paper to the
GNS in July when transportation wes discussed as part of the “testing” process.
The paper explained in some detail the difficulties that would result from a plying
a services agreement to maritime (and aviation) transportation. For example, as
and others have noted, applying the concept of national treatment would require
foreign crews and foreign vessel owners to agree to be bound by, and serve under,
U.S. military direction in times of war or U.S. national emergency.

However, the draft legal text of a Services Agreement submitted by the U.S. Gov-
ernment last October was problematic in several respects, providing at best for onl
an initial exclusion of sectors. Moreover, the Administration still refuses to commit
and announce that maritime transportation will not be put on the table as part of
the services talks. -

As this committee is well aware, we are now entering the final stages of the nego-
tiations. During February and March, the United States and other GATT parties
will be discussing whether coverage of a services agreement should be based on an
affirmative list of sectors to be covered or a negative list of sectors to be excluded.
Either way, the result must be to exclude maritime transportation from any agree-
ment. Any other result would directly, immediately, and adversely affect the mer-
chant marine and the national security of the United States. .

PREPARED STATEMENT OF CARLA A. HiLLs

Mr. Chairman and Members of the Committee, I am pleased to appear here today.
It was just over one year ago that I first came before you as the president’s nominee
as U.S, Trade Representative.

At that hearing, Mr. Chairman, you remarked that I was taking on the second
most difficult job in Washington, After a year on the job, I can’t say for sure it is
number two, but it certainly ranks among the top ten! There wasn’t a dull moment
in 1980, Nor are we likely to see the pace of events slacken this year.,

The trading system is at a turning point. Down one path lies a world of open mar-
kets, expanded trade, and increased prosperity. Down the other is a world of in-
creased protectionism, trading blocs, and economic failure.

¢ The world’s trading nations may achieve sweeging reform of the trading system
] aigtghe Uruguay Round, or reform may be blocked by a combination of narrow inter-

e Japan may open its market to others, or start to be closed out of other coun-
tries’ markets;

¢ Europe's effort to create a single market may continue on the path of an open-
outward looking Europe, or veer toward a Europe that is closed and inward-looking;

¢ The drive to lift the heavy hand of government from Eastern Europe and the
Soviet Union may succeed or fail; and

¢ Developing countries may become full icipants in and beneficiaries of free
market economics, or face another decade of economic stagnation.
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In each instance, the Administration’s goal is to support the move toward free
markets. Everyone should have the ability to choose how, when, and where to buy
or sell goods and services freely in a fair market. That is competition, and it is what
we strive for in our trade policy.

The president has designed, and we are vigorously executing, a three-pronged
strategy to achieve our goal.

» First, we are committed to conclude successfully the Uruguay Round of trade
negotiations by this December.

* Second, we are pursuing market-opening initiatives with America’s key trading

artners, such as Japan, Canada, Mexico, the European Community, and the Pacific

. 'Finally, we are using our domestic trade laws, including the Trade Act of 1988,
to open markets and enforce the rights of American industry and agriculture.

THE URUGUAY ROUND

Of greatest imgortance is the Uruguaiy Round. The reason is simple. Right now,
one-third of world trade—or over $1 trillion each year—is not adequately covered by
internationally agreed rules of fair %lay. This means chemical manufacturers in
Texas, wheat farmers in Kansas, high tech firms in California, and a host of our
most competitive entrepreneurs from coast to coast are denied the chance to do
what they do best—compete fairly and squarely in international markets.

That is why the United states—with bipartisan sugport from this Committee—
helped launch the Uruguay Round in 1986. It is why President Bush has made the
Round'’s successful conclusion by December 1990 our highest trade priority.

The negotiations fall into four broad categories: agriculture; market access; the so-
called “new issues” of intellectual property rights, services and investment; and
reform of the GATT's rules. All are important to us, We cannot trade progress in
one area against foot-dragging in another. I want to briefly highlight where the
talks stand in some critical areas.

¢ We have made it clear that fundamental reform of agriculture is essential to a
successful Round. Qur call for progressively eliminating export subsidies, substan-
tially reducing tariff and nontariff trade barriers and trade-distorting domestic sup-
ports, and resolving health and safety issues, has received substantial support.

How we achieve these goals, and in what time frame, is, of course, subject to nego-
tiation. Hard bargaining lies ahead, but I am encouraged that a number of key play-
ers have tabled roposais in Geneva, even if we have substantial disagreements over
the contents of the proposals.

¢ Our position on the new areas of services, intellectual ém%ty rights, and in-
vestment, is well known—these must be brought into the GATT system. Services
alone account for $660 billion in world trade, and intellectual property and invest-
ment make up hundreds of billions of dollars in additional transactions.

We have made much progress on each of these issues. It is not now a question of
if there should be agreements, but rather how extensive such agreements should be.

e United states has already tabled draft texts on services and investmeni. We
continue to work on a draft intellectual property rights text.

¢ We have strongly pressed our goal of achieviw one set of trading rules for all
GATT members, including the developing world. We are building a trading system
for the future, a future that must include developing countries. They account for
over half a trillion dollars in trade and are no longer on the fringes of the system,

The world trading system is the Third World's ticket to prosperity; it should
assume more responsibility for that system, a responsibility that, shoufdered, will
benefit its citizens and ours. We must eliminate rules that create one set of obliga-
tions for developed and another for developing countries, We must improve market
access both for and in developing nations. And we need to persuade developing
countries, to bind themselves to those commitments and to refrain from claiming ex-
emption from those commitments on the basis of balance-of-pa{ments trouble.

¢ We have made improved GATT dispute settlemént a key objective in thé Round.
The new rules that result from the Round will be only as effective as the dispute
settlement mechanism that enforces them.

In these areas and others, we are workini hard to hammer out agreements. We
have (ll)ut 10 short months before trade ministers meet in Brussels to conclude the

und.

Success will require changes in dll countries, including the United States, We will
put our own restrictions on the table, But we will not unilaterally disarm. Trade
reform means reform by all. The Round is important, but I have made it clear to

-
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my counterparts that I would rather walk away from the table than bring home a
package that is not in America’s best interest.

Success will also require the Administration and the Congress to work together. I
would like to thank this Committee for its instrumental role in developing our nego-
tiating positions. I hope the Members of the Committee will continue to visit
Geneva, observe the negotiations, and provide the feedback that is essential to refin-
ing a successful package. We value your advice and guidance and will need more of
both in the coming year. We also need private sector views and will intensify our
already close consultations with our many advisors in the months ahead.

ACTIONS BEYOND THE URUGUAY ROUND

While the Round is vitally important, we need actions outside the Round that
complement and reinforce our objectives there, That is why we will continue in 1990
to pursue market-opening initiatives with Japan, Eastern Europe, the European
Community, Mexico, and the nations of the Pacific Rim.

In the next few months, we will make determinations with respect to super and
special 301 and the telecommunications and government procurement provisions of
the Omnibus Trade and Competitiveness Act of 1988, It would be premature for me
to comment specifically on these matters at this time. However, the Administration
is committed to using the trade policy tools at its disposal to further our goals of
opening markets, expanding trade and creating a fair, effective system of interna-
tional trade rules.

As we did last year, we are seeking comment and advice from a broad range of

arties. The interagency process i8 now in the midst of obtaining the views of the
ngress and the private sector. We are also reviewing the information obtained in
the course of preparing the National Trade Estimates report, due to you in March,

With respect to the six super 301 investigations launched last year, we are in dis-
cussions on which I am reluctant to comment publicly. We have held several meet-
ings with our trading partners about these issues, and we will continue to work
toward a satiafactotg resolution over the next several months.

Beyond the specifics of our trade laws, we are working around the world to open
markets and support a free and open trading system. I would like to briefly mention
some of our areas of activity. .

¢ While we are working in the Round to improve the dispute settlement process,
we have been active participants in GATT dispute settlement proceedings durin,
the past year and have witnessed the imgrovements already made at the Montre
Mid-Term Review. We were pleased with the favorable panel rulings in disputes
over EC oilseed subsidies, Korea beef import restrictions, Canada’s restrictions on
ice cream and yogurt, and EC and Norwegian restrictions on apple imports. We
were also pleased with our agreement with the EC to eliminate export restric-
tiom;l on copper scrap—a settlement that was facilitated by convening a GATT
panel.

Dispute settlement is an important process for both the complainant and the de-
fendant. Where we have been the party to whom a panel ruling is addressed, we
have taken those rulings seriously. We appreciate the Committee’s assistance in
passing legislation to comply with the Superfund panel report. We look forward to
working with you on a trade bill this spring that should include a modification of
the customs user fee law.

¢ Concern with Japan ranks high in all corners. No single bilateral relationship
occupies more of my time. The Administration has given the Japanese a clear mes-
sage: Japan, the world’s second largest industrial market, must become as open and
competitive as the U.S. market. Decisions on whether to import or export must be

ased on signalg of price and quality and not administrative guidance, industrial
taggetipg, or exclusionary business arrangements.

‘o achieve this end, the Administration is pursuing a broad array of initiatives.
First, we are using the Uruguay Round to seek the elimination of barriers in agri-
culture and services as well as to ensure an end to government procurement prac-
tices that discriminate against foreign suppliers. Second, the Administration has
launched a series of negotiations to open up specific Japanese industries, in areas
such as satellites, supercomputers and forest products, Finally, we are attacking
gtg‘txicttt;ral barriers to trade and investment through the Structural Impediments

nitiative.

¢ In Eastern Europe and the Soviet Union, millions of people are choosing to live
their lives without the heavy hand of government. Not surgrisingly, along with go-
ﬁﬂﬁ:ld freedom, they are demanding economic freedom; the two are inextricably

n N
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The United States has given a strong, positive response to the changes in Eastern
Europe and the Soviet Union. The Administration and the Congress worked togeth-
er to design an aid package for Poland and Hungary worth almost $1 billion.

We now are in negotiation or are moving toward negotiations with Eastern Euro-
Fean countries on trade and investment agreements. These agreements will aim to
ncrease market access, to protect U.S. businesses, and to encourage market-orient-
ed reform in those countries. We have already entered into negotiations on an in-
vestment and business facilitation agreement with Poland and plan to do so shortly
with Hun%ary. Our next priority is to grant most-favored-nation (MFN) status to the
countries in the region that do not currently enjoy it: Bulgaria, Czechoslovakia, East
Germany, and Rumania. At the same time, we will begin discussions on investment
agreements with those nations.

With respect to the Soviet Union, the President has directed that we negotiate a
commercial g’reement and a Bilateral Investment Treaty. In addition to grantin,
MFN to the Soviet Union, the commercial agreement will seek protections for U.S.
businesses in the form of safeguards from import surges, intellectual pro;e‘e}r%1 rights
protection, and greater freedom in doing business in the Soviet Union. We hope to
complete the discussions by early May.

As we have moved ahead in Eastern Europe and the Soviet Union, we have
sought the advice of the Congress and the Erivate sector. We have consulted with
this Committee on Poland, Hungary, and the Soviet Union and will look for your
guidance as we turn our focus on other countries in the region.

¢ We will build on the framework agreement and understanding with Mexico.
The Salinas Administration is in the midst of a bold effort to tear down trade bar-
riers, open the doors to investment, restructure the Mexican economy, and assume
greater responsibility for the global trading gggtem.

We will work with Mexico in its efforts, The new understandingesigned last fall
estabtli'shes a clear mechanism for increasing trade opportunities between our two
countries.

