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REVIEW OF THE URUGUAY AROUND:
COMMITMENTS TO OPEN FOREIGN MARKETS

~ WEDNESDAY, APRIL 17, 1991

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was conv'ened, 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, Daschle, Packwood, Chafee,
Durenberge , Symms, and Grassley.

[The press release announcing the-hearing follows:]
[Press Release No. H-13, April 11, 1991]

FINANCE COMMITTEE TO REVIEW URUGUAY ROUND, SENATOR BENTSEN SEEKING
COMMITMENTS TO OPEN FOREIGN MARKETS

WASHINGTON, DC.-Senator Lloyd Bentsen (D., Texas), Chairman of the Finance
Committee, announced Thursday that the Committee will hold 2 days of hearings on
the Uruguay Round of Multilateral Trade Negotiations under the auspices of the
General Agreement on Tariffs and.Trade (GATT).

The hearings are scheduled for Wednesday, April ,17, at 10 a.m. and Thursday,
April 18, at 9:15 a.m. in Room SD-215 of the Dirksen Senate Office Building.
"In 1988, Congress authorized the most ambitious set of multilateral trade negoti-

ations to date in'the Uruguay Round. As we now debate wheth-er to grant the Presi-
dent's request for a 2-year extension of "fast-track" legislative procedures for trade
agreements, we need to take stock of our interests in those negotiations," Bentsen
said."I want to explore the views of a broad range of U.S. interests that might be af-
fected by these negotiations. The Committee will be interested in hearing an evalua-
tion of the talks to date, and what may be gained by continuing the Uruguay
Round. At the same time, we need to be aware of the potential problems so that the
Congress can exercise proper oversight," Bentsen said.

"I am particularly interested in exploring how, we can insure that other'countries
participate fully in these negotiations. One of our primary concerns must be to
insure that our trading partners make meaningful commitments to open their mar-
kets to U.S. exporters. In the past, we have let too many countries take a free ride
in the multilateral trading system. I am asking all witnesses in these hefirings to
address the issue of full participation and to explore new ways to insure that future
agreements are truly effective in creating an open trading system characterized by
full participation by all nations," Bentsen said.

In September 1986, trade ministers for GATT member countries agreed in a meet-
ing at Punta del Este, Uruguay to launch the eighth round of multilateral trade
negotiations conducted under the auspices of the GATT. Known as the Uruguay
Round, the negotiations fall into four broad categories: market access, GATT rules,
agriculture, and new areas, such as services trade, -intellectual property rights, and
investment measures. At Punta del Este, ministers agreed to conclude the Round'by
the end of 1990. However, the effort to reach final agreement at a ministerial meet-
ing in Brussels in December 1990 failed, primarily due to fundamental disagreement
regarding agricultural trade reform.



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

The CHAIRMAN. If you will please be seated and cease conversa-
tion. The committee attendance this morning is obviously short on
quantity by long on quality. So we will get this hearing under way
right away.

Let me state that the first panel will consist of Mr. James Robin-
son who is the chairman of the, Advisory- Committee for Trade
Policy and Negotiations, chairman and chief executive officer,
American Express Co. I want you to know, Jim, that the check is
in the mail on my American Express card. [Laughter.]

And Donald Fites, who is the chairman, National Foreign Trade
Counsel, and chairman and chief executive, Caterpillar. Gentle-
men, if you would come forward and be seated, please.

Today we are continuing a series of hearings on fast track negoti--
ating authority. We have already .held two hearings on the pro-
posed free trade negotiations with Mexico. Over the next 2 days we
will examine the Uruguay Round. And next week the committee
will hold 1 day of hearings on the Administration's Enterprise for
the Americas Initiative.

When Congress passed the 1988 Trade Act, we gave the Adminis-
tration fast track authority to negotiate the Uruguay Round and to
negotiate bilateral agreements with individual countries. We did
that because we believed those negotiations offered us a solid op-
portunity to open up foreign markets to our products. I believed
that then and ,I believe it today.

It is for that reason I support the extension of the fast track au-
thority for both the Uruguay Round and for the Mexico free trade
negotiations. I believe that those agreements, properly negotiated,
can help promote U.S. exports abroad, stimulate the manufactur-
ing and service industries in this country, and help American con-
sumers as well. il

But to reach those objectives, Congress must keep a watchful eye
on our negotiators. We have done that with the Uruguay Round,
mostly through private meetings with Ambassador Hills. In some
cases we need to press the Administration to stay on course; to
keep pressing on behalf on U.S. industries. In other cases we may
be heading down the wrong track. We need to make some mid-
course corrections. But I would rather make those corrections
sooner instead of later so that a flawed agreement is not sent to
the Congress for approval.

What we really have is a compact with the Administration. No
Congress can seriously negotiate a trade agreement because it does
not speak with one voice, because of the great variety of economic
and regional interests it represents. But the Constitution says that
trade is our responsibility. So we have entered into an agreement
with the executive branch that says "you negotiate." But during
those negotiations, you must consult with us so that we can fulfill
our responsibility, and we can talk about- the economic interests
and the problems that they would experience 'in such an agree-
ment, and then bring us the agreement.

If we did it otherwise, if we said that we are not going to have
fast track and each economic interest and regional interest can



press for its amendment to that agreement, we will never get a
bottom line offer. Countries will walk away from negotiations with
us. That is the reason for the fast track. That does not mean that
we endorse whatever final package results. We do not know what it
is going to be.

My friend Kika de la Garza says, here is the United States-Mexi-
can Free Trade Agreement. It is a blank page. Do we not have the
courage to negotiate? Will we turn our backs on all the problems,
such as with the environment, and other things that concern us?
You will not get rid of those problems if you do not negotiate and
try to work out the differences. And that is why I think this is the
way we have to proceed.

Over the next 2 days, we are going to hear from a variety of wit-
nesses representing American industries concerned about the
Round. Today we will hear from two very distinguished chief ex-
ecutives who have major companies in this country in services and
manufacturing.

We are also' going to, hear from the agricultural community. I
felt it was very important to have their testimony because, in these
negotiations, agriculture plays such a major role. I know that
many members of the committee are also concerned about the agri-
cultural negotiations.

Before we begin, let me emphasize one point I would like all wit-
nesses to address. As I have watched this Round, I have beer in-
creasingly concerned that securing full participation by all of the
members of GATT is one-of the major. challenges in this Round. In
past GATT Rounds, you 1ve seen a few big countries make most
of- the concessions. A lot oT other countries made very few conces-
sions but gained most of the benefits because of the Most Favored
Nation Clause of the GATT. I really do not think we can let that
happen in thse negotiations.

In some of the chief aieas where we want to make progress such
as services and intellectual property, we want to open up the mar-
kets of precisely those countries that have tay, ., a free ride in past
rounds. If we are to give the Administraticr T more years to nego-
tiate, we need to know how they think they are going to get full
participation by these other countries. If we do not, I think any
Uruguay Round agreement will be in for some really tough sled-
ding in the U.S. Congress. I Will-have more to say on that subject
tomorrow when we examine that issue in more detail.

Today I would simply like'to urge witnesses to address this issue
by suggesting ways in which we can 'ensure that the Uruguay
Round helps promote a truly free riultilateral trading system.

I yield to my distinguished colleague, Senator Packwood.

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

FROM OREGON

Senator PACKWOOD. Mr. Chairman, I think the argument that
Congress is not going to be a part of this if we endorse the fast
track is ludicrous. I have been through two proceedings involving
free trade agreements. We all have; Israel- first and then Canada.
Israel is a relatively small country if they shipped us everything
they could make, it would not-be a significant factor in our econo-



my. _nd yet we went through many agonies with some particular
products that Israel wanted to ship that was going to cause some
difficulty with some businesses here.

We worked it out and got the agreement. And Congress was in-
volved up to our neck in that agreement. I do not know how many
days we spent with Alan Holmer and Judy Bellow testifying day-
after-day as we worked out the Canadian Agreement. Did we all
get everything we want?- No. Did Congress have input? Lord, we
had input, all of the input we wanted.

I believe as these final agreements are made, we will be involved
in these negotiations, in many cases maybe more than we want to
be involved. But we will be involved and no President is going to
send an agreement to this .committee, to this Congress, if he has
negotiated an agreement without our input. Because he knows we
will tear it apart.

So I would hope that we would absolutely give the President this
authority, knowing full well that in the next 2 years, day after day,
week after week, month after month, -we are going to be involved-
all of us, in what is in that final agreement.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Grassley?

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Mr: Chairman, I too am concerned that the
GATT negotiations will bring a meaningful commitment to open
markets for our U.S. exporters. Like other members of this com-
mittee, I, commend you for holding -ties6- hearings and particularly
for taking on the burden you have these last 3 months, not only
holding a lot of hearings on free trade, but also holding hearings on
the health care issue. You have really been tackling the tough ones
and they are taking a lot of your time.

As each of us are aware, the Uruguay Round broke down when
farm exporting nations including the United States; Canada and
several Latin American countries clashed with the Eiropean Com-
munity on reducing agricultural supports. I was pleased when the
deadlock was broken as .a result of the EC's acceptance of a state-
ment pledging Uruguay Round participants to work for specific
binding commitments to reduce domestic production supports,
export subsidies and barriers to agricultural imports.

Three previous rounds of GATT trade negotiations have failed to
,liberalize agricultural trade, largely because the EC was unwilling
to negotiate modifications of its domestic agricultural policies.

I believe the question today, .Mr. Chairman, is whether the Uru-
guay Round can reverse this historical pattern. I am particularly
pleased that you have such an elite group of agricultural leaders
with us this morning to provide their expert testimony to the com-
mittee. Inparticular, I am i-terested in their views as a member of
this committee who has a heavy agricultural emphasis in my State.

In one of the previous hearings, Mr. Chairman, we had the pleas-
ure of having Ambassador Hills testify before this committee. I
want to tell the participants today that I was pleased by her re-
marks that agriculture would not be left at the table as a sacrifi-
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cial lamb but rather it would be a cornerstone of whether or not
we have a good agreement. I have complete faith that Ambassador
Hills will, honor this commitment to agriculture on the basis of her
statement to me both in private and during the public hearing
before this committee,

As a result, I have decided to support the President in his re-
quest for an extension of the fast track legislative procedure. I plan
to honor that commitment to the President and I expect the wit-
nesses from agriculture we will hear from this morning will concur
with that decision in their testimony. However, to prevent any mis-
understandings of my position or the position of any member of
this committee, we all want to make it very clear that while we
plan to support the request for fast track, we are not committing
ourselves to the final agreement when it comes back before this
body for a final vote.

I am particularly interested in the comments of the non-agricul-
tural witnesses during the'next 2 days to hear whether or not they
believe agriculture is the keystone to these agreements, like Mrs.
Hill does.

Mr. Chairman, thank you very much.
The CHAIRMAN. Senator Baucus?

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

Senator' BAucus. Thank you, Mr. Chairman. Mt. Chairman, I
congratulate you for these hearings. I think that extension of the
fast track is absolutely critical for the improvement of American
living standards. In my view there is no question about it.

In the last three-quarters, 85 percent of the growth in the U.S.
GNP was export oriented. Ir addition, we Americans are more ac-
cessible, we are more open by far than other nations. This is a win-
win situation. The U.S. consumer will win. The U.S.,wage earner
will win. The U.S. farmer will win.

The more we Americans can persuade other countries to lower
their trade barriers and the more we Americans meet the chal-
lenges that we have to face, and there are very significant chal-
lenges-certainly with the North American Free Trade Agreement,
wage rate differentials, environmental problems, there are very
severe problems. But as proud as we are of our military prowess in
the Persian Gulf, must also have the same confidence in our eco-
nomic prowess in the 1990's and into the next century.There is no question about it, we cannot as Americans stick our
head in the sand, disapprove fast track extension and think that
Armericans are going to have higher living standards in the 1990's
and the next century. There is no doubt about. And we have to face
the challenges that are before us. It is going to be difficult. We
must be. creative. We must be imaginative. But if we are, there is
no doubt in my mind that we will do better as Americans, and not
only we Americans, but the other peoples in the word will do
better as well.

So I just think these hearings a Le critical, Mr. Chairman. And it
is important for the United States' to extend fast track so we can



sit down and negotiate and meet these challenges and get on with
it.

The CHAIRMAN. Thank you. Mr. Robinson, if you would proceed.'
We are pleased to have you.

STATEMENT OF JAMES D. ROBINSON II1, CHAIRMAN, ADVISORY
COMMITTEE FOR TRADE POLICY AND NEGOTIATIONS, AND
CHAIRMAN ANDCHIEF EXECUTIVE OFFICER, AMERICAN EX-
PRESS CO., NEW YORK, NY
Mr. ROBINSON. Mr. Chairman, I compliment you and your associ-

ates on the leadership you have provided over the years on trade
matters. In fact, I think I met Senator Grassley for the first time in
1982 at the GATT meeting in Geneva.

I am here today representing the Advisory Committee for Trade
Policy and Negotiations. I should also add that I -chai" The Busi-
ness Roundtable's Trade and Investment Task Force. And so my
views are consistent with both of those committees'.

As far as ACTPN is concerned, it consists of 45 members: a broad
representation of the business committee, including agriculture,
and senior members from labor. The committee, of course, was cre-
ated by Congress in 1974, so these discussions with you today, with
their special focus on GATT, are timely and important.

A number of you have mentioned, in addition to GATT; the im-
portance of the North American f ree Trade Agreement and per-
haps enterprise for the Americas Initiative. Those also are of great
strategic significance to American business. I have submitted my
written testimony for the record. I will not repeat that. I will also
reference the formal ACTPN report, which is required by the 1988
Omnibus Trade Bill. In fact, it was submitted on March 1. 1 will
refer to that as well because it contains substantial detail and dis-
cussion.

Now, why is the Uruguay Round so important to a business?
Simple-open markets lead to- more exports. And that cis what we
are in the business of trying to accomplish. More exports, of course,
translate into more jobs in the United States. And there'are vol-
umes'and- volumes of statistics that support this fact at the Feder-
al, the State, and the local levels.

As you know, export growth is fueling real economic growth in
the United States. Senator Baucus, you have also mentioned that.
Look at the incredible figure of some 88 percent of real growth in
1990 coming from exports. And that is- not just because of a slump
in U.S. business domestically. It is also because our manufactured
exports have jumped about 90 percent since 1985 and are fast ap-
proaching the $350 billion mark.

Export-led growth is creating jobs. One rule of thumb that I
think is generally accepted is that roughly 30 new jobs are created
for every $1 million in net exports. That impact is equally clear at
the State level, where exports have grown dramatically over 'the
past 3 years. Certainly the experience in Texas stands out as 'a
startling example.

Now, history has shown that the United States prospers when
'trade grows. Denying the President fast track authority-simply
the authority 1o keep negotiating or to enter into negotiations--



would be ludicrous. It would send the wrong signal to the world
and, it couldiead to economic isolationism, which in turn could lead
to protectionist pressures and tit-for-tat trade actions. Clearly
American business and jobs would be hurt. That is why ACTPN
strongly supports the extension of fast track.

In short, let us have a chance to finish the job that we began 41/2
years ago as far as the Uruguay Round is concerned. I spcak with
confidence on behalf of most of the business community, which is
working together: the Chamber, NAM, and many other business as-
sociations across the country. In fact, next week I believe there will
be a letter signed by some 500 associations and businesses encour-
aging the extension of fast track.

Now, GATT, is not the only game in town. As important as it is,
we have another great opportunity to open markets and expand
jobs. That, of course, is the North American Free Trade Agree-
ment. ACTPN views the NAFTA, not as an alternative to GATT-
because we must have a multilateral trading system, and one
where there is full participation-but as a supplement, a special
complement.

Clearly, with a North American Free Trade Agreement, some
jobs and some areas will be impacted, Appropriate transition peri-
ods and other mechanisms will be needed to take that into account.
That is something we support.

So let me make it clear that ACTPN strongly supports an aggres-
sive American trade policy-bilateral as well as multilateral. All
the trade tools we have at our disposal are being used by USTR.
Those tools were refined by the 1988 Omnibus Trade Bill.

Many people do not understand fast track. They think it means
something hastily done; it does not. Mr. Chairman, you have ex-
plained the process. I have participated in the GATT Ministerial
meetings, as have others, including Dean Kleckner of the Ameri-
can Farm Bureau. He has been selling the merits of services, and I
have been selling the merits of agriculture. A consolidated package
is what we are looking for because without that, a.GATT agree-
ment would not have the appropriate support.

So, Senator Grassley, you have my full commitment on impor-
tance of agriculture, which is a key component of a successful
GATT agreement. On the issue. of full participation by Congress in
the negotiations: Unless there is- movement in agriculture, and
unless the United States does have the authority to negotiate, they
will be no participation because there will, be no Uruguay Round.
That would be foolish indeed. The existing process for consulting
with Congress and the private sector is as thorough and inclusive
as any that I have seen in my days as a businessman dealing with
issues in Washington.

So you have our support for fast track. I should point out that
labor does not agree, particularly in relation to Mexico. Their com-
ments are covered fully in the ACTPN report. I am 'sure you have
read those and will take them seriously.

We cannot pull the plug on the negotiations at this stage. How-
ever, the business community does not believe in giving the Admin-
istration a blank check. That is why we have been as involved as
we have in the discussion process. As the Uruguay Round picks up,

.we will continue to be as actively involved as we have in the past,



both on a macro level and in dealing with issues like intellectual
property, subsidies, services-all the areas. I will be glad to answer
any questions that you might have on this point, Mr. Chairman.

To repeat. tb, Uruguay Round is of critical importance to this
country. A Norti American Free Trade -Agreement can also be of
critical importance to all three countries, and to all of the Western
Hemisphere, if properly done. We are eager to be a participant ih
the process by working with you and with the Administration.

Now I will be glad to answer any questions that you might have.
I will include e by saying that it is time to use fast track to help
create a permanent trend toward opening markets around the
world for the United States and for all countries. Thank you.

The CHAIRMAN. Thank you. Mr. Fites, if you would proceed,
please.

[The prepared statement of Mr. James D. Robinson III appears in
the appendix.]

STATEMENT OF DONALD V, FITES, CHAIRMAN, NATIONAL FOR-
EIGN TRADE COUNCIL, AND CHAIRMAN AND CHIEF EXECUTIVE
OFFICER, CATERPILLAR, INC., PEORIA, IL
Mr. FITES. Thank you, Mr. Chairman, members of the committee.

I am Don Fites. I am chairman of Caterpillar, Inc. Today I am tes- -
tifying before you as chairman of, the National Foreign Trade
Council. NFTC is the oldest and largest association formed to ad-
dress international trade and investment issues. Its 500 corporate
members account for more than 70 percent of all U.S. exports.

Before relating NFTC's recommendations'on GATT issues, let me
recount a recent incident. I think this story points up a misconcep-
tion that for some time has plagued discussions of the GATT. Earli-
er, this year a *reporter for one of America's most prestigious news-
papers called us saying that he wanted to write an article about
the market access portion of the GATT negotiations. More specifi-
cally, -he wanted to write about the U.S. initiative called the zero-
for-zero'tariff proposal. We were-delighted. The zero-for-zero initia-
tive is one of our top corporate priorities. -

As it turned out, the reporter's article was never written because
an editor did not feel the story would be newsworthy. After all the
reporter was told, everyone knows that this GATT Round is about
agriculture, services and intellectual property protection. It is Un-
fortunate, but I think the editor was just echoing what many
people really--think, that the GATT begins and ends with agricul-
ture, services and intellectual property protection.

And.- because of that perception, enthusiasm for a new GATT
agreement has appeared lukewarm within America's manufactur-
ing sector. Well, that appearance is deceiving. So if you will permit
me this morning, I want to leave discussion of these other issues to
my colleagues, like Jim here. I want to talk about just one subject,
market access. 6

I'm chairman of one of America's largest net exporters-Jim
used the. figure of $350 billion of manufactured exports, we do
about -1 percent of that; 3.4 billion in 1990. I know that improved
market access is not only the key to the Uruguay Round, but it is

• -,% .,,



critical to bolstering America's export performance during the
1990's and beyond.

To further open foreign markets, GATT negotiators must succeed
in a number of areas. Now, the most obvious market access issue
does relate to tariffs. But even lower tariffs will not benefit many
American manufacturers unless there are new GATT rules to
ensure that exports are not restricted by such issues as governmen-
tal procurement practices, unreasonable technical standards, bal-
ance of payment rules, cumbersome rules of origin. Even anti-
dumping rules are increasingly being used as a tool to restrict
market access for American products.

In my written testimony, Mr. Chairman, I expand significantly
on each of those five issues. So I will not go into them further right
here.

As we see it, American manufacturers, their customers and em-
ployees are poised to be the big winners if negotiators can success-
fully craft a new GATT agreement that addresses those issues that
I have just enumerated. Nevertheless, I realize that there are those
who believe the risk associated with a new GATT are so great-as to
outweigh potential gains. We do riot agree.

In our view, the present international trade landscape largely*
represents trade rules of a past era, an era in which the United
States was the world's only economic powerhouse. And we had the
trade surplus to prove it. Although that era has long since ended,
America's exporting manufacturers are still operating within the
bounds of that old system.

Today, with a few notable exceptions, American markets for
manufactured good are open, as Senator Baucus observed. Conse-
quently, future U.S. market access concessions will likely be
modest. In contrast, while many of our trading partners have made
impressive gains in productivity-their markets have only opened.
slightly.

Let me put it another way: When it comes to market access, the
United States has already paid its dues. It is now time to collect.
That is one reason why the National Foreign Trade Counsel has
joined with the Zero Tariff Coalition to support the U.S. zero-for-
zero tariff proposal.

This initiative is about as straightforward as GATT issues get.
Simply put, the United States has offered to totally eliminate
import tariffs on the products of nine industrial sectors, so long as
other countries agree to do the same. The sectors include construc-
tion equipment, steel, non-ferrous materials, paper, wood products,
electronics, pharmaceutical, beer, fish and others. Together, these
proposed free trade sectors account for about 30 percent of U.S.
manufactured trade.

Anyway you look at the zero-for-zero tariff proposal, it is not
only fair, it is a good deal for America. For example, tariffs applied
to Caterpillar-type products are about 2 to 21/2 percent coming into
the United States; 4 to 13 percent in Europe and over 15 percent in
most developing countries. If the zero-for-zero initiative is success-
ful, those tariffs would all evaporate.

And what is true for the construction equipment industry is es-
pecially true for other zero tariff industries; like semiconductors,
paper, wood products, metals and beer.



Before closing, I would like to pass on a personal observation.
There are a lot of estimates floating around Washington as to how
much economic growth a neN '3ATT agreement will gene "ate-mil-
lions-billions-or even as much -as a trillion dollars of growth
during the next decade. I do not know what the correct number is,
but I do know that whenever markets are open, American manu-
facturers like ourselves historically have benefited more than our
greatest expectations. Let me give you an example: The Mexican
market is a current case in point. Since coming to office, President
Salinas has stood up to protectionists in his country by ending
many import restrictions. He partially opened the construction
equipment market in 1988. He reduced tariffs in 1989 and opened
the diesel engine market in 1990. Anticipating these actions, we

uessed that Caterpillar exports to Mexico would increase by about
20 million. Well, we were way off the mark. Last year, Cat exports

to Mexico nearly doubled to $131 million. To $131 million in
human terms, Cat exports to Mexico now generate work for 900
U.S. Caterpillar employees and 1,800 employees at the American
suppliers who supply us.

I think, Mr. Chairman, it is understandable that up to now it has
been new GATT areas commanding most of the world's attention;
new areas often do. But for many National Foreign Trade Council
members, the real GATT payoff will come by way of. improved
market access. For those reason, the NFTC urges the Senate not to
interfere with the automatic 2 year fast-track extension of negoti-
ating authority that was provided for in the Omnibus Trade Bill.

Enacting fast track authority was the right decision in 1988. Pre-
serving it is the right decision today. That concludes my remarks
and I would be pleased to answer any questions. Thank you.

[The prepared statement of Mr. Donald V. Fites appears in the
appendix.]

The CHAIRMAN. Mr. Robinson, some in the service industries,
such as basic telecommunications and transportation, have ex-
pressed their concerns about applying the MFN principle to serv-
ices. They are concerned that the same thing that-has happened in
the past to manufacturing industries in the GATT will happen to
services; that you will have a lot of free riders that a number of
these countries will have the advantage of open markets, but Will
make no concessions; and, that this country will have lost its lever-
age to get future concessions out of them. ,

I share that concern. I do not want any hitchhikers in this agree-
ment if w, can avoid it. Now, you are Chairman of the American
Express Co., and very much interested in services trade. What is
your view on the MFN issue and vhat should we do about it?

Mr. ROBINSON. Well, I agree with you, Mr. Chairman, that we
cannot fall into the trap of accepting agreements that grant MFN
treatment around the world, even to markets that are basically not
open. So, as we put it in the services area, there has to be a sub-
stantial "down-payment" by each country in terms of market open-
ing and changes in the kinds of restrictions that can impact U.S.
services such as transportation or telecommunications or financial
services. For irfst-an6e there were several options being discussed in
Brussels, such as a two-track approach, where you have an agree-
ment that applies to countries who sign on-who have, in fact, sub-



stantially opened up-but it does not apply to countries that have
not made that kind of commitment, i.e., a down payment.

Take financial services: If Hank Greenberg were here to speak
on behalf of insurance or John Reed on behalf of banking, they
would be very clear in stating their concerns that the Asian and
Latin American countries must move in the direction o
opening, national treatment, and right of establishment fore we
can contemplate the application of traditional MFN.

The CHAIRMAN. Well, I am pleased you share the concern and we
will be looking at those options.

Mr. 1ROBINSON. I think it can be worked out. You focused initially
on the issue of full participation. Well, this round is about full par-
ticipation. The Latin countries in particular walked out in Brussels
because the European Community was not willing at that time to
deal with the specifics of export subsidies in agriculture. They need
access to markets. If they gain. access to those markets, they are
-,epared to show movement in other areas, such as tariffs or intel-
lectual property or services. But they are not prepared to move
without gaining market access themselves in areas that are impor-
tant to them.

The CHAIRMAN. Well, I agree. I think that is one of the concerns
that Senator Grassley expressed, and I share that concern about
opening up foreign markets to our agricultural exports. We have
some powerful allies in that group that are going to hang tough on
that, just as we have.

Mr. Fites, I could not agree with you more about the overshadow-
ing of the manufacturing side of the Round by the new areas. The
GATT Round is a chance for us to really make some headway in
access to foreign markets for U.S. manufacturing industries, and
that is" critical to us. Those are some of the best jobs that we have
in this country, and help the economy.

What do you think could be done to place more emphasis on
market access for manufacturing? Do you think the Administration
is doing enough there?

Mr. FITES. Mr. Chairman, I think we have had great cooperation
from the U.S. Trade Representative's Office on the zero-for-zero
tariff initiative. They seized that issue as one of their ch;ef negoti-
ating goals in Geneva. I think ti Administration is cognizant of
the benefits that you describe that can come from reduced tariffs
and from market access. So yes, I think it is being addressed.

You know, it is hard slugging out there, as Jim knows. He has
been involved in some of these negotiations, as some of our people.
We cannot expect to win all the battles. But I am satisfied that we
are making progress. And i( we can, it is going to mean a lot of
manufacturing jobs for this country because if I could just digress a
minute, why does a company like mine open plants in Mexico and
Indonesia and in Canada? It is because we did not have market
access. It is not because we want to build a plant in some of these
places. Had we had market access a decade ago, some of those non-
U.S. plants would not have been required. I think that also is true
of many other U.S. companies.

The CHAIRMAN. That is a good point. Senator Packwood?



Senator PACKWOOD. Mr. Fites, I was going to follow down that
track exactly. Last year you had $3.4 billion in exports in Caterpil-
lar?

Mr. FITES. Yes.
Senator PACKWOOD. Out of total sales of how much?
Mr. FITES. 11.1 billion.
Senator PACKWOOD. So about one-third of your busi ness is ex-

ports?
Mr. FITES. Because of the weak U.S. economy, about 45 percent

of our 40,000 U.S. employees-had jobs because of exports.
Senator PACKWOOD. Forty thousand U.S. employees?
Mr. FITES. Forty-five percent of those 40,000 U.S. employees.
Senator PACKWOOD. In your testimony on page 3, you made refer-

ence to what the tariffs are on Caterpillar-type products coming
into the United States. You said about 2 to 2.5 percent.

Mr FITES. Right.
Senator PACKWOOD. So you could manufacture in Mexico and

send things into the United States with a relatively modest tariff if
you wanted to?

Mr. FITES. Yes, we could.
Senator PACKWOOD. You know what organized labor's fear is?

This agreement is signed eventually with Mexico and America's
major manufacturers are going to move to Mexico. If that were the
case, why do they not move now? I mean the tariff is so slight that
if the differential in labor is the sole principal factor, why do you
and the others not go now?

Mr. FITES. Well, I think that is.a fallacy of U.S. Labor's argu-
ment. There really are very few restrictions on companies moving
to Mexico now and exporting to the United States The fact of the
matter is, the reason we do not'go is because it is not economical.
Productivity is the key issue here. We can produce a product in
Peoria, IL or Decatur, IL, export it to Mexico and have it be a
much better economic deal-for us than it would be to try to build
those products in Mexico.

In fact, when we first opened our Mexican plant, that is why we
opened it, to assemble products, to escape the duty barriers and the
licensing arrangements down there. As soon as President Salinas
allowed us to start exporting to Mexico, we stopped assembling
those finished products in Mexico. We now primarily use that'facil-
ity to do heavy welded fabrications.

Senator PACKWOOD. I talked with John Young of Hewlett-Pack-
ard and he said I could use these figures because he had testified to
them several years ago. He said the direct cost, and by that he
meant in essence assembly and not the overhead, was less than 6
percent. And,-therefore, labor costs per se are not a factor in where
Hewlett-Packard decides to locate.

How much are your direct labor costs?
Mr. FITES. It depends how you measure it. But if we say direct

labor costs, that is the labor that goes directly into the product-we
are looking at 6.1 percent.

Senator PACKWOOD. So, in essence, you are in the same situation
he is, that purely the direct labor cost; that is a relatively modest
factor in where you choose to locate.

Mr. FITES. Yes, that is true.



Senator PACKWOOD. Thank you, Mr. Chairman. No other ques-
tions.

The CHAIRMAN. Senator Grassley?
Senator GRASSLEY. Mr. Chairman, I just want to say that I appre-

ciate the comments of Mr. Robinson. The more we get the non-agri-
cultural interests who are involved in the GATT agreement
making the statements you made herd, not only for my satisfaction
and the benefit of the entire Congress but also because they come
from the heart, I think the better off we will be. I would encourage
you to encourage people, like yourself, to speak more freely to that
point. Your comments are very assuring, and I think the fact they
back up Ambassador Hills' commitment to agriculture as it does,
brings your words even more credibility. 0

So thank you very much and I have no questions.
The CHAIRMAN. Senator Baucus?
Senator BAUcus. Thank you, Mr. Chairman.
Mr. Fites, I want to follow up on the questions that Senator

Packwood particularly asked about; namely, the incentives that the
American manufacturers have or do not have in going say, to
Mexico where the wage diff fential is so great.

You say you do not go n&w or some businesses do not move off-
shore, as it were to Mexico, in part because productivity in Mexico
is a little bit lower and infrastructure costs. There are many rea-
sons I suppose.

Mr. FITES. Yes.
Senator BAUCUS. If an agreement is written with Mexico and it is

approved, and as Mexico hopes, Mexico becomes more prosperous,
is there a point where either for Caterpillar for American manufac-
turers-because productivity in Mexico does increase, and the in-
frastructure improves-it makes sense for American manufactur-
ers then to go and build plants or to manufacture in Mexico. Or
will Caterpillar and most American manufacturers still feel that
well, you know, productivity is even higher here or, you know, this
is home, et cetera and since there is a real low taififf in our prod-
ucts going into Mexico, it makes more sense just to manufacture
for export?

Mr. FITES. Well, I havZ to hope that i'f we are doing our job as
U.S. management, we are going to continue to improve our produc-
tivity in this country. And for businesses like our own which are
highly capital-intensive, as are most heavy manufacturing busi-
nesses, it really does not make sense to duplicate manufacturing fa-
cilities unless you have a very, very large market and there is some
savings in the freight along with the labor cost that you refer to. I
cannot foresee that, when you are talking about a country like
Mexico-which is what, 3 or 4 percent of U.S. GNP? I cannot fore-
see that happening. What this will do is allow us to further en-
hance our production capabilities in the United States and export
to Mexico because that will be the most cost-effective thing to do.

Senator BAUCUS. And you think other major manufacturers in
the United States are about in the same position as Caterpillar?

Mr. FITES. I think for capital intensive industries they arie, yes. I
cannot speak for all U.S. manufacturers but I think we are a
pretty good proxy for capital intensive business in the United
States, and that is the way we see it.



Senator BAUCUS. And again, about 45 percent of your production
is exported?

Mr. FITES. In 1990, 45 percent of our U.S. employees were really
there because of our exports, because the domestic market was
down and& 5pereentrof our sales were outside the United States
We are one of America's largest net exporters. We import some
products too, but we export a lot more, therefore, we can say that
45 percent of all of our U.S. employees where there because of ex-
ports, not only to Mexico but to Japan-a very strong export
market for us also in 1990.

Senator BAUCUS. I want to compliment you on your emphasizing
market access, because at least in my State of Montana, nonferrous
medals, forest products, et cetera, benefit greatly with the zero-for-
zero approach to tariffs. And as you say, it is part of these negotia-
tions that is not in the headlines of the newspapers.

Mr. Robinson, you are the head of ACTPN and 2 years ago
ACTPN recommended a certain approach with respect to Japan;
namely, to set targets or benchmarks And I --am.-just curious
years after, your assessment of how we are doing now in our trade
relationship with Japan? Would you modify our approach? Would
you have any suggestions for us or for the Administration, you
know, based upon the 2-year interval?

Mr. ROBINSON. Well, Senator, I think that the report we sent out
before calculated import penetration in various industries by for-
eign goods coming into Japan,. and pointed out that it was substan-
tially lower empirically than in most other industrial countries
around the world. We used that finding not to seek quotas or tar-
gets, but as a basis for challenging and encouraging Japanese in-
dustry itself to deal with the problems-ranging from the Big Store
Law to the Keiretsu system.

In my own view, there has been a good deal of progress made by
the Japanese in opening up markets. If you did the same analysis
today, my guess is that the figures would show improvement, but
would still reflect a lower foreign product import penetration
across a number of industries as compared to other industrial coun-
tries. But the trend line is clearly in the right direction.

I also believe that the SII talks that have been going on have had
a number of benefits, not least of which is the integration and co-
ordination of the U.S. Government's interagency process and the
realization that all -of these issues are interrelated. That that has
been a force for positive change.

I cannot tell you that everything has been done because clearly
it has not, but the trend lines are right.

Senator BAUCUS. I appreciate that. Some American industries
that are directly involved in the SII talks feel the Administration
has kind of backed off a little bit and -is not quite as aggressive as
it was earlier. Do you agree or disagree with those assessments?

Mr. ROBINSON. Well, I know the groups that have gone over
there-Charles Delara, for- instance. I talk to him frequently, and
he has used SII on behalf of Treasury and the financial services in-
dustry in quite an extensive fashion. Maybe some of the sound and
fury that accompanied the initial meetings has simmered down-in
part because they are now having these meetings as a matter of
routine. But they are still going on. I think they are important.



Senator BAUCUS. Thank you.
The CHAIRMAN. Senator Daschle?

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

Senator DASCHLE. Thank you, Mr. Chairman. I was interested in
the comment you made to Senator Packwood about the cost of
labor. You said it is about 7 or 8 percent. What caught my atten-
tion whs just yesterday we had Mr. Darman from OMB here who
said that health costs alone last year for the work force in America
equaled total net profit in American business. If that is the case-
not that is necessarily in conflict at all with what you said to Sena-
tor Packwood, but it just seems to me that 7 or 8 percent would be
very conservative. Did I misunderstand?

