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OVERSIGHT OF THE TRADE ACT OF 1988

WEDNESDAY, MARCH 1, 1989

U.S. SENATE,
COMMITTEE ON FINANCE,

WASHINGTON, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Rockefeller, Daschle,
Pakwood, Roth, Danforth, Heinz, and Symms.

[The press release announcing the hearing follows:]
(Prens Release No. 11-7, February 7, 1989]

SENATOR BENTSEN ANNOUNCES HEARINGS ON OVERSIGHT OF TRADE ACT OF 1988
WASHINGTON, DC-Senator Lloyd Bentsen (D., Texas), Chairman, said today the

Finance Committee will vigorously oversee implementation of the Omnibus Trade
Competitiveness Act of 1988.

Bentsen announced the first two oversight hearings have been scheduled for
Wednesday, March 1, 1989, and Thursday, April 20, 1989, at 10:00 a.m. in room SD-
215 of the Dirksen Senate Office Building.

Senator Bentsen said, "The new Trade Act sets some specific requirements on the
new Administration with regard to trade policy, and we have reason to be con-
cerned these requirements may not be fully implemented on time."

As example, he cited news reports last month that the White House had taken too
long to write rules enforcing a ban on goods from the Toshiba Machine Company of
Japan, during which time Toshiba imported millions of dollars of goods into the
U.S.; reports that Japan will lobby for less than full enforcement of Section 301 of
the Act; concern that the failure of the December review of multilateral trade nego-
tiations in Montreal will slow the Uruguay Round talks past deadlines set in the
new law; and failure of the U.S. Treasury to live up to terms of the new law to
negotiate on an expedited basis with foreign countries that Treasury has already
said are unfairly manipulating their currencies.

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

The CHAIRMAN. This is the first in the series of hearings where
we will be monitoring the Trade Act of 1988. We will be scheduling
these hearings well in advance. And frankly, our purpose is to see
that the administration understands that we are monitoring what
action has been taken on the trade bill that we have enacted.

The Ways and Means Committee is doing some monitoring, and
other committees of the Congress have scheduled their oversight
hearings. The members of this committee have invested an incredi-
ble amount of time in the enactment of the Omnibus Trade and
Competitiveness Act of 1988, and I for one don't want to see that
time and effort going to waste by a failure of implementation of
the law that we have put on the books.

(1)
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I want to point out to members of this committee that there are
a number of countries that are out to kill this bill before Ambassa-
dor Hills even has a chance to utilize it, to employ it. Countries
that as a matter of fact have a policy involving the theft of intellec-
tual properties, that run protectionist trade, that are fighting to
keep services and investment out of multilateral trade negotia-
tions. They are trying to label this bill as "unilateralist."

Now, I know of no one associated with the enactment of this bill
on this committee, or the rest of the Senate or the House, or the
business community, or organized labor, or the Bush administra-
tion, who wants to use this new law to steal foreign patents, to
close the American market, or to make the General Agreement on
Tariffs and Trade any weaker than it already is. We read many
times that GATT only applies to 7 percent of the world trade as it
now stands.

This committee wants our new law to be used to improve intel-
lectual property protection, to open up world trade, to expand the
role of GATT, and to expand world trade. That is our objective.
That is what we were pushing for as we developed this legislation.

Quite frankly, I am surprised-maybe I shouldn't be-that some
of our trading partners are trying to destroy this bill. I would have
thought they would want the President to be authorized to negoti-
ate the expansion of GATT; I would have thought they would have
as much at stake as we have in protecting intellectual property
rights and improving agricultural trade policies, in protecting the
basic rights of workers, and in preventing currency manipulation.

The United States ought to be willing to stand up for these prin-
ciples-and I am convinced our trade ambassador is-because they
serve the interests of all countries, and they also serve the vital na-
tional interests of this country. And our Government has the job of
standing up for vital national interests around the world.

Now, we have moved with these oversight hearings pretty early.
That is with a purpose, of course, because I believe that trade is
one of the most important single problems that this country is
facing. And although we have brought the deficit down, somewhat,
through the devaluation of our currency, it seems to have pla-
teaued, and we don't see any sharp, continuing decline of that
trade deficit.

If there is one thing that we have learned in the last 8 years, it
is that there is no silver bullet, there is no panacea for the trade
problem; it is very complicated, and we need to move forward on
many fronts on it.

As a result, that Trade Act requires a number of things on the
part of the administration, each of them relating to different as-
pects of a very complicated problem.

Today, March 1, is the deadline for the administration's reports
on the operation of the trade agreements program, the national
trade policy agenda, the projection of trade data. Several deadlines
on such reports came up last fall and were not met. Several of
them came due earlier this year. Some of these have not been met.

In some cases, I think, frankly, that a few days delay resulted in
a better document, maybe focused more thought on the problem,
such as the delay in required responses on the problem of develop-
ing country debt.
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But when I hear blanket objections to deadlines, I recall how
many years we went without a trade policy. I recall how long the
members of this committee worked on that Trade Act.

Deadlines and lists can produce results, especially if they are
used with a sense of purpose. It is amazing how they can help
people collect their thoughts. Congress can't administer the Trade
Act, we can't do the negotiations; we shouldn't try to. But we can
insist that the spirit and the letter of the law be carried out, and
that we be consulted on the direction of trade policy, and I have
been very pleased with what Ambassador Hills has done in that
regard in the way of consultation.

But deadlines give us, as well as the administration, the tools for
formulating and carrying out a trade policy.

I recognize that Ms. Hills has not had much time; she was only
confirmed, I guess, about a month ago.

However, I have very little patience with complaints that there
is not enough time to act on these matters. The Trade Act has been
the law of the land for more than 6 months; most of the important
provisions of the Trade Act have been well known for a year or
more.

The trade deficit is again on the increase. Each month we fail to
set forth a trade policy is one more month in which we increase
the debt of this country, and that debt is like a tax on our future.

So what we want to do today is look at the implementation of the
Act so far, and to ask some questions about how it is going to be
implemented in the few months ahead.

We recently had meetings with Ambassador Hills. We had a
frank exchange; we expressed our views with her in private last
week. And I know from my discussions with her that she wants to
make this law work, and that she is really for expanding the world
trading system. We want to do all we can to be helpful in that
regard.

We very much appreciate having you here today.
[The prepared statement of Senator Bentsen appears in the ap-

pendix.]
The CHAIRMAN. Are there comments? Senator Baucus?
Senator BAUcus. No, I don't have any statement. I will wait until

Ambassador Hills has spoken. Thank you.
The CHAIRMAN. Senator Heinz?
Senator HEINZ. Mr. Chairman, I do have a statement.

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

Senator HEINZ. First I would like to welcome Ambassador Hills
before the committee, Mr. Chairman.

I must say, as I reflect, Carla, on your job and the struggle that
you have in your position, as well as ours, to transcend all the day-
to-day crises-beef hormones, agricultural subsidies, informatics,
textiles, steel, and all the other issues that I am sure we will ad-
dress today, I hope that as you assume control over the trade port-
folio, you will give the necessary time and attention to some of the
more fundamental and frankly even more difficult challenges that
will shape our trade and economic policies for many years to come.
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What I am referring to is that over the past several years we
have taken an increasingly strong stand in favor of open trade and
the free market system. At the same time we seem to have broken
our pick over and over again on such things as Japanese barriers,
cultural or otherwise, to our products.

We are obviously with EC-1992 facing a major challenge as it
moves towards its common internal market.

On occasion we have been in good company, as with intellectual
property, but much of the time our stand has been a somewhat
lonely one, particularly when the discussion turns to subsidies and
other market-distorting actions. So today I would like to challenge
you to consider some of the more subtle aspects of our position.

A couple of questions to consider as we go through the day:
One, in the face of practices that effectively restrict U.S. market

access in other nations, does our current approach to free trade
have the effect of imperiling the United States' preservation of its
own technological base?

Two, will licensing the transfer of technology to Japan for the
FSX, for example, undermine the current competitive advantages
enjoyed by the U.S. aerospace industry and thereby threaten the
long-term viability of our own producers?

Are our negotiators or our business people in that industry, in
that example, getting too little and giving away too much? And is
this a national issue?

Three, does the uncontrolled flow of foreign investment into the
United States relieve us of pressure which would otherwise cause
us to take more decisive action to deal with our budget deficit, a
deficit that is increasingly financed by foreign lenders, and which
as a consequence not only saddles our kids with huge debts but
puts the lever of foreclosure in foreign debt-holders' hands whose
interests are probably different from ours?

Four, does the increasing number of foreign acquisitions, given
the large number which have occurred that deliver technology,
know-how, trade secrets, all of which are important for maintain-
ing U.S. technical superiority, threaten the integrity of our indus-
trial base and/or our national security?

Five, if we have lost our technological lead in key sectors, espe-
cially critical industries of the future like HDTV, what is in our
national interest to do? And does the Government have any respon-
sibility to take steps to rescue our technological lead?

Now, I have the luxury of saying to you I don't have answers to
those questions, which is convenient, because my real job today is
to ask them, not to answer them. You have to answer them at
some point. Maybe you can't do it today, but I guarantee you that
these are questions we will be asking not only today but for some
years to come, and they seem to me to be critical to our future.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
I would hope that any further questions would be deferred to the

question period.
Senator HEINZ. Those are not questions; that is a statement, Mr.

Chairman.
The CHAIRMAN. Well, thank you.
Senator Rockefeller?
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[No response.]
The CHAIRMAN. Senator Danforth?
[No response.]
Madam Ambassador, if you would proceed.

STATEMENT OF HON. CARLA A. HILLS, U.S. TRADE
_ REPRESENTATIVE

Ambassador HiLLs. Mr. Chairman and members of the commit-
tee, I am very pleased to be here this morning. I have filed yester-
day a prepared statement, and to save some time I thought it
might be useful for me just to summarize it.

My prepared statement places particular emphasis on the nation-
al trade policy agenda for the coming year. The Act, as the Chair-
man mentioned, requires the President to submit to the Congress
today that agenda. Actually, we submitted it yesterday.

In preparing this trade policy agenda we sought the advice of
Congress and the other executive agencies, our private sector advi-
sory committees, as well. We need to continue that cooperative
effort in implementing the agenda.

We face huge challenges. The global deficit remains high. The
multilateral trading system is woefully in need of modernization.
Key areas of economic activity are not covered, and too many of
the countries maintain closed markets.

Our trade policy by itself can't solve all these problems. Much of
the deficit stems from macroeconomic factors. This administration,
however, recognizes that the Trade Act seeks to promote important
objectives: strengthening international trade rules through a broad
grant of trade-negotiating authority, promoting market access for
competitive industry through the use of new procedures and new
remedies, integrating trade policy with broader economic policy ini-
tiatives in order to facilitate positive adjustment by the United
States' industries, and better policy coordination throughout the
Government in order to assure maximum attention to America's
trade objectives in this new era of global competition.

Setting forth our objectives is only the first step; to bring them to
fruition we must make creative use of the range of tools provided
by the Omnibus Trade Act, and we must use all of the rights and
opportunities that accrue to us under international agreements to
which the United States is a party.

Our strategic goal is to open markets, not close them; to create
an ever-expanding international trading system based upon equita-
ble and enforceable rules.

The Uruguay Round is clearly a top priority on our trade agenda
this year. The administration's general objective in these negotia-
tions are drawn from the 1988 Act and are familiar to this commit-
tee. When we met in closed session last week, we had the opportu-
nity to discuss them in some detail.

I will not take the time here to review the material set forth in
my prepared statement with respect to the Uruguay Round; let me
just say that we are vigorously applying ourselves to what has been
the key stumbling block, namely, agriculture.

Secretary Yeutter and I will travel to Brussels on March 10 and
11. By the end of March 1 will have met with or talked to most of



6

the key players in the agricultural talks. I am not prepared to sac-
rifice fundamental substantive interests for the sake of allowing
the Round to proceed; however, I believe there is so much determi-
nation by almost all countries to succeed that we will find a solu-
tion to the outstanding issues that will enable the Round to go for-
ward without having to give up ooir fundamental objectives.

Beyond our multilateral efforts in the Uruguay Round, we will
pursue vigorously and responsibly ihe elimination of barriers by
our trading partners through bilateral consultation and negotia-
tions.

We will continue to implement our free trade agreement with
Canada and Israel. Last month I accompanied President Busi, to
Ottawa, where I had a good discussion with Minister Crosbie about
the major issues on our bilateral agenda.

Implementation of the free trade agreement is ou.r first priority
with Canada. Minister Crosbie and I have agreed to a first meeting
of the Trade Commission, which we head, on March 13, and I be-
lieve we are off to a good start.

Another priority issue we are pursuing on the bilateral front is
EC-1992. We will monitor closely initiatives in the Community and
develop effective policy responses to those European Community
measures which unfairly discriminate against U.S. exporters or in-
vestors.

The enormous bilateral deficit in our trade with Japan is an-
other cause for concern. Last month I received an important report
from the Japan Task Force of our private sector Advisory Commit-
tee for Trade Policy and Negotiations. I.have requested the Trade
Policy Review Group to review our trade policy with respect to
Japan, based upon this report and upon consultation with our advi-
sors regarding our other trading partners in the Pacific.

Let me now focus on a matter that I know is of great interest to
the committee, the New Market Access provisions of the 1988 Act.
I will be consulting with you as we develop our priorities for nego-
tiation in the Super 301 process. I view that process as an excellent
opportunity for us to determine where to concentrate our efforts
over the next 2 years, where to use Section 301 in as effective
manner as possible.

We are currently quantifying the benefits of eliminating various
foreign trade barriers in order to select priorities. Our focus will be
on areas where we have the greatest export potential.

The quantification process is not an easy one. We have martialed
the expertise of other agencies and our private sector advisors to
accomplish this task. The interagency Section 301 Committee is be-
ginning the necessary analysis of these trade barriers, and we will
consult closely with you as we approach the task of preparing the
final priority list in May.

With respect to Special 301, we give high priority to improving
the intellectual property protections. Self-initiated Section 301
cases can be an effective means of gaining improved protection,
and we will continue to purstie on parallel tracks our bilateral ef-
forts and our multilateral negotiations in the Uruguay Round.

We will also be pursuing market-opening initiatives in telecom-
munications. I recently submitted a report to you on this subject,
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and we need to consult further as these negotiations unfold. I
intend to pursue these negotiations vigorously.

Finally, on our regular 301 agenda we have a dozen active cases.
In some cascs we are still pursuing GATT dispute settlement; in
others we are engaged in bilateral consultations; and in still others
we are continuing to monitor the results of a settlement agreement
or responsi'ie action taken under Section 301.

In all instances, it is my intention to use the leverage of Section
301 to bring down foreign unfair practices. I provided you with an
updated table of cases that reflects their current status, and soon I
will be submitting the semiannual Section 301 Report covering the
second half of 1988.

Let me comment briefly on the need to coordinate our policies
and action. For example, Section 301 can provide important lever-
age in pursuing our Uruguay Round objectives.

Our goal, as you said, Mr. Chairman, is to open foreign markets.
The broad choice, in the term used at my confirmation hearings, is,
"When to use the crowbar and when the handshake." We cannot
fall into the trap of suspending all actions against unfair trade
practices on the ground that they will spoil the atmosphere for the
Uruguay Round. On the other hand, we will not achieve our objec-
tives of opening multilateral markets simply by closing our own
markets, and there will be tough choices.

And there will frequently be very difficult trade-offs that entail
some cost. A concrete example is our recent dispute concerning
Brazil's refusal to provide patent protection for pharmaceuticals
and fine chemicals.

After years of trying to resolve this issue bilaterally, we initiated
countermeasures under Section 301. We decided that the most ef-
fective step would be to impose restrictions on merchandise imports
from Brazil. Now Brazil has challenged our actions, contending
that they are inconsistent with our commitments under the GATT.

Many of our trading partners have criticized us fur raising tariffs
which we agreed in GATT not to raise, but we had to make a
choice, and our choice was to put the world on notice that we
cannot rule out trade restrictive measures in response to theft of
U.S. intellectual property. I believe we have taken the right course
of action.

We have to be ready to act in defense of principle, and in doing
so, we will continue to consult with you on these very tough
choices.

I am pleased to answer your questions.
[The prepared statement of Ambassador Hills appears in the ap-

pendix.]
The CHAIRMAN. Thank you.
You referred to the committee, the advisory committee from in-

dustry, and some of their comments. I noted in their recent report
that one of the subcommittees said that if the barriers that are met
by American exporters in Japan were removed, we could have from
$5 to $30 billion in additionalexports to Japan.

If those numbers are serious numbers, I don't see how we can
keep from-by the tine you have the May 30 report-naming
Japan as one of those countries where we have a trade priority to
open those markets.
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I also note that they advised you, or advised the President, to
delay the initiation of Super 301 procedures against Japan for 1
year as they try to work out some kind of a negotiation to bring
those barriers down.

Now, I recognize, as I know do the members of this committee,
that one of the greatest things that you have in Super 301 is the
leverage, the pressure, to try to open up those markets with the
threat of its utilization.

What I am asking is, the only way I can see that Japan would
not be named by May 30 would be if we had some kind of an agree-
ment from Japan, that we felt had some substance, that they
would be opening up those markets and dropping those barriers
within a reasonable period of time.

Has the administration at this point asked for any such agree-
ment in their negotiations?

Ambassador HILLS. We are continually negotiating with Japan
with resect to a number of sectoral markets. I have reviewed the
report that our advisory committee prepared and to which you
allude. We have in process an interagency review group analyzing
the trade with the Japanese, and we are giving that matter very,
very careful attention.

I cannot tell you which country should be named as a priority
country at this point. I think it is premature before the analysis is
complete to name countries or practices. Even leading up to the
preparation of that listing, we are engaged in negotiations. And al-
though the time is not extensive, I would like to use the time to try
to negotiate as much favorable movement as we can with all of
those countries, including Japan, who have barriers to our exports.

The CHAIRMAN. Well, I can understand. But nevertheless, you
face that deadline, and a decision has to be made by then. The only
way I could see that they would not be named would be, again, if
you had some kind of a serious commitment out of Japan to reduce
those barriers.

We are also concerned about circumvention of the Trade Act as
we passed it last year, and I think that is particularly true in the
anti-dumping and countervailing duty area. It occurs to me that we
could have that kind of a problem also in Section 301 actions.

For example, in 1987 the United States imposed retaliatory tar-
iffs valued at $165 million worth of Japanese exports to the United
States. That was because of Japan's failure to live up to the com-
mitments to improve market access for U.S. semiconductors.

Nearly 2 years have passed since those sanctions were imposed,
and we still don't have Japan living up to the agreement on
market access.

Do you think that the retaliation in the semiconductor case is
having any impact? Are the Japanese circumventing it in some
way? Would you comment on that?

Ambassador HILLS. We have difficulty with the implementation
of that agreement by Japan. The sanctions levied did cause a small
increase in the opening of the semiconductor market, but since
then it has been relatively flat, and we are watching that market
carefully. And that is a section of the market that does in fact con-
cern you. I share your concern.

I
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The CHAIRMAN. On Europe-1992, all during the trade bill consid-
eration here we had ambassadors of the various countries that are
major trading partners, we had their lobbyists, we had their trade
ministers, time and time again visiting with the members of this
committee and members of the Ways and Means Committee, trying
to get their point across, and of course meeting also with people in
the executive branch.

I noted a statement by the new Trade Ambassador that we
should be given a seat at the table. I don't see any such formal
seating, obviously; but to what degree are we monitoring, negotiat-
ing, getting our points of view across, as these decisions are being
made in Europe today?

Ambassador Hius. We have a series of negotiations that have
been ongoing for many, many months with the representatives of
the European Community, and we have ongoing negotiations inside
and external to the Uruguay Round. Many of the issues in the
Uruguay Round are the very same issues that concern us with re-
spect to the "one market" that we look forward to dealing with re-
spect to Europe-1992. We are in regular consultation and are deal-
ing with our counterparts.

Indeed, we have a group that is working directly with the Eco-
nomic Policy Council within the executive branch, a working group
that is analyzing all of the aspects of this revolutionary change in
the economic structure of Europe. So I think that we are carefully
reviewing the various options and opportunities.

The CHAIRMAN. If we do one-tenth of what they did in their mon-
itoring of ours and in trying to influence, I would be delighted.

Senator Baucus?
Senator BAucus. Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Ambassador Hills, I would like to focus a little bit on Japan. You
know of all the reports that the USTR is required to submit to the
Congress, and frankly I sometimes think the number is a bit high.
The USTR has so many reports to submit.

I don't engage in this show-and-tell stuff very much, but I was
just struck a few days ago with just how many reports the USTR is
required to submit over the next several months. And as the Chair-
man said, some have been submitted on time and some not.

The other side of that coin is that we tend to not see the forest
for the trees; that is, if we are focusing so much on submitting re-
ports on time, both ends of Pennsylvania Avenue tend to forget
what our major objectives are, what are we really up to, and what
are we trying to accomplish.

I mention that because, as you well know, our trade deficit with
Japan is the largest by far and also is a trade deficit that is not
improving very much. In fact, some people feel that the deficit is
actually increasing, at least if the last 3 months figures are any in-
dication.

We also note that our trade deficit with the European Communi-
ty in 1988, last year, improved 40 percent; whereas, our trade defi-
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cit with Japan improved only I think 7 percent, and Japan is two-
fifths of our worldwide trade deficit.

In addition to that, other organizations are coming forth in frus-
tration, in analysis, to point out some of the deeper problems we
have with Japan. One is the Institute for International Economics,
another is Brookings, and both of them are now saying, in their
words, "The pervasive system of trade barriers with Japan keep
imports to Japan at about 40 percent below the normal levels for a
developed economy."

I think there is probably a lot of truth in that. One organization
has the estimate, I think, of 25 to 40 percent, another 35 to 50 per-
cent. But anyway, 40 is about in the middle there somewhere.

Because of that, major private industry groups now are making
very major changes in poliy suggestions as to how to deal with
Japan. One is ACTPN, your private industry advisory group, which
recommends that we Americans begin to negotiate targets in cer-
tain sectors where there are invisible barriers to trade, that we ne-
gotiate macroeconomic agreement with Japan, including our
budget deficit reduction and stimulating their economy-that is,
where we agree to numbers in the targets-a very major change.
And as you know, ACTPN spent thousands of hours, with hundreds
of interviews, trying to come up with a solid recommendation.

ECAP, the Emergency Committee for American Trade, a group
of about 67 major American companies. Their exports comprise 33
to 45 percent of American exports to Japan. They, too, recommend
now a very formal agreement with Japan-a major step forward in
trying to deal with the frustration that we have accumulated over
the years in trying to open up barriers to trade in Japan.

So, I am asking what is the USTR approach to Japan going to
be? Will it use the ACTPN report as the basis for USTR trade
policy? And if not, what will the basis be?

Ambassador HILL. We have an interagency task force looking at
our bilateral trade relationship with Japan.

I have personally read the Advisory Committee for Trade Policy
and Negotiation (ACTPN) report, and I think it is a very good
report. It makes many good points. I am not suggesting a dramatic
policy change based upon one report; I want to get the interagency
feedback, and there are other reports, as you have mentioned.

There is an accumulation of frustration in dealing with Japan.
There is no question that this administration prefers to approach
trade problems with the goal of opening markets and mutually
agreeing to reduce barriers to entry. But where that is not possible,
these reports suggest that there may have to be a choice between
managed trade, which I think, and this administration thinks, pro-
duces less positive results than open trade, and a targeted course
urged by the ACTPN group.

But we are evaluating all the commentary. I cannot tell you a
policy change has been made.

Senator BAUCUS. What about the use of targets?
Ambassador HILLS. We have used targets with Japan, for exam-

ple in the semiconductor field. We have used targets not quite as
precise as that in our Moss talks. So they are not foreign to us.

I think economic learning would teach that we are all better off
if we have open trade. But if a country refuses through invisible



11

barriers to permit open trade, then we may not be able to have our
optimum process or goal, and this is something we are evaluating.

Senator BAUCUS. But don't targets at least give us an indication,
that measure our success or lack of success? Without targets it is
very difficult to measure success or lack of success.

I think that we can more creatively utilize targets, and I encour-
age all of us to try to do so. I think we will find that we will end up
advancing the ball much more quickly than if otherwise it is busi-
ness as usual and we don't use targets.

Thank you.
The CHAIRMAN. Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman.
Mr. Chairman, will we have two rounds of questioning today?
The CHAIRMAN. If they are requested, we will have them.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A U.S.
SENATOR FROM WEST VIRGINIA

One of the provisions of the Trade Act has to do with trade ad-
justment assistance. Senator Heinz and others, myself included,
were very concerned that we came into the new calendar year with
trade adjustment assistance money for displaced workers and the
money was gone. There was no money-no money for training. It
took the Department of Labor 6 months to designate that these
workers were, in fact, dislocated by virtue of imports.

One of the items we put in the Trade Act was a very small ad
valorem tariff, 0.15 percent on everything that comes into this
country. Now, that has to be negotiated at the GATT for a period
of a couple of years. If the negotiations do not succeed, then, there
are other possible avenues.

Let me say that we are going to run out of TAA money again
this spring. Training funds are going to be gone in March. Cash
benefits will be gone by the fall. Thousands of people will end up
exactly as we were discussing a year or so ago.

Number one, I would like to know if you are aware of this 0.15
percent ad valorem tariff. Number two, in that you are responsible
for the negotiations and the 2-year negotiating period runs out in
1990, what is your approach to this problem? What discussions are
you contemplating with respect to this in GATT?

Ambassador HILLS. Senator, I am aware of the problem, and I
was aware of the 0.15 ad valorem tax to provide training. It has not
received a hospitable response in our negotiations in GATT. Most
of the nations of the world resist even a small tariff imposed for
whatever the reason.

We have tried to get a working group appointed within GATT, as
opposed to making it part of the Uruguay Round, and that too is
something thac has received very few supporters. But we are work-
ing at it-that is, working at getting a working group.

I cannot tell you what our fallback position will be, other than to
say there may be other approaches. We could possibly join with the
International Labor Organization and try to work out some sort of
an analysis. But, I would be lacking in candor were I not to tell you
that the tariff approach, the small additional cost on all imports, is
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one that the community of nations opposes as violative of our
treaty obligation under GATT not to raise tariffs.

Senator ROCKEFELLER. I understand why that would be so, and I
also understand the tragedy of the situation we find in this coun-
try. Other nations have found it possible through their public poli-
cies to adjust more effectively than we have, and that is our fault.
But, nevertheless, when one looks, for example, at steelworkers or
coal miners, you are dealing with destroyed families, discouraged
workers, downward spiraling drinking problems, marital problems,
and all the rest of it.