We now are studying the areas of petrochemicals and standards for possible nego-
tiations to start this spring and end in November. In addition, talks continue under
the 1987 Framework Agreement on liberalizing trade and investment in areas such
as agriculture, industry, tariffs, services, intellectual property rights and invest-
ment. In each case, agreements leading to more open markets will benefit all na-
tions, not simply the United States and Mexico.

We will, of course, be active in other regions of the world, We are closely monitor-
ing progress in the EC 1992 exercise, to ensure‘the exercise creates new opportuni-
ties to trade and investment. We will work with the nations of the Pacific Rim to
build on the process started in the Asia Pacific Economic Cooperation Conference
and the ASEAN-U.S. Initiative. And we will continue to work with Canada to imple-
ment the U.S.-Canadian Free Trade Agreement.

CONCLUSION

Mr. Chairman, 1990 will be a pivotal year for trade. We must do all we can to
ensure that the forces favoring free trade and o;}alen markets prevail,

Working together, the Administration and the Congress can ensure the United
States speaks clearly and forcefully as we explain to the world what open trade
means and why it must be nurtured. Working together with our trading partners,
we can take a world now full of ibilities and make it a world of certainties, the
certainties of expanded trade and increased prosperity.

RESPONSES TO A QUESTION FROM SENATOR RIEGLE

Question. To what extent is civil aviation subject to the negotiations on trade in
services in the Uruguay Round? I understand that the price for merely taking a res-
ervation on aviation may be a freeze on current regulations. In other words, current
mﬁ;ﬂ:tions could only become more liberal, not more restrictive, placing the U.S. at
a dvantage with respect to countries that have more restrictive regulatory re-
gimes. Has the “price” of excluding aviation from GATT coverage increased?

Answer, Discussion in the GATT Group on Negotiations on Services (GNS) cur-
rently is focusing on how a services agreement should be structured. In addition the
U.S. proposal, presented to the GNS last October, several more recent proposals are
being considered. Specific service sectors have not yet been discussed. Thus, all serv-
ice sectors remain under consideration in the GNS. We have no reason to believe
that the “price” of excluding aviation or any other sector has changed.

Under the U.S. proposal, countries would have the option of dealing with sector
problems throligh “exclusions” or “reservations.” We still support this approach.
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Other countries have put forward other proposals, however, one of which involves a
“gtandstill” or freeze on current restrictions. Even under the standstill proposal, ex-
ceptions would be possible, enabling countries to retain flexibility in the regulatory

es. All these proposals and their ramifications are being explored and debated
by the pertinent countries. Much work remains to be done in these negotiations.
Regular monthly meetings are scheduled from now through July.

RESPONSES TO QUESTIONS FROM SENATOR ROCKEFELLER

Question. The glassware, ceramicware, kitchenware, and commercial chinaware
industries have been under incredible import pressure throughout the last decade.
In West Virginia, over two-thirds of the glassware Flants that were in operation in
1976 have closed. That is 28 closures out of a total of 36 plants.

The statistics provide strong evidence that import competition is the source of the
industries’ problems. Domestic shipments have ‘allen, almost 75 percent in the case
of the ceramicware industry. Imports have increased ra;}:}dly.

As a result, these industries have all lost market share to import competition,
with the flaseware industry’s import competition ratio growing from 24 percent in
1980 to 44 percent in 1988 and, in the case of ceramicware, growing from 34 percent
to 80 percent. These industries have also all lost a significant number of jobs from
their peak in 1978.

" W?ould you agree, Ambassador Hills, that these industries are indeed import sensi-
ve

Answer. You may be sure, Senator, that we will examine these four industries
very carefully as we continue our interagenc; preparations for conducting the Uru-
guay-Round market access negotiations. We have not yet concluded our analysis of
any of the sectors that you have cited.

he interaizncy Trade Policy Staff Committee (TPSC) Subcommittee on Tariffs
has recently begun analyzing the various industrial sectors of the U.S. economy to
assess their relative sensitivities to imports, and thus to potential reductions in U.S.
duty rates. We also have asked the Industry Sector Advisory Committees (ISACs) to
assist us in this “sensitivity” evaluation effort also. They will provide us their prod-
gcb-?y-pl\rdodu%t advice on the relative sensitivity of each item in their relevant gector

uring March. :

As we have stated previously, the United States will proceed in these negotiations
on the basis of a product-specific “request/offer” approach. We believe, and our 'gri-
vate sector and labor advisors strongly agree, that this approach will enable U.8.
negotiators to achieve maximum market access abroad in areas of interest to U.S.
exporters, in exchange for selected U.S. concessions.

f our trading partners were to request that the United States reduce its duty
rates on selected glassware, ceramicware, kitchenware, or chinaware items, our ne-
gotiators would weigh each request against the likely effects of the articular tariff
reduction being sought on domestic producers and workers, Typically, we are most
likely to receive requests from other trading partners on particular products of spe-
cific export interest, rather than on entire sectors.

As we proceed with our internal analysis of the relative import gensitivity of all
industrial sectors in the U.S. economy, we are geeking information from a variety of
sources. These include, but are not limited to, information supplied by industry rep-

. resentatives through TPSC public hearings on modifications in the U.S. tariff sched-.
ule, the views of industry experts at the Departmenta,&t; Commerce and Labor, the
advice from the U.S. International Trade Commission (USITC) on ‘the probable eco-
nomic effect on U.S. producers and workers of possible U.S, tariff reductions, and
the specific views of our private sector and labor advisors. This effort has produced
a wealth of information which we are continuing to evaluate. )

We also will evaluate the implications of the relatively high U.S. duties for these
gectors. While the average U.S. duty rate for all products is 4.2 percent, tariffs on
ceramicware and chinaware range as high as 85 percent, and those on certain glass-
ware are as high as 88 percent. .

I might point out that statistics on the import penetration levels affecting the in-
dustries that you cite may often vary considerably. In the case of the domestic glass-
ware industry specifically, figures just updated by the Bureau of the Census indicate
that the imegort penetration ratio for the domestic ,glasaware industry was 81.0 per-

‘cent in 1988, down slightly from the 1987 level o 81‘.4)» ;:ercent. I note_that these
levels differ considerably from those that you cite for his industry. 1 would be

~ happy to have my office discuss this matter with your staff in greater detail so that

we can seek clarification of this apparent disparity. . o
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In addition, we have been advised by some industry analysts that the level of
import sensitivity in the chinaware and kitchenware industries varies by type of
pioduct and intended market. We continue to seek to increase our understanding of
the present market conditions in each of the industries of interest to you, Where
possible, we also will refine general information so that we can evaluate the com-
petitive situation of specific products. :

We would welcome the opportunity to consult further with you and your staff as

\ we review the information available to us on each of these sectors, and as the Uru-
guay Round market access negotiations proceed during the balance of this year.

Question. Because of the import sensitivity of these industries, they were spared
from substantial duty reductions during the Tokyo Round. Unfortunately, despite
the moderate tariff cuts, both of these industries have suffered from intense import
competition over the last decade. Does the Administration plan to reduce the duties
on glassware, ceramicware, kitchenware, and commercial chinaware in the Urugua
Round, which would, no doubt, further exacerbate the industries’ financial condi-
tion, forcing mani/ to shut their doors and adding to the unemployment problem in
many of our small towns in America?

Answer. As you know, the United States will be conducting market access negotia-
tions on a “request/offer” basis. Consequently, we will consider possible tariff reduc-
tions on those items for which our trading partners formally request liberalization
of tariffs and/or nontariff measures in the U.S. market. This will enable us to con-
duct the Uruguay Round market access negotiations in the most selective manner

possible.

1t is likely that our trading Y}artners will request that the United States reduce its
tariffs on items for which the U.S. duty rate is signiﬁcantlir higher than the average
rate for all products. The average U.S. duty rate for al groducts is 4.2 percent,
while the tariffs on ceramicware and chinaware range as high as 35 percent, and
those for glassware range as high as 38 percent.

If we should receive any requests from trading partners to reduce U.S. duties on
these products, we will work closely with our private sector and labor advisors to
formulate an appropriate response. Clearly, we must weigh carefully the domestic
effects of any intended tariff reductions before responding to other governments. We
will not reduce tariffs on any items where we conclude that it is not in the economic
interest of the United States to do so.

(%:xestion. What special effort is being undertaken by the Administration to work
with the industries to ensure that tariffs on the most irport sensitive items are not
reduced during t.ie negotiations? -

Answer. The use of a “request/offer” process, as opposed to a “formula,” in the
Uruguay Round market access negotiations was supported overwhelmingly by both
our private sector and labor advisors. This procedure allows us to look at both re-
quests and offers on a product-by-product basis.

In addition to the advice from the U.S. International Trade Commission on the
probable domestic economic effect of reducing tariffs, and frequent consultations
with our Frivate sector and labor advisers, my staff has met individually with a
number of representatives from the four industries that you cite. Such companies
include Indiana Glass, the Newell Company (on behalf of Anchor-Hocking) Corning
Glass Works, the American Restaurant China Councils and Libbey, Inc., as well as
the American Flint Glass Workers Union.

These and other companies testified during hearinqs before the Trade Policy Staff
Committee (TPSC) at its October 31-November 3 public hearings on possible modifi-
cations to the U.S. tariff schedule. We will thoroughly evaluate all information sub-
mitted during these hearings, and that received through individual industry consul-
‘tiatti.ons, in considering responses to trading partners’ requests for reductions in U.S.

uties. :

We also will be consulting r?ularl{ with our advisors on the Industry Sector Ad-
visory Committees (ISACs) and the labor advisory committees during the market
access negotiations. The ISAC that generally deals with the industries you have
cited is Consumer Goods (ISAC 4). We will seek their advice when formulating U.S,
responses to specific requests from trading partners in these sectors. We also will
rely heavily on their views in assessing the value of concessions being offered to the
United States by other governments.

The ISACs and our labor advisors have played an extremely constructive and cen-
tral role in identifying numerous products of U.S. exg)ort interest in the markets of
our trading partners. As we turn to the task of identifying appropriate products for
U.S. duty reductions, their cooperation is vital and necessary if we are to achieve
the important gains in market access abroad that will enhance the ability of U.S.
exporters to compete most effectively. .
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After all of this advice has been received and analyzed, a final decision on a possi-
ble offer must be made. This decision will be based on the overall national interest
of the United States. .

Question. I understand that the Administration is considering granting GSP treat-
ment on 17 glassivare items as part of the President’s Andean Pact Initiative. Al-
though 1 certainly agree with the President’s desire to be helpful to Colombia, I am
concerned that this will benefit other GSP countries, not Colombia, and will do seri-
ous harm to our domestic industry. I have been told that Colombia does not even
supply 11 of the 17 items that it identified. Isn't there a better, more direct, way to
benefit Colombia by means of a trade.initiative without creating a major problem
for the domestic glassware industry? .

Answer. On November 1, 1989, the President announced his Andean Trade Initia-
tive, which was intended to help create sound economic alternatives to drug produc-
tion and trafficing. An important component of this initiative was a directive to
initiate a special and expedited GSP review for four Andean countries. On January
16, we received 162 petitions from Colombia, Peru, Bolivia and Ecuador to grant
GSP for 150 products,

The Administration is not currently considering whether to grant GSP duty-free
treatment to glassware. Rather, it is considering which of the 162 petitions received
should be accepted for review. As you point out, 17 of Colombia’s petitions requested
that GSP treatment be extended to household glassware items. A list of those prod-
ucts accepted for review will be published in the Federal Re%ister in early March, A
dec;sion to accept a petition for review will not prejudice the final outcome of the
review,

If a decision is made to accept Colombia’s glassware petitions for review, we will_
assess the impact of GSP on domestic industry and the competitiveness of Colombia,
as well as other GSP suppliers.