Mr. FITES. Well, let me put it in perspective here. I answered the
question in relation to direct labor. When we talk about direct
labor, the man assembling the machine is direct labor. The man su-
.pervising the asseinbly line is not direct labor. We call that indi-
rect.

Senator DASCHLE. Oh, so we are talking about definitional--
Mr. FITES. But I think that is probably what John Young was

talking about also in terms of direct labor.
Senator DASCHLE. Obviously, I am not in business, but it would

seem to me you could not take direct labor cost as the means by
which one judges the cost of labor within this country versus the
cost of labor in Mexico because down in Mexico, you are going to
have certain health costs, you are going to have other indirect, I
guess you would use the term, costs that. would be associated as
well with the cost of doing business.

What is the total direct and indirect cost of labor in business
today?

Mr. FITES.. In our company, that figure is 27.5 percent.
Senator DASCHLE. Twenty. Is that what it is? Of course, yours

is--
Mr. FITES. It is about 50 percent material, 27.5 percent labor.

Now, in Jim's business it is probably the other way, but ours is ba-
sically material and overhead, depreciation; 50 .percent material,
27.5 percent labor.

Senator DASCHLE. What would yours be, Mr. Robinson?
Mr. ROBINSON. Labor might be a bit higher in our context. Other

major categories would be telecommunications costs, interest costs,
and things like that.

Senator DASCHLE. Could you throw a rough ball park figure at us
with regard to direct and indirect cost?

Mr. ROBINSON. I would guess in the 20 percent range.
Senator DASCHLE. Twenty percent, too?
Mr. ROBINSON. My staff have done the calculations, and the exact

figure is 23 percent for direct and indirect labor costs.
---- Senator DASCHLE. Well, I only ask because it just seems to me

that if we are going to lay everything on the table, I think that
wages are only part of the picture. If I were a businessman and I
were looking at all the different factors that go into whether or not
I would locate in Mexico, I would look at wages, I would look at



health benefits, I would look at the regulatory environment. And if
all of that led me to think that I might be able to save a substan-
tial amount of money, I would have a lot of explaining to my board
of directors to do if I said in spite of all the advantages, I am not
going to locate there.

Now, I know productivity is a major offset here. But we have
seen a substantial flight south, not necessarily to the degree that
some have predicted, but there has been a significant degree of
flight to Mexico as a result, I think, of very legitimate business
questions that have to be asked when you look aL the cost'of labor.

Frankly, I am curious as to why it would be in Meyico's interest
to even want this, given althe testimony I continue to hear about
the North American Fre Trade Agreement. It appears every time
it is discussed that it ist tot lly in our best interest. If it is just
market access that business is looking at, I have difficulty accept-
ing that, only because I do not think that market access, given
their tariffs versus ours, is necessarily that much more significant.
Ours it 4; I am told theirs is between 8 and 10.

I know this hearing in particular is on the fast-trackconcept.
And I would just be interested in your comments with regard to
past history in international agreements. I am told that there are,
thus far, 24 international. agreements, both commercial as well as
related to arms negotiations and other things; 24 agreements that
have been ratified without fast track since 1960.

Both of you have indicated that successful Conclusion of the CJru-
guay Round is to a large degree dependent upon whether we have
fast track. What is different about this particular agreement over
the 24 that have passed 'since 1960? And is it your view that you
would not be able to accomplish a Uruguay Round without fast
track?

Mr. ROBINSON. Well, in my view, Senator, you could not have a
Uruguay Round without fast track. I do not know what those other
24 agreements entailed, but -I do know-having been at the 1982,
1986, 1988 and 1990 GATT Ministerial Meetings, and having' taken
members of the ACTPN to Geneva on several occasions-that you
have got to centralize your negotiating power in one body.

If the other countries are to make concessions that they think
might be unwound on the, congressional floor, for instance, or in
committee, then they are going to preserve those concessions until
the 11th hour in some capacity. In my view it is impossible to nego-
tiate under the GATT framework without fast track with 100 coun-
tries, each with its own special interest, each wanting to be more
and more a full participant in this game of world trade, and each
looking for laws that are clear, dispute settlement mechanisms
that do work, and so forth.

Again, I point to the rigorous process for congressional and pri-
vate sector participation in the negotiations. I would venture to
guess that of the 24 treaties you mentioned, none have had fuller
participation by the business community, labor, and members of
Congress than trade agreements being negotiated under the GATT,
particularly in the Uruguay Round.

As to the other issue: would we move to Mexico because of labor
costs? We have a huge operation in Mexico. Customer service has
to be provided at the local level. There is no incentive we see for



moving people from the United States to Mexico. I have to deal
with the issues you are talking when evaluating New York City
relative to Santa Fe. Each has to be taken case-by-case. Productivi-
ty and other things are important-like New York City being the
financial capital of the world. There are elements like that which
override the labor-cost analysis alone.

Manufacturers, of course, have been able to take advantage of
the maguiladoras. So I see very little incremental change from a
United States-Mexico Free Trade Agreement. On manufacturing, of
course, I defer to Mr. Fites.

Mr. FITES. If I may, Senator, let me just draw a parallel. How do
we go about negotiating with our labor unions? I give a lot of au-
thority to our people who are doing that negotiating. Owen Beiber
gives a lot ot authority to the people from the UAW who are nego-
tiating for him. The negotiators get input from us from time to
time. But when it is all over, there is a straight up and down vote
by those on both sides, myself, in terms of my management team;
Owen Bieber for those represented by the union. So I do'not see
this as a much different process.

And I think in somewhat further answer to your question, it was
Congress itself 2 years ago that recognized the near impossibility of
negotiating one of these agreements and, therefore, took it upon
themselves to extend the fast track authority. And so I think they
recognized the problems involved for our negotiators in trying to
negotiate without some assurance that they could bring this bill
before the Congress without bypassing the amendatory process, and
get a straight up or down vote.

Mr. ROBINSON. Let me add that, Congress put the 2-year review
in place because you wanted to be sure the Administration did ac-
tively consult with and work with Congress. You wanted the oppor-
tunity to take a look. That is why we are here; you are taking a
look.

The CHAIRMAN. Thank you. Senator Chafee?

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman. First, Mr. Chair-
man, I would like to congratulate you for &having these two wit-
nesses. Both of these gentlemen are right out in the firing line.
They know what it is all about; Mr. Robinson, obviously having
vast overseas operations and having been involved with this in a
extracurricular fashion outside his company for so many years, and
Mr. Fites for being in a very, very competitive business.

I must say, Mr. Fites, every time I drive out to Dulles, I weep
when I see that Komatsu equipment on the side there. I .wish it
was broken down more often. [Laughter.]

Mr. FITES. I hope you see more Caterpillars there.
Senator CHAFEE. Well, I do.
Mr. FITES. I took a windshield market survey on the way in and I

thought we were doing pretty well.

Senator CHAFEE. Well, you are a more accurate counter than I
am in that. But in any event, we wish you well in that very, very
tough competitive atmosphere. And I must say, I wish y6u would



get the word across to your unions. If you have got 45 percent of
your people, and I presume they are mostly UAW, who are depend-
ent upon exports, I wish the labor unions would catch on a little
faster, that this has good means, good things for their folks. It is
not everybody picking up and rushing to Mexico to make blue
jeans.

There is a question I would like you folks to briefly comment on
if you could here. We hear a lot about the virtues that will come
about if fast track is approved and if the Uruguay Round is ap-
proved. But for everybody that does not vote for fast track or for
this Uruguay Round, if they do not vote yes, they are going to vote
no. In other words, we are not going to have it. And I Wonder if
you could just address that side of it. You have touched on all the
lovely things that will happen if we get it. Please tell us in 2 min-
utes a piece, perhaps, what will happen if we do not get it? Mr.
Robinson?

Mr. ROBINSON. Well, k think that business will go on but at a
substantially slower pace0 f growth, and-that U.S. businesses will
experience increasing frust tion in dealing with a variety of trade-
limiting procedures around the world. So there-will be an opportu-
nity cost. It is also possible t at as the intensity of trade friction
grows, one country or another will take an action which will pre-
cipitate trade retaliation, and hen you could have a substantial
downturn in world trade.

As a result, the benefits to e onomic growth in this country from
growth in trade would clear I peak-and, in my view, go down.

Senator CHAFEE. It wo d lose jobs in your judgment or lose the
rate of increase in jobs that we otherwise would have?

Mr. ROBINSON. And that would translate into lost jobs.
Senator CHAFEE. Mr. Fites?
Mr. FITES. I agree with what Jim has said. In our case, I think

we would almost get down to a country-by-country, industry-by-in-
dustry bilateral negotiation which would be ongoing. I think com-
panies like ourselves which do 55 percent of our business outside
the United States would be forced to manufacture more of our
product outside the United States So most assuredly, we would see
,fewer U.S. employees building construction equipment and diesel
engines in Illinois and the other States where we operate.

Senator CHAFEE. Well, I hope you informMr. Beiber and others .
on those points.,

Mr. FITES. I have discussed that with Mr. Bieber and have not
been totally successful in converting him.

Senator CHAFEE. Well, I would say I agree with you, that you
have not been totally successful.

Mr. FITES. Maybe not even partially.
Senator CHAFEE. Yes. I would say you have been considerably

less than totally successful so far.
I think another point you might make, and that is reinforcing

what you stated earlier; that you manufacture in some of these for-
eign countries in order to gain market access. Absent the necessity
to do that, you would not be building them overseas in many in-
stances.

Mr. FITES. That is right.



Senator CHAFEE. You pointed out that is why you went to the
East Indes; that is why you went to Mexico.

Mr. FITES. And Canada.
Senator CHAFEE. And Canada. So that if you had this agreement,

there would be less of an emphasis to go overseas, am I correct?
Mr. FITES. Yes, sir.
Senator CHAFEE. Well, I think that is a point worth making.

Thank you very much, Mr. Chairman. Thank you both for coming.
The CHAIRMAN. Senator Durenberger?

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Thank you, Mr. Chairman. Gentlemen, I
would like to ask you a question or two with regard to the North
American free trade that is going to sound terribly basic but it
starts 'A simply as this. Do you recall who invented the notion of
the North American free trade or whatever this concept is?

Mr. ROBINSON. Well, of course, it has been talked about off and
on for years, the concept of the Western Hemisphere free trade
zone being a dream perhaps.

First, we did the United States-Canada Free Trade Agreement,
Canada being our largest trading partner. Then we discussed the
possibility of a. free trade arrangement-limited perhaps, but nev-
ertheless a possibility-with Mexico. They were not interested.
Then over the last 2 years the attitude in Mexico has changed, so
the United States accelerated the discussion of an agreement with
Mexico. The reason they did is that the vision of President Salinas
is to'take Mexico into the 21st century as a world-class competitive
country.

Senator DURENBERGER. I am trying to get at what is 10 years
from now-, 15 years from now, so that you can put the immediate
issues in a much larger context. And you used the words Western
Hemisphere and I would accept that, because it is consistent with
my concerns for the CBI countries. And there is a lot of logic in
that to me.

So my question-then is this: Is it your judgment on the basis of
your experience and your observation of what we are doing in a po-
litical sense, that we are-taking this a country at a time? For ex-
ample, in Canada you learn certain things about. impacts on U.S.
policy and certain things on U.S. politics as you go through the
process. And each of .the industrial sectors learns something-about
definitions and something about the impacts and something about
the response and so forth.

My next question is why is it important to begin the phase as we
head south with Mexico? Is it only the logic that Mexico is right
next to Texas? Is it logical that most of the trade in volume comes
from Mexico? Is it the convenience, the low cost of transporting out
of Mexico? What I am getting at, of course, is that we have strug-
gled since I have been in the Senate not so much'with Mexico in a
security sense, although we should have. We have struggled with
Guatemala and Honduras and El Salvador and Nicaragua and
lately Panama. We have sent our military to Grenada. We do not
have relations with Cuba. We have a lot of people in the proximity



of the United States. You do not have to go to Colombia, Venezu-
ela, all the way to Brazil and Argentina to start dealing with the
realities of some free trade. You can just see the consequences of
discrimination against little countries like Dominica or St. Lucia in
the fact we do not pay any-attention to them because they are so
dog gone small. -

So now we are going to take on this greatbig giant. We are going
to talk about all of the horrors of pollution and cheap labor and all
that sort of thing. I worry aboutT~sirg i few folks in Dominica or
St. Lucia or Grenada or places like hat. My question of you,
simply because you have been at this longer than many of us, is do
we run a risk here in bogging ourselves down by moving in the di-
rection of a North American free trade zone? To what degree do we
put Costa Rica and Nicaragua and El Salvador and-Guadalupe and
the rest of those places" on a back burner in a national security
sense and an economic sense while we are spending the next 5
years debating Mexico?

Mr. ROBINSON. That is a provocative question. Let me attack. it
from several angles. First, that is exactly why we have the Uru-
guay Round: to try to set world rules so that the developing coun-
tries are accommodated and brought into-the tr-ide-arena. Another
reason to think of a North American free trade arrangement is to
remember that in Europe, 1992 will produce a market of 340 mil-
lion people; the combined markets of Mexico-, Canada, and the
United\States will be 360 million people and a $6 trillion economy.

This is simply bringing together close neighbors, hopefully with a
set of laws that will be complementary to what the international
laws happen to be. The momentum is having a dramatic effect
throughout Latin America. You are seeing everyone-Venezuela
ad others-opening up their -markets, privatizing, moving from
import substitution to a balanced economy, allowing foreign compe-
tition, and reducing the degree of protection of local companies.
That to me is one of the most powerful national security messages
that there could possibly be, because lasting world peace-as
George Marshall pointed out-comes only from economic prosperi-
ty.

The Andean Pact countries, like Venezuela, are talking about
how to interface with a North American Free Trade Agreement.
Chile wants to negotiate. Argentina would like to talk. Market-ori-
ented economies are breaking out all over. That is a very positive
world geo-political phenomenon, and I think we have the opportu-
nity to supplement that. I do not see the United States-Mexico'dis-
cussion as excluding the other countries, but as being an induce-
ment for them to move even faster.

In fact, Venezuela is trying to determine what they need to do to
catch up to, if not surpass, Mexico in terms of competing for for-
eign capital. In Colombia, the same thing. So the economic message
we are sending- -together with the freedoms human rights, and ev-
erything else that economic prosperity should bring with it-in my
view is a substantial positive factor that outweighs the frustrations
of tie 1980's in a military sense.

Senator DUR.ENBERGrR. Thank you. I appreciate the answer.
The CHAIRMANT. Thank you. Senator Packwood, you had another

question you wanted to ask.



Senator PACKWOOD. I just want to ask Mr. Fites once more on
those labor costs. You had said in response to Senator Daschle, 27.5
percent is your total labor costs, and this means fringe benefits and
,everything.

Mr. FITES. Right. And management employees are included in
that.

Senator PACKWOOD. Yes. And overhead employees and the R&D.
And even if you moved a major manufacturing operation to
Mexico, your R&D stays where it is and many of your costs stay
here anyway.

Mr. FITES. That is right.
Senator PACKWOOD. And I believe, Mr. Rohinson, you said around

20 percent also for total labor cost?
Mr. ROBINSON. Yes. Twenty-three percent, to be precise.
Senator PACKWOOD. All right. Thank you.
The CHAIRMAN. Thank you. Gentlemen, we have a very distin-

guished panel of agriculture leaders I would like to move to now.
Thank you very much for your attendance.

Mr. ROBINSON. Thank you, Mr. Chairman.
The CHAIRMAN. And if the mem-ber-ha Rui Mther qu tions-if

you would submit them in writing, we would appreciate it.
Our next panel, Mr. Dean Kleckner who is the president of the

American Farm Bureau Federation of Rudd, IA; Mr. Leland Swen-
son, who is the president of the National Farmers Union from
Denver, CO; Mr. Lloyd Cline, former chairman, National Cotton
Council of America, Lamesa, TX; Mr. Merle McCann, president,
American Soybean Association, Carson, VA.

Gentlemen, since I have another meeting I have to attend later, I
am going to assert one of the few privileges of the chair, and the
first witness will be the gentlemen from Texas, Mr. Cline.

STATEMENT OF LLOYI) CLINE, FORMER CHAIRMAN, NATIONAL
COTTON COUNCIL OF AMERICA, LAAMESA, TX

Mr. CLINE. Thank you, Mr. Chairman. My name is Lloyd Cline. I
am a cotton producer from Lamesa, TX and past president of the
National Cotton Council. I currently serve as chairman of a special
committee on the council which deals with trade matters.%

The National Cotton Council is the central organization of the
U.S. cotton industry. Our members include producers, ginners, oil-
seed crushers, merchants, cooperatives, warehousemen and textile
manufacturers. Our industry is unique in that any multilateral
trade agreement will adversely impact in two fundamental ways.

First, the loss of Section 22 quotas governing imports of raw
cotton could result in uncontrolled surges of imports which would
de-stabilize domestic markets; could disrupt and increase the cost
of operating the cotton program and would reduce farm income.

Second, the further liberalization of textile and apparel imports
is projected by the American Textile Manufacturers Institute to
result in import,; accounting for over 85 percent of domestic textile
and apparel consumption by the year 2000, and over 90 percent by
the year 2002. Since more than half of our cotton goes to the do-
mestic textile industry, this substantial market penetration would
inflict serious losses on the U.S. cotton industry..
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USTR has not convinced the cotton industry that the domestic
textile market will grow fast enough to offset increased imports
under new GATT rules.

Mr. Chairman, we remember too well a whopping 328 percent*
growth in cotton textile imports over the last 15 years, growth that
came while the textile industry was being unfairly called, one of
America's most protected industries.

We are not willing to accept USTR's insupportable speculation
that U.S. market growth will be sufficient to offset textile import
growtply concerned that two countries with non-
market based centrally planned economies, the Soviet Union and
the People's Republic of China, will account for nearly 45 percent,
of foreign cotton production during the current crop year. NeithetW
of these countries is presently a signatory to the GATT. Not only
do these countries represent a potential threat to our raw cotton
industry, the People's Republic of China is the largest exporter of
cotton textile and apparel products to the United States.

Another concern is the continuing insistence that less developed
countries receive special treatment in any GATT agreement. It is
quite clear the that U.S. cotton's principal foreign competitors are
either non-GATT signatory countries or LDCs, for which GATTp
parently will provide special concessions. Only a small fraction of
cotton production outside the United States would be affected by
GATT. The U.S. cotton industry can hardly be expected to embrace
a GATT agreement when we are the only major cotton producing
country in the world that would be bound by its terms.

The United States' initial position in the GATT negotiations
would have required the elimination of all market-distorting do-
mestic and export subsidies and would have expanded market
access through-he conversion of quotas to tariffs, known as tarrifi-
cation. Later the United States modified its position to support a 75
percent reduction in domestic subsidies and a 90 percent reduction
in export subsidies and import tariffs.

In December 1990, in Brussels, U.S. negotiators once again modi-
fied their position, expressing strong interest in a proposal requir-
ing reductions of 30 percent in export subsidies and internal sup-
ports and minimum guaranteed market access.

In every instance, the reduction of internal subsidies would be
based on a measurement known as Aggregate Measure of Support
or commonly referred to as AMS. In theory, every country is to cal-
culate an AMS for every commodity and submit it to the GATT.
Unfortunately, not all countries have submitted the data. Even
more unfortunately, the United States has no reliable way to verify
how the AMS's work or will be calculated.
. Further, no method has been developed to calculate AMSs for
the non-market economy; such as, the Soviet Union and Chirta or
even the countries with mixed economic systems; such as, Paki-
stan, Egypt and Turkey, all significant cotton producers. So, if the
negotiations ultimately produce. an agreement, they will di so
based on the promise of a subsidy reduction -which the. United
States cannot verify.. Another concern is the absence of an effective way to deal with
illegally subsidized shipment to the third countries. Whet, an LDC
such as Pakistan or a non-GATT signatory such as China-sellsv.w



cotton or manufactured textiles and apparel under subsidies to a
third country, the U.S. cotton industry will be adversely affected
but will be helpless to curb or prohibit such practices. Even if the
United States closed its markets to a offending country, it could
not force other countries to do so.

The U.S. cotton industry is also deeply concerned about a so-
called reverse subsidies which are not being addressed in the nego-
tiations. Unless dealt with, U.S. producers will be unfairly penal-

Jzed by limitations on benefits and by environmental and conserva-
tion rules and labor laws which do not exist in many of the other
countries.

In spite of the National Cotton Council's cautions, the ITC and
the USDA have used a combination of base year selection and cer-
tain assumptions about domestic cotton policy to conclude that the
tariff equivalent of Section 22 quotas necessary to maintain cotton
imports at current levels would be zero.

The ITC and USDA have not proposed a method to compensate
U.S. producers and processors if a foreign-exchanged starved, infla-
tion-riddled, less-developed country dumped cotton in the United
States at below market prices. Unfortunately, all known trade rem-
edies provide inadequate relief, if any at all, and only after the
damage is done.

Mr. Chairman, I will conclude by saying I have prepared a copy
for the record and we appreciate the opportunity to voice our views
and our concerns on the matter before us today. Thank you.

The CHAIRMAN. Thank you, Mr. Cline. Your entire statement
will be taken for the record.

[The prepared statement of Mr. Cline appears in the appendix.]
The CHAIRMAN. Mr. Kleckner is the president of the American

Farm Bureau Federation.

STATEMENT OF DEAN R. KIECKNER, PRESIDENT, AMERICAN
FARM BUREAU FEDERATION, RUDD, IA

Mr. KLECKNER. Thank you, Mr. Chairman. My name is Dean
Kleckner. In addition to being president of the American Farm
Bureau, I am a corn, soybean and hog farmer from Rudd, IA, Sena-
tor Grassley's home State. I appreciate the opportunity to present
our testimony today on the subject of extending fast track.

I want to compliment you as Chairman of this committee for
these hearings and your efforts, and your staff's efforts over the
past year. I see your staff at meetings in Europe and elsewhere
representing you. Senator Baucus spent time, most of that week, in
Brussels in December when I was there. And Senator, you were ex-
tremely helpful. The rest of the committee, I compliment them also
for their efforts in this regard.

Trade is extremely important to American agriculture and will
remain even more so in the future. A large percentage of what we
grow is now exported. In fact, our overall trade surplus in competi-
tive agricultural products is now $23 billion. Even so, our-products
continue to face serious and unacceptable obstacles in world mar-
kets. Foreign import barriers and export subsidies are widespread,
and subject largely to ineffective international rules.



Despite the apparent failure in Brussels in December that I
spoke of, we believe that substantial progress has been made in the

ruguay Round agricultural talks. For example, there now exists
broad international support for stronger and clearer rules on the
import and export measures affecting farm trade. A consensus was
reached last year on the overall objective of "progressive and sub-
stantial" reductions in those restrictive practices. We forget that
we have agreement in this area. Particularly, nearly all countries
have now recognized the need for especially deep cuts in export
subsidies, as the most distortive in world agricultural practices.

Mr. Chairman, I do not think there is anyway that anybody can
defend export subsidies; not at all. An important step has also been
taken toward multilateral acceptance of a code to prevent health
and sanitary standards from being used as unfair and unjustifiable
barriers to agricultural trade.

Unfortunately though, without the participation of the European
Community, this apparent progress will not lead to a successful
conclusion in the Round. The Community has accepted from GATT
Director General Arthur Dunkel, his statement on agriculture, and
that is a positive sign. But its true meaning will only be known
after nations begin to iron out concrete commitments on import
barriers and export subsidies. We understand that these technical
discussions now are taking place in Geneva and have been fairly
productive.

On the basis of this progress, Farm Bureau supports extension of
the Administration's negotiating authority under the terms estab-
lished by the Trade Act of 1988. We believe that American agricul-
ture has a great deal to gain from a successful agreement and a
great deal to lose from giving up on the effort at this time.

But our support for the ultimate agreement in the Uruguay
Round will ultimately depend on- the benefits achieved for Ameri-
can exports in return for the concessions that we make. Obviously,
we will not accept any result in which U.S. farmers are asked to
give up more than they receive from other countries.

If the Uruguay Round fails, American agriculture will lose a
major opportunity to open and develop export markets for future
U.S. agricultural output-output which is almost certain to outpace
domestic demand in the years to come. We just will not be able to
eat our way out of what we produce in the United States Failure to
generate new export- markets for our products will put increased
pressure either on farmers' incomes or future Federal budgets, orboth.%

In addition, existing ineffective GATT rules will remain in place
and continue to offer little for agricultural exporters facing unfair
subsidized competition. As a result, trade relations between the EC
and other countries will become even more strained and some
fairly serious trade skirmishes could result.

We also support extension of fast track authority for negotiations
toward a North America free trade agreement. We-wil I only sup-
port an agreement resulting from those, negotiations, however, if
such negotiations provide for fair and equal competition in agricul-
tural trade. Factors that must be considered include equity in
regard to environmental regulations, quality standards, food safety
concerns and a tariff reduction schedule.
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American agriculture has much to gain from successful and equi-
tabfe trade agreements and Farm Bureau urges that they be pur-
sued.

In the final analysis, Mr. Chairman, and members of the commit-
tee, Farm. Bureau's farmer and rancher members will judge wheth-
er our overall objectives have been sufficiently met. If fast track is
not extended, any opportunity to achiee those results will be lost.

Mr. Chairman, I have submitted a written statement. I have in-
cluded a run-down in that statement of A number of problems that
exist in world agricultural tride that we hope can be addressed in
the Uruguay Round. We have also indicated in a little/fnore detail
what Farm Bureau would view as a good agreement. '

In the interest of time, I will just call your attention to the over-
all statement and ask that it be inserted in the record of this hear-
ing. Once again, I would like to thank you and members of the
committee for the opportunity to present our views.

The CHAIRMAN. It will be taken in its entirety.
Mr. Swenson is the president of the National Farmers Union

from Denver, CO. Mr. Swenson, we are pleased to have you.

[The prepared statement of Mr. Kleckner appears in the appen-
dix.]

STATEMENT OF LELAND SWENSON, PRESIDENT, NATIONAL
\ FARMERS UNION, DENVER, CO

Mr. SWEENSON. Thank you, Mr. Chairman. As you mentioned, my
name is Leland Swenson and I serve as president of the National
Farmers Union. And I am testifying on behalf of the Farmers
Union, nearly 300,000 farm ranch families, of all whom stand to be
affected in one way or another-by the topics which are the subject
of this hearing. And given the importance of these issues to our
members and to American agriculture in general and to all citizens
of this country, I want to commend you, Mr. Chairman, and the
other members of the Senate Finance Committee for holding this
timely hearing, as Congress is debating the merits of the extension
of the fast track authority.

The issues before this committee in regards to the extension of
the fast track authority, and the GATT negotiations themselves
and possible North American, Free Trade Agreement or United
States-Mexico Free Trade Agre~hpent, are both broad and complex.

And I would like to focus first.on the most pressing issue before
the U.S. Congress: The extension of the fast track authority for the
conduct of trade negotiations. During the Farmers Union conven-
tion held last month in Philadelphia, our delegates made our posi-
tion on fast track very clear. Farmers Union members are opposed
to thie extension to fast track authority, for the GATT and other
trade negotiations for a number of reasons.

Fast track is a bad publi policy that sets unfortunate precedent
which might be applied to other equally difficult issues as well.
Fast track increases the likelihood for the negotiations and adop-
tion of trade agreements damaging to the interests of the United
States And fast track is not needed to conduct negotiations for
international agreements.



The truth of the matter is that the United States has conducted
successfully a large number of very important multilateral interna-
tional agreements and treaties sometimes on even more complex
and contentious issues, without fast track authority. And a list of
those is attached to my written testimony.

There is no reason to believe different conditions apply in re-
gards to either GATT or trade negotiations with Mexico or Canada.
And I think it is a false accusation to state that those that are op-
posed to the extension of fast track are opposed to trade negotia-
tions or trade reform or trade.

The Farmers Union finds it hard to believe that 100 plus nations
involved in the GATT negotiations are going to wash their hands of
4 years of hard work to leave the table simply because fast track is
not extended. They may be threatened to do so at this time and we
would expect them as a negotiating ploy, but in the final analysis,
it is difficult to believe that they will not be present at a table
given what they have at stake, compared if they were not there at
all.

The Farmers Union acknowledges that denial of fast track will
make the negotiating process probably more complicated for the
Administration. It will have to consult more closely with the con-
stituencies affected by the negotiations. It will have to consult with
the Congress on a more regular and a deeper basis to insure that
what is being agreed to is acceptable to Congress.

The Farmers Union believes that is a good idea. We believe it
would make it less likely that our negotiators will make mistakes
which would be damaging to the U.S. interests. And we think it
would be more likely that any agreement brought back to Congress
for approval will be a good agreement, rather than a bad agree-
ment.

Certainly, the Farmers Union believes that denial of fast track
authority is the best way to address an issue of an-extreme impor-
tance to you, Mr. Chairman, and that of the free riders. As you
have said, in an agreement as broad as that being negotiated in
GATT, it sometimes happens that countries end up reaping the
benefits without having to give much, if anything, in the process.
The best way to stop that from happening is to deny fast track au-
thority so that mistake can be corrected if it occurs. And the possi-
bility that Congress could, take action to correct such a mistake
makes it less likely that it will happen in the first place.IThe very fact that you worry about free riders points out one of
the biggest problems with the fast track authority.-It gives our ne-
gotiators a blank check that someone else fills in. It leaves Con-
gress with the only decision as to whether or not to sign the check
and pay the bill. That is not the way our system of checks and bal-
ances is supposed to work or does work in other policy areas.

That brings us to the first major concern we raised in fast track
earlier in our testimony. Fast track is a bad public policy idea that
deserves to die. It is bad public policy for the entire Congress to
give up its birth right to debate and legislate on major issues con-
fronting the country. It sets an unfortunate precedent that could
then be applied to other difficult issues that confront Congress;

In regards to the issue before, us, the Constitution speaks clearly
that it is the responsibility of Congress to regulate Commerce with



foreign nations, and among several States and the Indian Tribes.
Congress should fully exercise that responsibility and not limit
itself to a yea or nay vote to rubber stamp the actions of the Ad-
ministration.

On a final note regarding fast track, the Farmers Union believes
that the granting of fast track contributed to the near death Uru-
guay GATT Round itself in December in Brussels. Let me make it
clear the Farmers Union does not belieVe fast track was the only,
thing that led to the deadlock in Brussels. The ,too firm position of
the United States by the European Community, by the Cairns
Group and Japan and others was the main reason the Round dead-
locked. But we believe fast track contributed to the deadlock as it
raised expectations too high and led negotiators to fail to develop a
realistic action agenda.

In regards to the United States-Mexico Free Trade Agreement or
the Trilateral North American Free Trade Agreement, the sheet is
blank and I think it is too early to again talk about specifics which
do not appear on the table.

Biut we are aligned with some generalized concerns that exist
based on what we know, and the fact that its impact may impact
the fresh vegetable area; also, in the area of the environmental
concerns, and the area of chemicals. We also have concerns in
regard to trade negotiations, and in regard to tax policies that
exist. And so we raise those as areas that we feel must be negotiat-
ed in those rounds.

It is an honor to appear before you. I would be glad to answer
any questions.

The CHAIRMAN. We are glad to have you, Mr.. Swenson.
Mr. McCann, I have another commitment I cannot avoid and I

will have to leave. Senator Baucus will be presiding. I am looking
forward to hearing from you. If you would' proceed, sir.

[The prepared statement of Mr. Swenson appears in the appen-
dix.]

STATEME.yT OF MERLE McCANN, PRESIDENT, AMERICAN
SOYBEAN ASSOCIATION, CARSON, VA

Mr. MCCANN. Mr. Chairman, members of the committee, I am
Merle McCann, a soybean producer from Carson, Virginia. I am
the president of the American Soybean Association. The American
Soybean Association is a national non-profit organization repre-
senting about 450,000 soybean farmers in 29 States. And incidental-
ly, we all serve voluntarily. We do not receive any salary for any-
thing that We do as soybean leaders.

ASA aims to increase the opportunities for U.S. soybean profit-
ability through its market development, research, government rela-
tions and trade policy programs.

Thank you for asking our views on the GATT Uruguay Round
trade negotiations. ASA has been closely following these negotia-
tions, which unfortunately ended in a deadlock last December. A
successful agreement would expand overseas market opportunities
for U.S. soybean farmers. The American Soybean Association
favors resuming the talks.

44-755 -. 91-2 /



Export markets are key to the prosperity of soybean farmers.
Soybeans and soybean products, mainly meal and oil, have account-
ed for about 15 percent of the total U.S. agricultural exports by
value in the recent years.

The 1980's witnessed an unfortunate decline in the portion of the
U.S.-soybeans in world markets. In 1979, we were the number one
suppliers of soybean, soybean meal and soybean oil. Today, we are

'the number three supplier of soybean meal and the fourth largest
supplier of soybean oil. We still. rank number one in whole soy-
beans, but our market share has dropped from over 85 percent in
1981, 1982, to just over 60 percent in 1989 and 1990.

The declining position of the U.S. soybeans in world markets was
brought about by a combination of factors. The 1985 Farm Bill set
a loan rate that served as a floor, encouraging soybean expansion
in Brazil and Argentina. Growers and processors in those countries
have benefited from government subsides. And in the case of Ar-
gentina, a differential export tax which is still in effect stimulated
exports of soybean meal and oil.

While the European Comrmunity has remained a key market for
American soybean farmers, its oilseed regime has eroded market
opportunities for the United States. EC deficiency payments to its
soybean farmers in 1990 was the equivalent of $13 per bushel. This
is more than twice the average price of $5.79 per bushel received
by the American farmers.

Those high supports for soybeans and other oilseeds caused Euro-
pean Community output to jump from 1 million metric tons in 1977
to 10.5 million metric tons in 1987. The EC oilseed production in
1990 was around 12 million metric tons. It is expected to expand
this year with addition of the former East Germany to the commu-
nity. The estimated cost of the EC's oilseed, olive oil and protein
crop programs from 1991 is another $9.5 billion. This is about the
same amount the United States will spend on all farm programs in
fiscal year 1991.

The steady erosion of our exports in the EC market caused ASA
to file a Section 301 complaint against the EC oilseed regime in
late 1987. Our case was referred to GATT. In December 1989, a dis-
pute settlement panel issued its report. The panel ruled that EC
deficiency payments could no longer be made through oilseed proc-
essors. It also held that a system must not nullify the EC's zero-
bound tariff on soybean, soybean meal and other protein products.

-Following discussions with Ambassador Hills and our former Sec-
retary of Agriculture, European officials promised to implement
panel recommendations in the 1991 crop year, which has already
started. These same Community authorities now claim that their
commitments was to link EC agriculture reforms to the conclusion
of the Uruguay Round negotiations. ASA is urging the Administra-
tion to pursue diplomatic means to persuade the EC to reform its
illegal oilseed system. But if the Community fails to respond posi-
tively, retaliation against the EC trade in-this country is the only
alternative.

American soybean farmers are efficient producers. A March,'
1990 study by the USDA concluded that U.S. soybean output will
expand with the liberation of market of world agriculture trade.
However, U.S. soybean farmers cannot count on the massive gov-



ernment subsidies of the" European Community or unfair trade
practices, such as Argentina's differential export tax. It's for these
reasons that ASA is now a strong supporter of U.S. efforts in the
Uruguay Round.

As a close observer of negotiations, ASA realized that the gap be-
tween the United States and the European Community positions
on agriculture would be hard to bridge. For example, the EC insist-
ed on rebalancing, which would have impact on quotas and duties
on soybeans, soybean meal and other protein products. Rebalancing
is clearly inconsistent with the aims of the Uruguay Round and
would in effect set aside the GATT panel's decision against the EC
oilseed regime.