I would like to know, even though there is resistance, that you
support the Trade Act provision-it is the law-that is meant to
lead to this 0.15 percent tax which will produce $300-400 million,
all of which will go for worker retraining. That is, as you meet re-
sistance, you will not be discouraged by it, but you will persist.

Ambassador HILLs. I will uphold the law.
Senator ROCKEFELLER.-Well, I know that. [Laughter.]
But if you continue to meet resistance or not find much enthusi-

asm, you can turn to other matters or you can persist, and it is the
persistence quality that I am looking for.

Ambassador HILLS. We will persist. [Laughter.]
Senator ROCKEFELLER. All right. That is just a little marker.
Senator Bentsen was talking a moment ago about a variety of

things, and one of the matters that came up was the market share
for U.S. semiconductor sales in Japan.

Under the Semiconductor Agreement, the United States is meant
to attain 20 percent of the market in Japan, and indeed, if you look
at Fujitsu, Hitachi, NEC, Matsushita, and Toshiba, those top five
companies are indeed at close to 20 percent.

But if you go to number 6, 7, 8, and so on, all of a sudden it drops
down to 8 or 9 percent with an overall average of 10 percent or per-
haps, 11 percent. This says to me that MITI 1g talking to the top
five, and who are responding but that the industry as a whole is
not, and that the government is not. Thus, our goals are not being
met.

What do we do about that?
Ambassador HILLS. We are negotiating with Japan on this issue,

amongst others, and we are concerned. The agreement does not call
for 20 percent today, but rather by 1991. However, on a linear pro-
gression, they won t get to 20 percent by 1991, and that is a con-
cern to us. We are worried about the lack of commitment to this
agreement which we entered into as friendly bilateral trading part-
ners.

The semiconductor sector is on my agenda. It is very much on
my agenda, and that as much as several of the other items, some of
which Senator Baucus mentioned, caused me to ask for an inter-
agency review of our specific trade problems with Japan and to
bring together an interagency thinking about these problems.

Senator ROCKEFELLER. I understand and would simply ask you to
look at why the first five companies are so different than the
others.

The CHAIRMAN. Thank you, Senator.
Senator Heinz?
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Senator HEINZ. I would like to follow up where Senator Rockefel-
ler left off on the issue of the semiconductor agreement. I would
like to try to put that in the context of how non-performance on
such an agreement fits in relationship to being designated as a pri-
ority country on or before May 30.

Is it your view that not complying with an agreement would be a
substantial reason to designate a country as a priority country?

Ambassador HILLS. Certainly not complying with an agreement
is a serious charge, and under 301 we are to take certain actions
where there are violations of agreements, and I am aware of those.

The Super 301 process requires us to analyze what are the bar-
riers that particular countries have put up, quantifying those bar-
riers, and trying to compute how those barriers affects exports.

So I would say that it isn't just the breach of an agreement that
would cause you to designate; but, certainly, that is a very serious
charge against a trading partner.

Senator HEINZ. Let me put it this way: If it is a serious cause for
being put on the priority-country list, that trade-distorting barriers
exist, and that it is of substantial financial importance and eco-
nomic importance to the United States, that would seem to be one
kind of problem.

If those determinations had already been made, and if an agree-
ment to try and cure them, because both sides agreed that they
should be cured, had been made, and that agreement was not com-
plied with but was being broken, that would seem to me to be even
more serious, because it would imply not only the existence of the
original problem but it would also imply bad faith. Wouldn't that
be far more serious?

Ambassador HILLS. We take very seriously transgressions of
agreements that we have entered into. Now, we have had problems
with several countries in failing, for a variety of reasons, to imple-
ment agreements. Some of them are because of their change of law,
some of them are because they lack capacity to deal with the sub-
ject, and in each instance we take i very very seriously.

Senator HEINZ. I am a little confused by what you are saying,
but what I think you are saying is that failure to live up to a major
agreement-and this is a major agreement, we all understand
that-is not prima facie evidence that a country should be on the
priority list. Is that right?

Ambassador HILLS. First of all, the statute Super 301 requires us
to quantify what the exclusion is.

And let us go back, since you are talking about Japan. The Semi-
conductor Agreement, as I understand it, quantifies trade that is
aspired to by 1991. We are disappointed, but I suppose there is at
least the argument that at this point we cannot with great clarity
claim breach.

Now, putting that aside, assume a breach by Japan-or any other
country. I would suspect that if it were a $2 million item, that we
might find it difficult. But then, again, I can think of a bilateral
dispute that we have now that involves not much more than $5
million but it involves an enormous principle.

The ultimate question is how much will the removal of the bar-
rier cause our market to open. What is the export potential? What
is the precedential effect?

98-845 0 - 89 - 2
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Senator HEINZ. So you are saying--
Ambassador HILLS. It is a factor to be considered.
Senator HEINZ. And you are also saying that on semiconductors

the only marker on Japan is what happens in 1991; there is really
no agreement with them on what happens between the time of the
agreement and 1991?

Ambassador HILLS. No, I didn't say that. I told you that we were
in negotiations. I also told you what the claim might be on the
other side. And because there seems to be an impression here that
there is a clear breach now, I wanted to clarify at least that fact.

I can say no more than that in the 30 days that I have been at
USTR, I have looked at our trade relationship with the Japanese. I
regard their barriers to trade as very serious, and that the semi-
conductor agreement is one area where I have serious concern. We
have in these past 30 days formed an interagency trade policy
review group to look at our overall trading relationship with
Japan. We are taking our relationship with them very, very seri-
ously.

Senator HEINZ. There is something I am just not clear on. See if
I have it right. Are you saying that it is possible for you, under cer-
tain hypothetical circumstances, to find a breach now and do some-
thing about it, as happened in 1987? Or are you saying that that is
not even theoretically possible?

Ambassador HILLS. I am saying that we have made a strategic
choice here to try to negotiate with the Japanese within the time-
frames that you have set for us, and it is extremely difficult-

Senator HEINZ. I understand.
The CHAIRMAN. Thank you. We will have another round of ques-

tioning.
Senator HEINZ. Yes. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Danforth?

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Mrs. Hills, let me talk about Super 301, be-
cause I do know the thinking behind it, as Senator Bentsen and I
were the authors of it.

During the consideration of the Trade Act of 1988, really for
years, as we were working on this Super 301 concept, I was repeat-
edly asked, "Well, is this a provision that is directed at Japan?"
My answer was, "Well, it really isn't directed at Japan; it is more
general than that. It is directed at countries that have patterns of
excluding U.S. goods and services."

But while Super 301 was designed to be aimed at more than
Japan, it was not aimed at anything less than Japan. And there-
fore, the thought that is floating around, including the ACTPN
report, that maybe we should consider leaving Japan off the list, is
to me totally contrary to what we had in mind when this provision
was put into the law in the first place. And the idea that 'we have
3 months now, let's hurry up and scramble to see if we can reach
some sort of interim arrangement or agreement to negotiate, so as
to keep Japan off the list again" is contrary to what was intended
by this provision.
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This provision was not designed to be something that could be
switched on and off in 3-month intervals, or switched on and off
depending on what has been done with respect to semiconductors,
or any other single category. It was designed to be a provision that
was consistent, that was long range, that was broad, that was the
opposite of the sporadic and the ad hoc.

I would just like to say to you that this co-author of the provision
would really be startled and very disturbed if Japan were not on
the list for any reason, because I would view it as a statement that
Super 301 really, at its outset, in the first months of its operation,
is going to be something that will be circumvented and something
that will be abandoned, and something that will be up for short-
term negotiations and short-term satisfaction according to what the
latest promise is from Japan.

I say this-it really is not a question. But I really want to state
to you in the strongest possible terms that Super 301 was clearly
written with Japan in mind-not limited to Japan, not Japan-bash-
ing", as they say-but it was intended to provide a long-range con-
sistent effort to open the markets of other countries, and Japan has
always been Exhibit A among the countries that have maintained
practices, and policies of excluding the goods and services of other
countries.

So I just say that in the next 3 months maybe it is something
that you would consider. I don't know if you want to respond to it
now or not.

Ambassador HILLS. Senator Danforth, you put a process in place
in the law that you asked us to implement, and that process re-
quires that we identify countries and the restrictive practices and
quantify them.

There is a certain period of time where negotiations can occur. I
think you are more interested in results than what we say about it
today. The process calls for identification and analysis that goes
through May 1989.

We all know that there are restrictions and countries that have
some restrictions, but you asked us to quantify them. Now, with re-
spect to the semiconductor agreement that we have talked about
here, we do have retaliation in place. And you know that when the
Prime Minister came there was much speculation that the Prime
Minister would ask the President to lift that sanction. There was
no lifting of the sanction.

Senator DANFORTH. Can I just interrupt because my time is run-
ning short? I did not ask you, and we did not ask you when we put
this provision in place, to scramble, to try to prevent the provision
from ever going into effect before May 30. We did not ask you to do
that. We did not ask you to hustle in order to prevent the carrying
out of the provisions of Super 301 in the first place.

Ambassador HILLS. We don't think we open markets, Senator, by
simply having retaliation. We are trying to get results.

Senator DANFORTH. Retaliation is not designating the country in
the first place. The designation of the country is not "retaliation."
The designation of the country is simply what sets in motion the
process.
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It seems to me that what you are doing now is scrambling, hus-
tling, very, very fast in order to prevent the process from even com-
mencing.

Ambassador HILLS. Well, let me correct your perception about
that. That is not what we are trying to do. We are trying to follow
the law. It is extremely difficult to make an analysis of both the
barrier, and the amount of imports that we will get out of remov-
ing the barrier; that is what the law requires us to do. It doesn't
require us to list countries and practices that bar our exports on
March 1; it requires us to deliver to you a report on May 30. We
intend to do that in consultation with you and I hope you will
share and help us. It is clear to me that your view is certainly pre-
cise with respect to Japan. I have noted that. We will continue this
consultation.

The report is not due, and I think you would be quite critical
were we simply to list countries without our analysis.

The CHAIRMAN. It is obvious we are going to need a second round
of questions.

Senator Packwood?

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

Senator PACKWOOD. Ambassador Hills, you can tell by the tenor
of the questions that Japan is uppermost in our mind. And second-
ly, every time we get into these debates, or every time you get into
negotiations with Japan, it is kind of: "Buy our chips." "No-well,
maybe." "Buy our beef and oranges." "No, no-well, maybe." And
it is a battle every time we go down.

Is there any merit, therefore, to the theory of Henry Kissinger-
and he has written on it several times, about the managed trade-
that instead of us attempting to push a product, just say, "Japan,
you have to come down $5 billion, $10 billion a year; you pick; you
can buy more imports; you can sell us less things; you decide which
products"? But it doesn't put them in the position of having to give
in to the Americans, and we reach a conclusion we allegedly want
to reach, realizing the conclusion might be they don't buy any
more from us, they sell us less. I am not sure that is the conclusion
we want, but that could happen. Would that be an easier way to go
about this?

Ambassador HILLS. Well, it certainly wouldn't be consistent with
our goal of opening worldwide markets.

Senator PACKWOOD. That is correct. If the goal is getting trade
surpluses down, that might work.

Ambassador HILLS. We think that the community of nations is
better off with open markets. As we said earlier, optimumly, it is
far preferable to have free market access and eliminate barriers
than it is to manage trade, because the market will do it better
than the bureaucracy.

On the other hand, there are enormous frustrations built up over
certain practices by certain countries, and Japan is one that is
spoken of most frequently, or at least as frequently as any other.

The ACTPN report suggests a something between managed
traded free trade; call it targeted trade. The report you talked
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about talked in terms of just letting Japan decide whether to in-
crease imports or to decrease exports, just fix the bilateral deficit.
That approach has many down sides, I think, and certainly in
terms of optimal trade.

But rather than prejudge the issue after 30 days, what we have
put in place is an interagency trade policy review group to look at
our trade relations with Japan. And I think that is the sensible
way to proceed, to look at it very, very carefully.

We are in the process of doing that. It is consistent with the
timeframe of our statute, of when we are obliged to provide a list-
ing of priority countries and priority practices.

I think that, rather than prematurely to react or to act without a
sound statement of facts, would be a mistake, and it would be a
mistake for a lot of reasons.

So, we are trying to comply with the law, and we are analyzing
the problem which we see just as large as you see it, and we will
consult with you on what we see as the process is ongoing.

Senator PACKWOOD. 1 sense from the articles that Dr. Kissinger
has been writing on this, for a number of years, before this report
came out-and I don't know if he is connected with the report, as a
matter of fact-he may have been thinking about it almost from
the standpoint of diplomacy as much as trade, that an easier way
to accomplish this is that you don't force the nation to back down
product-by-product, or they think they have to back down, but you
say to them, "You pick what you want to do and make the deci-
sions yourself internally." It allows a great deal of face-saving. I
don't know whether there is any merit to it or not, but I thought I
would throw it out.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Senator Daschle?
Senator DASCHLE. Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. THOMAS A. DASCHLE, A U.S.
SENATOR FROM SOUTH DAKOTA

Senator DASCHLE. I would like to shift gears, if I could for a
moment, to Europe again and give you an opportunity, Ms. Hills,
to clarify the current position that our Government has as well as
the current situation with regard to the hormone ban.

My part of the country is somewhat confused as to recent devel-
opments with regard to our position as well as the current status of
the negotiations. Our position has been, very rightfully, that there
really is no indication whatsoever that hormones are a health con-
cern.

I have applauded our negotiators for maintaining that position
as resolutely as they have, but reports in recent days have indicat-
ed that now it appears that we are, as one reporter has indicated,"caving in" to the Europeans with regard to the promotion of hor-
mone-free beef for Europe as part of the negotiated settlement.

I haven't heard that officially from any member of your office or
from the Government, and I would like to use what limited time I
have for you to clarify that position, as well as what you can tell us
about the current status of negotiations.



18

Ambassador HILLS. We regard the ban as exclusionary. We disap-
prove of it. We do not believe that it is based on science or medical
fact. And we have resisted it for 18 months. We asked our Europe-
an friends to let it be evaluated under the standards code that
would assess its scientific merit, and they have refused. So at the
end of the day we retaliated in equal measure against their im-
ports of goods raising tariffs to $100 million or their goods.

When I arrived at USTR, there was a concern that we were not
listening to each other and that this trade matter of $100 million
was escalating. We met with Mr. Andriesson and Mr. MacSharry,
Secretary Yeutter and myself, and after lengthy negotiations
agreed to disagree. We still believe their ban is exclusionary and
contrary to GATT. They believe our retaliation violates GATT.

We have put that disagreement to one side and have formed a
task force, a high-level task force, in an effort to work out a solu-
tion to our differences in the next 75 days. We did that to find a
solution and to avoid greater escalation at a time when we are also
negotiating on the Uruguay Round.

Now, that is the current status of the matter. We have agreed to
four meeting dates; we have agreed to meet and I am hopeful that
somehow we can have a resolution of this dispute.

Senator DASCHLE. So, reports that I have been given relating to
any commitment that our Government has made with regard to
the promotion of additional certified hormone-free beef is false?

Ambassador HILLS. We certainly are not promoting anything.
What we have said is: To the extent that beef is shipped from this
country to the European Community, and they accept it, we would
reduce our retaliation by a commensurate amount; so that, if they
are accepting U.S. beef, and their ban is shrunk, we would, for our
part, to that extent shrink our retaliatory action.

How much will be shipped and accepted? There hasn't been time
to have a report.

Senator DASCHLE. But as you ship that beef, is it understood by
the industry or by the Europeans that whatever beef is shipped
under such an agreement would only be hormone-free?

Ambassador HILLS. No, that is not part of the agreement. Our
agreement is that, to the extent we ship beef that is accepted,
which implicitly would comply with their directive, that is their
law, we would reduce our retaliation.

Senator DASCHLE. Well, that is the point. Apparently, some have
understood that agreement as one which authorizes the promotion,
if you will, of hormone-free beef to be accepted by the Europeans
on their terms. That is where the concern is, that Europeans are
saying, "We'll take your beef; it has to be hormone-free." We then
say, 'Well, if you will take hormone-free beef, we will reduce the
barrier," almost conceding the argument that hormone-free beef is
the only beef that they will take and thereby dropping the barrier
on the whole issue that originally was devised, in the first place, to
confront them on the hormone-free issue.

Ambassador HILLS. Well, that is an issue that the task force will
work out. It did not seem wise to continue a retaliatory action
during the 75 days if they were accepting our beef.

I have met with the cattlemen. I think they fully understand
what we are doing and why we are doing it. The cattle industry is
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not assisted by the publicity that is so negative during this period
of time, and we are trying very hard to work out a solution.

I would be glad to meet with you and tell you how we got to
where we are, and why I think it is a useful process.

Senator DASCHLE. I am out of time, and I would prefer to do that
at some point in the future, if we could meet and discuss this a
little bit further.

Ambassador HILLS. I would be pleased to.
Senator DASCHLE. Okay.
The CHAIRMAN. Thank you.
Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.

OPENING STATEMENT OF HON. BILL BRADLEY, A U.S. SENATOR
FROM NEW JERSEY

Senator BRADLEY. Ms. Hills, I would like for you to think with
me a little bit about the interrelationship between Third World
debt and trade.

If we look south to Mexico, we see a country that over the last
several years has made a dramatic change in economic policy.

In terms of their internal budget deficit, for example, they have
gone through the equivalent of three Gramm-Rudmans in terms of
reducing their internal budget deficit. In terms of opening up their
markets, they have petitioned to become a member of GATT, dra-
matically slashed their tariffs, a number of other steps. So now the
question they most frequently ask is, "How do we get credit at
GATT for a unilateral reduction of trade barriers?"

At the same time this occurred in thl1 Mexican economy, you
find U.S. wheat exports to Mexico dropped 80 to 90 percent. The
reason is simply that the Mexicans don't have enough money to
pay debt interest payments and principle payments and buy U.S.
exports. So, U.S. exporters have been hit very hard in this process,
as you well know.

So the issue in Mexico is clearly coming to a decision point.
There is a crisis that is imminent. The question is going to be con-
tinuing debt policies that we have followed or going to debt reduc-
tion that will allow the Mexican economy to fully invest and buy
U.S. exports.

Now, I have had this discussion with Clayton Yeutter a number
of times. He has always been very supportive of the interrelation-
ship, acknowledging it.

You are now in a new round of trade talks, and the question is:
Don't you think that some form of debt reduction would assist you
in getting developing-country agreements on services, on intellectu-
al property, on TRIMS? Can we afford as a nation to continue to
keep the debt issue on one track and the trade issue on another
track, when in the developing world, on the issues that are abso-
lutely essential to us, it is unlikely you are going to get the kind of
agreement that you would if you were able to bring the two issues
together?

Ambassador HILLS. I agree with you that they are, as some would
say, "opposite sides of the same coin." The United States suffers
more when the lesser-developed world is under financial difficulty
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than some of our other trading partners, because we sell dispropor-
tionately to them.

We have supported measures in the GATT that would give credit
to measures taken by countries such as Mexico; we speak in favor
of special treatment for the developing world on occasion.

Senator BRADLEY. In your own view, what is the interrelation-
ship between debt reduction and U.S. exports?

Ambassador HILLS. Well, I suspect you are asking almost a rhe-
torical question there. Obviously, if those countries saddled with a
huge amount of debt could magically discharge it, then our trade
might predictably, would be increased.

Senator BRADLEY. Our exports would be increased?
Ambassador HILLS. Yes. But it isn't as easy as that, and there is

no magic. We have complicated issues, that I know the Secretary of
Treasury is dealing with. The debt issue has all sorts of other rami-
fications. But the trade linkage is quite clear. We could not have a
good policy resolution without looking into other considerations
beyond our exports.

Senator BRADLEY. Well, let us say you are at the bargaining table
and you are dealing with Brazil or India or Mexico, or some other
developing country or group of developing countries, and you are
trying to get agreement on opening up their markets for services,
or intellectual property agreement.

Now, if you could put on the table some form of debt reduction,
wouldn't that enhance your position in a negotiation?

Ambassador HILLs. We need all of the leverage we can get.
Senator BRADLEY. Thank you very much.
The CHAIRMAN. Senator Roth?
Senator ROTH. Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, A U.S.
SENATOR FROM DELAWARE

Senator ROTH. Many people think probably the most important
economic development of the nineties is "EC-1992," and I think in
many ways that is accurate.

One of my concerns, of course like everyone else, is that that
doesn't turn out to be protectionist in nature-"Fortress Europe,"
as some would call it-and what steps we can take as an outsider
to help ensure that the EC adopts liberal trade policies.

I know that there is some kind of interagency committee that
acts here; but, because of the critical importance, I wonder if we
need some kind of a task force in Brussels along the same kind of
lines you have in the GATT negotiations to ensure that we keep
abreast of developments and have the opportunity to comment.

Currently I know we have an EC Ambassador, who I think is
working very hard in this area; so, what I say is not intended as
any criticism of his efforts. But I wonder what role you and your
office has, as well as the other agencies that have some voice in
trade matters, if you are on the spot and seeking the opportunity
to comment with the Europeans.

Ambassador HILLS. We have a great deal of interaction with the
Europeans, both in Brussels and particularly in Geneva, and we
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have our Ambassador in Brussels, so I think that that is probably
the best structure.

It is very important to remember that we have an interagency
task force, which is a very broad task force of the economic policy
council, at a Cabinet level, and it is analyzing and reflecting upon
these massive changes that are ongoing in the European Communi-
ty.

Keep in mind that, although some are very apprehensive, there
are some great benefits that come from that 'one market." Surely,
the aggregate of $4 trillion in gross domestic product and the 320
million consumers will offer us some tremendous commercial op-
portunities. So, we want to work with the European Community to
be able to participate in that.

And I do think that some of our negotiations during the Uruguay
Round have both assisted us to understand what they are doing
ard assisted them to understand why we are asking for some of the
measures that we are asking for.

We obtained some assistance, a "gentle wind," if you will, blow-
ing through the Uruguay negotiations, based upon their experience
with bringing their services together, and similarly so in dealing
with intellectual property.

So we are not as discouraged as some of the articles would sug-
gest.

Senator ROTH. Let me say I agree with you, than this is both an
opportunity and a challenge, and I think on balance an opportuni-
ty. So I agree with your analysis.

At the same time, I am concerned as to whether or not we have
adequate resources in Brussels, on the spot, following developments
there as they unfold.

I gather from some of the comments I have heard that there is
not as much transparency as would be desirable, say in the forma-
tion of the directives issued by the EC Commission, that there is
not as much transparency as we have here, for example, in the for-
mation of the standards.

So what I am suggesting is that I think it would be wise to look
and see whether or not we have the adequate resources. For exam-
ple, are the business and labor advisory committees able to com-
ment with respect to EC 1992 in the same way they can on GATT
negotiations?

Furthermore, I agree with you as to the interrelationship be-
tween EC 1992 and the Uruguay Round. How are we covering that
problem? I am just concerned, as these difficult decisions are being
made, and the most difficult ones are still ahead, that we have ade-
quate representation.

If I might make one further point, Mr. Chairman-and I see that
the light has already gone on-I was pleased before I got here that
Senator Rockefeller talked about trade adjustment, a matter which
of course I authored and am critically interested in. I think it is
most important that we succeed in negotiating the fee to support
this kind of assistance to those that are negatively impacted by
trade.

I would just like to point out that it seems to me that there
should be a very persuasive argument to the European Community
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countries, because they are going to have some very difficult har-
monization that is going to impact on their workers.

So I would urge that as the chief negotiator you try to sell them
on the idea that, rather than pushing out their trade limitations to
the EC border, they look at our trade adjustment program and fee
as a means of providing for adjustment by their workers.

My time is up.
The CHAIRMAN. Thank you very much, Senator.
Senator Heinz?
Senator HEINz. Thank you, Mr. Chairman.
Ambassador Hills, one of the questions I posed to you at the

outset was a philosophical question. I mentioned one practice that
effectively keep us out of many markets, practices that would
appear, as Senator Roth and others have indicated, to be growing
with the advent of EC-92, with such practices taking on increased
significance as world trade grows. The markets in Japan and the
EC as well as elsewhere are important, and Senator Bradley also
points out the importance of Third World markets. We are all
aware of the tremendous number of barriers-I know you are-
that exist.

The question I have got is really a philosophical one, which is:
Do you share the deep concern, which in my case I think at times
almost rises to the level of alarm, that if we are unsuccessful in
waging this war on many fronts and winning it, there is no way
this country can maintain the economies of scale, the investment
in research and development that is absolutely necessary for this
country having any meaningful technological base?

I made allusion to the FSX issue, which you are familiar with. I
alluded to high-definition television. As a case in point, there has
been a lot of discussion today about semiconductors. And all for a
very good reason-we are in danger of either not being players or
losing technology because, in the case of Senator Danforth's par-
ticular concern about the FSX, the Japanese will not buy a fighter,
an F-16, either improved or otherwise, and want the technology to
build their own.

So my question is: Do you share the concern or alarm that many
of us do that our economic future is really on line here, because
our technological base is in grave and permanent jeopardy?

Ambassador HILIS. The agenda on trade and the need for us to
open markets are enormous. These challenges are very significant
to our economic well-being, without a question. And that is why we
hL-ve placed the Uruguay Round as such a high priority.

If we can strengthen the GATT procedures and bring into the
GATT discipline, not only goods, but services, investment, intellec-
tual property, and agriculture, and have the community of nations
adhere to disciplines that provide for open markets, the world com-
munity will be much better off and so will the United States.

Senator HEINZ. I think in theory that is right, but goods have
been covered by GATT for a long time, and all of the instances I
referred to involved goods.

Ambassador HILLS. Tariffs have been dramatically brought down,
and the instances that you allude to were much greater earlier in
history. The job is there to be done, but we really must work at it,
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and we must understand as well that we are not without barriers
in our own markets.

Senator HEINZ. I don't think that is'the issue. I think the issue
is: Do we understand the urgency of the situation? I must tell you
honestly, you may; but I can't tell from your answer. You gave me
a very good, legalistic answer, but didn t give me a sense of your
assessment of wherd-we stand. And if we are on a slippery slope,
sliding down it, and that is your assessment, I would like to know.
If you think we are in great shape, I would like to know it.

Ambassador HILLS. We have an enormous challenge. We are very
concerned about these closed markets. We are alarmed.