We appreciate your advice regarding the need to identify other ways that the
Andean Trade Initiative might benefit Colombia, Peru, Bolivia and Ecuador. We are
in the process of developing further ideas on how we can help the Andean countries
i\mprove their trade performance and would appreciate any thoughts you might

ave,



COMMUNICATIONS

STATEMENT OF THE ALUMINUM ASSOCIATION, INC.
INTRODUCTION

The 87 member companies of the Aluminum Association, Inc, have a strong inter-
est in the outcome of the Uruguay Round. On a number of occasions and in a
number of forums, we have expressed our support for an open international market
for aluminum ingot and mill products. .

The members of the Aluminum Association are domestic gfoducers of primary
and secondary infgot, aluminum mill products and custings. Mill products include
sheet and plate; foil; extrusions; forgings and impact extrusions; electrical conduc-
tor; and wire, rod and bar. The Association’s membership also includes producers of
master alloy and additives. Aluminum Association member companies operate 800
plants in 40 states,

The Association is a primary source for statistics, standards and information on
aluminum and the aluminum industry in the United States.

U.8. ALUMINUM INDUSTRY URUGUAY ROUND OBJECTIVES

The primary trade objective of the U.S. aluminum industry is to achieve an open
international market for aluminum ingot and mill swoducts. In presentations dis-
cussing our GATT trade negotiation objectives, we called for:

(1) remove tariff barriers;

(2) eliminate non-tariff measures (buy national requirements and programs, local
content rules, etc.); .

(8) eliminate export and domestic subsidies which unfairly advantage home indus-
try or disadvantage foreign competitors;

(4) end “special and differential treatment” accorded to developing countries with
highly competitive aluminum production operations; and,

(6) end special arrangementa for the purpose of i)rotecting national aluminum pro-
duction as “infant industry” or restructuring older industry except under strict
GA'T discipline.

These obf;ctives are laid out and supported in the following Aluminum Associa-

tion publications— |

Fair Trade for the U.S.- Aluminum Industry (June 1987)

Uruguay Round Aluminum Sector Objectives
¢ Market Access (Januarx 1988) -
¢ Developing Countries (April 1988)

These publications were distributed to all members of the U.S., House of Repre-
- sentatives and the Senate, and to Committee and personal staff dealing with trade
* issues, and disseminated broadly to all presidential appointees and civil service em-

pl%eee handling trade matters.

o e objectives and supporting arguments and data have been presented to the
U.S. International Trade Commission (April 7, 1989), at a hearing on the ible
economi¢ effects of reductions in U.S, , and to the Trade Policy Staff Commit.
teo (May 16, 1989), at a hearing on reduction or elimination of foreign tariff and
non-tariff measures, B ’

ALUMINUM ASSOCIATION URUGUAY ROUND. MESSAGE
_ Our position is based on the following assessment:

28
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o The world’s aluminum industry regardless of its geographic location is a high
tech, state-of-the-art industry which neither needs nor requires trade protection or
special treatment.

e The U.S. aluminum industry is the world’s largest, most technically advanced.

¢ The US. aluminum market is the world’s largest, most sophisticated and most

open.

o Most foreign markets are protected by high tariffs which are backed up by non-
tariff measures, primarily strong preference for local production.

¢ The E.C. is among the worst offenders—while it is the world's second largest
market for aluminum and aluminum products, its tariffs in every category of ingot
and mill products are at the highest level amonideveloped countries.

¢ The present status of aluminum trade with Japan is a study in contradiction
with its tariffs on ingot, sheet, and plate at parity with the U.S. and its tariffs on all
other mill products at the levels of the E.C.

o Among the more advanced developing countries, with growing aluminum pro-
duction capabilities, restricted home markets are the en renched norm. Korea,
Taiwan, Venezuela and Brazil have highly competitive, technically capable J)roduc-
tion operations which neither need nor deserve protection, The aluminum industries
in these countries tend to be government-owned or influenced and benefit from pref-
erential financing, These countries also tend to offer subsidies to support their alu-
minum exports, and current GATT rules on subsidies are largely negated by the
ggncept of “special and differential treatment” which these countries have exploit-

Experience over the past five years with Japan and the E.C. demonstrates that
where tariffs are eliminated and governments make clear their support for an ofen
trading system in aluminum, trade increases and U.S. producers are competitive;
and, where high tariffs and non-tariff measures are maintained and there is an un-
willingness to open markets that trade does not expand despite a high valued local
currency and a low valued dollar. ;

Elimination of “special and differential treatment” for developin countries with
advanced aluminum production operations should provide incre access to world
markets on the basis of their comFarative advantage. Acceptance b develo‘fing
countries of the full disciplines of the markefttplace and the GATT should be
matched by the elimination of tariff and non-tariff impediments to trade imposed by
developed countries. -

Not only have these ‘subjects been raised with U.S. trade authorities, but the
have been discussed directly with the governments of Australia, Canada and wit
the European Community with varying degrees of success as to acceptance.

CONCLUSION

We urge the Committee on Finance to support the Aluminum Association’s goals
ata'nd objectives and to work with the U.S. negotiators to help us bring them to frui-
ion.

AMERICAN ASSOCIATION OF EXPORTERS AND IMPORTERS,
New York, NY, February 26, 1990.

Hon. LLoyp BENTSEN,
U.S. Senate,
Committee on Finance,
Washington, DC

Dear Senator Bentsen: On behalf of the more than 300 members of the American
Association of Exporters and Importers (AAE]) involved in textile trade, and pursu-
ant to Press Release No. H-2, we would like to take this opportunity to comment on
the progress of the textile negotiations under the GATT Uruguay Round.

e iation has for many years maintained a position in favor of hasing out
" the artificlal and disruptive trade restrictions on textiles and apparel under the
Muilti Fiber Arrangement, as was most recently set forth in an October 25 letter to
U.S. Trade Representative Carla Hills from AAEI's Textile and Apparel Group. The
AAEI was encouraged by the December 18, 1989 United States proposal to members
of the Negotiating Group on Textiles and Clothing in that it articulated as one of
_the negotiating objectives full integration into the GATT of all trade measures af-
fecting trade in textile and clothing. : )
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The AAEI was, however, extremely dismayed by the suggestion in the December
13 communication and elaborated on in a February § communication that[ during
the “integration process,” a viable alternative would be the conversion of “existi
restraints both MFA and other tgpes, into another form, e.g. a multilaterally
system, tariff rate quotas or ‘global-type’ quotas.” The AA%I wishes to go on record
in opposition to any form of quota globalization and suggests that the U.S. Congress
urge the U.S. Administration to withdraw such proposals from the United States
negotiating team’s draft agenda pro| 8.

t is undisputed that quotas, and their restriction of open trade and associated
market forces, im far higher costs, and damage, on the United States economy
than do tariffs and other temporary foreign trade regulation measures. They are the
least transparent form of import restraint since they conceal from the public the
- cost of protection being afforded to domestic industry. As Professor John Jackson
observed in a case book entitled Legal Problems of International Economic Rela-
tions:

In contradistinction to non-prohibitive tariff and tariff like measures . . .
QR's completely break the link between domestic and world prices.

This observation was confirmed by the recent United States International Trade
Commission study on The Economic Ef(ects g Sigliﬁcant U.S. Import Restraints,
Phase 1: Manufacturing, USITC publication 2222, October, 1989, when the Commis-
sion estimated that the hidden charge for textile and apparel quota rents in 1987
was 5.16 billion dollars, of which over 92 percent was charged on ap{)arel imports
and would have been even higher but for the fact that a substantial volume of trade
in textiles remains unrestrained (page 4-7). The ITC then concluded that:

Overall, the removal of MFA quotas and tariffs will result in a net United
States welfare gain in the range of $2.6 billion, $2.5 billion, depending upon
the domestic supply elasticity (ID. at 4-19).

Numerous studies have shown that, overall, high tariffs and quotas under the
MFA on textiles and af arel cost U.S, consumers more than $20 billion annually, or
$240 per average family. Moreover, the costs to consumers of the MFA are regres-
give, with the poorest 20 of U.S. families experiencing a 8.6% decline in their stand-
ard of living, or nine times the burden of an.average household.

Since globalization of quotas represents an expansion of the present textile import
quota arrangements, it is clear that said proposal would have a direct and dramatic
increase in cost to consumers and a concurrent decrease in net welfare benefits.
Any expansion of present textile import quota arrangements would also undermine
the existing multilateral opportunity for relaxation and progressive reduction of
quantitative trade restraints that substitute the role of government into market
n}e&haniams that thrive on more openness in trade, rather than greater restriction
of the same.

Because of these concerns, we would like to ask your support in urgently request-
ing that the United States government refrain from pursuing any proposal in the
Uruguay Round which contemplates globalization of quotas on textiles and apparel.

Sincerely,

EuGeNE J. MILosH.

STATEMENT OF THE AMERICAN IRON AND STEEL INSTITUTE

This statement on congressional oversight of the Omnibus Trade and Competitive-
ness Act of 1988 (the “1988 Act'') is submitted to the Senate Finance Committee on
behalf of the domestic members of the American Iron and Steel Institute (AISI),
who account for approximately 80 percent of the raw steel produced in the United

s,
AISI's comments in this statement will focus on one of our most important trade
policy concerns in 1990; to ensure that GATT Ucrgguaz Round negotiations on the
Antidumping and Subsidies Codes result only in Code changes that are fully consist-
ent with the Uruguag' Round negotiating objectives in these areas that the Congress
established in the 1988 Act. ‘

As the Committee knows well, strong and effective laws against dumping and
trade-distorting subsidies are necessary to maintain a liberal, free trade regime.
Such laws promote free trade and genuine comparative advantage. That, of course,
is precisely why the Congress has consistently endorsed improvements in U.S. anti-
dum{)in (XD) and countervailing duty (CVD) laws, most recently in 1988, Dumpin,
and trade-distorting subsidies are unfair practices, and have been reooinized ag suc
by international trade policy and rules for over 100 years. The laws that exist here
and elsewhere to counter the harmful effects of these pernicious practices serve the .
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public interest by reducing market-distortions worldwide and providing support for
the free trade regime.

Less than two years ago, in agreeing to drop certain antidumping and countervail-
ing duty trade bill provisions that some alleged had “GATT consistency” problems,
Congress set goals for the Uruguay Round. In Section 1101 of the 1988 Act, it estab-
lished, as the “principal U.8. government negotiating objectives with respect to
unfair trade practices,” efforts to improve current GATT discipline in such areas as
“‘regource input subsidies, diversionary dumping, dumped or subsidized inputs and
ex%;rt targeting practices.” AISI fully supports these negotiating objectives.

o issue of preserving and strengthening U.S. AD/CVD laws is of critical impor-
tance to domestic steel producers, and we believe that steel’s view in these matters
has special credibility. First, our companies have used the AD/CVD laws more than
any other U.S. industry. We filed over 300 cases in the 1980s alone. Second, both
Congress and the Administration have affirmed that steel's unfair trade problem
due to dumped and subsidized imports is particularly pervasive. In Jul of last year,
for example, in announcing the decision to extend steel Volunta traint Ar-
rangements (VRAs), USTR estimated that foreign government steel subsidies since
1981 alone totaled over $60 billion.

For these reasons, we are gratified that Administration officials have repeatedly
told us and the Congress that they “would neither offer nor support any proposals
in the Uruguay Round that would make U.S. antidumping or countervailing duty
laws less effective tools for combating unfair trade practices” (cite: Senate Finance
Committee Report No. 101-206, November 1989). We are pleased that this “Commit-
tee supports that position” as well (cite: ibid).