We are disappointed that despite 4 years of work, the negotia-
tions ended in a deadlock last December. The EC has since agreed
to negotiate on the three key areas of agriculture. We believe that
the potential benefits to U.S. soybean farmers justifies continuing
the talks. For any GATT agreement to be accomplished, central to
U.S. soybean farmers, there must be substantial cuts in trade dis-
torting support and protection in the three key areas. As well, it
must treat all countries equally and must be enforceable.

While we support our negotiators' efforts, ASA's position on a
final agreement will depend on whether it meets the overall inter-
ests of the American soybean farmer. Inclusion of rebalancing is to-
tally unacceptable, and would force ASA to oppose any GATT
agreement in the strongest possible terms.

Last, but not least, it is essential the that European Community
officials keep their commitment to Ambassador Hills to implement
the GATT panel recommendation on oilseeds for the 1991 crop.
Failure to do so would demonstrate a lack of EC commitment to
GATT, and we believe, undermine the entire Uruguay Round nego-
tiating process.

We have sent in a written statement and we ask that these be
included in the record. And I thank you for the opportunity to tes-
tify before your committee today.

Senator BAUCUS. Thank you very much, Mr. McCann. Your full
statement will be included in the record.

[The prepared statement of Mr. McCann appears in the appen-
dix.]

Senator BAucus. Senator Packwood?
Senator PACKWOOD. As I understand, the Administration's nego-

tiating goals in agriculture are as follows: One, eliminate export
subsidies. Two, eliminate market distorting domestic subsidies.
Whether or not you agree with those goals, is it your understand-
ing that that is what the Administration's negotiating goals are in
the Uruguay Round? Mr. Kleckner?

Mr. KLECKNER. Senator Packwood, those were the original goals,
complete elimination. I think they have since been modified to'
something less than that, but the thrust is in that direction.

Senator PACKWOOD. They have been modified as a matter of
practicality. I think that is what they would have liked to have
gotten to.

Do you al agree that those were the goals or are the goals? Mr.
Swenson?



Mr. SWENSON. I think as laid out by the Administration, those
were two of four. I think also encompassed with that was sanitary
and bio-sanitary standards, along with market access. So there
were four areas in agriculture that were the main areas of discus-
sion.

Senator PACKWOOD. Let me ask each of you, apart from whether
or not you like the fast track or do not like the fast track, do you
agree with those goals? And I will start with Mr. McCann.

Mr. MCCANN. Yes. We back those goals. We realize it might be
hard to accomplish completely but certainly the goals we would
like to strive and work towards.
Senator PACKWOOD. Mr. Cline?
Mr. CLINE. Yes. I believe originally the cotton industry supported

that position. But since then, it has been negotiated away from
that position and we cannot support their position now.

Senator PACKWOOD. Mr. Kleckner?
Mr. KLECKNER. Yes, those are proper goals.
Senator PACKWOOD. Mr. Swenson?
Mr. SWENSON. We did not support the goals in its entirety. We

did support, for example, the elimination of direct export subsidies.
We do agree that the rules and regulations in regard to dumping
practices need to be strengthened within the GATT. We do agree
that the area of health and sanitation' standards must be ad-
dressed. But we did disagree in the advocation of the elimination of
domestic farm programs, including Section 22.

Senator PACKWOOD. And would that particular fact, and I
thought this might be the answer Mr. Swenson, perhaps distin-
guish you from these other groups; that the Farmers Union for a
long time has had a position on farm subsidies which is basically a
supportive position. And you made a statement in your statement,
that the Administration wants to achieve by negotiation what it
cannot achieve in the Congress. Do I take it that is what you are
aiming at with that statement?

Mr. SWENSON. Well, I want to stress that we are not in support
necessarily on ending farm subsidies. We think the structure of ag-
riculture is so unique from that of other industries, not only in re-
gards to domestic, but internationally; so we are not asking that
the level of subsidies necessarily be continued. What we are saying
is that the right to continue a domestic farm program should be
the right of every country; not that the farm program should cost
any money at all. And I want to differentiate between subsidies
and the right to maintain the farm program.

Senator PACKWOOD. All right. But we can call them by different
terms. Mr. Kleckner?

Mr. KLECKNER. Senator Packwood, I think there was a great mis-
understanding about the goals of the Administration. Certainly in
Farm Bureau we would not be in support of elimination of domes-
tic farm supports that help agriculture. We are talking about trade
distorting and--

Senator PACKWOOD. Yes.
Mr. KLECKNER. Market distorting subsidies-there is a great deal

of difference. We think all nations ought to be able to provide for
their agriculture within the context of that nation. W6 are not dis-
puting that, including for us. But do not do it on the backs of farm-



ers from around the world. And in essence, that is what-the Euro-
pean Community is doing. They are balancing their agricultural
books on the backs of farmers around the world, including ours in
the United States.

Senator PACKWOOD. Now, let me ask each of you this question:
Do you think, and let u, just limit it to Europe for the moment,
that we could conclude with Europe, a serious agricultural deal
leaning toward the elimination of export subsidies and market dis.
toting domestic subsidies, if Europe thought that Congress might
undue the agreement that we arrived at, would Europe negotiate?

Mr. KLECKNER. Senator Packwood, no. Extension of fast track is
so crucial to the whole process. It is easy to say, let us bring it back
to the Congress, let us go through the process. And I would say, to
those people that say that, that Congress has been-this committee
and the House Ways and Means, Agriculture, and other commit-
tees, have been consulted right along and will be as we move for-
ward. But why should the EC or any nation in the world seriously
negotiate if the negotiators do not have the say as to what the
agreement will be?

The 535 members of Congress, each with different constituencies
have different concerns. And if you are all going to be able to
weigh- in after an agreement has been finalized, why should other
nations make any agreement at all? I would think if fast track is
turned down, we might as well bring our folks home from Geneva
and save the taxpayers-some money; the Round is ovei.

Senator PACKWOOD. Mr. Swenson, do you-agree with that?-
Ms. SWENSON. No, I do not. I think that they would continue to

negotiate. As we saw in the debate during adoption of the 1990
Farm Bill, great differences that existed which centered around
one factor and that was the budgetary factors that rame to bear on
the structure and the nature of our farm program. The same budg-
etary pressures are coming to bear within the structure and the
nature of the European farm program. ,And I think they will be
willing to look forward to continue to negotiate.

They also have the environmental concerns that are as high in
Europe and within the structure of the countries of the European
Community as we see arising within our country. And I think
there are areas in which negotiations would continue and will con-
tinue. f t

Senator 'PACKWOOD. Mr. McCann, Mr. Cline what do you think?
Mr. MCCANN. Of course, with the cost to t e European Commu-

nity that they are experiencing, I thinly r ey are more wiling
perhaps right now to negotiate than t ley IT have been some
years back. I'm sorry we could not ha ember,
but I think that we still have the opportunity to negotiate and I
hope that we can negotiate successfully so it would be beneficial to
all American agriculture.

Mr. CLINE. Senator Packwood, I feel like that there could be suc-
cessful negotiations without fast track.

Mr. PACKWOOD. Thank you, Mr. Chairman.
Senator BAucus. Thank you, Senator. I would like to explore

with all four of you a provision in last year's budget agreement, es-
sentially that if fast track is extended, and if a successful Uruguay
Round. is not concluded; first of all, the Administration does not



present and the Congress does not ratify the provision of the Uru-
guay Round, then under that budget agreement, the President is
required to increase agricUltural export subsidies, EP essentially, a
$1 billion. And the President is required to implement the market-
ing loans for all commodities. And the President does have discre-
tion to recommend increases in the farm program.

Now, that would mean that if fast track is not extended and if no
successful Uruguay Round is concluded, the President would have
the authority to weigh those mandatory provisions; that is, -he
would not have to increase the EP by 1 billion and he would not
have to implement marketing loans.

So my question really is: What effect does that budget provision
have with respect to agriculture; namely, what degree does that
bear upon your industry's view as to whether or not fast track
should or should not be extended? Let me start with you, Mr.
McCann.

Mr. MCCANN. Let me go back just a little bit. I did not say well,
ASA was opposed to or for fast track. We are for fast track. And
we think it will greatly benefit our negotiations in Europe and aiso
it will help a lot with the free trade agreement with Mexico, which
we also favor. And this is the way we remain at the present time,
is to support fast track, because we feel that will help both of these
issues a great deal.

Senator BAUCUS. I see. Mr. Cline?
Mr. CLINE. Well, cotton is different front any other commodity.

We have a marketing loan and it is working very well. We are very
pleased with our program and it would not affect us.

Senator BAUCUS. All right. Mr. Kleckner?
Mr. I LECKNER. You make a very pertinent point, Senator

Baucus. Those who oppose fast track are in effect saying, let us not
do those things. The mandatory budget provision that you men-
tioned, that was the June 30, 1992 deadline, I think that you are
referring to.

Senator BAUCUS. That is correct.-June30, 1992.
Mr. KLECKNER. Yes. There is a June 30,.1993 provision that will

then will rescind budget cuts for agriculture if there is no agree-
ment to fast track. So it is a 2-year trigger level.

And without extending fast track, those are off. Despite the fact
that cotton now has marketing loans, every commodity could be af-
fected by the June, 30, 1993 trigger of the recision of the budget
cuts in the Agricultural budget if there is no Uruguay Round
Agreement.

So all commodities will be affected at some point. And I think for
those of us in agriculture that say, and there are some, and we are
hearing some this morning that say, let us not extend fast track,
that is not a good long-term view for agriculture for the very
reason that you mentioned.

Mr. BAUCUS. Mr. Swenson, your view?
Mr. SWEN'SON. Well, first .of all, let us go back to that point that

we are supporting the continuation of the GATT negotiations even
without the extension of fast track, and hopefully a conclusion of
which is an acceptable agreement that keeps away.from trade con-
flicts that may arise.



But in dealing, with the implementation of the EEP monies ac-
cording to the budget adopted, as well as the implementation of the
marketing loans, which would be put in place to try to maintain a
competitive edge for American agiculture and international trade;
that is why they were put in the budget if the GATT failed.

As I look back at the actions of Congress and I think no matter
what is there today, Congress will respond to what the budgetary
pressure is at that time, rather than what may be there today as
the, club-over-the-head in negotiations. And so the wait and see I
think is the more appropriate answer to what will be the impact.
Because I am not even sure they will be implemented. It depends
on budgetary pressures that exist at that time.

Senator BAUCUS. Well, that is a good point. But those mandatory
provisions we are discussing are only mandatory if fast track is ex-
tended, and if there is no successful conclusion of the Uruguay
Round by June of 1992.

So it just Seems to me that if we extend fast track say, then the
Congress has the authority to either approve or disapprove what-
ever our negotiators come up with in the Uruguay Round. That is,
if we think, and I come from an agricultural State-it is the big-
gest industry in my State by far-that if the agreement is not good
or agriculture, we can always disapprove it and those mandatory

provisions, unless Congress changes it, would then kick in which
would help agriculture.

On the other hand, if fast track is not extended and despite your
belief that we can still negotiate, and even if we still do negotiate,
if there is not a successful agreement that helps agriculture, then
because we have not negotiated under the fast track procedure,
those mandatory provisions are not available. So I am just curi-
ous--

Mr. SWENSON. I think the President still has the authority.
Senator BAUCUS. I am sorry?
Mr. SWENSON. The President still has the authority, is my under-

standing.
Senator BAUCUS. No, no. Under current law if fast track is ex-

tended and if no successful Uruguay Round is concluded by June,
1992; that is, negotiated and approved by the Congress, then the
President is required-it is mandatory to increase agricultural
export subsidies, EP, by an additional $1 billion, and also is re-
quired to implement marketing loans. And he is also given the au-
thorityto consider recommending the increases in domestic farm
program.

On the other hand, if fast track is not extended, we, therefore,
are negotiating without fast track and if no agreement is concluded
which reduces the EEC, say of export subsidies, then the President
has discretion as to whether or not to increase the export program
by $1 billion or discretion whether or not to implement marketing
loans.

So it just seems to me coming from an agricultural sense, it
makes sense to extend fast track because it is a Win-win situation
for agriculture. Either we get a successful Uruguay Round Agree-
ment which helps agriculture, and Congress approves it, or we do
not because Congress disapproves it, then the President is required
under the law to implement those provisions we are now talking



about. 9o agriculture comes out ahead either way, but again if we
go down the road without fast track, the President is not required
to implement those provisions.

So it just seems to me as a farmer, I would kind of want fast
track because I have got that backup that is in the law that must
be implemented in the event there is an unsuccessful Uruguay
Round agreement.

Mr. SWENSON. Senator Baucus, just to respond to that, the
farmer members of our organization do not believe that under the
fast track authority we are in a win-win situation.

Senator BAucus. All right. Thank you.
Mr. CLINE. Mr. Chairman, may I add for cotton also, I do not see

it and the cotton industry does not see it as a win-win situation for
us. We see it as a losing situation for us.

Senator BAUCUS. Because you have got your marketing loans. I
appreciate that.

Mr. CLINE. I did not want to let it go---
Senator B'Aucus. I got you.
Mr. CLINE continuingg. Without cotton being recognized,.the po-

sition we are in.
Senator BAUCUS. I appreciate that. Senator Symms?
Senator SYMMS. Thank you, Mr. Chairman. Mr. Chairman, you

really asked the question that I was going to ask and I guess
coming from a neighboring State of yours, I share your concern for
agriculture.

I might just ask one question to you, Mr. Kleckner, with respect
to meat exports. What is the current situation with respect to meat
exports to Europe and the problem of, you know, growth hor-
mones? And then the second part of the questions, how are we
doing now with respect to gaining a foothold in the Japanese
market?

And I assume from your points-and I think all of you have
stated this-that you want these rules fair so there are no non-
tariff trade barriers after the fast track is completed.

Mr. KLECKNER. No question. The sanitary, phyto-sanitary talks-
the fourth leg of that four legged stool-is-very important and very
often not talked about as much as the other three. Let'tme say for
beef, T think it was prior to 1974 the EC imported beef, believe it or
not. Now, they are the world's second largest exporter of beef-sub-
sidized. They have got a mountain of beef over there that they
dump on the market, depressing prices. Some of our members are
having a hard time talking about depressed prices now, but there
will come a time again, with them holding a club over the beef
market in the world. They also subsidize pork sales into the United
States, and as a pork producer I recognize that.

In the sanitary, phyto-sanitary issue, there has been no change
that I know about. They are still not taking our beef. There is a
continuation ,ftalks on it, rather low key, and we have retaliated
on about $100 million worth of EC products coming in. It is an
unfair trade barrier. There is just no question about that. And it is
one that we think-and Senator Baucus you were .at those many
meetings also'-that there is a potential for agreement in the sani-
tary, private sanitary area that maybe easier to get in the context
of the multilateral agreement than the other three. We have not



gotten it yet, but we think it is possible to set scientific standards,
whether under Codex Alimentarious, or some other scientific world
group that can set those standards, that nations may or may not
agree to. But at least they will agree to judge them scientifically
one way or the other.

On April 1, Japan eliminated their import quotas for beef. I
think a 70-percent tariff Was triggered in. But a 70-percent tariff on
our beef going to Japan still allows, from their beef prices, a pretty
good buy. And the agreement is that those tariffs will ratchet
down, next year, I guess 60 percent; then 50 percent. So it is going
the right way and we should sell a lot more beef into the Japanese
market in the years ahead.

Senator SYMMS. Thank you, Senator, and thank you gentlemen.
Senator BAUCUS. Thank you very much for your input to the

committee here this morning. I appreciate hearing from you.
Thank you.

Thank you very much, Senator. Senator Daschle?
Senator DASCHLE. Thank you, Mr. Chairman.
Mr. Kleckner, I would like to explore a little bit your detinitiori

of fair and equal competition, You made comment in your testimo-
ny that that is really what you wanted, and I applaud you and I
think that is exactly what we are looking for-fair and equal com-
petition. The question is trying to define what that means.

It seems to me, and I would be interested first in your observa-
tion as to my perception, that we have already demonstrated a dra-
matic determination to bring down subside and trade barriers in
our country with very little response on the part of the Europeans.
In other words, the charge that the United States is unilaterally
disarmed to a certain extent already is a valid perception in my
view. How do you view that?

Mr. KLECKNER. Senator Daschle, an excellent point. First of all,
fair and equitable seems to be in the eyes of the beholder very
often.

Senator DASVHLE. That is right.
Mr. KLECKNER. So it is tough to define. Yes, we are relatively an

open markeL There are a few commodities where we have the bar-
riers still. Bu't byaRd large, we are an open market. That is why I
have a hard time understanding the fear of-many in this country,
not only in agriculture, but from others, to having a GATT agree-
ment or extending fhst track.

The rest of the world, primarily the EC in agriculture, but also
Japan and many other nations, are going to have to come a lot fur-
ther than we do. We have already gone. the substantial part of the
way. But I do not see that we have hurt ourselves by, unilaterally
disarming or whatever the term may be.

In Europe last summer at a meeting right after all of you gentle-
men passed the Farm Bill that cut payments by $13 to $14 billion
over thq 5 years, EC farm people I was- meeting with knew as much
about it, if not more, than I did. And they were extremely upset
about it because they did not view it as, "'we put it over in the
United States, they have unilaterally disarmed; we will not.have
to." These were farmers and farm organization people. They
viewed it as "we have been felling you for a long time to put up or
shut up," knowing that the United States would not do it. We did



it, and we shocked them. They had a hard-time understanding and
believing that we d.i it.

Senator DASCHLE. We are a little off the mark here. And whrat
limited time I have, let me just ask you this: If we finally Lome up
with an agreement, with or without fast track for the moment,
that would lock into place a European subsidy greater than ours,
would lock into place more market obstacles than ours, would lock
into place greater export subsidy than ours, would the Farm
Bureau support an agreement of that kind?

Mr. KLECKNER. Senator, based on your definition of it-again,
without seeing it, it is hard to tell. But based on your definition, I
would say ito, we could not support it. And we would be urging you
and Congress-if it is locked in. And I guess I am not sure exactly
what locked in means-that they are starting from a higher level
than we are and so over a period over the first few years, they
cannot come down to where we are, and that might be a disadvan-
tage. But if we are ratcheting down some, they are ratcheting down
faster. When this is all said and done, whether it is 5 years or 10
years or 15 years, we ought to have a level playing field or virtual-
yl evel, and if we do not, I would think at that point that the

American Farm Bureau would be coming to you and say vote no on
that agreement when you get it in 1991 or 1992.

Senator DASCHLE. So just for example, if we would give up Sec-
tion 22, a concern expressed by some of our witnesses this morning,
and they still have impediments to market access, where you clear-
ly do not have a level playing field, the Farm Bureau on that basis
of that alone would oppose the agreement, is that correct?

Mr. KLECKNER. Senator, you have got to look at the context of
the whole agreement, I think. The Farm Bureau is not in favor of
unilaterally giving up Section 22. We favor it in the present world,
-bu-ft is on the tableP to negotiate as we think it should be. We are
going to have to get considerable concessions on market access into
other countries or we will not be in favor of giving up Section 22.

Now, whether that would be in itself, standing by itself, the
"killer" if everything else wa,; good, I do not know. We would have
to see the whole agreement.

Senator DASCHLE. Well, we would just have to be very careful it
seems to me. And agriculture is the most sensitive to this or it
ought to be because in the past we have had bilateral negotiations
and that is one thing. Now, we would be officially sanctioning, lock-
ing in disparities in market access in export subsidy as well as in
internal supports. For the first time, we would be saying, what
they are doing is okay; we have signed onto it. And that is a very
precarious position for the United States to be in unless it is fair.
And that is what we ought to be looking at.

And the concern that some of us have with regard to fast track,
is are we going to be able to help them define fairness through this
process, or are we going to have it dumped on our lap with the
charge, take it 0r-leave- it? And that is the concern. I think ex-
pressed by -some of your colleagues here at the table and a concern
that I will continue to voice as we go through the process.

Mr. KLECKNER. Senator, I agree with you. And again, fairness
would have to be defined in the" end. But just because the Ameri-
can Farm Bureau is for extension of fast track-I think we-need to
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have that to negotiate further-in the context of a final agreement,
we will look at it critically-and we are going to look at it from the
perspective of agriculture-and if it is not fair, as we perceive over-
all fairness to American agriculture, we are going to say, U.S. Con-
gress, vote no on it.

Senator DASCHI.E. Thank you. Thank you, Mr. Chairman.
Senator BAUCUS. I think that last point is a very good point;

namely, that if fast track is extended and I think it should be, we
in the Congress are going to be working very, very diligently and
pressing the Administration -very strongly to be sure that they ne-
gotiate an agreement that is good for agriculture. Because if not, I
know two Senators who are going to be opposed to that final agree-
ment and I have iunch .,,,re will be many others.

Senator Packwood basically made the same point. It is not in the
Administration's best interest to bring back an agreement that it
knows is going to be trashed. They will work with us. They have
worked with us. In fact, Section 22 is a good example, and the Ca-
nadian Free Trade Agreement. That is, I wanted to keep Section
22; others did to and we were able to persuade the Administration
in negotiations with Canada to keep Section 22.-There is a lot from
here to there, but certainly one of our main interests is protecting
agriculture and we all have that in mind.

Thank you very much. Thank you, Senator. Thank you, panel-
ists.

Mr. CLINE. Mr. Chairman, before we conclude, for cotton particu-
larly, I would like to just mention the conspicuous absence of Sena-
tor Pryor today. We are certainly saddened by his situation and
wish him a very speedy recovery.

Senator BAUCUS. Oh, I .appreciate you mentioning that, Mr.
Cline. I drove down to the hospital yesterday. I saw Senator Pryor.
He very much regrets that he is not able to be here, and also is not
supposed to be here for the next several weeks. But I can report he
is looking good. He is recovering. He is getting his color back and I
think you will continue to have a very, very vigorous supporter for
cotton, soybeans and other products. So I can report he is doing
well. Thank you.

Mr. CLINE. Thank you.
Senator BAUCUs. The hearing is concluded.
[Whereupon, the meeting was recessed at 12:07 p.m. to reconvene

at 9:15 a.m. on Thursday, March 18, 1990.]
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OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This is the second day of hearings scheduled by
this committee to take stock of the Uruguay Round negotiations
and what has been accomplished thus far.

Yesterday, we had two distinguished chief executive officers of
major companies in this country, one in manufacturing and the
other in the service industry. And then, that was followed by some
articulate witnesses for various agricultural groups in the country
that have a deep interest in the progress of the Uruguay Round.

Today, we are going to have an equally distinguished group.
I would like to focus on one issue that I believe demands greater

attention from our negotiators, and that is the free rider problem. I
firmly believe in a multilateral trade agreement. I think that kind
of a system is critical to our long-term-economic growth; but a mul-
tilateral is just that.

It has to be one where all of the trading partners participate. It
cannot- be one where there is all give and no take among some of
them, or 'all take and no give by others..

There is no question but that we had a problem in past GATT
Rounds. It is ironic that the very principle that has held the GATT
system together for the past 40 years-the most-favored-nation
clause-that principle-is also one that has encouraged free riders
to the system.

MFN says that if you give a trade benefit to one country, then
you have to give it to all of them. If we reduce our tariffs on semi-
conductors for the EC, then we have to reduce it for Japan and
India and Brazil.

In short, if some countries are willing to enter into a trade agree-
ment, other countries will also reap the benefits even if they make
no concessions themselves. In past GATT Rrounds, it has been a
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small group of the major nations that have generally been those
that were prepared to make the major concessions, and some
others have opted for a free ride.

Partially as a result I think, we have a very unbalanced trading
system. Some countries have very low trade barriers, and others
have virtually insurmountable ones.

As a result of past negotiations, the United States has an aver-
age tariff rate that at this point is less than 5 percent. India has
one of 118 percent.

We have agreed to bind almost 99 percent of our tariffs. That
means that we can't raise our tariff on any one of those items with-
out paying a price for it.

-Australia has agreed to bind 25 percent of their tariffs. So, it can
raise the tariff on 75 percent of their products or goods without
compensating for it.

And we ran squarely into that free rider problem last year at the
Brussels negotiations. At that time, concerning the negotiations on
services, of the 100 GATT members invited to Brussels, only three
came with proposals-one of them, of course, the United States-
with specific offers to open up their markets for services.

I know part of that is just normal negotiating strategy, that you
hold back your offers until late in the negotiations; but part of it
also is the free rider syndrome.

I believe that Uruguay Round negotiations, whether we are talk-
ing about market access negotiations or the negotiations on serv-
ices or intellectual property, will be successful only if we get mean-
ingful participation by the maximum number of GATT countries.
Without it, I am convinced it is going to very difficult to sell that
agreement to the U.S. Congress, including this Senator.

I have asked each of our witnesses today, particularly Senator
Brock and the witnesses on our last panel, to address that issue. I
am interested in their views on the MFN principle.

I am also intrigued by the suggestion that we have a GATT
PLUS; and that would be a situation where we have a more selec-
tive group-GATT PLUS-that will be those that give full reciproc-
ity' on these kinds of concessions.

As I understand it, they just give a premium in trade to each
other; and that those countries" that don't accept that principle
would not get the benefits.

I am intrigued by that idea, but I think it deserves more atten-
tion; and that is one of the reasons I called the hearing this morn-
ing, to focus on the free rider problem and what we do to try to
make improvements. We need to break that free rider syndrome if
we can.

The responsibility for making a multilateral trade agreement
should not rest just on the backs of a few countries; and I will be
very interested in the views of the witnesses on that.

I yield now to my friend, the distinguished minority member of
the committee.

Senator PACKWOOD. Mr. Chairman, thank you. I have no opening
statement.

The CHAIRMAN. Senator Baucus?



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

Senator BAucUs. Thank you, Mr. Chairman. I appreciate your
statement on the free riders. I want to join with you in exploring
the idea of the GATT PLUS; I think it has a lot of possibilities.

Mr. Chairman, I would also like to point out that one of our key
objectives in the Uruguay Round is securing protection for U.S. in-
tellectual property overseas. The term "intellectual property"
means copyrighted, patented, and trademarked materials, such as
books, films, recordings, and pharmaceuticals; and the United
States is the world's leading producer and exporter of intellectual
property.

Unfortunately, many other nations do not adequately protect in-
tellectual property. In much of the developing world, there is wide-
spread piracy of U.S. films, recordings, and pharmaceuticals.

In fact, the International Trade Commission has estimated that
this piracy costs the United States $60 billion in lost exports each
year.

As you know, in the 1988 Trade Act, we included a provision
known as "Special 301" to promote protection of US. intellectual
property overseas. The provision had the dual purpose of promot-
ing the Uruguay Round intellectual property negotiations and, in
the interim, protecting intellectual property through bilateral
agreements.Special 301 required the Administration to identify'those coun-
tries that tolerate the most egregious piracy of intellectual proper-
ty by April 30th of each year.

The USTR is then directed to begin negotiations with those coun-
tries to stop the piracy. If those negotiations fail, the USTR is di-
rected to retaliate against that country's exports to the United
States.

In my view, the Administration has not yet implemented the
law. No countries have been identified under Special 301 in either
1989 or 1990. Several countries have been issued warnings, but no
action has been taken.

We can no longer get by with warnings. In my view, it is time for
the Administration to implement Special 301.

Today, I am transmitting a letter to the Administration that is
signed by more than one-quarter of the Senate. The letter urges
the Administration to implement Special 301; specifically, it asks
that cases be initiated against four countries that tolerate the most
egregious piracy: Thailand, The People's Republic of China, India,
and Indonesia.

The letter also requests action against Mexico unless Mexico
promptly implements its commitments to improve intellectual
property protection. Finally, it asks that the European Community
quotas on TV programs receive attention under Special 301.

This committee worked very hard to complete the 1988 Trade
Act. We must see to it that the Act is enforced. We insist on full
implementation of Special 301.

Piracy of U.S. intellectual property is costing U.S. exporters
many billions of-dollars each year. We must send a strong signal to
the countries that tolerate piracy that the United States will insist



upon protection of intellectual property; and the way to do that, i
think, is to initiate Special 301 cases by the end of this month.

And if progress is not forthcoming in the Uruguay Round, fur-
ther steps will probably have to be taken.

Thank you- Mr. Chairman.
[The prepared statement of Senator Baucus appears in the ap-

pendix.]
The CHAIRMAN. The distinguished chairman of the Commerce

Committee has long had an interest in trade, a very deep interest;
and he has asked to testify this morning. We are very pleased to
have him. If you will proceed?

STATEMENT OF 11ON. ERNEST F. HOLLINGS, A U.S. SENATOR
FROM SOUTH CAROLINA

Senator HOLLINGJS. Thank you very, very much, Mr. Chairman,
and my distinguished colleagues. You can tell from the opening
statements that trade is a many splendored thing; and I guess, as
they would say down home, you only enter into a trade agreement
somewhat as porcupines make love-very, very carefully. [Laugh-
ter.]

And you certainly don't want to go fast track. Look at the ramifi-
cations already at the commencement of this hearing. Mr. Chair-
man, we have submitted two bills. One, of course, is the vitiation of
this fast track-to disprove it-S. 78, by myself and some 16 co-
sponsors.

We didn't want to be misunderstood; and so, I have introduced a
companion bill at the sam6 time, referred to this distinguished
committee as S. 636, that ajlows us to continue to negotiate the
way the present law stands on the books.

It would be assumed-and I h heard it in argument-that if
you are against fast track, you are just against the Mexico agree-
ment, or you are just against the Uruguay Round. I can't tell if I
oppose these agreements. No one knows.

I voted for the Canadian Free Trade Agreement. I voted for other
ones. When you get a chance to look at them-we haven't been
able to see the Uruguay Round agreement. It started out, as you
well know, in 1985; we gave it authority from your distinguished
committee.

We thought, by the end of 1990, we would have an agreement. It
is now in the spring of 1991, and we still don't have an agreement.
And it is complicated, and it is difficult; and it should be scruti-
nized by every Senator under our constitutional authority, Article
I, Section 8, that the Congress shall regulate foreign commerce, not
the President.

We had a little go-around about that; we want the executive
branch to continue to negotiate for us, but not to make the agree-
ment and come with a gun to our heads and say: Take it or leave it
and no amendments.

Mr. Chairman, I have a prepared statement I would ask consent
of the committee to be submitted in its entirety.

The CHAIRMAN. We would be delighted to have it included.



Senator LLINGS. And let me highlight just a couple of points
because I se you have more important witnesses here ready to tes-
ti fy.

One, we tr ly are in -the hands of the Philistines. I learned this
day be e yesterday. We had the U.S. Trade Representative, Am-
bassador Carla Hills, appear before the Appropriations Committee;
and she reassured us that the country's trade position is in the
pink of health. I read from her statement-I have the entire testi-
mony-but she threw us all into shock, stating, and I quote:

"Today, our manufacturing sector is stronger than at any-time
since World War II." [Laughter.]

Now, I have heard of concealing your bargaining position until a
certain point in negotiations, but I've never heard of starting a ne-
gotiation by agreeing to the other side. That has been the other
side's position since the commencement of GATT in 1948, that the
United States is super strong and should make the concessions.

They said: Look, after all, we are prostrate in ashes from the
war; you Americans have all the industry and all the manufactur-
ing, and you are going to have to concede. You are going to have to
make concessions; and we did. In effect, we taxed ourselves.

You can't use that word in this town today, but we taxed our-
selves for our former adversaries to reinvigorate them and get this
capitalistic free enterprise system spread the world around; an-d it
has worked.

And here we are now, with a tremendous change since that time;
and to say that we are as strong now as we were then is nonsense.
We have the worst unemployment since 1981-1982. It is 6.8 per-
cent, 8.1 million unemployed, with 2 million manufacturing jobs
lost in the last 10 years. Real, after-inflation income has been de-
clining for 10 years.

We now are moving so fast, growing out of it. Read our lips: We
have raised everybody up to the 1973 level of income.

The National Association of Purchasing .Managemcnit. says that
any time the index of industrial activity falls below 50 percent, we
are in. manufacturing recession. Well, the index is at 40 percent
right now and has been below 50 percent for the last 2 years.

So, we are in a manufacturing recession. When the distinguished
Ambassador says we are stronger than at any time since 1950, I
would inform her that first quarter profits are down; car sales are
down 17 percent. General Motors lost $5 billion; IBM, $1.7 billion;
United Techtologies' profits down in the first quart,,r by 70 per-
cent. But oh, we are strong.

So, if you have a negotiator-like a lawyer-trying your case in
this manner, you ha! better get a second opinion because the truth
is we are in real trouble. Trying to recover, the distinguished Am-
bassador then ballyhooed exports, exports, exports-saying that ex-
ports are now going to really get us out of all of this trouble.

Well, exports since 1985, yes, have been growing as a result of
the Plaza Agreement that then-Secretary, of the Treasury Baker
negotiated; we devalued the dollar. That really affects our exports,
and the truth is now that, (or the past 2 years; the trade-deficit- is
declining.



Yet 6 out of the 10 most export-intensive industries, construction,
electronic components, engines and turbines, electrical equipment
iron ore, are in a recession.

The annual rate of growth in exports in 1989 was 14.7 percent; in
1990, 7.1 percent; and Shearson now predicts for this year 1.7 per-
cent. So, while we like exports and try to press for exports and do
everything we can to promote exports, let's don't go down that
primrose path.

And finally, we got to question the distinguished Ambassador
and asked: Now, Madam Ambassador, really why do we have to
have fast track? We. have experience with other very important
treaties fundamental to the United States in national security:
SALT I, SALT 11, the ABM, the INF. All the treaties that-affect
our national security are negotiated in equally difficult circum-
stances and are equally complicated; and we bring them before the
Congress. And in our ratification duties in the U.S. Senate, we can
put in an understanding; we can submit reservations. You can
make demands.

If we can do that for our national security, you would expect the
same for a little trade treaty.

And of course, the plea has always been: Well, wait a minute. If
you start trading, then the whole thing will come apart; and they
will never come back to the table. We heard that on SALT II. We
-turned SALT II down, and they were immediately back at the
table; and we not only got together an agreement on intermediate
nuclear forces, but we ratified that.

We live in the real world. We are mature; we are grown; we are
good business folks. We are Yankee traders; and if it is in our in-
terest and benefit, we are going to vote for it. And if it is not, we
are not going to vote for it.

There is no use in having this political nonsense about the com-
plications of it.

Being pressed and asked again, the distinguished Ambassador
said: Well, now, you Senators really don't understand the history.
And let me quote:

"We went through the era of the Smoot-Hawley Bill, where
every Congressman tried to protect his special constituent inter-
ests, and it drove us into the Great Depression." Now, they drag
that old cat across the table.

For one, Milton Friedman has said that the Depression was in
fact a tragic testimonial to the importance of monetary forces.

Secondly, Paul Krugman of MIT said, and I quote him: "The
claim that protectionism caused the Depression is nonsense. The
claim that future protectionism will lead to a repeat performance
is equally nonsensical."

But none has better debunked the Smnoot-Hawley myth than our
former colleague, Senator John Heinz, of Pennsylvania. I remem-
ber debating that with him, and we were on the same side 8 years
ago; and I would like to submit for the record his particular presen-
tation on the floor of the U.S. Senate, a distinguished member of
your committee.

[The presentation of Senator John Heinz appears in the appen-
dix.]



Senator HOLLINGS. And John Heinz pointed out very quickly that
the Smoot-Hawley Act actually was adopted in June 1930, 8
months after the crash in 1929; it never caused any depression.

The truth of the-matter is that it affected less than 1 percent of.
world trade; indeed, by the third year, trade was going way up; and
then, we passed in 1934 the Reciprocal Trade Act, with Cordell
Hull writingin reciprocity. So, it has been a bum rap.

And there is no use for our trading negotiation to start off with
the position of the other side and then assume that the Senators
are dummies and don't know trade history, particularly the mem-
bers of the Finance Committee.

Now, when I say we are in the hands of the Philistines, that is
why we want to look at this. Before we submitted the 1990 textile
bill, we went to Geneva. I said: Look, I am tired of this textile
thing. We passed it under President Carter, and he vetoed it, but
then he started 'better enforcement. We passed it twice under
President Reagan, and it was vetoed twice.

