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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, gx‘adley, Rockefeller, Daschle,
Packwood, Roth, Danforth, Heinz, and Symms.

[The press release announcing the hearing follows:}

[Press Release No. H-7, February 17, 1989)

SENATOR BENTSEN ANNOUNCES HEARINGS ON OVERSIGHT OoF TRADE AcT oF 1988

WasHinGgTON, 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.



3

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
ingist 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, 1 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
tradix:ig system. We want to do all we can to be helpful in that
regard.

We very much appreciate having you here today.

[’I(‘ihe ]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 welcorne 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 1 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 obviousiy with EC-1992 facing a inajor 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 ‘fl"ace 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 on{y 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 CHalIRMAN. Well, thank you.

Senator Rockefeller? )



fNo response.]

The CHAIRMAN. Senator Danforth?

[No response.]

Madam Ambassador, if you would proceed.

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

Ambassador HiuLs. 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 cpportu-
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 1 will travel to Brussels on March 10 and
11. By the end of March 1 will have met with or talked to most of
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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 s0 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 our fundamental objectives.

Beyond our multilateral efforts in the Uruguay Round, we will
pursue vigorously and responsibly ilie 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 our 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 pursuie 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,



7

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 cases 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 responsive action taken under Section 301.

In all instances, it is my intention to use the leverage of Section
301 tc bring down foreign unfair practices. I provided you with an
tupdated table of cases that reflects their current status, and soon 1
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 nsed 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
gsome 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 for 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.

[Tdhe ]prepared statement of Ambassador Hills appears in the ap-
pendix.

The CHamrMAN. 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
bg American exporters in Jaran were removed, we could have from
$5 to $30 billion in additional exports to Japan. .

If those numbers are serious numbers, I don’t see how we can
keep from-—by the tinie 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 resident, 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 HiLis. 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 CuairRMAN. 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 HiLrs. 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.
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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 HiLLs. 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 CHAalrMAN. 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 policy suggestions as to how to deal with
Japan. One is ACTPN, your private industry advisory group, which
recommends that we Americans hegin 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. N

But we are evaluating all the commentary. 1 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 teaci; that we are all better off
if we have open trade. But if a country refuses through invisible
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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 1V, A US.
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 RockerFeLLER. I understand why that would be so, and 1
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 Hiwrs. I will uphold the law,

Senator RockerFeLLER. 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 RockereLLER. 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 ‘is\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. | understand and would simply ask you to
lo%k 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. 1 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 il 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 HiLis. 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 HEINzZ. 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 HiLis. 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
Japlan. 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 19877 Or are you saying that that is
not even theoretically possible?

Ambassador HiLis. 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 HiLis. 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 DaANFORTH. 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
barner, 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 exponrts 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 Packwoop. 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 Packwoob. That is correct. If the goal is getting trade
surpluses down, that might work.

Ambassador HiLrs. We think that the commumty 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 il, and we will
consult with you on what we see as the process is ongoing.

Senator PAckwoob. 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 gourself internally.” It allows a great deal of face-saving. 1
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 US.
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.
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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 stilf' 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 HiLis. 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 Hiirs. 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 DascHiLE. Okay.

The CHAIRMAN. Thank you.

Senator Bradley?

Senator BRapLEY. Thank you very much, Mr. Chairman.

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

Senator BrapLey. 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 the 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 Hiris. 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 HiLis. 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 HiLis. 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 BrapLEy. Well, let us say you are at the bargaining table
and you are dealing w1th 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 STATFMENT 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 criticisin 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 ver ry apprehenswe, 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, thar 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
thi?i 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 HiLLs. 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
hcve 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 Hrinz. 1 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 HiLis, 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 fzour
assessment of where 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 1as 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 Hiuts. 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 HiLrs. I would be delighted to talk to you about it.

Senator HEINz. Thank you very much, Carla.

The CunairMAN. 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 Hiurs. With respect to rules of origin?

The CHAIRMAN. Yes.

Ambassador HiLLs, We are trying to understand what the Euro-
ﬁean Community is doing through regular consultation, and we

ave 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.

Serator Baucus?

Senator Baucus. Thank you, Mr. Chairman.

Ambassador Hills, I first want to associate myself with the re-
marks of Senator Daschle 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-
pears 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 will uphold the law.

I con’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 HiLis. 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 Hmis. Well, first of all we have more than one
person dealing with Japan.

Senator BaAucus. 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 HiLrs. 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
tolponsult 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

rocess, because we are dealing with a culture that is not legalistic
ike 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 HiLrs. 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.

ond, 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
s];;oken 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
Calr_lada is important and, as I say, indicates a welcome change of

icy.

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, 1 can assure you of my intention to
iggst)i{}ue the voluntary restraint program after September 30,

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
iou are going to achieve, prior to the middle of this summer, some

ind 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.

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

Ambassador Hirrs. That I can reaffirm.

Senator RockereLLER. That pending that international agree-
ment, you will support a program of continued Voluntary Restraint
Agreements.

Ambassador Hirrs. 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 HiLrs. 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 geods. 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 HiLis. 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 HiLrs. I can assure you we will seek your advice. I
welcome it, and 1 will welcome consultation on those countries that
we deem should be indicated as priority countries.

hSenator 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
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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-

rters 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 HiLis. 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 Hints. Thank you, Mr. Chairman, and I will be
happy to answer any questions.

nator Baucus. Senator Bradley?

Senator BRapLEY. 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 n:ean 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 HiLis. 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 Hiuis. 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 Hivris. 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 HiLrs. 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 HiLis. 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 HiLts. 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?

© -\mg’m
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Ambassador HivLis. 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 BrapLEy. 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 HiLiLs. Thank you.

Senator BaAucus. 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 HiLrs. Well, I will consult with you. I hope to have
some idea of, at the lower level, what their recommendation is. 1
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 Hirts. I think, at the very least, a clearer view of
t}]ww to approach some of the more complicated problems with

apan.
nator 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 HiLLs. Are you asking what is the principle cause of
the trade deficit?

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

Ambassador HiLis. 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 HiLrs. 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 HivLis. 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 trade 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
;)ut of the multilateral trade negotiations—are trying to label this bill as “unilatera-
ist.”

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 (GATT) 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 GATT; 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
fules, in protecting the basic rights of workers and in preventing currency manipu-
ation.

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

; N(;lw, we have moved with these oversight hearings very early. There is a reason
or 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
‘s 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.
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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.

owever, 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 siristem. 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 HILLS

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 dewn from its record higha, 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 ster.s
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, techno o(giy, 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-
nalional 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 an t;J)portunities that accrue to us under international agreements to
which the United States is a party. Qur 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 cf Sec-
tion 301 and related provisions to expand market access bilaterally.

MULTILATERAL TRADE AGREEMENTS—THE URUGUAY ROUND

The Uruguay Round is clearly a top iriority on our trade agenda this year. The
Administration’s feneral 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 cr ibili‘g of the trading system by addressing
the growing “froblems 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.

uch 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 logiam on how to
begin negotiating sectoral coverage of a framework agreement. Key issues for nego-
tiation are identified, including national treatment, transparencly, 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.

o Institutional machinery. The functioning of the GATT 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 ste
was taken toward better cooperation between the GATT and international financia
inigitqtions—by calling for a report on the subject prior to the conclusion of the ne-
gotiations.

* Market access. We agreed to a negotiating framework that enables us to negoti-
ate market access uaing 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, safefuarda and fextiles. In Montreal,
it was agreed these issues should be resolved by fril 5, when the Trade Negotia-
tions Committee that supervises the negotiations will meet again in Genova. Let me
just outline the basic issues.

* The United States sought and seeks agreement in agriculture on a gjigotiating
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.

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

* 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 Xrovisions.

¢ The other two outstanding issues from Montreal are not easy subjects: textiles
and safeguards. Qur target for April is to on the framework for the negotia-
tions in the remainder of the Uruguafv Round. While I expect the post-April negotia-
tions to be arduous and challenging, | 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, 1 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, implementaticn 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—1992. 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 unfuirly 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.

—dJapan. The enormous bilateral deficit in our trade with Japan is clearly a cause for
concern. The Reagan Administrationn 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 1 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, wﬁich we are reviéewing 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
o'r}_ 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 acce.s 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.

e “Super 301.” 1 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.

* “Special 301."' 1 strongry 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.

¢ 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 telecomrnunications 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. 1 have provided you with an updated Table of Cases that reflects
their current status, and soon I will be submitting the semiannual section 30]
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 Brezil'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
gle rrlxost effective step would involve restrictions on merchandise imports from

razil.

Now Brazil has challenged our retaliatory actions in the GATT, contending they
are inconsistent with U.S. obligations under the GATT. 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 internaticnal 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. Qur 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 feasxble. 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. Qur agenda for the coming year is
likely to influence—and be influenced by——-macroeconomlc 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.
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Oelta Steamship Lines, Inc. filed a
petition on July 1, 1975, alleging
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cerriers® constituted »
discrisinstory shipping practice
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Seywour Foods, Inc. filed a
petition on Aug. 7, 1975, elleging
that changes in the EC's
supplewentary lavies on imports of
eg9 slbumin {mpaired the ability of
US exporters to contract for sales
in the EC (40 PR 34649).
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filed & petition on Sept. 22, 1975,
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third countries (40 FR 54311).
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Disposition or Present Status

STR completed public hearings on Sept.
256, 1975, Fotlowing bilaterst
nagotiations batween petitioner and
Nationsl Shipping Line of Gustemals,
patitioner withdrew the petition. STR
termainated the Investigation on June 29,
1976 (41 FR 26758).

v

As & result of bilateral negotietions,
Cansda spproximately doubled its quots
for imports of US eggs. STR terminated
the investigation on March 14, 1976 (&1
R 9430).

Following Snformal consultations,
supplementary levies were repleced with
increased import cherges. Mowever, slince
US exports of egg slbumin steadily
{ncreased, the Section 301 Committee
daterained that no further action wes
necensery. $TR terminated the
investigation on July 21, 1980 (43 FR
48758).

$STR {nftiated an {nvestigation and held
public hesrings on Mov. 17, 197%,
Consultations undes GATT Art, XX[10:1(c)
held Karch 29, 1976, A GATT panel
wst sppointed under Art, XXII1:2, As »
cesult of the panel's report, the EC
discontinued use of sinimum (mport price
mechanism. STR terminated the
{nvestigstion on Jen. 5, 1979 (44 M1
1504).

8

tn 1976, the EC reduced the subsidy. TR
terminated the fnvestigation on the
advice of the Bection 301 Committes snd
with petitioner's sgreement on June 19,
1980 (FR 41558).



DATE 2/27/89
TINC 18:31:13

Country and Prcduct Concerned

EC Export Subs.dies on Wheat Flour
(301-6)

EC varlsble Lovy on Suger Added to
Conned Fruits and Juices (301:7)

EC Livestock Feed Mixing
Regquirement (301 8)

Republic of China Terifis on Major
Home Appliances (301-v)

Office of the United States Trade Representstive
Section 301 Table of Cases
February 27, 1989

Complaint

Killers® Nationsl Federation filed
a petition on Dec. 1, 1975,
alleging viotation by the £C of
GATT Art. Xvi:3 in using export
subsidies to gain more then an
equitable share of world export
trade In wheat flour (40 FR 57249).

The National Canners Assoclation
tiled o petition on March 30, 1976,
stleging that sudden changes in the
varfable levy assesned on sugars
sdded to canned fruites and juices
by the EC constitute unjustifisbie
and unreszonable import
restrictions and {mpeir the velue
of GATT-bound teriff rates to the
Us (41 FR 15384),

The National Soybean Processors
Association end tha Americen
Soybean Association fliled a
petition on March 30, 1976,
alleging thet the EC's requirement
that livestock feed be mixed with
domsstic nonfat milk constituted en
unfair trade practice since it
displeced other protein sources
such s soybeans and cake {mported
primarily from the US (41 FR
15384).

Charles C., Renfeldt, Executive
Vice-President of Lof Fu Trading
Co., Ltd., filed a petition on
March 15, 1976, alleging unfalr
trade practices by the Repudblic of
China, in the fora of confiscatory
tariff tevels on imports of major
home sppliances (41 FR 15452).

USTR COMPUTER GROUY

PAGE 2

Disposition or Present Status

STR {nitiated an fnvestigation on Dec. 8,
1975. Consultations under GATT Art.
XX11:1 were held in 1977 and 1980, and
technicstl discussions followed in 1981.
on Aug. 1, 1980, the President directed
USTR to pursue dispute settiement (&5 F2
51169). The Subsidies Code dispute
settlement process wes Initisted on Sept.
29, 1981. The Subsidies Code pansl
(estabtished on Jon, 22, 1982) fssued ite
conclusions on Fab. 24, 1903. The Code
Committes considered the panal report on
April 22, May 19, June 10, and Nov. 17,
1783, The fssues raised by tha panel
report sre the subject of Uruguay Round
negotlations,

following consultations during the WITN,
the partles reached sn agreesent on July
11, 1979, which changed the varfable levy
to a fized 2X lavy on suger added. USTR
termfnated the Tnvestigation with the
sdvice of the Section 301 Committes and
petitioner's sgresment on June 18, 1980
(65 FR 41254).

$TR {nitiated an investigation, and held
s public hearing on June 22, 1976, The
GATT panel sppointed under Art. XX111312
met in february and Merch 1977, Ln the
interim, the EC terminsted Its systea.
$T2 terminated the investigation on Jen
S, 1979 (46 FR 1504),

STR held public hearings on Kay 18, 1976,
The Republic of Chira reduced subject
duties. SYR terminated tha fnvestigetion
on Dec. ¥, 1977 (42 FR 61103).

oy



DATE - 2/27/8%
Ting 18:31:14

Country and Product Concerned

€C and Joapan Diversion of Stesl to
us (301-10)

Office of the United States Trade Representative
Seztion 301 Table of Coses
Fabrusry 27, 1989

Complaint

The Americen lron and Steel
Institute filed o petition on Oct,
6, 1976, alleging that the €C and
Japen hed engsged In an unfair
trade practice by sgreeing to
divert significent quantities of
Jepanses steel exports to the US
(41 $R 45628).