" This pledge of no weakening of existing AD/CVD laws is particularly important
to steel insofar as we have been told on numerous occasions by the Administration
that, after March 381, 1992 (when extended VRAs are set to expire), we will have to
rely solely onthe trade laws to resolve our unfair trade problem. In addition, the
“Qteel Consensus”’ agreements to end foreign government steel subsidies, which
gome VRA countries have signed, do not resolve this problem. That's because: they
don't eliminate all steel subsidies; they don’t deal with dumping at all; and many
steel-producing countries have not signed these agreements. Thus, domestic steel
firms will continue to need strong and effective AD/CVD laws.

For this reason, we are gratified that the proposals on reform of the GATT Dump-
ing and Subsidies Codes that the United States has tabled in Geneva are in line
with the negotiating objectives established by Congress. They would strengthen ex-
isting international disciplines against unfair trade practices. By way of contrast,
the dumping and subsidy proposals of most foreign governments would weaken

international disciplines and U.S. law and the U.S. interests who are supporting
those proposals are undercutting our own government’s negotiating position and are
acting contrary to the directions Congress set forth in the 1988 Act.

With respect to the U.S, government proposals, we support, them. Yes, we think
they could be further improved (e.g., the track on diversion should not be limited to
“related” parties, and we are uncomfortable with the notion of any “green light”
subsidies). But at least government’s proposals are a step in the right direction.
They are constructive. And, as stated earlier, they are consistent with the negotiat-
ing goals of Congress. )

th respect to other proposals, which have been floated by foreign governments

and some U.S. interests, we are strongly opposed. We're opposed, for example, to

such AD proposals as: public interest d eterminations, automatic “sunsets,” capgitgg

of duties to the level of injury, use of the discredited “business cycle” and weig

averaging concepts, insertion of a “short supply” provision, allowing drawbacks for

penalty duties, emasculating cumulation and raising the de minimis level, Each of

these proposals would weaken current law. Most have been discussed and rejected

by the Congress in consideration of earlier trade legislation (e.g., 1984 and 1988),

%gng% aAll are contrary to the negotiating objectives established by Congress in the

Act.

Such proposals would: create major new loopholes and incentives to engage in
unfair trade; cause unwarranted injury to U.S. producers; narrow the universe of
those who can use the laws; make the laws more complex; turn them-into highly
politicized proceedings; raise significantly the costs to petitioners; create new layers
of bureaucracy; and increase substantially the administrative cost burden to our

- government. AISI believes that such results would be totally contrary to the historic
- position that both the Administration and Congress have taken on AD/CVD laws.

We therefore urge that the Committee let our government negotiators know in

clear and unmistakable terms that it favors strong and effective D/CVD laws and
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that it will not a\{rgort Code changes that would have the result of weakening in
any way existing U.S. laws.

e urge also that the Committee reject the rationale that supposedly lies behind
these so-called “technical” changes being advocated b{l foreign governments and
some U.S. interests. The alleged rationale is the view that current U.S. laws—and
the Commerce Department’s administration of these laws—are somehow “tilted” in
unfair ways against resdpondents and in favor of petitioners, This clearly has not
been the experience of domestic steel producers, and we have used these laws more
than anyone else. As the Committee undoubtedly knows, we have frequently told
Co,;gress that we think current laws and implementing regulations are tilted the
other way.

In sum, AISI's domestic member companies join with many other U.S. industries
and labor groups (see attached) in saying that the Administration is basically on the
right track in putting forward the dumping and subsidy proposals it has tabled in
Geneva, We would like to see our government go even further in the direction of
trying to establish greater discipline against unfair trade. We would be strongly op-

to any backtracking ny our negotiators. And we think that the Congress has a
gpecial role to play. That role, in our view, is to ensure that U.S, negotiators remain
faithful to the Congressional mandate in Section 1101 of the Trade and Competitive-
ness Act of 1988, .

Accordingly, as the Uruguay Round negotiations wind toward completion, we urge
the Committee to continue to support fair and effective laws against unfair trade. In
so doing, we ask the Committee to think about the reason why those opposed to the
U.S. government’s GATT Round positions on dumping and subsidies are trying to
achieve greater discipline on use of AD/CVD laws than on unfair trade itself. We
think the real reason has nothing to do with such laudable goals as making the laws
more “balanced” and “effective.” What is reallf' behind these Proposals is a concert-
ed effort to obtain Code changes that would eliminate or significantly reduce liabil-
ity under U.S. unfair trade laws. It is the desire of foreign producers to engage in
more dumging and to receive more trade-distorting subsidies; and it is the desire of
certain U.S. companies to gain what they feel is their right under “normal business
practices” to unrestricted access to dumped and subsidized products. The domestic
steel industry joins with other U.S. industries in urging the Committee to resist all
attempts in the current GATT Round to weaken our existing unfair trade laws,

AISI's domestic member companies appreciate the opportunity to submit written
comments on this vital issue.

ComMITTEE TO SuppORT U.S. TRADE LAWS
DRAFT PARTICIPANTS LIST

Alliance of Metalworking Industries -
Allied Products Corforation
Aluminum Association
Amalgamated Clothing and Textile Workers Union
American Apparel Manufacturers Association
American Couplings Coalition
American Fiber Manufacturers Association
American Fiber, Textile, Apparel Coalition
American Iron and Steel Institute
American Textile Machinery Association
American Textile Manufacturers Institute
American Yarn Spinners Association
ASARCO, Incoaorate,d
Association of Cold Rolled Strip Steel Producers
Association of Synthetic Yarn Manufacturers
Automotive Parts and Accessories Association
Automotive Service Industry Association
aumont Industries

F. Goodrich Company
Bicycle Manufacturers Association of America, Inc.
~ Carpet and Ruﬁilnstitute

Cast Iron Soil Pipe Institute
Chrysler Corporation
Clothing Manufacturers Association of America
Cold Finished Steel Bar Institute
Committee on Pipe and Tube Imports
Communication Workers of America
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Copper and Brass Fabricators Council, Inec. -
Council of American Lock Manufacturers

Cycle Parts and Accessories Association

Energy Fuels

Floral Trade Council

Footwear Industries of America, Inc

Fo! Industry Association

Knitted Textile Association

International Brotherhood of Electrical Workers
International Ladies’ Garment Workers Union

International Leather Goods, Plastics and Novelty Workers Union
International Trade Action Council

Libby Glass, Inc.

Luggage and Leather Goods Manufacturers of America, Inc.
Micron Technologies, Inc.

Motorola

Municipal Castings Fair Trade Council
National Association of Hosiery Manufacturers
National Cotton Council

National Farmers Union

National Industries, Inc.

National Knitwear Manufacturers Association
National Knitwear and Sportswear Association
National Machine Tool Builders Association
National Wool Growers Association

Neckwear Association of America
Non-Ferrous Metal Producers Committee
Northern Textile Association

Roses, Inc.

Smith Corona

Specialty Steel Industry of the United States
Steel Manufacturers Association

Steel Service Center Institute

Textile Distributors Association, Inc.

The Timken Company

The Torrington Company

UMETCO

United Steelworkers of America

Uranium Producers of America

U.8. Battery Trade Council

U.S. Business and Industrial Council

Valve Manufacturers Association -

Vemco
Work Glove Manufacturers Association

The COMMITTEE TO SUPPORT U.S. TRADE LAWS is a broad-based, ad-hoc co-
alition of American companies, trade associations and labor organizations commit-
ted to preserving our nation’s unfair trade laws. The coalition represents a broad
cross-section of the American economy and includes companies, associations, and
labor unions in: basic manufacturing (aluminum, auto parts, beat;’it;igs, steel and tex-
tiles); consumer products (personal word processors and typewriters); high tech
(semiconductors); mining (uranium and other raw materials); and agriculture.

Strong and effective unfair trade laws-——antidumpinf, anti-subsidy or countervail-
ing duty, Section 301 and Section 3837—are an essential foundation of our market-
based trading regime. These laws are designed to safeguard free trade and genuine
comparative advantage a\gainst those countries which seek an unfair competitive ad-
vantage in international trade, ’

The COMMITTEE TO SUPPORT U.S. TRADE LAWS has one purpose: achievin
the benefits of global free trade and ensuring our overall economic security throug
strong and effective unfair trade laws.

As guch, the Committee has been formed to coordinate the activities of those who
support the U.8, negotiators in the GATT Uruguay Round against attempts to
weaken U.S. unfair trade laws. ) o .

A number of foreﬁ: governments have launched a camsaign in the GATT to
weaken existing unfair trade laws—this nation’s front line defenses #ainst unfair
foreign trade practices. Effective use of these laws has preserved American comneti-

tiveness in a number of key domestic industries injured by unfair foreign trade
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practices. Particularly in today’s global marke?lace, our unfair trade laws are criti-
cal to the future competitiveness of the U.S. industrial base.

The foreign governments working to weaken America’s unfair trade laws enjoy
record trade surpluses with the U.S. Their unfair trading practices have contributed
to record trade surpluses with the U.S. in spite of the substantial strengthening of
various currencies against our dollar.

StatEMENT OF THE COPPER & Brass FasricaTors Counciw, INc.

This statement is made on behalf of the Copper Brass Fabricators Council, Inc.
(“Council”), whose eighteen member companies account for more than eighty per-
cent of production in the United States of semi-fabricated copper and copper alloy
sheet, strip, plate, foil, bar, rod, pipe, and tube. The Council welcomes this opportu-
nity to contribute its views regarding implementation of the Omnibus Trade and
Competitiveness Act of 1988 and particularly of that law's amendments to section
801 of the Trade Act of 1974, The Council's experience in a recent case under this
revised statutory regime has been encouraging, and the Council feels it is important
to recount this experience to the Committee on Finance. In the Council’s judgment,
certain amendments to section 301 that were effected by the 1988 Act significantly
facilitated the favorable outcome of the Council’s case.

As producers of a wide range of copper-based, semi-fabricated products, the Coun-
c¢il's member conipanies rely heavily upon coipfxar scrap and copper alloy scrar as a
critical source of their raw materials in addition to virgin metal. Beginning in the
early 1970's and continuing through 1989, the European Community ("EC") annual-
ly renewed quotas on the amount of copper scrap and copper alloy scr%that-could

rmissibly be exported from the EC to destinations outside the EC. These quotas
ypically represented approximately one percent of the EC's consumption of semi-
manufactured copper products and were extremely restrictive, The reason given by
the EC for its quotas was that refiners in the EC were continuing to experience
supply difficulties over the entire spectrum of copper materials. Prior to the issu-
ance of these quotas under the EC's auspices, comEarable quotas had been imposed
t) }ndividual countries that were members of the EC under their respective domes-

¢ laws,

By means of these quotas, the EC was able to build a reservoir of copper scrap
and copper alloy scrap for use by its copper and brags mills. Coupled with the open-
ness of the United States market for this scrap, the EC’s export restrictions caused
demand to be diverted from the EC to the United States, especially demand from
East Asian nations such as Taiwan, Japan, and South Korea, and correspondingly

lower prices for copper scrap and copper alloy scrap in the EC than in the United
States. This relative cost advantage for these raw materials in turn translated into
a price advantage by the EC mills over the Council’s member companies for sales of
the copper-based, semi-fabricated products that incorporated the comparatively inex-
pensive scrap. Commencing in the late 1970’s and early 1980’s, the volume of im-
ports into the United States of copper-based, semi-fabricated products from the Eu-
ropean Community began to rise dramatically.