So, when we were getting ready to submit the textile bill last
year, I said: Go to Geneva and find out what we are submitting,
what you folks call "tabled" 'or proposed. And we found that they
had proposed globalization, so that was the approach we used. We
submitted it, and then they promptly opposed it and vetoed it.

So, we must understand that, as Henry Clay years back said,
"There is notnow, never was, nor ever will be free trade." That cry
of "free trade" has been from the developed world to the undevel-
oped, and 200 and some years back when we were undeveloped, a
fledgling United States said no.

That is exactly what the British told us: You go ahead and trade
with what you produce best; there will be no tariffs or barriers.
And England will ship back to you what we produce best; no tariffs
or barriers-free trade.

And Alexander Hamilton wrote a booklet. There is qne copy that
I know of over in the Library of Congress. It is titled "Reports on
Manufactures," and it is right to.th,3 point. It said: Bug off, we in
the United States are not going to remain your colony. And the
very first bill to pass this Congress oni July 4, 1789 was a tariff bill
of 50 percent on 30 articles, beginning with iron. We built this in-
dustrial giant with selective protectionism.

My point here is that with all these concerns-one Senator wor-
ried about intellectual properties-I am worried that we don't have
any intellect to protect. [Laughter.]

We are approaching these treaties in the Congress with the naive
belief that we are not into a real war-the trade war. When the
wall fell, Senator Rockefeller, we moved from that cold war to the
economic war, the war for economic preeminence and industrial
backbone, the trade war.

And government is the comparative advantage in this war. We
didn't propose it that way. We have tried to set the example over
45 years-free trade, free trade-but the Japanese said: You keep
on talking about free trade, and we will show you how a nation
goes about seizing market share.

And .with their subsidies, their protection, their protrust rather
than antitrust, their approach has worked.. And if you were the



46 ,

Emperor of Japan, you wouldn't change a blooming thing. So I
don t bash Japan; I bash us-you and me and the Congress.

Living in the real world, we have got to get down on the playing
Tield and play along with the rules that they have. If-we want a
barrier removed, then we must raise our own banner and then ne-
gotiate to remove them both; but be competitive. Market forces op-
erate.

When you make it in thp. Japanese economic interest, they will
deal, and not before then; and you can't blame them for that.

So, what we really have is a conspiracy that has predominated
here in our Government.- I said a moment ago that the cry of free
trade was the cry of the developed world to the undeveloped. We,
were the developed world at the end of World War II, and now the
tables have turned.

Our U.S.-based multinationals learned that they could produce
more economically and really make out like gangbusters so long as
we kept the largest, richest market in the world open for dumping.

Dumping. That is another facet of this particular Uruguay
Round. I said long ago that if our government would enforce the
dumping laws now on the books, I would throw the textile bill
away. We wouldn't need it.

But the multinationals said: Now, wait a minute. Let's keep open
this market back home for dumping. The banks, who made the
loans to them and now who have billions out and are trying to get
their money back from Brazil and Mexico, they holler free trade,
free trade;,let's keep America open -for dumping.

Along come the retailers. When we debate these bills, we go
down to Bloomingdale's ind get a ladies blouse, one made in the
United States and one made in Taiwan-the same price. Go over
the Hermann's and get a catcher's mitt, one made in Korea and
one made in Michigan, the same price.

It is obvious that the retailers are making out like gangbusters,
and they pay the newspapers. Eighty percent of newspaper reve-
nues is from retail advertisers. The Washington Post made millions
from advertising; so, they. parrot this free-trade nonsense.

You see, they get together, the banks and the multinationals
with ECAT, tli Council on Foreign Relations, the Trilateral Com-
mission-all jumping up and down hollering free trade.

And then, as Pat Choate told us, they have 100 law firms down-
town paid $113 million by the Japanese to zap you, you, me, you,
you. They just pick which Senator and how to get that vote; and I
can't introduce a bill.

So, I see the same old friends walking in the office. Oh, we are
going to spawn another about Smoot-Hawley- protectionism, pro-
tectionism.

So, like Lincoln years back said, we have got to think anew; we
have got to act anew; we have got to disenthrall ourselves. Work-
ing together, we can get a good free trade agreement; but we have
got to be able to look at it, examine it, scrutinize it, and. not put a
gun to our heads-no amendments, take it or leave it in 30 days.
There is no reason for that.

Let me stop there and try to answer any questions that you have.
[The prepared statement of Senator Hollings appears in the ap-

,pendix.]



The CHAIRMAN. I just wish the Senator would speak up and let
us know where he stands on these things. [Laughter.]

I always enjoy your testimony, and I share may of the concerns
-you are-talking about; but I comelup with a different conclusion.

I think when you have over 100 other countries to deal with-to
negotiate with-there is no way. the Congress will speak with one-
voice, with all the competing economic and regional interests.

No question but ours is the responsibility under the Constitu-
tion-without a question-for trade. But I think the practicalities
of it are such that the best way to approach it is in a partnership
with the Administration. And that means for them to go out and
negotiate, but with full consultation with us along the way.

And that is what we said on the Canadian Free Trade Agree-
ment. They weren't consulting with us, and we blocked it right
here in this committee. They weren't consulting with you; they
weren't consulting with the members of the Senate to our satisfac-
tion, and we sure got their attention. And then they did consult
'with us.

And then,'we worked out some of the problems, and you voted
for it and I voted for it. But with over 100 other countries, I don't
think you are going to get a bottom line offer out of those other
countries, if they think that then it comes back here and we attach
whatever amendment that we can carry on the floor of the Senate.
And that is why I think it is the best way to do it.

The Administration is consulting with us-now, consulting with us
to the point that I may start charging them rent for the- use of my
office. [Laughter.]

Some tough problems facing us; I was citing those of the free
riders that we have now. And how do you get to that? The prob-
lems of environmental concerns along that Mexican border, and I
know them well. Iwas born and reared along that border.

Look at 25 million gallons of raw sewage going into the Rio
Grande every day out of Laredo, miles and miles of an.open ditch
by the U.S. border, with raw sew+**g-wming out of waters and all
the problems of hepatitis.

But if we defeat the situation and turn our backs on it, we accept
it; and I don't think that is the way to resolve it.

I think we have a window of opportunity, with a change in atti-
tude on the part of the Mexican government, with a man who
wants to privatize industries owned by the government, with a
man who has brought down their tariffs from 100 to 20 percent and
an average of less than 10 percent.

This is a man who closed down a big refinery in Mexico City,
where living in Mexico City is equivalent to smoking 22 packs of
cigarettes a day; but he closed it down and put 4,500 of their people
out of work, at a time of high unemployment in Mexico.

Sometimes I think people from other parts of the country, in the
north, don't understand what we face down there. I have a family
ranch down there. Fly over it, and I will show you a path across
that ranch from south to north, and that is not cattle; that is not
deer; that is people heading north because of the economic con-
cerns that they have down there.



And you let that thing continue to deteriorate down there, and
we will have them by the millions up here; and the integrity of the
border is gone.

Those are my concerns, and that is why I think we ought to be
__trying to negotiate with full consultation with the Congress and by

Senators like you who are deeply concerned about where we are
headed and what is happening to manufacturing in this country.

I agree with you; it has been a deteriorating base, and it has to
be addressed. Other than that, Senator, we are in great agreement.

Senator HOLLINGS. Yes. [Laughter.]
-- Well, with-regard to consultation, you are right; we are getting
it, and that is what really has us, you might say, almost terrorized.
When you get into consultation, this Smoot-Ha'wley canard' and
statements that we are in a strong, strong position and that there
is no competition out there, then you know you're in trouble. We
know from the Department of Commerce in one particularly field,
namely textiles, that out of 1.75 million jobs in this country, under
what they have now proposed, that you are going to lose 1.4 million
jobs by the end of the decade, That is why I Em here. And that is
why I am really frightened and worried and putting in these bills
and everything else because I have been consulted.

We can't stand what we are hearing.
The CHAIRMAN. All right. Senator Packwood?
Senator PACKWOOD. Fritz, are you making the argument that the

number of jobs in an industry is the sine qua non as to whether the
industry is strong or weak?

Senator HOLLINGS. No, I have got better facts than that. We have
invested $18 billion in the textile industry over a 10-year period.
Our GNP has increased 4.5 percent on an average for each of those
10 years, twice of all manufacturing; -and the Baldridge Award was
won by a textile industry, the Miliken Industry, last year for being
the most competitive, the most productive in America.

Senator PACKWOOD. Well, then, what is the relevance Qf the
number of jobs?

Senator HOLLINGS. The number of jobs is just what the relevance
would be, I take it, in Oregon and South Carolina. When you see
them walking the bread lines out here and getting the unemploy-
ment compensation and ready, willing and able and have a skill
and want to work and can't find work, that is the relevance of
jobs-destitution. You want to turn us into Kurds? [Laughter.]

Senator PACKWOOD. No, but you look at agriculture. At the turn
of the century, over half the people were involved in agriculture;
and today, we always hold it out as a hallmark of success that
there are fewer and fewer people working in agriculture producing
more and more food.

Senator HOLLINGS. A tremendous increase in productivity, and
we have had that. The ones that are left now in the textile indus-
try are really the survivors; they have mechanized, automated,
electronically controlled, computerized. And we have the Japanese,
coming down here looking at our plants.

So,I arn not worried about productivity. That mindset when I
first came to the Congress, that the textile industry is old and
dusty and incompetent and inefficient and everything else, that is
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really wrong, wrong, wrong. I wish I could have you all come visit
and look at all of those industries.

That is the only way they are making it right now because we
can't otherwise compete with Thailand where they pay $3.00 a day
and four bowls of rice. I can show you a 40,000 employee plant in
Thailand that I have been to myself, and that was the wage.

Now, we are not going to do that in Oregon and South Carolina.
We have a standard of living to protect. There have got to be, like
you say, some concessions, some give; and we have been doing that.
But now, we have reached the point where we are not going to be
the largest, richest market. In EC in 1992, they will have the larg-
est, richest market; and they are really using their government in
competing, and we are sitting atriund here giving these nostrums
about Smoot-Hawley and getting strong and put a flag in your
lapel and look at what we did in the Gulf. -

We couldn't have fought that war in the Gulf-the Patriot, the
T-Lamb or Tommy hawk, without the memory chips from Japan.
We are in a hell of a fix, this country is.

Senator PACKWOOD. I have no other questions, Mr. Chairman.
The CHAIRMAN. Are there further comments?-
[No response.]
The CHAIRMAN. Thank you, Senator.
Senator HOLLINGS. Thank you.
The CHAIRMAN. We appreciate your comments.
I would like now to call Hon. William Broc&, who is a Senior

Partner in the Brock Group and a former U.S. Trade Representa-
tive.

Mr. Ambassador, we are pleased to have you.

STATEMENT OF HON. WILLIAM E. BROCK, SENIOR PARTNER, THE
BROCK GROUP, AND FORMER U.S. TRADE REPRESENTATIVE
(1980-84), WASHINGTON, DC
Ambassador BROCK. Mr. Chairman, you are gracious to have me

back. I spent 6 of the most fun years of my life in this committee,
and I am grateful for that opportunity. I must admit a bit of sad-
ness because we bire missing one of our good friends today, John
Heinz.

The fact that we are having this conversation, or need to have it,
is just inconceivable. That some people could contemplate a head-
line some time between now and the 1st of June which says, "Con-
gress rejects any further negotiations on world trade" before they
are even presented to the Congress is just unthinkable.

I can't imagine that; and I can't imagine it particularly when I
am here with this remarkable group of members of the Senate. In
1982, you and I looked at this problem with some care after we had
a failed ministerial meeting in Geneva; and we came to the conclu-
sion that we really did need to do something about the GATT in
fundamental terms.

And we talked about it; all the members of this committee did,
and I did. We talked about the fact that the GATT had done a
pretty good job throughout its history, but it had been limited in its
application to agriculture, in textiles, and had no coverage in serv-
ices and intellectual property.



And frankly, it had a terrible inside cancer eating at it because
it only covered the self-described industrial countries most of the
other countries didn't believe that they needed to live by the rules.
Mr. Chairman, that.is the issue you are addressing when you are
talking about free riders.

We said, well, if that is the case, then perhaps we ought to try to
deal with it; and we had a conversation in 1982 and again in 1983
about the need to begin- to work around the world to start a new
round of negotiations to address those specific inadequacies.

And in the 1980's, neither this committee nor the Administration
ever faltered. We maintained the objective of strengthening the
multilateral trading system,,and we made a lot of progress.
" I want to remind those who talk about the recession today that
the early 1980's were a tough time for us to look outward, too. We
had a brute of a' recession, the worst one in the post-war period;
but this committee said: We are going to focus on restoring our
growth and dealing- with export barriers that are externally im-
posed, and we are going to try to deal with them by negotiation.

We never faltered; and in 1988, this committee wrote a trade bill
that was a neat way of looking at things. You said, in effect: We
have bilateral problems; we are going to strengthen the trade nego-
tiators' authority with Special 301, Super 301, Enhanced 301, to
open up markets in other countries on a bilateral basis. The other
side of that coin, and the equally, important side of that coin, was
to say: We also are going to authorize the Administration with this
fast track authority to negotiate improvements in the system-the
whole system.

So, we had a two-track approach: one, to deal with bilateral bar-
riers; two, to deal with the multilateral systemic inadequacies of
the GATT itself. And we have made a phenomenal amount of
progress, by focusing on exports-please note the charts in my tes-
timony.

The growth of U.S. exports, if you look at that little chart, is
about the nicest line we have in the economy in the last 25 years,
since 1965. If you look at our export growth since 1980, it has been
almost as phenomenal. -

If you look at the importance of exports to GNP growth, 40 per-
cent of our growth-40 percent of our grrith-in these few years
has come from exports. Don't talk to me about the United State§,
being a declining industrial power because we have a larger share
of OECD manufactured exports than we did in 1970.

Sure, we are having some problems right now, but it is a terrible
mistake to try to establish policy in the United States that will
affect this country for the next 10 or 20 or 30 years on the basis of
the last quarter's statements. That would be an act 'of myopia of
enormous concern.

Manufacturing has led our export growth. It has increased its
share of world trade; and now, we have to come to the second part
of the deal, and that is the Uruguay Round. We obviously have the
most important Round in history because it for the first time we'
are really rewriting the fundamental constitution of the GATT to
address those two major core inadequacies that we identified in the
early 1980's.



First, I want to note that the Round has addressed those prob-
lems. And I want to point out that one of the inadequacies we iden-
tified was the lack of participation of the developing countries; but
it wasn't the developing countries that brought the Round to'a col-
lapse in Brussels. It was the EC.

It was the EC because they simply lacked the political will to
deal with their own problems in agriculture. Every other country
in the world was prepared to negotiate. Every other country, and
particularly the developing countries, for the first time ever were
there at the table with their own practices on the table.

They see the need for a comprehensive package, and I think the
best example in the whole world is our neighbor, Mexico. Look at
where they were; they weren't even in the GATT when you and I
were talking about this issue a few years ago. They not only are in
the GATT; they are moving ahead of a lot of industrial countries in
the speed with which they are trying to deregulate their economy,
to remove tariff laws, to remove the regulatory barriers to competi-
tion. And if we are able to move to a negotiation of a free trade
agreement, we are going to have a world market here with- 360 mil-
lion people and a GNP over $6 trillion; and we will be a fundamen-
tally stronger econom." as a consequence of that.

That is just part of the whole conversation. Let me look at the
GATT system, Mr. Chairman, and address specifically the problem
that you raised.

I have up here a chart on what I call "the expanded GATT
system." We talked in the early 1980 s about the fact that there
was a need for countries who were willing to live by a higher disci-
pline, like the United States, to get some benefits, and frankly, to
share those benefits with others who were willing to share in the
responsibility. But we were concerned then, and I remain con-
cerned today, that there has been no process to bring people from a
self-described developing status into the responsibilities of whole
membership.

What I have done here is just to draw three circles to show you
the OECD countries that constituted basically the core of the
GATT at its outset; and I think that is about 24 countries, or some-
thing like that. If you forget for a minute the second circle, the rest
of the circle is all the reot of the world; but if you look at just 12
additional countries that I would say are ready to get into the full
membership of the GATT-what I call "GATT PLUS"-there are
over 500 million people in those 12 countries.

And it seems to me that that is what we ought to be thinking
about. -When we are talking about free riders, what are we talking
about? We are talking about people who, all of a sudden, are begin-
ning to realize that there is value in accepting the disciplines of
GATT membership, Mexico being a good example, but so are
Poland and Hungary.

Other countries like that are beginning to shed the border re-
straints-self-imposed barriers-that they put on the products of
other countries.

So, if we can take this Round as the necessary first step in deal-
ing with what the chairman calls "free riders" and what I call the
"need for a GATT PLUS," we can give a shot in the arm to world



trade that would just be phenomenal. If you want to explore that,
Mr. Chairman, I would be happy to do it.

Let me just conclude with one or two points on the issue before
this committee.

The most astonishing thing to me about the conversation L have
heard so far is that there are people who would want to deny an
agreement they have never seen. Now, I can't imagine the-Con-
gress acting that way. I want to assure you that, in my experience
in 4V2 or 5 years in international trade, the most confusing thing
to other countries is the system we have already. If we try to nego-
tiate with them and they know that every single component of that
negotiation could be rejected or amended or changed by another
group with which they were not negotiating, after the fact, we
wouldn't have a serious negotiation. It would simply break down.

We made that decision in 1934; we have never deviated from the
fact that this is a cooperative relationship between the executive
and the legislative branches. The Congress of the United States
clearly has the constitutional authority to regulate trade, there is
no question about that; but 535 members haven't negotiated since
Smoot-Hawley, and we have had real progress since those days.

The last point I would make in an effort to reestablish this part-
nership addresses the economic questions that were raised by the
Senator from South Carolina. It is, I think, fair to state that the"
world economy and the United States economy are particularly
fragile right now. We are in a recession. If you look at the history
of the last 40 years, the single-most effective engine of growth in
every single instance-worldwide as well as in the United States-
has been the growth in international trade, trade between coun-
tries, not within countries. If we reject the ability to even negotiate
a world trade agreement, people will take that as a negative signal
in a lot of different ways. They will stop investing; they will slow
down on their plans for growth; and they certainly will be tempted
to increase the barriers in order to protect themselves against the
possible coming storm.

The alternative to that is, I think, the exciting part. When I
became the Trade1Representative in January 1981 world trade was
about $2 trillion. In a decade, it has doubled to about $4 trillion.

There is no question that we are on a path to double it again in
this decade to $8 trillion. That is all the uoney in the world that
we would possibly need to pull us out of pny recession.

Even if the United States gets $1 trillion of that, that is a phe-
nomenal boost for jobs, for growth, for income, for opportunity in
the United States; and I think that is precisely what is at stake.

Maybe, Mr. Chairman, that is good and sufficient to begin.
Thank you very much again for the opportunity to be-with you.

[The prepared statement of Ambassador Brock appears in the ap-
pendix.]

The CHAIRMAN. Mr. Ambassador, on this proposal of yours for
GATT PLUS, you include the EC and you include Japan and Brazil
as part of a new system. Some of those are some of the most bla-
tant free riders that we have had.

You include the EC that has really given us problems on access
to agriculture.

Ambassador BROCK. Yes.
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The CHAIRMAN. Is it your concept that they would be members at
the outset, or would they earn their way into it? How would you do
that?

Ambassador BROCK. Mr. Chairman, we had to learn through
fairly bitter experience that people had better earn their way be-
cause, if you give them an automatic membership, they don't think
they have to pay.

The CHAIRMAN. And they don't have to trade anything.
AMBASSADOR BROCK. That is right. But ,you see, we have the big-

gest economy in the world. We are the most tempting market in
the world.

So, if we said, "Folks, let's get serious about trade. Now, these
are the standards we are willing to live by. Anybody that wants to
do business with us can come in; if you will live by those standards,
we will do more business with you." That is what we did with
Canada, precisely.

But you don't need free trade agreements to do that. What you
do need is to use the GATT system to say: Some of us are willing to
move beyond this current negotiation and really accept the higher
standards.

We are asking for a lot more in GATT than we are going to get
in these negotiations.

The CHAIRMAN. Let me ask you about that very point you are
talking about. You said "move beyond the current negotiations."

Ambassador BROCK. Yes.
The CHAIRMAN. Have we moved too far along in these current

negotiations to try to do something as an addition like GATT
PLUS?

Ambassador BROCK. It is not impossible. It would be difficult be-
cause we are under serious time constraints. Because of the bitter-
ness that came out of Brussels as a result of the EC's repudiation
of negotiation on agriculture, people may be a little less forthcom-
ing than they were going into Brussels.

J~don't think it is impossible to deal with some sort of an ad-
vanced GATT, but it will be more difficult until we complete these
negotiations. If we complete them, Mr. Chairman, then you have
created the kind of atmosphere in which you can move very quick-
ly.

And maybe that is when you talk about something like the
World Trade Organization; but I am not even sure that is as impor-
tant as this concept that people who want to participate in the
system have got to participate within the disciplines of the system,
not just the advantages of the system. Otherwise, it won't work.

The CHAIRMAN. Senator Packwood?
Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman. Ambassador Brock,

I wonder if you could respond to Senator Hollings' point that there
have been many agreements that this country has concluded with
other countries, most of them national security agreements-the
SALT negotiations for example-that were not under the fast
track.He has pointed out that there are complications there; reserva-
tions, for example, that were added onto the treaty and changes



were made. What is your response? What do you tell Senator Hol-
lings when he makes that point?

Ambassador BROCK. First of all, it is not pertinent. But accepting
the fact that there have been treaties brought to the Senate-not
to the entire Congress, but to the Senate-for ratification on which
reservations'or interpretations have been attached, I think the ex-
perience has shown that -when the Senate attached reservations
that were unacceptable to the other parties, the treaty failed.

Now, that certainly happened in the 1950's. Subsequent to that,
most of the time when we have put. down understandings, they
were not so substantive as to require the other party to change the
terms-of-.Lbe treaty. And as a consequence, they were willing to
accept it.

But in this particular case, you are not dealing with one other
country; and you are not dealing with the straight-forward ques-
tion on SALT limitations, for example. You are dealing with 100-
plus countries, and you are dealing with 300,000 products.

The thought that we could amend it in one area without unravel-
ing the whole thing is insane because when you are involved in a
complicated negotiation, it must be a balanced negotiation. And the
United States has to put something on the table in textiles. We
should; we certainly should. But in order to get the LDC participa-
tion, they have-got to have something they care about. In some
cases, it is textiles; in other cases, it is agriculture. Well, if we just
pulled some of those things off the table after we had gotten all
those countries at the table to expose themselves, this whole thing
is going to become mush. I

Senator BAUCUS. Is it your point that there are many other coun-
tries involved?

Ambassador BROCK. Sure.
Senator BAucus. And there are literally hundreds of thousands

of products involved; and because it is so much more complex, we
need this procedure in order to reach some kind of an agreement.
Is that your point?

Ambassador BROCK. Complexity is a major part of it, but the
other major part of it is the exquisite balance that you have. When
you are dealing with 15 different major subject areas, we are going
to get 60 percent cf what we want in one area, 90 percent in an-
other, 30 percent in another; but everybody is putting something
like that percentage on the table.

And when you unravel one particular thread, you unravel all
those connections and that is th- problem you have.
'Senator BAUCUS. Is it true that the European Community would

not sit down with the United States and negotiate in the Tokyo
Round unless we had a fast track procedure?

Ambassador BROCK. Well, I don't think there is any question
about it.

Senator BAUcus. I mean, that is what happened, isn't it? Is that
correct?

Ambassador BROCK. That is precisely what happened. Ambassa-
dor Strauss can tell you in great detail about that.

SKNATOR BAUCUS. And isn't it also true that other countries, in
.effect, already have their fast track procedures and we are the only
one that doesn't? That is, other countries are mostly parliamentary
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governments-the majority party is also the governmert. And
when the government negotiates a treaty, it can also automatically
pass its treaty in its parliament.

So, in effect other countries have their fast track.
Ambassador BROCK. I wish everybody understood that. We are

the only country that needs it; everybody else has it automatically
in a parliamentary system. That is precisely the point. It puts us at
a competitive disadvantage not to have it-a very severe disadvan-
tage.

Senator BAUCUS. We have a unique form of government" and I
want.to underline the point the chairman made about cooperation
with the executive branch.

When we negotiated the Canadian Free Trade Agreement, there
were many items in very direct dispute, items which I particularly
opposed in that agreement; and I could say from direct personal ex-
perience, that when I went to then-Secretary of the Treasury
Baker-directly to him; he was in charge of the negotiations-they
made some changes.

They went back to the Canadians and said: What about this?
And they got the Canadians to agree to those changes. There was
Section 22-that was one of them-and also a provision to address
Canadian subsidies; that was the other.

They made those changes and came back; and I, therefore, gave
my support. So, there is a process here where members of the Con-
gress can work with the Administration to come up with an accept-
able agreement.

Ambassador BROCK. I remember how active and effective you
wer. ILaughter.]

Senator BAUCUS. Thank you.
Ambassador BROCK. It was good because you showed it can be

done.
Senator BAucus. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much. Senator Rockefeller?
Senator ROCKEFELLER. No questions, Mr. Chairman.
The CHAIRMAN. No questions? Senator Danforth?
Senator DANFORTH. Mr. Ambassador, I want to ask for your clari-

fication of what you mean by "GATT PLUS." I think it is a fasci-
nating concept; and I note that our chairman, 4n a speech that he
delivered in late February to the Business Council, also suggested
the same idea, and others have as well.

Correct me where I am wrong. It is one thing to negotiate rdles;
it is another thing to actually play by rules. How an arrangement
appears on paper and how it works out can be two different things.

There are rules, for example, of ice hockey; some people play dif-
ferently than others. Okay? There are rules for international trade,
a basic concept called GATT; some countries are very open-take
Hong Kong or Singa'ore. Nobody would doubt that.

Other countries, as the chairman has pointed out-some of which
appear on that list-are notorious for being extremely difficult to
get into.

It is sometimes the case that a country doesn't open its markets
unle'ss--it has-a reason to do so, unless it perceives it to be in its
own self-interest.



When we created the Super 301 idea, the concept was to provide
an enforcing mechanism so that countries would have a reason to
live by the rules, so that they wouldn't be fudging, cheating on the-
rules; but they would be living by them.

Ambassador BROCK. Yes.
Senator DANFORTH. I thought Super 301 was a great idea; a lot of

people didn't. It became controversial. People said: Well, any time
you talk about enforcement, you are really talking about protec-
tionism. And therefore, a lot of the pundits and so on dumped oh.
the idea.

Now, it seems to me that what you and the chairman are talking
about, when you talk about GATT PLUS, is a positive version of
what we were talking about when we talked about Super 301; in
other words, to provide a self-interested reason, not just for mini-
mal compliance with the rules whenever the referee is looking, but
for really opening up markets.

And therefore, the idea is to create a higher standard based on
actual pertotmance and to say that countries that, irq fact, meet
that higher standard are going to get something out of it.

They are iot going to be penalized if they don't meet the higher
standard, but they are going to be treated in some sort of beneficial
way if they do meet it.

Ambassador BROCK. Right.
Senator DANFORTH. That is what you mean by GATT Plus?
Ambassador BROCK. Absolutely. I am worried that we, failing

this, are going to be trapped by the lowest common denominator;
and that is crazy. We are too good for that, and too many other
countries are willing to accept the higher level of discipline.

And frankly, it is all right to have penalties; but there ought to
be some rewards in this process, too. We have some penalties, and
we can impose them. We are big; we are strong; we are bigger than
anyboy else. We can impose things; but isn't it a whole lot better
to have both-the penalty for the egregious offender and the
reward for the people who live by a higher standard? And that is
precisely what we are talking about here.

Senator DANFORTH. Now, I take it that we could do this in'one of,
I guess, several ways. One way would be to negotiate a whole series
of free trade agreements bilaterally with countries that are sort of
good guy countries. The other Would be-to set up a generic stand-
ard-a higher standard-of what constitutes real openness, going
beyond the basic GATT rules.

Ambassador BROCK. Right.
Senator DANFORTH. Based on performance e as opposed to just

paper agreements, and then to say that, if theseN andards are met,
certain benefits will be open to you.

Ambassador B~ocK. Precisely.
Senator DANFORTH. Is that what you have in mind?_
Ambassador BROCK. Yes. You know, I have negotiated some of

these free trade agreements; I believed in them; I still do. I think
we have some other ones that are fundamentally important to our
well-being to complete yet; but if you do it one by one, it is going to
take you a long, long time_,__

If you set this standard and say "You all come and let's get seri-
ous about expanding trade," you can do it a lot faster.



- Senator DANFORTH. Right. Now, we could do that, couldn't we, in
Congress?

Ambassador BROCK. Yes.
Senator DANFORTH. Without the Uruguay Round. I mean, I am

for the Uruguay Round and the fast track extension; but aside
from whatever happens there, this is something we could do,
couldn't we?

Ambassador BROCK. You could. If we failed -in the Uruguay
Round, the atmosphere would be so bad that nobody would come, I
am afraid.

If you have a successful round, it lays the necessary precondition
down in attitudinal terms.

Senator DANF6RTH. Now could this be done and still be in com-
pliance with the-most-favored-nation principle?

-----Ambassador BROCK. Sure. Sure,
Senator DANFORTH. I don't know. I mean, obviously free trade

agreements can be entered into; and it would seem to me that it
could be done on a generic basis, but I don't know. I take it that a
legal argument would be made against it.

Ambassador BROCK. Well, I guess I think most favored nation is
observed more in the breach than the exercise thereof by most
countries; but even so, it is a valuable concept, and there is reason
to try to stick to it.

There are ways to do this, in my judgment, that are totally com-
patible with our international commitments.

Senator DANFORTH. As a person who has always put more em-
phasis on the importance of actual performance than on paper
agreements and on enforcement rather than just getting more and
more paper written, I think that this concept of GATT PLUS, as I
understand what you are talking about and what the chairman has
talked about, is really one of the most interesting ideas we have.

I would hope that you and others who are interested, some of
whom are in this room, would work with us in developing some
sort of program for carrying this out.

Ambassador BROCK. I would be more than pleased to do that.
Thank you.

Senator DANFORTH. Thank you.
The CHAIRMAN. Thank you. Senator Grassley?

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Thank you, Mr. Chairman. I would ask per--
mission to put an opening statement in the record.

The CHAIRMAN. That will be done.
[.The prepared statement of Senator Grassley appears in the ap-

pendix.]
Senator GRASSLEY. Thank you very much. Ambassador, Secre-

tary, and Senator Brock; you have held all those different posi-
tions. I suppose you would admit that sometimes it is necessary, as
a Senator, to -take a more parochial view in negotiating these
agreements and bing involved in these discussions than if you
were an Ambassador.



As Ambassador, you had to consider our national interest and
even an international perspective. So, as you know, question exists
about whether or not the General Agreement on Tariffs and Trade
is the best route to go and what effect regional trading blocks
might have on the GATT.

I would like to hear your views, particularly from your back-
ground as Special Trade Representative, on EC '92 and the North
American Free Trade Agreement versus the General Agreement on
Tariffs. Do you feel these efforts are the result of a failed multilat-
eral trading system? Also, will these efforts, in fact, supplement
the existing GATT system?

Ambassador BROCK. That is a good question. First of all, I should
say that, when I represented Tennessee, I was never parochial.

Senator GRASSLEY. Never?
Ambassador BROCK. Never parochial, no. Whatever was good for

Tennessee was good for the country, as far as I was concerned.
[Laughter.]

Senator GRASSLEY. All right.
The CHAIRMAN. We are going to put you under oath in a minute

here. [Laughter.]
Ambassador BROCK. Well, I could have said Texas; and then it

would have been all right. Right? [Laughter.]
You know, in a perfect world, Senator, we wouldn't need those

things; we just don t live in that kind of a world. So, what we have
got in this imperfect world is a set of systems, both bilateral and
multilateral, to help us construct the most predictable, logical, and
fair method by which people can exchange goods and services and
ideas and capital.

We started that construction as a consequence of the failure of
the twenties which led to that depression; it wasn't just Smoot-
Hawley, but that was a major part of the problem. It led to war,
and we didn't. want to repeat those mistakes.

So, we constructed the GATT to do the best we could on a
system-wide basis among those people who were willing to sign the
contract. Having done that, we came to thp conclusion-at least, I
did in the early 1980's-that that wasn't good enough, that we had
to look at things like an Israeli Free Trade Agreement first, then a
Canadian one.

And we talked to some other countries at that time who were not
quite ready. The Europeans have come to the conclusion that they
have been living in a very dangerous world, that they can't com-
pete in that world with twelve countries with barriers between
them impeding their flow of commerce, which is most of their ex-
change. Sixty percent of all their trade is with each other.

So, it makes a great deal of sense to create an economic open
market in Europe. I iUon't fear that; I think that is a great opportu-
nity. The danger--

Senator GRASSLEY. When you say you don't fear it, you mean
that you don't fear an economic open market in Europe as a threat
to the GATT arrangement? -

Ambassador BROCK. Not really because it is being constricted in
compliance with Article 24 of the GATT, which says that so long as
it is a liberalizing effort'and that no barriers or burdens are im-
posed on other countries, you can move in that direction but you do'



have to substantially free up all trade. What that will do for us is
to open up, frankly for U.S. firms,-a huge, new, more flexible, more
vital market.

No, I don't view bilateral agreements as a threat to the GATT
any more than I view the Canadian and Mexican agreements as
threats to the GATT so long as we meet that necessary standard of
liberalizing substantially all trade and imposing no burden on any
other country in the process of our actions.

If we do that, fine. The trouble-and this is the point that I
think you can fairly make-is that regional trade blocks have the
potential of becoming defensive and therefore negative and there-
fore dangerous to the GATT. That is what you have to avoid.

So, I guess my argument would be: The faster we can strengthen
the GATT and expand its coverage and its competence and its dis-
ciplines, the more sure we arecthat these regional exercises will not
take on a negative characterization. But we do have to watch it.

Senator GRASSLEY. So, we have to look at ways in which we can
prevent these regional agreements from being defensive?

Ambassador BROCK. Precisely.
Senator GRASSLEY. Do you think that a GATT agreement, in and

of itself, will do that or does there need to be something done about
GATT to see that GATT is strong enough?

Ambassador BROCK. Something has to be done about GATT,
but--

Senator GRASSLEY. I mean-above and beyond the negotiations
that are going on now-does there need to be a restructuring of
GATT in such a way that it will accommodate what could be defen-
sive about the region al trading blocks?

Ambassador BROfK. If I felt we were going to stop improving the
GATT after we co pleted or even if we have a successful round, I
would be very wor ied. I do think it takes more than that, yes.

Senator GRPSSLEY. Let me ask you a question on another point
that we haven't heard yet today.

In their written testimony, several individuals mentioned the
need to eliminate the problem of free riders or nations which bene-
fit from the MFN clause of GATT without assuming any obliga---
tions of the system. Do you generally agree with that point of
view? Do you see freeriders as a problem that needs to be taken
care of?.

Ambassador BROCK. Yes, I do. I really think that, unless we deal
with the special and differential treatment, not overnight because
you can't do it that fast, but on a regular, predictable basis-and
one of the things we are talking about with GATT PLUS is precise-
ly that effort-unless you deal with that, that is a cancer that will
eat the system's heart out.

Senator GRASLEY. Let me ask you to give a specific example of a
country or countries which receive some benefit at a disadvantage
to the United States, if you could think of one or two.

Ambassador BROCK. Well, I don't think it is a disadvantage to
the United States for Brazil to have access for much of its product
on virtually a zero-tariff basis or very low tariffs. What is of disad-
vantage to the United States is the Brazilian right under the
GATT to exempt itself from any discipline and to say, if we are
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going to-iqpose an informatics decree, well, you can't sell your
co puters djown here. And we don't have software protection.