USTR COMPUTER GROUP

PAGE 3

Disposition or Present Stetus

STR held public hearings on Dec. 9, 1976,
STR tarainated the investigstion on Jan.
30, 1978, on tha ground that thers wes
not suffictent justification to the claim
that the EC-Japsn agreesent created an
unfair burden on the US (43 Fr 3962).

19



OATE" 2727789
Timk 18:31:14

Country and Product Concernsd

EC Citrus Tariff Preferences for
Certain Nediterranesn Countries
301-19)

Office of the United Stetes Trade Representative
section 30t Table of Ceses
February 27, 1989

Complaint

Florids Citrus Comaission et al.
(iled pstitions on Nov. 12, 1976,
alleging that the EC's preferential
tariffs on orange snd grepefruit
juices ond fresh citrus fruits from
certain Nediter- ranesn countries
heve an adverse effect on US citrus
sxports to the EC (4} FR 52567).

USTR COMPUTER GROUP

PAGE &

Dispoaltion or Present Status

STR initiated an investigation on Nov.
30, 1976, and held public hearings on
don, 25, 1977, Durlng the MTH, the US
obtslned duty reductions on fresh
prepefruit only, GATT Art. XXIi:t
consultations were held in October 1980,
followed by Informsl discussions. Formsl
consultations under GATT Art. XX1II:1
were held April 20, 1982, Concilistien
efforts In September 1982 falled. On Wov.
2, 1902, the GATT Council agreed to
establiish o panel. The penel composition
and terms of reference of the panel took
1000 aonths to resoive. The panel met on
Oct. 3V and Nov, 29, 1983, and Feb. 13
and Nar. 12, 1984. The fectusl portion of
the panel report was submitted to the
parties on Sept. 27. The full report wes
submitted on Dec., 14, 1984, The GATY
Council conslidered the penel’s findings
and recomsendations on Nerch 12 and April
30, 1983, but the EC blocked any sction.
on April 30, the US considered the
dispute settiement concluded. On May 10
USTR held a public hearing on the
substance of our recommendations to the
President (S0 FR 15266, USTR transmftted
his recommendstion on Kay 30, and on June
20 the President determined that the EC
practices deny benefite to the US arleing
under the GATI, are unreasonable and
discriminatory, snd constitute o burden
on US comeerce (50 FR 26143),

Effective July §, the President imposed a
40X ad valorea duty on pasts products not
containing egg and » 25X ad valores duty
on pasts products containing egg (50 Fr
26143), The EC rescted by refsing duties
on lemons and walnuts |mported from the
U.8., effective July 8,

4 4



DATE 2/27/39
TIME 18:31:18

Country and Product Concerned

Sratil, Koree and PAC Thrown Silk
Agreements with Jspan (301-12)

Office of the United States Trade Representstive
Section 301 Table of Ceses
February 27, 1989

Complaint

George F. Fisher, Inc. filed s
petition on Feb. 14, 1977, slleging
thet Jepensse egreesents with
srazil, Koraa and the PRC
peraitting imports of theown silk
effectively prevented the entry of
such imports from the United
States, and that this constituted
discriminatory conduct (40 FR
1193%).

USTR COMPUTER GROUP

PAGE S

Disposition or Present Status

On July 19, USTR announced that in return
for the US suspension of Incressed duties
on Imported pests, the £C would drop its
propossd duty increases, reduce EC puste
export subsidies by 45X, end teke steps
to increase access to the €C merket for
US citrus exports by Oct. 31. Decause the
EC did not incrense our sccess to (ts
cltrus market by Oct. 31 as promised, the
US {mposed the substantislly hgher
duties on paste {mported from the EC on
Nov. 1. The EC then counter-vetalisted
and imposed highar duties on lemons and
walnuts [mported from the U.S.

On August 10, 1986, the US and EC reached
an sgrecment that resolved this case. The
US obteined tariff concessions from the
EC on citrus products. In sddition, the
agreement provides for €C tariff
concessionc on simonds end pesnuts, in
return for certain US tarlff reductions.

After negotiating this agreement, doth
the US end £C terminated thelr
retaliatory duties 251 FR 30146).
sSubsequently the Us Increesed the EC
cheese quots (52 FR B8439) end the EC
lowered its tar{ffs on some products.
Authority to reduce US tariffs s
included In the Canibus Trade and
Competitiveness Act of 1988, and wes
implemented by Presidentisl Proclemstion
on December 21, 1988.

Finally, the Us and EC agreed to
negotiate & prompt settlement to the
pesta dispute (ses Docket No. 301-23),

$TR held o public hearing on March 29,
1977. Following the fetlure of
accelerated discussions with Jupsn, the
Us flled o cospleint under GATT XXITI:2.
A disputs settiement panel heard the cose
in the fall, 1977, 8efore the GATT penei
lesued fts report, Japan adjusted the
restrictions. TR terminated the
investigation on March 3, 1978 (43
8876).



DATE  2/27/89
TINE 18:31:17

Country end Product Concerned

Japan Leather (301-13)

Office of the United States Trade Representative
Section 301 Table of Cases
Februsry 27, 1989

Complaint

The Tennars Councll of America
filed » patition on Aug. 4, 1977,
alleging violetion by Japan of GATT
Art. XI in Imposing quantitetive
cestrictions on importa of Lesther
from the U.3., and excessively high
teriffs (42 FR 42413).

USTR COMPUTER GROUP

PAGE &

Oisposition or Present Status

STR Initfated sn Investigstion on Aug.
23, 1977. The US consulted with Jepan
under GATT art. XXIL1sY in January 1979,
which resulted (n ¢n understending to
expand the quote on imported leather. In
Light of this understending, the
President dicided not to take retslfatory
action; however, on Aug. 1, 1980 (45 fr
S1171), he directed USTR to monitor
implementation of the understending.

since the results of the 1979-82
bilateral Leather understanding were
fsfactory, USTR pursusd GATT dispute
ement. The US and Japan consulted

r GATY Art. XXil1:1 on Jan, 27-28,
Narch 30 ond Aprit 12, 1983. A dispute
settisment penel under GATT Art. XXII1:2
was authorized on Aprit 20, 1983. Thet
panel heard the case in the fall ond
winter of 1983:-84. In Februsry 1934, the
panel found that Japan's leather quotes
violated GATT Art. X1 ond coused nuilfifi-
cetion or impalrament of US GATT benafits.
The GATT Council edopted the panel report
on Kay 16, 1984, The US rejected as
inadequate Japants mid-1985 propossl to
replace the quots by a Mph tariff.

On Sept. 7, 1985, the President directed
USTR to recommend retalistion unless the
testher and leather footwesr restrictions
were satisfactorily resolved by Dec. V.
{See siso Docket Wo. 301-35.)

In Decesber 1985 Japan agreed to provide
sbout $236 miilion (A compensation
through reduced (or bound) Japanese
tariffs. The US raised tariffs on an
astimated 324 milifon in (mports of
leather ond teather goods from Jepan,
effective March 31, 19858 (51 FR 9435).
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DATE 2727/8%
TIME 18:31:19

Country and Product Concerned

USSR Merine insurance (301-14)

5

Canada Border Brosdcasting (301-1%)

€C Wheat Export Subsidies (301-16)

Japan figars (301-17)

Offfce of the United States Trade Representative

Section 304 Yable of Coses
February 27, 1989

Complaint

The American Institute of Narine
Underwriters filed a petition on
Nov. 10, 1977, alleging that the
USSR unreasonably required thet
marine {nsurance on all trads
between the US and the USSR be
placed with s Soviet state
insurance monopoly (43 FR 3435).

Certain US television Licensees
filed a petition on Aug. 29, 1978,
slleging that certain provisions of
the Conadian Income Tax Act were
unressonable in denying tex
deductions to any Cenadian tsxpeyer
for sdvertising time purchased from
a U.S. broadcester for advertising
simed ot the Cenadian market, when
deductions were grantsd for the
purchase of advertising time from a
Cansdian brosdcaster (43 FR 394610),

Grest Pluins Wheat, Inc. flled »
patition on dov, 2, 1978, alleging
that EC export subsidies were
ensbling exports of whest from the
EC to displace US exports In third
country merkets (43 Fr 59935,

The Clgar Association of America,
tnc. filed a petition on March 14,
1979, olleging that Japen imposes
unreasonsble fmport restrictions,
internsl taxes or charges on
imports in excess of thase placed
on domestic products, end
discriminatory restrictions on the
sarketing, advertising, and
distribution of fmported clgers (44
R 19083),

USTR COMPUTER GROUP

PAGE 7

Disposition or Present Status

1n June 1978, the President determined
that the Soviot practice {s unreasonable

. (43 FR 25212), On July 12, 10879, UsTR

suspended the {nvestigetion pending
review of the operetion of the U.S.-
Soviet agresment (44 FR 40744). The
suspension resains in effect (45 rr
49428).

SIR held public hesrings fn November 1978
and July 1980, The President deterained
on Aug. 1, 1980, that the most
sppropriate response wes legislation to
mirror in US Law the Censdlen prectice
(45 FR 51173). That propossl was sent to
Congress on Sept. 9, 1980, and sgain in
Kovesber 1981. Legistation wes enacted on
Oct. 30, 1984, Tr and Terit! Act of
1984, Sec. 232, Pub. L. No. 98-573.

$TR held public hesrings in {ebrusry
1979, ond consulted with the &C in July
1979, Both parties sgreed to monitor
developaents {n the wheat trade, exchengs
informetion, and consult further to
sddress any problems that aight arlse.
USTR terminated the fnvestigation on Aug.
1, 1980 (45 IR 49428). —

Ouring panet detiberations under GATT
Art, XX1[1:2 {in March 1980, Japan
repesled fts internsl tax on imported
clgars ond epplied en Import duty of 60X
ad valores. Prior to completion of panel
action, the US and Jepan resched
agreement thet Liberalized market
restrictions end reduced the import duty.
USTR terminated the invastigation on Jen,
6, 1981 (46 FR 1389), GATT proceedings
terminated in April 1981,

114



DATE " 2/27/89
TINE 18:31:21

Country and Product Concerned

Argentina Marine Insurance (301-18)

Japan Pipe Tobacco (301-19)

Kores tnsurance (301-20)

Switrerland Eyeglass Frames
(30%-21)

Office of the Unlted States Trade Representetive

Section 301 Tedle of Coses
Februsry 27, 1989

Complaint

The Americen Institute of Merine
Underwriters filed a petition on
May 25, 1979, alleging that
Argentina‘s requirement that marine
insurence on trade with Argentina
be placed uith sn Argentine
fnsurance firm is unressonable and
burdens US comserce (44 FR 32057).

The Associated Tobecco
Manufacturers filed s petition on
Oct. 22, 1979, slleging that Jeper
aet unreasonable prices for
lmported pipe tobacco and
restricted {ts distribution and
advertising (44 FR 64938).

The American Nome Assurance Company
fited s petition on Mov. S, 1979,
olleging that the Republic of Korea
way discriminating sgainst
petitioner by faiting to fssue a
License permitting petitioner to
nrite fnsurence policles covering
marine risks; not permitting
petitioner to participate In Joint
venture fire 1nsurance; ond falling
to grent retrocessions from Korea
Reinsursnce Corp. to patitioner on
the same basis as Korean insurance
firms (44 FR 75246).

Universal Optical Co., Inc. filead s
petition on Dec. 6, 1979, slleging
that the Swiss Customs Service
engaged In unreasonadble practices
by requiring an assay to be done to
deteraine the goid contant of the
tria in eyegless frame exsmples
before thelr Importation (45 FR
T654).

USTR COMPUTER GROUP

McE 8

Disposition or Present Status

STR inftiated an investigstion on July 2,
1979, and held o public hearing on Aug.
29, 1979. Upon Argentina’s commitment to
participate in sultiletersl negotiotions,
s goal of which was the elisination of
restrictive practices in the {nsursnce
sector, USTR suspended the Investigstion
on July 25, 1980 (43 Fr 49732), :

In Noveaber 1979, USTR consollideted this
case uith 301:17 alleging identical
practices with respect to clgera. USTR
teralnated the investigation on Jen, 6,
1981 (46 FR 1338).

Oon Dec. 19, 1979, USTR initisted on
investigation. On Mov. 26, 1980, UsiR
invited public comments on, Inter alle,
proposals for retatistion (45 FR 78850).
Beginning fn June 1980, seversl rounds of
consultations were held, resulting In
Korea's commitment to promote more open
competition In the fnsursnce smsrket. Upon
withdresusl of the petition on Dec. 19,
USTR terminsted the Investigation on Dec.
29, 1980 (43 FR 85539). See Docket No.
301-81.

Petitioner withdrew its petition on Nov.
10, 1980. USTR term!inated the
investigation on Dec, 11, 1980 (45
81703).

9y



OATE  2/27/89
TIME 18:31:23

Country end Product Concerned

EC Sugar Export Subsidies (301-22)

£C Poultry Export Subsidies
(101-23)

Office of the United States Trade Representetive

section 301 Table of Cases
Februsry 27, 1989

Complaint

Great Western Sugar Cospany filed @
petition on Aug. 20, 1981, alleging
€C violstion of GATT Art. XVI and
the Subsidies Code In using export
subsidies to obtsln more then sn
equiteble share of world export
trede in sugar (46 PR 49697).

The Natlonal droiler Council flled
s petition on Sept. 17, 1981,
slieging EC violation of GATT Art.
XYL ond the Subsidies Cods 1n using
export subsidics thet disptece US
poultry exports to third country
markets (46 FR 54831).