On November 14, 1988, the Council petitioned the Office of the United States
Trade Representative (“USTR") for relief from the EC’s quotas under section 801 of
the Trade Act of 1974. An invese;{%ation was initiated on December 29, 1988, and a
public heating was held by U on January 27, 1989, Thereafter, consultations
with the EC were conducted on April 26, 1989, under Article XXIII:1 of the General
Agreement on Tariffs and Trade (“GATT”). A GATT dispute settlement panel was
formed on JuTlg 19, 1989, and its first meeting took place in November 1989, At this
meeting, USTR aggressively submitted that the EC’s quotas and its members’ corre-
sponding licensing systems violated Article XI of the GATT and were not justified
b{ any exceptions to Article XI. After this meegsz, at the EC's request consulta-
tions were resumed. These consultations culminated in an exchange of letters dated
January 18, 1990 bétween the EC and the United States. -

Under the terms of this trade agaeement ‘the EC committed not to reimpose its
export restrictions in 1990, The conceded that the present situation in the
market for copper scrap and waste does not necessitate or justify renewal of quotas.
The EC further stated that it does not expect fundamental changes in the market

. for copper scrap and waste in the foreseeable future that would necessitate or justi-
fy the reintroduction of ex&ogrt restrictions on copper sctaip and waste or the imposi-
:1::(11 of a system of licensing that would have a restrictive effect on international

rade. ‘ : -
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In consideration of this trade agreement with the EC, the United States has with-
drawn its complaint from the GATT dispute settlement panel and will shortly pub-
lish & notice of the investigation’s termination. It is the Council’s understandin
that USTR will monitor the EC's compliance with this trade agreement and sh
determine what further action to take in the event that the EC does not satisfactori-
ly implement the agreement. For its part, on the strength of this resolution of the
matter, the Council on Feb. 28, 1990 withdrew its petition for relief under section

01.

Although the copper and brass mill industry of the United States is not as large
as other domestic industries that produce different metal roducts, such as the steel
industry, it plays a central role in our national economy. The automotive, construc-
tion, and electrical/electronic segments of the United States' economy rely exten-
gively for their well-bein(f upon semi-fabricated cop%er and corper alloy products. At
the same time, it would be difficult to overstate how debilitating the cumulative
effect of the EC’s quotas has been over the years to the Council’s member companies
and the copper and brass mill industry in the United States generally. Except for
small fluctuations due to arbitrage, there should be a global price for each grade of
copper scrap and copper alloy scrap ust as there is for virgin co&pder. And yet, a8
best the Council can estimate, the EC's export restrictions resulted in an annual
cost to United States copper and brass mills that was in excess of $150 million more
than EC mills were paying for their copper scra and copper alloy scrap.

Under these circumstances, it can be apprec ated how im nt to the Council
this case has been and why the Council is so pleased that the EC has removed its
ex&ort restrictions. With the EC’s quotas no longer in place and unimpeded trade in
this scrap restored after many years, the United States domestic industry should be
that much better able to coninf)ete in the world’s markets and sustain its needed ca-
pabilities and place in the nited States economy. In short, the trade agreement
\Své;ltme:he EC is one that should have a most beneficial impact upon the United
To the Council's best knowindge, this case was one of the first investigations, if
not the first investigation, to be initiated and the second investigation to be conclud-
ed under section 301 since the 1988 Act was i;;assed. In good measure, the Council
attributes the constructive handling of this dispute to changes in the law wrought
b{ that Act. In a period of slightly more than fourteen months it has proven possi-
ble to eliminate in an efficient and reasonably collaborative manner with the EC a
problem that has rersisted for nearly two decades. .

It is the Council’s belief that the 1988 Act’s provisions for procedural deadlines in
each of the various phases of a case and for mandatory action by the United States
in specified situations have impressed upon our trading partners in a responsible
way the United States’ conviction that serious international trade disputes deserve
serious deliberation and expeditious action by the parties. Certainly in the investi-
gation that is about to be concluded with respect to the EC’s export restrictions on
copper scrap and copper alloy scrap, the new law has worked very well. Without the
ﬁrovisions just noted, the Council is doubtful that so positive an agreement would

ave been reached as quickly or perhaps even at all. Moreover, the Council antici-
pates that the law as stren hened by the 1988 Act and USTR'S monitoring will
gerve as incentives to the EC to abide by its trade agreement with the United States
in this matter in the future.

STATEMENT OF THE INDEPENDENT REFINERS COALITION

This statement is submitted by the Independent Refiners Coalition (“IRC”) which
includes 25 independent petroleum refiners regresentin a) ﬁroximately 80 percent
of domestic independent refining capacitg. (Exhibit 1). The IRC is alarmed that the
United States Trade Representative (“USTR”) has proposed to include U. 8. tariffs
on crude oil and petroleum products among the measures for possible reduction or
elimination in the U a,;r’Round of negotiations under the General Agreements
on Tariffs and Trade (“"GATT”). We believe that submitting these long-standinf tar-
iffs for multilateral negotiations would establish a precedent which could limit the

a,birlti:y of the United States to protect its national security against petroleurn im-
 ports. ‘ ) ‘

Our nation has historically regulated petroleum imports unilaterally as a matter
of national security and has not offered troleum tariffs for multilateral negotia-
tion pursuant to the GATT. This histori treatment is consistent with Article XXI
of the GATT, which allows participatigg countries to restrict imports which affect
their essential security interests. Five U.S. presidents have used the “national secu-
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rity clause” in our trade laws to restrict petroleum imports. Three inter-%gengg
studies conducted pursuant to the national security clause in 1975, 1979, and 19
have all concluded that rising volumes of petroleum imports threaten US. national

security.

Remgval of the present petroleum tariffs would eliminate the current differential
of 42 cents to 47.5 cents per barrel between rates for crude ofl and motor fuel, which
is the only restraint against imports of gasoline, jet fuel, and other motor fuels. This
tariff structure reflects the principle that finished products should be dutiable at a
higher rate than raw materials used to manufacture the product. Elimination of the
%arififs wogld leave the U.S. refining industry with no safeguard against lower-cost
oreign refiners.

Two pleces from The Washington Post (attached as Exhibits 2 and 8) indicate that
rising U.S. imports are helping the oil producing nations of the volatile Persian Gulf
region regain control over the world oil market. This growing dependence on Per-
sian Gulf oil includes a dangerous increase in product imports. As shown in Exhibit
4, product imports now account for nearly a quarter of U.S. imports from the
region,

ncreasing groduct imports are particularly threatening to independent refiners,
which account for about 30 percent of U.S. operating capacity. Independent refiners
provide a competitive alternative to the major integrated oil companies and are the
principal suppliers of independent distributors and marketers. Inde?endent refiners
also provide 50 percent of the specialty fuels used by the U.S. military. Compared
with the mﬂlors, however, independent refiners have limited financial resources, do
not have offsetting earnings from crude oil sales, and are especiall vulnerable to
depressed profit margins or loss of market share caused by increasing product im-

ports.

Imports of finished petroleum products represent a more serious threat to our na-
tional security than the same volume of crude oil lmgqrts. Product imé)orts displace
domestic refining capacity and hamper the ability of our refining industry to con-
vert crude ofl into the finished products required to meet civilian and military
needs. Without adequate refining capacitgé domestic crude oil supplies—including
the Strategic Petroleum Reserve—cannot be processed into usable products, such as
gasoline, ‘jret fuel and heating oil. ,

A cutoff of product imports would affect actual U.S. product supplies much more
quickly than a cutoff in crude oil imports. In the case of a crude oil disruption, oil
already en route to the U.S. as well as crude oil inventories of refiners can cushion
and delay the impact on product sugplies. However, a disruption in product supplies
would be felt at once and the shortfall could not be replaced from refinery invento-
ries. Furthermore, a shortfall could not be replaced by processing alternative crude
oil supplies—such as the Strategic Petroleum Reserve—if imports have been allowed
to displace domestic refining catpacity.

During the 1980's, imports of gasoline—which is the principal product of the U.S,
industry—have increased dramatically from less than one percent to more than six
gercent of U.S. gasoline demand. During this same period, more than three million

arrels per day of domestic refining capacity was closed and lost because of import
netration, regulatory changes, and decreased demand. Attached is a table showing
he increase in gasoline imports from 1980 to 1988 (Exhibit 5) and a chart illustrat-
ing the decline in domestic refining capacity over the same period (Exhibit 6).
Demand for petroleum products has recovered and is expected to continue growing
modestly, but domestic refining ca; acity has contracted to marginal adeﬁuacy.,

A myriad of U.S. environmental laws and regulatory policies place U.S, refiners
at a competitive disadvantage. We calculate that the annual cost of compliance for
the domestic industry as a whole ranges from $18.9 billion to $22.2 billioh annually.
This cost burden could force the clofing of additional U.S. capacity. The current
motor fuel tariff does at least partially offset these higher costs for domestic refin-

ors. »

Removal of the tariffs on petroleum would exacerbate the shift of new refining
capacity to foreign sites where environmental lations are far less stringent than
in the United States. Since foreign plants are beyond U.S. environmental regula-
tions, the results will be a step backward in addressing global pollution. Exportation
glf‘ relfjlniin gatgatecgty would also result in the loss of well-paid manufacturing jobs in

e United States. L :

Under these circumstances, it would be a serious error for the United States to
act as if it no longer regards oil imports as a matter of national security. The effect

" of such a policy reversal could reach far beyond the current tariffs on crude oil and

__petroleum products. Negotiating the elimination of petroleum tariffs would indicate
that the United States is not concerned that oil imports threaten its security and
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would signal that out domestic market will be open to further increases in import
levgls.d Irfxi a;tddition, the loes of tariff revenues would adversely affect the nation's
trade deficit.

The implications of such a fundamental policy change are sure to be noticed by
our trading partners, including those with state-owned oil companies capable of
building or expanding refineries to target the vast U.S. market for petroleum prod-
ucts. Foreign state-owned refineries—especially those owned by ofl-producing coun-
tries—have considerable flexibility to price their exported products low enough to
assure penetration of the U.S. market. Aﬁgressive pricing policies by foreign refin-
ers, combined with the environmental and regulatory cost disadvantages of the do-
mestic industry, could make it impossible for U.S. refiners to compete with imported

products.