The Senator from Montana was talking about the fact that we
lose 0$_j0IN b n worth of intellectual property per year. That is a
phenomenal amount of loss for Americans, and it is simply because
the GATT does not exercise the'competence and the discipline to
stop that theft. And that is wh t we are trying to do within this
round-one of the things.7

Senator GRASSLEY. Thank yo , Senator Brock. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you.
Ambassador BROCK. Mr. Chairman, before I leave it, I am not4

going to impose this on you, other than to leave it, but I just
wanted you to see this. We have taken this chart to note the edito-
rials. We have 587 editorials in behalf of this round, and eight
against it. We, the MTN Coalition, have ben clipping for about 6
months.

The CHAIRMAN. We would be glad to have it.
Ambassador BROCK. And I thought that was a fairly nico com-

mentary on the excitement people have about opening up this
system and doing more business around the world.

Thank you very'much for your time and your patience. I appreci-
ate it.

The CHAIRMAN. It is good to have you, Mr. Ambassador. We ap-
preciated your testimony.

Next, we will have a panel of witnesses. Mr. Jack Valenti is
chairman and chief executive officer of the Motion Picture Export
Association of America. Mr. Frank Popoff is the president and
chief executive officer of the Dow Chemical Co., in Midland, MI, on
behalf of the Chentical Manufacturers Association. Mr. Jack
Sheinkman is president of the Amalgamated Clothing and Textile
Workers Union from New York, on behalf of the Fiber, Fabric and
Apparel Coalition.

Mr. Valenti, if you would proceed?

STATEMENT OF JACK VALENTI, PRESIDENT AND CHIEF EXECU-
TIVE OFFICER, MOTION PICTURE ASSOCIATION OF AMERICA,
AND CHAIRMAN AND CHIEF EXECUTIVE OFFICER, MOTION
PICTURE EXPORT ASSOCIATION OF AMERICA, WASHINGTON,

.VALENTI. Thank you, Mr. Chairman. I think the words I am
going to speak here this morning are dangerous words because, as
Oscar Wilde-once wrote, "When one speaks the truth, one sooner
or later is sure to be found out." It is on that premise that I pro-
ceed.

The truth is that the U.S. film and television industry is one of
the glittering jewels in the American trade crown. We bring back
to this country more than $3.5 billion a year in surplus balance of
payment, a.t a time when that phrase "surplus balance of trade" is
seldom heard in the corridors of this building or anywhere in the
Congress.



The truth is that this superior trade prize is under assault on
every continent, which is why we have to be eternally vigilant be-
cause, like virtue, We are always and at all times besieged.

We are hit hard with odious trade barriers like TV quotas, which
exist in too many places on too many continents.

The truth is that the existence of these television quotas andthe
stealing of our property abroad is unacceptable. We thank you,
Senator Baucus, for your letter which I think goes to the nerve
edges of what this issue is all about.

The truth is our future is tied to a doctrine enunciated by Chair-
man Bentsen in February-and Senator Danforth alluded to that
speech-in which he said essentially that countries selling goods
freely in our market must give us equal access to their. market.

We believe in that. We live by it. We may even have to die by it.
All I have said so far is the preface now to commitments that I

want to make to this committee at this time.
First, we support fast track extension with a caveat that I will go

into.
Second, we support a trade agreement with Mexico.
Third, we are very congenial to this innovative idea called GATT

Plus. I think it needs to be explored.
Let me explain. Our support of fast track emerges from our firm

belief that we must have some kind of disciplined code of conduct
in this world, the trade world particularly, else friend and neighbor
are going to be lashed to pieces by surly disputes, by bilateral
squabbling, by what I think are squirming evasions of forked
tongues and illusory promises, and, finally, the end of any kind of
an attempt at international trade comity.

GATT is the only sane alternative that we can think of that
would be an alternative to that kind of a surly world.

I think that, without any agreed upon rules of the trade game,
all that is going to be left to anybody is the tooth ahd the tusk and
the beak and the claw; and that is not a happy augury for the
future.

So, we support the President, the Trade Representative, and
those in Congress who believe that a civil discourse in trade is es-
sential; and I think it has to be achieved through fast track. I don't
know any other way to do it.

But-and here is our caveat, Mr. Chairman-our Government
cannot and must not sign any compact, GATT or otherwise, that
leaves in place and undisturbed these TV quotas. They have got to
be phased out over a number of years.

Moreover, in the GATT right now, there is a section called
"TRIPS," an acronym for issues dealing with intellectual property.
We have to be very careful that any final compact includes protec-
tion for public performances, protection for sound recordings, and
some kind of a dispute mechanism that works.

And also, TRIS can't be used as a tool to intrude in our country
with foreign concepts like moral rights, which collapse the tradi-
tional way we have in this country of "work for hire.'

Now, this same caveat a pplies, I think, to the tripartite negotia-
tions of Mexico, the United States and Canada. As you well know,
Mr.'Chairman, there is unhappily engraved on the forehead of the
United States-Canada Free Trade Agreement a thing called a cul-



tural exclusion, whic -eans movies, television, sound recordings,
books, are exiled--thrown over the side, won't even be discussed, in
that compact between those two countries.

Therefore, if Canada persists in this tripartite negotiation, that a
cultural exclusion be part of that North American Free Trade
Agreement, our Government must walk away from that table, or
sign an agreement with Mexico only.

And finally, I think GATT PLUS does have a good ring to it. We
want to be part of any group that you want to assemble to examine
it further.

Finally, this world will become Boorish and sullen-at least in
my judgment-unless there is some process to bring civility and
discipline to the world trading arena. And GATT, to me, is the best
that we know; and we ought to give it one more chance.

And I think we ought to have an agreement with Mexico. We
have problems there, Mr. Chairman, but I think they are fixable in
any kind of a negotiation.

I am totally fascinated with what I am saying, and I would like
to go on; but that red light is up, and I will stop. [Laughter.]

Thank you, Mr. Chairman.
The CHAIRMAN. We will take the eloquence of your prose in its

entirety in the record. [Laughter.]
[The prepared statement of Mr. Valenti appears in the appen-

dix.]
The CHAIRMAN. Mr. Sheinkman, we are pleased to have you.

STATEMENT OF JACK SHEINKMAN, PRESIDENT. AMALGAMATED
CLOTHING AND TEXTII.JE WORKERS UNION, NEW YORK, NY, ON
BEHALF OF THE FIBER, FABRIC AND APPAREL COALITION
Mr. SHEINKMAN. Mr. Chairman, honorable members of the com-

mittee, I appreciate the opportunity to appear here and testify
before this committee on the Uruguay Round.

I would request that my formal testimony be entered into the
record.

The CHAIRMAN. That will be done.
Mr. SHEINKMAN. And I will now proceed in the summary form

that was requested.
For 5 years now, we have been trying to negotiate a GATT agree-

ment. The failure to negotiate one had nothing to do with fast
track, as we all know; it got sort of thrown on the reefs as a result
of the failure to deal with the issue of subsidies in agriculture.

But in the process of looking at the subsidies in agriculture, we
also have to look at the question of subsidies and dumping and how
that is enforced in terms of an international agreement.

We have had some examples of what happens when you turn
over to an international agency the question of American interests
in this kind of situation. Recently in Canada, under the free trade
agreement, the issue came up whether pork was being dumped
properly in the United States.

The ITC found it was a violation. The International Group found
that pork was not the issue because it was processed pork coming
into the United States; and, therefore, it was exempt.



Likewise, when you are dealing with the question of enforce-
ment, you are dealing with the question of turning over to an
international agency issues which are governed by our own trading
laws. And to my mind, there is going to be a very serious question
as to how that enforcement is going to take place under the propos-
als.

I would like to deal with one issue, which is very relevant, that
has really not been dealt with in any of the debates that I have
heard to date. We now absorb 60 percent of the Third World ex-
ports into the United States, far more than any of our developed'
trading partners.

The issue of labor rights in most cases is not considered to be a
commercial item in any trading agreement, although we recognize
it in the Super 301 bill that was passed in 1988. But it is, in the
issue of competitiveness, a buzzword. a

A recent study by Secretary Brock and Secretary Marshall point-
ed to the issue very carefully. Is the United states going to com-
pete on the basis of low wages and a lower standard of living, in-
stead of on the basis of productivity, quality, and flexibility? That
is the key issue.

Last year, I had the opportunity to visit the Dominican Republic,
along with my colleagues from the Inter-American Textile and Ap-
parel Federation because, in a free trade zone, there were 100,000
workers laboring. The rights that are accorded Dominican workers
do not apply to those workers in the free trade zone. Trade union-
ists cannot organize; workers are discharged arbitrarily.

I tried to get in, and I couldn't. I then formed in the Dominican
Republic, by preparing a business card, the Amalgamated Manu-
facturing Company and went in with some of my colleagues to talk
about the free trade zone as if I were an American manufacturer.

And this iswhat I found: excellent space, wages of 55 cents an
hour, excellent facilities provided. And then, I asked them this fol-
lowing question: I have trouble with unions back in the States; am
I going to have the same trouble here? They said: No, there is no
problem; you see this gate? You can't get in it; we have the Army a
half mile down the road. You don't have to worry about unioniza-
tion.

Then, I was at an international meeting 3 years ago in Tokyo,
where a representative of workers in Sri Lanka described a situa-
tion in a free trade zone there, where workers are earning $1.00 an
hour; there are no hours set. Quotas are set, whether it takes 10 or
12 hours; making-jeans sold in the American market at $35.00 a
pair.

Now, you might ask yourself: What has this got to do with subsi-
dies? Then, you look at China. A recent article in Business Week
highlights it. Exports into the United States of apparel-and China
is our major exporter-are made under forced labor conditions.

The 'USTR put the issue of worker rights on the bargaining
table. I wus in Brussels' We were told that, at that point, the issue
of worker rights would not be part of the regular GATT agreement
but would be a subsequent working group.

And as a negotiator, I can tell you that it is very difficult to get a
basic GATT agreement now and then end up with a subsequent
working group and hope to see it achieved.



I say to you, Senator Bentsen, you have written to The White
House on the issue of worker rights and the environment insofar
as it applies to-the Mexican Free Trade Agreement.

And I say to you, sir, that it applies likewise to the GATT agree-
ment. In my mind, that is as much of a subsidy as plants or pork;
and if we are going to deal with the issue of subsidies, we now have
an opportunity to deal with that issue.

On the issue of textiles generally, 60 percent of the American
market now is involved in import penetration, despite the fact that
textiles don't fall within the GATT rules. It will be put in the
GATT and offered as a trading chip with some of the other agree-
ments we are seeking.

And as Senator Hollings pointed out very graphically, there will
be 1,400,000 jobs wiped out; this is not my prediction. And this is
our undeveloped people in the United States; and we might ask
ourselves: Where are these women, minorities, and people with
little education going to work?

And that is a fundamental question that we have to deal with
when we deal with the national interest. Thank you, Senator.

The CHAIRMAN. Mr. Popoff?
[The prepared statement of Mr. Sheinkman appears in the ap-

pendix.]

STATEMENT OF FRANK P. POPOFF, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, THE DOW CHEMICAL CO., MIDLAND, MI, ON
BEHALF OF THE CHEMICAL MANUFACTURERS ASSOCIATION
Mr. POPOFF. Good morning. My name is Frank Popoff, I am

President and CEO of the Do,v Chemical Co. I am here on behalf of
the Chemical Manufacturers Association, where I am vice chair-
man and member of the board of directors.

We certainly appreciate this opportunity to discuss the Uruguay
Round and trade policy with you and to emphasize- the need to en-
courage broad adherence to multilateral trade agreements.

CMA is a nonprofit trade association, whose 188 member compa-
nies account for about 90 percent of the productive capacity for
basic industrial chemicals in the United States. CMA members are
major exporters of chemical products.

Last year, our industry generated exports of $39 billion, opposite
imports of $22.5 billion, netting a favorable balance of trade of
$16.5 billion.

Efforts to liberalize U.S. trade policy directly benefit the U.S.
chemical -industry and the U.S. economy as a whole. We support
liberalized trade, as in-the United States-Canada Free Trade Agree-7
ment and current discussions to reach agreement with Mexico; but j
Canada and Mexico represent only a small portion of the global
market for chemical products.

Worldwide, barriers to trade constitute a severe disadvantage to
both producer and consumer. Multilateral trade disciplines are nec-
essary in order to create export opportunities for U.S. chemical
companies and to allow us to plan and invest.

The Uruguay Round offers the best hope to further liberalize
world trade.



CMA actively supports the MTN as the best means to reduce and
eventually eliminate all tariff and nontariff trade distortions. Our
top three priorities for the Uruguay Round are: first, generally im-
proved market access for U.S. producers; second, strengthen protec-

.tion for intellectual property; and third, greater discipline over
trade-related investment measures."

Unfortunately, several factors threaten to undermine these nego-
tiations.

First, there is a clear need to address what Senator Bentsen
aptly calls the free rider problem. All countries, developed and de-
veloping, must recognize the alternative to an effective multilateral
trade discipline as chaos.

Countries can no longer sit back and rely on the GATT principle
that trade concessions will be granted. on a most-favored-nation
basis.

Second, many issues in the Uruguay Round have taken on a new
dimension. Former North-South issues have taken on a distinctly
North-North character. The agricultural negotiations is a case in
point and will come to conclusion only if developed countries are
able to resolve their differences.

Additionally, there is one factor affecting the Uruguay Round
that Congress is uniquely placed to address; that, of course, is the
importance of a domestic trade policy.

Resolving some of our own trade policy considerations should
help promote participation in the Round and ultimately lead to the
successful conclusion of negotiations we all look for.

The pending extension of the President's fast track negotiating
authority has-brought the* Round to a virtual standstill. Only by ex-
tending fast track can the United States fulfill its commitment to
multilateral trade disciplines.

CMA urges Congress to allow for the extension of fast track ne-
gotiating authority for all trade negotiations.

Other aspects of the U.S. trade policy may also have an impact
on our ability to reach a comprehensive multilateral agreement.
U.S. interest in bilateral trade agreements, our trade remedies, and
even export incentives and disincentives stand to have an impact
on the Uruguay Round, at least at encouraging other countries to
keep a weather eye on the benefits to be gained from a multilateral
agreement.

The committee's continuing interest in developing a comprehen-
sive trade policy should help ensure that the United States is ready
to meet the challenges of a global economy.

In conclusion, the U.S. chemical industry's ability to positively
contribute to the nation's economic well-being depends in great
part on multilateral trade liberalization. It is incumbent on all of
us, particularly the United States, to bring the important opportu-
nity for eliminating foreign tariff and nontariff barriers to a suc-
cessful conclusion.

Thank you all very much.
The CHAIRMAN. Thank you, gentlemen.
LThe prepared statement of Mr. Popoff appears in the appendix.]

he CHAIRMAN. We will open it up to questions, with a 5-minute
limitation on the members.



Mr. Valenti, you viewed Section 301.in the past to open up ,nar-
kets, to protect some of your intellectual property rights; and now,
we are seeing the negotiators in Geneva and in Brussds talking
about, insofar as dispute settlement mechanics, insisting that ve
use the dispute settlement mechanics of GATT first before resort-.
ing to Section 301.

As I understand it, the Administration says that they could do
that only if there were clear enforceable rules, where one country
couldn't block it as they have in the past.

Now, if you had a service contract that you thought was appro-
priate and that you couid live with, do you think you could be
living urider a set of dispute settlement mechanics that were deter-
mined by a set of experts in Geneva'?

Mr. VALENTI. If that dispute settlement was warranted and
planked down with guarantees, and if it did not allow one or two
countries to block it, and we scoured it pretty well, yes, we would
try. I think it would worth a try.

I have made it clear to the USTR, though, that absent any kind
of locked-in dispute mechanisms, without any leakage, we can't
give up 301.

Now, I might add, Senator, that we have only filed one 301. We
have used it as a threat, hanging with damoclean ferocity over
somebody's head. They often say: Well, nobody ever explained it to
me that way before.

We threatened Korea with a 301 and were able to open up that
locked-in marketplace. We have filed one against Indonesia for pa-
tently and blatant neglect of protection of our property.

The answer to your question is yes; we would, but I want to see
in writing, and I want to see it spelled out in detail before I would
want to go along.

The CHAIRMAN. Mr. Sheinkman?
Mr. SHEINKMAN. Yes, sir?
The CHAIRMAN. You were talking about some of the disparity in

labor costs. With our higher labor costs in this country, are we
always going to be in a position where we are going to need quotas,
protection on apparel, to keep those jobs in the United States?

Will we ever reach a point where we won't need that?
Mr. SHEINKMAN. We have already achieved that state to a cer-

tain extent, Mr. Chairman. In the last 10 years, we have had
import penetration go from 30 to 60 percent in apparel; and it is
moving along. And that will continue to grow, despite the fact that
the American market is growing.

The industry has taken certain steps. I am very proud of the role
my union played in establishing the Textile, Clothing and Technol-
ogy Corp., almost a decade ago in an attempt to moderpize our in-
dustry and make it more productive.

We have taken dramatic steps. My union in its collective agree-
ment has no impediments to the introduction of new technology,
even though it might result-and in some cases has resulted-in
fewer employees, as a method of trying to deal with productivity.

As a matter of fact,. we have a labor-management committee
which is now presently dealing with the whole issue of how work is
structured in the work place in an effort to deal with that problem.



But the problem is placed very dramatically by the following in-
formation. You take the shirt industry. It takes an American
worker 14 minutes to make a shirt; a Korean worker, 21 minutes
to make a shirt; an Indian worker, 23 minutes to make a shirt; and
a Bangladesh worker, 25 minutes.

The disparity in wages using a dollar as a base would be 25 cents
an hour as compared to $1.00 for an American worker; 23 cents for
an Indian worker, and something like 11 cents. We could not in
any way compete on that basis, despite our productivity.

What we have been trying to do is deal with the issue of on-time
delivery, working with retailers; and the issue really boils down to
a very fundamental question. Are we going to compete on the basis
where we continue to lower the American standard of living, not
because we are creating impediments to productivity? But what are
the rules going to be governing?

Now, most of these Third World countries depress wages deliber-
ately because, under the IMF and under the World Bank, they are
told that they have to export in order to meet their foreign debt,
which means that they are afraid that if they raise wages, those
jobs will be shifted to another country.

We have got to deal with the issue, sir, of dealing with that issue
of foreign debt, just as we dealt with it with Poland. We have got
to deal with the issue of foreign debt in a different way, other than
depressing. wages.

And to my mind, if we continue to depress wages, we are going
all engage in a race to the bottom; and we will be wiping out man-
ufacturing, which is fundamental in my view, to the kind of serv-
ices, other than banking and insurance, that is necessary to make
this a first world country and a leader in the world.

The CHAIRMAN. Thank you. I see my time has expired. Senator
Packwood?

Senator PACKWOOD. Mr. Valenti, I agree with you about the cul-
tural exclusion clause in the Canadian Free Trade Agreement. I
am not quite sure if I understood what you said in terms of these
new negotiations.

Are you saying that if Canada does not agree to get rid of its cul-
tural exclusion, vis-a-vis the United States, that they should not be
a signatory, or we should not be a signatory wit': them to an ex-
panded North American Free Trade Agreement?

Mr. VALENTI. That is correct; but first, I want to correct some-
thing. In my passion and zeal on 301's, I said that we had filed one
against Indonesia; we are negotiating with Indonesia, but we filed
the 301 against Thailand. Having said that, I will address your
question.

Yes, I am saying precisely that. Our country should not sign a
tripartite agreement if Canada insists on the cultural exclusion.

I might add, Senator Packwood, that just last Tuesday, I was at a
meeting at The White House with the President there in attend-
ance and Carla Hills and others; and I brought that up. And Carla
Hills said-Ambassador Hills said-that we would have no com-
punction at all about signing an agreement only with Mexico and
not signing it with Canada if they insisted on the cultural exclu-
sion.



Senator PACKWOOD. Well, I want to make sure I understand-be-
cause you and I know it isn't cultural exclusion; it is just pure pro-
tectionism. They are not worried about cultural exclusion or pro-
tection in that sense.They might be willing to say, well, we are not too worried about
the threat of Mexico's invasion of our cultural identity. So, we are
perfectly happy to sign the North American Free Trade Agree-
ment, not upsetting the present deal between the United States
and Canada; and we won't insist upon that as part of the tripartite
agreement, but we want to continue it vis-a-vis the United States.

Mr. VALENTI. That is not good enough, Senator-not good enough
at all.

Senator PACKWOOD. All right. Now, let me ask you a couple other
things. Canada wants to reopen some things with the United States
in the Free Trade Agreement. They want to reopen some lumber
issues.

Are you suggesting that, if we are going to go into this debate on
a tripartite North American Free Trade Agreement, all issues are
up for renegotiation that we thought we had at one time settled in
the negotiations with Canada?

Mr. VALENTI. If that agreement is opened up, I want to be first
in line to say let's talk about this cultural exclusion and let's get
straight on what is fair trade. I am not going to talk about free
trade, as Senator Hollings did; but I certainly will talk about what
Senator Bentsen talked about-that is, fair trade.

Senator PACKWOOD. But if it is not opened up, then you don't
even want to sign with Mexico, unless it is purely a Mexican-Amer-
ican agreement?

Mr. VALENTI. Absolutely.
Senator PACKWOOD. All right.
Mr. VALENTI. Now, let me put it as simply as I know how. In any

tripartite, they called it a North American Free Trade Agreement.
We want no cultural exclusion, and we want the right to say that
each of us should have full access to each other's marketplace, par-
ticularly in the matter of intellectual property.

Senator PACKWOOD. I agree with you on this subject completely. I
just want to make sure that I understand. You are talking general-
ly, and this is in your interest; but if we want to open this up,
there are going to be a number of other things that other people
want to open up in the Canadian-United States Free Trade Agree-
ment under the rubric of this North American Free Trade Agree-
ment.

Things that they didn't win at the time or lost at the time, they
want to renegotiate. And it wouldn't be limited to purely cultural
exclusion.

Mr. VALENTI. I think you ought to open it up for all other places
where there are disputational views.

Senator PACKWOOD. All right. Well, there are a lot of those.
[Laughter.]

That is the danger of opening it up.
Senator PACKWOOD. That is correct. That is what I was getting

at. Mr. Popoff, I was intrigued; it is a $17 billion trade surplus?
Mr. POPOFF. $16.5 billion; yes, sir.



Senator PACKWOOD. $16.5 billion in just the chemical industry in
1990?

Mr. POPOFF. Yes, sir.
Senator PACKWOOD. How much of that is imports and exports?
Mr. POPOFF. We have a balance of about $38 to $39 billion of ex-

ports, $22.5 billion imports. So, you can see the byplay of trade that
comes up with the number. Much of this is reciprocal trade; the
net result is the $16.5 billion.

Senator PACKWOOD. Thank you. No other questions, Mr. Chair-
man.

The CHAIRMAN. Let me intrude just a minute. Let me say that I
was quite concerned with the addition of the Canadians to this ne-
gotiation, that it might delay the process.

I was assured the Canadians were not talking about reopening
the trade agreement that we had made with them. We will wait
and see.

Senator Baucus?
Senator BAucus. Thank yot, Mr. Chairman. Mr. Valenti, I have

some of the same concerns about reopening the United States-Ca-
nadian Free Trade Agreement. Are you saying that, if it is not re-
opened at all, your industry would be opposed to a North American
Free Trade Agreement?

Mr. VALENTI. No, Senator, I didn't say that. As a matter of fact,
we think that is fine.

Senator BAUCUS. But you wouldn't have the benefit of asking
Canada to retract or back down on its cultural exemption?

Mr. VALENTI. I will put our position as simply as possible in de-
clarative sentences. One, as I said in the presence of the President,
our country should not sign any tripartite agreement that has any
kind of cultural exclusion or any kind of TV quotas or any other
barriers to the free and unhobbled movement of American films
and television and home video.

Two, if one of the partners, i.e., Canada, insisted on having those
kinds of barriers inserted into the agreement, then there should be
no tripartite agreement and that we should work out a bilateral
agreement with Mexico only.

Senator BAucus. All right. Thank you. Turning to the Euriopean
Community, what advice do you have or what approach do you
think the Administration should take in the GATT negotiations in
order to force, if you will, the European Community to back off on
its claim for quotas?

Mr. VALENTI. I don't know what we have to trade, but I have
suggested to the.-Trade-Representative and her staff that I am not
suggesting an abrupt truncation of these quotas but, over a period
of years, to phase them out reasonably, always in a descending
curve until, at the end of this time, they would be gone.

So, I am suggesting a phase-out of the TV quotas. My own judg-
ment is that, as new television stations come onstreamn-and I am
told the number of hours available to Europeans is going to quad-
ruple or quintuple in the next 10 years; I have heard that and do
in part believe it-these quotas are unnecessary to begin with.

But as-Senator Packwood says, they have nothing to do with cul-
ture. As I said to my European friends: Are you suggesting to me
that a few episodes of "Dynasty" and "Dallas" and 'Knots Land-
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ing" are going to collapse 2,000 years of an individual nation's cul-
ture? Is that culture so shakily rooted, so flimsily anchored? If it is,
then your culture probably doesn't deserve to be preserved if that
is the kind of thing--[Laughter.]

BUt of course, that is ludicrous. We all know differently; it is
commerce, not culture, that is at the root of all of this.

Senator BAUCUS. Right. Do you think in the interim it makes
sense, under Special 301, to have the European Community placed
on the watch list?

Mr. VALENTI. I do indeed, and I so endorse it.
Senator BAUCUS. Could you expand a little bit more about the

problems your industry is having in Indonesia? There are some
who say that perhaps Thailand or the People's Republic of China
or other countries violate intellectual property, but maybe Indone-
sia not quite as much. What is your view on Indonesia?

Mr. VALENTI. The problem in Indonesia is piracy, but it is also
access. It is 110 or 115 million people, or maybe larger than that. It
is the only country in the world where we can't open an office.

We have just, after several years of negotiation-and their Am-
bassador here has been most inhospitable to these negotiations-we
have now gotten permission to open a representative office. We
can't sell anything but just to observe. Well, that is not acceptable
either.

And we are working now to try to open up that marketplace, just
to allow us to go in. Right now, we have to deal with a monopoly
set up by the government--importers. They determine the import-
ers, and we have to funnel all of our products through these few
importers.

That is the way it was in Korea. The Korean walls have col-
lapsed. We are now moving into a free marketplace, not without a
lot of violence and intimidation, I might add; but that is going to be
a very sunny market for American movies and television, now and
in the future.

Indonesia is sealed off, hedgerows that we cannot penetrate. And
that is the problem there.

Thailand is strictly total flagrant neglect of even the most simple
.kind of protection of our property, and that is why the 301 was
filed against Thailand.

Senator BAucus. All right. Mr. Popoff, could you address in a
minimum of time the importance of market access in the GATT ne-
gotiations, particularly zero-for-zero tariff options and so forth? Do
you feel that that is getting enough attention in the negotiations?

Mr. POPOFF. We think it is the most critical issue. We have got
little to bargain along these longs. Tariffs have come down consid-
erably in the chemical industry; but market access is really the
hallmark of what underpins our industry.

We avq a new industry. We are of this century; and substitution
is what we are all about. Indeed, we search the world for raw mate-
rials; we convert wherever there is a talented and trained labor
force. We try to sell on the customer's doorstep. We do research.
wherever there are talented people.

And any impediments to trade eventually escalate the cost of de-
livering the final product to the ultimate end user. Market access
is critical. If we add costs at every juncture, indeed the ability of



our production of pharmaceuticals, agriculturals, chemicals, plas-
tics, whatever you may have, is impeded. Market access is critical.

Senator RAUCUS. Thank you. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman. Mr. Popoff, a

philosophical question. It has been brought .out that if we do do
this, that there could be a loss of 1,400,000 jobs in textiles. We are
asked as Senators to be both parochial and magisterial in our
scope.

In my State, there are possible winners and losers that result
from an agreement. If we fail to provide fast track authority, it is
probably certain that the Europeans who are better financed than
we arc at the present time, in our race to subsidize agriculture and
protect agriculture, will do better than we do; and certainly, intel-
lectual property won't make the list, if we fail to allow the fast
track process to continue.

On the other hand, if we approve fast track, there is that qups-
tion-the moral question-that each decisionmaking American,
and that includes you, must make. I am asking you because you
gain from this.

How do you balance, in your own mind, the job loss on the one
hand that a State or an industry might have to accept if we do pass
this, as opposed to the larger consequences-the macro conse-
quences-which might, in the long run, be better?

Mr. POPOFF. I am not sure that I am ready to accept the fact that
multilateral trade accord would generate a total job loss. The GNP
figures that I have seen--

Senator ROCKEFELLER. No, no. I want you to answer my question.
I am not talking about a total job loss; I am talking about specific
job losses within certain categories of industry, for example, appar-
el, glassware.

Mr. POPOFF. I see. I must concur with the previous comment that
there has been a tradition in the United States for shifting jobs
from industry to industry. The agriculture example, I thought, was
particularly applicable.

We are dedicated, I think, to addressing total employment and
hopefully upgrading all of the jobs in the process. The bottom line
is the jobs that we really need to build in this country are the jobs
that all of us aspire to, the jobs that indeed we can train our people
to achieve.

On that basis, I would certainly substitute some of the jobs that
we have discussed in the textile industry for the jobs that are in-
dustry-driven by technology and a whole host of other things can
provide.

Senator ROCKEFELLER. You have, therefore, a full confidence that
workers, even though they might be in their fifties and sixties, who
have been working for example in footwear and apparel for 30
years, can in fact be trained for the types of jobs that you refer to,
which are usually going to be--

Mr. POPOFF. No, sir, I don't have full confidence.
Senator ROCKEFELLER. So, therefore, how do you address that

statement you just made?
Mr. POPOFF. I think in the remediation of our address to workers

who are, for one reason or another, displaced from their work, we
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have to find remedies where, indeed the people who benefit must
enable the people who have lost to essentially equilibrate their cir-
cumstances.

Senator ROCKEFELLER. And how do we do that? Is that through
the expansion of welfare? I mean, it is easy to say that; how would
you contemplate that' happening?

Mr. POPOFF. No, I think ther6 is a variety of ways to achieve it,
beyond the already expanded welfare programs that we live with.

I think the best way to address that is, at age 60 and 65, to recog-
nize the average working life of the U.S. employee and try at least
to make the new generations of the workers on the work force
better competent to address the issues that indeed will generate
better employment in times to come.

Senator ROCKEFELLER. Jack Valenti, how would you address this-
dilemma?

M:'. VALENTI. Of job retraining?
Senator ROCKEFELLER. No. Or jobs that will be lost in fact, in the

short term, versus potential macro-level gains in the longer term?
Mr. VALENTI. I can't speak to that, Senator. I just don't know the

answer to that. I can only speak to you as it pertains to the indus-
tiy that I have a modest claim to some knowledge; but I don't
know enough about the total job loss and job gain in the whole
macro arena. I don't know.

Senator ROCKEFELLER. Mr. Sheinkman?
Mr. SHEINKMAN. I don't think there is an answer right now, Sen-

ator. Right now, the Administration itsej" has not supported any
retraining. There is nothing before the Congress even of the mini-
mal kind of assistance that I call "burial insurance" that was the
hallmark of previous trade adjustment assistance.

We have no meaningful training system in the United States to
take care of workers; and I think that is a cardinal failure of our
whole system, not to speak of the failure of our educational system
in totality.,
I once had a leather worker testify before the ITC who respond-

ed, in response to your question: What I am supposed to become-a
doctor at age 50? And that is really a basic social issue that has to
be dealt with. And I think that you have gotten to the core of a
very fundamental question.

You take a look at what happened in Europe. Europe, in an at-
tempt to integrate Third World countries, such as Greece, Spain,
and Portugal, did it on a gradual basis, also tried to establish pro-
vided assistance of a financial nature, and also is in the process of
negotiating a social charter, which is not even on the bargaining
table in the GATT, let alone in the Mexican Free Trade Agree-
ment.

That has already been taken off the table, not by the United
States, but by Mexico; and President Salinas very cavalierly said:
You know, we have a better label law in Mexico than in the United
States.

He said that in a recent statement up at Harvard, when he was
traveling around the country. And yet, he will not favor the inclu-
sion of a social clause.

And if you go down to Guatemala, where one of my associates
was sent, we have seen the growth of free trade zones and trade
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unionists are killed regularly, you ask yourself the question: Where
are we headed?

Senator ROCKEFELLER. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Danforth?
Senator DANFORTH. No questions, Mr. Chairman.
The CHAIRMAN. Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman. Let me

ask each of you: If fast track authority was not granted, what
would it mean to your industry?

Mr. Popoff, if fast track authority for the Uruguay Round was
disapproved and further progress in the Uruguay Round was im-
peded, what would that mean to the chemical industry?

Mr. POPOFF. Diminished growth, higher ultimate cost to the con-
sumer, and probably the inability to finance some of the technolog-
ical development that really has to be spread overia global cost
base. Those three items come quickly to mind.

Senator BRADLEY. Would you repeat those?
Mr. POPOFF. The first one is diminished overall growth; second,

higher costs to the ultimate consumer; and third, probably the in-
ability to defray the costs of developing new technologies, which is
massive and really should be spread over a global marketplace.

Senator BRADLEY. Would you expect the surplus that you main-
tain to decrease?

Mr. POPOFF. It has fluctuated from $12 to $15 or $16 billion over
the years. I think we would keep it because of a peculiarity of our
industry. It is a global industry.

The amount of capital investment that German firms have in the
United States, that U.S. firms have in Germany, that firms have
on an international basis is really leavening the advent of trade.
We are all for a liberalized trade because we are all practitioners
from all corners of the earth.

I think that would be a leavening factor that would say that the
inherent U.S. capabilities that are built on-our raw material posi-
tion in the United States, our market circumstances, the technolog-
ical base-would probably continue to carry the day; but I am sure
that the growth and the added possibilities would be diminished.

I would not advocate that we would be negative on trade by
virtue of a failure to enact the GATT agreements; but I would say
that growth would certainly be diminished.

Senator BRADLEY. Do you have any idea what dimension growth?
Mr. POPOFF. We have seen our growth grow at about, let's say,

1.5 to two times average GNP growth. So, that has been the growth
multiple for the chemical process industry.

Senator BRADLEY. And that would be less?
Mr. POPOFF. It would certainly be decreased; probably it would

come down to paralleling GNP growth.
Senator BRADLEY. Yes. Mr. Sheinkman?
Mr. SHEINKMAN. Senator Bradley, we would have to go back to

the multifiber arrangement, which is due to expire in 1991. And
under that multifiber arrangement, we have made our contribution
as an industry to the question of trade, and particularly trade with
developing countries.



We now constitute approximately 25 percent of the trade deficit
in the United States; and import penetration will continue to grow
despite the 36 or 37 bilateral agreements we have.

But by the same token, by proceeding on this basis, we would not
allow a China, which is our major exporter to-the United States, to
dominate the market, which it can as a command economy, not
having any of the freedoms let alone speaking of Tienemen Square
in terms of what is transpiring, because as a result of this, we have
seen some of the other Third World countries grow in trade as a
result of having these bilateral agreements.

At the same time, import penetration will continue; and in re-
sponse to Senator Rockefeller's question, this will enable for a
much more orderly transition over a period of time, rather than de-
molish a large number of jobs in very short order.

Senator BRADLEY. So, even if fast track was not granted and we
did not conclude a Uruguay Round, your sense is that there is still
a large need for some kind of worker assistance because import
penetration will continue?

Mr, SHEINKMAN. Yes, sir.
Senator BRADLEY. Mr. Valenti, if fast track authority was not

granted and the Uruguay Round bogged down, what would be its
impact on the motion picture industry?

Mr. VALENTI. Without question, Senator Bradley, the ascending
curve of increased international revenues that we have been enjoy-
ing over the past decade would begin to wilt. Ten years ago, 22.1
percent of our total revenues were international. Today, it is 41.4
percent.