Senator HEINZ. Okay. Good. This is not a trick question.
Ambassador HILLS. But the picture is quite complicated.
Senator HEINZ. That is an understatement.
One last quick question. I was informed today, going back to EC-

1992, that new rules of origin on semiconductors have issued, and
that now semiconductors, must be diffused in Europe to be Europe-
an. The implication of that is, of course, a 45-percent Euro-content
requirement, and that strikes me as just one more trade-distorting
performance barrier that 'las snuck upon us courtesy of EC-92 im-
plementation.

My question is, did we see it coming? Did our industry know
about it? And if not, why not?

Ambassador HILLS. I think our industry was worried about it.
Senator HEINZ. They say they didn't, ahead of time.
Ambassador HILLS. Well, some with whom I have spoken have

been worried about this type of action. Our concern is not so much
the rule of origin focusing on diffusion but how it is joined up with
its anticircumvention law. And, you know, we are focusing on that
issue.

Senator HEINZ. My time has expired. My question was not what
we are doing about it, the question is did everybody see it coming.
We could talk about it on some other occasion.

Ambassador HILLS. I would be delighted to talk to you about it.
Senator HEINZ. Thank you very much, Carla.
The CHAIRMAN. Well, I share the concern of the Senator on pro-

curement by the European Community. We may be able to adapt
to the semiconductor regulations that they are talking about. But
seeing it enacted there and seeing it then possibly used on other
articles, what is our strategy on it? What are you trying to do in
that regard?

Ambassador HILLS. With respect to rules of origin?
The CHAIRMAN. Yes.
Ambassador HILLS. We are trying to understand what the Euro-

pean Community is doing through regular consultation, and we
have sectoral consultations ongoing. We have our advisory groups
over in Europe doing business and consulting with us on the infor-
mation that they have. We are trying to be very much up front and
heads-up, knowing what is ongoing.

The CHAIRMAN. Thank you.
Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Ambassador Hills, I first want to associate myself with the re-

marks of Senator Dasshle with respect to beef hormones. You know
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as well as anyone the degree to which estrogen, for example, is con-
sumed in Europe in the consumption of heifers-at a much higher
rate, 500 to 600 times more than is a natural hormone implanta-
tion in steers. You know, therefore, that in large respect in Europe
this is really a smokescreen, because of the degree to which Euro-
peans already consume, naturally, estrogen, certainly in heifers.

I want to change to another subject, though.
I couldn't help but note your answer in response to Senator

Rockefeller's question as to whether you will uphold the law. You
said very graciously that, yes, you would uphold the law, and there
was a reaction in the room; there was a little bit of humor and tit-
tering, because obviously as the USTR you wili uphold the law.

I eon't want to let that pass over, though, without remarking
that in the past administration there were Cabinet level officers
who in fact would expressly say that if they disagreed with the law
they would not uphold the law, they would not enforce the law.
There is more than one who has made those statements in the past
administration's Cabinet.

So it is heartening for me to learn and hear and for you to say
that you will in fact uphold the law. So I want to ask you again:
Will you uphold the law?

Ambassador HILLS. Yes, Senator Baucus, I will uphold the law.
Senator BAUCUS. Thank you.
That leads me to an agreement we have with Japan, and that is

the beef/citrus agreement. I hope that you will, and I know that
you will, very vigorously exercise your oversight responsibilities to
make sure that that agreement is in fact lived up to on both sides
of the Pacific.

I see a nod.
Ambassador HILLS. Yes.
Senator BAUCUS. I would like now to turn to a third matter,

namely personnel in the USTR. I understand there is only one
person in the USTR's office, a top policy person, whose full-time re-
sponsibility is Japan; whereas, the State Department I think has
10, and many other agencies have many more. And I know that as
a member of the administration you will support the administra-
tion's budget.

But if the Congress were to add more personnel to the USTR's
office, particularly with respect to Japan, what would your prior-
ities be in how you would utilize that person?

Ambassador HILLS. Well, first of all we have more than one
person dealing with Japan.

Senator BAUCus. How many do you have?
Ambassador HILLS. We have the head of the Japanese section,

the Assistant USTR. We have also a deputy who speaks Japanese.
You must understand what the mission of our agency is. We are

not the State Department, and we are not the Commerce Depart-
ment, nor Treasury nor Agriculture. We are 150 people -ithin the
Executive Office of the President

Senator BAUCUS. I understand that. But if we were to give you
one or two additional people on Japan, how would you utilize those
people? What would they be doing? What would your priorities be?

Ambassador HILLS. With respect to Japan?
Senator BAuCuS. Correct.
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Ambassador HILLS. We could always find something for one or
two people to do, without a question, and the better they are, the
more we could find for them to do.

But you also must understand that our missions is to coordinate
a coherent administration trade policy, so that we do benefit from
tapping the resources from our colleague departments and having
interagency participation.

Indeed, I recall at my confirmation there was criticism in at least
one instance where there had been too little interagency consulta-
tion. Our interagency review groups are made up of people from all
of the agencies involved in the particular issue, and of course you,
the Congress, share responsibility on these tough issues. We want
to consult with you so you can help shape the direction of the
policy.

Senator BAUCUS. Before my time is up, one final point.
I sense your reluctance to get into, for want of a better expres-

sion, "targeting, managed trade," or what not. I worry that we
have been hung up on the connotations of words. "Managed trade"
conjures up all kind of images. "Open markets" conjures up other
kinds of images.

What we are after is results. What we want is in fact open trade;
we want in fact open markets. And because of distribution net-
works in Japan and other invisible barriers, it is very hard to use
the legalistic structure to get at them. That is why some of us be-
lieve targets are a help. It is another tool that can be utilized to get
at opening the Japanese market.

You are a lawyer. You are an excellent lawyer. But Japan basi-
cally rose to economic prominence with people other than lawyers,
and I think that we in America tend to be too hung up on the legal
process, because we are dealing with a culture that is not legalistic
like ours is.

So when we are looking for results, I think it is important for us,
to a great degree, to put aside American legal process. I say to a
degree, because, if we are going to get results, we are going to have
to understand that the way we get there is probably extra-legal; it
is not using the legal process.

Ambassador HILLS. Well, in spite of the fact that I said I would
uphold the law, I am not serving as a lawyer. And let me say with
respect to results: economic learning worldwide-it is not the Stan-
ford School or the Chicago School of Economics-teaches that the
world community will be better off with open trade. And that is
why our goal is for open trade. The fact that managed trade does
not produce the results is why we do not embrace that notion.

If there is a country, as I said to you earlier, that we cannot deal
with on an open-trade basis, then we may have to look for another
means. But that is what we are doing with our interagency review
group right now.

Senator BAucus. I don't want to get into the question of who has
the last word; all I want to say is that I hope when you use the
word "managed trade" you also think creatively of the positive
ways in which we can target or use mechanisms other than legal
processes. That is all I am saying.

Of course we don't want to close markets. Of course we don't
want the negative connotations and the negative aspects and at-
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tributes of "managed trade." But I hope we don't use those kinds of
words in order to shoot down a legitimate, good-faith attempt to try
to in fact open markets.

The CHAIRMAN. Thank you.
Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman.
As a result of recent negotiations American lawyers can practice

in Japan, but there were substantial restrictions put upon them.
One of these was that they could not represent American compa-
nies before the Japan Patent Office, those American companies
trying to get patents. I merely note this problem for these firms.

Second, I want to congratulate the President on taking you to
Canada with him. That shouldn't be surprising, but, in fact, it rep-
resents a major change from the last administration. I know that
the chairman of this committee has spoken to the President. I have
spoken to John Sununu about the importance of you accompanying
the President wherever bilateral or multilateral trade matters are
concerned or to the economic summits. The fact that you went to
Canada is important and, as I say, indicates a welcome change of
policy.

Steel VRA's are not exactly in the trade bill, so you will allow
me to diverge for this matter.

The famous letter from then candidate Bush and Senator Heinz
said, "One of the key trade policy goals of a Bush administration
will be to achieve an international consensus on eliminating these
practices and, pending that, I can assure you of my intention to
continue the voluntary restraint program after September 30,
1989."

Yesterday, before the Ways and Means Committee, you said that
a task force is being assembled to recommend how the administra-
tion should "flesh out its steel policy. Ms. Hills said that the ad-
ministration has not yet decided to agree to that"-"that" being
voluntary restraint. "She said that she will consult with both steel
producers and steel users who want the restraints to lapse October
1"-that is, those who would oppose the Voluntary Restraint
Agreements.

My question to you is: Do you reaffirm the President's assur-
ance-and I use that word "assurance" because it is his-that Vol-
untary Restraint Agreements will be continued?

Ambassador HILLs. I believe what he said was that his prefer-
ence was for an international consensus to rid the world of unfair
trade practices in steel.

Senator ROCKEFELLER. That is correct.
Ambassador HILLS. And if he were able to achieve that, that

would be his first choice. But pending that, he would extend the
VRA's. And we are looking at what sort of measures could provide
some content to the international cor-ensus.

Senator ROCKEFELLER. Ms. Hills, I don't know you well, but I do
know you well enough to know that you are not naive enough to
think that after decades of governments either owning or fully sub-
sidizing their steel industries, not only in Asia but also in Europe
you are going to achieve, prior to the middle of this summer, some
kind of an international understanding with respect to unfair trade
practices in steel.
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The President did indeed talk about achieving an international
consensus, but he also did indeed say "pending that," that he
would support a continuation of the Voluntary Restraint Agree-
ment.

I am simply asking you to reaffirm the assurance that the Presi-
dent gave to Senator Heinz.

Ambassador HILLS. That I can reaffirm.
Senator ROCKEFELLER. That pending that international agree-

ment, you will support a program of continued Voluntary Restraint
Agreements.

Ambassador HILLS. Yes. And I think, Senator, that we are all
benefited from looking at that policy. I have only been at USTR for
30 days, but there are some countries that have indicated that they
would like to drop out of the VRA arrangement. And simply not to
look at it, and not to reflect upon the needs of the industry, I think
would be deficient.

Now, the President has suggested that an international consen-
sus would be his first choice, and we are looking at what that truly
means. What we can do?

You are right, the time is very short. But that doesn't excuse our
not looking.

Senator ROCKEFELLER. I understand that. But, again, I under-
stood you also to say "Yes" on the pending matter. I mean, Japan's
import penetration, over the years, has been only 4 percent with
respect to steel. The European Economic Community averages
around 13 percent. These things are not going to get worked out.

The bill needs to be passed and signed by early summer if we are
to avoid forcing manufacturers in this country to go abroad to meet
their needs because of the lag time in terms of steel orders.

This bill must be passed and signed into law by the President-
at the latest, July.

Thank you, Mr, Chairman.
The CHAIRMAN. Thank you very much, Senator.
Ambassador Hills, I will be submitting questions to you that will

be put into the record by Senator Moynihan.
Ambassador HiLs. Surely.
[The questions can be found in the appendix.]
The CHAIRMAN. Senator Symms?
Senator SYMMs. Thank you very much, Mr. Chairman.

OPENING STATEMENT OF HON. STEVE SYMMS, A U.S. SENATOR
FROM IDAHO

Senator SYMMs. Ambassador, it is nice to have you here this
morning.

I just want to ask one general question and then two more specif-
ic questions.

With respect to the overall trade deficit, isn't it true that for the
last 30 or 40 years our foreign trade barriers against the United
States have been pretty much as they are today, and that our trade
deficit today is not necessarily related to more barriers overseas
but rather to macroeconomic demand aggregately, our demand
versus demand from other countries?
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In other words, aren't we actually more protected today than we
were 30 years ago? Isn't there more protectionism than there was
30 years ago?

Ambassador HiLLs. It is a different kind of protectionism. I think
that we have reduced tariff barriers quite significantly since the
1940's, but there are other barriers that have taken their place.

But you made an inquiry as to the significance of macroeconomic
factors, and there is no question that our trade deficit is far more
influenced by the macroeconomic factors than by our trade.

Senator SYMMS. Isn't the lack of demand coupled with low levels
of exports also responsible for our trade deficit?

Ambassador HiLLs. That, among other things, has surely affected
our trade deficit. The gap, frankly, between our savings rate and
our spending rate is what accounts for our trade deficit, because we
must borrow overseas, and the people lending us dollars must get
those dollars from selling us goods. So it is that gap that causes us
to have a $130 billion plus trade deficit.

Senator SYMMS. I become concerned when we place so much em-
phasis on the trade deficit. I keep telling a lot of my friends, "Just
wait until the business cycle rears its head again." Additionally, I
am concerned with what is happening with U.S. monetary policy. If
we continue to experience increased interest rates as well as a
slow-down in the economy, we will see the trade deficit come down
rather fast. This will be especially true if Americans lose their abil-
ity to buy at the same level of the past 5 or 6 years.

This brings me to a more specific question, and that is the long-
run outcome of the Super 301 process.

In order to understand the balance of trade, we have to under-
stand the context of capital markets and commercial markets. I
worry about who is going to make the Super 301 list. Consider a
nation like Taiwan. Taiwan has made a major effort to reduce
their trade barriers in the past few years. This nation, much like
Japan, has allowed increased access to their markets. Clearly, if
the United States penalizes increased liberalization of foreign coun-
tries, we will be sending a very negative response. At the same
time, there seems to be pressure on this side of the ocean to start
erecting new barriers. Do you believe we are going to end up pun-
ishing some of the nations which have instituted the greatest trade
reforms?

Ambassador HILLs. Well, I hope not. We will go through the
process that is required by the law of identifying those countries
that have trade barriers, and the practices that have the greatest
adverse impact upon our potential to export. That is what we are
required to do by law. We will get that report to you in a timely
fashion, and we will consult with you in the process of preparing
that report. So we will have your input.

Senator SYMMS. Good.
Ambassador HILLS. I can assure you we will seek your advice. I

welcome it, and I will welcome consultation on those countries that
we deem should be indicated as priority countries.

Senator SYMMS. Thank you very much. I appreciate your concern
there.

I want to ask one more specific question. I have written to you
about this, and you may or may not have had a chance to review



29

my letter, but a few weeks ago I learned of a development in the
European Parliament that would curtail the ability of U.S. fur ex-
prters to export to European markets due to a labeling question.
Specially, there is concern that "these furs have been trapped with
foot traps." This seems to me to be yet another beef issue that
could become a tremendous irritant to the United States.

Can you tell the committee what has been done so far? Or have
you had a chance to get on top of this issue yet?

Ambassador HILLS. Yes, I am aware of the issue, and I did men-
tion it as one of our bilateral areas of concern with the European
Delegation when it was here in mid-February.

It is a difficult problem. They have consumers, quite frankly,
riled up about the foot traps for animals, and they are looking at
it, and we have registered our concern.

Senator SYMMS. Good. Thank you very much.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Symms.
Ambassador Hills, we will also have some questions that will be

presented to you from Senator Riegle, which we would appreciate
your answering and putting in the record.

[The questions from Senator Riegle appear in the appendix.]
The CHAIRMAN. I am committed to handle the nomination of Dr.

Sullivan on the floor, and I will have to be leaving now. But I will
ask Senator Baucus to complete the hearings.

We are most appreciative of your participation.
Ambassador HILLS. Thank you, Mr. Chairman, and I will be

happy to answer any questions.
Senator BAUCUS. Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.
Ms. Hills, the trade deficit is a big political problem and a big

economic problem. As you look about how you reduce the trade def-
icit, there are some who say, "Well, the way you reduce is you cut
back on imports." There are others who point out that if you had
that solution, the result would be a serious downturn in the world
economy. Others say we have got to increase exports, and that the
key to increasing exports is a vibrant, healthy multilateral trading
system.

You would basically agree with the latter point of view, I
assume.

Ambassador HILLS. Yes. We would like to have a vibrant trading
system.

Senator BRADLEY. And that increasing exports are possible only
in a vibrant, healthy international trading system?

Ambassador HILLS. Yes. But let me say that, if you want a cure
for the trade deficit, you are going to have to enhance domestic
savings. And by that I mean both private and public sector savings.

Senator BRADLEY. Right, like reduce the budget deficit.
Ambassador HILLS. Yes.
Senator BRADLEY. Now, in your statement you talked about the

multilateral aspect of this, and you talked abut the bilateral aspect
of trying to more exports. You did not talk abut the regional
aspect.

My question is: Don't you think that, if a group of like-minded
countries, say in the Pacific, got together and actually saw that

98-845 0 - 89 - 3
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they agreed on a number of things in the new Round, that the very
fact that they were sitting around a table discussing these issues
and coming to some kind of unofficial view that they shared might
have a positive effect on Europe and on the new Round?

Ambassador HiLLS. Yes. And indeed, we have encouraged coun-
tries to sit and discuss their mutual economic challenges. I think
Secretary Shultz suggested that countries located in the Pacific
Rim, consult amongst themselves.

Senator BRADLEY. Do you see any need for that to continue or to
accelerate, that consultation process?

Ambassador HiLLs. I think consultation among bilateral part-
ners, amongst regional players, and multilaterally is extremely im-
portant. We should talk about opening trade.

Senator BRADLEY. The reason I raised it was that it was absent
in your statement, and I know that in your confirmation hearing
we had a discussion about it. I was just curious if this didn't repre-
sent a change in your view. Do you still believe that regional con-
sultations, particularly in the Pacific, would be enormously impor-
tant for successful resolution of the Round?

Ambassador HiLms. Talking could be helpful. I wouldn't limit the
consultation to any geographic area. We, as a nation, are going to
have to talk long and hard with all of the nations. I think that we
will all be better off if we can achieve a strengthened GATT. That
requires 96 nations to consult. And if we can get some agreement
out of that process and harness up mutual interests, even though
they may be trade-offs, we will be very much better off.

Senator BRADLEY. Granted. If you can get agreement among 96
nations, that is the optimum. But the question really is how do you
get agreement among 96 nations? And the idea of seven or eight or
nine Pacific countries essentially seeing common interests in cer-
tain issues-I mean, for example, if everybody in the Pacific could
agree on agriculture-if-wouldn't that be very powerful leverage
in the negotiations?

Ambassador HILLS. Certainly, if those nations agreed to reduce
trade-distorting barriers, that would be quite helpful. And in fact
we have that. We have the Cairns group, which is not the Pacific
Rim but is a group of countries that regularly consult and meet
and have a strategy, and that is helpful.

Senator BRADLEY. But the Cairns group doesn't include a number
of Pacific countries.

Ambassador HiLs. No. No, I didn't suggest that it was the Pacif-
ic Rim. It is a group, though, that is meeting and consulting as a
group rather than acting individually.

Senator BRADLEY. But given the prospect of Europe-92, such a
Pacific discussion could very well serve a positive function in the
new Round, I believe. Don't you?

Ambassador HILLs. I do. I would encourage consultation, and as I
said, not discourage any of it. And it is particularly helpful when
we can engage in consultations and can draw support for positions
that we think take the high road.

Senator BRADLEY. Do you have any plans to sit down with some
of the Pacific trade ministers as a group?
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Ambassador Hius. I don't think I have a calendared event, but I
am advised that I will be meeting with a large number of ministers
from every part of the world, probably within the next 6 months.

Senator BRADLEY. Well, I would encourage you to have a little
side breakfast with the Pacific group. That, in and of itself, I think
would be helpful.

Ambassador HILL. Thank you.
Senator BAucus. Ambassador Hills, I would just like to do what I

can to move us along toward certainly not closure but at least
more definite substantial progress in dealing with the trade deficit
with Japan.

You mentioned you set up a task force, and interagency task
force of some kind. I would like to know, first, when do you expect
that task force to conclude its recommendations, and when will we
know what you have in mind?

Ambassador HiLmS. Well, I will consult with you. I hope to have
some idea of, at the lower level, what their recommendation is. I
am hoping to get a Cabinet decision on this which will take longer
because we will go through, first, the staff group, and then the
review group, but in the short term, in the relatively short term,
within 90 days.

Senator BAUCUS. So at the end of 90 days, what do you expect
that we will have?

Ambassador HILLS. I think, at the very least, a clearer view of
how to approach some of the more complicated problems with
Japan.

Senator BAUCUS. What is the heart of the problem of the trade
deficit with Japan, in your mind? To what degree is it the ex-
change rate? To what degree is it import barriers? To what degree
is it the budget deficit? You know, there has been a lot of talk. I
think it would be helpful for us to know how you see it.

Ambassador HiLus. Are you asking what is the principle cause of
the trade deficit?

Senator BAUCUS. Yes, and then, therefore, what are the principle
remedies?

Ambassador HiLLs. The principle cause of the trade deficit, the
bilateral trade deficit, is that we save too little and they save too
much. That is the principle cause.

The problem that has been troubling you this morning, and some
of your colleagues, is a different problem, and that is the vibrancy
of our trading, the capacity to export freely, get into markets. The
microefficiency of our trading overseas has an impact upon the
trade deficit, but it is by no means the overwhelming cause.

Now, we want to correct the trade deficit, because that disloca-
tion has adverse implications over time. We also want to have a
free, open trading capacity, where our farmers and our merchants
can sell abroad and enter markets and be competitive.

So we really have two purposes here.
Senator BAUCUS. What about the statement I read earlier of the

Institute of International Economics, and I think Brookings, saying
that Japan imports about 40 percent lower than it should for a de-
veloped country? Doesn't that indicate to you that a very large part
of the problem is some form of import barriers, even if it is invisi-
ble barriers in Japan?
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Ambassador HILLs. There are barriers to the markets in Japan.
Whether they are import barriers in the narrow sense, or whether
they are restrictions on permitting the distribution of foreign
goods, there are barriers to open trade in Japan, and we know it.

Senator BAUCUS. It sounds like they are significant.
Ambassador HILLS. Yes.
Senator BAUCUS. Don't you think?
Ambassador HILLS. I believe they are significant.
Senator BAUCUS. I have suggested a macroeconomic agreement

with Japan that sets targets on deficit reduction, targets on per-
haps a U.S. budget deficit reduction, targets of an increase in Japa-
nese consumption rates, a mutually-negotiated agreement that sets
these provisions out, in large part so that we Americans can in-
crease our savings, and so that Japan, in one sense, can decrease
its savings rate.

I think that an agreement with Japan, a negotiated agreement
with Japan, along these lines would help us reduce our public dis-
savings, and it could also help us increase our private savings.

It seems to me, at one level, that we need a little push from the
outside to do what we know we should be doing-saving more-just
as Japan needs a little push from the outside to know what it
knows it should be doing: increasing its consumption rate, decreas-
ing its savings rate, increasing its expenditures on infrastructure,
for example, or ODA, or Third World Debt Assistance. It needs a
little outside pressure to help do that.

I also think that a mutually-negotiated agreement with Japan
along the lines I am talking about will further help us set our pri-
orities.

We Americans can't be all things to all people, including our-
selves, at all times. It is an impossibility. We have to set some pri-
orities, just as you in your office, I in mine, each of us in our lives,
our individual personal lives, has to set some priorities.

I think it is important for us Americans to begin to address pri-
orities a little more. I am not talking about the ugly connotations
of "managed trade." I am only talking about setting priorities. If
we in good faith and Japan in good faith enter into negotiations,
mutually agree to negotiations, trying to set some targets of some
kind to allow those countries to reach those targets in the ways
that each country wants, but set some targets, that will help both
sides set priorities-certainly we need to set priorities more than
does Japan-and it also would help us do what we know we should
be doing, because the other will be helping us do it.

I would like you to think very strongly about that, because I
have given a lot of thought to this, frankly. I think that if we move
along these lines it will help us open markets, it will help us to
have freer trade, it will help us to reduce the trede deficit, and is
the best way to do it.

Ambassador HILLS. I appreciate your thoughts, and we will be
happy to consult with you as we are developing the strategy.

Senator BAUCUs. Thank you.
The hearing is concluded.
[Whereupon, at 12:02 p.m., the hearing was concluded.]
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ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR LLOYD BENTSEN

This is the first in a series of hearings we plan to have to monitor implementation
of the Trade Act of 1988.

We will be scheduling these hearings well in advance. Quite frankly, our purpose
is to make sure that the Administration is aware that their actions on trade will be
scrutinized.

The Ways and Means Committee and other Committees of the Congress have also
scheduled oversight hearings. The Members of this Committee and other Commit-
tees invested an incredible amount of time and effort in the enactment of the Trade
Act. I for one do not want to see that time and effort wasted by a failure of imple-
mentation.

I want to point out to Members of this Committee that a number of other coun-
tries are out to kill this bill before Ambassador Hills even has a chance to employ
it. Countries that as a matter of policy allow the theft of intellectual property; that
run protectionist trade regimes; that are fighting to keep services and investment
out of the multilateral trade negotiations-are trying to label this bill as "unilatera-
list."

Now, I know of no one associated with the enactment of this bill in this Commit-
tee, or the rest of the Senate or the House, or the business community, or organized
labor, or the Reagan Administration who wants to use this new law to steal foreign
patents, to close the American market, or to make the General Agreement on Tar-
iffs and Trade (GAIT) any weaker than it already is. You know, the GATT only
applies to about seven percent of world trade as it stands today.

This Committee wants our new law to be used to improve intellectual property
protection; to open up world trade; to expand the role of the GAIT; and to expand
world trade.

Quite frankly, I am surprised that our trading partners are trying to destroy this
bill. I would have thought they would want the President to be authorized to negoti-
ate the expansion of the GATT; I would have thought they have as much at stake as
we have in protecting intellectual property and improving agricultural trading
rules, in protecting the basic rights of workers and in preventing currency manipu-
lation.

The United States should be willing to stand up for these principles. They serve
the interests of all countries. But they also serve vital national interests of this
country. And I think our Government should stand up for our vital national inter-
ests around the world.

Now, we have moved with these oversight hearings very early. There is a reason
for that.

This trade problem is probably the sirgle most important problem facing the
United States today. And if there is one thing we ought to have learned in the last
eight years, it is that there is no silver bullet, no panacea, for the trade problem; it"9 complicated, and we need to move forward on many fronts.

As a result, the Trade Act places many requirements on the Administration, each
of them relating to different aspects of this complicated problem, the trade deficit.

Today, March 1, is the deadline for Administration reports on the operation of the
trade agreements program, the national trade policy agenda, and the projection of
trade data. Several deadlines fell last fall, and several more came due earlier this
year. Some of these deadlines have not been met.

(33)
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In some cases, quite frankly, I think a delay of a few days has produced a better
document, or focused a little more thought on the problem, such as delay in re-
quired responses on the problem of developing country debt.

But when I hear objections raised to the idea of deadlines, I recall how many
years went by without a trade policy. I recall how long the Members of this Commit-
tee worked on the Trade Act.