The Department of Energy (“DOE") has lodged an objection with the USTR oppos-
ing inclusion of either crude oil or petroleum products in the GATT negotiations,
The opposition of DOE is based on current conditions in the world and domestic oil
markets and on the “unique status” of crude oil and refined Eetroleum products in
relation to the nation’s energy security. The position of DOE is well-founded and
should be followed by the USTR in formulating the U.S. negotiating position,

EXHIBIT 1

INDEPENDENT REFINERS COALITION

Refining
Capacity
Ashland Oil, Inc. (3) 346.5
Clark Oil & Refining Corporation (2) 128.2
Crown Central Petroleum Corporation (2) 150.0
Diamand Shamrock Refining & Marketing Company (2) 156.0
Fina Oil & Chemical (2) 165.0
Nationa! Cooperative Refinery Association 756
Tesoro Petroleum Corporation 720
Tosco Corporation 126.0
Valero Refining Company 200
American Independept Refiners Association
Berry Petroleum Company 3.7
Calcasieu Refining Company 13.5
Chemoil Corporation 14.2
Edgington Oil Company, Inc. 41,6
Fletcher Oil and Refining Company 29.5
Frontier Oil and Refining Company 38.7
Golden West Refining Company 42,0
Huntway Refining Company (2) 14.1
Laketon Refining Corporation 87
National Cooperative Refinery Association o
Newhall Refining Company, Inc. 13.0
Oxnard Refining . ‘ 4.0
Paramount Petroleum Corporation 46.5
San Joaquin Refining Company, Inc. 14.3
Southland Oil Company (2) 16.8
U.S. Oil & Refining Company 320
Witco Golden Bear Division 100
TOTAL - " 1,581.9

*Crude oil distillation capacity as of January 1, 1989, as published by the U.S. Department
of Energy, Energy Information Administration, Petroleym Supply Annual 1988, Volume 1,
" May 1989, :
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Exhibit 2
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Tuesday, October 24, 1989
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Year Demand
1981 5,381,761
1982 5,094,576
1983 5,034,553
1984 5,177,495
1985 5,185,544
1986 5,444,720”
1987 5,518,448
1988 5,718,758
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Exhibit 4

IMPORTS FROM ARAB OPEC

(Thousands of barrels)

Crude % of Total % of
0il u. s. Product u. s.
Imports Demand Imports Demand ‘
647,410 12.0 27,001 0.5%
268,689 5.3 43,194 0.8
194,639 3.9 35,861 0.7‘
231,949 4.5 67,630 1.3
109,533 2.1 62,764 1.2
311,728 - 5.7 112,428 2.1
352,219 6.4 112,705 2.0
517,757 9.1 155,362 2.7

Source: U. S. Department of Energy, Petroleum Supply Monthly.




Year

1980
1981
1982
1983
1984
1985
1986
4198F . s
1988

Increase
1980~1988

U. S. GASOLINE IMPORTS AND DEMAND

(Thousands of barrels per day)

Imports

55

91
126
212
276
348
372
419
455

+400
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Exhibit 5

-

Demand

Imports as a
% of Demand

6,579
6,588
6,539
6,622
6,693
6,831
7,034
7,206
7,314

+735

0.8%
1.4
1.9
3.2
4.1
5.1
5.3
5.8
6.2

Sources: Imports--U. S, Department of Commerce, Import Series

Platt's 0il Export/Import Report;
r pply gonthgk,

IM 145-X, as published by
Demand--U. S. Department of Energy, Petroleum Su

Table $4.

i

%
%
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1981
1982
1983
1984
1985
1986
1687
1988
1989

Decrease from 1981

Exhibit 6
0. S. BEFINING CAPACITY
(Thousands of barrels pé; calendar day)
umber of
Operable Operadble
Capacity . Befigerjes
18,621 324
17,890 301
16,859 258
16,137 247
15,659 223
15,459 216
15,500 218
15,847 212
15,576 203
3,045 121
16.4% ’ 37.3%

% Decline from 1981

Source: U.S. Department of Energy, Energy Information Administration,

capacities as of January lgt.

Capacities are crude oil distillation
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STATEMENT OF THE MARITIME INDUSTRY COALITION

As the members of the Senate Committee on Finance exercise their oversight re-
sponsibilities in the area of international trade and, in particular, the ongoin‘%rdis- :
cussions in the Uruguay Round of the General ment on Tariffs and Trade
(GATT), the Maritime Industry Coalition, representing all those who operate, crew
and build U.S-flag vessels engaged in the nation’s foreign and domestic shipping
trades including the Great Lakes and the inland waterways, wishes to express its
strong and unequivocal opposition to the inclusion of marine transportation in a
gervices agreement negotiated in the Uruguay Round of the GATT negotiations. At-
organizations highly supportive of a healthy U.S.flag merchant fleet capable of
‘meeting the N}:tsmn’s economic and security needs who comprise the Maritime In-
dustry Coalition.

We urge the U.S. Government not to propose, and not to accept, the inclusion of
waterborne transportation in any services agreement reached during the current
Uruguay Round of GATT negotiations. To do otherwise would be disastrous both for
our industry and this country's national security.

The Commission on Merchant Marine and Defense, whose mémbers were appoint-

‘tached to this statement is a listing of those conépanies, labor unions and related

“ed by President Reagan in 1986, presented their final report to Presidetit Bush just

one year ago. The Commission could not have been clearer about the need for an
active U.S-flag merchant fleet manned with American crews that is strong enough
to fulfill essential national defense and economic security sea lift needs in times of
war or national emergency. The Commission warned that “there is a clear and
ﬂowing danger to the national security in the deteriorating condition of America’s

aritime industries.” Accordingly, the Commission called for major corrective ac-
tions to reestablish the American merchant fleet as a significant presence in inter-
national trade and to restore its ability to meet the defense needs of this nation.

For several years, the nations engaged in the ongoing GATT negotiations, have
been debating the text of a framework on a services agreement based on GATT
principles. A services agreement based on these principles, if applied to waterborne
transportation, would jeopardize longstanding existing U.S. promotional laws and
programs and provide no benefits to U.S. carriers in other countties. Just as impor-
tantly, such an agreement also would restrain and restrict the ability of our Govern-
ment to strengthen maritime promotional measures or to adopt new measures pro-
moting the fleet in the future—as called for by the Commission and many of Ameri-
ca’s defense leaders. For these reasons, any suggestion of “grandfathering” some or
all of existing U.S. laws and programs is inadequate and unacceptable, Further, any
suggestion that maritime transportation be treated as a “reservation” is unaccept-
able as it will subi’ect our industry to the uncertainty of future negotiations and po-
tential tradeoffs. In fact, the U.S. submission on a draft framework agreement calls
for further negotiations, on those areas treated as a reservation, to' begin within
three years. Such uncertainties only serve to jeopardize the financial conditions of
U.S. operators and impedes their ability to raise necessary capital for future invest-
ments. :

It has been suggested that perhaps a services agreement would be of benefit to
the U.S. merchant marine in obtaining access to foreign markets, None of us be-
lieves that is the case. Moreover, exigting U.S. law (Section 19 of the Merchant
Marine Act of 1920, Shipping Act of 1984, and Title X of the 1988 Trade and Com-
petitiveness Act) already ensures that the U.S, Government can effectively address
unfair foreign barriers in' maritime and maritime-related services. We would not

" want the ability to take action under these statutes compromised in any way.

It is worth noting that the U.S. maritime industry is not alone in its view that
marine transportation should not be included in a multilateral services agreement,
In recent months, the maritime industries of our allies have begun to express their
vocal ogposition to inclusion in' a GATT services agreement. Given these expres-
sions, the U.S. negotiators have some formidable allies in making a case for the ex-
clusion of marine transportation. ) .

President Bush has clearly stated that “it is in the interest of both the economic .
and national security of the United States for the Federal Government to foster the
development and encourage the maintenance of a strong, domestic merchant
marine.” For these reasons, he has called for the “establishment of maritime con-
cerns as a priority in all international trade negotiations’” and speciﬁcaléllly has
stated that the preservation of the integrity of the U.S. maritime industry shall be a

B g‘ﬂority* ifi-all international trade negotiations, including the General Agreement on-

ariffs and Trade.”
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As the Members of the Finance Committee are aware, a majority of the Congress
also believes strongly that waterborne transportation should be excluded from inter-
national services agreements. Indeed, they reacted quickly and firmly to the pro-
posed inclusion of maritime services in the Free Trade Agreement negotiated with
Canada. Many felt compelled to take preliminary legislative action to ensure the
opportunity to offer an amendment deleting maritime services (even though they
knew this would disrupt the integrity of the “fast track” approval process). Fortu-
nately, maritime services were deleted from the Agreement prior to the adoption of
the final draft.

As presently crafted, the draft framework services agreement contains bracketed
language allowing countries specifically to exclude sectors. We urge the U.S. Gov-
ernment to insist upon the complete exclusion of waterborne transportation from
the coverage and applicability of any services agreement. We further urge that the
U.S. Government resist any suggestions that the various components that make up
a nation’s promotional program (i.e. cabotage, government cargo preference, subsi-
dies, etc.) be treated individually. The future growth of the U.S.flag merchant flest
both in its domestic and international operations depends on its programs to be
treated as a whole. Diminution of these programs in any area will harm the fleet
and its a})ility to respond to the economic and national security needs of the Ameri-
can people.

Merchant Marine Subcommittee Chairman John Breaux has introduced S. Con.
Res. 63 expressing the belief of the U.S. Congress that marine transportation should
be excluded from a GATT services agreement. The Maritime Industry Coalition
urges the members of the Finance Committee to endorse this measure as further
evidence of their commitment to a strong U.S.flag merchant fleet and in recogni-
tion that the inclusion of maritime transportation could necessarily complicate the
Congressional approval process of the Uruguay Round package.



-

NLCIO MM!"W COMMI"[!
AFRAM LINES (USA), L

ABS YRANS’O TATION 00

ALASKA HYDRO-TRAIN

AI.COA
ALOHA PACIFIC CR\MS{S INCORPORATED
AlU!D TQWING CORPORATION
'!WM SERV'C(S
IMO

AM[H!CAN ‘ORUGN SmPPlNG €O . INC
AMERICAN HAWA) CRUISE LINES
MI[R)CAM nuvv LIFT SHIPPING

COMP/
ms(':un INSWIUT( OF MERCHANT

AMERICAN MARITIME CREWING CO . INC
AM[RICAN MARITIME OFFICERS SERVICE
AMERICAN MARITIME TRANSPORT. INC
AMER!CAN W!HS(AS MARINE

RATION
AM{RV PILOTS ASSOCIATION
AMERICAN PRESIOENT LINES, LTO
AMERICAN STEAMSHIP COMPANY
AM&’RIW TOWING & TRANSPORTATION

AMERICAN TRANSPORT LINES. INC
AMERICAN WATERWAYS OPERATORS
AMERSAND STEAMSHIP COMPANY
APEX MARINE CORPORATION

ARCORP
ARNOLD TRANSIT wumv
ASIAN TUG & SALVAGE, INC
ASSOCIATION OF vauuo PILOTS
ATUANTIC MARINE |
AVONDALE lwusmis mconmm\'so
B & B DREDGING CORPORATION
BARBER STEAMSHIP INES
BATH (RO WORKS CORPORATION
BAY nousmﬂ TOWING COMPANY
BAY TANKERS INC
BAY TRANSPORTATION CORP

BELL STEAMSHIP COMPANY
BETHLEHEM STEEL CORPORATION
BIGANE VESSEL FUELING COMPANY
BIRD-JOHNSON coomm
BUCKLEY TOWING INC
BULKFLEET MARINE CORPORATION
C G WILLS, INCORPORATED
CAP( FEAR mwme COMPANY,

INCORPGRA

CAPHAL MANN‘ EORPORMI 10N
CEMENT DIVISION-NATIONAL GYPSUM

COMPANY
CEMENT TRANSIT COMP/
CENTRAL GULF LINES, INCOWORAIN
CHRISTIANA MARINE SERYICE, CORP
CLEVELAND TANKERS INC
CLIPPER CAUISE UINE
COASTAL BARGE ODRFOHAHON
COLEMAN 5 LAUNCH SERVICE
COLY INDUSTRIES, INGONPORMSD
COMW:HON ENGINEERING