The growth arena in America's creative enterprise-movies, t 41e-
vision, home video-is international; and in time, the kinds of
quotas and barriers and unending trade cliffs we see would begin
to bite and bleed and wound us and hurt bad.

Senator BRADLEY. So, from your perspective, fast track and a.con-
clusion of the Uruguay Round is one of the most important things
for the future of the motion picture industry?

Mr. VALENTI. Yes, I would say so. As I said, some kind of disci-
pline process, procedure, and rules-GATT is the only alternative
that I see. So, let's give it a try is what I say because, absent
GATT, we are going to slug it out in a brutal one-on-one, mono
301's and that sort of thing; and it is not a pleasant way to spend
one's life.

Senator BRADLEY. I thank all three of you.
THE CHAIRMAN. Gentlemen, that has been very helpful. I know

the members have other questions to ask. I would ask that they
submit them in writing to the witnesses and that you respond to
them. It has been very helpful; thank you.

Our next panel will consist of Prof. Robert Hudec, professor of
law, University of Minnesota, Minneapolis, MN; Hon. Ernest
Preeg, who is occupying the William Scholl Chair in International
Business at the Center for Strategic and International Studies,
Washington, DC; and Mr. Clyde Prestowitz, president of the Eco-
nomic Strategy Institute, Washington, DC.

Gentlemen, we are pleased to have you and those of you who
have appeared before this committee before.

Mr. Prestowitz, would you proceed, please?
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STATEMENT OF CLYI)E PRESTOWITZ, PRESIDENT, ECONOMIC
STRATEGY INSTITUTE, WASHtINGTON, DC

Mr. PRESTOWITZ. Thank you very much, Senator. I heard a state-
ment last night, which I think applies in this discussion of the Uru-
guay Round. Someone said the definition of insanity is to continue
doing the same old thing the same old way and expect new results.

I would like to make two points with regard to the Round and
the fast track.

The first is that we have been negotiating in the Uruguay Round
pretty much on the same basis, in the same way that we have ne-
gotiated the Tokyo Round and the Rounds before it.

And while in all those cases we anticipated and were promised
growth and greatly increased exports and opportunities and an end
of trade frictions, in fact we have seen a multiplication of trade
frictions, increasing size of the U.S. trade deficit, and in fact the
erosion of important U.S. industries.

As things now stand, as the Uruguay Round now stands, if the
deal were concluded tomorrow, we have been told that the major
obstacle is the European subsidies on agriculture. If the Europeans
tomorrow were to agree to remove those subsidies-and we are told
that if they did so, a deal could quickly be concluded-that deal in
all likelihood would result in an immediate increase of the U.S.
trade deficit of somewhere between $15 and $25 billion.

Now, I would like to suggest that that is not an acceptable result,
that at a time when we have--

.The CHAIRMAN. Did I understand you to say an increase?
Mr. PRESTOWITZ. An increase in the U.S. trade deficit, yes, of $15

to $25 billion.
At a time when have a $100 billion lingering trade deficit and a

recession, it seems to me that it is important for you, the Congress,
to use this last leverage that you have of approval or disapproval of
the fast track to insist that the Administration come to you with a
program that will assure you that the U.S. trade deficit will not
increase as a result of the Uruguay Round.

The second point I would like to make is that even if you get
such a deal-let's assume that we get an ideal result and there is
no increase in the U.S. trade deficit, and we get what we are
asking for in intellectual property protection and so forth-the
truth is that the Uruguay Round, even under those circumstances,
will not solve our trade problems.

The Round is not even addressing the question of industrial tar-
geting, of active industrial policies; and it does not address the
question of structural asymmetries. It does not touch what is the
fundamental problem that underlies most of our trade frictions;
and that is that the standards of national treatment and most-fa-
vored-nation treatment are inherently disadvantageous to the most
liberal society,.namely us.

And the reason for that is that, under national treatment, we
agreed to grant to foreign companies investing and operating in the
United States the same rights that we grant to an American citi-
zen.

So, for example, a foreign auto company that wants to sell in the
United States is able to take advantage of our antitrust laws to im-



mediately sell his cars through the existing dealer network that
has been established over the years by General Motors, Ford, and,
Chrysler. That is national treatment; We grant it to them.

In return, other countries, like Korea or other countries, tell us
they will grant us national treatment. But under their national
treatment, our auto producers are not able to sell through their ex-
isting dealer networks.

Now, when we complain about that, they say, no, it is not fair;
we are giving you national treatment. Our antitrust laws don't op-
erate the same way your antitrust laws operate; and they are cor-
rect. They don't.

You cannot'say that this is unfair; but you don't have to be a
rocket scientist to figure out that, if the producers in one country
can easily sell in their country and in our country, while our pro-
ducers cannot sell in their country, over a period of time, they will
have more volume, lower costs; and they will tend to gain in this
competition.

Therefore, it is imperative that, at the same time that you ask
the Administration to come to you with a more detailed explana-
tion of how they are going to conclude a round that does not result
in an increased U.S. trade deficit, there also has to be some provi-
sion.

You should demand from the Administration that they come to
you with a plan to proceed beyond the Uruguay Round to address
the question of how we are going to deal in the future with the
structural asymmetries, with the fundamental flaws of the GATT,
with the industrial policies of other countries, that inherently put
our industry at a disadvantage.

This gets us into the question of GATT PLUS, and I think that
the point here is that the nations that want to proceed with deep
integration of their economies must address the necessity of simi-
larity and harmonization of the. legal, structural, and social envi-
ronments.

Tlhank you.
The CHAIRMAN. Professor Hudec, if you would proceed, please?
[The prepared statement of Mr. Prestowitz appears in the appen-

dix.]

STATEMENT OF PROF. ROBERT E. HUDEC, MELVIN C. STEEN PRO-
FESSOR OF LAW, UNIVERSITY OF MINNESOTA, MINNEAPOLIS,
MN
Professor HUDEC. Thank you, Mr. Chairman. In my written state-

ment, I have addressed a number of the issues that have been dis-
cussed today witi regard to the problem of the free rider. I think,
in the time that I have before you now, I could make the most
useful contribution if I just focused on one of the points; and per-
haps others could come up in the course of conversation.

The CHAIRMAN. Let me say that I want more than that in your
written statement or later If you want to amplify it, I would ap-
preciate that because I would like your counsel on it, in addition to
what you are able to say in the short time here. .

Professor HUDEC. Thank you, Mr. Chairman. I would be glad to
do that.



What I would like to do now is to describe the origins of the free
rider problem as they occurred with regard to developing countries
in the 1960's and 1970's, how conditions have in fact changed since
then, and what these current conditions mean in terms of how we
ought to go about trying to solve the problem of free riders today.

One of the things I would like to do is to take issue with the pejo-
rative connotations that attach to this notion of free rider when we
talk about developing countries. In my view, this is not a case
where developing countries have been manipulating the most fa-
vored nation clause to their advantage for 30 years. This is not a
case where we are entitled to feel outrage at the current legal im-
balance in GATT. Think is not a case where we ought to be looking
to discrimination against developing countries as the first way of
curing the problem.

I can begin by agreeing that there is indeed a rather serious im-
balance in GATT legal discipline today between developed coun-
tries, on the one hand, and developing countries, on the other. How
did it get that way?

It did not happen from GATT's inception. During the first decade
of GATT, there was actually a great deal, of attention paid to the
legal obligations of developing countries. The situation we see in
front of us today is one that was created in the 1960's and the
1970's.

In my view, there were four major factors that caused that legal
imbalance to develop. Two were reasons why developing countries
felt compelled to resist trade liberalization. Two others were rea-
sons why developed countries, including the United States, support-
ed that process.

Now, the developing country reasons are familiar to you. One
was simple chaotic economic policy-overvalued exchange rates,
rapid inflation, and the rest, When internal policy is chaotic,- trade
liberalization is very difficult for governments; it multiplies the
chaos. I

The second reason was economic development policy. During that
period, the wisdom of the day, which was supported by many West-
ern economists, taught that economic growth could be achieved by
import substitution. Many governments believed this. Those that
did, viewed trade liberalization as a sacrifice of economic growth.

There were also two developed country contributions to this
policy, which we probably would like to forget today.

One came from the cold war struggle, to bring the newly inde-
pendent developing countries into the Western camp and into
GATT. The sales pitch used for that purpose was a pure and simple
offer of a free ride. We told developing countries: You are going to
get many benefits if you join the GATT; you don't have very many
obligations to undertake, and those obligations which you do under-
take have lots of easy escapes, if they ever gets in your way.

The second reason why developed countries supported this proc-
ess of free riding had to do with the developed country campaign,
which was mounted in the 1960's and into the 1970's, demanding
increased access because of their development needs. Developed
countries, including the United States, supported that objective.
But time after time they were unable to deliver on trade access in
the key sectors like agriculture, textiles, and other labor-intensive



products. And so, quite simply, developed countries tried to buy off
these demands by giving the one thing that could be given, namely
more legal freedom.

In sum, what I am saying is that the current imbalance that you
see in legal obligations in the GATr is not some kind of nefarious
cheating or devious manipulation of the MFN clause. It is the
result of an open policy process that lasted for 20 years, in which
the developed countries participated willingly and indeed, in some
cases, with encouragement.

Now, the importance of all this is what it means for today's situ-
ation, and what we do about it. Today, it is quite clear-that these
conditions have changed, very substantially."

On the developing countries' side, in one country after another-
as the chairman mentioned in his opening statement-you do see
changes in economic policies toward a more open, market-oriented
economic policy: JVexico, Chile, Brazil, Argentina, the Philippines,
and so forth. The inte-nal economic policy is becoming market-ori-
ented in these large countries. Trade liberalization is now becom-
ing viewed as a necessary part of that policy. A great deal of uni-
lateral liberalization that has taken place.

On the developed countries' side, today's hearing is one indica-
tion of the difference in developed country policy. There is no
longer a cold war. Developed countries are no longer feeling guilty
about asserting GATT values. Very significantly, the items that
have been put on the agenda of the Uruguay Round are the most
attractive package tor developing countries of any in the history of
GATT negotiations to date.

What this means, I am suggesting, is that conditions are now
right for a meaningful negotiation, containing lots of developing
country participation. .

Developing countries have already taken the first step. There is
a seat change in the participation of developing countries in this
Round as compared with the Kennedy Round or the Tokyo Round.
They are at the table; they have agreed to negotiate some very sen-
sitive subjects; and they have already made a number of conces-
sions on those subjects.

What we see at the present time is an impasse in the negotia-
tions with developing countries. The offers have stopped; there are
lots of points on which we disagree. But quite frankly, if I were a
developing country at this point, I think I would be holding back
my offers, too, until i saw what was coming in areas like agricul-
ture and in textiles.

In sum, what I think we really need to be talking about, in terms
of the participation of developing 'countries, is more talk about car-
rying through on our offers and less talk about discrimination
against people who don't participate.

Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Preeg?
[The prepared statement of Professor Hudec appears in the ap-

pendix.]



STATEMENT OF lION. ERNEST H. PREEG, WILLIAM M. SCHOLL
CHAIR IN INTERNATIONAL BUSINESS, CENTER FOR STRATEGIC
AND INTERNATIONAL STUDIES, WASHINGTON, DC
Mr. PREEG. Thank you, Mr. Chairman. It is a great pleasure for

me to appear before this committee. -
I was also asked to concentrate my initial comments, as well as

my written statement, on the free rider problem of developing
countries in the GATT. However, I will separate my remarks a bit
from the written presentation and proceed, using most of my time
from where Bob left off.

I agree with him on the origins; but the fact is that we do have a
free rider problem for developing countries in the GATT. It became
a much more important problem during the 1980's as many devel-
oping countries have become more competitive and more advanced.

The question is: What do we do about it? My answer is: We
should have a comprehensive response. It should not be either the
GATT system or some bilateral managed trade approach.

It should be three mutually supportive tracks, if you will, the-
multilateral GATT negotiation, regional free trade agreements
such as with Mexico, and a numberoof targeted bilateral objectives,
particularly where we don't have any multilateral commitments to
work from. And that should continue to be our policy looking
ahead.

In my -paper, I list five important specific objectives in the Uru-
guay Round to this effect. Lowering and binding tariffs in the
GATT can be very important for traditionally highly protected and
fast growing developing country markets.

There is also the big loophole, as it is referred to, with respect to
balance of payments reasons for selective restrictions in developing
countries, and so on..

My concern is that we don't let these opportunities slil by in the
Uruguay Round while we become too concentrated on agricultural
problems. with the EC and other such issues.

I also believe, moving beyond the Uruguay Round, that there is
another objective of having at least a couple- of developing coun-
tries graduate in the GATT to full industrialized country status.
Two countries stand out-South Korea and Singapore. By any rea-
sonable standard, they are industrialized countries.

I understand that South Korea now wants to be a member of the
OECD. Good. A good graduation present, when they graduate in
the GA'(T.

I also see a United States-Mexico Free Trade Agreement as
having a very positive impact on the GATT system of commitments

.because a major newly industrialized country under President Sali-
nas' leadership is saying: The way for development in Mexico is a
firm commitment to free trade; rather than the traditional special
and differential approach in GATT, saying: Any trade liberaliza-
tion should be very slow; it should be selective, and it could be re-
versed next year.

So, I see all of these initiatives, as well as some very important
bilateral objectives we have, such as for intellectual property, as
being mutually reinforcing; and that is what our strategy should be
about.
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Certainly, to carry this out, we do need a successful Uruguay
Round; that is at the center, the multilateral foundation, if you.
will. And therefore, we certainly need the extension of the fast
track.

If I have another minute, though, since Bob in effect took the
first half of my presentation and did it probably better than I
could, let me just comment very briefly on GATT PLUS because it
came up a couple times this morning.

I have, contrary to son-e~rlier presentations, some reservations
about it on two counts. One is definition, and second is timing.

On definition, it is not clear which countries we are talking
about or which areas of policy we would be building on; the obvious
question is the European Community because usually we are start-
ing GATT PLUS with the United States, the EC,'et cetera.

And agriculture, if that is going to be one of the objectives, how
can we do it beyond the Uruguay Round when this is the problem
in the Uruguay Round? If it is to phase out tariffs and quotas, cer-"
tainly the EC, for understandable reasons, is the least prepared to
phase out all of its tariffs. The Common External Tariff is its
cement-its visible, symbolic basis.

So, I have questions about both the membership and the substan-
tive objectives of GATT PLUS that need to be elaborated. With re-
spect to timing, I think it could distract us now from the Uruguay
Round at hand, which will be over in the next year or two; it could
also distract us from some regional free trade agreements.

I also believe the United States-Mexico agreement is of funda-
mental and far-reaching importance to the United States; and
therefore, until we can get better clarification on this and get
beyond the Uruguay Round, we shouldn't get too distracted, if you
will, in some configurations post-Uruguay Round.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Preeg appears in the appendix.]
The CHAIRMAN. It seems to me that what we are talking about

on the GATT PLUS, what I have heard in the way of suggestions,
is a positive thing, an additional reward if you participate. It is not
a matter of punishing other countries; but ifryou are ready to take
this additional step, then you will join up in this group.

Mr. Prestowitz, you have been talking about some of this. What
countries would you think would qualify in the beginning? You
have heard Mr. Preeg talk about the problems in the European
Community on agriculture. As a practical matter, would you have
Japan in it?

Mr. PRETOW-fTZ. Probably, at this moment, no country qualifies.
I think qualification is more by intent than by existing structure
because all the countries, ourselves included, have structures that
at the moment would not be perfect for a GATT PLUS regime.

Let me make two points. One is that the European Community,
as it has struggled over the past 30 years to become a truly inte-
grated market, hag found that to do that, one, there had to be a
super national commission-the European Commission-to guide
that and adjudicate it.

And secondly, they have found that they have had to develop es-
sentially similar legal regulatory and economic policy structures.
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In fact, they are now saying that, in order to have a truly integrat-
ed market, they have to have a common carrercy.

When the GATT was established, the idea was that it would be
accompanied by a world trade organization that-would be a kind of
super national body and that that world trade organization would
have the power to impose, if you will, a level playing field-a
common regime on the players.

And indeed, it was envisioned that the world trade organization
would be able to discipline surplus countries as well as deficit coun-
tries. Of course, it didn't come off in 1948; but it seems to me the
problem you face is that the multilateral trading system is eroding
and falling apart.

The Uruguay Round is dealing with fringe issues, not with the
core issues. So, if we proceed with the Uruguqay Round without con-
sidering a further step, it is almost inevitable that there is going to
be disappointment with the Uruguay Round and then a growing
lack of credibility of the -multilateral system, and I fear great
danger of a splintering and a movement towards a regional ap-
proach. 7

I think it is telling that in the telecommunications negotiations,
the U.S. negotiating team took the position that MFN is not good
enough. The Europeans offered MFN in -telecommunications; the
Americans said no because, under MFN, given the structure ofour
market, it will be open,

Giv.ri the fact that markets like the French market are State
monopolies, they will remain de facto closed, even if you extent
MFN. So, the United States said: We have got to have the same
regime.

Well, if that is true in telecommunications, it is true in many,
many other areas. And I think that the qualification for a GATT
PLUS is a commitment by countries that are interested in main-
taining a movement towards integrated markets to deal, over.a
period of time, with the very tricky issues of one country having a
State monopoly in telecommunications and the United States
having a relatively open telecommunications market-one country
having one set of antitrust rules and another country having an-
other set of antitrust rules.

It is not unfair. It is not a matter of zapping them with 301 and
saying that they are unfair; but the fact is they create inequities
that disadvantage one player or the other. And I think that what
we are looking for is countries that would say, yes, that is a real
problem; let's move in a direction of a world trade organization to
deal with those problems.

The candidates would be the EC countries; in fact, I think the EC
model is instructive. The EC is doing within the EC what, in the
long period of time, inevitably will have to be done among the
world's broader major trading nations.

So, the candidates would be the EC countries, the United States,
Canada, possibly Japan and others that wanted to join that club.

The CHAIRMAN. Mr. Preeg, We have had seven negotiations of the
GATT, and each time we have bargained something away insofar
as protectionism or tariffs or nontariff barriers. And now, we are
down to having 99 percent of ours bound; and our average tariff is
around 4 percent.
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Yo on get a lot oicredit for things past when you get into
these negt tii. We don't have a lot left that we can put on the
table. How do we ring about concessions that would give us credit
for what we have one in the past? How dowe do that?

Mr. PREEG. We 1, very briefly, it is assurances of continued
market access to he United States, as well as what are still serne
residual and som important restrictions we have.

Much of the br ader negotiation of the bast few years has been to
obtain, greater a cess and more even access for U.S. exports in
other markets, d eloping or developed, in return for some greater
security to our m rket, meaning less threat, if you will, of a bilat-
eral restriction our part, or a unilateral approach to negotiating
market acces ,

So, we sti have the U.S. market as the most attractive and most
important arket for many of our trading partners.

The CHAIRMAN. Senator Packwood?
Senator PACKWOOD. You remember, Mr. Chairman, when you

took us to Montreal a couple years ago, just prior to some further
GATT negotiations; and we broke up into little groups. I was in the
services section, and there was an American banker there com-
plaining to the Thai representative about inability to bank'in Thai-
land.

And he said: We want national treatment. And the Thai repre-
sentative said: We don't let our own nationals have national treat-
ment. [Laughter.]

And I suppose that illustrates the problem. Indeed, there is no
discrimination; they treat their own citizens as badly as they treat
everybody else. And I assume that banking is a monopoly of some
kind, and the favorites of the government get to do it; and there is
no favor of Japan over the United States or the United States over
Britain over Germany. Nobody gets in.

Is that the ultimate problem we face on the free rider? If we
open up our banking system totally, then the Thai banker can
come here and bank; but we can't go there, and they are not dis-
criminating against us. They just don't let anybody do it. And that
is the problem we have to resolve.

Mr. PRESTOWITZ. Yes, I believe that is right. Yes, sir.
Senator PACKWOOD. Gentlemen, do you agree?
Mr. PREEG. Well, the problem is there; it is in services certainly,

but it is also in goods. It is almost across the board.
Professor HUDEC. In every case where we have most favored

nation treatment, there is a precondition that there be a certain
set of basic rules that all the players and beneficiaries of that most-
favored-nation treatment must observe.

A lot of the sectors that we are talking about now are areas in
which we have no agreements at all. We ate talking about services
and the various subareas of services. I think it is a legitimate posi-
tron to say that, before we have any agreements that have things
like MFN clauses or national treatment, the members of that
agreement who are going to enjoy that benefit have to come up
with a certain minimum contmitment that we can work with.

Senator PACKWOOD. Thauk you, Mr. Chairman. I have no other
questions.

The CHAIRMAN. Thank you. Senator Baucus?



Senator BAUCUS. Mr. Prestowitz, I was intrigued with your posi-
tion, if I understood it, that if there is a successful Uruguay Round,
as it seems to be unfolding, that we would have a $10 to $15 billion
trade deficit.

As I understand it, that is partly because of discriminatory na-
tional treatment standards and other structural problems. Are you
fundamentally saying that, at least in your view, because the
GATT is "process-oriented" and other countries are less concerned
with the process, that their societies are less legalistic, and are
more sort of results-oriented, that we are a bit naive in thinking
that this Round is going to turn out to be as good as many people
think.

But rather, we have to find some other tools and mechanisms to
focus on some of these other mercantilistic, if you will, approaches
in other. countries? Is that what you are basically saying?

Mr. PRESTOWITZ. Well, the figure I used was $15 to $25 billion;
and actually, it comes out of the-I am sure you have heard Am-
bassador Hills talk about the benefits of the Round; she uses a
figure like $j.1 trillion in GNP gains.

But the econometric model that the Administration used to come
up with that figure for GNP gains actually indicates that the trade
effect would be an increase-an incremental increase-in the U.S.
trade deficit of $15 to $25 billion. And what I was suggesting was
--that, insofar as the-negotiation of the current Round is concerned,
theposition of the Administration is, in fact, very process-oriented.

It is unconcerned with what happens to our trade, deficit as a
direct result of the negotiation; and it is essentially asserting- that
somehow it will all work out for the good in the end and not to
worry about the immediate negative impact on the trade deficit.

I believe that we can negotiate in the remaining months of nego-
tiation so that we do not have to have that kind of a negative
impact; but that will only happen if you force the Administration
to do that.

If you give them the blank check, it is not going to happen.
Senator BAUCUS. Can you list the one, two, three, or four main

actions you think our negotiators should take so as not to achieve
the result that you think might otherwise occur?

Mr. PRESTOWITZ. Well, I think first of all in the area of textiles,
the position the United States in textiles is that we ought to do
away with MFA and totally liberalize textiles. The practical result
of such a position will be that China will take over the U.S. textile
market as indeed it is already doing.

I think, therefore, that any liberalization of the textile trade
ought to be founded upon a condition which is that countries which
are major apparel exporters, like China or Thailand, may not be
able to protect their own markets for fabrics, for example.

I mean, the irony is that those who are greatly increasing their
exports of apparel to us are protecting and promoting their own
fabric markets. So, there has to be a quid pro quo there.

I would argue that, in the services area, we need really to negoti-
ate for reciprocity. I think that MFN is not going to work because
of the structural differences in the marke. So, there has to be es-
sentially a reciprocal arrangement in any of the services deals that
we make.



On the trade law side, I fear that we will wind up with a regime
which gives lesser protection to U.S. intellectual property than we
have now.

The problem is that even if we achieve success in getting certain
countries to introduce better intellectual property laws, the exist-
ence of a law says nothing about the ability to get it enforced or go
to court. Many of the countries that we deal with have adequate
laws.

Japan has perfectly adequate patent law. The problem is trying
to get a court ruling on it. You can't get it done, and this is the
same problem that exists elsewhere.

So, I would argue that, in intellectual property, there should be
some kind of an international tribunal by which we could be as-
sured that we would be able to get adequate adjudication.

There are a number of areas where we have not been very ag-
gressive in asking for reduction of tariffs. Mr. Popoff mentioned
some in chemicals. We really haven't been very aggressive in push-
ing reduction of tariffs in some key spike areas. I think we should
do that.

Senator BAUCUS. But you are not saying we should abandon the
GATT as a consequence?

Mr. PRESTOWITZ. No, no. I am not saying we should abandon the
GATT. I feel that we need to recognize that the GATT is flawed,
but it is what we have. What Iam suggestingsAhat if we don't
deal with the flaws, we are not going to have it.

Senator BAUCUS. What about provisions like Super and Special
301? Do we keep them? In your view, I assume we should keep
those because they are useful leverage.

Mr. PRESTOWITZ. Reluctantly, I would say yes. They are a useful
leverage; however, the more you use them, the less useful they are.

Senator BAUCUS. All right. Thank you. Senator Danforth?
Senator DANFORTH. Mr. Prestowitz when we went through the

Tokyo Round legislation, what we did was to use that as an oppor-
tunity to change our procedures with respect to subsidy cases and
dumping cases. And that was the quid pro quo with the Carter Ad-
ministration at the time.

We could do that again, when the Administration comes to us
with their proposal. We could say: Look, here is what we would
like to do; and try to work out something with respect to GATT
PLUS. This could be done by legislation, couldn't it-GATT PLUS?

1dr. PRESTOWITZ. Yes. -N
Senator DANFORTH. In other words, we could unilaterally say:

GATT is fine, but here is our higher standard; and we could spell
out what that standard is in statute.

Mr. PRESTOWITZ. Yes, you could do thai.
Senator DANFORTH. Would you recommend that we do that?
Mr. PR.STOWITZ. Something along those lines, I would, yes. I

think what I would like to suggest is maybe a categorization of
trade. We treat trade in an undifferentiated manner, but there are
different kinds.

I mean, for example, when we do a deal like the FSX with
Japan, that is totally managed trade. It always will be; the rules of
the GATT are not going to apply to that. When we ship Douglas fir
from the West Coast to Ecuador and buy bananas, that is the clas-



sical kind of factor endowment based trade that Adam Smith and
David Riccardo were talking about and writing about.

And the rules of the GATT were really devised to handle that
kind of trade, and they do, more or less.

The difficulty really comes in the kind of trade that arises in ma-
chine tools, semiconductors, automobiles, aircraft, where the ques-
tion of who is the leader, who has the comparative advantage, is
not a matter of which country has the most sunshine or which
country has the most raw materials.

It is really a matter of policy; and there, you have the problem
that countries decide, for one reason or another, that they need to
make something. The Europeans have decided that it is very im-
portant for them to make airplanes. The Japanese want to make
semiconductors and computers and optical fibers and so forth.

And once you have a country that has a targeting program-an
active industrial policy-the conditions of GA'I-based free trade
do not exist, will not exist. And so, your choice is either to accuse
them of being unfair and have endless structural impediment nego-
tiations, threaten to retaliate, which they know you are never
going to do, and watch your industry erode; or it is to apply some
different set of rules.

I would argue that we need to identify the criteria. We know
that an industry like the aircraft industry, with the Europeans and
the Japanese and the Koreans pursuing active industrial policies,
we know those conditions; we know we are not going to have free
trade.

So, we ought to create a category of industry where we say:
Right, that is the aircraft industry category or it is the airline cate-
gory-whatever it is. And in that category, these are the rules that
we will apply to that trade.

Senator DANFORTH. Now, could we do that consistent with inter-
national law? Or are we going to be in noncompliance as soon as
we do that?

Mr. Hudec, you might have an opinion.
Mr. PRESTOWITZ. I mean, it is a tricky question, as I know you

know; but I believe that it is under Article 23 of the GATT. Under
the subsidies code of the GATT, I believe there is room to do that
and be in compliance with international law.

Senator DANFORTH. Do you agree, Mr. Hudec?
Professor HUDEC. Only partly. I think that if the idea of a GATT

PLUS is that you are going to be denying benefits to members who
do not participate in the organization, then you are bound by the
GATT most-favored-nation clause with regard to the subject matter
of the GATT. And you cannot do that.

Senator DANFORTH. He is not saying denying benefits.,
Professor HUDEC. No--
Senator DANFORTH. He is just saying extending special benefits.
Professor HUDEC. Well, that is the same thing as denying. What

the MFN clause jays is that if you give a special benefit to one
person, you have to give it to them all. And so, those who are not
participating in the agreement would not be getting most-favored-
nation treatment.

Now, let me add that what we are talking about when we say
"the subject matter of the GATT" is not intellectual property; it is



not services; it is not investment; it is trade in goods. So, the prob-
lem is confined in that area.

To the extent that people are talking about solutions in those
other areas that would involve things other than most favored
nation treatment, there is no legal impediment to do that now,
except I suppose I should add that there are some FCN treaties-
treaties of friendship, commerce, and navigation, which exist and
which have some MFN clauses in them that would have to be
looked at.

Senator DANFORTH. Could I ask one more question?
Senator BAUCUS. Yes.
Senator DANFORTH. Mr. Prestowitz, if we were to do this, what

kinds of additional benefits could we offer as a carrot for open mar-
kets and for fair trade? t t

Mr. PRESTOWITZ. Well, part of the additional benefit would be the
lack of harassment. I mean, at the moment, in many cases as you
know, there are continual dumping cases and 337 cases and threats
from Congress and so forth.

And one of the benefits to our trading partners, as well as to us,
would be that that would be obviated. -

The other thing is that, aside from benefits, I think we also have
to think in terms of denial of benefit. That is why I said Article 23
of the GAT because, in my view, the industrial policies of many of
our trading partners effectively annulthe concessions that they
have made in trade negotiations.

So, what I was trying to suggest was that where we might go is
in the direction of-where nations are committed to adopting a
sirtilar antitrust policy, a similar regulatory policy, and they have
the same rules on industrial trade, subsidies, and so forth.

To get there, you are going to have to have some transition
period in which a categorization of trade, as I suggested, I think
would be a mechanism to get there.

Senator DANFORTH. Thank you.
Senator BAUCUS. Thank you very much, all of you. This has been

very helpful, and we thank you for taking the time t@o e and
join us. The hearing is recessed.

[Whereupon, at 11:58 a.m., the hearing was adjourned.)



APPEND IX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR MAX BAUCUS

One of our key obectives in the Uruguay Round is securing protection for U.S.
int Jlectual property* verseas. The term intellectual property means copyrighted,
patented, and tradema ked material, such as book,, films, recordings, and pharma-
ceuticals. The U.S. is t e world's leading producer and exporter of intellectual prop-erty. " ...

Unfortunately, other nations do not adequately protect intellectual proper-
ty. In much of the developing world there is widespread piracy of U.S. films, record.
ings, and pharmaceuticals. The ITC has estimated that this piracy costs the U.S. $60
billion in lost exports each year.

SPECIAL 301

In the 1988 Trade Act, we included a provision-known as Special 301-to pro-
mote protection of U.S. intellectual property overseas. The provision had the dual
purpose of promoting the Uruguay Round intellectual property negotiations and, in
the interim, protecting intellectual property through bilateral agreements.

Special 301 required the Administration to identify those countries that tolerate
the most egregious piracy of intellectual property by April 30th of each year. USTR
is then directed to begin negotiations with those countries to stop the piracy. If
those negotiations fail, USTR is directed to retaliate against that country s exports
to the U.S.

In my view, the Administration has not et implemented the law. No countries
have been identified under Special 301 in either 1989 or 1990. Several countries
have been issued warnings, but no action has been taken. We can no longer get by
with warnings. It is time for the Administration to implement Special 301.

LETTER ON SPECIAL 301

Today I am transmitting a letter to the Administration that is signed by more
than one quarter of the U.S. Senate. This letter urges the Administration to imple-
ment Special 301. Specifically, the letter asks that cases be initiated against the four
countries that tolerate the most egregious piracy-Thailand, the Peoples' Republic
of China, India, and Indonesia. The letter also requests action against Mexico unless
it promptly implements its commitments to improve intellectual property prdtec-
tion. Finally, it asks that the EC's quotas on TVprograms receive attention under
Special 301.

CONCLUSION

This Committee worked very hard to complete the 1988 Trade Act. But we must
see to it that the Act is enforced. We must insist on full implementation of Special
301.

Piracy of U.S. intellectual property is costing U.S. exporters many billions of dol-
lars each year. We cannot continue to tolerate piracy.

We must send a strong signal to the countries that tolerate piracy that the U.S.
will insist upon protection of intellectual property. The way to send that signal is to
initiate Special 301 cases at the end of this month.

And if progress on intellectual property protection is not forthcoming in the Uru-
guay Round, further steps should be taken next year.
Attachment. -

(87)
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April 17, 1991

The Honorable Carla Hills
U.S. Trade Representative
600 - 17th Street, N.W.
Washington, D.C. 20506

Dear Ambassador Hills:

We are writing to urge you to implement aggressively the Special
301 provisions of the 1988 Trade hct.

We are concerned about the continued foreign piracy of, and
denial of market access to, U.S., intellectual properties such as
movies, books, recordings, computer software, and pharmaceuticals.
The continued illegal acquistion and use of the fruits of our creative
industries has a pernicious effect on these industries. The
International Trade Commission has estimated that foreign piracy of
intellectual properties costs the U.S. $60 billion in lost exports
each year, an amount that could have reduced 6u 1990 trade deficit by
over half. Sinltarly, trade barriers denying smarket-access to U.S.
intellectual properties are responsible for billions in lost revenues
which could also significantly reduce our trade deficit.

The means to address and counter these problems are embodied in
the Special 301 section of the 1988 Trade Act. By April 30th of each
year, Special 301 requires that you identify those countries that
tolerate the most egregious piracy of intellectual property or close
their markets to creative exports as "priority foreign countries.'
Section 301 cases are then to be initiated against those countries to
increase the protection of intellectual property within the priority
countries.

To date, the Administration has chosen a less strict
interpretation of Special 301. Instead of identifying priority
foreign countries" the Administration has placed a number of countries
on watch lists. While the watch lists have been useful in convincing
some nations to mend their ways, they have accomplished very little
with certain countries, specifically India, Indonesia, People's
Republic of China, and Thailand.

It is our good fortune that this country has reached a level of
development where our creative and intellectual resources can be fully
realized for domestic consumption as well as for consumers around the
world. To ensure that this capability is sustained, we urge you to
identify the following four nations, India, Indonesia, PRC, and
Thailand, as "priority foreign countries' by the statutory deadline.
By taking this action you will clearly indicate that the U.S. will
enforce its trade laws and deal withjnations that do not respect U.S.
intellectual property rights.

Further, you should seriously consider action against Mexico,
unless it carries out its commitments to pass new intellectual
property protection.

Finally, a strong case can also be made for taking action against
the European Comnity's quotas on i ports of U.8. crested television
programs. Indeed, United States Trade Representative action against
the IC's broadcast quota will send an important signal of U.S. resolve
to those who seek to exempt "cultural" or creative industries from
GArT, NAFTA or other trade agreements.
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As always, thank you for your attention to this matter, which is

a critical component in our continuous efforts to se.re 
a promising

future for U.S. intellectual property rights and expanding 
U.S. export

trade.
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PREPARED STATEMENT OF WILLIAM E. BROCK

THE IMPORTANCE OF INTERNATIONAL TRADE

Trade is not a zero-sum game. We can make the pie larger.
-Trade liberalization leads to economic expansion which leads to greater inter-

national prosperity.
-Without continued trade liberalization, protectionist forces will take over (Bi-

cycle theory).
International trade has been growing since the creation of the GATT in 1945.

-World trade in tnerchandise grew at a 5% rate in 1996 compared to 7% in
1989. Services, however, climbed 12% to a new high of $770 billion. In dollar
terms, world trade reached $4.2 trillion.

The United States is increasingly dependent on exports.
-U.S. exports of goods increased in 1990 by 8.5c. If services er ts are added,

the United States is the world's largest exporting country.