USTR CONPUTER GROUP

PAGE ¢

Oisposition or Present Status

USTR inftiated an investljation on Oct.
3, 1989, end held & pubiic hesring on
Nov, &, 1981. The US consulted with the
£C under Art. 12:3 of Subsidies Code on
Feb. 16, 1982, The conciliotion phese wes
completed by April 30, 1982. usTR
subaitted a recoamendstion to the
President on June 7, 1982, On June 28,
1982, the President 4dfrected USTR to
continue Internstional efforte to
;g:’lmn or reduce EC subsidies (47 M
n.

On July 29, 1987 the petitioners
requested that the investigetion be
reactivated, USTR denled thelir request;
asgricultural bxport subsidies are being
sddressed In the Urugusy Round
negotiations.

USTR initiated on investigetion on Oct.
28, 1981. Consultations with the EC under
Art. 1213 of the Subsidies Code were held
Fab. 16, 1982. On June 11, the US
submitted requests for information under
Art 17 of the Code to the EC end Brezil.
USTR submitted & recommandation to the
President on June 23, 1982. On July 12,
the President directed expeditiovs
exsaination of Brazftfan subsidies (47 FR
30699), The Us informally consulted with
Srazil on Aug. 30, 1982, end sdditionslly
consulted with the EC on Oct. 7, 1932,
Formsl Art. 12 consultetions with drazil
were held Aprft 1, 1983, and the VS met
spgain with the €C end Srazil on June 23.
Since these conaultations did not resolve
the problen, the US requested
conciliation, The Subsidies Code
Committes held the firat concilistion
»esting on Nov. 18, 1983. Conclifation
continued on April &, Mey &, June 20, and
Oct. 16, 1984. Ko further sction has
token place In the Subsidies Code
Committes; agricultural expurt subsidies
are being addressed In the Uruguey Round
negotiations.

Ly



OATE 2/27789
TIME 18:30:24

Country and Product Corcerned

Argentina Nides (301-24)

Offfce of the United Stotes Yrade Representative

section 301 Teble of Coates
Februsry 27, 1939

Complaint

The Mational Tanners® Council filed
a petition on Oct. 9, 198),
alleging bresch by Argentine of a
U.S.-Argentina hices agreement, and
unressonsble restrictions on
commerce imposed by Argentine hide
export controls (46 FR 59353).

USTR COMPUTER GROUP

PAGE 10

Disposition or Present Status

USTR initisted an {nvestigstion on Nov,
24, 1981. The US consulted with Argentine
on Feb. 23 end April 15, 1982. USTR held
a public hearing on Oct. &, 1982, on o
propesed recommendation to the President
concerning tersination (A7 FR 409359). The
US terminated the hides agreement
effective Oct. 29, 1982, and the
President increased the US terift on
leather {mports effective Oct. 30 (47
49625). Petitioner withdrew its petition
on Wov. 9, 1982, USTR terminated the
investigation on Kov. 16, 1982 (47 fr
52989).




DATE 2727789
TINE 18:31:25

Country and Product Concerned

EC Pasta Export Subsidies (301-25)

0ffice of the United States Trade Representative
section 301 Table of Cases
February 27, 1989

Complaint

The Natfonal Pasta Associstion
filed & petition on Oct. 16, 1981,
alleging €C violation of GATY Art.
XVl and the Subsidies Code in using
pasta export subsidies, resulting
ln increased {mports into the US
(46 FR 59675).

USTR COMPUTER GROUP

PAGE 11

Disposition or Present Stetus

USTR Inftiated on fnvastipstion on Nov.
30, 1981, Beginning on Dec. 2, 1981, the
US consulted with the EC several times,
On Warch 1, 1982, the US referred this
matter to the Subsidies Code Committee
for concilistion. The US leter requested
o dispute settiement panel, and on Aprit
7 the Committes suthorized its
establishment. The panel begen (ts work
on July 12. 0n July 21, the President
directed USTR expeditiously to complete
dispute settlement (47 FR 31841). The
panel met agatn on Oct. 8 snd fssued
factual findings on Jan, 20, 1983, At the
EC's request, en sdditional panel meeting
was held Nerch 29. The panel report (3-1
In favor of the U.$.) wes submitted to
the Subsidies Code Committee Moy 19. The
Committes considered the report on June ¢
and Nov, 18, but defarred decision on
sdoption of the report.

In 1985 and 1988, the US Increased duties
on pasta (mports in retaliation egainst
the EC's dfscriminatory citrus terlffs
(50 FR 26143, 33711; S1 rR 30148). The EC
counter-retaliated by raleing fts dutles
on temona and walnuts. Ses the Citrus
case, Docket Wo, 301-11,

Under the agreement reached in thet uu
on Aug. 10, 1985, both parties agreed t
terninate their nnunary duties (51 u
30146) and to settis the pesta dispute
through prompt, good faith negotiations.

A tentative sgreement was reached on Aug.
5, 1987, under which the EC agreed to
reduce its paste export subsidies by
27.5%, which is intended to eliminate all
export subsidies on half the pests
exported to the US, The Agreement was
sfgned Sept. 15, 1987,

on Sept, 30, 1987, the Fresident
proclaimed thet the Customs Service shall
exclude ferom entry into the US any EC
pasta untess sccompanlied by eppropriaste
documentation determined by USIR to be

6¥



CATE 2727789
TENE 18:31:28

Country and Product Concerned

CONTINVED

EC Cenned Fruit Production
Subsidies (301-26)

Office of the United States Trade Representative
Section 301 Table of Cases
february 27, 1989

Compleint

the Catifornia Cling Peach Advisory
Board et ol. filed o petition on
Oct. 23, 1981, alleging violation
by the EC of GATY Art. XVI (n
granting production subsidies on EC
member states' cenned peaches,
canned pe and ralsine, thet
displace es of non-EC products
within the EC and Impair tarift
bindings on those products (46 FR
61358),

USTR COMPUTER GROUP

PAGE 12

Oisposition or Present Status

necessary to enforce the Agreesent (52 fr
38897).

USTR Inftiated an investigation on Dec.
10, 1983, The Us consulted with the &C
undar GATY Art. XXIIl:Y on Fed, 25, 1982,
The U3 requested & dispute settiement
panel under Art. XXI11:2 on March 31,
1982, On Aug. 17, 1982, the President
directed USTR to expedits dispute
settiement (47 FR 36403). The penel et
on Sept. 29 and Oct, 29, 1982. The panel
report wes submitted to the US and EC on
Nov. 21, 1983. The penel met again with
the parties on Feb. 27, 1984, A revised
panel repart was submitted to both
parties on April 27, 1984, An sdditional
panel mesting wes held on June 28. A
final panet report wes lssued on July 20.
The US requested adoption of the panel
report In GATT Council meetings of April
30, May 29, iune 5 end July 15, but
Council action was deferred beceuse the
EC was not yet ready to sct on the
report. On Sept, 7, 1985, the President
directed USTR to recommend retslistion
unless this case was resolved by Dec. I,
1985. In Decesber 1983 the US and the EC
resched » settlement under which, in
addition to subsidy reductions alresdy
fmplesented on cenned pears, the EC
agresd to phese out processing subsidies
for cenned peaches.

In October and hovember 1988 usTR
consulted with the EC regarding Ite
fallure to fully implosent the settlement
agreement. Technical talks continued in
1989 regarding EC calculation of ite
subsidies, and the matter was ralsed at
Ninfsterial level on February 18, 1989.



DATE 2/27/89 Office of the United Stetes Trade Representative
TINE 18:31:29 Section 301 Table of Cases
‘ Februsry 27, 1989

Country and Product Concerned Comptaint
Austria Speciatty Steel Domestic The Tool and Steinless Steel
subsidies (301-27) Industry Committee ot al, filed o

petition on Dec. 2, 1981, snd
tefiled on Jon. 12, 1”2 alleging
thet domestic subsidies for
sp'cluny steel industries In
Selgium, France, Itely, U.K.,
Austria, Brazfl and Sweden violate
the GA" and Subsidies Code, and
that imports from these coun: triss
adversely affect the US industry
(47 FR 10107).

France Specislty Steel Domestic tee 301-27.

subsidies (301-28) -

I1taly Specialty Steel Domestic _See 301-27,

subsidies (301-29)

Sweden Specialty Steel Domestic See 301-27.

subsidies (301-30)

U.K, Specislty Steet Domestic See 301-27.

Subsidies (301-31)

Canada Railcar Export Subsidies The AFL-CIO et ol. flled & petition
(301-32) on June 3, 1982, alleging that the

Cenadian Gwcmunt'u export credit
financing for subway cars to be
exported to the US violates the
Subsidies Code and is unressonable
;m’l 8 burden on US commerce (47 FR
1764).

USTR COMPUTER GROUP

PAGE 13

Disposition or Present Status

USTR initiated an investigation on fab.
26, 1982, with respect to stlegations

. sgainst Auurll, France italy, Sueden,

ond the U.K. The US consulted inforsally
with th governments in March 1982.
USTR hald » public hearing on Aprii 14,
1982. Consultations under the Subsidies
Code ware held {n October 1982. On Nov.
16, 1982, the President directed USTR to:
(1) request the 1TC to conduct an
expedited Investigation under section 201
of the 1974 Trade Act; (2) (nitiate
multiiateral and/or bitateral discussions
aimed ot eliminating ali trade distortive
practices in the spectaity steel sector;
and (3) monftor US {eporte of specialty
stesl products subject to the Sec, 201
fnvestigation (47 FR S1717). The ITC
found njury. USITC Pub. 1377 (May 1983).
Effective July 20, 1983, the President
imposed 3 combination of tar!ffs end
quotes (48 Fr 33233).

See 301-27,

See 301-27.
Ses 30327,
Sea 301-27,

USTR {nitiated an investigation on July
19, 1982, The US had already consulted
with Canade under the Subsidies Code on
July 5, 1982, USTR terminated the
investigation on Sept. 23, 1982, because
the seme sllegetions were the subject of
a countervalifng duty investigetion (47
R 42059).

1S



DATE 2/27/89
TIME 18:33:30

Country and Product Concerned

Selgium Spectalty Steel Domastic
Subsidies (301-33)

Canada Front-End Losders Duty
Renissions (301-34)

Brazitl Non-rubber Footwear Import
Restrictions (301-39)

Office of the United States Trade Reprecentetive
Section 301 Table of Cases
Februa;y 27, 1989

Compleint

The Tool and Stainless Steel
Industry Committee ot al, filed a
petition on June 23, 1982, alleging
thet domestic subsidies for Belgian
steel production violate the GATT
and Subsidies Code, ond that
imports of Belgian steel adversely
affect the US Industry (47 FR
35387).

Tha d.3. Case Company tiled o
petition on July 27, 1982, elleging
that Cenada‘s regulations allowing
realssion of customs dut{
sales tax on certein fron
loaders violate the GATT end
subsidies Code, sre unreasonable
snd discriminatery snd burden and
restrict US commerce. Petitioner
amended and refiled o petition on
Sept. 13, 1982 (47 1 51029).

The Footwear Industries of Americs,
~inc, ot al, filed » petition on
oct. 25, 1982, alleging that import
restrictions on non-rubber footwesr
by the EC and the governments of
France, Italy, the Unfted Kingdom,
spatn, Srazit, Jopen, Talwen snd
Kores deny US access to those
markets, are inconsistent with the
GATT, and are unressonadle and/or
discriminatory and a burden on US
commerce (47 FR 56428).

USTR COMPUTER GROUP

PAGE 14

Olsposition or Present Status

USTR inftiated an investigation en Aug.
9, 1982. The US consulted under the
Subtidles Code In October 1982. Th.
Presidential determination of dov. 16,
1982 (see 301-27 above), covers this
petition as well,

USTR inftisted an investigation on Oct.
28, 1982, ond held & public hearing on
Dec. 14, 19832, The US consulted with
Canada under GATT Art, XXII on Dec. 21,
1982.

On Dec, 8, 1982, USIR inftlisted
investigations of the alieged restrictive
prectices (other than allegetions that

nst Braz(l, Jepan, Kore
Conwlutlmo under GATT Art. XXII were
hetd April 4, 1933, [n November 1983,
trezil offered to liberalize ite import
surcharge and to reduce tarfffs,

44



OATE 2/27/89 Office of the United States Trade Representative
TIME 18:31:3% Section 301 Table of Cases
February 27, 1989
Country and Product Concerned Complainmt
Japan Non-Rubber Footwesr [mport See 301-3S,

Restrictions (301-38)

Korea Non-Rubber Footwear Import Ses 301-35,
Restrictions (361-37)

Taiwsn Kon:Rubber Footwear lmport See 301-35,
Restrictions (301-38)

USTR COMPUTER GROUP

PAGE 15

Oisposition or Present Status

See 301-35. The US consulted on Jan, 27,
1983, and requested GATT Art. XXII1
consultations In Februsry 1984.
Consultations under Art. XXIt1:1 were
held in April 1985, In July 1983, the US
decided to proceed under Art, XXIll1:12 end
requestad spplication of the conclusions
reached by a dispute settiement panel in
1984 on the leather quota to the Japanese
leather footwear quota ar well (See
301-13).

On Sspt. 7, 1985, the President directed
USTR to recommend retalistion unless the
leather and teather footwear restrictions
were satisfactorily resolved by Dec. 1.
In December 19835 Japan agreed to provide
an estimated 3236 million in compensetion
through reduced (or bound) Jespenese
tariffs. Also the US has raised tariffs
on an estimated $24 million in (mports
into the US of teather and Lesther goods
from Jepen (51 #r 9433},

$ee 301-35, The US and Korea consulted on
Fed. 5, 1983, and fn August 1983, Kores
reduced teriffs on footwear {tess and
resoved all lesther items from the import
surveiltence List.

$ee 301-35. The US consulted with Teivan
on Jsn. 17, 1983, On Dec. 19, 1983, the
President determined that Teiwan does not
impose unfair barriers on US imports; he
nevertheless directed USTR to pursue
offars regarding marteting assis e for
US exportars (48 FR 58561), The lssues
raised in the petition sre no longer the
subject of an investigation.