Deadlines and lists can produce results, especially if they are used with a sense of
purpose. Congress cannot administer the Trade Act, and we cannot negotiate with
foreign Governments. But we can insist that the spirit and the letter of the law be
carried out, and we must be consulted on the direction of our trade policy.

Deadlines give us, as well as the Administration, the tools for formulating and
carrying out a trade policy.

I recognize that the Trade Act does not give Ambassador Hills much time; she has
only been confirmed four weeks.

However, I have very little natience with complaints that there is not enough
time to act on these matters. The Trade Act has been the law of the land for more
than six months; most of the important provisions of the Trade Act have been well
known for a year or more.

The trade deficit is once again on the increase. Each month we fail to set forth a
trade policy is one more month in which we incur an increasing debt. That debt is
like a tax on our future.

So what we want to do today is look at the implementation of the Act so far, and
to ask some questions about how it will be implemented in the next few months.

Now, Ambassador Hills has been forthcoming with the Committee on these mat-
ters. We had a frank exchange of views in private with her last week. I know from
my conversations with her that she wants to make this law work and expand the
world trading system. We want to be helpful in that regard.

Ambassador Hills, we appreciate very much your willingness to be with us today.

PREPARED STATEMENT OF CARLA ANDERSON HitiS
Mr. Chairman and Members of the Committee, it is a pleasure to appear before

you today to discuss implementation of the Omnibus Trade and Competitiveness Act
of 1988. My testimony today places particular emphasis on our national trade policy
agenda for the coming year, which the 1988 Act requires the President to submit to
the Congress by March 1. In preparing this agenda, we sought the advice of the Con-
gress, the other executive agencies, and our private sector advisory committees. We
will need a cooperative effort among Congress, the Administration and the private
sector in developing and implementing a national agenda that promotes the welfare
of the American people and our own competitiveness.

There is no question we face huge challenges in our trade policy. The global trade
deficit, while down from its record highs, remains too high. The multilateral trading
system is woefully in need of modernization: key areas of economic activity are cov-
ered inadequately or not at all. Too many countries maintain closed markets.

Our trade policy by itself can't solve all these problems. Much of the deficit stems
from macro-economic factors. Knocking down foreign trade barriers will give us
export opportunities, but we have to ensure that our products and services are com-
petitive in order to capitalize on these opportunities. This will require us to manage
our education, technology, defense, fiscal and monetary policies in a way that rein-
forces positively our trade policy.

This Administration recognizes, however, that effective and careful implementa-
tion of the new trade act is an essential component of our agenda to build a better
America. The trade act seeks to promote important objectives: strengthening inter-
national trade rules through a broad grant of trade negotiating authority; promot-
ing market access for competitive industries through the use of new procedures and
new remedies; integrating trade policies with broader economic policy initiatives in
order to facilitate positive adjustment by U.S. industries; and better policy coordina-
tion throughout the government in order to assure maximum attention to America's
trade objectives in this new era of global competition.

Our trade policy agenda speaks to these objectives. But setting forth our objec-
tives is only the first step. In order to bring them to fruition we must make creative
use of the range of tools provided in the omnibus trade law, and we must use all of
the rights and opportunities that accrue to us under international agreements to
which the United States is a party. Our strategic goal is to-open markets, not close
them; to create an ever-expanding international trading system based on equitable
and enforceable rules.
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Let me focus briefly on two key elements involved in implementing the Trade
Act: effective negotiation of multilateral trade agreements; and vigorous use of Sec-
tion 301 and related provisions to expand market access bilaterally.

MULTILATERAL TRADE AGREEMENTS-THE URUGUAY ROUND

The Uruguay Round is clearly a top priority on our trade agenda this year. The
Administration's general objectives in these negotiations are drawn from the 1988
Act, and are familiar to this Committee. They include:-to achieve multilateral agricultural policy reform

-to expand and strengthen the GATT by adding disciplines on new issues such as
intellectual property, trade-related investment, and services, which are so impor-
tant to our economy;

-to reduce foreign barriers to U.S. exports of goods and services; and,
-to strengthen and reinforce the credibility of the trading system by addressing

the growing problems of integrating developing countries into the trading
system, subsidies, and improving the rules on safeguards, or import relief from
fairly traded goods.

I intend to push our objectives vigorously in the face of what I expect will be some
tough bargaining from other countries.

Much groundwork to begin substantive negotiations has been done. Last Decem-
ber's ministerial meeting at Montreal resulted in agreements on how to proceed in
11 of the 15 Uruguay Round negotiating groups. Those agreements met most of our
objectives for the areas addressed. In particular, we made important progress on:

* Services. The Mid-term Review results will accelerate the negotiation of a multi-
lateral agreement on trade in services. This breaks a procedural logjam on how to
begin negotiating sectoral coverage of a framework agreement. Key issues for nego-
tiation are identified, including national treatment, transparency, non discrimina-
tion/MFN, and market access, including establishment. 1989 will be a pivotal year
for services negotiations-work will intensify in order to reach agreement on a first
draft of an agreement by the end of the year.

e Institutional machinery. The functioning of the GA'T was strengthened by
some procedural improvements in the dispute settlement mechanism and by agree-
ing to enhanced surveillance of trade policies of all contracting parties. A first step
was taken toward better cooperation between the GATT and international financial
institutions-by calling for a report on the subject prior to the conclusion of the ne-
gotiations.

e Market access. We agreed to a negotiating framework that enables us to negoti-
ate market access using a request/offer method. This will afford a more integrated
approach, to assure that once a tariff is reduced, a non-tariff barrier does not hinder
our exports.

Our immediate task, however, is to resolve the negotiating frameworks left open
at Montreal: agriculture, intellectual property, safeguards and textiles. In Montreal,
it was agreed these issues should be resolved by April 5, when the Trade Negotia-
tions Committee that supervises the negotiations will meet again in Geno va. Let me
just outline the basic issues.

* The United States sought and seeks agreement in agriculture on a negotiating
framework that will lead to fundamental reform-by dismantling trade-distorting
subsidies and protection.

* Because others in Montreal, particularly the EC, were not yet prepared to
accept a framework that would lead us in this direction, and because we were un-
willing to accept less, we agreed to give ourselves another few months to reach
agreement.

9 The United States, along with a number of supporters, fought for a negotiating
framework for a comprehensive GAT agreement on trade-related intellectual proper-
ty. We rejected suggestions that we settle for fuzzy, ambiguous solutions that would
only serve to confuse these already complex negotiations.

9 An ever increasing number of other countries share our goal of an intellectual
property agreement that will include obligations on substantive standards; will in-
clude obligations on enforcement-internally and at the border; will include provi-
sions on national treatment and transparency, appropriately revised for intellectual
property; and will include dispute settlement provisions.

* The other two outstanding issues from Montreal are not easy subjects: textiles
and safeguards. Our target for April is to agree on the framework for the negotia-
tions in the remainder of the Uruguay Round. While I expect the post-April negotia-
tions to be arduous and challenging, I believe we will be able to agree to a negotiat-
ing framework in these two areas that doesn't prejudge the issues and the negotia-
tions in the next 18 months.
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The frameworks agreed to in Montreal are "on hold" pending agreement on the
four non-agreed areas. While there have been no "formal" meetings of the negotiat-
ing groups in Geneva, all delegations agreed to abide by the deadlines in those Mon-
treal frameworks. This is based on the assumption that we will resolve the differ-
ences in the four outstanding issues.

In addition, GATT Director General Dunkel has been working in Geneva with del-
egations to break the impasse in these four remaining areas. The process since Mon-
treal in Geneva has moved forward in a constructive atmosphere but it is too early
to assess the results. Obviously, a key difficulty is the continuing difference between
'.he United States and the EC on agriculture.

When Secretary Yeutter and I met with our counterparts from the EC two weeks
ago, we talked about agriculture and the Uruguay Round. The discussion was
useful-but we still have not been able to agree on the direction and destination of
long-term multilateral reform in agriculture. We did agree that the stakes are too
high and the Uruguay Round too important to let the Uruguay Round languish.
Secretary Yeutter and I will travel to Brussels to resume these discussions on
March 10 with our EC counterparts.

In the meantime, there will continue to be preparatory working level meetings.
By the end of March 1 will have met or talked with most of the key players in the
agriculture talks. I am not prepared to sacrifice fundamental substantive interests
for the sake of allowing the Round to proceed. However, I believe there is so much
determination by almost all countries to succeed that we will find a solution to the
outstanding issues that will enable the round to go forward without having to give
up on our fundamental objectives.

Domestically, we are meeting with our advisors to develop and refine our posi-
tions, and review proposals from other countries. Meetings are ongoing at all levels
within the Executive Branch. My staff has been consulting regularly with Congres-
sional staff so that all of us will be ready to hit the ground running in the negotia-
tions once April is behind us.

BILATERAL INITIATIVES

This Administration is committed to lowering barriers to the export of U.S. goods
and services. Beyond our multilateral efforts in the Uruguay Round we will pursue
vigorously and responsibly the elimination of barriers by our trading partners
through bilateral consultations and negotiations. These efforts will include negotia-
tion of bilateral agreements to remove formal and informal barriers to the export of
U.S. goods and services in key overseas markets. I would like to highlight for the
Committee three of our most important bilateral concerns for the coming year: the
implementation of our recent free trade agreements, EC 1992, and Japan.
-Free-trade agreements. We will continue to implement effectively our free trade

agreements with Canada and Israel, which reflect the special economic, trade and
other relationships that the United States enjoys with those two countries.

Last month I accompanied President Bush to Ottawa where I had a good discus-
sion with Minister Crosbie of the major issues on our bilateral agenda with
Canada. Clearly, implementation of the Free Trade Agreement is our first priority
with Canada. Minister Crosbie and I agreed to have the first meeting of the Trade
Commission, which we head, on March 13. While we have a number of start-up
issues to resolve in implementing this new Agreement, I believe we're off to a
good start.

In addition to substantially liberalizing trade between the United States and
Canada, the Free-Trade Agreement with Canada creates an important new insti-
tutional framework for resolution of disputes and for further negotiations on re-
maining bilateral trade issues. We intend to utilize these avenues opened by the
FTA, in close consultation with the Congress and the private sector.

As for the U.S./Israel agreement, while we have had a series of implementation
problems since 1985, we have been able to negotiate a satisfactory resolution to
most of them. We will continue to work to ensure that this agreement is success-
fully implemented.

-European Community- 19,92. Another priority issue we're pursuing on the bilater-
al front is the "EC 1992" initiative. The European Community's push to complete
the EC internal market by 1992 offers the prospect of significant new commercial
opportunities for U.S. business in the Community if implemented in a non-dis-
criminatory way.

However, in a number of areas, proposals to foster European integration could
potentially prejudice legitimate American economic interests in the EC. To guard
against these possible negative consequences, we will monitor closely initiatives in
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the Community and develop effective policy responses to those EC measures
which unfairly discriminate against U.S. exporters or investors. In this exercise,
the U.S. Government will have at its disposal the full range-of U.S. trade policy
instruments.

-Japan. The enormous bilateral deficit in our trade with Japan is clearly a cause for
concern. The Reagan Administration made progress in securing agreements with
Japan to reduce formal trade barriers, but clearly much more is needed. I don't
have easy answers, but I do believe the time is past for papered-over solutions
that somehow never produce results. Last month I received an important report
from the Japan Task Force of our private sector Advisory Committee for Trade
Policy and Negotiations. The report provides an economic analysis of our trading
relationship with Japan, and makes recommendations for improving that relation-
ship. This report, which we are reviewing very carefully, comes at an important
time when we are assessing our trade policy with all of our major trading part-
ners in light of the 1988 Trade Act. I have requested the Trade Policy Review
Group to review our trade policy with respect to Japan, based on this report and
on consultations with our advisors regarding our other trading partners in the Pa-
cific.

IMPLEMENTATION OF SECTION 301 AND RELATED PROVISIONS

Let me now focus on a matter that I know is of great interest to this Committee-
the new market access provisions of the '88 Act. I will be consulting with you as we
develop our priorities for negotiations in the "Super 301" process, and the special
301 exercise for protection of intellectual property rights. We also will continue to
pursue vigorously those investigations on our current 301 agenda-both self-initiat-
ed and resulting from petitions from private parties.

* "Super 301." I view the Super 301 process as an excellent opportunity for us to
determine where to concentrate our efforts over the next two years, and where to
use section 301 in as effective a manner as possible. We are currently quantifying
the benefits of eliminating various foreign trade barriers in order to select prior-
ities; our focus will be on areas where we have the greatest export potential.

The quantification process is not an easy one, but we've marshalled the expertise
of other agencies, and our private sector advisors, to accomplish this task. The inter-
agency Section 301 Committee is beginning the necessary analysis of these trade
barriers, and we will consult closely with you as we approach the task of preparing
a final priorities list in May

e "Special 301." I strongly support the high priority the Congress, the Reagan Ad-
ministration, and the private sector attached to improving intellectual property pro-
tection. Self-iritiated section 301 cases can be an effective means of gaining im-
proved protection and enforcement of intellectual property rights. Section 301
cannot be our only tool, however, and we will continue to pursue on parallel tracks
our bilateral efforts and -multilateral negotiations in the Uruguay Round.

a Telecommunications. We will also be pursuing market opening initiatives in
telecommunications, as required by the new law. I recently submitted a report to
you on this subject, and we will need to consult further with you as the negotiations
unfold. I intend to pursue these negotiations vigorously. It is my belief that proper
use of the authority granted to us in this area can result in more equitable access
for U.S. exporters of telecommunications products.

* Regular 301 Agenda. At present we have a dozen active 301 cases on the
agenda. In some cases, we are still pursuing GATT dispute settlement; in others we
are engaged in bilateral consultations; and in some we are continuing to monitor
the results of a settlement agreement or of responsive action taken under section
301. In all these cases, it is my intention to use the leverage of section 301 to bring
down foreign unfair practices. I would be happy to respond to your questions about
particular cases. I have provided you with an updated Table of Cases that reflects
their current status, and soon I will be submitting the semiannual section 301
report covering the second half of 1988.

COORDINATING THE VARIOUS ELEMENTS OF OUR AGENDA

In these remarks and in our written report, I have discussed under separate head-
ings a number of issues. It is appropriate to add here a few comments on the need
to coordinate our policies and actions to reinforce one another to the maximum
extent possible. For example, the tools provided in section 301 can and should pro-
vide important leverage in pursuing our Uruguay Round objectives. Our goal in the
Uruguay Round is not agreements for their own sake, but rather to open foreign
markets and to enhance economic benefits for the United States.
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Policy coordination will not always be easy; there will be tough choices. The broad
choice, in the terms used at my confirmation hearing, is when to use the crowbar
and when the handshake. We cannot fall into the trap of suspending all actions
against unfair trade practices on the ground that such actions "spoil the atmos-
phere" for the Uruguay Round. On the other hand, we won't achieve our objective
of opening markets just by bludgeoning other countries with our own market-closing
actions.

We have to accept that there will frequently be trade-offs in the choices we make.
That means our decision-making process should include careful weighing of the op-
tions and consideration of the advice we get from Congress and the private sector.
But we cannot shrink from decisions because they entail some costs.

A concrete example is the recent dispute concerning Brazil's refusal to provide
patent protection for pharmaceuticals and fine chemicals. After years of trying to
resolve this issue bilaterally, we concluded that we would have to take counter-
measures under section 301. The question then arose what action to take. After
careful consideration, we determined that action in the area of intellectual property
simply would not afford effective leverage with respect to Brazil. We decided that
the most effective step would involve restrictions on merchandise imports from
Brazil.

Now Brazil has challenged our retaliatory actions in the GATT, contending they
are inconsistent with U.S. obligations under the GAIT. We have responded that
Brazil's charges against us ignore the fundamental problem in the case: lack of
patent protection by Brazil for the pharmaceutical and chemical sector, and the ab-
sence of effective international rules, and an international dispute settlement mech-
anism, to protect against such unfair trade practices. We have also indicated that
we cannot nor do we intend to terminate retaliation without provision by Brazil of
product patent protection for pharmaceuticals and fine chemicals. Finally, we have
told Brazil and other GATT contracting parties, many of whom are sympathetic
with Brazil's position, that there should be no illusion that a GATT panel can help
resolve this matter simply by examining Brazil's contentions under existing GATT
rules in this case. We have put the world on notice in this case that we will not rule
out trade-restrictive measures that may be necessary to respond to the theft of U.S.
intellectual property.

I strongly believe we have taken the right course in this case. Would we have pre-
ferred to have no GATT confrontation? Of course. Our first preference is elimina-
tion of unfair practices by agreement. Where that is not possible, I think we should
try to find leverage that is effective and does not embroil us in GATT disputes. But
if no other effective recourse is feasible, we have to be ready to act in defense of
principle, and to stand by our actions in the face of flagrantly unfair actions, even if
our own actions draw fire in the GATT.

CONCLUSION

A national trade policy agenda cannot be developed in isolation from global devel-
opments in the international trading system. Our agenda for the coming year is
likely to influence-and be influenced by-macroeconomic policies, international co-
operation, and the growing interdependence in international trade.

While the Administration's objectives have been determined through collabora-
tion with the Congress and private sector, achievement of those objectives will re-
quire cooperation as well from our trading partners. Although we have a basis for
such cooperation, maintaining such cooperation will require creative use of the legal
tools provided us under U.S. trade law.



PAGE 1Office of the United States Trode Eepresentative
Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Gutesala Cargo Preference (301-1)

Canada Egg Quote (301-2)

EC Suppe e tary Levies on Egg
Iw-srts (30-s3)

SC Minimum Import Price £
Lieons/Surety Deposit Systems on
Canned Fruits, Juices end
Vegetables (301-4)

SC Subsidies of malt sportss
(301.5)

Complaint

Oelta Steamship Line, Inc. filed a
petition on July 1, 1975, alleging
that GuatemaLa's requirement
wmndating certain cargo to
Guateelta or associated line
carriers constituted a
discriminatory shipping practice
(40 Ft 29134).

United Egg Producers and American
Fare Sureau Federation fIled
petitions on Juty I? and 21, 1975,
illeglno that a Canadian quote cn
the Importation of US eggs
constituted en unfair trade
practice (40 FR 33749).

Seymour Foods, Inc. filed a
petition on Aug. 7, 1975, aLleging
that changes in the EC'S
suppt"ntary levtes on imports of
egg albumin Iepsirad the ability of
US exporters to contract for sales
In the IC (40 Pt 34649).

The Cetiontl Canners Association
filed a petition on Sept. 22, 1975,
alleging that the ICes minimum
import prices and an Import
licensalsurety deposit system with
reapoct to canned fruits, Juices
and vegetables constituted an
unfair trade practice (40 11
44635).

Great Vastarn Halting Company filed
a petition on woy. 13, 1975,
alleging SC subsidies on meLt to
third countries (40 Ft 54311).

Disposition or Present Status

STR completed public hearings on Sept.
26, 1975. Following bilateral

- nagotlations between petitioner and
National Shipping Line of Guatemala,
petitioner withdrew the petition. STR
terminated the Investigation on June 29,
1976 (41 ft 26758).

As 4 result of bilaterat negotiations,
Canada approxlmetely doubled Its quota
for Ieprte of US eggs. SIR terminated
the Investigation on March 14, 1976 (41
fi 9430).

Following Informal consultations,
supplementary levies were replaced with
Increased Import charges. however, since
US sports of egg albumin steadily
increased, the Section 301 Committee
determined that no further action was
necessary. STR terminated the
Investigation on July 21, 1980 (45 IC
48758).

STE initiated an Investigation and held
public hearings on Nov. 17, 1975.
Consultations under GAIT Art. NXli11(c)
were held March 29. 1976. A GATT penel
was appointed under Art. XXII:2. As a
result of the panels report, the cc
discontinued use of minimum Import price
mechanism. Itl terminated the
Investigation on Jan. 5, 1979 (44 FA
1504).

In 1976, the EC reduced the subsidy. ST
terminated the Investigation on the
advice of the Section 301 Committee and
with potitIoner's agreement on June 19,
1980 (F5 41558).

USTI COMPUTER GROUP

OATS 2/27,89
Tint 18:31 12
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Section 301 tbia of Cases

February 27, 1989

Country and Prcduct Concerned

IC Export Subsidies on Wheat Flour
(301"6)

tC Variable Lovy on Sugar Added to
Conned Fruits and Juices (301"7)

C Livestock Feel Mixing
Requirement (301 8)

sepubtlc of China triffs on Major
Nome Appliances (301-Y)

Complaint

Millers' National Federation filed
a petition on Dec. 1, 1975,
alleging violation by the CC of
GATT Art. tVi:3 In using export
subsidies to gain more then an
equitable share of world export
trade In wheat flour (40 FA 57249).

The National Canners Association
filed a petition on March 30, 1976,
alleging that sudden changes in the
variable Levy assessed on sugars
added to canned fruits and juices
by the CC constitute unjustifiable
and unreasonable import
restrictions and impair the value
of GATT-bound tariff rates to the
US (41 to 15384).

Ihe Sational Soybean Processors
Association end the American
Soybean Association filed a
petition on March 30, 1976,
alleging that the IC's requirement
that livestock feed be mieed with
domestic nonfat milk constituted en
unfair trade practice since it
displaced other protein Sources
such te soybeans and cake Ilported
primarily from the US (41 F
15384).

Charles C. Rehfeldt, Executive
Vice-President of Lai Fu Trading
Co., Ltd., filed a petition on
March 15, 1976, alleging unfair
trade practices by the Republic of
China, in the fore of confiscstory
tariff Levels on sports of major
home appliances (41 t5 1S452).

USTI COMPUTES GROUP

Disposition or Present Status

STI initiated an Investigation on Dec. 8,
1975. Consultations under GAIT Art.
XXII:i ware held in 1977 and 1980, and
technical discussions followed In 1981.
On Aug. 1, 1980, the President directed
USTI to pursue dispute settlement (45 F5
51169). The Subsidies Coda dispute
settlement process was Initiated on Sept.
29, 1981. the Subsidies Code panel
(established on Jan. 22, 1982) Issued its
conclusions on Feb. 24, 1963. The Code
Committee considered the panel report on
April 22, Msy 19, June 10, and Nov. 17,
1983, The issues raised by the panel
report are the subject of Uruguay Round
negotiations.

following consultations during the MTN,
the parties reached en agreement on July
11, 1979, which changed the variable levy
to a fixed 2% Levy on sugar added. USTA
terminated the Investigation with the
advice of the Section 301 Comittee and
petitioner's agreement on June 18, 1980
(45 to 41254).

STE Initiated en investigation, and held
a public hearing on June 22, 1976. The
GAT! panel appointed under Art. Xll:2
met in February and March 1977, In the
interim, the CC terminated Its system.
51 terminated the Investigation on Jan
5, 1979 (44 Fi 1504).

S11 held public hearings on may 18, 1976.
ihe Republic of ChIra reduced subject
duties. STE terminated the investigation
on oc. 1, 1977 (42 It 61103).

DATE 2/27/89
TIMC 18:31:13
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Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

IC and Japan Diversion of Steel to
us (301.10)

Complaint

The AmerIcan Iron and Steel
Institute filed a petition on Oct.
6, 1976, alleging that the SC and
Japan hed engaged In an unfair
trade practice by agreeing to
divert significant quantlties of
Japanese steel exports to the US
(41 It 45628).

USIR COPUTER GROUP

Diepoaltlon or Present Status

ITR hold public hearings on oec. 9, 1976.
STR terminated the investigatlon on Jan.
30, 1973, on the around that there was
not sufficient justification to the claim
that the IC.Japn agreement created an
unfelr burden on the US (43 F 396Z).

DATE. ?/2?/89
Time 16:31:14
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February 27, 1989

Country and Product Concerned

EC Citrus tariff Preferences for
Certain Nediterranean Countries
(301.11)

Complaint

Florida Citrus Commislon at at.
filed petitions on Sow. 12, i976,
alleging that the EC's preferential
tariffs on orange end grapefrult
juices and fresh citrus fruits from
certain iediter" renean countries
hese an adverse effect on US citrus
exports to the EC (41 FA 52567).

Disposition or Present Statue

STE Initiated an Investigation on Nov.
30, 1976, and held public hearings on
Jan. 25, 1977. During the MTN, the US
obtained duty reductions on fresh
grapefruit only. GATT Art. XX1l
consultelions were held in October 1980,
followed by Inforel discussions. forel
consultetions under GATT Art. XXili:I
were held April 20, 1982. Conciliation
efforts In September 1981 failed. On Nov.
2, 1982, the GATT Council agreed to
establish a panel. The penel coepolstion
and terms of reference of the panel took
some months to resolve. The poal met on
Oct. 31 and Sov. 29, 1983, end Feb. 13
end Mar. 12, 1984. The factual portion of
the panel report wse submitted to the
parties on Sept. 27. The full report wee
submitted on Dec. 14, 1984. The EATT
Council considered the panel's findings
end recommendation on March 12 end April
30. 1965, but the 9C blocked any action.
On April 30, the US considered the
dispute settlement concluded. On Say 10
USTR held a public hearing on the
substance of our recommendations to the
President (50 FP 15284). USTS transmitted
his recommendetion on Rey 30, and on June
20 the President determined that the IC
practices deny benefits to the US arising
under the GATT, are unreasonable and
discriminatory, and constitute a burden
on US commerce (50 Ft 26143).

Effective July 6, the President imposed a
40% ad valorem duty on pests products not
containing egg and a 25X ad valorem duty
on pasta products contelning egg (50 FR
26143). The tC reacted by railing duties
on Itsona and walnuts Imported from the
U.S., effective July 8,

USTS COMPUTER GROUP

DATE' 2/271/89
Tilt 18t31:14
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Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Brazii, Koree and PIC thrown Silk
Agreements sith Japan (301.12)

ComplaInt

George F. Fisher, Inc. filed a
petition on Feb. 14, 1977, alleging
that Japanee agreements with
grail'., Korea and the PRC
pereitting Importe of thrown silk
effectively prevented the entry of
such imports free the United
States, end that thie constituted
discriminatory conduct (40 1I
11935).

USTI COCIPUTII "OuP

Disposition or Present Status

On July 19, USTI announced that In return
for the US suspension of Increaeed duties
on imported pasta, the CC would drop its
proposed duty increases, reduce EC pctata
export subaldies by 45%, and take steps
to increase access to the CC market for
US citru exports by Oct. 31. Because the
EC did not Increase our access to Its
citrus market by Oct. 31 e promised, the
US impoaed the subetantialty higher
duties on poste imported from the EC on
Nov. 1. The EC then counter-retalieted
end Imposed higher duties on temons and
salnuls imported from the U.S.