THE GROWTH OF U.S. EXPORTS

[Chart at end of statement]

THE GROWTH OF U.S. EXPORTS SINCE 1980

[Chart at end of statement]

[hr oTHE IMPORTANCE OF EXPORTS TO GNP GROWTH
[Chart of statement]

THE URUGUAY ROUND OF GATT NEGOTIATIONS

The Round commenced with the Punte del Este Declaration in 1986.
Ambitious but achievable goals were established.

-- Reduction and elimination of tariff and non-tariff barriers.
-Inclusion of new areas such as services, intellectual property and investme it.
-Agricultural reforms.
-Institutional reforms such as a more effective dispute settlement mechanism

to improve the GATT system.
Montreal Mid-Term Review in 1988.

-Significant progress was made in many areas.
Brussels Meeting in December 1990.

-Failure of the EC to concede the need for agricultural reform led to suspen-
sion of negotiations.

-Cairns Group and other developing nations unwilling to proceed without agri-
cultural reform.

Nonetheless, a successful conclusion of the Round is within grasp.
-Other countries are coming to appreciate the need for a comprehensive pack-

age.
-Four years of difficult and complex negotiations should not be abandoned.

GATT REFORM

-- successful Uruguay Round could lead to further improvements in the
GATT system.

Currently, the GATT system is divided. There is an "Inner" and "Outer" GATT.
-OECD countries have already assumed the full benefits obligations of the

GATT (Inner GATT).
-LDCs with different levels of development can derogate from the GATTr-

through the Balance of Payments provision and licensing provisions. (Outer
GATT).

GATT PLUS
-GATT Plus would encourage nations, particularly the Newly Industrializing

Economies (NIEs) to make a greater commitment to the international trading
system.

-- Would eliminate the problem of "free riders," nations which benefit from the
MFN clause of the GATT without assuming any of the obligations of the
system.

-Would bring in about 500 million people from the more advanced developing
nations.



-GATT Plus, which included some preferential trade arrangement, would pro-
vide additional incentive for other countries to join and would encourage
trade liberalization.

-A specific mechanism would be established to graduate countries to GATT
Plus.

-The United States cannot be the only industrialized country to make conces-
sion in order to benefit the international trading system.

THE CURRENT GAIT SYSTEM

[Chart at end of statement]

THE EXPANDED GATT SYSTEM

[Chart at end of statement]

U.S.-MEXICO-CANADA FREf 1R,%VE A .''1' ENT

Mexico has been undertaking significant political and economic reforms under
President Salinas' leadership.

-A trade agreement with Mexico would Essure the continued success of the
Mexican reform process.

The United States and Canada signed an FTA in 1989.
-We should build on this agreement to create a North American Free Trade

Agreement (NAFTA).
A NAFTA would create a market of over 360 million inhabitants with a combined

GNP of over $6 trillion.
-By comparison, the European Community consists of 324 millions inhabitants

and a combined GNP of $4.2 trillion.
Bilateral and trilateral arrangements supplement the multilateral trading

system.
-Such regional FTAs are not protectionist trading blocs, but more economical-

ly integrated units which promote efficiency and lead to further growth of the
trading system.

U.S. EXPORTS TO MEXICO

(Chart at end of statement]

THE IMPORTANCE OF EXTENDING THE FAST TRACK NEGOTIATING AUTHORITY

-Other countries will refuse to negotiate with the United States if Congress
can amend agreements beyond recognition.

-Assures Congressional involvement by providing for consultation and notifica-
tion between Congress and the Administration.

-Enables the United States to speak internationally with one voice.
-The process has worked effectively in implementing the Tokyo Round, and

the FTAs with both Israel and Canada.
-The fast track process is a joint partnership between the Executive and Legis-

lative branches of government that dates back to 1974.
Failure to extend "fast track" procedure will have a negative effect beyond trade

issues.
-Political as well as economic leadership in the world will bejeopardized if the

United States cannot negotiate constructively with allies.
-Latin American countries supportive of the Enterprise for the Americas Initi-

ative (EAI) will view failure of fast track extension as a rejection of desire to
improve U.S.-Latin American relationship.

Widespread support exists for extension.
-Over 700 newspapers from around the country have written of their support.
-Supportive editorials come from every state in the union.
-CONGRESS SHOULD CONTINUE TO WORK WITH THE ADMINISTRA-

TION-IN GOOD FAITH AND RENEW FAST TRACK NEGbTIATING AU-
THORITY!

Attachments.
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The Importance of Exports to GNP Growth

In 1990, exports
accounted for all
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growth
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PREPARED STATEMENT OF LLOYD E. CLINE

My name is Lloyd Cline. I am a cotton producer from Lamesa, Texas and a past
president of the National Cotton Council. I currently serve as chairman of a special
committee of the Council which deals with trade matters. The National Cotton
Council is the central organization of the United States cotton industry. Our mem-
bers include producers, ginners, oilseed crushers, merchants, cooperatives, warehou-
semen and textile manufacturers. While a majority of our industry is concentrated
in 17 cotton producing states, stretching from the Carolinas to California, the down-
stream manufacturers of cotton apparel and home furnishings are located in virtu-
ally-every state.

The industry and its suppliers, together with the cotton product manufacturers,
account for approximately one job of every thirteen in the United States. Annual
cotton production is valued at more than $5 billion at the farm gate. In addition to
the fiber, cottonseed products are used for livestock feed and cottonseed oil is used
for food products ranging from margarine to salad dressing.

While cotton's farm gate value is significant, a more meaningful measure of cot-
ton's value to the U.S. eco,,omy is its retail value. Taken collectively, the business
revenue generated by cotton and its products in the U.S. economy is estimated to be
in excess of $50 billion annually. This number takes on greater significance when it
is realized that cotton stands above all other crops in its creation of jobs and its
contribution to the U.S. economy.

Our industry has been deeply concerned about the potential adverse impact of the
Uruguay Round of GATT negotiations on our industry. We have registered our con-
cerns through the Agriculture Trade Advisory Committee (ATAC) for Cotton, in tes-
timony to the International Trade Commission, and later before the Subcommittee
on Department Operations, Research and Foreign Agriculture of the House Commit-
tee on Agriculture, and in a detailed letter to the United States Trade Representa-
tive and in testimony. The response from Ambassador Hills was not reassuring.

GATT WILL AFFECT U.S. COTTON UNIQUELY

Our industry is unique in that any multi-lateral trade agreement will adversely
impact us in two ways: first, the loss of Section 22 quotas governing imports of raw
cotton could result in uncontrolled surges of imports which would de-stabilize do-
mestic markets, disrupt and increase the cost of operating the cotton program and
reduce farm income. Second, the further liberalization of textile and apparel im-
ports is projected by the American Textile Manufacturers Institute to result in im-
ports accounting for over 85 percent of domestic textile and apparel consumption by
the year 2000 and over 90 percent by 2001.

USTR points to a relatively low growth rate in textile imports over the last four
years and asserts that U.S. market growth in the years ahead will be sufficient to
offset import growth. The U.S. cotton, textile and apparel industries can take no
comfort from this unsupported conjecture about market growth because:

e There is no reason to expect import growth to remain at the relatively moderate
average levels of the past four 'ears. Textile import growth has always been charac-
terized by uneven growth. Several years of double-digit percentage growth has been
followed by a year or two of reduced growth rates (see Exhibit 1, appended). But the
trend has been decidedly upward and there is certainly no reason to expect that
more liberal trade provisions would reduce the growth rate. If anything, one should
expect a faster rise as trade rules are liberalized.

Ambassador Hills contends that rigorous action to enforce our rights under bilat-
eral agreements has been responsible for moderating textile import growth to an
annual rate of 2.1 percent since 1986. As Exhibit I shows, import growth has been
moderated for short periods in the past. Examples are 1973-75, 1979-80 and the
more recent period, 1988-90. It is interesting to note that each of these periods of
moderation in textile import growth coincides with a weak U.S. dollar. The shaded
bands in Exhibit II (appended) illustrate quite well the correlation between a weak
dollar and moderation in textile imports. A strong dollar tends to produce the oppo-
site result, as seen in Exhibit III (appended).

It seems far more likely that a weak dollar, more than stepped up enforcement of
U.S. rights under the MFA, is responsible for the recent, temporary moderation in
textile import growth. And any objective assessment would lead to one to expect a
resumption of high levels of textile import growth-even with continuation of the
current MFA, and especially under more liberal trading rules.

0 There is no reason to expect U.S. market growth sufficient to offset the growth in
textile imports. The long-term trend in net domestic fiber consumption (1972-90) in
the U.S. approximates 1.8 percent (Exhibit IV, appended). The rate of consumption



has risen well above the trend in recent years, but it has done so in the past as well.
Examples are 1972-73 and 1976-79. It would have been a mistake to project future
growth using the 1973 consumption spike as the basis. And it would be equally fool-
hardy to use this recent spike in consumption as the basis for projecting future
growth.

In the absence of express reasons to assume otherwise, the expectation should be
for the rate of consumption to return to a level near the trend line.

As Exhibit V (appended) shows, a simple projection of domestic textile mill fiber
consumption and textile imports to the year 2001 suggests a growing penetration of
the U.S. market by imports. It was a combination of MFA-allowable import growth
rates in excess of domestic market growth and circumvention of those liberal MFA
quotas that permitted textile imports by 1990 to capture over 60 percent of the do-
mestic apparel market.

USTR has not convinced the cotton industry that the domestic textile market will
grow fast enough to offset increased imports under new GATT rules. Mr. Chairman,
we remember all too well the whopping 328 percent growth in cotton textile imports
over the last fifteen years-growth that came while the textile industry was being
unfairly called one of America's most protected industries. We're not willing to
accept USTR's insupportable speculation that U.S. market growth will be sufficient
to offset textile import growth.

Since over 50 percent of U.S. cotton production is sold to domestic textile mills,
continued growth in imports will further displace U.S. cotton. Over 80 percent of
the cotton in textile imports is estimated by USDA to be from foreign sources, the
equivalent of 4 million bales. This displacement of U.S. cotton is already equal to 50
percent of U.S. domestic cotton mill use.

So any increase in imports of cotton products represents lost sales opportunities
for U.S. producers which cannot be easily replaced through increased exports. That
is because the largest exporters of cotton textiles to the U.S. are also among the
largest cotton producing and "otton exporting countries. As such countries-many of
them LDCs-expand their export markets for cotton textile products they will si-
multaneously expand their raw cotton ,; -duction to accommodate their growing
textile and apparel industries.

NON-SIGNATORY COUNTRIES AND LDCS

The U.S. industry is deeply concerned that two countries with non-market based,
centrally planned economies-the Soviet Union and the Peoples Republic of China-
will account for nearly 45 percent of foreign-cotton production during the current
crop year. Neither of these countries is presently a signatory to the GATT. While
U.S. government representatives indirectly assure us that both will be anxious to
join the GATT, no specific rules or timetables have been developed which would
govern their entry. Not only do these countries represent a potential threat to our
raw cotton industry, the People's Republic of China is the largest Exporter of cotton
textile and apparel products to the United States.

Another concern is the continuing insistence that less developed countries receive
special treatment in any GATT agreement. Exhibit VI (appended) shows how for-
eign cotton production is divided among 1 1 China and Russia, both non-GATT signa-
tory countries, (2) less-developed GATT signatory countries, and (3) other foreign sig-
natory countries. The data make it quite clear that U.S. cotton's principal foreign
competitors are either non-GATT signatory countries or LDCs, for which GATT ap-
parently will provide special concessions. As indicated by the narrow solid band at
the top of the chart, only a small fraction of cotton production outside the United
States would be affected by GATT. The U.S. cotton industry can hardly be expected
to embrace a GATT agreement when the U.S. is the only major cotton producing
country in the world bound by its terms.

AGGREGATE MEASURES OF SUPPORT: UNVERIFIABLE, UNENFORCEABLE

The United States' initial position in the negotiations would have required the
elimination of all market-distorting domestic and export subsidies and would have
expanded market access through the conversion of quotas to tariffs (known as tarif-
fication). Later the U.S. modified its position to support a 75 percent reduction in
domestic subsidies and a 90 percent reduction in export subsidies and import tariffs.
In December 1990, in Brussels, U.S. negotiators once again modified their position,
expressing strong interest in a proposal requiring reductions of 30 percent in export
subsidies and internal supports and minimum guaranteed market access.

The proposal, known as the Hellstrom 30-30-30 paper, was ultimately rejected by
Japan and the EC. In every instance, the reduction of internal subsidies -Would be
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based on a measurement known as Aggregate Measure of Support (AMS). In theory,
every country was to calculate an AMS for every commodity and submit it to the
GATT. Unfortunately, not all countries have submitted data, and even more unfor-
tunately, the U.S. has no reliable way to verify how the AMS' were, or will be, cal-
culated. Further, no method has been developed to calculate AMS' for non-market
economies such as the Soviet Union and China, or even for countries with mixed
economic systems such as Pakistan, Egypt and Turkey-all significant cotton pro-
ducers. So, if the negotiations ultimately produce an agreement, they will do so
based on the promise of subsidy reductions which the U.S. cannot verify.

The only conceivably appropriate use of an AMS commodity-specific approach to
measuring trade distortion or subsidies is in market economies. Measuring internal
support and external barriers is sufficiently difficult in market economies where
each country has usually developed its own unique institutions and arrangements.
Finding consistent treatments of these varying country situations requires substan-
tial resources.

A distinguishing characteristic of market economies is the amount and quality of
information normally available because business enterprises need the information
for decision-making. This contrasts notably with non-market economies where infor-
mation is far less important, and, as a consequence, far less available and accurate.
Thus, valuing subsidies such as fertilizer and other agricultural inputs in non-
market economies is virtually impossible on a commodity-specific basis.

The World Agricultural Outlook Board and Foreign Agricultural Service of USDA
have a demanding task in estimating specific crop production by country. An AMS
approach to establishing commodity-specific internal support by each country re-
quires tremendous amounts of information on cultural practices, input distribution
systems, allocation mechanisms, marketing channels and exchange rates for non-
market economies. This kind of information is simply not available for non-market
economies and most LDCs. In countries that practice input subsidization, calculation
of an AMS requires knowledge of specific input use by commodity. In most cases
total input use and the amount of subsidy for all commodities in a country is, at
best, a gross approximation and for individual commodities, an impossibility. A
market econoaiy distills the vast information pertinent to a market into single sta-
tistic, price.-a process that is lacking in non-market economies.

In the absence of solid information for most of U.S. cotton's foreign competitors,
one conjectural AMS is as valid as another. This calls into question the entire
premise of the current GATT agricultural talk-. Without reliable information on
the relative values of the policy actions of competitors, U.S. cotton is going to be
placed at a severe disadvantage.

Pakistan provides a good example of how difficult it will be for the U.S. to assure
compliance by signatory countries. The stated objective of Pakistan's agricultural
intervention is to generate foreign exchange and protect the income and employ-
ment of exporting industries such as textiles. (See Government Intervention in Paki-
stan's Cotton Sector, by Gary Ender, Agriculture and Trade Analysis Division, Eco-
nomic Research Service, USDA, Staff Report No. AGES 9041.) Under this directive
cotton output has doubled over the last ten years, as seen in Exhibit VII (appended).
Pakistan has used cotton to earn foreign currency and supply a growing textile in-
dustry.

To maintain both the flow of foreign exchange arid the market share of its ex-
ports, Pakistan formed the Cotton Export Commission (CEC). The CEC purchases
cotton from ginners and other agents, sets aside enough cotton to service domestic
mill demand and exports the remainder. On balance, the CEC has incurred an oper-
ating loss from trading, indicating that Pakistani cotton is sold on the world market
at a lcs;,.

The price the Pakistani farmer receives is not a market price but a price deter-
mined by another government body, the Agricultural Prices Commission. This price
is low compared to the world price for cotton. The cotton price can be kept low and
producers can still realize a profit because the government supports many of the
input prices. For example, the government covers much of the cost of fertilizer. It
also subsidizes irrigation costs (virtually all of Pakistan's cotton is irrigated) by
building, operating and maintaining the irrigation network, as well as paying all of
the cost for establishing weils. In addition, the Agricultural Development Bank of
Pakistan supplies production loan at below market interest rates and agriculture is
exempt from paying income taxes.

These are a few of the policies that have been documented but are very difficult
to quantify in monetary terns because of uncertainties about the currency ex-
change rate which is set by the government. The inability to fully document or
quantify the amount of government intervertion in Pakistan's agriculture lies in
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stark contrast to the U.S. where trade distorting policies have been quantified in
our published aggregate measure of support (AMS).

Documentation of trade-distorting polices in foreign countries is therefore the
second problem. We believe the current GATT proposal would force U.S. cotton pro-
ducers to reduce their support unilaterally because trade-distorting measures by our
competitors cannot be adequate4y determined.

So farm, proposals under consideration include no protection from, or redress for,
damage to U.S. cotton producers, or to the textiles and apparel industries, caused by
illegal, subsidized shipments to third countries. When an LDC such as Pakistan, or
a non-GATT signatory such as China, sells raw cotton or manufactured textiles and
apparel under subsidy to a third country, the U.S. cotton industry will be adversely
affected but will be helpless to curb or prohibit such practices. Even if the U.S.
closed its markets to a offending country, it could not force other countries to do so.
The U.S. has never effectively dealt with countries that accepted illegal, subsidized
trade from an offending country.

The reality is that GATT parties have not demonstrated the political will to iso-
late or even significantly restrict such trade. Under a GATT shaped by the current
negotiations, China and LDC's will have a free hand while the U.S. government will
insist on strict adherence for U.S. firms. The result will be the loss of international
trade for many U.S. industries with no compensation to these industries or mean-
ingful protection for the employees.

REVERSE SUBSIDIES

In addition to our grave concern about the concept of partially reducing subsi-
dies-which are not uniformly calculated and cannot be verified-the U.S. cotton
industry is also deeply concerned about so-called "reverse" subsidies which are not
being addressed in the negotiations. U.S. producers are faced with limitations on
benefits, environmental and conservation rules and labor laws which do not exist in
many other countries. Yet, U.S. negotiators continue to contend that a partial re-
duction of subsidies would represent a victory for U.S. commodity producers, even
though countries with high subsidies will have a significant advantage if no adjust-
ments are made for "reverse subsidies."

IMPACT ON SUPPLY/PRICE STABILIZATION PROGRAMS

In addition to what will clearly be inequitable and unilateral alterations in do-
mestic supply and price stabilization programs for cotton, U.S. cotton producers
would loose Section 22 import quotas with no concessions by other countries. It
bears repeating that U.S. cotton's major competitors are either non-signatory coun-
tries or they may be exempt from GATT provisions by virtue of LDC status.

In spite of the National Cotton Council s cautions, the ITC and USDA have used a
combination of base year selection and certain assumptions about domestic cotton
policy to conclude that the tariff equivalent of Section 22 quotas necessary to main-
tain cotton imports at current levels would be zero. The ITC and USDA have not
proposed a method to compensate U.S. producers and processors if a foreign-ex-
changed starved, inflation-riddled, less-developed-country dumped cotton in the U.S.
at below market prices. Unfortunately, all known trade remedies provide inad-
equate relief, if any at all, and only after the damage is done.

EXPRESSION OF INDUSTRY CONCERNS HAS DRAWN INADEQUATE RESPONSE

The cotton industry would prefer not to be placed in the position of opposing the
proposals of our government. However, our serious questions about the potential ad-
verse impact of the agreement have drawn very general "trust-me responses. Spe-
cific questions about safeguards, verification, participation by China and the Soviet
Union, and the treatment of LDC's are met with the response that the agreement is
only a framework and specific issues have not been addressed.

Recent U.S. government analysis contends that the so-called Hellstrom 30-30-3
Proposal would not require adjustments in the U.S. cotton program in the near
future. However, a closer look reveals that USDA's underlying assumptions include

very high set-asides, unrealistically high market prices, and a base year which may
not be acceptable to other countries.

So, if an agreement is struck, wo'lld cotton producers be required to divert large
acreage even t )ugh 'he 199 farm bill links set-aside to a stocks-to-use ratio and
competitors could plant fence-row to fence-row? Will cotton producers have to
endure larger triple base cuts to ensure compliance with an agreement which
doesn't affect any other cotton producing countries? And, what about the Soviets
and China-how will the U.S. operate its programs if they are outside the GATT?
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Who can guarantee that the elimination of import quotas to be replaced with zero
tariffs will not result in significant dumping, depressed prices and increased budget
outlays? And is it prudent for the U.S. government to accept provisions that may-
jeopardize the agricultural crop that leads all others in its creation of jobs and its
dollar contribution to the United States economy? Cotton producers understand that
some agricultural products might gain if the GATT succeeds but cotton, peanuts,
dairy, wool f~nd the textile and apparel indust :es are simply too important to sacri-
fice for questionable gains in other areas.

We deeply regret that the USTR and USDA have not been willing to address our
concerns. For four years, we have quietly attempted to signal our concerns through
the appropriate channels so as not to undermine our negotiators. And yet our con-
cerns go unanswered. We marvel at the success of other industries, such as civil
aviation ,and shipping, who have apparently succeeded in convincing the USTR to
leave them out of the services agreement.

We sincerely appreciate this opportunity to voice our views and concerns.
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PREPARED STATEMENT 0. DONALD V. FITES

Mr. Chairman, Members of the Committee: I'm Don Fites, Chairman of Caterpil-
lar Inc. Today, I'm testifying before you as Chairman of the National Foreign Trade
Council (NFTC). The NFTC is the oldest and largest association formed to address
international trade and investment issues. Its 500 corporate members account for
more than 70 percent of U.S. exports.

Before relating NFTC's recommendations on GATT issues, let me recount a
recent incident. The story points up a misconception that for some time has plagued
discussions of the GATT. Earlier this year, a reporter for one of America's largest
and most prestigious newspapers called us saying that he wanted to write an article
about the market access portion of the GATT negotiations. Specifically, he wanted
to write about the U.S. initiative called the "zero-for-zero tariff proposal." We were
delighted. The zero-for-zero initiative is one of our top corporate priorities.

As it turned out, the reporter wasn't allowed to write his article Lccause an editor
didn't feel the story would be newsworthy. "After all," the reporter was told, "ev-
eryone knows that this GATT Round is about agriculture, services, and intellectual
property protection."

It's unfortunate, but the editor was just echoing what many think . . . that the
GATT begins and ends with agriculture, services, and intellectual property protec-
tion. And because of that perception, enthusiasm for a new GATT agreement has
appeared lukewarm within America's manufacturing sector. That appearance is de-
ceiving.

So if you'll permit me, this morning I want to leave discussion of those "other"
issues to my colleagues. I want to talk about just one subject market access! As
chairman of one of America's largest net exporters, I know that improved "market
access" is not only key to the Uruguay Round . . . it's the critical ingredient for
bolstering America's export performance during the 1990s and beyond.

To further open foreign markets, GATT negotiations must succeed in a number of
areas. Of course, the most obvious market access issue involves tariffs. But, lower
tariffs won't benefit many American manufacturers unless there are new GATT
rules to ensure that exports aren't restricted. Some of the areas that deserve atten-
tion include:

Government Procurement Practices." Access to a large overseas market-for-
eign government procurements-is today limited for U.S. heavy electrical, tele-
communications, energy, and transportation firms by th2 exclusion of these sec-
tors from coverage under the Government Procurement Code. What is particu-
larly troubling about this phenomenon is that the U.S. market is wide open to
foreign producers of these same products. The Government Procurement Code
negotiation must be a priority if equity in market access is to be provided to
U.S. exporters in these key sectors.

Unreasonable Technical Standards: Greater discipline and broader applica-
tion of the "standards" code would prevent technical standards and certification
processes from being used to limit legitimate competition. Progress in this area
would help ensure that governments do not use the standards-setting process as
a new barrier to trade.

Balance o/ Pay ment Rules. Measures taken by developing countries for bal-
ance of payments reasons (Article 1III should be more disciplined. Restrictions
on trade should be broad rather than product specific, should follow established
guidelines, and should, be limited to a specified period of time.

Cunmb rsome Rules of Origin: Negotiations to reduce non-tariff barriers should
work toward eventual global harmonization of origin rules so that exporters can
enjoy a more open and predictable trade environment ar.d importers would be
prevented from circumventing fair trade laws. A consensus should be achieved
on the definition of "origin," on greater transparency, and on improvements in
procedural due process.

Today, even antidumping rules are being used as barriers to U.S. exports. At least
27 nations have enacted antidumping laws . . including Mexico, Korea, Brazil,
and Argentina. Without improved GATT disciplines, antidumping actions could
become the international "protectionist weapon of choice."

When I speak of antidumping reform, I want to be very precise. The issue is po-
tentially a contentious one. NFTC's objective is that a new antidumping code pro-
vide greater transparency of procedures, better discipline over circumvention, penal-
ties to discourage repeat dumping, and other changes to ensure antidumping calcu-
lations are fairer.
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As we see it, American manufacturers . . . their customers . . . and employees
are poised to the big winners if negotiators successfully craft a new GATT agree-
ment that addresses these issues.

In a broader context, there are those who believe the risks associated with a new
GATT are so great as to outweigh potential gains. We don't agree. In our view, the
present international trade landscape largely represents trade rules of a past
era . . . an era in which the United States was the world'r only economic power-
house and had the trade surplus to prove it. Although that era has long since
ended . . . America's exporting manufacturers are still operating within the
bounds of that old system.

Today-with a few notable exceptions-American markets for manufactured
goods are open. Consequently, future U.S. market access concessions will likely be
modest.

In contrast-while many of our trading partners have made impressive gains in
prodictivity-their markets have only opened slightly.

Let me put it another way, when it comes to market access and the
GATT . . . the US. has already paid its dues . . . it's now time to collect!

That's one reason why the National Foreign Trade Council has joined with the
Zero Tariff Coalition to support the U.S. "zero-for-zero tariff proposal."

This initiative is about as straightforward as any GATT issue gets. Simply put,
the United States has offered to eliminate import tariffs on the products of nine in-
dustrial sectors . . . so long as other countries agree to do the same. The sectors
include: construction equipment, steel, non-ferrous materials, paper, wood products,
electronics, pharmaceuticals, beer, and fish. Together, these proposed "Free Trade
Sectors" account for about 30 percent of U.S. manufactured trade.

Any way you look at the zero-for-zero tariff proposal-it's not only fair, it's a good
deal for America. For example, tariffs applied to Caterpillar-type products are about
2 to 2.5 percent in the United States . . . 4 to 11 percent in Europe . . . and over
15 percent in most developing countries. If the zero-for-zero initiative is successful,
those tariffs would evaporate.

And what's true for the construction equipment industry is especially true for
other zero tariff industries like semiconductors, paper, wood products, metals, and
beer.

Before closing, I'd like to pass on a personal observation. There are a lot of esti-
mates floating around Washington as to how much economic growth a new GATT
agreement will generate . . . millions . . . billions . . . or even as much as a tril-
lion dollars of growth during the next decade. I don't know what the correct number
is . . . but 1 do know that whenever markets are opened, American manufacturers
historically have benefited more than their greatest expectations.

The Mexican market is a current case in point. Since coming to office, President
Salinas has stood up to "protectionists" in his country by ending many import re-
strictions. He opened the motor grader market in 1988 . . . reduced tariffs in
1989 . . . opened the diesel engine market in 1990. Anticipating these actions, we
"guessed" that Cat exports to Mexico would increase by about $20 million. We were
way off the mark. Last year Cat exports to Mexico nearly doubled . . . to $131 mil-
lion.

To put $131 million in human terms, Cat exports tc Mexico now generate work
for 900 U.S. Caterpillar employees and 1,800 employees at the company's American
suppliers.

Mr. Chairman, it's understandable that up to now, it's been new GATT areas com-
manding most-of the world's attention. New areas often do. But for many NFTC
members, the real GATT "pay off' will come by way of improved market access.

For these reasons, the NFTC urges the Senate not to interfere with the automatic
two-year "fast track" extension of negotiating authority that was provided for ii the
Omnibus Trade Bill. Enacting fast track authority was the right decision in 1988.
Preserving it is the right decision today.

That concludes my remarks. At this time, I'd be pleased to answer any questions.
Thank you

Attachment.
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CATERPILLAR INC.,
Peoria, IL, April 22, 1991.

Hon. LLOYD M. BENTSEN,
US. Senate,
Washington, DC.

Dear Senator Bentsen: Thank you for the "Texas hospitality" when I testified
before your committee. During the proceedings, I was impressed by your commit-
ment to increasing American exports.

In the course of Q&A, I rel,,nded to a question from Senator Daschle regarding
the percent of Caterpillar costs represented by total labor and direct labor. I've
since confirmed the exact percentages. They are: total labor 27.5 percent; direct
labor 6.1 percent.

I hope the next time you're in Illinois, you'll stop by and see us.
Sincerely,

DONALD V. FITES.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Thank you Mr. Chairman. I would like to commend you for holding the series of
hearings we have had thus far on whether or not we should grant the President
"fast-track" authority for the Uruguay Round and the U.S./Mexico Free Trade
Agreement.

One of the responsibilities that we have in the Congress is to ensure our citizens
the ability to be able to export their products into foreign markets should they
desire. another is to make sure those markets are open to American producers when
and if those decisions are made. In my opinion, fast-track is absolutely critical to
negotiating that access for American exporters to be successful.

There is no question that many challenges and obstacles to successful agreements
lie ahead in each of the areas mentioned. Nevertheless, not giving the President the
authority to pursue the avenues of opportunity we have available, in my opinion,
can only result in our forfeiting any hope of resolving the current differences with
have with our foreign trading partners.

The world trading system is now vastly more complex than it was when the
GATT was written in 1847. The negotiating agenda runs the gamut of U.S. inter-
ests, both in opening world markets and in establishing rules of fair play in areas
vital to U.S. competitiveness. An open multilateral trading system is the best guar-
antee that U.S. export opportunities continue to expand into the next century. The
Uruguay Round is the most important initiative to expand these opportunities.

In conclusion Mr. Chairman, I believe an extension of fast-track procedures is also
necessary in order to negotiate a comprehensive north American free trade area be-
tween the united states, Mexico and Canada. If those negotiations are pursued in
accordance with clearly articulated objectives, they could result in important Jm-
mercial benefits for the United States. Thank you.

PREPARED STATEMENT OF SENATOR ERNEST F. HOLLINGS

Mr. Chairman, thank you for the opportunity to testify here today. I introduced S.
Res. 78 on March 13, 1991. It is a resolution qf disapproval of the extension of fast-
track authority, as provided for in the 1988 Trade Act.

The Administration is waging an all-out campaign to obtain extension of fast-
track authority until June 1, 1993. Why is fast-track such a high priority for this
Administration? Bear in mind that Presidents have negotiated international agree-
ments since the beginning of the Republic without fast-track authority. There was
no fast-track for critical national security treaties with the Soviets-SALT I, ABM,
INF and so on. These agreements were exhaustively debated by the Congress and
stood on their own merits. It is true that the U.S. did rot approve the SALT II
treaty, but the Soviets continued to negotiate, they stayed at the table. In fact, ac-
cording to the Library of Congress, "the overwhelming proportion of treaties receive
favorable action within a reasonable period of time," and "most survive the process
without proposed changes or conditions of any kind." "Approval is almost always
expeditious . . . and is usually unanimous."

In contrast to fast-track procedures for trade agreements, debate on treaties is not
limited and conditions may be attached in the process of the Senate's advice and
consent. Treaties can be multilateral or bilateral. In fact, 89 multilateral agree-
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ments have been approved since 1974 and some have involved economic issues.
These treaties include the Berne Convention, the Wheat, Sugar, Rubber and Coffee
Agreements. and treaties on patents and trademarks. In the consideration of these
agreements, the Senate fulfilled its constitutional obligations in full and unfettered
debate

It is in the area of trade agreements that the Congress has not been so faithful to
the Constitution. which places the responsibility on Congress to "regulate commerce
with foreign nations" in Article I, Section 8. How did the Founding Fathers treat
this duty? Hamilton, Madison and Jefferson teamed together to pass the first bill
through the National Congress on July 4, 17S9 , setting up tariffs on a list of 30 arti-
cles, beginning with steel. The British had implored the fledging nation to trade
with what it could produce best-no tariffs, no barriers, free trade all around. Alex-
ander Hamilton wrote his famous booklet, Report on Mantuctures, basically telling
England to bug off, we will not remain your colony.

Why hogtie the system of checks and balances'? Why does the Administration seek
a Congress on autopilot? The answer is obvious: 'rhe Administration feels that the
Uruguay Round and the Mexican agreement may be so damaging to key sectors of
the American economy and work force that these agreements will not stand up to
debate. After all, these accords are the latest in a long line of agreements that have
promised the magic of "free trade."

Let's be clear where America stands, 45 years since the end of World War II and
the establishment of the GATT. Much has been attributed to the GATT. It has been,
for developed countries, a good tariff-buster; perhaps because a tariff is so visible
and easy to measure. However, GATT's record on non-tariff barriers is mainly a
record of the U.S. trying to lead by example. After the Tokyo Round, trading as an
example. helped to create the nearly trillion dollar trade deficit we ran in the
1980's. The other Asian economies have used the Japanese trading system as a
model, not the U.S. And, every time someone in Congress tries to point this out and
discuss our need for a more realistic trade policy, we get lectures from the Adminis-
tration on Smoot-Hawley. In 1983, our colleague, the late Senator John Heinz, ex-
posed this myth of Smoot-Hawley. Senator Heinz explained that the tariffs in-
creased by the bill affected less than 17,r of world trade, and that dutiable and duty
free imports both fell in 1931 and 1932. Imports began to climb again in 1933. John
Heinz was not defending Smoot-Hawley, he was pointing out that citing it in trade
debates in the 1980's was misguided.

The Administration also keeps saying we must promote U.S. exports. Yes, our ex-
ports are growing, but since when? Since 1985, when the G-7 governments decided to
depreciate the dollar. And while our exports are growing thanks to this government
intervention, our incomes are declining thanks to non-intervention in other areas.
Our answer to this? The Uruguay Round-an agreement to end barriers to trade in
agriculture and services. We are surprised the Europeans are willing to take the
heat by refusing to reduce agriculture subsidies, but they are. We are annoyed that
countries want to protect their markets from U.S. services, but they do. We want to
dismantle the few import programs we have in place, and we wish to make the
world safe for U.S. multinationals to invest. Others want to weaken the only work-
ing trade statutes we have left: 301, 337, countervailing duties and, most important-
ly, antidumping. Our trading partners refuse to even negotiate on balance of pay-
ments reform, worker's rights, persistent global surpluses, and an import fee to fund
worker adjustment and border tax measures, important objectives set out in the
1988 Trade Act. And what about protection for intellectual property? Some experts
believe we may end up with an agreement signed by some countries, most likely
those that are not the worst offenders. We win the battle, lose the war.

Now the Administration has declared that extension of fast-track is essential if
we are to conclude a North American Free Trade Agreement with Mexico and
Canada. Conclusion of a Free Trade Agreement with Mexico would mark the first
time that two nations at such disparate levels of development have entered into
such an agreement.

Are we to assume that unless we extend fast-track, President Salinas and his ne-
gotiating team will walk away from the bargaining table?

If they do, where are they going to go? To an EC preoccupied with reconstructing
Eastern Europe? To a Japan that is pulling away from its international commit-
ments? The fact is the Mexican government has nowhere else to go.

After almost two decades of economic mismanagement in Mexico, we all must ap-
plaud the significant economic reforms undertaken by President Salinas. I am also
encouraged by the steps President Salinas has taken on the road to true democrati-
zation.
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However, he faces a monumental task in rebuilding an economy that has been
suffocated by mounds of debt, corruption and inefficiency.

In fact, since a majority of Mexican imports enter this country under special duty
exemptions, it is apparent that what President Salinas needs is meaningful debt
relief. What is driving the Free Trade Agreement is Mexico's desperate need to at-
tract foreign capital in part to reconstruct its economy and in part to service its
massive debt burden.