&



OATE 2/21/89
TIME 18:31:32

Country and Product Concerned

Kores Steel Wire Rope Subsidies
Tradesark Infringement (301-39)

Brezil Soybaan 01l and Neat
Subsidies (301-40)

Portugal Soybesn Oil snd Meal
Subsidies (301-41)

spain Soybesn 0il and Mesl
Subsidies (30%-42)

Taiwen Rice Export Subsidies
(301-43)

Office of the United States Trade Representative

and

Section 301 Table of Cenes
Februsry 27, 1989

Compleint

The Committes of Domestic Steel
Vire Rope and Specialty Cable
nanufscturers filed a petition on
narch 16, 1983, alteging thet
production and export of Koresn
steel wire rops is subsidized, thet
Kores Limits imports of steel wire
rope from Japan thereby causing
diversion to the US market, and
that Korean rope producers are
infringing US trademarks (48 It
20529).

The National Soybeen Processors
Association filed a petition on
April 16, 1983, alleging that the
governments of Argentins, Breait,
Cenada, Kateysis, Portugal and
spain engage (n unfalr practices,
including export and production
subsidies and quantitative
restrictions that restrict US
exports of soybesn ofl end meal (48
R 23947).

see 301-40.

See 301-40.

The Rice Millers Association filed
o petition on July 13, 1983, which
{t withdrew on Aug. 26, 1t refiled
on Sept. 29, 1983, slleging that
Teiwen subsidizes exports of rice
thet restrict US exports end burden
the US support progrem (48 FR
56289).

USTR COMPUTER GROUP

PAGE 16

Disposition or Present Status

USTR fnitisted an investigstion on May 2,
1983, with respect to clajas of
production subsidies. USTR held & hesring
on June 2, 1983, and requested
consultations under the Subsidies Cods.
Petitioner withdrew {ts petition on Mov.
29, 1983, and effective Dec. 15, 1983,
USTR terminated the investigation (48 R
35790).

On May 23, 1983, UsTR inittated an
investigation invalving Brezii, Portugal,
and Spafn. USTR held a pudlic hesring on
June 29 and 30. the US and Rrazil
consulted under Art. 12 of the Subsidles
Code on Nov. 21. USTR subaitted s g
recommendation te the President on Jan.
23, 1984; on Feb. 13, the President
directed USTR to pursue dispute
settlement procedures under the Subsidies
tode (49 FR 5915). The US has requested
edditional consultations.

The US snd Portugel consulted under GATY
Art. XXI1 on Nov., 29, 1943, In June 1984,
Portugal began 1ifting 1ts restrictions
on soymesl imports.

The US and Spain consulted under GATF
Art, XXI! on Dec. 1, 1983,

on Oct, 11, 1983, USTR initfated an
investigstion, Consultstions ware held
Dec. 8:9, 1983, and Jan. 17-18 and Fead.
20-22, 1984, Dased on an underatanding
reached during those discussions
providing for Limits on subsidized rice
exporte from Taiwen, petitioner withdrew
its petition on Merch 9, 1984, and USIR
terminated the lavestigation on March 22
(49 FR 1076Y),



DATE 2/27/89
TINE 18:31:33

Country and Product Concerned

Argentine Afr Couriers (301-44)

Tafwsn Films (301-45)

European Space Agency Satellite

Leunching Services (301-48)

£C Triple Superphosphete Vater
soludility Stencard (301-47)

Office

of the United States Trade Representative
Section 301 Teble of Cases
februsry 27, 1989

Complaint

The Afr Courler Conference of
Amarice filed s petition on Sept.
21, 1983, slleging that Argentina
has scted unressonsbly In granting
exclusive control over the
{nternatfonal efr transports- tion
of time-sensitive commarcial
documents to the Argentine postal
system (48 FR 52684).

The Motion Picture Exporters
Association of Americe filed »
petition on Dec. 19, 1983, slleging
that Tafwan discriminates sgainst
(o;:l.n flim distributors (49 FR

).

Transpace Corriers, Inc. filed o
petition on Mey 25, 1984, alleging
that the member governsents of the
Europesn Space Agency
(ESA)--Belgium, Denmark, France,
Gerasny, lreland, ltaly, the
Netherlonds, Sweden, Spain,
Suitzertond and the United
Kingdom:- and their spsce-related
instrumentatities subsidise
satellite 1ounching services
offered by Arisnespece (4§ R
28843).

The Fertitizer Institute filed s
petition on Aug. 17, 1984, alleging
1hat & technicel water soludility
standard for triple superphosphate
sdopted by the £C s inconsistent
with the Stendarde Code.

USTR CONPUTER CROUP

PAGE 17

Olsposition or Present Statue

On Nov. 7, 1983, USTR initiated en
investigation and requested
consultstions. Consultations wers held
March 22, 1984, USIR held & public
hesring on proposals for sction under
Sec. 309 on Oct, 24. On Nov. 16, 1984,
the President determined that Argentine
practices wers unressonsble end s
restriction on US comserce. Ne directed
USTR agafn to consult, ss requeited by
Argentine, and te subait proposals for
action under Sec. 301 withia 30 deys.
Prios to the 30-day period, Argentine
Lifted ite prodibition for s 90-dey
perfod (49 FR 45733). In March 1985, the
restrictions were Lifted, but were
repleced by heavy discriminstory taxes
which are now the subject of renewed
coneultations.

Oon Jen, 30, 1984, USTR Inftiated en
{avestigation. Petitioner uithdrev its
petition on April 17, 1984, VSTA
terminated the investigation on Aprll 24
(49 FR 13058).

On July 9, 1984, USTR inltisted on
investigation snd requested consultations
with the European Spece Agency.
Consultations were held Nov. 32-13 and
Dec. 17-18, 1984, and Feb. 21-22 and May
20, 1985. The US consulted with
Arfenespace on May 21, 1985, On July 9,
USTR subaitted a recommendation to the
President. On July 17, the President
found that ESA's practices were not
unressonabdle, end teralnated the
investigation (30 FR 290431).

On Oct. 1, 1984, USTR initieted an
investigation. The US and EC consulted
under the Stendsrds Code on Pec. 5-6,
1984,



DATE 2/27/89
TINE 18:31:34

Country and Product Cuncerned

Jepan Semlconductors (301:48)

Office of the United Stetes Trade Resresentstive
Section 301 Table ot Ceses
Februsry 27, 1989

Complaint

The Semiconductor Industry
Associstion filed o petition on
June 14, 1985, alleging that the
Japsnese governsent has crested a
protective structurs that acts s 8
major barrier to the sate of
foreign semiconductors in Japan (50
FR 288648).

USTR COMPUTER GROUP

PAGE 18

Disposition or Present Status

USTR {nitfeted an fnvestigetion on July
11, 1985, USTR ssked parties to submit
comments ragarding the petition by Aug.
26, 1985. The VS and Jepan consulted in
August, Septesber, Kovember ond December
1985, foltowed by technicel discussions
in Jenuary snd februsry 1986, and further
consultations (n March, April, Mesy, June
and tuly. On July 3%, 1988, the US and
Japan reachad sgreement ad r
under which Japen would incresss sccess
for US firms to the Japanese
semiconductor market, and help prevant
dumping of semiconducters (n US and third
country markets, The President approved
this agreement in o deteraination under
sec. 301 and suspended the investigation
(51 FR 27811), and the USTR signed the
finsl agreement Sept. 2, 1986,

tn Merch 1987, the Section 301 Committes
requested public comment on possible US
actions in response to Jepants fallure to
fulfilt fte obligations undar the
seajconductor agreement (52 FR 10275). A
hearing wes held April 13, 1987, On Aprii
1%, the Pres{dent determined thst Japsn
had not implesented or enforced msjor
provisfons of the sgreesent (52 FR
13419), snd in response proclaimed
increased duties on imports of ceftain
articles of Japen (1.e., certain
televisions, poser hend tool and
sutomstic date processing machines) (52
FR 13412).

Effective June 16, 1987, USTR suspended
increased duties on [mports of 20-inch
color televisions because of Japan's
improved conformity witd fts obligations
under the spraement (52 R 22493).
Effective Nov. 10, 1987, USTR suspended
increased dutles on {mports of certain
power hand tools, 18 snd 19-inch color
televisions, and low perforsance 16-bit
desktop computers the product of Jepan
because of Japan’s complete complisnce
with fts "dumping® obligetions under the
Agreement (52 FR 216). The other

&



DATE 2/27/89
TIRE 18:31:3%

Country snd Product Concerned

CONTINVED

0ftice of the United States Trade Represantative PAGE 19
Section 301 Table of Cases
February 27, 1989

Complaint Disposition or Present Status
senctions proclaimed on April 17, 1987,

- remsin in effect,

USTR COMPUTER GROUP

LS



ATE 2721789
TINE 18133233

Country and Product Concerned
Srazil Informatice (301-49)°

Offfce of the Unfted States Trade Representetive
section 301 Tedle of Cases
February 27, 1989

Complaint

on Sept. 16, 1985, USTR
self-inftiated an Investigetion st
the President's direction into all
sspects of Srezii’s informetics
policy, Inciuding {nvestsent
restrictions, subsidies, end Import
restrictions (50 Fr 37608).

USTR COmPUTES CROUP

PAGE 29

Disposition er Present Status

After extersive discussions with US
industry, the US consuited with Sreall In
february, July, August and Sept. 1986, On
Oct. 6, the President deterained that
Srazit's informatics policy is
unressonable, end continued the cese
until Dec. 31, 1984. Ne directed the
Trade Representative te notify the GATT
of our Intention to suspend teriff
concessions fer Srazll under Art. XVIII,
and te sffect such suspension when
sppropriate (51 fr 35993).

On Dec. 30, the Trade Representative
snnounced the Presidentts determination
to suspend the Investigstion with respect
to Srezilts edainistration of Its
infermatics policy end tmport
restrictiona, fn tight of {mprovement In
these sreas. However, becouse of
insufficient progress to date in
negoetiations cn related Intallectuel
property pretection and Investment
restrictions, the President snnounced he
would detersine ths sppropriste response
of the US within six months untess s
satisfactory resolution was reached (52
m1619).

On Fed. 10, 1987, USTR announced »
hearing and (nvited public comment en
specified intellioctual property and
investeent fesues In this case (52 R
4207). On lune 30, 1987, the President
suspended the Intellectual property
portion of the Investigstion based upon
Srazition Legislative sction tevard
enacteent of 111 that would previde
sdequate copyright pretection te computer
seftuare (52 #R 24971). Ne ales directed
USTR te continue the pertien of tae
favestigetion regerding fnvestment.

Un Nov. 13, 1987, the President snnounced
Ms (ntention te prohibit (aports of
Srezition Infermettcs product . and te
ralse duties or etharulse restrict
iaports of stout 5108 sillien tn ether
Sreztiion preducts. This action s in




DATE 27789 0ffice of the United States Trede Representative PAGE 1
TINE 18:31:36 Section 301 Table of Cases
Februsry 27, 1989

Country and Product Concerned Complaint Disposition or Present Status

CORTINVED
responss to Brazil's breach of

underetandings regarding Brezil's serket
ceserve policy, which furnished the basis
for the P.esident’s suspension of the
intellectuasl property portion of this
investigetion,

Public comments were requested (52 IR
446939, 47071), end & hearing wes heid
Oec. 17 and 18, 1987.

On Feb, 29, 1988, retaliation was
postponed to provide an opportunity to
revieu Brazil's regulatfons to fsplement
o software low enacted in December 1987.
on June 17, 1988, USTR announced that it
did not then propose to pursve
retatistfon, slthough ft would monitor
vhether Us firms obtained fair and
squiteble access to the Brazilian merket
for thelr software products.

63

Japan Tobacco Products (301-50)* On Sept. 16, 1985, et the After discussions with US industry, on
President's direction, USTR self- Feb, 3, 19856, USTR requasted
initisted an investigetion of consultations with Jepen. The US
Japanese practices (Including high -~ prasented & lengthy questionnsire on Feb,
tariffs, Japan Tobacco Institute's 11, and held technical discussions Feb.
manufacturing monopoly, end 21, The US roised this case during
distribution restrictions) that sct Sub-Cebinet meatings on Feb. 28, and
as & berrier to US cigsrette consulted [n Tokye on March 4 and on
exports (50 FR 37609). April 16-17. The VS recelved snswers to

its questionnaire on Narch 29, The US
consulted with Jepen Nay 27-28; Auvgust
13, 18, and 28-29; Sept. 8, 9, 11, 25, 26
and 29; end Oct, 1-3, On Oct. 3, the US
and Japan concluded an sgreement under
which Japan will reduce m tariff on
cigarettes to 1ere, slinminste the
discriminatory deferral in excise tex
paysent, and terminate discrininetory
distribution prectices. On Oct. 6, 1984,
- — - the President sppreved this agreesent and
suspended the investigation, directing
that it be terainated when Jopan fully
Implesents the sgreement (51 IR 35993).

USTR COMPUTER SROUP



DATE- 2/27/89
TINE 18:31:38

Country and Product Concerned

Kores lnsurence (301-51)¢

Xorea Intellectual Property Rights
(301-52)*

Office of the Unlted States Trade Representative

Section 301 Teble of Coeses
Februery 27, 1989

Complaint

on Sept. 18, 1985, at the
President’s dlrection, USTR self-
initfated an investigetion of
Korean practices that restrict the
ablifty of US Insurers to provide
insurance services in the Korean
market (50 FR 37609).

on Nov, &, 1985, usIR
self-inftisted sn investigation of
Korea's lack of effective
protsction of US Inteliectual
property rights (50 FR 45883).