On August 10, 1986, the US and EC reached
an egreceent that resolved this case. The
US obtained tariff concesslons frm the
EC on citrus products. In addition, the
agreement provides for IC tariff
conceesionc on almonds and peanuts, in
return for certain us tariff reductions.

After negotiating thile agreement, both
the US and IC terminated their
retaliatory dutiee C51 I 30146).
Subsequently the US increased the EC
cheese quota (52 It 5439) and the CC
lowered its tariffs on some products.
Authority to reduce US tariffs Is
included In the Onibus Trade and
Competitiveness Act of 1986, end ea
implmented by Presldentlet Proclamation
on December 21. 1988.

finally, the US and IC agreed to
negotiate a prompt settlement to the
pasta dispute (sea Docket No. 301"2S).

STI held a public hearing on march 29,
1977. Following the failure of
accelerated discussions with Japan, the
US filed a complaint under GATT XXII|i2.
A dispute settlement panel heard the case
in the fall, 1977. Before the GATT panes
issued its report, Japan adjusted the
restrictions. STA terminated the
investigation on March 3, 1976 (43 FI
"76).

OATE 2/27/19
TIN 18:31:16
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February 27, 1989

Country and Product Concerned

Japan Leather (301-13)

Compailnt

The Tanners Council of America
filed a petition on Aug. 4, 1977,
alleging violation by Japan of GATT
Art. Xi in Ilposing quantitative
estrictione on I sports of leather
from the U.S., and excessively high
tariffs (42 It 42413).

Disposition or Present Status

STS Initiated an investigation on Aug.
23. 1977. The US consulted with Japan
under GATT Art. XXIIiI in January 1979,
which resulted in en understanding to
expand the quota on imported leather. in
light of this underatanding, the
President dcclded not to take retaliatory
action; however, on Aug. 1, 1980 (45 fP
511711), ha directed USTI to monitor
limptementation of the understanding.

Since the results of the 1979-82
bilateral leather underatndin were
unsatisfactory. USTI pursued GATT dipute
settlement. The US and Japan consulted
under GAT! Art. XXIIIsi on Jan. 27-28,
March 30 and April 12, 1983. A dispute
settlement panel under GATT Art. XXIII:2
was authorized on April 20, 1983. That
panel heard the case in the fell a-d
winter of 1983-64. In February 19U4, the
panel found that Japan's leather quotas
violated GAT! Art. XI and caused nullifl-
cation or Impalrment of US GATT benefits.
The GAIT Council adopted the panel report
on May 16, 1984. The US rejected as
Inadequate Japane mld-1985 proposal to
replace the quote by a high tariff.

On Sept. 7, 1985, the President directed
USI to recommenci retaliation unless the
leather and leather footwear restrictions
sere satisfactorily resolved by Dec. 1.
(See also Docket No. 301-36.)

In December 1985 Japan agreed to provide
about S236 million In compensation
through reduced (or boud) Japanese
tariffs. The US raised tariffs on an
estimated $24 million in Imports of
leather and leather goods from Japan,
effective March 31, 1986 (51 Fi 9435).

USTR COMPUTER GROUP

DATE 2/27/89
TINE 18:31:17
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Section 301 table of Cases

february 27, 1989

Country end Product Concerned

USSR warins Insurance (301"14)

Canada Sorder sroadcstiolg (301-i)

IC Wheat Eport Subsidies (301-16)

Japan figers (301-17)

%_

0

1c

ComplaInt

The American Institute of Marine
Underwriters filed a petition on
Nov. 10, 1971, alleging that the

.USSR unreasonably required that
marine insurance on all trade
between the US and the USSR be
placed with a Soviet state
insurance monopoly (43 Fi 3635).

Certain US television licenses
filed a petition on Aug. 29, 1978,
alleging that certain provisions of
the Canadian Income Tax Act were
unreasonable in denying tax
deductions to any Canmdian taxpayer
for advertising time purchased from
a U.S. broadcaster for advertising
aimed at the Canadian market, when
deductions were granted for the
purchase of advertising time from a
Canadian broadcaster (43 FR 39610).

Great Pilns Wheat, Inc. filed a
petition on Cov. 2, 1978, alleging
that EC export subsidies were
enabling exports of wheat from the
EC to displace US exports In third
country markets (43 F 59935).

the Cigar Association of America,
Inc. filed a petition on March 14,
1979, alteging that Japan ImposeS
unreasonable import restrictions,
internal txes or charges on
imports In excess of those placed
on doestic products, and
discriminatory restrictiona on the
marketing, advertisng, and
distribution of Imported clgara (44
FR 19083).

USTR COMPUTER GaOUP

Disposition or Present Status

In June 1978, the President determined
that the Soviet practice is unreasonable
(43 Fi 25212). On July 12, 1079, USTI
suspended the investigation pending
review of the operation of the U.S.-
Soviet agreement (44 F 40744). The
suspension remains In effect (45 Fi
49428).

SYR held public hearing in Covetber 1978
end July 1980. The President determined
on Aug. 1, 1980, that the mot
approprlate response was legislation to
mirror In US low the Cenedian practice
(45 FR $1178). That proposal was sent to
Congress on Sept. 9, 1980, and again In
November 1981. Legislation use enacted on
Oct. 30, 1984. Trade and Tariff Act of
1984, Sec. 232, Pub. L. Co. 98.573.

STI held public hearings in february
1979, and consulted with the CC In July
1979. loth parties agreed to monitor
developments In the wheat trade, exchange
Information, and consult further to
address any problems that aiht arise.
USTI terminated the Investigation on Aug.
1, 1980 (45 ft 49428).

During panel deliberetions under GATT
Art. XXI12 in March 1980, Japan
repealed its Internal tax on Iported
cigar* and applied an I port duty of 60%
ad valorea. Prior to completion of panel
action, the US and Japan reached
agresemnt thst liberalised market
restrictions and reduced the i port duty.
USIS terminated the Investigation on Jan.
6, 1981 (46 FR 1389). GATT proceedings
terminated in April 1981.

DATE 2/27/89
TiMt 18:31:19
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Section 301 Table of Cases

February 27, 1909

Country and Product Concerned

Argentina Marine Insurance (301-18)

Japan Pipe Tobacco (301-19)

Kores Insuramce t301.20)

SaltterLand Eyeglass Fraso
(301"21)

Complaint

The American Institute of Marine
Underwriters filed a petition on
Mey 25, 1979, aLleging that
Argentina's requireeent that marine
insurance on trade with Argentina
be placed with on Argentine
insurance firm Is Lwoesoneble and
burdens US commerce (44 FE 32057).

The Associated Tobacco
Manufacturer filed e petition on
Oct. 22, 1979, alleging that Jspar
set unreasonable prices for
Imported pipe tobacco and
restricted its distribution and
advertising (44 FE 64958).

The Amrican Nome Assurance Company
filed a petition on Nov. 5, 1979,
alleging that the Republic of Kores
wes discriminating against
potitioner by failing to Issue a
License permitting petitioner to
write Insurance policies covering
merino risks; not permitting
petitioner to participate In Joint
venture fire Insurance; and falling
to grant retrocessions from Korea
Reinsurance Corp. to petitioner on
the sae besis as Korean insurance
firms (44 FA 75246).

Universal Optical Co., Inc. filed a
petition on Dec. 6. 1979, aellsing
that the Swiss Customs Service
engaged in unreasonable practices
by requiring an sssay to be done to
determine the gold content of the
trial in eyeglass fram examples
before their Importation (45 FE
?654).

USTI COMPUTER GROUP

Disposition or Present Status

STE Initiated en investistion on July 2,
1979, and held a public hearing on Aug.
29, 1979. Upon Argentina's cosltment to
pertlcipete In multliterel negotlatiene,
a loat of uhich was the elimination of
restrictive practices in the insurance
sector, USTE suspended the Investigation
on July 25, 1960 (45 fE 49732).

In November 1979, USTI consolidated this
case with 301,17 alleging Identical
practices with respect to cigars. USTA
terminated the Invstigation on Jon. 6,
1961 (46 FR 1331).

on Dec. 19, 1979, USTE Initiated an
investiation. On Nov. 26, 1940, USIR
invited public coments on, inter ella,
proposals for retaliation (45 11 750).
$eginning in June 1960, several rounds of
consultations were held, resulting in
Korea's commitment to promote more open
competition In the Insurance market. Upon
withdrawal of the petition on Dec. 19,
USTI terminated the investigation on Dec.
29, 1980 (45 F 685S39). See Docket No.
301.$1.

Petitioner withdrew its petition on Nov.
10, 1960. USTI terminated the
Investigation on Dec. 11, 190 (45 FE
81703).

DATE 2/27/89
TiE 18:31:21
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February 27, 1989

Country ad Product Concerned

EC Sugar Export Subsidies 1301.22)

CC Poutry Export Subsidies
(?0 1 .23)

Complaint

Greet Western Sugar Company fIled &
petition on Aug. 20, 191, alleging
CC violation of GATT Art. XVI and
the Subsidies Code in using export
subsidies to obtain more than an
equitebie share of world export
trade in sugar (46 Ft 49697).

The Nstlonst Grolier Council filed
a petition .n Sept. 17. 1981,
alleging CC violation of GAIT Art.
XVI and the Subsidles Code In using
export subsidies that displace US
poultry exports to third country
markets (46 In 54831).

Disposition or Present Statue

USTI initiated an inveatilation on Oct.
S. 1981, end held a pub;.c hearing on
Nov. 4, 198I. The US consulted with the
CC under Art. 12.3 of Subsidies Code en
Feb. 16, 1982. The concIliation phase was
completed by April 30, 1962. USTI
submitted a recommendation to the
President on June ?, 1982. On June 28,
1982, the President erected USTI to
continue international efforts to
eliminate or reduce SC subeidiee (47 Fi
28361).

On July 29, 1987 the petitioners
requested that the Investigation be
reactivated. USTS denied their request;
agricultural bxport subsidies ere being
addressed in the Uruguay Sound
negotiations.

USTI initiated en Investigation on Oct.
28, 1981. Consultations with the SC under
Art. 123 of the Subsidies Code ware held
Feb. 16, 1962. On June 11, the US
submitted requests for information under
Art 17 af the Code to the CC and BrailI.
USTI submitted a recommendation to the
President on June 28, 1932. On July 12,
the President directed expeditious
examination of roalitia subsidies (47 Fi
30699). the US Informily consulted with
Brazil on Aug. 30, 1982, and additionally
consulted with the I on Oct. 7, 1982.
Format Art. 12 consultations with Brazil
were held April 1, 1983, snd the US ot
again with the 2C and Sroall on June 23.
Sinca these consultations did net resolve
the problem, the us requested
conciliation. The Seidiee Code
Committee hold the first conciliation
meeting on Nov. 1, 1983. Conciliation
continued on April 4, Nay 4, June 20, an
Oct. 16, 1984. No further action has
taken piece in the Subsidies Code
Comitteo; agricuLturaL exp'vrt subsidies
are being addressed in the Uruguay Sound
negotiatlons.

USl COMPUTER "5Out

DATE 2/27/89
TINE 18:31:23
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February 27, 1989

Country and Product Corcerned

Argentina Hides (301-24)

CompLaint

1he National Tanners Council filed
a petition on Oct. 9, 91I
aLteging breach by Argentine of a
U.S..Argentfne hides agreement, and
unreasonable restrictions on
commerce Imposed by Argentina hide
export control (46 FA S9353).

Disposition or Present Status

UST4 Initiated en Investigation on wOy.
24, 981. Ihe US consulted with Argentine
on Feb. 23 and April 15, 1982. USTI held
a public hearing on Oct. 6, 1982, on a
proposed recomendation to the President
concerning termination (7 Fi 40959). The
US terminated the hides agreement
effective Oct. 29, 1982, and the
President Increased the US tariff on
Leather Imports effective Oct. 30 (47 F1
49625). Petitloner withdrew Its petition
on Voy. 9, 1982. USTI terminated the
Investigation on soy. 16, 1982 (47 l
52989).

USTR COMPUTE& CROUP

DATE 2/27/89
lIME 15:31:Z4
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February 27, 1989

Country and Product Concerned

EC Pasta Export Subsidies (301.25)

Complaint

The National Pasta Association
filed a petition on Oct. 16, 1981,
alleging IC violation of GATT Art.
XVi and the Subsidies Code In using
pasta export subsidies. resulting
in increased imports into the US
(46 F 59675).

USeR COMPUTES CROUP

Disposition or Present Status

US[R Initiated an Investigation on Nov.
30, 1981. Beginning on Doc. 2, in,, the
US consulted with the IC several times.
On March 1, 1982, the US referred this
matter to the Subsidies Code Conitteo
for conciliation. The US later requested
e dispute settlement panel, end on April
7 the Caosittee suthoriled Its
establishment. The penel began its work
on July 12. on July 21, the President
directed USTI expeditiously to complete
dispute settlement (47 11 31841). The
panel met agein on Oct. 6 and sued
factual findings on Jan. 20, 1983. At the
SCOs request, en Idditional penel meeting
wse held March 29. The pnal report '13 1
in favor of the U.S.) wee submitted to
the Subsidies Code Comittee May 19. The
Committee considered the report on June 9
and Nov. 18, but deferred decision on
adoption of the report.

In 1985 and 1986, the US Increased duties
on pasta imports in retaliation egainet
the EC's discrialnatory citrus tariffs
(50 #A 26143, 33711; 1 Fi 30146). The SC
counter-rtaliated by reaiin its duties
on lemons and walnuts. See the Citrus
case, Docket No. 301-11.

Lender the agreement reached in that case
on Aug. 10, 1986, both parties agreed to
terminate their retaliatory duties (51 F1
30146) and to settle the pasta dispute
through prompt, good faith negotiations.

A tentative agreement was reached on Aug.
5, 1987, under which the IC agreed to
reduce its pasta export subsidies by
27.53, which is intended to eliminate all
export subsidies on half the posta
exported to the US. The Agreemnt was
signed Sept. 15, 1987.

On Sept. 30. 1987, the President
proclimed that the Customs Service shaLl
exclude from entry into the US any IC
pasts unless accompanied by appropriate
documentation determined by USit to be

DATE 2/2719
TIME 18:31:Z5
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february 27, 1989

Country and Product Concerned

CONTINUED

CC Cenned Fruit Production
Subsidies (301.26)

Coopi I Int

The Catifornla Cling Peach Afvis~ry
Board at el. filed a petition on
Oct. 23, 1981, alleging violation
by the IC of GAIT Art. XVI in
granting production subsidies on EC
eber states, canned peeches,

cwnned peers and reiwin*. that
displace soies of nont.C products
within the EC and impair tariff
bindings on those products (46 FS
61356).

Disposition or Present Status

necessary to enforce the Agreseent (52 ft
36897).

USTI initiated an investigation on Dec.
10, 1951. the US consulted with the CC
under GATT Art. XXIII0l on Feb. 25, 1982.
The US requted a dispute settlement
penel under Art. XXlIIZ on March 31,
1982. On Aug. 17, 1982, the President
directed USI to expedite dispute
settlment (47 fI 36403). The Pnel met
on Sept. 29 end Oct. 29, 1982. The panel
report wes submitted to the US end EC on
Nov. 21, 1983. The penel met again with
the parties on Feb. 27, 1984. A revised
penal report we submitted to both
parties on April 27. 194. An edditionet
panel meeting was held on June 28. A
final panel report ws Issued on July 20.
The US requested adoption of the penat
report in GATT Coumclt meeting of April
30, May 29, june S end July 16, but
Council action wes deferred because the
SC wee not yet reedy to act on the
report. on Sept. 7, 195, the President
directed USTI to recommend retaliation
unless this cese was resolved by Dec. 1,
1985. In December 1985 the US and the CC
reached a settlement under which, In
addition to subsidy reductions already
ieptemented on canned peers, the IC
agreed to phase out processing subsidies
for canned poaches.

In Octoar and November 1988 USTS
consulted with the EC regarding its
failure to fully implement the settlement
sereseent. Technical talks continued in
1989 regarding EC calculation of Its
subsidies, end the matter was raeed at
Ministerial level on February 18, 1939.

- USTS COMPUTER GIOUP

rATE 1/27/89
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Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Austria Speclstty Steal Dooemtic
subsidies 1301-27)

France Specialty SteeL Doestic
Subsldies (301.28)

Italy Specity Steel domestic
Subsidies (301-29)

Sweden Specialty Steel Domestic
Subsidies (301-30)

U.K. Specialty Steel Doestic
Subsidies (301.31)

Canada Reilcar Export Subsidies
(301-32)

Complaint

The TooL and Stainless Steel
Industry Camittee at aL. filed a
petition on Dec. 2, 1981, and
rafiied on Jan. 12, 1982, chLeging
that domestic subsidies for
specisty steel industries in
Belgium, Framce, Italy, U.K.,
Austria, Brezil and Seden violate
the GATT en Subsidies Code, end
that imports from those coun- tries
adverslty affect the US industry
(47 FX 10107).

See 301-27.

-5ec 301-27.

See 301-27.

See 301-27.

The AFL-CIO et at, flied s petition
on June 3, 1982, alleging that the
Canedlan Government$s export credit
financing for subway cars to be
exported to the US violates the
Subsidies Code e Is unreasonable
and a burden on US commerce (47 it
31764i.

USTI COMIPUlE GROUP

Disposition or Present Status

USTI Initiated en Investigation on Feb.
26, 1982, with respect to allegations
against Auetria, France italy, Sweden,
and the U.K. The US consulted Informally
with those governments in Narch 1982.
USTI held a public hearing on April 14,
1982. Consultations under the Subsidies
Code wire held In October 1982. On Nov.
16, 1962, the President directed USTI to:
(1) request the ITC to conduct an
expedited Investigation under section 201
of the 1974 Trade Act; (2) Initiate
multilsteral and/or bilateral discussions
aimed at eliminating all trade distortlve
practice in the specialty steel sector;
and (3) monitor US imports of specialty
steel products subject to the Sec. 201
Investigation (47 Ft 51717). The ITC
found Injury. USITC Pub. 1377 (May 1983).
Effective July 20, 1983, the President
Imposed a combination of tariffs and
quotas (48 ft 33233).

See 301-27.

see 301"27.

See 301-27.

See 301-27.

UST1 initiated an Investigation on July
19, 1962. The US had already consulted
with Canada under the Subsidies Code on
July 5, 1982. USTR terminated the
InveStigation on Sept. 23, 1902, because
the sae allegations were the subject of
a countervalling duty Investigation (47
FA 42059).

DATE 2/27/89
TINE 18:31:29
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Section 301 Table of Cases

Fsbrua;y 27. 1989

Country and Product Concerned

aglue Specialty Steal Domestic
Subsidies (301-33)

Canada Front-End Loaders Duty
teissions (301T34)

rszl Son-rubber Footwear import
Restrictions (301-35)

ComptlaInt

The loot and Stainleass Stel
Industry Committee at at. filed a
petition on June 23, 1982, aLleging
that doeeatic subsidies for eltgian
steel production violate the GATT
and Subsidies Code, and that
Import of Belgian steel adversely
affect the US Industry (4T Ft
35387).

the J.i. Case Company filed a
petition on July 27, 1982, alleging
that Canada'a regulations allowing
remission of customs duties and
eate tax on certain front-and
loaders violate the GATT and
Subsidies Code, are unreasonable
end discriminatory and burden and
restrict US commerce, Petitioner
amended and refiled a petition on
Sept. 13, 1982 (47 Fi 51029).

The Footwear industries of America,
-inc. at at. filed a petition on
Oct. 25, 1982, alleging that Import
reatrlctions on non-rubbor footwear
by the IC and the gavarreants of
France, Italy, the United Kingdoe,
Spain, Brazil, Japan, talwan and
Kare deny US access to those
markt, are Inconsistent with the
GATT, and are unreasonable and/or
discriminatory end a burden on US
comerce (47 FA 56428).

USTI COMPUTES GROUP

Disposition or Present Status

USTE Initiated on Investigation on Aug.
9, 1982. The US consulted under the
Subsidies Code In October 1982. Th.
Presidentist determination of 3ov. 16,
1982 (see 301-27 above), covers this
petition as welt.

USTI initiated an Investigation on Oct.
28, 1982, and held a public hearing on
Dec. 14, 1982. The US consulted with
Cwnada under GATT Art. XXI on Dec. 21,
1982.

On Dec. 8, 1982, USTt Initiated
Investigations of the alleged restrictive
praicess Otr then sllegatione that
GATT-bound tariffs are excessive) made
against Brazil, Japan, Korea and Talan.
Consultations under GATT Art. XXil were
held April 4, 1983. In November 1985,
razilt offered to tiberalis its Import

surcharge and to reduce tariffs.

DATE 2/27/89
TIME 18:31:30
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Office of the United States Trade representative
Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Japan Won-lvbber footwear [Iport
Restrictions (301.36)

Korea eon-tubber Footwear import
Restrictions (301-37)

Taiwan Won-Rubber Footwear Import
Restrictions (301-38)

Complaint

So 301-35.

See 301-35.

See 301-35.

Dispoiltion or Present Status

See 301-35. She US consulted on Jan. 27,
1983, and requested GATT Art. XXIII
consuttetions In February 1984.
Con ultations under Art. XXilI:1 were
Maid In April 1985. In July 1985, the US
decided to proceed under Art. XXIlIz2 end
requested application of the conclusions
reached by a dispute settlement panel in
1984 on the leather quota to the Japanee
leather footwear quota as selt (See
301-13).

On Sept. 7, 1985, the President directed
USTI to recommend retaliation unless the
leather and leather footwear restrictions
were seatisfactorily resolved by Dec. 1.
In December 1985 Japan agreed to provide
an estimated 1236 million In coeonsetion
through reduced (or bound) Japanese
tariffs. Also the US haa raised tariffs
on an estimated 124 million in Imports
into the US of leather and leather good
from Japan (51 FR 9435).

See 301-5. The US and Korea consulted on
Feb. 5, 1983, and In August 1983. Korea
reduced tariffs on footwear Items and
removed atl leather Itemes from the import
surveillance list.

See 301-35. The US consulted with Taiwan
on Jan. 17, 1983. On Dec. 19, 1983, the
President determined that Taiwan does not
Impose unfair barriers on US Imports; he
nevertheless directed USTI to pursue
offers regarding martetinA assistance for
US exporters (48 FR 56561). The Issues
raised In the petition are no Longer the
subject of en investigation.

USTI COMPUTES GROUP

DATE 2/27/19
TIME 18:31:31

PAGE 15
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February 2?, 1989

Country end Product Concerned

cores Steel Wire Cope Subsidies and
Trademark Infringement (301"39)

ril( Soybean Oil and Melt
Subsidies (301-40)

Portugal Soybean Oil nd Mast
Subsidies (301.41)

Spain Soybean Oil and Meet
Subsidies (301-42)

Taiwan Rice Export Subsidies
(301-43)

Complaint

The Comittes of 0mstic Steel
Wire tope and Specielty Cable
Manufacturers filed a petition on
March 16, 1983, alleging that
production end export of Korean
steel sire rope Is subsidized, that
Korea lialts Imports of steel wire
rope from Japan thereby causing
diversion to the US market, end
that Korean rope producers are
Infringing US trodemarks (48 It
20529).

The National Soybean Processors
Association filed a petition on
April 16, 1983, alleging that the
government$ of Argentina, Irasi,
Canada. Malaysia, PortuSal and
Spain engage In unfair practices,
Including export and production
subailles and quantitative
restrictions that restrict US
exports of soybean oIl end meal (48
Ft 23947).

See 301.40.

See 301-40.

The tite itllers Association filed
a petition on July 13, 1983, which
It withdrew on Au. 26. it reflted
on Sept. 29, 1983, atleging that
Taiwan sublidizas exports of rice
that restrict US exports and burden
the US support program (48 f5
56289).

Disposition or Present Status

USTE Initiated en investigation on Nay 2,
1983, with respect to claims of
production subsidies. USTE held a hearing
on June 2, 1983, and reqluested
consultations under the Subsidies Code.
Petitioner withdraw its petition on Nov.
29, 1983, and effective Dec. 15, 1983,
USTR terminated the investigation (48 ft
55790).

Or May 23, 1983, USIt initiated en
investigation Involving Ireail, Portugal,
end Spain. USTR held a public hearing on
June 29 and 30. The US and Irstl
consulted under Art. 12 of the Subsidies
Code on Nov. 21. USTR submitted a
recommendation to the President on Jan.
23, 1984; on Feb. 13, the President
directed USTk to pursue dispute
settlement procedures under the Subsidies
Code (49 F 5915). The US has requested
additional consultations.

The US end Portugal consulted under GATT
Art. XXll on Cov. 29, 1983. In June 1984,
Portugal began lifting its restrictions
on soymsel imports.

The US and Spain consulted under GATt
Art. XXII on Dec. 1, 1983.

On Oct. 11, 1983, UST5 Initiated en
Investigation. Consultations were held
Dec. 8.9, 1963, end Jan. 17.18 and Feb.
20.22, 1984. eased on in understanding
reached during those discussions
providing for limlts on subsidized rice
exports from Taiwan, petitioner withdrew
its petition on Maich 9, 1964. and USTI
terminated the Investigation on March 22
(49 It 10761).

USTR CWPUTER GROUP

DATE 2/27/89
TIME 18:31%32
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February 27, 1989

Country ard Product Concerned

Argentina Air Couriers (301.44)

Taiwan films (301-45)

European Space Agency Satellite
Launching Services (301-46)

SC Triple Superyhomphate Water
Solubility Standard (301-47)

ComptlaInt

the Air Courier Conference of
America filed a petition co Sept.
21, 1983, alleging that Argentina
has acted unreasonably In granting
exclusive control over the
International gft traneport- tion
of time-seneritive comercle
documents to the Argentine postal
system C45 Fi 52664).

the Notion Picture Eportera
Association of America filed a
petition on Dec. 19, 1983, alleging
that Taiwan discriminates agsinat
foreign film dlstributore (49 FA
5404).

Tranapace Carriers, Inc. filed s
petition on May 25, 1984, alleging
that the member governments of the
European Specs Agency
(ESA)..geiglue, Denmark, France,
Sermany, Ireland, Italy, the
Netherlands, Sweden, Spin,
Saitterlad and the United
Kingdoe-- and their specerelated
Instrumentalitlee seubldite
satellite launching services
offered by Arlanespce 141 It
23643).

The Fertilizer Institute filed a
petition on Aug. 1?, 1964, alleging
that a technical water slubity
standard for triple superphosphate
adopted by the IC Is Inconsietent
with the Standards Cede.