INCORPORATED
UONHN(NTAL MARITIME INDUSTRIES.
I‘.O [D
cnssczm YOMNG & SALVAGE COMPANV
TRANSFORT

WL
CROWLEY MARITIME CORPORATION
CURTIS BAY TOWING COMPANY OF
VIRGINIA

A STRONG UNITED STATES MERCHANT MARIN

45

CURUS MY 'OMNG COMPANY OF

JOINT MARITIME CONGRESS

OCEANTRAWL INC

K[VSIONE SHIPPING COMPANY OGLEBAY NORTON COMPANY
OAN MV KIEWIT EASTERN ORGULF TRANSPORT COMPANY
DELYA OU“N SY!AMMA! CDMPAM KINSIMN LINES, INCORPORATED ACIIC GULF MARINE, INC
OISTRICT NO_ 1—MEBA NMI SC INE INC ACIC MMIHME ASSOCIATION
DIVERSIFIED MARINE INT 1! LAKE CARH!(RS ASSOCIATION PACORD, INCORPOf 0
DIXIE CARRIERS INCORPOR“W LAKE SHORE, INCORPORATED PETERSON BUILDE
DUNBAF\ & SULUVAH DREDGING LIBERTY MARITIME CORPORATION PILOT SERVICES OR
Ll'ﬂON GREAT LAKES CORPORATION POTEN & PARTNERS, ‘NCOHPORM!O
(DWARD E GI(L(N COMPARY OCKHEED SHIPBUILDING COMPANY PRINGLE TRANSIT COMPANY
ENERGY TRANSPORTATION CORPORATION W(OYKE ENGINEERING COMPANY MRVO m MARINE MANAGEMENT
ERIE NAVIGATION COMPANY LYKES BROS STEAMSHIP COMPANY, RATEQ
£RIE SAND STEAMSHIP COMPARY INCORPORATED PUEMO NCO MARITIME SHIPPING
EXPRESS MARINE INCORPORATED LYNNHAVEN SERVICES, INC AUTNONW
FALCON CARRIERS INC M ROSENBLATT & SON INCORPORATED PUGET SOUND TUG & BARGE €O
FALCON MARINE COMPANY MAOGMGOR NAVIRE (USA), RADCLIFF MA\’(NA{S INC
IMREL‘. LINES INCORPORATED' INCOR E RAINBOW NA
OWING MAERS) RAYTHEOR Siﬁvu:( COMPARY

GARIIAND STEAMSHIP €O MAR'KE CON‘IRMHING AND TOWING RED CIACLE TRANSPORT COMPAN‘V
GASTRANS, lm)ORPOMY! COMPANY ROBERT € DERECKTOR OF RH
GELLETHIN BARGE Lif MARINE CONTRACTING COMPANY 1SLAND, INCORPORATED
GENERAL DYNAMICS CORPORAYION MARIN (NGON[[RS BENEFICIAL ROUGE STEEL COMPANY
GENERAL ELECTRIC COMPANY ASSOCIATION DISTRICT 2 SP-MARINE
GENERAL SHiP CORPORATION  MARINE lNGlNESRS B(NE”CIM STC HOLLY §_ COMPANY
GEORGA MARINE co DISTRICT 3 SAN DIEGO TRANSPORTATION CO
GOLLD lNCDEPDM![O MARINE 0L SERVICE, INCORPORATED SEACOAST ELECTRIC SUPPLY
GREAT LAKES DREOGE & MARINE TRANSPORT LINES CQRPORATION
GREAT LAKES IM(RNATIONM. MARINETTE MARINE € S UNION

INCORPO !f MARITIME OKRM!DNS INC SEAHAWK MANAGEMENT INC

0

GREAT LAKES TASK FORCE
GREAY LAKES TOWING COMPANY
GULF ATLANTIC TRANSPORT

cmmmnon
GULF MARINE
H & M LAKE TRANSPORT (1D
HANNAR MARINE CORPORATION
HENRY DUBDIS & SONS 0
HIGMAY TOWING COMP/
HOPEMAN BROTHERS, INCORPOMT(D
Hglgl $M1W|NB INC
i

MARITIME OVERSEAS COf 10N

MARITIME TRADES omnmtm AFLCIO

MARITIME TRANSPORT LINES.

MARITRANS OPERATING Pmums LP
MATSON NAVIGATION COMPANY. ING

MARITIME INSTITUTE FOR RESEARCH ANO
INDUSTRIAL DEVELOPMENT

SEALIFT, INC

SEA LAND SERVICE INC

SEA MOBILITY ING

SEATRAIN TANKERS INC

SELF TOWING COMPANY INCORPORATEQ
SHERIDAN TRANSPORTATION COMPANY
SHSPB&JOLOE%S COUNCIL OF AMEREA

MCAlUSVSR BROTHERS 1
MCDERMOTT CORP
MleAN CONI HACTING COMPANY

CORPORATION
MEYAL TRADES O(?ANMEN! ALCI0

MO D[UVM INOMPORATID METRO MACHINE CORPORATION
INDUSTRIAL UNION OF MA! MOORE MCCORMACK BULK TRANSPORT,
SHIPBUILDING WORI([RS 0' AM[RICA
INGALLS SHIPBUILDING DIVISION MOMN |0WING AND TRANSPORTATION
INLAND BOATMEN S UNION OF THE MPANY. INC
PACIFIC MORAN IBWING OF TEXAS
INLAND LAKES MANQG[M[M ING
INLAND STEEL COMP, MDRM&C MAMN INC
INTERLAKE SlEAMSHIP COMPANY MORMAC MARINE TM NSSORT, INC
INTL SRMAKER.. NATIONAL ASWMYION oF ORKDGING
1RON WWBWLD[RS B‘ C
FORGERS & MAYIONAL LSSCK IATION Of PASSENGER
INIMNATIONM lONGSNDREM(N $ VESSEL OWNERS
HATION NATlONAL m\kms ENGINEERS
INTL KONGSNOMMIN $ AND B(NHIN SSOCMI N
WAREHOUSEME! NATIONAL MARI
INTERNATIONAL MAR)NE CARNIERS NG MIIONAL SYEEt 5 S“IPDU!LOING
INTL ORGA}WANON OF MASTERS
MATES AND PILOTS NEWPOR‘ NEWS SHIPBUILDING

INTERDCEAN MANAGEMENT CORP
INTERSTATE Oil
33H INCORPORA
ucusomu( SHWYARDS
INCO!

PORATED
[;m!s FIVER TOWING COMPANY

JAMECSIOWN D:HAL MARINE SALES
INCO
RID BR0WN BROTHERS

RPORA

\TE0
JOHN J MCMULLEN ASSOCIATES.
INCORPORATED

NEW YORK AND NEW JERSEY ORY DOCK
ASSOCH

ATION
NEW YORK TOWING LINE, INC
Nogoigu SN"OBU!LOXNG & DRYDOCK
NORTH AMERICAN TRAILING COMPANY
NOR1 HEAST TOWING COMPANY
oL S l SPO 1. LT

OMi C

056 BUKK SHIPS. INC
OCEAN CARRIERS, INC
OCEAN TOWING COMPANY

S0uT
EPAIRERS INCORPORAT
HWEST MARINE, INCO”ORMED
SYANDAH_ MARINE SERVICES. INC

STE
YANKtR SERVICE COMMITTEE, INC

g
3
E
=
=y
2
=
3
F33
i
E3

. Y(XIRON MARINE SYSTEMS

HE AMERICAN SHIP BUILDING COMPARY
YME BAKER WMHFLV TOWING COMPANY
THE BINGHAM GA
THE INTEALAKE S‘(AMSNIP CDMPANV

lR&i}l:R MARINf TRANSPORT
TRANSOCE AM!C CABLE SHIP CO
TRANSPORTATION INSYIYUYE

TAINIDAD CORPORATION

mgg:uc COASTAL & HARBOR TOV/G

UNITED SHIPOWNERS OF AMERICA

ANY
Wi SI COAST SHIPPING
WESTERN TOWING COMP:
WESTINGHOUSE ELECTRIC COﬂPORATION
WORTHINGTON PUMP DtVISIO!
YORK INTERNATIONAL CORPORATION
2ENITH DREOGE CO

E IS VITAL TO OUR NATIONAL DEFENSE AND ECONOMY.
e




46

STATEMENT OF MARITIME TRADES DEPARTMENT, AFL-CIO

The Maritime Trades Department, AFL-CIO, representing 42 national and inter-
national unions with 8.5 million members, wishes to indicate its strong support for
S. Con. Res. 63, urging that maritime transportation be excluded from the discus-
?ggs 'l"l?)n a services agreement in the General Agreement on Tariffs and Trade

As members of the committee are well aware, the U.S. maritime industry has
been in an advanced state of decline for many years. This course of events has had
grave implications for our economy and national security. American maritime
policy is predicated on the determination that a strong and healthy merchant
marine and shigbuildinf base is essential to provide strategic sealift and mobiliza-
tion capability during times of emergency. Includin maritime services in a multi-
lateral agreement such as GATT would have the effect of underniining this essen-
tial national resource, further exposin% the present weakness in our defense policy
of forward deployment of military capability.

Any industry revitalization is largel dependent on a number of promotion pro-
grams administered by the Feder vernment. In fact, much of the industry’s
recent decline is coincident to a parallel decline in these programs during the last
decade. Efforts are currently underway in Congress to revise the subsidy process
and find ways and means to implement the recommendations of the ftPres dentially
appointed Commission on Merchant Marine and Defense, All such efforts could be
scuttled and all existing programs be jeopardized should GATT coverage be ex-
tended to include the maritime sector, or if existing programs are “grandfathered.”
Additionally, treating waterborne transportation as a reservation, to be rene otiated
later, would only destabilize an already fragile industry, threatening the ability of
the industry to raise the necessary capital for future growth.

w’lllly US trade negotiators have persistently refused to take maritime off the
GATT bargaining table defies reason. Surely they must realize that the current
mechanisms for tesolving qsxestions over unfair foreign barriers—Section 19 of the
Merchant Marine Act of 1920, the Shipping Act of 1984, and Title X of the 1988
Trade and Competitiveness Act—would in effect be scrapped, only to be replaced by
a new bureaucratic agency ill-informed and ill-suited for resolving disputes involv-
_ ing complicated international admiralty law and maritime policy.

ft in place would be the current regime of restrictive trade practices that have
been victimizing the U.S.-flag fleet for decades while guaranteeing access to our
largely open 1portx-: This would benefit not the United States, but all of its trading
partners, including heavily subsidized and. potentially hostile fleets, to whom the
pursuit of hard currency and fleet development normally takes precedence over the
concept of competitiveness and free trade. Instead of increasing access to foreign
markets, GATT coverage would deprive us of the tools we n to combat unfair
trade practices. - , ~

Access to the domestic trade would also have a substantial destabilizing effect on
its business environment. In as capital-intensive a field as shipping, investment deci-
sions are made on the basis of projected risk, includin%’:he permanence of cabotage
laws. If future expansion of the domestic fleet is to realized, existing statutes
must be shielded from the arbitrary challenges of other countries. p

This raises what is gerhaps the most dangerous feature represented by GATT. We
must ask ourselves whether we really want to subject an essential national security
component to the veto power of foreign states. We must ask whether trading part-
ners can be allowed to determine our future maritime polio{, while enjoying free
and unfettered access to our trades. It is ironic that sorhe of these trading partners
are arguing for exclusion of maritime trans_porta,tion from the GATT negotiations, -
arlxd bc:ﬁld be our allies in that effort, at precisely the time we appear willing to drop

o ball. .

Keeping maritime services out of GATT is the onl sengible course of action. It
would support our national security, preserve flexibility in our policies and save
tens of thousands of American jobs. Further, such an exclusion should be complete
and comprehensive, not a piecemeal waiver for individual programs. The Maritime
Trades é:artment pledges its full coo%)erationin working toward adoption of S.
Con. Res. 63, and urges the members of the committee to give it its fullest and most
enthusiastic consideration. :

STATEMENT OF THE NATIONAL MARINE ENGINEERS' BENEFICIAL ASSOCIATION

Mr. Chairman and Members of the Committee, the National Marine Engineers’
Beneficial Association, our nation’s oldest and largest maritime union, and the
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American Maritime Congress, representing more than 100 U.S.flag s:\ai{) operating
companies in the domestic and international trades, recognize the vital legislative
leadership and oversci%ht roles that this Committee !F%s on all aspects of U.S. trade
gnd appreciate the Chairman’s desire to discuss G and its prospects at today’s

earing.