USTR COMPUTER GROUP

PAGE 22

Disposition er Present Status

S$ee 30120, The US consulted with Korea
{n November and December 1983 and
February, Karch and July 1986. On July
21, 1985, the Whits Nouse snnounced the
conclusion of an sgreement with Kores
that will increase US firms' sccess to
the Korean insurance market by enadling
thes to underurite both Life and non-Life
insurence. The President approved the
sgreement snd terminated the
{nvestigation on Avg. 15 (51 FR 29443).
The final agreement was sfgned Aug. 28,

It was amended on Sept 10, 1987, setting
forth more detailed requirements
regerding fnsurence opsrations through
joint ventures.

In Janusry, 1988, the US and ROK further
clarified the Sept, 10 nt to
specify the teras under which some Koreen
firms could perticipate in joint .
ventures.

The US consulted with Kores in Kovember
and December 1985 and throughout
Februsry-July 1986. On July 21, 1988, the
white House anncunced the conclusion of
an sgreement with Kores that will
dreaatically improve protection of
{ntellectual property rights In Kores.
The President spproved the sgreement and
terminated the (nvestigetion on Aug. 14,
1986 (51 FR 29443). The final agreement
was signed Aug. 28, 1986. Implementetion
of the sgreement continues to be
monitored, end on June 13, 1988, the
Trade Representative formed an
intersgency task force to exsaine Korean
prectices retoted to obtaining end
enforcing patent rights. The tesk force
ssde 8 preliminary report to USIR (n
Decesber 1988, Followup discussions are
being Neld with the Koresn Government.



OATE - 2/27/89
TINE 18:31:39

Country and Product Concerned

*osamri. fectegng and Soybesn
roctuc .8 (L0i-53)

Qffice of the United States Trads Representative

Section 301 Teble of Cases
februsry 27, 1989

Compleint

The Mstional Soybaan Processors
Associatior filed o petition on
April &, 1986, alleging that the
differential in Argentine export
texes (higher for soybeans then for
soybean products) provides
Argentine crushers with sn unfair
ctost advantage that burdens US
exports In third-country markets.

USTR COMPUTER GROUP

PAGE 23

Oieposition or Present Scetus

USTR fnftiated sn investigation on Apeil
25, 1986 (51 R 16784). Following
bileteral consultations with Argentina,
the President suspended this
investigetion on may 14, 1987, based upon
Argentina'e sssursnce that It planned to
sliminate theae axport texes and thus any
differantial (52 FR 18483),

In February 1988, Argentine reduced the
export tax differentisl by 3 percent,
Kowever, on July 29, 1988, Argentins
established a tax rebate on oil and meal
exports to third countries which
subsfdize these products. Nence,
consultations with Argentins resumed in
August 1988,

19



DATE. 2/27/89
TINE 18:3%:3¢9

Country and Product Concerned

EC Enlargement (30t-54)°

Office of the United States Trade Representative

Section 303 Tadle of Cases
February 27, 1989

Complaint

On March 31, 1986, the President
announced his intention to (1)
impose quotas on EC products [f the
EC did not remove certsin
quantitative restrictions on
oilseeds end gralns in Portugel;
and (2) incresss tariffs on EC
products {f the EC did not provide
compensation for US losses
resulting from the EC's Imposition
of variable levies on corn and
sorghum imports into Spain In
breach of prior tariff commitments.

USTR COMPUTER GROUP

PAGE 24

Disposition or Presant Stetus

On Nay 15, 1986, the Fresident imposed
quotas on EC imports in response to the
EC's quantitetive restrictions in
Portugsl (51 FR 18294), On Oct. 14, 1987,
the level of these quota restrictions was
Increased to aveld o more demaging sffect
on EC trade than (s warranted by the
current operetion of the EC restrictions
in Portugal (52 FR 38147).

On duly 2, 1988, an interim solution was
reached with the EC with regard to the
fmport Levy restricticas in Spaln. That
solution provided thet sny shortfall in
US corn, sorghum, ard corn gluten feed
exports to Spain bulow & monthly EC
aversge of 234,004 metric tons through
the resainder of 1984 would be
compensated for through reduced iaport
levy quotss (n the £C.

On Dec. 30, 1985, the US snnounced that
unless the FC sgreed to compensata the US
satisfector(ly by the end of January for
$400 miilion in lost corn end sorghus
exports to Spain, the President would be
compelled to Impose duties of 200X ad
valorem on (aports into the US of certain
EC cheeres, ham, carrots, endive, white
wine, brandy and gin-accounting for 8400
sitlion in EC exports to the US. The
Presicent procleimed these toriff
increises on Jan. 21, 1987, to take
effect Jan. 30 (52 FR 2683).

On Jen, 30, 1987, the Lt end EC settled
this case, The EC agreed to ensure annusl
fmgorts of corn ond sorghuwn in §peain of 2
aitifon snd 300,000 metric tong,
respectively. 1t also agreed to rescind
fts requirement Ia Portugsl that 13
percent of the Portuguese praln market
(about 400,000 metric tons) be reserved
for sales from EC member countrlies. It
further agreed to reduce duties on 26
other produets (including plywood, spple
and cranberry juices, end certaln
eluminua products), end to eatend all
current EC teriff bindings to Spain and

N
N



DATE ° 2/27/89
TINE 18:31:40

Country and Preduct Concarned

CONTINUED

Canada Flsh (301:55)

Taiwan Customs Velustion (301-56)°*

Office of the United States Trade Representative

Section 301 Tabla of Ceses
February 27, 1989

Camplaint

lcicle Seafoods snd nine other
sssfood processors filed o petition
on April 1, 1988, alleging thet the
Canadian prohibition on the export
of unprocessed herring and sslmon
violates GATT Article X1 and
provides Canadisn processors with
sn unfafr cost adventage thet
burdens US exports in third country
markets.

On Aug. 1, 1986, the President
datermined that Taiwen's use of &
duty peying systes to calculate
customs dutles violated » trade
agreement and was unjustifisbls and

restriction on US commerce (51 FR
28219). ke direcied the Trade
Representstive to proposs an
appropriste wethod for retatistion.

USTR COMPUTER SROUP

PAGE 25

Disposition or Prasent $tatus

Portugel. In Light of thess developments,
the Trade Representstive suspended the
Increased duties proclaimed Jon, 21, 1987
(52 Fr 3523,

usik fnitisted an fnvestigation on Ney
16, 1986 (51 FR 19648), end requested
comments on certain economic fesues
relating to the fnvestigation. The US
consulted uith Cenads under Art. XXIIft)
of the GATT Sept. 3 and Oct. 27, 1985,
and presented srguments before s GAIY
dlsputs settiement panel on June 18 and
July 10, 1987. The US won the case, and
the favorsble panel report was esdopted by
the GATT Council in Februsry 1988. Cenada
hes snnounced that it will tersinete the
export restrictions concerned by Jen. 1\,
1989, sithough it will then edopt some
new Landing requirsments. On August 30,
1988, » Federal Register notlce (53 FE
33207) requested comments on the
unfairness deteralnation required under
the Omnibus Trade end Competitivensss Act
of 1988, The US and Cenads are still
consulting on Censds's plens to Introduce
new Landing requirements.

By an exchange of lettars dated Aug. 11,
the Tefwen suthorfties agreed te toke
sctions by Sept. 1, 1988, to sbolish the
duty paying schedule effective Oct. 1,
1986, USTR contirmed thot Taiven did so,
and therefore advised the public that no
retatiatory action would be proposed as
;;;;inr directed by the President (31 fr
n.



DATE . 2/27/89
TIME 18:31;41

Country end Product Concerned

Talwan Beer, Wine & Tobscco
(303-57)*

Cenada Softwcod Lumber (301-53)*

Office of the United States Trade Representative

Section 301 le of Caser
Fabruary 27, 1989

Complaint

on Oct. 27, 1986, the President
determined 1. at acts, policies and
practices of wan regarding the
distribution and sale of US beer,
wine snd tobacco products in Talwen
sre actionsble under Sectlon 301
(51 FR 39439). Me decided to take
praoportional counterseasures so
tong ss Taiwan continues these

and directed the Trade
Represe ve to propo
appropriste and fessible actlons.

On Dec. 30, 1986, the US and Canada
concluded an sgreement under which
the Departeent of Commerce
terminated » pending countervailing
duty fnvestigation (based upon
withdrewal of the petition) after
Conads sgreed to impose a tax of
15X sd velorem on exports of
certain softwood lumber products to
the U.§.

USTR COMPUTER GROUP
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Disposition or Present Status

on Dec. 5, 1984, Tajwsn agreed to cesse
the unfafr prectices complalned of. As »
result, USIR snnocunced that no
retatfatory action would be proposed as
previously directed by the President (51
FR 44958).

Pending Cenads's Imminent {mposition and
collection of that tax as agreed, on Dec.
30, 1986, the President procleimed:-under
section 301 suthority--s tesporary
sdditional duty of 15% od valerem on
|mports of Canadisn softwood lumber
products (52 FR 229). On tha iame date,
o8 the necessary predicate for the
exercise of Section 301 suthority, he
determined that Censdisn prectices
regarding the federal and provincial
governments® terms and conditions for the
harvest of stumpage (standing timber)
were unjustifiable or uareasonable and a
burden or restriction on US commerce (52
FR 231). Effective Jan, 8, Commerce
suspended the Import duty besed on the
Secretery's deternination that Canada het
begun to collect the export surcharge on
exports to the US of certain softwood
lumber products (32 FR 1311). On Moy 26,
1987, the Government of Canada pessed
tegistation providing for this tex.



OATE _2/27/89
TINE 18:31542

Country end Prcduct Concerned

India Almonds (301-59)

€EC Third Country Mest Directive
(301-60)

Office of the United States Trsde Representative
Section 301 Teble of Ceses
Februsry 27, 1989

Complaint

The California Almond Growers
Exchange filed & petition on Jan.
6, 1937, slleging that India's
Licensing requirements snd steep
teriffs on almonds ere sctionsble
under section 301.

On July 14, 1987, the Amerfcen Heet
Institute, US Meat Eaport
Fedaration, Americen farm Bureau
Federation, Netional Pork Producers
Council end Natfonal Cattleman‘s
Associstion filed o petition
complaining of the EC's (hirg
Country Meat Birective as s
violation of GATY Art, 111 and an
urJustifisble, unreasonsble or
discriminatory prectice thst
burdens Uj commerce.

USTR COMPUTER GROUP

PAGE 27

bisposition or Present Status

On Feb. 20, 1907, USTR (nitisted on
fnvestigation and raquested consultatfons
with Indie (52 FR 8412 and 7057). The US
consulted with Indla under GATT Art.
XXI0E:1 in June end September. USTR
requested the estadi{shment of & penel
under Art. XKET1:2 st the GATT Councils
in July, October and kovember. The US
steo refeed almonds fssves In the full
consultations with Indie held in the GAYY
Sstance of Paymants Committes in October.
In Novembar 1987, the GATT Council agreed
to the estoblishaent of a penel, [n May
1988, s satisfactory bileterst settioment
wuss resched and USTA terminated the
fnvestigation (33 FR 21757).

99

The Indign Government estebiished &
seperste quotes for slmonds, which
Increasss access to that sarket, to the
satfsfaction of US fndustry. Moreaver,
India sgreed to eliminate the quots in
three years if 1ts balance of payment
position improves specified In the
Agreesent. Incis aleo reduced and bound
fts teriff for shelied slsonds and bound
{te toriff on unshatled aloonds,

On July 22, 1987, USTR initisted an
{nvestigetion end requested consultations
with the €C (52 FR 28223). The US
consulted with the EC twica under GATT
Art. XXilist, in Septesber and November,
1987. USTR requested the eatablishment of
a psnel at the GAYT Councils fn October
and Moveober, but the £C blocked it. The
EC scquiesced to that request st the
December GATY Council. Since then, the EC
has tsken steps to provide eccess for o
number of US meat packers.



DAYE 2/27/89
TINE 18:31:43

Country and Product Concerned
Brazil Pharmaceuticets (301-81)

EC Normores (301-62)*

Office of the United States Trade Representstive

Section 301 Tobls of Ceses
februsry 27, 1909

Complaing

On June 11, 1987, the
Pharseceutical Kenufacturers
Associotion fiied & patiticn
complaining ef Brazit'e loack of
process and patent protection for
pharmaceutical products as an
unressonable practice that burdens
or restricts US commerce.

On Nov. 25, 1987, the President
announced his fntention to reise
customs cutiss to e prohibitive
{evel on as much ae $100 afilion in
€C exports to the US This sction
was in response to the
implementstion scheduled for Jan.
1, 1988 of the Anisal Wormone
Ofrective. Without valid scientific
evidence, this directive would dan
imports of mest produced froa
animals treated with growth
hormonta. Howsver, the President
safd he would suspend increased
duties If EC member stetes
continued to altow such fmports for
& 12-month transition period.