USti COMP1UTtA Glow

Diepealtion or Present StaIe

On Nov. 7, 1983, USI initiated an
Investigation and requeled
consultalions. Consultations wers held
March 22, 1964. USTI held a public
hearing on proposals for action under
sec. 301 on Oct. 24. On Nov, 16, 1984,
the Prealdent determined that Argentine
practices were unreasonablend a
restriction an US commerce. se directed
USTI again to consult, ea requested by
Areentina, end ts submit propo al for
action under Sec. 301 within 30 days.
Prior to the 30-day period, Arentine
lifted Its prohibition for a 90adey
period (49 rI 4533). in parck 1998, the
restrlctleo were Lifted, but were
replaced by heavy discriminatory taxes
which are now the subject of renwe
consultations.

On Jan. 30, 1984, USTI Initiated an
Investigation. Petitiener withdrew its
petition on AprIl 17, 198, USTI
terminated the Invotlietin on Aprll 24
(49 Ft 18054).

On July 9, 1964. USTI initiated an
Investigation end requested consultatlons
with the European Space Agency.
Consultations vers held Nov. 12-13 ard
Dec. 17.18, 1964, and feb. 21-22 and May
20, 1985. The US coneulted with
Arianeepace en May 2l, 1965. On July 9,
USti submitted a recomendetien to the
Prealdent. On July 17, the President
found that ISA's practices were net
..mroonable, and terminated the
Investigation (S0 FA 2%931).

On Oct. 1, 1984, UTIIinitiated on
inveetigation. The US and IC con lted
under the Standards Code n Dec. 5-6,
1984.

DATE 2j27l89
TIE 18:31:33
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February 27, 1989

Country and Product Cuncerned

Japan SemIcondctors (301-48)

Comptaint

The Semiconductor Industry
Association flied a petition on
June 14, 1985, olleglng that the
Japanese government hos created a
protective structure thlt acts s a
major barrier to the sale of
foreign semlco'iductora in Japan (50
Fi 28866).

US1t COPUTER GROUP

Disposition or Present Statue

USTI initiated on investigation on July
It, 1985. UStI asked parties to submit
cofments regardino the petition by Aug.
26, 1985. The US end Japan consulted In
August, Septeaber, November and December
1985, followed by technical discussion
In January and February 1986, and further
consultations In March, April, Kay, June
end July. On July 31, 1986, the US and
Japan reached agreemnt ad referendum
under which Japan could Increase access
for US ffree to the Japanese
aemiconuictor market, end help prevent
dumping of semiconductors In US end third
country markets. The President approved
thes agreement In a determination under
Sec. 301 and suspended the inveatigalton
(51 FA 27811), and the USIa signed the
final agreement Sept. 2, 1986.

in march 1987, the Section 301 Committee
r"usted public moment on poeiblt US
ectisna in response to Japans failure to
fulfill Its obligations under the
semiconductor agreement (52 PA 10273). A
hearing ws held April 13, 1957. On April
1M, the President determined that Japan
had not Implemented or enforced emajo
provisions of the agreement (52 Ft
13419), and In response proclaimed
increased duties on imports of certain
articles of Japan (I.e., certain
televisions, pober hand tools, and
a automatic data processing machines) (52
PS 13412).

Effective June 16, 1987, USTS suspended
Increased duties on Imports of M0inch
color televisions because of Japan's
improved conformity silt Its obligations
under the agreement (52 Pt 22693).
Effective soy. 10, 1957, USl1 suspended
Increased duties on imports of certain
power hand toots, 18. ad 19-inch color
televisions, end low performance 16-bit
desktop computers the product of Japan
because of Japan's complete compliawe
with its "dmplngu obligations inder the
Agreement (52 Ft 214). The other

DATE 2/27/89
TiiE 18:31:34
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Country and Prod-ict Concerned

CONTINUED

Office of the United states Trade Representative
Section 301 Table of Cases

February 27, 1989

Complaint

USTR COMPUTER GROUP

PAGE 19

Disposition or Present Status

sanctions proclailed on April 17, 1987,
r*mln In effect.

01



Off Ice of the United States Trade iepresentstivo
Section 31 Table of Cases

February 27, 1989

Country end Product Concerned

Brail inforoatlc0 (301-49)*

Complaint

On Sept. 16, 1915, UStI
self-Initleted an Investigation at
the Prsldent's direction Into all
aspects of Iraoi'e inforatics
policy, Including Invostoent
restrlctions, subsidies, and Import
restrictions (50 Fi 37608).

Disposition or Present status

After extensive discussions with US
Industry, the US consulted with Brealt In
February. July, August wd Sept. 1911. On
Oct. 6, the President determined that
Arazlt's Informotics policy It
unreasonable, sd continued the caos
until Sec. 31, 19". m directed the
Trade Representatlve te notify the ATT
of our Intention to suspend tariff
concessions for IraxIl aidor Art. SWIll,
end to effect such susponeion when
appropriate (51 Fi 3S993).

UliST COMPUMTSS "OU

On Dec. 30, the Trsde lepresentetive
announced the Presidentfe determinetion
to suspend the inestigatlon with respect
to Bradltos edministration of Its
Infermstlee policy and Import
restrictlons, In tight of Imprevement in
these ereas. mowevr, because ef
insufficient progress to date In
negetlitlione a related Intellectual
property protection and Investment
restrictions, the President senowunced he
woutd determine ths epprepriate response
of the US within six months unless a
satisfectory resolution was reached (52
FA 1619).

On Feb. 10, 1917, USTI wvaO cod a
hoo4n and Invited puhbic cement on
specified Intolloctut property end
Investment Issues in thiv case (52 11
4207). On June 30, 196T, the President
suspended the Intellectual property
portion of the Invsetigaltn bosed upon
razillen legislative action toward

enoctent of o bill that would provide
adequate cewr 11t protection to computer
software (52 FN 2491). So also directed
USTI te continue the portion of the
investigation regarding investment. -

Lt Nov. 13, 1"?7, the President announced
his intention to prohibit imla ts of
rozilln Informeolcs product and to

raise duties or otherwise restrict
Imports of sbout 59" million In ether
*rsallien products. This action Is In

$AT[ 2/2719
TIM 18 3M35
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February 27, 1989

Country and Product Concerned

CONTINUED

Japan Tobacco Products (301.501'

Comptaint

On Sept. 16, 1985, at the
President's direction, USTI self.
initlated en Investigation of
Japanese practices (Including high
tariffs, Japan Tobacco institute's
manufacturing monopoly, and
distribution restrictions) that act
as a barrier to US cigarette
exports (50F 37609).

Disposition or Present Status

response to Braail's breach of
understandings regarding Braze's market
reserve policy, whick furnished the beasi
for the PeaIdent's suspension of the
Intellectual property portion of this
Investigation.

Public comments were requested (52 F1
44939, 47071), and e hearing use held
Dec. 17 and Is, 1987.

On Feb. 29, 195, retaliation was
postponed to provide an opportunity to
review Brazil's regulations to implement
a software Law enacted in December 1987.
On June 17, 191, USTR announced that It
did not then propose to pursue
retaliation, although It would monitor
whether US firm obtained fair end
equitable access to the Brazilian market
for their software products.

After discussions with US industry, on
Feb. 3, 1986, USTI requested
conulttatlons with Japan. The Us
presented a lengthy questionnaire on Feb.
11. and held technical discussions Feb.
21. The US raised thite case during
Sub.Csbinet meetings on Feb. 28, and
consulted in Tokyo on Metch 4 end on
April 16.17. The Us received aswers to
its question ire on March 2t. The Us
consulted with Japan Nay 27-2; AugJst
13, 18, and 28-29; Sept. 8, 9, 11, 25, 26
end Z9; end Oct. 1.3. On Oct. 3, the US
and Japan cenctuded an agreement under
which Japan will reduce its tariff on
cigarettes to zero, eliminate the
discriminatory deferral In exclse tax
payment, ad terminate 4iscrimriatery
dietribuitlon practices. On Oct. 6. 1986,
the President approved this agreement end
suspended the investigation, directing
that it be terminated when Japan fully
implements the agreement (Si Ft 35995).

USTI COMPUTI StOUP

DATE '.!27/89
TIME 18:31:36

CrI
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February 27, 1989

Country and Product Concerned

Korea Insurance (301.51)'

Korea InteLlectual Property sights
(301"52:1

comptlint

on Sept. 16, 1985, at the
Prealdent's direction, USTI self-
Initiated an Investigation of
Korean practice that restrict the
ability of US insurers to provide
Insurance services in the Korean
market (50 Pt 37609).

On Noy. 4, 1985, USIa
ssLf-initiated an Investigation of
Koreas lack of effective
protection of US InteLlectual
property rights (50 It 4583).

Disposition or Present Status

See 301-20. The US consulted with Korea
in November and december 1985 and
February, March Md July 1986. on July
21, 1986, the ilte Mouse announced the
conclusion of an agreement with Korea
that wilt Increase US firms' access to
the Korean Insurnce market by enabling
thee to underwrlte both life and non-life
insurance. The President approved the
esreeent and terminated the
Investigation on Aug. 14 (51 FA 29443).
The final agreement was signed Aug. 28.

it was mended an Sept 10, 1987, setting
forth more detailed requirementa
regarding insurance operations through
Joint ventures.

In January, 1988, the US so tO further
cLarifld the Sept. 10 amendment to
secify the tern under which some Korean
firms could participate in Joint
ventures.

The US consulted with Korea in november
and December 1985 and throughout
February.Juty 1986. On July 21, 1986, the
hite Souse announced the conclusion of

an agreement with Korea that will
dramatically iWrove protection of
intellectual property rights in Corea.
The President approved the agreement end
terainsted the investigation on Aug. 14,
1986 (51 It 29445). The final egremaent
wse signed Aug. 26, 1986. ilplementation
of the aegreoent continues to be
monitored, end on June 13, 1988, the
Trade Sepresentative formed on
Interagency task force to easine Korean
practices related to obtaining snd
enforcing patent rights. The task force
made a pretiinary report to Usti in
December 1958. fetlowup discussions are
being held with the Koreen Government.

USil COMPUTER GOUP

OATE 2/27/89
TIME 10:3k:38



Office of the United States Trade Represaentmtive
Section 301 teble of Cases

february 27, 1989

Country and Product Concerned

.. "'. &. I- -ino and Soybean
11 0oc .s(1Q' 3

Coept l nt

The Netionel Soytian Processors
ASbOCiatior filed a petition on
April 4, 1986, alleging that the
differential In Argentine export
taxes (higher for soybeans then for
soybean products) provides
Argentine cruehers with an unfair
cost advantage that burdens US
exports In third-country markets.

Dieposition or Present Scatus

USFS initiated en investigation on April
25, 1986 (51 fm 176). Following
bilateral consultations with Argentina,
the Presldent suspended this
investlotlo on Nay 14, 1917, based upon
Argentina's aesurance that it planned to
eliminate these export taxes and thus any
differential (52 VA 18615).

In February 1988, Argentine reduced the
export tax differential by 3 percent.
Nowever, on July 29, 1988, Argentina
established a tax rebate on oil and meal
exports to third countries which
subsidize these products. Nonce,
consultations with Argentina resumed In
August 1988.

USTI COMPUTER GROUP

DATE- 2/27/89
TIME 18:31:39
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February ZT, 1989

Country and Product Concerned

EC Enlargement (301.54)t

Comply aint

On March 31, 1986, the President
announced his intention to (1)
Impose quotas on IC products If the
EC did not remove certain
quantitative restrictions on
oilseeds and grains In Portugal;
and (2) Increase tariffs on EC
products if the CC did not provide
compenation for US tosses
resulting from the [C'sI position
of variable levies on corn and
sorghum Iports Into Spain In
breach of prior tariff coaitments.

ISTA COMPUTER GROUP

Disposition or Present Statue

On May 15, 1986, the Prasident Imposed
qtas on IC I ports in response to the
ICes quantitative restrictions in
Portugal (1 Fi 18294). On Oct. 14, 1967,
the level of these quota restrictions waa
increased to avoid a sort damalIng effect
on IC trade than is warranted by the
current operation of the IC restrictions
in Portugal (02 151J8167).

On July 2, 1986, an Interim solution was
reached with the IC wlth reard to the
Import levy restrictions in Spain. That
solution provided that any shortfall In
US corn, sorghum, erd corn gluten feed
exports to Spain blow a monthly IC
average of 234,000 metric tone through
the remainder of 1986 would be
compensated for through reduced Import
levy quotas in the 1C.

On Dec. 30, T966, the US announced that
unless the tC agreed to cop ensata the US
satisfactorily by the end of January for
5400 million in lost corn and sorghum
exports to Spain, the President would be
compelted to Impose duties of 2001 ad
valorem an Imports into the US of certain
IC choioees, ham, carrots, endive, white
wine, brandy and gin-accounting for 6400
amllio in IC exports to the US. the
Prasitent proclaimed thae tariff
increases on Jan. 21, 1987, to take
effect Jan. 30 (52 Ft 2663).

On Jan. 30, 1987, the Ut and C settled
this case. The tC agreed to ensure anual
imports of corn and sorghuc In Spain of 2
ill.lion and 300,000 metric tne,
respectively. it also agreed io rescind
Its requirement In Portugal thit 15
percent of the Portu uese lrafn market
(about 400,000 metric tone) be reserved
for sales from IC member countries. It
further agreed to reduce duties on 26
other products (Including plywood, apple
and cranberry julces, and certain
lUmIra product), and to extend al
current IC teriff bindings to Spain end

DATE. 2/27189
TIE 18:31:39
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Country and Product Concerned

CONTlNUED

Canada fish (301.55)

Taiwan Customs Valuation (301.56)

Office of the United States Trade Representetive
Section 301 Table of Cases

february 27. 1989

Complaint

Icicle Seofoode and nine other
aesfood procssors filed a petition
on April 1, 196, alleging toat the
Canadian prohibition on the export
of unprocessed herring and salmon
violates GATT Article XI and
provides Canadian processors with
an unfair coat advantage that
burdens US exports in third country
markets.

On Aug. 1, 196, the President
determined that Taiman's use of a
duty paying system to calculate
customs duties violated a trade
agreement and was unjustifiable end
unreasonable and a burden (
restriction on US comerce (51 F1
28219). No directed the Trade
Representative to propose an
appropriate method for retaliation.

USTI COMUPUTEt GROUP

PAGE 25

Dispoeitioni or Preseit Statue

Portuget. in light of these developeto,
the Truk lsspresenstatve suspended the
increased duties proclaimed Jan. 21, 1987
(52 FR 3523).

USlt 1Initiated an Investigation on Nay
16, 1986 (51 F1 19648), end reqaepted
coments on certain economic issues
reLating to the Investigation. The V1
consulted With Coande Under Art. XXiliI
of the GATT Sept. 3 and Oct. Z?, 1986,
and presented arguments before s GAIT
dispute settt6nt paet on Juna 1 end
July 10, 1987. The US won the cas, and
the favorable penal report was adopted by
the GATT Council In february 1988. Cenada
has a ncto ed that it will terminate the
export restrictions concerned by Jan. 1,
1989' although it Wit then adopt soe
new lending requirements. On August 30,
1988, a Federal Register notice (53 Ft
33207) requested cements on the
unfairness determination required under
the Omtibus Traek e Competitiveness Act
of 1988. The US and Ceonads re still
consulting on Canada's plane to introduce
now lending requirements.

ly on exchange of letters dated Aug. 11,
the Taiwan authorities agreed to take
actIone by Sept. 1, 1966, to Abolish the
duty paying schedule effective Oct. 1,
196. USTI confired that Taiwan did so,
and therefore advised the public that no
retaliatory action would be proposed as
earlier directed by the President (51 Ft
37527).



PAGE 2Office of the United States Trade Representative
Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Taiwan leer. wine & Tobacco
(301.57)t

Canada Softcood Lumber (301"58)"

Complaint

on Oct. 27, 956, the President
determined %. at acts, policies and
practices of Taiwan regarding the
distribution and sa e of IJS beer,
wine and tobacco products in Tailan
are actionable under Section 301
(51 Ft 39639). N& decided to take
proportional countermeasures so
tong as Taiwan continues these
practices, and directed the Trade
Representative to props
appropriate and feasible actions.

On Dec. 30, 1986, the US and Canada
conCLuded an agreement under which
the Department of Commerce
terminated a pending countervailing
duty Investigation (based upon
withdrawal of the ptitlion) after
Canada aoted to impose a tax of
15% ad valore on exprte of
certain softwood Lumber products to
the U.S.

Disposition or Present Status

On Dec. 5, 1986, Taiwan agreed to cease
the unfair practices comptaled of. As a
result, USIS announced that no
retaliatory action should be proposed as
previously directed by the President (51
Fm 44955).

Pending Canada's lment Imaposition and
colLection of that tax as agreed, on Dec.
30, 1956, the Preeident proclsimed.'undsr
Section 301 authority--a temporary
additional duty of 15% ad vatorem on
Imports of Canadian softwood lumber
products 152 F2 229). On the seas data,
as the necessary predicate for the
exercise of Section 301 authority, he
determined that Cenadian practices
regarding the federal and provincial
goverrents' terns and conditions for the
harvest of stumpase (standing timber)
wore unjustifiable or unreasonable and a
burden or restriction on US commerce (52
Fi 231). Effective Jan. 8. Comerce
suspended the Import duty based on the
Secretary's determination that Canada has
begun to collect the export surcherse on
exports to the US of certain softwood
lumber products ($2 FR 1311). On Nay 26,
987, the Goverrent of Canada passed
legislation providing for this tax.

USTR COMPUTER GR04UP

CATS. 2/27/69
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Office of the United States Trade Representative
Section 301 Table of Cases

February 27, 1989

Country end Prcduct Concerned

India Almonds (301-59)

EC Third countryy meat Directive
(301-60)

Comptaint

The California Alond Grocers
ExchsNe filed a petition on Jan.
6, 1987, alleging that India's
Licensing requirements and steep
tariffs on almonds are actionable
under section 301.

On July 14, 1987, the American Meat
Institute, US Meat Export
Federation, American Farm Bureau
Federation, Wationel Pork Producers
Council and National Cattlemen's
Association filed a petition
complaining of the EC's third
Country Meat Directive as a
violation of GATT Art. III and an
ujusltIfiable, unreasonsbte or
discriminatory practice that
burden& U4 comerce.

USIN COMPUTER GROUP

Olspoltion or Present statue

On Feb. 20, 1987, USTI Initiated an
Investigation and roqusted consultations
with India (52 FE 6412 and 7057). The US
consulted with India under GAIT Art.
XXII5:I In June end September. USTA
requested the aetabtishment of a panel
under Art. XKIll: at the GAIT Councils
in July, October end Novembr. The US
lsoo raised almonds issues In the full
consultations sith India held In the GAIT
WcIence of Payments Committee In October.
In oveamber 1987, the GAIT Council agreed
to the estabtlshent of a panel. In Nay
1988, a satisfactory bilateral settlement
was reached and UST4 terminated the
Investigation (53 F5I 21757).

The Indian Government established e
separate quote for almonds, which
Increases access to that market, to the
satisfaction of US Industry. Moreover,
India agreed to eliminate the quote In
three years if Its balance of payment
position Improves as specified In the
Agreement. Inis also reduced and bound
its tariff for shelled almonds and bound
its tariff on unshelled almonds.

On July 22, 1987, USTI initiated an
Investigation and requested consultations
ilth the CC (52 pg 28223). The US

consulted with the EC twice under GATT
Art. XXIIUI, In September and ovember,
1987. USTR requested the establishment of
a panel at the GATT Councils In October
and November, but the CC blocked it. The
CC acquiesced to that request at the
December GAT? Council. Since then, the EC
has taken steps to provide access for a
number of US meat packers.

DATE . 2/27189
TIME 18:3i]42

PAGE 27

011



Office of the United States Trae Sepreaentative
Section 301 Table of Cases

February 27, 1969

Country and Product Concerned

Irazil Pharmaceuticals (301-61)

IC MOrmores (301.62)'

Complaint

On June I1, 1987, the
Pharmaceutical Nanufacturere
Aeociation flied a petition
complaining of Irazlt's lack of
process and patent protection for
pharmaceutical products as an
unreasonable practice that burden
or restrict@ US commerce.

On Nov. 25, 1987, the President
announced his Intention to raise
customs duties to a prohibitive
level on as much se $100 million in
CC esporta to the US This action
wee In respond a to the
Implementation scheduled for Jan.
1, 1958 of the Animal Mormone
Directive. Without valid scientific
evidence, this directive would ban
Imprts of mess produced from
animals treated with growth
hormones. However, the President
said he would suspend increased
duties if CC mer states
continued to allow such Imports for
a 12-onth transition period.

Disposition or Present Statue

On July 23, 1987, U$T Iniltiated an
Investigation end requested comutatione
with Brazil (52 IN 28223). Consultations
were held on Feb. 29, 19U, an
additlonl dlecuseione resulted in no
resolution. On July 21, 1988, the
President determined Brazil's policy to
be uimreasonebte end a burden and
restriction on US commerce, end h#
directed UITI to hold public hearings
(See 53 FI 28100 VW 30694) on certain
products exported from orail. Marinas
were held September 89, 1988.

On October 20, 1988 the President used
section 301 authority to proclam tariff
Increases to 100 31 d veteran on certain
paper prodchte, non-bentonold drugs, and
consumer electronics item, effective
October 30, 1988 (53 Fi 41551). On
February 21, 1989, the GATT Council
established a dispute settlement panel to
examine the conesitemny of the U.S.
measures with GATT.

on Dec. 24, on his own oeer,, the
President proclaimed but immediately
suspended Increased duties on specified
product of the IC (O2 F1 49131), pending
IC implementation of Its Diroctive. 0e
delegated authority to modify, suspend or
terminate the Increased duties (including
to terminate the suspension of such
Increaed dutles) to the Trade
Representative. the IC implemented Its
directive on January 1, 1989. In
response, the US terminsted the
suspension of the Increased duties,
effective January 1, 1969, with soe"
modificetions (53 fl 53115). The US snd
SC agreed on January 12 to eltow a $race
period for goods exported, or melt
certified for export, prior to January I,
If they entered before February 1 (54 F
3032). On February 18, the US and (C
established a task force of high-level
GoverrAtent officials to seek a resolution
to the hormones dispute by May 4, 1989.

USTI COMPUTER GROUP

DATE 1/27/189
T15( 18:31,:43
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Office of the United States Trade Representative
Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

EC Oilseeds (301-63)

Korea Cigarettes (301.64)

Kors Beef (301.65)

Complaint

On Dec. 16, 1987, the American
Soybean Association filed a
petition complaining that the EC's
policies and practices relating to
oilseeds and oilsted substitutes
nullified and impaired benefits
accruing to the United States under
tle GATT and, specifically, are
inconsistent with a zero tariff
binding agreed to by the EC. ASA
alleged that the practices also are
unjustifiable, unreasonable and
burden or restrict US commerce.

On Jan. 22, 1981, the US Cigarette
Export Association filed a petition
complaining that the poticis and
practices of the Korean Government
and its instrumentality the Korean
Nonopoly Corporation unreasonably
denied access to the Korean
cigarette market and were a burden
or restriction on US commerce.

On Feb. 16, 1988, the American mest
Institute filed a petition alleging
thet the NOK maintains a
restrictive licensing system on
Imports of ali bovine meat, in
violation of GATT Article Xi, which
is unjustifiable, unressonable, and
burdens or restricts US commerce.

Disposition or Present Status

On Jan. S, 1988, USTI Initiated an
investigation and requested consultations
with the EC (53 FA 984), The US consulted
with the IC several times, both
Informally and formally, under GATT Art.
XXIile. The EC blocked the US request
for a panel at the Cay 1988 GAIT Council,
but acquiesced at the June 1988 Council.
However, the EC delayed composition of
the panel for several months with a
number of procedural mneuvers.

On Feb. 16, 1988, USTR Initiated an
Investigation and requested consultations
with the Government of Korea (53 F
4926). The USTA signed en agreement with
Korea on May 27, 1981, providing open,
non'discriminatory access to the toraen
cigarette market. lased on this
agremnt, the investigation was
terminted on Cay 1, 1981.

On March il, 1988, USTR Initiated an
investigation (53 FA 1099M). The US had
already consulted with the 50 under GATT
Art. XXIIzI. On May 4, 1988, GATT
Council established a panel under Art.
XXIII:2, Australia as also authorized a
penel on the sm matter, so
consultations on panel selection included
coordination between two panels. The
first panel meeting ass november 28,
1988; the second meeting was January 20,
1989.

USTA COMPUTER GROUP

DATE 2/27189
TIME 18:31:,45

PAGE 29
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Office of the United State$ Trade Representetive
Section 301 Table of Cases

February 27, 1969

Country and Product Concerned

Japan Citrus (301.66)

Korea Wine (301-67)

Argentina Phrmaceuticaes (301"68)

Complaint

On May 6, 1988, Florida Citrus
Mutual, et I. filed a petition
elleging that Japan'e Import quotes
on fresh oranges and orange Juice
contravene GAIT Article Si, end
their domestic content mit. !,
requirements violate Art. 111:5.

On April 27, 1988, the Wine
Institute end the Aseociation of
Americen Vintners filed s petition
compialning of policies and
practices of the Korean Goverrent
that unreasonably deny access to
the Korean wine market and are a
burden or restriction on Us
commerce.

On August 10, 1988, the
Pharmeceuticli manufacturers
Associations (PMA) filed a petition
complaining of Argentina's denial
of product patent protection for
pharmaceuticals end discrilinatory
product registration practices. PMA
alleged these practices are
unreasonable and discriminatory and-
burden or restrict US commerce.

UST COMPUTER GROUP

Olapoaltion or Preae.z status

On May 25, 198, USIS Initiated en
investigation. The US had already
consulted with Japan unwdr GAIT Article
XXIIs1i, end a penal under Art. XXls2
had been authorized by GATT Council on
fey 4, 1981. Intensive settlement
negotiatlons followed, and on July 5,
1988, a bilaterat agreement ass reached
to settle the Issue. Among other Issues
settled, import quote on fresh oranges
will end April 1, 1991, end on April 1,
1992 for orange Juice; the blending
requirement silt be phased out in 198889
and elteinated as of April 1, 1990. Based
upon this agreement, the citrus industry
withdrew Its petition and USTI terminated
the Investigation on July 5, 198 (53 fl
25714).