We are deeply disturbed by the course the U.S. Government appears to be pursu-
ing in the GATT Negotiating Group on Services (GNS). We would like to express to
the Committee the strong opposition of our organizations to the inclusion of mari- .
time transportation in any services or other agreement reached at the GATT negoti-
ations. We also urge that no other measures be taken in any GATT agreement, such
as in the government procurement or subsidies areas, that might adversely affect
thetomaritimte industry, regardless of whether such measures fall under the services
sector or not.

Inclusion in GATT would, quite simply, destroy our industry and every job in it. It
would open up, sooner or later, our domestic trades, inland waterways, and all mari-
time promotional laws and programs to foreign vessels, foreign crews, and foreign
ownership. All investment in the U.S.-flag fleet would be deep-frozen, with investors
unwilling to make the necessary commitment when the U.S. Government would
have clearly signaled that it had no commitment of its own. And our defense capa-
ble sealift would dwindle to a fleet of aging reserve vessels, slowly running out of
spare parts, expertise, and crews to operate them.

During the period of negotiations of the U.S./Canada Free Trade Area Agree-
ment, the position of our industry and the Congress against the inclusion of mari-
time in that agreement was made abundantly clear. And we are deeplg' grateful for
the strong support our industry received then from the chairman and Members of
this Committee. Already, many members of Congress have made clear their same
strong views on GATT and maritime services, because the threat to us by in-
clusion in GATT makes the U.S./Canada F'I‘A‘.?edpale by comparigon. To this end,’
Senator John Breaux on August 4, 1989 introduced S. Con. Res. 63. It now has 28 co-
gponsors, and this number growing. This resolution, which we strongly support,
txirges the President not to include maritime transportation in ‘the GATT negotia-

ons.

There is no reason why-the objective of this resolution cannot be achieved if our
negoétiators have the will and the inclination to do so. The United States has formal-
ly pro})osed that the GATT Framework Services Agreement provide. for the exclu-
sion of certain sectors. We have, however, the clear sense, based on the negotiating
history of these talks to date, that it is our negotiators, as much as those of any
other nation, who want maritime services kept on the table. We, therefore, strongly
urge that the U.S. remain steadfast to its initial commitment to sectoral exclusions.

e should note, at this point, that the U.S.-flag shipping industry is not alone in
its view that maritime transportation should be excluded from GATT. There is
worldwide opposition—by im\égs such as the Council of European ahd Japanese
Shipowners' Associations, the Committee of Associations of Shipowners of the Euro-

an community, the Commission on Sea Transport of the International Chamber of

mmerce, the Business and Industry Advisory Committee to the organization for
Economic cooperation and Development, and the Baltic and International Maritime
Council. These groups fear the growth of an enormous international regulatory bu-
reaucracy that will stifle maritime free trade. Their concern is different from ours,
but it is one which proves our central point: including maritime in GATT does no

‘ %ood for anybody—except for our negotiators who desire to use our industry as a
argaining chip for their own negotiating objectives. ,

o feel compelled to speak bluntly on this issue, because it appears that if it is at
all possible, our negotiators would like to make our industry a bargaining chip in
these negotiations and a bargaining chip that is intended to be dealt away in ex-
change for some other goal entirely unrelated to maritime, There gimply would be
no reason to make maritime part of these ngotiations unless this were the case.

If there were anything to be gained for the 'S. maritime industry in GATT, then
we could understand why it might be wise to be a part of these negotiations. The
ggth,t however, is that there is nothing to gain and everything to lose for our entire
ndustry. - ‘ . .

Some have argued that inclusion in GATT will help our industry in dealing with
market entry and unfair maritime/trading practices of other nations. Such ar?u
ment holds no water, since existing laws, most notably Section 19 of the 1920 Mer-
chant Marine Act and Title X of the 1988 Trade Act, which the Committee is exarn-
_ ining today, already provide substantial authority if the representatives of the

United States desire to exercise it. S :
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Others argue that all existing laws and Krograms will be protected so our indust
need not worry. Our trade negotiators talk o ‘:frandfat.hemng" and use words suc
as “flexible freeze” or “flexible standstill.” Under such concepts, existing maritime

'programs and laws would be kept intact at present but would, in the future, be sub-
ect for negotiation, inclusion, and elimination. These arguments also are of no com-
fort whatsoever. Grandfathering would still prevent any new programs, or expan-
sion of old programs, to strengthen our merchant fleet—which all observers, mili-
_tary and civilian, believe n to be strengthened. But more insidious is the fact
that once established, a GATT services agreement that included maritime transpor-
tation, would, year by year, be used to whittle away at our industry under the guise
of “liberalization.” This is a development that the use of the word “flexible” by U.S.
negotiators makes clear would be a certainty. The position of the U.S. maritime in- -
dustry under such a system would be as meaningless as that into which Soviet nego-
tiators uged to attempt to force our government by acting as if “what’s mine is
mine, and what’s yours is negotiable.”

Anything less than complete exclusion would also subject ship owners and inves-
_ tors to a stifling degree of uncertainty. No owner or investor is going to want to

take on the added degree of risk, in an already riakl\; business, of ihvesting in an

area where the rules might be changed disastrously three or five or even ten years
down the road.

The maritime industry has been called, and still is, our nation’s “fourth arm of
defense.” In any conventional conflict, ninety-five percent of the support would have
to go by sea, Already, this fleet has shrunk alarmingly in recent years, and the
fleets of our NATO allies have shrunk even more. From a national defense point of
view, it would be foolhardy to sign away this defense capability—all under our con-
trol—for some real or imagined trade benefit in another sector. This would equate,
for example, paper services with a tangible national defense capability—as if one
%aaxin stop an enemy tank with fast food in Tokyo or American Express cards in

iwan.

In 1988,  President Bush gave our industry a solemn commitment: “Preservation
of the U.S. maritime industry shall be a priority in all intérnational trade negotia-
tions, including the General Agreement on Tariffs and Trade.” The only wag to
“preserve” our industry in the GATT context is to exclude it altogether. Anything
less is merely a choice between immediate destruction and a slow death.

We hope that the Committee will follow this matter carefully and will urge our
negotiators to drop maritime transportation from the GATT negotiations. We thank
the Chairman for allowing this statement to be included in the record of this hear-

ing.

STATEMENT OF THE TRANSPORTATION INSTITUTE

The Transportation Institute is takirxﬁ this opgort‘unity- to express its strong oppo-
sition to the inclusion of maritime services in the current round of multilateral ne-
g;otxations under the General Agreement on Tariffs and Trade (GATT). The Institute
s a tradeé association representing over 140 U.S.-flag vessel operating companies en-
gagéed in all aspects of marine transportation in the domestic and international
rades. ‘

Out of the fifteen service sectors on the table for negotiation, the inclusion of mar-
itime under the transportation services sector has tremendous potential for irrep-
arable damage. While there may be’considerable merit to including certain service
gectors in an international agreement, the maritime industry because of its unique
nature to the economy and more importantly, national security, should not be
lumped together with other service sectors on the negotiating table. Although the
United States has been in the forefront in promoting the inclusion of services under
a GATT framework, it does not appear that full consideration has been given to the
detrimental impact of this position on the U.S. maritime industry. Unfortunately,
the U.S. position is only encouraging developing nations to push forward with their
own specific goals in mind, such as preferential access to the markets of industrial-
ized courtries and ;}:;gtection from foreign iniroads for their own service sectors,

Because the GA'TT seeks to abolish trade barriers, the inclusion of maritime
transportation in multilateral negotiations would threaten longstanding U.S. promo-
tional programs, such as the Jones Act (the nation’s cabotage policy), cargo reserva-
tion statutes, subsidy programs and the Title XI ship mortgage loan guarantee pro-
gram. Under the GATT framework and in particular if existing programs were

‘grandfatheréd,” it would be difficult t6 stréngthen programs or to adopt new pro-
motional programs without violating the agreement.
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Chipgm{l away at existing promotional policies and laws will only serve to under-
mine the U.S.-flag merchant fleet’s ability to serve in its legally mandated capacity
as a naval auxiliary during a national emergency. One year ago in its final report to
the President, the Commission on Merchant Marine and Defense concluded that
“both our strategic sealift capability and our shipyard mobilization base today fall
significantly short of defense requirements.” The Commission recommended a
number of gx“'omotional policies designed to enable the nation to increase “strategic
sealift capability by fostering an active merchant marine . . . to sustain that capabil-
ity during mobilization or war.” To include marine transportation in a services

ment will only serve to prevent the United States from moving forward with
the Commission’s recommendations.

The Congress overwhelmingly recognized the futility of including maritime serv-
ices in an international agreement when more than half of both chambers endorsed
legislation expressing their strong opg:sition to its inclusion in the U.S./Canada
Free Trade Agreement. Subsequently, President Bush, in acknowledging that his ad-
ministration will stress the maintenance of a strong U.S. maritime industry for na-
tional security purposes, included in his maritime plank the provision that “preser-
vation of the integrity of the U.S. maritime industry shall be a priority in all inter-
’%:ti;ngl trade negotiations, including the General Agreement on Tariffs and

ade.

For economic and political reasons, nearly every nation in the world supports
their fleets, often in a pervasive manner. The direct and indirect assistance given to
the merchant fleets of 87 nations is illustrated in a 1989 Transportation Institute
report (copy attached). The Congress and the Reagan Administration in enacting
omnibus trade legislation, P.L. 100-418, acknowledged the difficulty in uncoverin
the maritime practices of our trading partners and therefore reaffirmed in Title
of that Act the principle that maritime gérvices need to be treated independently,
by a dedicated agency with specific remedies.

Maritime shipping is one of the oldest forms of international trade, the regulation
of which is amongst the most structured in the world. It is monitored international-
ly l:grthe International Maritime Organization and the United: Nations Conference
on Trade and Development and at home by the Department of Transportation, the
Coast Guard, the Maritime Administration, the Customs Service and the Federal
Maritime Commission, With these forums in place, it is unnecessary to subscribe to
. y?t :_notiher multilateral agency with no history of experience with the complexities
of shipping.

Wi&out a doubt, the future preservation of the U.S. industry is conditioned upon
its complete exclusion from all rounds of multilateral discussions. The U.S. Govern-
ment has within its power and authority the ability to exclude maritime services
from a GATT agreement. Under the draft text of a framework for a services agree-
ment, which the United States offered for discussion last summer, if allowed to
stand, certain service sectors will be permitted to be excluded from an agreement.
With this provision still in the draft text, shortly the U.S. Government must deter-
mine its position on which sectors it will favor for exclusion. We urge the Govern-
ment not to delay but to make a positive statement that marine transportation is
not a negotiable item. :

Pending before the Finance Committee is S. Con. Res. 68, introduced by Merchant
Marine Subcommittee Chairman John Breaus, calling for the exclusion of marine
transportation from a GATT services agreement. Similar legislation is pending in
the House of Representatives. The Transportation Institute asks the Committee to
give favorable consideration to this resolution as a clear indicator of the continued
recognition of the Congress that the U.S-flag merchant marine is vital to the ha-
tion’s economic and military security and must be given the full support of the us.
Government if it is to prosper in the future.
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