USTR COMPUTER GROUP

PAGE 28

Cisposition or Present Status

On July 23, 1987, usTR inftisted an
Investigation and requested consuitations
with Srazit (52 FRr 28223). Coneultations
vere held on feb. 29, 1938, and
sdditional discusaions resulted in no
resolution. On July 21, 1988, the
President deterained Brazii‘s poliey teo
be unressonsble end o burden and
restriction on US commerce, end he
directed USTR to hold public hearings
{(Sen 53 FR 28100 and 30894) on certain
products exparted from Brezil, Nesrings
were held September -9, 1988,

On Octobsr 20, 1988 the President used
section 301 authority to proctaim teariff
increases to 100 X a3 valorens on certain
paper products, non-benzanold drugs, and
consumer alectronics ftema, effective
October 30, 1988 (53 fR 41§51). On
Fabruary 21, 1989, the GATY Council
eatablished a dispute ssttlement panel to
examine Lhe consistency of the U.S.
measures uith GATT.

on Rec. 24, on his own ection, the
President proclaimed but imaediately
suspended (ncrested dutles on specified
producte of the EC (52 FR 49131), pending
EC (mplementation of fts Directive. Ne
delegated authority to modify, suspend or
terainate the Incresssd duties (including
to terminate the suspension of such
fncreased duties) to the Trade
Reprasentative. The EC faplesented its
directive on Januacy 1, 1989, In
response, the USTR tersinated the
euspension of the incressed dutlas,
effective January 1, 1989, with some
modifications (53 FR 53115). The US nd
EC agreed on Jenuary 12 to sliow » grace
psriod for goods exported, or mest
certified for export, prior to January §,
1f they entered before Febrvary 1 (54 FR
3032). On February 18, the US and EC
establiished o tesk force of high-level
goverrment officlals to seek o resclution
to the hormones dispute by Mey &, 1989,




DATE 2/27/89
TIMD $8:31:45

Country and Product Concerned

€C Qilseeds (301-63)

Korea Cigarettes (301-64)

Korss Beet (301-65)

Office of the United States Trade Representative

Section 301 Tsbie of Cases
februsry 27, 1989

Complaint

On Dec. 16, 1987, the Amsricen
Soybean Associstion filed a
patition complaining that the EC's
policies and practices relating to
oflseeds and oflsred substitutes
nullified and impaired benefits
sccruing to the Unfted States under
the GATT and, spacificsily, ore
inconsistent with a zero tarif!
binding sgreed to by the EC. ASA
slieged thot the practices also sre
unfustifisbbile, unreasonsble and
burden or resteict US commerce.

On Jan. 22, 1938, the US Cigarette
Export Associetion filed o patition
complaining that the policisa and
practices of the Koresn Government
and {ts {nstrumentality the Koresn
Monopoly Corporation unressongbly
denied access to the Kerean
cigaretta market and we 8 burden
or restriction on US commerce,

On Feb. 16, 1988, the Amerficen Meat
tnetitute filed & petition slleging
thet the 20K mainteins a
restrictive Licensing systom on
fmports of all bovine meat, in
violatlon of GATY Article X3, which
fs unjustifisble, unressonsble, and
burdens or restricts US cosmerce.

USTR COMPUTER GROUP

PAGE 29

Gisposition or Present Stetus

On Jan. S, 1983, USTR Inftiated an
fnvestigation end requested consultations
with the EC (33 FR 954). The US consulted
with the EC several times, both
informelly and forsally, under GATT Art,
XK111s1. The EC blocked the US request
for u panel st the May 1988 GATT Council,
but scquiesced at the June 1983 Council.
Nowever, the EC deleyed composition of
the penal for seversl months with ¢
nusber of procedural msneuvers.

On Feb. 16, 1988, USIR {nitiated an
fnvestigetion and requested consultations
with the Government of Korea (33 FR
49268). The USTR signed an sgreemant with
Koras on Kay 27, 1988, providing opsn,
non-discriminatory access to the Koreon
cigarette merket. 3ased on this
agresment, the {nvestigetion wes
terminated on Ney ¥1, 1988,

On Merch 18, 1988, USTR (n{tiated on
fnvestigation (53 FR 10973). The US had
alresdy consuited with the ROK under GATT
Art, XXII151, On Ray &, V988, GATT
Council estedlished & panel under Art.
XXI10:2, Austral (80 authorized a
panel on the ssme metter, so
consultations on panel selection included
coordinstion betvesn two paneles. The
first penel meating wes November 28,
1988; tha second meeting was Januery 20,
1989.

L9



DATE 2/27/89
TIMC 18:31:45

Country snd Product Concernsd

Jopan Citrus (30%3-64)

Kores Wine (301-87)

Argentina Pharmaceuticais (301-68)

Office of the United States Trade Representative

Section 301 Table of Caser
February 27, 1989

Complaint

On May 6, 1988, Florida Citrus
nutusl, et o). fited o petition
slleging thet Jspan's import quotss
on fresh orenges end orange juice
contravens GATT Arkicle XI, and
their doaestic content mixlng
requiresents violate Art, [II:5.

On April 27, 1988, the Wine
Institute and the Assoclation of
Amaricen ¥intners filed s petition
complaining of policies and
practices of the Korean Government
that unressonedly deny access to
the Xoresn wine sarket and sre a
burden or restriction on uUs
commerce.

On August 10, 1988, the
Phormaceutical Manufacturers
Assoclations (PMA) filed a petition
compleining of Argentinats denial

of product patent protection for
pharmaceuticals and discriminatory
product registration practices. PNA
alteged these prectices ars
unressonable and discriminatory and~
burden or restrict US cosmerce.

USTR COMPUTER GROUP

PAGE 30

Disposition or Preser.l Status

Oon Msy 23, 1988, USTR (nitlated an
fnvestigation. The U had elresdy
consulted with Jepan undar GATT Article
XX[E139, and @ panel under Art. XXI11132
hed been suthorized by SATT Councit on
Moy &, 1983, Intensive settlement
negotiations followed, and on July 5,
1988, a bilsteral sgreement was resched
to settle the fssue. Among other lesuss
settied, faport quaotes on fresh oranges
will and April 1, 1991, end on Aprii 1,
1992 for orange juice; the blending
requirement will be phesed out in 1988-8¢9
end eliminated a3 of April 1, 1990. Based
upon this agresment, the citrus industry
ulthdrew its petition and USTR terafnsted
;:;':nvnﬂgnlon on July S, 1988 (53 M
).

On June 11, 1983, USIR inftiated an
favestigation (53 FR 22607) and requested
consultetions with the Korean Government,
Consultations were held October 11-12 in
Vashington end October 25 fa Seoul.
further consultations finally resulted In
an sgreement, resched on January 18,
1989, In which Korea sgreed to provide
foreign menufecturers of wine and wine
products non- discriminatory and
equitsble sccess to the Koresn merket.
The investigation wes terminated on
Jenvary 18, 1989,

On Septesber 25, 1988, USTR inftlated en
Investigstion (33 Fx 37468), and
requested public comsents in order to
request consultations with the Argentine
govarnment, Initial consultations were
held in Busnos Alres {n Decesbar 1988,




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

Country and Product Concerned

Japan Construction-retated Services
(301-69)"

EC Copper Scrap (301-70)

* Denotes actions Snftiated without
naving received & patitien.

vty

Taiwan Export Performsnce
Requirements (307-1)¢

office of the United States Trade Representative

section 301 Teble of Cases
Februsey 27, 1989

Complaint

Ssction 1305 of the Omnibus Trade
and Competitiveness Act of 1988,
enacted August 23, 1988, required
the USTR to initiate an
fnvestigstion regarding the acts,
policies, and practices of the
Governaent of Japen, and of
entities owned, finsnced, or
otherwiae controtled by the
Government of Japan, thst are
barriers {n Jepan to the offering
or performance by US persons of
architectural, englineering,
construction and consulting
services In Japan,

The Copper and Brass Febricators
Councll, Inc., filed a petition on
November 14, 1988, alleging thet
export restrictions on copper scrap
and 1inc scrap mainteined by the
European Community, the United
Kingdom and Scaril violate the GATT
and burden and restrict Us
commerce. On December 27
petitioners withdrew the
allegations regarding Brazll and
2{nc scrap.

On Xarch 31, 1988, ot the direction
of the President, USIR
self-inttiated the firet
fnvestigetion undar section 307 of
the Trade and Tariff Act of 1984
concerning export performence
requirements In tha sutomative
sector (31 €1 12008),

USTR COMPUTER GROUP

PAGE 3

Disposition or Present $tatus

USTR inftiated an Investigation on
November 21, 1988, and requested public
comment by Decembar 20, 1988 (53 R
47897). Consultations with Japsn were
requested, to de scheduled following o
public hearing. A hesring will be hetd
March 13, 1989 (54 fr 2033).

USTR inftiated an investigation on
December 29, 1988, involving the
prectices of the EC and UK. Comments were
requested ard a public hearing wae hald
on January 27, 1589 (5¢ FR 338), UiTR
sdvised the EC of {ts intention to
schedule GATT consultations after the
public hearing. On Jenuary 25, 1989, usTR
Informed the UK that the fnvestigstion
would procaed only es to the &C, since
the UK had represented that ite
regulations merely faplemented the EC
export controls and did not constitute
separate restrictions,

conee

USTR requested uritten public comments,
ard consulted with Tafwan suthorities In
June, August and Septesber. On Sept. 12,
on sgresment was reached under which
Talwen would Lift existing eutomative
export performance requirements (EPRs) by
Susmer 1987; spply no new automotive
€PRs; ond nt the right for existing
auto {nvestments to bs expanded without
new EPRs. NBased upon this sgreement, USTR
terminated the {nvestigatfon (51 FR
41558).

69
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QUESTIONS By SENATOR DANIEL PATRICK MOYNIHAN

L)
1. The annual trade projections report is due to be submitted b{‘ 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 faid (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, 1 have a
Karticular concern about the proposed FSX fighter aircraft agreement with Japan. 1

ave already expressed my concern on the Senate floor and as a co-sponsor of a res-
olution that the proposeg 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
z.er((';i dug}y list by an oversight. Will you urge an immediate phase out of the Canadi-
an duty?

6.1 greviously 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

uestion 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
W%ys 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 declineg 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 or
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
re r; 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 19€3 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 n in 1985. The U.S. had lost marke:: {2
subsidized EC products, and the EEP enabled U.S. products to once again cou.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 irogress that we have made in the Uruguay Round negntia-
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 coveri ' .; sev-
eral key points. The program provides a number of economic and commerc.al bene-
fits to the United States including an estimated $480 million workshare of t2 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. I previously submitted a letter to USTR requesting that as part of the
on-going review of the Generalized System of Preferences (GSP) progre - 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
l1, c;-m you tell me your current views on whether Burma will be removed from the
ist?

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 réquirements.

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-
ninﬁ 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
ruie of orifin, 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 witﬁin the general mandate established by Chapter 10 of the FTA.

QuEsTIONS FrROM 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.



COMMUNICATIONS

Washagion, DC 20001
Telephone 202634-1100
Cabls Address. Amechosp

March 22, 1989

The Honorable Fortney H. Stark, Chairman
Ways and Means Health Subcommittee

1114 Longworth House Office Building
washington, DC 2031%

Dear Mr. Chairman -

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

The definition of a community holfﬂtll closure and the process that
AHA uses to compile its closure list have been consistent over time
and ar9 based on sound methodology. The list includes community
hospitals cloged as of a given date each year--December 27 in 1988,
AHA considers a hospital closed when one or both of two conditions
are met on that date:

[-] the hospital no longer provides acute inpatient care: and/or

-] the hospital is no longer licensed or registered with a
state.
L4
Even if a closed hospital continues to provide outpatlent,
rehabilitation, or other health care services, it is still counted
as 8 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 1988, this was true of 17
of the 81 facilities on AHA's list of community hospital closures,
just as similar closures would have been in past years.
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The Honorable Fortney H. Stark
March 21, 1989
Page Two

AHA recognizes that many. if not most, closed hospitals nope to
veopen at some point, but intent notwithstanding, because the
facility has discontinued inpatient services (other than for
construction or seasonsl purposes) or is not licensed, AHA counts it
as closed. AHA 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 statec hospital associations and state
licensure agencies.

Occasionally, there is disagreement over a specific hospital
closure, and AHA works to reconcile the discrepancy. The number of
such cases is quite small. In 1988, 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 1988 when their status was verified. Each of thesse
facilities appears to have succeeded in reorganizing but reopened
either in the last week of 1988, after our cenvas concluded, or in
1989. Should these hospitals survive throu?h 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 sgency in 1988 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 stats 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 1dontif¥1nq closures also
fails to identify soms hospitals that close during a year. PFor
exam¥lo, our continuing efforts to identify both new hospitals and
hospital closures has airesdy turned “Y three hospitals that closed
in 1988 but which were not identified last year and which do not

a ar on the 1988 list. Wwhen we issue the closure daza in 1989, we
will revise the 1988 !igurol to reflect this new information. 8uch
revision is our standard practice.

These individual cases simply illustrate the inherent complexity of
identifying hospital closures. AHA acknowledges that the process
requires judgment w#hen an occasional case is neither black nor
white, but AHA stands its hcspital closure data as accurate.
Further., if the subcommittee would find it holgful for AHA to
identify closed community hospitals that are offering non-acute or
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Ine Ronorap.e rortney h. stark
March 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
80 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 "new" specialty
service hospitals.)

To provide further context for the attached list, I would add that
AHA views the collection of data, whether to document closures or
other aspects of operations, with utmost seriousness and approaches
that task with dues 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 AHA'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
eftorts. We recognize-—and publicly have emphasized--that Medicare
payment shortfalls are one of many factors responsible for hospital
closures. Furthermore, AHA 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 mt{ not te the major threat in fiscal
1990. The best data available to the AHA indicate that, even under
the current law, Medicare pesyments in the year ahead will fail to
cover the cost of services provided to Medicare beneficiasries in
two-thirds of the nation's hospitals. With such a large percentage
of hospitals experiencing Medicares 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, Iir.
Chairman. My staff and I remain ready to provide more detail, it
needed.