On June 11, 198, USTI Initiated an
Investigation (53 it 22607) and requested
consultations with the Korean Goverratnt.
Consultations were held October 11.12 In
Weashinaton and October 25 In lSeoul.
Further consultetiona finally resulted In
an agreement, reached on January 18,
1989, In which Korea agreed to provide
foreign manufacturers of wine and wine
products non- diacrimlnatory and
equitable access to the Korean market.
The Investigation wet terminated on
January 18, 1989.

On September 25, 1988, USIA Initiated an
Investigation (53 FA 37648), end
requested publIc coments in order to
request consultations with the Argentine
goyeent. Initial consultations aere
held In Beenos Aire* in Deceebar 1988.

OATS 2/27/89
TICM 18:31i45

PAGE 30



PAGE 31Office of the United States Trade Sepresentetive
Section 301 Table of Cases

February 27, 1989

Country and Product Concerned

Japan Construction related Services
(301.69)t

EC Copper Scrap (301470)

Complaint

Section 1305 of the Omnibus Trade
end Competitivenes Act of 1988,
enacted August 23, 1988, required
the USI/ to initiate an
Investigation regarding the acts,
policies, and practices of the
Government of Japan, and of
entities owned, financed, or
otherwise controlled by the
Goverrent of Japan, that ere
barriers In Japan to the offering
or performance by Us persons of
architectural, engineering,
construction and consulting
services In Japan.

The Copper and $rass Fabricators
Council, Inc., filed a petition on
Noveeter 14, 1968, alleging that
export restrictions on copper screp
end zinc scrap maintained by the
European Comunity, the United
Kingdom "r4 razll violate the GATT
and burden end restrict US
comarcs. On Oacember 27
petittoners withdrew the
aLlegstions regarding rosill and
zinc scrap.

0 Denotes actions initiated without
having received s petition.

raisan Expor Parforance
Requirements (307.1)*

On Narch 31, 1986, at the direction
of the President, USl
self-iltiated the first
Investigation under section 307 of
the Trade and Tariff Act of 1984
concerning export performance
requirements In the automotive
sector (51 ft 12006).

Disposition or Present Status

USTI Initiated an Investigation on
November 21, 1988, and requested public
com ent by December 20, 1986 (53 FA
47891). Consultations with Japen sore
requested, to be echeduled following a
public hearing. A hearing sill be held
Narth 13, 1989 (54 Ft 2033).

USTI Initiated an Investigation on
December 29, 1988, Involving the
practices of the IC and UK. Comments ere
requested cnd a public hearing sa hold
on Jasry 27, 1989 (54 Ft 338). USTI
advised the IC of its Intention to
schedule GATT consultations after the
public hearing. On January 25, 1989, USTI
Informed the UK that the Investigation
would proceed only as to the IC, since
the UK had represented that Its
regulations merely implemented the EC
export controls and did not constitute
separate restrictions.

USTI requested written public comments,
and consulted sith Taiwan authorities In
June, August and September. On Sept. 12,
an agreement was reached under which
Teian would lift existing sutomtiv
export performance requirements (EPie) by
Summer 1987; apply no new automotive
(Ple; end grant the right for existing
auto Investments to be expanded without
nfew tPs. lased upon this agreement, USTI
terminated the Inveetigation (51 F1
41558).

USTI COMPUTES GtO(JP

OATS 2/27/89
TIME 18:31:46

M0
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QUESTIONS By SENATOR DANIEL PATRICK MOYNIHAN

1. The annual trade projections report is due to be submitted by the USTR and
the secretary of the Treasury to the Finance Committee and the House Ways and
Means Committee today, March 1. Could you state the major conclusions and recom-
mendations in the report and describe the consultation process between USTR,
Treasury and the Federal Reserve Board that was used to draft the report?

2. At a time when the United States is locked in a bitter debate with the EC over
agricultural subsidies and credits to the USSR, can you explain your views on the
fact that in 1987 and 1988 alone, a total of $473 million in subsidies was paid (in the
form of surplus grain) to companies exporting wheat to the Soviet Union?

3. As a member of both the Finance and Foreign Relations Committees, I have a
particular concern about the proposed FSX fighter aircraft agreement with Japan. I
have already expressed my concern on the Senate floor and as a co-sponsor of a res-
olution that the proposed agreement provides minimal commercial benefit to the
United States. Given that we have a huge trade deficit with Japan and Japan has
an announced policy to challenge us in the commercial airliner market, can you ex-
plain your views on the FSX agreement?

4. 1 previously submitted a letter to USTR requesting that as part of the on-going
review of the Generalized System of Preferences (GSP) program that provides duty-
free entry into the United States for developing nations that Burma be removed
from the list on the statutory basis of worker rights violations. Given that the Presi-
dent is due to make a decision on the Burma petition and others by April 1, can you
tell me your current views on whether Burma will be removed from the list?

5. A New York company, Recreative Industries, has submitted an application for
accelerated tariff elimination under the procedures contained in the Canadian Free
Trade Agreement. RI is the only U.S. producer of six-wheel drive amphibious All-
Terrain Vehicles, which are subject to a 9.2 percent Canadian duty scheduled to be
phased out over ten years. I understand that the six-wheel ATVs were left off the
zero duty list by an oversight. Will you urge an immediate phase out of the Canadi-
an duty?

6. I Previously urged that the North American content requirement under the Ca-
nadian Free Trade Agreement be raised from 50 percent to 60 percent. A bilateral
automotive panel is provided for under the agreement to examine this and other
relevant issues and to make recommendations. Could you tell me what steps have
been taken by USTR in this regard?

RESPONSES TO QUESTIONS SUBMiTTED BY SENATOR MOYNIHAN

Question 1. The annual trade projections report is due to be submitted by the
USTR and the Secretary of the Treasury to the Finance Committee and the House
Ways and Means Committee today, March 1. Could you state the major conclusions
and recommendations in the report and describe the consultation process between,
USTR, Treasury and the Federal Reserve Board that was used to draft the report.

Answer. 1988 was a year in which substantial progress was made in reducing ex-
ternal imbalances. The U.S. current account deficit dropped from 3.4 percent of
GNP to 2.8 percent of GNP. U.S. bilateral deficits declined with all major countries
and regions of the world. On current economic projects, U.S. deficits can be expected
to decline this year and next, albeit at a significantly slower pace than in 1988.

The report clearly concludes that to sustain the U.S. external correction, the rate
of growth of U.S. domestic demand must be brought down below the rate of growth
of GNP. Slowing domestic demand relative to GNP has as its reciprocal an increas-
ing domestic saving rate and declining foreign deficit. To achieve this necessary ad-
justment, the report clearly recognizes the need for sustained reduction of the feder-
al budget deficit and a commitment to bolstering saving rates.

Staffs at Treasury and my office coordinated work on this report for a period o,
several months. The report required access to a great deal of foreign country domes-
tic macroeconomic and financial data as well as macroeconomic forecasting models,
most of which are principally available to the Treasury Department. Cooperation,
however, was outstanding with the report design, content and presentation devel-
oped in a joint effort by USTR and the Treasury. Coordination with the Federal Re-
serve Board was principally handled by the Treasury to check consistency of the
report with the Board's own forecasts and analytical views on the major issues in-
volved.

Question 2. At a time when the United States is locked in a bitter debate with the
EC over agricultural subsidies and credits to the USSR, can you explain your views
on the fact that in 1987 and 193 alone, a total of $473 million in subsidies was paid
(in the form of surplus grain) to companies exporting wheat to the Soviet Union?
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Answer. The subsidies of the European Community were the primary reason that
the Export Enhancement Program was begun in 1985. The U.S. had lost market 4 .a
subsidized EC products, and the EEP enabled U.S. products to once again coi,,pete
in third-country markets. Thus, the use of subsidies was designed as a measured and
targeted response by the U.S., one which we have always said we would be happy to
give up if the EC and others would do the same.

We have found that the EEP has been a useful trade policy tool in bringing the
EC to the bargaining table on agriculture. Clearly, if no one challenged the EC's
takeover of world markets, there would be less reason for the Community to focus
on the problems that subsidies cause in international trade. We are convinced that
at least a part of the progress that we have made in the Uruguay Round negotia-
tions to date is due to the selective use of the EEP.

Question 3. Given that we have a huge trade deficit with Japan and Japan has an
announced policy to challenge us in the commercial airliner market, can you ex-
plain your views on the FSX agreement?

Answer. The President's decision to proceed with the FSX program came after he
received the results of an intensive interagency review of the proposed program and
subsequent agreement and clarification by the Japanese Government cover , sev-
eral key points. The program provides a number of economic and commercal bene-
fits to the United States including an estimated $480 million workshare of the devel-
opment budget, $2 billion of the production budget, an automatic flowback of FSX
technology, and option to purchase solely Japanese developed FSX technology.

Question 4. 1 previously submitted a letter to USTR requesting that as part of the
on-going review of the Generalized System of Preferences (GSP) progrr %i that pro-
vides duty-free entry into the United States for developing nations that Burma be
removed from the list on the statutory basis of worker rights violations. Given that
the President is due to make a decision on the Burma petition and others by April
1, can you tell me your current views on whether Burma will be removed from the
list?

Answer. On April 13, the President announced the results of the 1988 GSP Annual
Review, including a determination that Burma has not and is not taking steps to
afford internationally recognized worker rights to its labor force. As a result,
Burma's GSP eligibility will be suspended indefinitely 60 days after the President's
announcement.

Burma severely limits the rights of workers to associate and to organize and bar-
gain collectively. Burma permits the use of forced labor and does not strictly enforce
its minimum age and health and safety requirements.

Answer to 5. USTR has received a request for accelerated tariff elimination from
Recreative Industries for All Terrain Vehicles. This request will be among the group
of products to be raised with the Canadian Government when we initiate substan-
tive discussions. At present we are in the process of technically refining our list of
tariff line items in preparation for publishing these items in the Federal Register
and forwarding them to the ITC for its advice as required by law. We also are plan-
ning to obtain the views of the Advisory Committees established under section 135
of the Trade Act of 1974. We expect to have received this advice by late summer, at
which time we will enter into negotiations with the Canadians for products where
tariff staging acceleration can be mutually agreed upon.

Answer to 6. In early April, the Canadian and U.S. members of the select auto
panel were announced by Ambassador Hills and Minister Crosbie. The U.S. Govern-
ment has asked that the panel report on the issue of increasing the FTA automotive
rule of origin, as well as other important issues affecting the U.S.-Canadian indus-
try, as outlined in the Statement of Administrative Action. We have requested that
the panel give priority consideration to the rule of origin and undertake its best ef-
forts to report on this by the June 30, 1989 date. However, the panel is a binational
group composed of private sector representatives. As such, it may be expected to set
its own agenda within the general mandate established by Chapter 10 of the FTA.

QUESTIONS FROM SENATOR DONALD W. RIEGLE, JR.

1) In analyzing the U.S.-Japan trade problem, the recent report of the President's
Advisory Committee for Trade Policy and Negotiations (ACTPN) states that, for
Japan's part:'the remaining critical issues [are] a) whether stimulative tax and spending poli-
cies will continue beyond fiscal 1989; and b) whether Japan will accelerate structur-
al reforms, e.g., in land use policy and economic regulation, that currently are being
implemented very slowly."
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The report's prescription would have the U.S. force these paramount issues indi-
rectly, i.e., by seeking agreements establishing "appropriate sectoral import levels
that properly reflect the international competitiveness of U.S. suppliers."

Previous Administrations have been disinclined, as a matter of general policy, to
conduct trade policy in this fashion. Are you similarly disinclined? If so, what alter-
native strategy does the Administration propose to ensure that Japan will under-
take the critical structural reforms necessary for a satisfactory reduction in our
trade imbalance? What will be the role of trade policy in such a strategy?

RESPONSES TO SENATOR RIEGLE'S QUESTIONS

Question. What is USTR's response to the ACTPN report?
Answer. USTR is currently involved in an interagency process reviewing U.S.-

Japan trade policy. During this process, we will address many of the issues you
mentioned. A variety of trade options and approaches will be fully considered, in-
cluding recommendations made in the ACTPN report. However, there has been no
reversal of the free-trade, open-market policy that the United States has followed
for some time towards Japan and other nations of the world. We will continue to
stress an overall policy of promoting open markets, free trade, and an expansion of
the multilateral trading system.
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COMMUNE CATI ONS

CAPuol Me&a haidMag a3
30 F S.,. N W
.m I Io
Wa#q.4gO C l0001
Te4 0 2 02631-1100
Cabk AdmLa AeMato*p

March 22, 1989

The Honorable Fortney H. Stark, Chairman
Ways and Means Health Subcommittee
1114 Longworth House Office Building
Washington, DC 20515

Dear Mr. Chairman

Per your request at the March 1, 1989, hearing of the Ways and Means
Subcommwittee on Health, enclosed is the American Hospital
Association's (AMA) list of community hospital closures in 1988. 1
respectfully ask that the list end this letter setting forth AMA's
methodology for determining closures be made a part of the hearing
record.

The definition of a community hospital closure and the process that
AHA uses to compile its closure Ilst have been consistent over time
and are based on sound methodology. The list includes community
hospitals closed as of a given date each year--December 27 in 1988.
AKA considers a hospital closed when one or both of two conditions
are met on that date:

o the hospital no longer provides acute inpatient care; and/or

o the hospital is no longer licensed or registered with a
state.

Even if a closed hospital continues to provide outpatient,
rehabilitation, or other health care services, it is still counted
as a closed community hospital because it does not provide the full
range of services patients expect from, and does not meet the
definition of. a community hospital. In 1989, this was true of 17
of the $I facilities on AMA's list of community hospital closures,
just as similar closures would have been in past years.
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The Honorabie Fortney H. Stark
%larch 21, 1989
Page Two

AHA recognizes that many, if not most, closed hospitals hope to
reopen at some point, but intent notwithstanding, because the
facility has discontinued inpatient services (other than for
construction or seasonal purposes) or is not licensed, AHA counts it
as closed. ARA identifies community hospital closures in three ways:

o several surveys taken each year;

o changes in membership status that prompt direct contacts
with hospitals; and

o contacts with state hospital associations and state
licensure agencies.

Occasionally, there is disagreement over a specific hospital
closure, and AKA works to reconcile the discrepancy. The number of
such cases is quite small. In 1968, three hospitals were involved.
Each case involved a distressed hospital attempting to reorganize.
After discussions with both the hospital and the state licensure
agency, we concluded that the hospitals should be classified as.closed" since none appeared to be providing acute inpatient care at
the end of 198 when their status was verified. Each of these
facilities appears to have succeeded in reorganizing but reopened
either in the last week of 1986, after our canvas concluded, or in
1989. Should these hospitals survive through 1989 we will count
them as new hospitals, unless it becomes evident that they did not
actually close in 1988, in which case we will revise the 1988
closure list. In the fourth case, Cullen Women's Center in Texas,
our discussions with the state licensure agency in 1986 indicated
that the closure occurred in 1988. Since then, the state agency has
informed us that the hospital stopped functioning as an acute
inpatient hospital in late 1986. However, the state agency did not
identify the hospital as closed in either 1986 or 1987 at the time
of our canvas.

You should be aware that the process of identifying closures also
fails to identify some hospitals that close during a year. For
example, our continuing efforts to identify both new hospitals and
hospital closures has 91-redy turned up three hospitals that closed
in 1968 but which were not identified last year and which do not
appear on the 1988 list. When we issue the closure data in 1959, we
will revise the 1988 figures to reflect this new information. Such
revision is our standard practice.

These individual cases simply illustrate the inherent complexity of
identifying hospital closures. AMA acknowledges that the process
requires Judgment vhen an occasional case is neither black nor
white, but AHA stands by its hop ital closure data as accurate.
Further, if the subcommittee would find it helpful for AMA to
identify closed community hospitals that are offering non-acute or
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Zne rnonocao.e rortney h.. StarK
Match 21, 1989
Page Three

non-inpatient services in addition to "new" hospitals that have
reopened since the previous year, the Association will attempt to do
so in the future. (Closed community hospitals offering acute
rehabilitation services only are already listed as "new" community
hospitals; closed community hospitals offering acute psychiatric
health care services only are already listed as "no" specialty
service hospitals.)

To provide further context for the attached list, I would add that
ARA views the collection of data, whether to document closures or
othei aspects of operations, with utmost seriousness and approaches
that task with due diligence and absolute honesty. Hospital closure
data have been collected annually since 1980. Our survey is
factual, our methodology has remained consistent and thorough, and
in no way have our conclusions been influenced by our policy
agenda. Most data discrepancies between AKA's surveys and those
conducted by others are attributable to definitional differences.

A close examination of our advocacy to protect patients from the
impact of hospital payment reductions will show we have not focused
disproportionately on the issue of hospital closures. Nor have
closure data constituted the cornerstone of our Medicare advocacy
efforts. We recognise--and publicly have emphasized--that Medicare
payment shortfalls are one of many factors responsible for hospital
closures. Furthermore, AMA acknowledges that some hospital closures
may be appropriate but they should not result from the impact of
inequities in payment systems, and they should not significantly
reduce access to essential health care services in a community.

Indeed, hospital closures may not be the major threat in fiscal
1990. The best data available to the AHA indicate that, even under
the current law, Medicare payments in the year ahead will fail to
cover the cost of services provided to Medicare beneficiaries in
two-thirds of the nation's hospitals. With such a large percentage
of hospitals experiencing Medicare payment shortfalls, the more
pressing problem may well be curtailed services, such as the shut
down of trauma centers and emergency rooms.

I hope this discussion and attached list answer your questions, Zir,
Chairman. My staff and I remain ready to provide more detail, if
needed.

Sincerely

SM.McCarthy, Ph.D., J.D.

President

Enclosure
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i i AMERICAN INTELLEdTUAL PROPERTY LAW AssocIATIoN
,PtA,~sfliT 201 - fl WYflX5CV DAVIS H1055555N ARUINC7OV VA WCXZ

March 14, 1989

p Kenneth Mason

JClC GmDrTW Secretary
U.S. International Trade Commission

'- F500 E Street, S.W.
WLuLAST"O"o Washington, D.C. 20436

JioeO L" Re: Comments on Interim Rules
I:d V P"V1 Regarding Temporary Relief

I Fum Kc versG
Dear Mr. Mason:

Mncsr A. BV AM I have composed this letter to inform the U.S.
, International Trade Commission of further developments

WLILO4 T, mcc1.D regarding recent comments by the American Intellectual
Property Law Association ("AIPLA") Committee on the

M_,d pa,& International Trade Commission ("the Committee") on certain

pogA DE4CAD, interim rules propounded by the Commission. The Committee
comments were directed to the Commission's "interim rules

BowIofWAIISI governing the posting and possible forfeiture of temporary

TheAbow Pt , ad relief bonds by complainants in investigations of unfair

HDaY L BAL.K practices in import trade," 53 Fed. Reg. 44,118 (1988). The

Tm"L Committee's comments on the two notices were filed on

k)OTR - February 6, 1989.

RHcRimXTAI.An At the AIPLA 1989 Mid-Winter Meeting the AIPLA Board
T L. A voted to adopt as association position the comments submitted
LROumMH BAzO by the Committee on February 6, 1989. The Board also adopted
AL. .ROWthe following resolution put forward by the Committee at the
PA AwLns Mid-winter Meeting:

tiny G Snuv.E
McT ST. esmiA I The Commission's proposed rules regarding the

JoT OS PS posting and possible forfeiture of temporary relief
bonds, 53 Fed. Reg. 49,118 (1988) are opposed by the
Committee: The proposed rules provide for procedural

1 NCAI1a impediments and onerous bond requirements that
LSoVAADSB M.n, contravene Congressional intent that temporary relief

be a more accessible remedy to aggrieved domestic
'a" Pr" industries.

n .ave submitted for the Commission's information the ITC
Committee Report which details the bases for the resolution
and includes the position of the AIPLA and the Committee.
The pertinent section of the Com Ittee Report restates the
,substance of the original Committee coments and provides the
bases for the AIPLA's adoption of the above-quoted
resolution.

Sincerely,

I Jack C. Goldstein
SPresident

Enclosure
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FITZPATRICKCELLA, HARPER & SCINTO
1001 PENNSYLVANIA AVENUE, N W

WASHINGTON. D.C. 20004
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American intellectual Property Law Association ("AIPLA") . The
materials include comments submitted by the AIPLA in response to
notices of proposed rulemaking under 19 U.s.c0 , 1337 ("Section
337") by the United Stites International Trade Commission. The
comments, which accompanied the two enclosed cover letters to the
Commission, are in the form of an AIPLA Committee Report and
resolutions adopted by the AIPAA Board.

The two areas of concern addressed by the AIPLA's comments are
the Commission's proposed rulemaking on: (1) a duty of candor and
related procedures, and (2) bond requirements and forfeiture
provisions applicable to requests for temporary relief.

The Commission's rulemaking will have significant and lasting
effects on the utility and efficiency of investigations under
Section 337. The AIPLA views the Commission's rules as important
steps in the implementation of the Trade Act and the Congressional
intent underlying the Act.

As the enclosed comments indicate, the AIPLA has grave
concerns as to whether the proposed rules properly implement the
mandates of the Trade Act and the intent of Congress to make
Section 337 a more efficient and effective avenue of relief for
aggrieved domestic industries.

I hope that the enclosed comments prove informative and useful
to you.
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I have also directed the appropriate number of copies of the
AIPLA's comments to Ms. Laura Wilcox and Mr. Ed Mihalski.

Best wishes.

Sincerely yours,

Donald R. Dinan
AIPLA International Trade
Commission Committee

DRD/GJR:ced
cc: Laura Wilcox; Ed Mihalski
Enclosures

Report of the AIPLA International Trade Commission Committee:
-1989 Mid-Winter Meeting

Introduction

On January 26, 1989 the members of the AIPLA International
Trade Commission Committee ("the Committee") held a meeting to
comment on, formulate responses to, and offer suggested additions
to recent proposed and interim rules issued by the International
Trade Commission ("the ITC" or "the Commission") under 19 U.S.C.
1337 ("Section 337"). The meeting was chaired by Donald R. Dinan.

Section 337 is a provision of the Tariff Act of 1930, as
amended. Under Section 337, the ITC can initiate investigations
into unfair acts In the importation of and sale of imported items.
Investigations are generally based on complaints filed by "domestic
industries," i.e., a domestic company or companies that claim to
be injured by the alleged unfair act. The majority of unfair acts
investigated by the ITC are violations of intellectual property
rights, especially infringements of patent and trademark rights.
Among the particularly notable features of Section 337
investigations are: (1) they are conducted expeditiously under a
statutory deadline of 12 months or up to 18 months in "more
complicated" cases, and (2) the Commission can issue exclusion
orders barring importation of offending items. Among the many
complainants who have utilized Section 337 are Apple Computer,
DuPont, Intel and Texas Instruments.

The Committee's meeting was characterized by a high degree of
concern and unanimity regarding the Commission's promulgation of
rules that run counter to Congress' intent to make Section 337 a
more effective and efficient avenue of relief for aggrieved
domestic industries. After years of debate and litigation at the
ITC over such key issues as Section 337's injury, domestic industry
and temporary relief provisions, Congress recently provided broad
changes to Section 337 through passage of the Omnibus Trade and
Competitiveness Act of 1988. Pub. L. No. 100-418, 102 Stat. 1107
(1988). The Commission is now in the process of promulgating
proposed rules and making determinations that will have profound
and lasting effects on the practice of intellectual property law
under the newly-amended Section 337. Therefore, as all of the
attending Committee members agreed, it is critical that we ensure
that the voice of the AIPLA be heard during this critical process.

The key topics of discussion at the Committee meeting were:
(1) the Commission's proposed "duty of candor" rules, 53 Fed. Reg.
44,900 (1988); (2) the Commission's interim rules regarding
teaporery relief, 53 Fed. Reg. 49,118 (1988); (3) Committee
proposals regarding adoption of additional procedural rules by the
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Commission: and (4) Commission practices with respect to access by
Inhouse counsel to confidential information submitted under a
protective order.

1. The Commission's Proposed Duty of Candor Rules

The Commission's proposed rule provides for a duty of
disclosure by complainants prior to the Commission's institution
of an investigation. This proposed duty of candor is patterned
after the standard of conduct articulated in 37 CFR 1.56 by the
U.S. Patent and Trademark Office ("PTO"). However, as noted by the
Commission, becauseue practice before the Commission and the PTO
differs in several respects, the Commission would not view PTO and
court decisions interpreting the PTO as dispositive or necessarily
persuasive authority, in applying the Commission's standards of
conduct." 53 Fed. Reg. 44,901 (1988). Among the sanctions for
violation of the duty of candor are reprimand, temporary or
permanent disqualification from practice before the Commission,
notification of appropriate professional associations/or licensing
authorities, award of costs and attorneys' fees, and referral to
the U.S. Attorney for prosecution. 54 Fed. Reg. 44,903. The
proposed rules further contemplate special procedures for
investigating alleged violations of the duty of candor and
sanctions for filing frivolous allegations of violations of the
duty of candor.

The Committee closely examined the text of the proposed rules
and the Commission's comments on the proposed rules. The Committee
determined that, rather than provide a clear and suitable standard
of conduct, the proposed rules adopt a "material omission" standard
that is indbfinite and provides no guidance to prospective
complainant. In fact, the PTO has recently issued a policy
statement supporting modification of the very aspect of 37 CFR 1.56
that the Commission seeks to adopt. See Pat. Trademark & Copyright
J. (BNA), Vol. 36, pp. 616-617 (.988). The Committee determined
that the Commission's recent adoption of an analog to Fed.R.Civ.P.
11 of the Federal Rules of Civil Procedure provides a ready-made
vehicle for sanctioning misconduct by complainants. The rule has
the benefit of extensive explication by the federal judiciary and
is fully applicable to the filing of defective complaints, the
activity sought to be addressed in the Commission's duty of candor
rules. In short, the Committee determined that, especially in
light of the Commission's recent adoption of an analog to
Fed.R.Civ.P. 11 of the Federal Rules of Civil Procedure, the
proposed duty of candor rules add unnecessary complexity,
uncertainty and cost to Section 337 investigations.