Sincerely

Bt U Yoy

rol M. McCarthy, Ph.D., J.D.
President

Enclosure
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AMERICAN HOSPITAL AS5SSe

ATTON

COMMUNIT? NOSP ™AL CLUSURE> .4y
(SEE ATTACHAED FOOTNOTES)

STATE ACSPITAL SITY BE2A sERVICE
MAZHE CASULNB CCMMUNITY HOSPITAL SAZTINE i:
MASEACHUSETTS  BRCCKLINZ MCSPITAL BRUOKLALE 56 .-
MASSACHUSETTS  rardab MEMORIAL HOSPITAL MENTAGUE 72 .2
Seeescestaccccocns cecsccssccaccconce REGIONS) ccccccccacvccnsssccnacaenccvroser
NEW YORK PARSONY HOSPLITAL FLUSKING 139 29
NEW YORR EMMA LAING STEVENS HOSPITAL GRANVILLE 13 4V
NEW YORX JAMBSTOWN GENERAL HOSPITAL ~AMESTOWH % 190
NEW YORK JOPNSTONN MOSPITAL JOKNSTOWN 319 10
HEW JRRSEY CIVINGHION COMMUNITY NOSPITAL LIVINGSTON 94 10
PENNSYLVANIA ST MARY ¥OSPITAL PITANPLPHIA 159 0
wen enccccece RECION®) -<scremccecessmcccmcncacaaansccs
WEST VIRGINIA ZLIZARETH C IRONARD NEN HOAP BUCKMANNON L -
Wasl VIRGINIA  HOLDEN WOSPITAL HOLDEN 6 2
NEST VIRGINIA GUTMAIEZ MEMORIAL MCSPITAL NONTINGTON 2
WEST VIRGINIA  W(OMING GENERAL HOSPITAL MULLENS 5 19
WEST VIRGINIA TUCKER COUNTY NOAPTTAL PARSONS %
NORTM CAROLINA BIACEWELDER MNEMORIAL HOSPITAL LENOIR 3 10
GEORGIA FIRST MEALTH WERARD FRANXLIN % 12
FLORIDA UNIVERSITY HOSPITAL HOLLY NILL 37 1
RRGTONNS - cecosncsanen
QHIO NONTHRASTERN OIIJ0 GEN NOSPITAL MADISON 66 12
ILLINOIS ROSPYTAL OF RNGLEWOOD CHICAGO 121 W
LLLINOIS FRANE CUNBO NENORIAL HOSPITAL CHICAGO 106 10
LLINOTS ST ANWE’S NOSPITAL CATCALO 33y 10
ILINCIS MARY THONPSON NOSPITAL CHICMIO 03 10
TLLINOTS AT ANWE’S NOSPITAL-WEST 3 NORTHLAKE °8 49
TLLINOIG WHITE HALL HOSPITAL WHITE HALL 3¢ 10
MICHIGAN ORCHARD KILLS MOSPITAL ) SELOING 56 W
MICHIGAN BAY AREA KEDICAL CTR-NENOKINEE MENOMINEE 40 10
WISCONSIN ST ANTHONY'S FANILV MED CTR RLILSAUKLS 303 10
WISCONGIN NEW BEALIN MEMORIAL NOLPITAL NEW BERLIN e 10
WISCONSTN SAYPIELD COUNTY MEN NOSPITAL WASHBURN 333 W
senceace REGION®S -o - smeensses
TENNRESXRE SCOTT NEMORIAL WOSPITAL LAWREHCEBURS 64 10
TEFNESSEE JOHNSON COUNTY MEK MOSPITAL MOUNTAIN CITY 64 10
TENNRISLE SNEMNA HOSVATAL SHYANA 313 10
TENNESSLE $T MARY’S NORTR HOSPITAL LAXE CITY 23 1¢
ALABAO ApbR{ CCLALE HUSP & NRST rIME SBIEYILLE 131 Ll
ALABAMA CCLUMBTA REGIONAL MEOIZAL ZTR AICALUSTA MOl
ALABAMA FIRST HEIALTH COURTLAMD CCURTLALD 334
ALABAMA MEDTCAt PARK WEST BIRMI ITKAN <y L
ALABMMD CYAMBERS COUNTY HOSPITAL LATAVETTE 33\
ALABAMA PERRY COMMUNITY YOSPITAL MARTCN AT L
ALABAMA NCRTH HOBILE COMM HOSPITAL SATSINA i3 el

PP T T P R R L L L L L

ea REGIONIE wmecescconcocccsnsenca
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MISSOURL LINDBLL HOSPITAL $T L0Ute $1 10
MISSCURY UNIVERSITY 2P MEALTH SCIENCES KANSAS STty (X B
SCUTH DAKOTA IPSWICK CONMUNITY HOSPITAL TPSWICNH 1S
encenaws cean REGIONRT ceccrcrmccaccncsvancnacsancccccsce
ARKANSAS RIVERVIAW HOBPLITAL LITTLR ROCK 50 ¢
ARFANSAS WOODRUPP COUNTY MOSPITAL MCCRORY 139 2
ARKANSAY LEE WEWORIAL NOSPITAL MARTANNA 25 2
LOUTSTANA FAIRVIEY NOSPITAL BAYOU VISTA o
LOVISTANA REGENT NOSPITAL FELICIANA CLINTON 36 1)
LOUTSIANA GUEYDAN WEMORIAL NOSPITAL GURYOAN 11 10
WOULSLANA TRNSAS IRMORIAL MOSPITAL NEWRLLTON 30 10
LOUTSTANA PLEASANT NILL GRNERAL NOSPITAL  PLEASANT MILL 36 10
OXZANONA CORDELL MEMORIAL NOSPITAL CORDBLL FTERY)
OKLANOMA B AEM MEDICAL CENTER  WAYNOXA 24 10
1208 BASTROP REGIOWMAL STAOP 2% 1)
TEXAS COMM MOSPITAL 0RATR 2 10
RIS MILAN ANGIOMAL REDICAL CRITER CANERON TERY
TS COMFORT COMKUNITY NMOSPITAL CONPORT ¢ 10
TEXAS CASTON RPISCOPAL NOSPITAL CALLAS 104 19
TEXAS PLON NENORIAL ROSPITAL OEZNTOM 11 10
TRXAS LANORARK NBDICAL CENTER SL rAgO 207 10
TEXAS WHITCOMD MEMORIAL MOSPITAL GRAND PRATATE % 10
TEXAS ROBERTSOM KRG NEDI CERTER KEARNE 13 10
TEXAS CULLEN WONEN’S CBMTER NONATOM 22 a4
TRXAS NARION COUNTY MOSPITAL JETTEREON 37 10
TEXAS RIRBYVILLE CONMMITY NOSPITAL KIRYVILZE ° 24 10
LRXAS COMUNITY NOSPITAL OF LUBSOCK LUBROCK 7¢ 10
TEXAS KING WILLIAN NEALTR CARR CTR SAN ANTONIO 15% 4e
TEXAS SHINKR MOSPLTAL SHINER 3 10
TEIXAS TAFT WOSPITAL DISTRICY TATY 70 10
TEXAS TRAGUR GENERAL NOSPITAL TEAGUR 0 10
TEXAS CMIT MORP AND NEDICAL CEYTER FOUSTOM T
eaea m!qm T L T T P R T
NOUTANA MISSION VALLEY MOBVITAL ST IGNATIVE 39 1¢
12AN0 WARSH VALLEY MOSPITAL DOWMERY 17 10
NIW MRXICO CUBA HGSPITAL CURA 9 10
ARIIONA PHOENIX GZMBRAL HOSPITAL PROENTIX 202 13

REGIONSS

Feotnetes to the Aserican Hospital Association
1388 Community Nosp!tsl Closures:

$t. Mory Wospital - Philadeiphia, Pennsylvania

Hospite! hod fited for bankruptcy early. 1988  Ape-1 30, First layalffs Legan,
tayafls ware scneduled far every Friday unti) Way ), whe nosoite) & RArs
would be sut. AN injunction eaa filed againat the hdspial to keap e
tacility frem closing. PRons gontact 1n Jctoder 1ndicated that the faciiity
wes sUi11 in Ihe process ol shulting doen  Phous contdct n late Oweewder
'ndlcated that the faciiity ned been purcaaled by ¥Si inveatrent ¢73up 4%0
that the facility had clossd. The nwe lfacility, when reopened. ni(l D& «nger
28 NOuURAAA MOd1C3) Center, an aCule €are, 1AVester-owned 1381 1ity.

‘St. Aeaa's Wospital-Sest ~ Worthishe, I1tinois

Hoepi tal rled 1o the AMA it closed s ol Octobur 1, 1968 Direc: contact
s :;1 :m\cﬁ the ANA SOEBGrship department thrac Limes 1A 1748. Gaon
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tiow, the fucility indicated thaf"it was ciosed. Phone contact in Oerember
indicated that the hesp.tai had been seid and renamed Leyden Cemmun; ty
Hospital. Recommendution by siate licensure depurtcamt was to consider

St. Annc's-Neet & 0100ure, DEsed on AHA'S detinition. New hospital changed
control from church-operated to invester-owned facility.

'Orchard Rille -~ Miging, Niehigen B B

In October, Orchard Hilts informed AHA’s mesbership depsriment of its
closure. Mocpital wes ocentacted in Decamoer and informed that the original
owners ceased operations in October. The hosgital is now operated by
Metropeliten Mospita), Grand Rapids, under 3 lesse/purchase option. In fact
thare are two leades: 25 bads are being leased &9 acute beds. another 28 deds
4r0 being lessed 88 a detoxification snd drug center.

‘Oullien Wamen's (unter - fallas, Texss

Closuyre reported te AMA by Taxas Oepartment of Health as of 7/01/788. Facility
wee on AMA, Teuan ita) Ase0s18t10n, snd Texss Department of Megith ¢iles
as an Obetetrics and logy heopital. AMA s well as the Texss Department
of Health had net been infermed that the Necpital Rad Jeen operating oaly ss
an outpatient fagility for two years.

Upen further ressarch, we heve determined that inpatient servicas cedsed at
:anriul Jote in 1988. Theretfere, this fagiiity will now Be listed as 3
closure.

Addendue
Mditioasl 1388 Hospital Clusures ‘larch 19AS | (date

Screntun State General Wospital - Scremtoa. Pennsylvauia
Hospitel closed 12/31/88. Veiil.~i hy Penasy. ante #0sp.tal i333¢1at.00 vz
Licensing agency  Lawsuit pendiang to ccopen tacii:ty

Turner Couaty Mospital - Ashbura, Goorgie
Closed 10/30/88. Verified by Geviyia HospITal Ag3cCiatinn ard by rosp.° 3,
Peciiity livpns 10 caopen By july, 1989,

Oahl Mesarial Nuspital - Lkalaks, Moatans

ACute care beds closed ©/30/88. Nurs:ng home st:11 open. Lost docior ird
have uot buen ahle 10 find replacament. Havc applied for specia! CON 0
operatv 8 sedical fecility’ supetvisad Ly o physiclan sssistant. .acer tue
sew arcangamant. leagth of stay could be 20 aote than 96 hours. This i 2
typs of 1icensc devaloped thru cooperetinn batvesn the woatasa licens.ag
departosut and Montans Mospital Associstion. The institution hopes tu :vcet'?
CON and cpacatc this nev type of fac ity by 7/01/89. Hospital 18 still
closad per sdministratoe.

DEFINITION OF TERSS

i fined as the physical closurs ar £0r30r3te rAssa’ o0
:9'.?’?;:;:!:?:::;::1?.0' the drscontinuation of mnhm} ’ldacal um:uncna

§ Dec. 31 of sach year Wowpital mergers and consal . Jations uu‘;a e
‘:c?uae Closure infOrmation was 4oquired by diract regort to tne . or . A
l'tmplni‘hwcluion, and through an end-of-yagr canvass of uc!:’:f:dow .
hospital assesistion and Licongure agendy. Eaeh closure was ve

reprusentative of the closed hospital ehunever possiole.

c—
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Conmunity hespitals include sit nonfedera!, short-tara. general and ather
special hespitals whase fo0ilities are 0pen 1o the public; exoluded are
hospital units of institutions, puychiatric Nosprtais, «nd alconolism wnl
chamica! dependoney fesilities.

Gentrel refere te the type of erganization respons die for establishing
pelicy concerning the oversi! operation of the Nospital. The four me;nr
catogories are ranent. nenfederal; NOngavernment, agt-ter-protit;
investor-ouned (for-profit); and govermment, federa!.

Oode refer 1o the muber of Beds set up and stalfed for use in the hosgital

20 reported to the American Hespital Association. The number of Dede shown
will refleat the size of tha Rospital when functioning normally. The bed
statistica any not reflect redustions that deourred during the months prior to
alosure. The tabiee contain Breaksowns tuiu categarion’ ¢ to 24 beds. 29
10 49, 30 to 99, 100 to 199, 200 te 200, te 300. 400 to 499 end 500 or
asre.

Conguwe long reler te the Alne raghical regions into which the U.$
Ouuum of Commerce. Bureau of.:z Conous, divides the SO stetes.

Sources: mnl_m*x_m k] q‘:ng. A NIership recdrds snd
o8, ansut! surveys, state ssecciatiens, .tzu {icensure

agensice and AW Hecpltsl Date Conter filse.