2. Interim Rules Regarding Temporary Relief

The Commission's interim rules regarding temporary relief have
several features that give rise to concern. These features are:
(1) a motion for temporary relief cannot be amended after
institution of an investigation, 19 CFR 210.24(e)(7); (2) the
Commission will presume that a bond should be posted by a
successful applicant for temporary relief, 53 Fed Reg. 49,120-121;
(3) the bond amount can be between 10% and 100% of the
complainant's sales revenues and licensing royalties from the
product, 53 Fed. Reg. 49,121; (4) the bond can be forfeited in
whole or part to the Department of Treasury if frivolousness or
Improper use of the temporary relief process is shown, 53 Fed. Reg.
49,126-127; (5) a successful applicant for temporary relief who is
later unsuccessful at the permanent relief phase of the
investigation will automatically be required to file a brief
arguing against forfeiture of the bond, 53 Fed. Reg. 49,127; and
(6) the Commission's forfeiture determinations will take into
account a number of factors, including "(t]he extent to which the
Commission has determined that Section 337 has been violated" and
"[any other legal, equitable or policy considerations that are
relevant to the issue of forfeiture. 53 Fed. Reg. 49,128.
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The Committee members determined that the prohibition of post-
institution amendments to motions for temporary relief is
unrealistic in light of the fact that discovery commences after the
investigation has been instituted. If discovery or a response to
the complaint reveals information pertinent to the issue of
temporary relief, including bonding, amendment of the motion for
temporary relief should be allowed in accordance with the standards
set forth In Rule 210.22, the Commission rule governing amendments
to complaints.

Regarding the imposition and calculation of temporary relief
bonds, the Committee members concluded that the Commission's
approach does not reflect the Congressional purpose of deterring
improper use of the temporary relief process while, at the same
time, making the temporary relief process a more effective and
efficient avenue of relief fo: aggrieved domestic industries. The
Committee members determined that the presumption of the necessity
for a bond, as well as the potentially exorbitant amount of the
bond, are not in proportion to any perceived need to deter
frivolous or improperly motivated bond requests or improper uses
of the temporary relief process. in short, the Committee members
agreed that the presumption should be in favor of imposition of a
small bond amount, if any at all, unless specific circumstances in
a particular investigation lead the administrative law judge and
the Commission to conclude that a more substantial bond is
necessary. Further, other factors that supported the conclusions
regarding the Commission's apparent readiness to impose substantial
bond requirements are: (1) the availability under the Commission's
interim rules of sanctions analogous to those available under
Fed.R.Civ.P. 11 of the Feleral Rules of Civil Procedure; and (2)
potential availability of a civil remedy to respondents who have
suffered injury from misconduct by a complainant. In essence,
there are, even without imposition of a substantial bond,
significant disincentives to abuse of the temporary relief process.

The Commission's Interim Rule 210.58 provides that a
complainant must file a defense against forfeiture of a temporary
relief bond within thirty days of a Commission determination that
one or more of the respondents whose merchandise was covered by the
temporary exclusion order have not violated Section 337 to the
extent alleged in the motion for temporary relief and provided for
in the temporary exclusion order. The Committee members concluded
that such an automatic inquiry and briefing rests on an
inappropriate presumption that an unsuccessful complainant's
motives regarding temporary relief must necessarily be called into
question. Such an approach is wasteful of Commission and party
resources because it automatically raises issues that may not merit
consideration, i.e., the question of the propriety of the temporary
relief motion may not be an issue if it is clear to all parties,
including the investigative attorney, that there is no legitimate
basis for seeking forfeiture of the bond. The better approach to
determining whether forfeiture is appropriate is to place the
burden of raising the issue of frivolousness or improper motivation
on the parties to the investigation. If in the view of the
affected respondents or the Commission investigative attorney there
are indicia of abuse by a complainant, the affected respondents or
the Commission investigative attorney can file an appropriate
motion and join the issue.

Finally, Interim Rule 210.58 contains a non-exhaustive list
of factors that will be considered by the Commission in determining
whether and to what extent forfeiture is appropriate. Because the
bond is intended to deter frivolous motions and misuse, the
Committee members concluded that forfeiture should occur only when
it is established that the temporary relief process has been
abused. Thus, the uncertain standard contained in Interim Rule
210.58 is unduly complex and uncertain. A better approach would
be utilization of the Commission's analog to Fed.R.Civ.P. 11 of the
Federal Rules of Civil Procedure to judge the propriety of the
motion for temporary relief.
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3. Proposed Adoption of Analogs to Rules 12, 19, 41, 59 and 60.

The Committee members agreed to dvaft and circulate for
comment proposed Commission rules based on Federal Rules of Civil

Procedure 12, 19, 41, 59 and 60. The following discussions provide
summaries of the bases for the Committee's views regarding the
propriety of adapting such rules for use in the Section 337
context.

(a) Fed.R.Civ.P. 12

Three particularly noteworthy aspects of Rule 12 are its
provision for: (1) motions for a more definite statement; (2)
motions to dismiss for failure to state a claim; and (3) motions
for judgment on the pleadings. In essence, these provisions are
intended to "streamline" litigation, identify with particularity
the issues in dispute, and remove inappropriate matters from the
courts' docket. Especially in light of the time pressures of
Section 337 litigation, the provisions and intentions of Rule 12
are particularly applicable to Section 337 proceedings and should
be part of the Commission's rules.

(b) Fed.R.Civ.P. 19

Rule 19 provides for joinder of persons needed for complete
and just adjudication. Section 337 proceedings are analogous to
court proceedings in that respondents are placed et risk of an
injunctive order and, in instances where there is res judicata,
estoppel or simply judicial deference to the Commission,
respondents can be subject to damage liability in a court based on
evidence from a Section 337 proceeding. Therefore, the
considerations embodied in Rule 19 are fully applicable to Section
337 investigations.

(c) Fed.R.Civ.P. 41

Rule 41 provides for voluntary and involuntary dismissals.
Tailored to the special features of Section 337 investigations,
such as the presence of a Commission investigative attorney with
full party status, the provisions of Rule 41 should also be
applicable to litigation under Section 337. Circumstances leading
to dismissals of judicial actions can also be present in Section
337 investigations.

(d) Fed.R.Civ.P. 59

Rule 59 provides for the grant of a new trial "to any or all
parties and on all or part of the issues." Under Rule 59 a court
presiding over a nonjdry trial can open the judgment, take
additional testimony, amend findings of fact and conclusions of law
or make new findings and conclusions, and direct entry of a new
judgment. Because hearings under Section 337 are analogous to
nonjury trials in district courts, circumstances giving rise to the
need for a Rule 59 motion may also be present in the Section 337
context.

(e) Fed.R.Civ.P. 60

Rule 60 provides for ialief from a judgment or order in
certain circumstances. The provisions of Rule 60(a) regarding
correction of clerical errors would certainly be applicable to
Section 337 proceedings, but the provisions of Rule 60(b) are
particularly noteworthy. Grounds for relief from a final judgment,
order or proceeding under Rule 60(b) include: (1) mistake,
inadvertence, surprise or excusable neglect, (2) newly discovered
evidence, and (3) fraud, misrepresentation or other misconduct of
an adverse party. Motions based on these three grounds must be
made within one year.
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Although Section 337 investigations are technically government
investigations, they are in essence litigation. Grounds that would
provide a basis for a Rule 60 motion in district court litigation
are just as likely to be present in Section 337 investigations.
Therefore, an adaptation of Rule 60 for use in the Section 337
context would be appropriate.

4. Inhouse Counsel Access to Information Under a Protective
Order

The Issue of acess by inhouse counsel to information held
confidential under a Section 337 protective order raises a number
of difficult issues and significant concerns. The Committee
members agreed that further study of the issue is merited. Among
the issues to be considered are: (1) whether a general rule
allowing such access would be appropriate, and (2) whether the
Commission should simply adopt the procedures and standards
applicable in district court litigation.

5. Committee Resolutions

The attending Committee members agreed unanimously on the
following resolutions:

1. The Commission's proposed rules regarding conduct of
complainants prior to institution of investigations, imposition of
a duty of candor, and related procedures and sanctions, 53 Fed.
Reg. 44,900 (1988), are opposed by the Committee: The proposed
rules provide for an uncertain and inappropriate standard of
conduct, are unduly complex and, above all, are unnecessary in
light of the Commission's recent adoption of an analog to Rule 11
o4 the Federal Rules of Civil Procedure.

2. The Commission's proposed rules regarding the posting and
possible forfeiture of temporary relief bonds, 53 Fed. Reg. 49,118
(1988) are opposed by the Committee: The proposed rules provide
for procedural impediments and onerous bond requirements that
contravene Con3ressional intent that temporary relief be a more
accessible remedy to aggrieved domestic industries.

3. The Committee will propose that the Commission adopt rules
analogous to Federal Rules of Civil Procedure 12, 19, 41, 59 and
60: These rules are utilized in the federal judiciary to promote
efficiency and fairness and are equally applicable to litigation
in the Section 337 context.

The Committee members also agreed that further study and
discussion should be devoted to the issue of access by inhouse
counsel to information placed under a protective order in a Section
337 investigation.
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May 2, 1989

Ms. Laura Wilcox
Hearing Administrator
Senate Finance Committee
SD-205
Washington, D.C. 20510

Dear Ms. Wilcox:

These comments are submitted on behalf of Caterpillar Inc., one of the
nation's largest exporters, in response to the Senate Finance Committee's
request for comments regarding the Omnibus Trade and Competitiveness Act of
1988.

Caterpillar asks the Senate Finance committee to review the merits of
Section 1334 which eliminates duty drawback for antidumping and
countervailing duty charges.

As near as we can tell, this one sentence change went unnoticed by
virtually every trade association in Washington ... and we suspect most
every legislator as well. Given the size of the 1988 trade bill -- 1128
pages -- such an oversight was certainly understandable.

However, regardless of the reasons for the oversight, this provision is now
hurting the competitiveness of American exporters. For example, today with
preliminary antidumping duties on antifriction bearings having been
assessed -- and domestic producers quoting up to six-month lead times --
Caterpillar finds itself scurrying to reorganize its export logistics.

Before the Section 1334 provision, we tended to stock replacement parts in
the U.S. without regard to country of origin or eventual destination.
Today, we're changing our logistics to ensure that. where possible, foreign
produced bearings are warehoused in Singapore and the U.K. rather than in
the U.S.

A few Caterpillar plants are potentially exempt from this "drawback" change
because they are located in foreign trade zones. But, it hardly seems fair
to penalize the export competitiveness of Caterpillar's other plants (e.g.,
York, Pennsylvania), just because they happen to be located outside such
zones.

We urge that the Senate Finance Committee initiate legislation which
repeals the Section 1334 provision retroactively to its date of enactment.

Very truly yours,

Representative
International Issues
Public Affairs Dept.
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Pharmaceutical
Manufacturers

A.Sociation

GERALD J. HOSSINGHOFF
PRESIDENT, PHARMACEUTICAL MANUFACTURERS ASSOCIATION

FOR THE
COMMITTEE ON FINANCE

Mr. Chairman and Members of the Committee:

The Pharmaceutical Manufacturers Association appreciates the
opportunity to submit this statement to the Comittee in
connection with your hearings into implementation of the Omnibus
Trude and Competitiveness Act of 1988. We applaud your statement
of intent to oversee vigorously the implementation of the new
Act.

PHA member companies are also deeply appreciative of the
efforts of this Committee in the last Congress in developing this
extremely important legislation and, in particular, those
provisions which promote increased protection of intellectual
property in other countries. Many of our member companies are
heavily engaged in overseas markets and are all too familiar with
the lack of intellectual property protection in some countries,
as well as the presence of other unfair trade practices.

I will present a brief overview of the research-based
pharmaceutical industry and the critical importance of
intellectual property protection to its continued viability. I
will also summarize the significant progress that has been
achieved with this Commnittee's leadership in recent years in
improving the protection of intellectual property
internationally. Finally, I will discuss countries
where the piracy of pharmaceutical inventions has achieved the
status of national policy.

The Pharmaceutical Manufacturers Association represents more
than 100 research-based pharmaceutical companies with 1988 sales
of over $46 billion worldwide. About one-third or $16.3 billion
of those sales were overseas. Through their own privately
financed research and development, the research-based
pharmaceutical industry -- here and abroad -- discovers most and
develops virtually all of the new medicines introduced into world
markets.

The annual investment in research and development by PMA
member companies has doubled every five years since 1970 and in
1988 was $6.5 billion. That is more than all of the institutes
of the National Institutes of Health spent on all biomedical
research and development. In terms of R&D expenditures as a
percentage of sales revenues, PMA companies' commitment has grown
from less than 12% in 1980 to more than 16% in 1988. This is a
higher ratio of R&D-to-sales than any other of America's high-
technology industries. To discover, develop and obtain approval
to market a new medicine takes from 7 to 10 years and costs on an
average $125 million, up sharply from earlier years.

Statement
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PMA companies contribute significantly to the U.S. positive
balance of trade in pharmaceuticals, which in 1987 amounted to
$394 million. Regrettably, this was less than one-third of the
$1.2 billion surplus reported for 1983. The research-based
pharmaceutical industry is highly competitive, with no one
company supplying more than 4% of the world market. One must
combine the sales of more than twenty PHA firms to meet 75% of
the domestic market.

America's research pharmaceutical industry's commitment to
research and development would be impossible without adequate and
effective intellectual property protection, most importantly
patents and trademarks. In no other industry are inventions
which cost so much to discover and develop so easily and cheaply
copied by patent pirates. Nations which provide adequate
intellectual property protection appropriately share in the true
cost of today's medicines and tomorrow's cures; those which deny
such protection simply steal from those whose enterprises have
saved untold millions of lives in this century and improved the
quality of life for countless others.

A major milestone in United States' efforts to persuade
other countries to adhere to fair trade standards and provide
adequate intellectual property protection was the enactment of
the 1984 Trade Act. That effort was reinforced by passage last
year of the landmark omnibus Trade and Competitiveness Act.

We applaud the efforts of both the Executive and the
Legislative Branches of the Government in encouraging respect for
intellectual property worldwide. Through those efforts --
particularly the work of the United States Trade Representative,
the Department of Commerce and this Committee -- significant
progress has been achieved.

Iultilateral Developments

In the multilateral sphere, the ill-advised efforts begun in
the mid-1970's to water-down the protections afforded by the
Paris Convention have been stalled for five years. We hope that
those efforts will be totally replaced by diplomatic efforts
through the World Intellectual Property Organization to achieve
harmonization of patent systems at an appropriately higher level
of protection drawing upon the most advanced patent systems of
the world.

We hope, too, that the General Agreement on Tariffs and
Trade ("GATTO) will be amended during the Uruguay Round quite
properly to assure that patent piracy is declared to be a GATT-
actionable unfair trade practice. We are aware of current moves
to use the mechanisms of GATT to block U.S. efforts to root out
unfair trade practices bilaterally. It would be a sad irony
indeed if those moves were to succeed.

Bilateral Initiatives

The bilateral initiatives of the U.S. Government with
several of our trading partners have contributed to what we
believe is the current prevailing view internationally -- that
stealing intellectual property is as reprehensible as other forms
of theft. In reporting on these developments I should stress
that in PHA's view adequate protection of pharmaceutical
inventions can result only from patent protection of the products
themselves, and not through half-way measures such as patents
covering only the process of making pharmaceuticals.

Let me summarize from our perspective some of the
developments which have occurred.

o As a result of discussions with the U.S. Trade Repre-
sentative, Taiwan in December 1986 changed its patent law to
provide protection for pharmaceutical products.
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o President Suharto recently announced that the Indonesian
Government had introduced legislation to establish that
country's first patent law. It would provide product patent
protection for pharmaceuticals.

o In November 1987, Canada amended onerous compulsory
licensing provisions applicable to pharmaceutical
inventions. While the Canadial law falls short of that of
other developed countries, the 1987 Canadian amendments
represent a significant development.

o As a direct result of a Section 301 action PMA filed with
respect to Chile's patent law, that government is now
considering changes in its law to protect pharmaceuticals.
This prompted PHA to withdraw its Section 301 petition.

" In January 1987, Mexico enacted a new patent law which
acknowledges the right of pharmaceutical products to enjoy
patent protection. But that protection will not go into
effect until 1997, in practical effect denying any real
protection until early in thb 21st century. As a result of
this unsatisfactory amendment to the 1976 law, the United
States on July 1, 1987 eliminated $400 million of Mexican
imports from the Generalized System of Preferences or "GSP"
program.

" PHA was encouraged that discussions with the USTR prompted
Korea to enact product patent protection for pharma-
ceuticals, effective July 1, 1987. However, we remain
concerned that the Korean Government has been slow to accept
U.S. Government proposals to protect those products now in
the governmental approval process. we are also concerned
about other measures that are roadblocks to a truly open
Korean market.

PHA has requested that the USTR continue to monitor the practical
results of each of these initiatives, and to give special
attention to Chile, Korea and Mexico. we also believe that
potential new developments regarding patent protection in the
Philippines should also be closely monitored.

China and USSR

There have been major developments in China and the USSR
which reinforce our view that increasing respect for intellectual
property is clearly becoming the international trend.

On April 1, 1985, China instituted its patent system and
began to accept patent applications. As U.S. Commissioner of
Patents and Trademarks from 1981 to 1985, I worked closely with
China's patent officials to assist them in any way we could to
encourage them to carry out their historic plans. Several
Chinese patent examiners are graduates of the U.S. Patent and
Trademark Office's Patent Academy. PMA applauds China's decision
to establish a patent system and to join the Paris Convention.
We are most favorably impressed by the professional way in which
they carried out their plans.

As originally written, the China Patent Law does not cover
pharmaceutical products, and that is disappointing to our
industry. But a review effort is now in process in China, and we
are most hopeful that in that effort, China will recognize the
need not to discriminate against any field of technology,
particularly one so vital to the health and welfare of its
citizens o,,d to Western investment in China.

Thd USSR recently published a draft of a new patent law --
one which is based on the best of the world's patent systems.
The new law will do away with inventor's certificates and --
especially significant from our viewpoint -- will specifically
provide patent protection for pharmaceutical products and fine
chemicals.
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Argentina, Brazil, India and Thailand

Four countries -- Argentina, Brazil, India and Thailand --
do not provide adequate patent protection for pharmaceuticals and
do not seem to be disposed to redress that unfair trade practice.

o In response to a Section 301 petition fil-i by PHA last
August citing the inadequacy of patent protection for
pharmaceuticals in Argentina, the USTR initiated an
investigation of the complaint in September. Initial
negotiations with the Argentines indicate that they are not
disposed to improve their patent law, and thus retaliatory
measures seem likely. As with similar complaints against
Brazil and Chile, PMA is not interested in retaliation, but
only appropriate and fair treatment of our intellectual
property.

o On October 20, 1988, President Reagan announced the
imposition of 100% duties on $39 million of Brazilian
imports of certain non-benzenoid drugs, consumer electronic
items and paper products in retaliation for Brazil's failure
to provide adequate patent protection for U.S.
pharmaceuticals and fine chemicals. This action was
prompted by PHA's Section 301 petition regarding Brazil, the
first ever such Section 301 petition filed by a U.S.
industry association. Unfortunately, that country continues
to flaunt its disregard for principles of fair trade.

" India, along with Brazil, has not only rejected all
bilateral efforts to bring about appropriate respect for
intellectual property, but also has led the charge against
multilateral efforts in GATT. At the same time, India is
enjoying the benefits of science and technology agreements
with the United States. In our view, India deserves special
attention under the omnibus Trade Act, and we have
recommended that action to Ambassador Hills.

" Although PMA remains hopeful that the U.S. Government will
persuade Thailand to provide adequate protection for
pharmaceuticals, that has not yet happened. As the result
of a Section 501 petition the PMA filed with respect to
Thailand, the U.S. Government did withdraw $165 million of
GSP privileges from Thailand. we have also recommended
Thailand for special attention by Ambassador Hills unless
the situation improves soon.

Mr. Chairman, in the remainder of my statement I discuss
more completely the status of developments in Argentina, Brazil,
India and Thailand. We believe that, because of their intract-
ability, those countries should be the subject of the special
mechanisms provided by the Omnibus Trade and Competitiveness Act
of 1988. we also recommend that until GATT provides a
multilateral basis for redressing unfair denial of intellectual
property protection, the U.S. Government should reject any effort
in GATT that would hamper our bilateral efforts to achieve that
result.

Brazil

Of the actions taken by the USTR to date, the most notable
is with respect to Brazil. On June 11, 1987, PMA filed a Section
301 trade petition with the U.S. Government protesting Brazil's
failure to protect pharmaceutical patents. Brazil had amended
its patent law in 1969 to deny all forms of patent protection for
pharmaceuticals. Brazilian law specifically allows local
companies to take U.S. pharmaceutical inventions without paying
for them. PKA's petition was the first trade complaint based on
lack of intellectual property protection filed by any industry
under the 1984 amendments to the 1974 Trade Act. The U.S. Trade
Representative accepted the complaint on July 23, 1987.
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In our petition and subsequent representations, PMA
estimated that our industry has sustained revenue losses between
$100-$150 million a year since 1969 because of Brazil's patent
policy.

Given the Brazilian Government's unwillingness to negotiate
seriously on this issue, in October 1988 President Reagan imposed
100% duties on Brazilian exports of certain non-benzenoid drugs,
consumer electronic items and paper products in retaliation for
Brazil's failure to provide adequate patent protection for U.S.
pharmaceuticals and fine chemicals. The sanction effectively
excludes from the U.S. market Brazilian paper products and
consumer electronic items. Brazil had ambitious export plans for
these industries. The 100% tariff will remain in force until
Brazil responds fully to the United States' concerns.

PHA welcomes the sanctions even though in our petition we
made clear that we wished to avoid retaliation. However, the
United States cannot permit its pharmaceutical industry to
sustain substantial losss as a result of Brazil's refusal to
recognize patent rights for pharmaceutical products and
processes. In response, Brazil's President Sarney said Brazil
would defend its interests at the GATT. In filing this
complaint, the Brazilians asked for an investigations of what
they described as "illegal U.S. restrictions."

Brazil is the global leader of the anti-patent countries.
Only the imposition of a meaningful penalty will impress upon
Brazil the seriousness with which the United States views the
unauthorized appropriation of its citizens' intellectual
property.

The U.S. Government should strongly oppose Brazil's
complaint before the GATT by defending the Trade Act and its
negotiating and sanction provisions. Should Brazil continue to
ignore the pharmaceutical patent issue, the U.S. Government
should be prepared to increase pressure through further sanctions
and by whatever other means are available. One such measure
should be reconsideration of Brazil's overall eligibility under
the GSP program.

Argentina

On August 10, 1988, PHA filed a Section 301 petition against
Argentina based on that country's denial of patent protection for
pharmaceutical products. The U.S. Trade Representative initiated
an investigation of the complaint on September 21. The complaint
was similar to those previously filed by PHA against Brazil and
Chile. Argentina Government officials have noted their concern
over this issue and their desire to resolve the problem; however,
based in large pact on the political clout of a well-entrenched
and thriving patent pirate industry, they have insisted that the
"political reality" in Argentina precludes any change in their
patent law in the near term.

In addition to the Section 301 complaint, the U.S.
Government had previously expressed its concerns over Argentina's
arbitrary and discriminatory pharmaceutical product registration
system and its p:icing policy, which has seriously eroded the
profitability of U.S. pharmaceutical company investments in
Argentina.

During the course of the Section 301 investigation, we
recommend that the U.S. Government continue to engage the
Argentine Government Sn serious negotiations. To date the
Argentines have limited themselves to stating what they believe
they cannot do. If the Argentines are unwilling to commit to
change their law, we would reluctantly recommend that the U.S.
Government impose meaningful trade sanctions on Argentina. We
believe that the U.S. Government must also press the Argentine
Government to make it. product registration and pricing policies
equitable and transparent.
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India

India does not provide product patent protection for
pharmaceuticals. With respect to process protection, India
maintains an insufficient patent term, does not reverse the
burden of proof to the potential patent infringer, maintains an
open-ended compulsory licensing provision, and liberally
interprets various other patent-related provisions of its law.
with regard to trademark protection, India does not permit the
licensing of foreign trademarks and their free usage within the
country. India does not provide protection for well-known
international trademarks, even if the marks have not been
commercialized in India. With respect to investment, India
maintains an elaborate system of both local-content manufacturing
and export requirements. India requires the use of local com-
ponents whenever local sources are available. India also
negotiates the amount of export obligations which joint ventures
are expected to meet. India permits U.S. pharmaceutical
investment only through joint ventures with Indian partners.
Foreign equity participation is generally limited to 40%.
Although India maintains other impediments and barriers, these
restrictions are sufficient to make India a very difficult place
to do business.

Given India's business climate and attitude, the U.S.
Government should not, in our view, engage in science and
technology agreements or other arrangements, unless there are
adequate safeguards and assurances. It is highly unfair, and
indeed contrary to the U.S. Government's efforts on intellectual
property protection worldwide, to permit India to take advantage
of our strong patent laws when we find ourselves without
intellectual property protection in India. Moreover, the U.S.
Government should take more direct steps with the Indian
Government to demonstrate its resolve with respect to India's
restrictive patent, investment and trade policies. If consul-
tations cannot produce tangible results, then the U.S. Government
should use the mechanisms and sanctions authorized by the Omnibus
Trade Act against that country.

Thailand

Because Thailand does not provide adequate intellectual
property protection for pharmaceutical products, PRA filed a
petition in May 1987 with the U.S. Government to withdraw
benefits under the GSP. We regret that the Government of
Thailand did not make any measurable progress towards eliminating
the future pirating of any new pharmaceutical products in
Thailand prior to the GSP deadline. We applaud the U.S.
Government decision to deny Thailand some GSP benefits and to
consider seriously designating Thailand a top candidate for a
"special Section 301" action under the 1988 Trade Act this coming
May. We believe the action which the U.S. Government takes in
Thailand will set an important example to other countries that
fail to adequately protect intellectual property.

Prior to a decision to make Thailand a "special Section 301"
candidate in May, the U.S. Government should continue to
encourage Thailand to commit to submitting a prnduct patent law
to the Thai Parliament by December 31, 1990; to allow all pending
process applications to be converted to product applications
under the new law, and to establish a mechanism prohibiting Thai
pirates from copying, for a period of five years, any new
pharmaceuticals which may be introduced in Thailand starting in
1989. If this approach fails to achieve any significant results,
in our view, the U.S. Government should not hesitate to take
strong action in May.
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Summary

In summary, there is much good news and some bad news.
There has been significant progress in encouraging individual
countries to increase protection of intellectual property as a
self-serving way of enhancing their own commercial development
while at the same time living up to accepted international norms
of fair trade. And there is a growing awareness in bilateral and
multilateral fore of he critical importance of intellectual
property protection to scientific and technological progress.

But there are also countries -- most notably Brazil and
India -- which seem determined to stand against this tide. They
are increasingly isolated in the international arenas, but they
represent a major challenge to the United States and our
responsible trading partners.
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