1988 HOSPITAL OPENINGS ON RECORD AS OF
FERAUARY 1989

HOSPITAL NAME ciry §EDS  SEAVICE

%ia Southwood Paych atric Mespi tat Piteshurg » 22
Pennsy vania Qreater Pitteburg Aonsd Hoapital Neareevi e -] %
Ponnsyivania Uns/Xgystons Center Chostor n [
’lon. h?lmc Commalty Hospita! {ewood 100 10
Fior:da el lington ., Watioal Qantes VYest Pata Beasiwe 10 9
Florida Wost Boea Modisal Comter Seco Raten mn 10
Flarida Atlsntis Sheres vuepital Oaytoes Desch L] <]
Blor:éa ital Ruhabilitation Mospitsl Tal lahassee €9 L]
flor da ab fast of Carssots farsesta [ 43
Eior da Qleadeigh Nospital of Niawi Nialean 00 2
Flori¢a Wtkodist Patway Center Jadkpewilie 28 "’
Georga Nitiside Moapital Atimnte 9 £1
Dslowste Vsadoe Wood Canter New Castle 3 2
Yast Virginis NSestern Hills Reg. Rehad Mospilal Parkeraburg L] “
g@ ]

indiasa Ok | gan m;lul Qoshen " "
Iiineis Alconslise Treatment Center Winfield [] 62
11iineis Careunit of Dupage Dowmers Grove 00 [ +
Eu.ui”l Parkuecd Moepital Olive Sranch 0 22
hlsbens Montgene'y Rehah Heepits) Hontgemery [ ) L]



REGION 8

1ANesata St. John's Nertheset Hospltal ag | owood 100 10
Nedraaxa Richard N. Young Hospital Rearney 0 22
guu HCA Denten Cosmunity Hospital . Oentos 58 0
Tesas Trin ty Valley Medicsl Center Palmsting 109 0
Texns CPC Cap:i tal Mosp: ta! Austia 2 22
Tecns Cnartes Hosp:tal of Fort Berth Fort Worth 0 2
Texes Forest Springs Mompitsl Housten -38 2
Te1oe WCA Rich i and Hospitsl North Richlond Nills 73 22
Tesas River Crest Mospits! San Aagele [ ] a
Texns Statfford Meadowe Stafferg " ] 22
Texse Rensd Mespital of Seuth Tenss Corpus Ohrieti [ 4
Texas fersd 1nst. of Sen Antoaio San Aatonie 108 “
Tecos Rio Viets Rehsb Hoepitatl £l Paso 0 o
euis ane HCA fior1h Nonrce Paviliea Menroe 4 2
Arkansas Fart Smith Rehed Hospital Fort Smith 54 “
lrian Dsl F Godd Memorinl Wespital Sun C: ty Sest RS 0
Arizons Cast Yal oy Comelidsex Heepital Wese [*3 »n
1 daho Mounta:n River Heep: Ll 1daho Felle 40 0
Cotoradd Crarter Kospital of Aurters hurars 2] 2
New Nexice Megi!ls Yalley Heep:ta! Las Cruces 0 22
Utan Sestern Ruhed Institule Sandy ] a8
g“.mu Branch Nespital Teanty Paios 0 0
Caliternia Cnristian Heepltal Medical Center Parris ] ‘0
Califernia CPC Sieira Gatowey Mosp: tal #reene [ ) 2
Caliternia NCA Codgr Vieta Wospits) freene L} 2

SOURCE.  Mee hospital opmnings in 1968 a1 repo’ted to he Amer 34 Posp) 3!
Ascociation's Diviaion 2 Weederenip as 3¢ Fabruary '339 i teo ¢
sore hospi tats merge to form 2 new COrPOTaTe €1t ty, 'he regy tan®
ccrpo;au antity 13 not considered o new Napitar for purpases cf
this list

REQION  Region is defined as U.S Census Divisicn  IF no apenings Pave-deen
reporied for & atate. it ie not fisted «ithin the region categor,

8806 8eds set up and stafled for use ac reporied to the Aneican Hospital
Assaciation Divigion of Meabership

E

« Gonaral Medicat end Surgical
Hespital Unit of tastitution
Peychiatrie
nz‘rcumu and Othar Resplraicry
Obetatrics and Gymecology

Car MNoss and Threat

a4 8 s

« Qthor $g00isit

o Institule for L\ug Retardation
= Alooholien and Chamieal oncy
Child General Wadical and Surgical
P14 voepitat Unit of Institution
14 Paychiatric

d Tuberculosis and Other Raspiratery
d Eye Bar Nose snd Threat

¢ Rehabtlitation

¢ Orthapadic

¢ Chronig Disssse

d Other fpecialty

14
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AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

SUATE 201 » 2104 JEFFERSON DAVES HIGHRAY ARLINGTON VA 22202

Telephone (7011 321 A0
Facmmuly (201 82 1750

March 14, 1989

Kenneth Mason

Secretary

U.S. International Trade Commission
500 E Street, S.W.

washington, D.C. 20436

Re: ggmgn;ﬁ _Qn_lmmﬁ
Regarding Temporary Relief
Dear Mr. Mason:

I have composed this letter to inform the U.S.
International Trade Commission of further developzents
regarding recent comments by the American Intellectual
Property law Association ("AIPLA") Comnmittee on the
International Trade Commission ("the Committee™) on certain
interizm rules propounded by the Commission. The Committee
comments were directed to the Commission's “interim rules
governing the posting and possible forfeiture of temporary
relief bonds by complainants in investigations of unfair
practices in import trade," 53 Fed. Reg. 44,118 (1988). The
Committee's comments on the two notices were filed on
February €, 1989.

At the AIPLA 1989 Mid-Winter Meeting the AIPLA Board
voted to adopt as association position the comments submitted
by the Committee on Pebruary 6, 1989. The Board also adopted
the following resolution put forward by the Committee at the
Mid-Winter Meeting:

The Commission's proposed rules regarding the
posting and possible forfeiture of temporary relief
bonds, 53 Ped. Reg. 49,118 (1988) are opposed by the
Coxmittee: The proposed rules provide for procedural
ippediments and onerous bond requirements that
contravene Congressional intent that temporary relief

be a more accessible remedy to aggrieved domestic
industries.

I nave 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 Cosmittee.
The pertinent section of the Committee Report restates the

substance of the original Committee comments and provides the

bases for the AIPLA's adoption of the above-quoted
resolution.

Sincerely,

/;L4)£ C; /£%;(§¢ZZZ¢1~

Jack C. Goldstein
President

Enclosure
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FITZPATRICK,CELLA, HARPER & SCINTO

1001 PENNSYLVANIA AVENUE, N W
WASHINGTON, D.C. 20004
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RiomARD & BaLKR ® CHARLED W ALMER

JOMN THOMAS CELLA

2 AMDERZON, JA ¢

J0mM A MITEHELL
©oF counstL

© ABuiTIEE Im T BETRCY 80 CorungIa

March 30, 1989

Senator Lloyd Bentsen
SH-703 Hart Senate Office Building
washington, D.C. 20510-4301

Re:
Competitiveness Act of 1988:
AIPLA Comments on Proposed ITC Rules

Dear Senator Bentsen:

Pursuant to the notice of February 7, 1989, announcing that
the Senate Finance Committee will accept written comments on
implementation of the Omnibus Trade and Competitiveness Act of
1988, 1 have enclosed a copy of pertinent materials from the
American Intellectual Property Law Association ("AIPLAY). The
materials include comments submitted by the AIPLA in response to
notices of proposed rulemaking under 19 U.S.C. § 1337 ("Section
337") by the United States 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 AIPLA 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 Comnission'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,
praNd el
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 8 meeting to
comment on, formulate raesponses to, and offer suggested additions
to recent proposed and interim rules issued by the Internstional
Trade Commigsion ("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 sre generslly 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, especislly 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 eaclusion
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 yesrs 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 19688. Pub. L. No. 100-418, 102 Stat. 1107
(1988). The Comzuission 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, es 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
temporary relief, 53 Fed. Reg. 49,118 (1988); (3) Committee
propossals regsrding adoption of additional procedursl 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 8 duty of
disclosure by complsinants 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, 8s noted by the
Commission, "[b)ecause practice before the Commigssion 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.” S3 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. Attornay 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 clos:ly 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 indefinite 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 sdopt. 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 spplicable 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) & 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. 49,120-12}%;
(3) the bond amount can be between 10% and 1008 of the
complsinant'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 s number of factors, including "([t]he extent to which the
Commission has determined that Section 337 has been violated"” and
"[alny other legal, equitable or policy considerations thet 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 moticns for temporary relief is
unrealistic in light of the fact that discovery commences after the
investigation has been instituted. 1If 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 asccordance 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 for 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 tenporary relief process, In short, the Committee members
agreed that the presumption should be in favor of imposition of a
small bond smount, if any st all, unless specific circumstances in
a particular investigation lead the administrative law judge and
the Commigsion to conclude that a more substantial bond is
necessary. Further, other factors that supported the conclusions
regarding the Commigsion's apparent readiness to impose substantial
bond requirements sre: (1) the availability under the Commission’'s
interim rules of sanctinng enalogous to those available under
Fed.R.Civ.P. 11 of the Feleral Rules of Civil Procedure; and (2)
potential availahbility of & civil remedy to respondents who have
suffered injury from misconduct by & complainant. In essence,
there are, even without imposition of & substantial bond,
significant disincentives to abuse of the temporary relief process.

The Commission's Interim Rule 210.58 provides that »
complainant must file a defense against forfeiture of a temporary
relief bond within thirty days of a8 Commission determination that
one or more of the respondents whose wmerchandise was covered by the
temporary exclusion order have not violsted 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 4inquiry 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 becsuse it automatically raises issues that may not merit
consideration, i.e., the question of the propriety of the temporary
relief motion may nnt 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 1is 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
sffected respondents or the Commission investigative attorney there
are indicia of sbuse 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 & non-exhsustive 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, ths 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
Federsl Rules of Civil Procedure to judge the propriety of the
motion for temporary relief.
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3. Proposed Adopticn of Analogs to Rules 12, 19, 41, 59 and 60.

The Committee wmembers agreed to diaft and circulate for
comment proposed Commission rules bhased 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.

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

Three particularly noteworthy aspects ©of Rule 12 sare 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 vt risk of an
injunctive order and, in instances where there is res judicata,
estoppel or simply Jjudicial deference to <the Commission,
respondents can be subject to damage liability in a court based on
evidence from & 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 & nonjury trial can open the judgment, take
additional testimony, amend findings of fact and conclusione of law
or make new findings and conclusions, and direct entry of a new
Judgment. Because hearings under Section 337 are analogous to
nonjury trisls 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 i1alief from a judgment or order in
certain circumstances. The paovisions of Rule 60(a) regarding
correction of clerical errors would certainly be applicable to
Section 337 proceedings, but the provisions of Ruls 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 Urder a Protective
Order

The issue of access 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 sare: (1) whether a genersl rule
allowing such access would be appropriate, and (2) whether the
Commission should seimply adopt the procedures and standards
applicable in district court litigation.

5. Committce 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 inasppropriate standard of
conduct, are unduly complex and, sbove all, sre unnecessary in
light of the Commission's recent sdoption of an anslcg to Rule 11
of 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) sre opposed by the Committee: The proposed rules provide
for procedural impediments and onercus bond requirevents that
contravene Congjressional intent that temporary relief be a more
accessible remedy to aggrieved domestic industries.

3. The Committee will propose that the Commissior adopt rules
analogous to Federal Rules of Civil Procedure 12, 19, 41, 59 and
60: These rules sre 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 sccess by inhouse
counsel to information placed under a protective order in a Section
337 investigation.
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100 NE Adams Sireet
Peona, linois 61629

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 destinaticn.
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 infitiate legislation which
repeals the Section 1334 provision retroactively to its date of enactment.

Very truly yours,
A
Representative

International Issues
Public Affairs Dept.
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Pharmaceutical
anufacturers
Association

Statement

GERALD J. MOSSINGHOFF
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 Committee in
connection with your hearings into implementation of the Omnibus
Trude and Competitiveness Act of 1988. We applaud your statement
of intent to oversee vigornusly the implementation of the new
Act.

PMA 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. MNany 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 Committee'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 3psnt 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 Ri&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.
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PMA companies contribute significantly to the U.S. sitive
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 PMA 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 provids
adequate intellectual property protection wags 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 Represantative,
the Department of Commerce and this Committee -- significant
progress has been achieved. =

Multilateral 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 worid.

wWe hope, too, that the General Agreement on Tariffs and
Trade ("GATT") 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. 1In reporting on these developments I should stress
that in PMA'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.



91

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 onercus compulsory
licensing provisions applicable to pharmaceutical
inventions. While the Canadisn law falls short of that of
other developed countries, the 1987 Canadian amendments
represent a significant development.

© 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 PMA to withdraw its Section 301 petition.

o 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 the 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.

o PMA 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 XKorean 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
Xorean market.

PMA has requested that the USTR continue to monitor the practical
results of each of these initiatives, and to give special
attention to Chile, Xorea and Mexico. We also believe that
potential new developments regarding patent protecticen 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 Ckrina 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 a.d to Western investment in China.

Tr.e 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
providolpatent 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-3 by PMA last
August citing the inadequacy of patent protection for
pharmaceuticals in Argentina, the USTR initiated an
investigation of the complaint in September. 1Initial
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.

© 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 retalistion for Brazil's failure
to provide adequate patent protection for U.S.
pharmaceuticals and fine chemicals. This action was
prompted by PMA's Section 301 petition regarding Brazil, the
first ever such Section 3971 petition filed by a U.S.
industry association. Unfortunately, that country continues
to flaunt its disregard for principles of fair trade.

o 1India, along with Brazil, has not only rejected all
bilateral efforts to bring about appropriate respect for
intellectual property, but also has led the charga against
multilateral efforts in GATT. At the same time, India is
enjoying the benefits of science and technology agreements
with the United States. 1In our view, India deserves special
attention under the Omnibus Trade Act, and we have
recommended that action to Ambassador Hills.

o Although PMA remains hopeful that the U.S. Government will
persuade Thailand to provide adequate protection for
pharmaceuticals, that has not yet hagpened. As the result
of a Section 501 petition the PMA filed with respect to
Thajland, 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 G?ET 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. PMA'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 e{fectively
excludes from the U.S. market Brazilian paper products and
consumer electronic items. Brazil had ambitious export plans for
these tndustries. The 100% tariff will remain in force until
Brazil responds fully to the United States' concerns.

PMA 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 losses 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. 1In 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, PMA 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 PMA against Brazil and
Chile. Argentine Government officials have noted their concern
over this issue and their desire to resolve the problem; however,
based in large part 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 pricing policy, which has seriously eroded the

profitability of U.S. pharmaceutical company investments in
Argentina.

During the course of the Section 301 investigation, we
reconmend that the U.S. Government continue to engage the
Argentine Government in 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 recommeng that the U.S.
Government impose meaningful trade sanctions on Argentina. We
belisve that the U.S. Government must also press the Argentine
Government to make its 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 procsss 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. 1India requires the use of local com-
ponents whenever local sources are available. 1India also
negotiates the amount of export obligations which joint ventures
are expected to meet. 1India permits U.S. pharmaceutical
investment only through joint ventures with Indian partners.
Foreign equity participation i1s generally limited to 4C%.
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, PMA filed a
petition in May 1987 with the U.S. Goverament 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
Thatland 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
1889. 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 fora 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.