Mr. Chairman, a country that is in the process of democratizing should respect
and understand our constitutional process, particularly since most economists, and
the ITC, believe that for the foreseeable future the benefits to the U.S. economy of a
Mexican FTA would be marginal. The costs, however, to the U.S. economy particu-
larly with respect to jobs in the manufacturing sector and protection of the environ-
ment could be significant.

"Globalization" of production is terrific in theory, it makes for interesting reading
in the Harvard Business Review, it props up the balance sheets for our multination-
al corporations, but it does nothing for unemployed textile workers, or the steel or
auto workers who must find a new job paying 60% of their previous wages.

Before we rush into bailing out our big banks from imprudent lending practices,
let the Congress ensure that workers in both countries have a safe place to work,
clean air to breathe and clean water to drink. Let us ensure the Mexicans raise
their standard of living rather than being forced to rely on cheap wages in order to
compete.

Fast-track is a means to an end. It enables the President to secure enactment of
flawed agreements by means of a gun-to-the-head approach. I may well join the ma-
jority in Congress in voting for these agreements. But we must first insure that they
meet the test of strengthening America's industrial backbone, not weakening it. To
that end, we should insist on the full, deliberate consideration intended by the Con-
stitution.

I do not believe any of us envisioned in 1987 that an extension of fast track would
be needed for the Uruguay Round. I doubt few of us had any idea that an extension
would be requested to conduct trilateral negotiations on a North American Free
Trade Agreement; and certainly, the prospect of an extension to allow negotiations
on a free trade agreement with South and Central America did not occur to anyone.

What the 1988 Act contained was a new procedure-a grant of fast-track author-
ity to the President without the necessity of securing passage of a statute granting
that authority, in contrast to what was done in 1974, 1979 and 1988. Fast-track has
traditionally represented the Congressional "carrot" to secure enactment of prior-
ities of the Congress not necessarily shared by the Executive Branch. That leverage
is forfeited in 1991, unless the House or Senate approves an extension disapproval
resolution.
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number of other pr ixions relating to
uartae lprcd" a fact UtALusafair lm4 prise n. ,[.t ,ll

tends to be Ignored when people talk
about te evils of Smoot.-Hawloy.

A return to Smoo,-Uawloy . of
course, Is Intended to mean a return to
depression. unemployment. poverty.
misery. and even war. all of which. ap-
parenUy were directly caused by this
awful piece of legislation. Smoot-
Hawley hm thus become a code word
for protectionism, and in turn a code
word for depression and major eco-
nomic disaster. Those who sometimes
wonder at the ability of Congress to
change the country's direction
through legislation must marvel at the
sea change in our economy apparently
wroughtl by this single bill In 1930.

Historians and economists, who uxti-
ally view these things objectively. real-
lze that Lte truth is it good deal more
complicated. that the causes of the
Depression were far deeper, and tha,
the llilk between hligh tariffs and co.o-
nomic disaster is much more tenuous
than is implied by this slmplistic link-
age. Now. however, someone has dared
to explode this myth publicly i3lrough
an economic analysis of the satuln
tariff increase s in the act. and their of-
feats In the early yearn of the Depre, -
sion. Tile study points out that the in-
creases in nAuestlon affected on'-r"M
'll li 01r' w i 0t )rolieti Li

IT lithan L percenOv world Unile:
- -iilruul uu-ir o rllpu iii..

tQ nca' ,es ;pg at vlri y_

orl:_n +,h& t 1.6percent drep-thPIh 1930 a hardly be blamed

on a single piece of legislatlor. that
was not even enacted untl midyear.•

This, of course, Is not to suggest that
high tariffs are good or that Smoot-
Hawley waL a wise piece.of lemislItion.
It was not. But t was also clearly not
responsible for all the ills of the 1930's
that are habitually blamed on It by
those who fancy themselves defenders
of free trade. While' I believe W
study does have some policy lmplit -
Lions. which I may want to discuss at
some future time. or of the most
useful things It may do is help us all

THE MYTH OF SMoOT-HAwLEy clean up our rhetoric and reflect

* Mr. HEINZ. Mr. President. every more sophisticatd-and accurat-
tLim someone in the admhinistraon or view of economic history.

Mr. President. I ask that the study.tile Conmress gives a speech about by Don Bedell of Bedoll Associates, bemure agg~ressive traede policy or the
need to confront our trading partners prinuid in the Rgcoxo.
with their subsidies, barriers to im. The study follows:
ports and other unfair practices, BKu" A5sOCIAT.
others. often in the academic commu- Palm Desert. CVlf. AprIJ j981
nity or In the Congress immediately TAxcrrs MtSCA&T 44 VlIAiN If OrLAING

react, with speeches on the return of BLAiu roe CaT DKroR GlR--EuATrl
'Smou,-Hawloy aid the dark days of UHAWXY ExoWNivs

blatant protectionism. "Smoet- (BY Donald W. Brdgil)
Hawley." for those uninitiated In this SM001/NAWLY. OI?1355Z0N AND WOULD
arcane field, Is the Tariff Act of 1930 - AEVOLUi"ION
(Public IAw 71-361) which among It l1A recently become fstiouati for
other Wilts imposed sigWificLnt in. nirdl reverter edio rlai writers lilure culU

Large number of ite in abroad. economis s. Members of Conicre4s
creaes ofIn In mernbcrs of foreilgln goveniments. UN urla.
the Tariff Schedules. The Lct has also =r io=L and a wide variety Of scholars to
been, for a number of yeas, the basis express the conviction that the United
Of our countervailing duty law and a States by the single acLt of causing te
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law 341 of tu 71t. cuoigrt,=l iilu 1isd Ulu n be Iw rOIISJt- Ilan-c l tU, Iufftlm
orld Into its Lulsornic dVprm lon, tnay well l%- that t ahs Lsa trng parlne retalate

ivav isrllid l it. led to FlItir'r .sd World lin tl t etch otlwr by Way o w AngerG
War . l 11AP nW1- lm luld frustatmiot witit UW UA. &Uc-Interlct

Smool/Hawiey IlituI imr rt sirlf Es Into Go lt a" M s I:1 .ons would dicot ot h-, o
Iia .... lor a GIoLP .Q1,f"r ,; o b.II .,im11L---- su fal ses ., lewoul nterco" onLhe Wde of rM.
i un.i msor 1030. or more then a be" 41 d , Ur of shooUtv oatiself i Li e foUl." andmonts11/oiog . or more aU ti facts disclose tat world trd derlinn

-i,.faasy uu rv,*x are Wriplo imply to Sw , ._ 0tiew i1 Cmmict V f W i by 11% tyy W 10t f 10% lr t U. Itrz.

rer . "free tLdc" economic doctrine by .. .,. W ig td Vol t o 0 I, CII, by I ms. W

cI&lll that this relaUvely lilnificant Using the numbers In that mae Chart It tirough 1931, or 53% versus 43% for worl-
stute contained in Inherent trlluer much. can be seon t" U- Imports amounted to wide trad but U.. sitae of world Irsj d.
c nLsm which tIsilflt a neatly fw tufing 64.3 Billion or Juil glihoiv nIl cllnud by Only 18% from 14% I li.3o ; by
%world tee'ding system bale ad y o edg , Ill IA Ul W of 1931.
theory Ot comparative tonomics. hid whLhg lite acer;•tnt ouy 33%1. orl1J BillUon. of, Reference was made earlier to Uw i li
propelled the world Into a catacysm ol I. US. Imports was in the Dutiable category. Free category of U.S. Imports. What Is rape
momrable proportions. Ithe entire impact of SmootdHawol, has to daily s~glfIcant about those Imprt I num.

We believe that sound policy developrnunt 1 bs focused on the $1.5 Billion number whkets berm is tile fact that they dropped in dollars
In intLtnslonai rLade must be based solidly I. bse'Y .35 nf "s ON- end 4% 01 world by an ai.oet idell ce perolatge is dl

on -- _ as opposed ...... i ..... _lli 
r

__ tLablo goods Uirotls 1031 anad berr4KL Duty
Oil facts a Olifttl• to suspiceons, p lMi' -Ilpo In dollars Dutilble Prec imports dWtllit.d by A% lit 13 "rrs%. naUoisal blue. or "off-Uie-cuff- Impres- Inpor. full by $462 Million. or from $1-5 27% for DuLAble iuodLs, an by 1hr end of

slons SO to 60 years later of how certain Billion to $1.0 Billion. during 1930. It's dUll. 1931 the numbers wre 532% versus 51' re-
uvents may have occurred. cult to determine how much of that small spectively.

When pertinent economic. statistical end number occurred In the second half 0 1930 The only ratIonal explanation for lIli
trade data ar ce'ftlly oxv.nlnod will they but ihe prubabillIty Is that it was te than phenomenon i tait Americlan were buying
show.on the bAsL of troponderanic of fact. 506%. In any case, the total Impact of ls ad prics were falling. No basi exists
that paxsage of the Act did In fact trigger Smoot/Hawley In 1930 was I-mitd to a for my claim that SocoW/Hawloy had a dMe
or prolong Miie Oreat Depression of the damagee' number of 1231 Million: spread Unctvely devzaaing effect on Imports
ThirWs. that It had nothing to do with the over several hmsnred products end several beyond and s )arte frmn the teeoesl
(Jreat l)XIsm-oiui, ur thai. It reprsn.'d a hundred cossutrJ¢s hil1"t of tili' twltile euillttss III lm.
nittror ri luml of a lt.iturala iatiUotn to a A further istllysls of lIsnistrts Into til U.. UwiJ oil Ulu numbets esilnfled so far.
xiant world-wide economic collase already discloses that All European countries ito. &11ooll4Awloy Is Clearly A 111,14" Willa.
Jioerway? lunt.d for 30% or $1.3 Billion In 1929 d1 Pi. rtler. tile numbers suliest Lte clear pee.

It should be reslel thait by ue time vid.d as follow: Ul, at $330 Million or ability that whln conipard to to oi rmityiinootildi was uu',-;l.atht by moitle hime 7V.%. ,mrnce at $171 Million or &9%. OCr- of Ut. developing Inltrnatlotal ouclomleSnoiltllawiuy w i)tLKd 6 motlihls handb inatsy at $255 Million or 6.9%. and some I5 crisis SnoOuL/lIlwh'y lald Atlly a milt1alia .' o1 IUU ad B moi~l It14Jx~n byPWier tutatutil mxi% Utivl for $5711 Millloni or Insplst mui mid li14'rtttionsl I m wa
since Ue economic collapse in October. 131% or nall avraut fo of 1%licti Islia lits isspnatrewe
1920. Mmiifacturinui lantL were already m-. iluh i istimbors mitigual, L t, U.. Impors victim of Ut Creat. tieir Ion.
sorblun lmoss, agriculture surpluses bassi were surely broadly ovPr i Itrve- - This posalblity will bmele itar wimin
to accumulate, the spectre of homes being p. . the cours of the hre National 'roduco aoNP) during 1929-1933 Is examlned andforeclosed apeared. and unemployment 201401:1 yoola when price behaviour worldwk is s-
showed onvinous Warts of a pr.cipltous ris ar viewed. and wlen particular Tariff Sciwil'

The country was stunned, as was the rest aImportant cumulae s ,of Manufacturers outln In the 8
of the world. All nations sought very elusive effect.
solutions. Evens by 1032. and the Roosevelt This ssme phenomenon is eppLrent for ion am alai2 ld.

election, improvisation and experiment de. Asian countries which Accounted for 2% o Beor gecttn to that point t r our.
U.S. Imports divided as follows C " W a of the "illha" tthery i worthy

aiued government reaponls Ind the sh- 3.8%. Japon at $432 Million and 9.3il, l&n of note. Without careful reoollection It I
niqte or thie Hew Deal, In the words of with eome 20 other countries sharing il 15% tomptlis to view a Period of our hlisory
Arthur Schlesingr. Jr. In a NOw York or les than 1% on average. some 50410 years ago lit trm* of our
Timel article on April 10. 19U3. President Austulia's xhare was 1.3% and all ArricU present world. Such a smperficial view n
Roosevelt hinlelf Is quoted In the article u countries sold 2.5% of U.S, Imports. only makes no contribution to conliuctive
vaing In the L932 n. nipaign, "It Is common Westoms Hemisphere countries provided polloy-makitn. It overlools several vIt con.
sts to take a inietlnd and try IL If It fabil, sume 37% of U.. Imports with Camda at xideraorm whicit clhitoerisd Use Twrn.
admit It fraitkly luI try another. Uut obove 1 IA%. Cuba at 4.1 %. Mexico at 2.7%. Brazil t s nnd'lrhlrties
.ill. try sOrnethaIng." at 4.7% and all othir accounting for 13.3% I. The International trading system f1 the

The facts are that rightly or wrongly, or about 1% each. Twenties bears no relation to the Lnterde.
there were no major Roosevelt Admnistr- The conclusion ejfpears inaecapabie on Pendent world of the Eightles commercially.
tion initiatives regarding foreign trade until the basis of these nualtbere a potential ad. industrially and financially In ales or com.
wll intu his Adnigittrtlon: thus clearly 01r- mpact of 131 ,l . i. it--4 ~ ~ ~ ffctivu litterrrltlottl ognsd m
suagv4stlns that Initiatives In that factor I'5r a . cr Wic 2.NOfll - of flitiv ternatla Allon
were lilt tLtalcht, to be any more important ' 9,41 o lela , r hoisted. sintilar to thle Generalj AOiiem.iik'

thantheHoovr Aliniistztlo thughtlsave lima any measure e isnssc on mu107 . or Tariffs muid 'irIwo IOA'I') for esaissiktrian the loover Aulnntstraton thought W. -.zr resolution ot disputls. ttlre were no
teitu. However. when all the number re I,, ufvi0= i&oo product trade "loaders" anong the world's nalikl
extiineii we believe neither President (ONP) in tile United States had dropped il In sert buimse alivst nivrmsiitiu nion It'll
Honwir nor Pru'sviurnt Roo'a.':velt can be Uitirecedcic.'d 13.5% In it30 alone. froll, itsare cumsiurtiblu wilthut diasgusit settli'.
rauilis'c for placing iiturnrsIona tilrao's role $1103.4 Billion in 1929 to $19 Billion by thu naunt bodie.
is world economy ntr.r the and of at long Jlt end of 1930. t ,r*aiit)r I, erniet flint a 3. Except fur i few critical products for.
Of seclOm Of tile economy that had catted shift In U.S. ln1 1ntnnn -1 a

r 
inlut 0en1111 trade wts not generally vi.'ead fit tilt'

chitoti sli lifvrissi And therefore iecd'd . n I9 5 or vxAmpla (4 J, -economy-critical" ctp st i s currrently Ill
si.'jtr 5,,ri.:i v,. isle l.'iat ll . oIl il 6 .11 i coll) dtl( be vii I|o tha o U.. As Isidiiitssd unrlhvr iws ltier lrsl'a

•

fluw Isirsporltat weItlrnt.r nu.tlun trode o stablLahlrsna a "pHreede n 'ver tur I dul, Itom'e, iviewe
tile US.,? 1ow importailt wa3 U.S. trade O . or repreaiol, foreigni trade is crucinl to the countysy lit
ii" Partners In the Twenties 1usd Thirties? . general or re.c-try lit particular.

Even more to the point n |mi.cL to( hist 4. US. for'ian trado ws relatively iAnii isil. l6% of U.S. Intports were duty 0 si sonCGL - rpions phS4.'roinolkUll (IsiltV ulike the
free. or t'$.9 Bilion of rs total of $4.3 Billion. on s e ecolomc hIlihly structure' iysteir uf tse :llst |i'
exports llullitud to $3.2 h'illiOls in that ' * n n lsa ra terixc.l barely t~tn by "ae• ..
year s ikuig a LotlW trade number of $9.6 shbo allould be tat 0n the Wltm by oniptor" il a bromdly Iait-teifaire pliluss
ililhlaa or about 14% of the world's total. tsOe who, repeat the Smoot/1-iwiey "vii. op1sy geiseraly Itssnv' c"'ptsbie srmeistily.

t L'lihat I beiow. laln'" theory tlsat It set ofi a "chiai" I'uae 'T'haoi clirtursILAc. togtUr witls tLi
Lion around the world. WhIle them Is am fact that GO percent of U.S. imports we.
evidence that certain of America's trading Duty re In 1929 and beyoLd, placed over-
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" continued to slump year.by-year And or a world-wide price decilile In the trade a caLglory whiih derualed by somo 10% Ill
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cent. 11 financial collapse of October. 1029 ley's Impact will nut be measurable. product rolnalaite. nt-arly LIe 41.1,le alrins
had indeed left Its mark. IL may be relevant to note here Lhat the 11 period. Ass lnllg r.-sponsibility LU

By 1933 Cio 1920 collapse had prompted world's trading "system" paid u 111.1.10 at.en- Smoot/Hawley for this very largu decrease
formation In the U.S. of te rteotiltnaon Uorn to Aterics's revival of foreign U-ado be- In price ,eslalillg in 1939 streties crdiblil-
tlnance Crporatloai. Federal Home L.an ginning In 1934 As It did to American tlado Ity beyond te breaking pilia.
Baik~ iBoard. bruglt Inis Oentm Pers policy In the early ThIi~l-M4amjAL Severil Additional eacaniples of prico be-
dent with a program to take control of through 1939 U.S. orel .... .. . ha lIout a relvati.
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lemimlatlon.' Eerhaps thbli suggesL that America's trad- Froni $10.2 Billion aiilially iii 1929 by 1933

So concerned were American citizens lng partners were more vulnerable to on It h;s fallon by 01% La just $1.4 Ullilvi. No
nbouL doneitle ecolomlc Affairs, including economic collapse and thus much les resll- tariff policy, In all candor. could have so
tile Roo vl Adnlltll-Lralon ad Llio Con. JulL thila W t le U.S In any cue We inter- devoiLmLd lt lidutatry As did Llae a'oiiuaiiU-
aras. thnL canL atLentl o was paid LO ile naLoal Lrade decline beginning as a resuiL collapse of 1929. For All Ine iLi tmid pur-
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Ifull. lie. alone anioii; the Cabi ct. was sequent return by Clo U.S. beginning in ke
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vced that International Lade had material 1934 appear clearly to have been wholly un- It-
relevalce Lo lIfting Lte country back from related La Smoot/lHawley. -Anotlor example of price dogradaon
depression. llIS uffurl.l to liberailse tradec In As we begin a Analyze certin speifIc world-wide completely uaurelated to tariff
suieral and La rind markeLs Abroad for U.S. Schedules appearing In the Taiff At ofl policy is Petroleum products. By 1933 Wow
products In particular from among repre- 1930 It should be noted that sharp oroslor products had decreased In world price by
sentaives of economically stricken Europe, of prices world-wade caused dollar volumei 82% but SmotL/Hawley had no Petrolettm
Asia and L-LlnAmca we aupel In trade staistla to drop rather more th Schedule;- The world market place sut teiAxe Ed .,ltInAmeric were abruptly unit volume uephd tedcln Pre.
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The Secretary did manage t make creasing further price pressure downw Between 1929 and 1933 the volume of ex-

modust conLribuLlons La eventual Lradc re. All this wholly apart from Smoot/Hawl parted goods Actually Increased by 13.5%
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PREPARED STATEMENT OF ROBERT E. HUDEC

Mr. Chairman, I want to thank you for the opportunity to appear before the Com-
mittee today. I wish to note that I am appearing in a personal capacity, and not as a
representative of the University of Minnesota.

I have been asked to address the problem of ensuring the full participation of
GATT members in the Uruguay Round agreements. The problem is known collo-
quially as the "free rider" problem. The main concern, today as in the past, is that
GATT's Most Favored Nation (MFN) provision, which requires that trade advan-
tages given to one GATT member be given to all, will induce some countries to
stand aside in negotiations, in the belief that they can obtain the benefit of market
opportunities granted by other countries simply by relying on the MFN clause.

THE GATT EXPERIENCE

GATT-and, indeed, the postwar consensus on international trade policy-is built
on two central principles that are in conflict. One is the MFN principle which says
that all GATT member countries should be treated the same. The other is the reci-
procity principle, which says that members who do not pay should be treated differ-
ently than members who do pay.

The reason for GATT's attachment to these conflicting principles is that both rep-
resent important truths. As a general rule, discriminatory treatment makes a mess
of commercial relations-economically, politically and administratively. Discrimina-
tion almost always begets more discrimination, and drives commercial diplomacy
into the back room. On the other hand, governments the world over will almost
always prefer to avoid taking unpopular trade policy decisions if they can obtain the
same foreign market opportunities without doing so.

How has GATT been able to pursue both the MFN and reciprocity principles si-
multaneously? For the central participants, the main answer has been that key par-
ticipants cannot ride free, because without their participation the entire negotiation
will usually collapse. When the negotiation involves a solid quid pro quo, they will
pay because that is the only way they can obtain the benefits offered.

It is true that GATT has in the past failed to reconcile these two principles in the
case of its smaller member countries, with the result that they have managed to
free ride on the MFN principle. But it would be & mistake to view the past as an
accurate indication of today's Uruguay Round problem. Conditions prior to 1980
were significantly different. First, that was a time when developing countries them-
selves were so committed to import substitution policies that trade concessions were
resisted as a sacrifice of economic growth. Second, the subject matter of those earli-
er GATT negotiations contained few items of great interest to the smaller countries,
such as agriculture or textiles. Third, those earlier negotiations took place under
Cold War political conditions where Western developed countries were on the defen-
sive because they had done little to provide real market opportunities in aid of eco-
nomic development. And finally, for a considerable time the unfair advantage to
small countries was more theoretical than real, because few developing countries
were able to export significant amounts under them.

The conditions in the Uruguay Round present a much better chance of full par-
ticipation by the major developing countries. Since the Tokyo Round, most of these
developing countries have adopted significantly more market-oriented economic
policies, and now need the contribution cf the Uruguay Round concessions to consol-
idate those new domestic policies. In addition, the Uruguay Round agenda contains
more significant benefits for developing countries than ever before-assuming they
can be brought to fruition. On the other side, the developed countries are clearly
applying far more pressure for meaningful contributions than ever in the pact. The
message of dissatisfaction sent by the conditional MFN policies of the Tokyo Round
has been heard clearly, a: has the current message concerning the central impor-
tance of developing country contributions on the New Issues. Moreover, developed
countries have by now -worked free from the particular political constraints imposed
by the policy failures of the 1960's and 1970's.

So far, developing countries have participated more thoroughly and more vigor-
ously in the Uruguay Round than in any prior Round. This does not mean that the
f,-ee rider problem has been solved. It does mean, however, that we stand a very
good chance of solving the free rider problem in the good old-fashioned way-by
making sure that the entire negotiation offers a solid quid pro quo for all key par-
ticipants, one that will not be achieved at all unless all contribute. That is still the
best solution-the only really satisfactory one.
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DENIAL OF BENEFITS

The conventional antidote to any free rider problem is to look for ways of denying
benefits to those who do iot pay. GATT experience with such a policy response, gen-
erally known as "conditional MFN" has been mixed.

GATT itself followed a conditional MFN practice at its inception, denying the ben-
efit of GATT tariff concessions to all ITO members who did not pay the price of
admission by negotiating concessions. This was a deliberate policy, done over consid-
erable protest from outsiders. The experience suggests that conditional MFN may
serve a positive purpose at the outset of an agreement, by helping to establish some
minimal condition of membership in the legal community.

On the other hand, GATT has generally rejected a, conditional MFN approach in
the subsequent rounds of bargaining under the original agreement. To be sure,
GATT has permitted governments to manipulate tariff structures for this purpose,
creating highly artificial subdivisions of tariff items so that the products of the non-
paying party are not covered by the concession. But outright discrimination, while
permitted for certain other purposes (such as promoting Europe postwar recovery),
has never been permitted as a bargaining tool.

The reason for this aversion, I believe, is a twin danger to the problem of the free
rider-namely, the problem of abusive bargaining power. The power to deny MFN
treatment is the power to inflict harm. Take, for example, a case in which Country
A offers a zero tariff on Product A in exchange for a zero tariff from Country B on
Product B. Country B may find no value in a zero MFN tariff on Product A, because
it is already selling as much as it can under the present tariff. But, if B can be
called a free rider for refusing to deal and thereby be denied the benefit A's zero
tariff given to its competitors, B will in effect be forced to give a concession on Prod-
uct B, not in exchange for a reciprocal benefit, but simply to avoid harm to its exist-
ing trade.

The lesson is that the power to deny MFN treatment is a dangerous bargaining
weapon, one that can as easily be used to frustrate the reciprocity principle as to
protect it. GATT has wisely rejected it in ordinary negotiations.

PRACTICAL CONSIDERATIONS

Assuming that some threat to deny benefits is ultimately believed to be necessary,
what are the options, and what are their advantages and disadvantages?

The threshold question will be the overall means chosen to implement the Uru-
guay Round agreements. In the Tokyo Round, governments decided to treat each
major set of new rules as a separate "Code," with each Code being adopted separate-
ly by whichever countries chose to subscribe. This time around, there appears to be
some dissatisfaction with this so-called a la carte approach. Consideration is being
given to presenting governments with a single package agreement containing all the
Uruguay Round agreements-what might be called the plat du jour approach. An
even more sweeping idea, not yet a proposal to my knowledge, calls for an agree-
ment containing existing GATT agreements as well-in effect, offering governments
a choice to accept everything in the Uruguay Round or leave GATT.

I do not believe the gains from an all-or-nothing approach justify its disadvan-
tages. The fact that the a /a carte approach leaves GATT members with varying
legal rights and obligations is not as great a problem as it might seem. Although it
has sometimes created conflict over which dispute-settlement mechanism applies to
a controversy, that problem can be resolved by establishing a unified dispute settle-
ment procedure competent to adjudicate all legal rights between parties.

The first disadvantage of the all-or-nothing approach is that it would seem to in-
volve a rather massive violation of the MFN obligation, on all matters where GATT
or FCN treaties apply. Second, I doubt whether it is really in any country's interest
to create a 100-member institution to administer each and every one of the Tokyo
and Uruguay Round agreements. Many of the new agreements, such as the Tokyo
Round Procurement Code and all the New Issues agreements in the Uruguay
Round, will require a considerable period of legal development. It makes more sense
to manage that development with the smallest possible group of directly interested
countries, consider how cumbersome it would be, for example, if the expansion of
the Tokyo Round Procurement Code had to be negotiated and ratified by a 100-
member committee, three fourths of whom had no interest whatever' in the matter.

In reality, the a la carte method is not as chaotic as it looks. The case-by-cage
approach forces the leading governments to think hard about which other govern-
ments are essential to & fair and balanced package in each case, and to bargain
about that. In the Tokyo Round, many developing countries were pressed hard to
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join the Subsidies Code, and did, but were not deemed essential members of the Pro-
curement Code, and so weren't.

Assuming the Uruguay Round follows the same a la carte approach as in the
Tokyo Round, what considerations should be taken into account whert considering
denial of benefits to nonsignatories in particular agreements'.' The following points
may seem obvious, but I believe they are worth noting:

I In some cases the free rider problem will be less trouble than the non-MFN
solution to practice to deter it. The Tokyo Round valuation code comes to mind as
an example It would of course be desirable to have all countries follow the same
valuation rules, but not, I would suggest, at the cost of forcing the U.S. Customs
service to administer two sets of valuation rules for U.S imports Other persuasive
technics are less effective, they" would be the superior tactic.

2. There are some disadvantages to the positions of nonsignatories that do not in-
volve denial of MFN treatment. Nonsignatories acquire no right to participate in
the reporting, investigating, and other procedures of the Code. Certain types of ben-
efits, such as the primarily process-oriented rights granted under the Standards
Code, are of little use without such procedural rights. In addition, nonsignatories
acquire no direct legal rights to the benefits promised in the Code. MFN rights give
no voice in how Code obligations are interpreted administered or modified. Judging
by the many complaints of outsiders to the Tokyo Round Codes, these MFN-consist-
ent disadvantages are a source of considerable discomfort l and thus give some bar-
gaining leverage in themselves.

3. The MFN obligation is a creature of international agreement. It applies only
where existing agreements say it applies. A conditional MFN approach to any trade
measures covered by GATT would violate U.S. legal obligations. On the other hand,
the GATT agreement does not require MFN treatment on government measures
outside the sphere of GATT. Thus, it was legally possible to adopt a conditional
MFN approach in the Tokyo Round Procurement Code, since government procure-
ment restrictions are specifically exempted from GATT. In the Uruguay Round, the
GATT MFN obligation would aot apply to the New Issues agreements on services,
TRIPS and TRIMS. However, MFN obligations in some U.S. FCN treaties do cover
these non-trade subjects.

4. As noted above, there would not appear to be a major objection in principle to a
conditional MFN approach to initial membership in a New Issues agreement. I
would seriously doubt however, that denying MFN treatment would do much to
stimulate greater participation in those agreements. To my knowledge, most devel-
oping countries do not value the commercial benefits offered by developed country
obligations in these agreements as much as the protection they are being asked to
give up. What is needed to maximize developing country contributions, therefore, is
the promise of benefits in the trade area.
5. A parallel problem in the New Issues agreements, particularly to the Services

agreement, is the problem of assuring adequate participation in the future. These
agreements will need to grow by adding new obligations as members become read)
for them. The need to expand will present the same problem the GATT itself experi-
enced in the Tokyo Round, when many participants declined to join efforts to
expand GATT obligations, necessitating the Code device. Except for the Procure-
ment Code, the Tokyo Round Codes were subject to the GATT MFN obligation,
which meant that new benefits of the Codes had to be extended to nonsignatories.
In the Subsidies Code, where the leading governments believed wide participation
was essential, they found it necessary to threaten, and to some extent carry out,
violations of GATT's MFN obligation in order to induce necessary parties to sub-
scribe.

The issue is whether that same problem should be avoided in the Services Code by
providing a conditional MFN approach for future additions. I believe not. First, as
noted above, it is doubtful that denial of MFN treatment would be an effective in-
centive in this case, given the comparative value developing countries place on such
rights. Second, even if conditional MFN were effective, this is one of those cases
where honoring the MFN principle tends to protect the reciprocity principle. Addi-
tional developing country obligations in the New Issues agreements should be bar-
gained for with a real quid pro quo. The power to threaten discrimination is not a
substitute for such bargaining.

6. A final possibility for employing a conditional MFN approach on particular sub-
jects is, of course, the possibility of simply excluding those subjects from Uruguay
Round agreements. Airline services has been mentioned in this connection.

To repeat, the MFN principle is solely a creature of agreement. If the subject is
not already covered by GATT or some other FCN obligation, leaving it out of Uru-
guay Round agreements will leave it free from any MFN obligation.
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In my view, it would be better to deal with problem areas by this means of selec-
tive withdrawal rather than bv weakening the MFN obligations agreements cover-
ing a whole sector.

PREPARED STATEMENT OF DEAN R. KLECKNER

The American Farm Bureau Federation, the nation's largest organization of farm-
ers and ranchers, appreciates this opportunity to present its views on the adminis-
tration's request for an extension of fast track negotiating authority.

Trade is extremely important to American agriculture and will become even more
so in the future. A large percentage of many U.S. commodities is exported, and our
overall trade surplus in competitive agricultural products is now $23 billion. Even
so, our products continue to face serious and unacceptable obstacles in world mar-
kets. Foreign import barriers and export subsidies are widespread, and subject
largely to ineffective international rules.

Despite the apparent failure last December in Brussels substantial progress has
been made in the Uruguay Round agricultural talks. For example, there now exists
broad international support for stronger and clearer rules on import and export
measures affecting farm trade. A consensus was reached last year on the overall
objective of "progressive and substantial" reductions in such practices. In particular,
nearly all countries have now recognized the need for especially deep cuts in export
subsidies, as the most distortive practice in world agricultural trade.

An important step has also been taken toward multilateral acceptance of a code
to prevent health and sanitary standards from being used as unfair and unjustifi-
able barriers to agricultural trade.

Unfortunately, without the participation of the European Community, this
"progress" will not lead to a successful conclusion in the Round. The recent accept-
ance by the Community of GATT Director General Arthur Dunkel's statement on
agriculture is a positive sign, but its true meaning will only be known after nations
begin to iron out concrete commitments on import barriers and export subsidies. We
understand that these technical discussions began last month in Geneva.

On the basis of this progress, Farm Bureau supports extension of the administra-
tion's negotiating authority under the terms established in the Trade Act of 1988.
We believe that American agriculture has a great deal to gain from a successful
agreement and a great deal to lose from giving up on the effort at this time.

Our support for the final Uruguay Round-package will ultimately depend on the
benefits achieved for American exports in return for the concessions made by the
United States. We will not accept any result in which U.S. farmers are asked to give
up more than they receive from other countries.

If the Uruguay Round fails, American agriculture will lose a major opportunity to
open and develop export markets for future U.S. agricultural output-output which
is almost certain to outpace domestic demand in the years to come. Failure to gener-
ate new export markets for our products will put increased pressure either on farm-
ers' incomes or future Federal budgets, or both.

In addition, existing ineffective GATT rules will remain in place and continue to
offer little redress for agricultural exporters facing unfair subsidized competition.
As a result trade relations between the EC and other countries will become even
more strained-and some fairly serious trade skirmishes could result.

Farm Bureau also supports extension of fast track authority for negotiations
toward a North America free trade agreement. We will only support an agreement
resulting from those negotiations, however, if such negotiations provide for fair and
equal competition in agricultural trade. Factors that must be considered include en-
quiry in regard to environmental regulations, quality standards, food safety con-
cerns and other regulations. The agreement should also contain "snap-back" tariff
safeguards, a dispute settlement body and a tariff reduction schedule.

Rejection of Presidential negotiating authority at this time would be tantamount
to prejudging the outcome of both negotiations. American agriculture has much to
gain from successful and equitable trade agreements, and Farm Bureau urges that
they be pursued.

ILLUSTRATIONS OF THE NEED FOR REFORM IN WORLD AGRICULTURAL TRADE

Barriers to U.S. agricultural exports exist in varying degrees in virtually all coun-
tries and products. The U.S. Department of Agriculture publishes an annual report
on these restrictions and the trade losses that they cause (Trade Policies and
Market Opportunities for U.S. Farm Exports).
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The European Community is without question the worst offender. The EC's agri-
cultural market is almost completely insulated from world supply and demand
forces. Foreign competition is viewed by the EC as something to be avoided with
import barriers and to be beaten with export subsidies. The U.S. has lost sales both
in the EC market as a result of the highly protectionism variable import levy-a
mechanism for which there is no clear GATT discipline.

The U.S. has also lost agricultural markets in other countries as a result of the
EC's export subsidies. With export subsidies, and only with export subsidies, the EC
has become one of the world's largest exporters of a wide range of products-from
grains, to livestock products, to sugar, to dairy, to fruits and vegetables. The EC
spends annually $10 to $12 billion in direct payments to exporters to enabie them to
undercut more competitive foreign farmers. With that $10 to $12 billion, the EC ex-
ports around $30 billion in farm products. Again, GATT rules on agricultural subsi-
dies are vague and largely ineffective.

Following are some specific examples of problems Farm Bureau remains hopeful
will be addressed in the Uruguay Round agricultural negotiations. It is not intended
to be an exhaustive list.

Wheat and Feedgrains
The EC sells about 21 million tons of wheat and flour on the world market, repre-

senting 21 percent of world exports. All of this product is subsidized. EC wheat ex-
ports are now 51/2 times what they were in 1978/79. Over that period, wheat exports
by other countries have remained stagnant.

The EC's switch to being a large net exporter of all grains has displaced a cumula-
tive total of 260 million tons of exports from other countries over the past 12 years.
Over the same period, the cumulative amount of grain production foregone in the
United States through acreage reduction programs has been about 220 million tons.

Over time, a GATT agreement could reduce over-production in the EC, provide
increased access for U.S. grains in Europe and elsewhere, and substantially reduce
subsidized EC competition in third country markets.

Failure to obtain an agreement on trade distorting subsidies would mean a con-
tinuation or worsening of current trade problems in the grain sector: subsidies and
marketing boards determining trade patterns, non-tariff barriers and preferential
arrangements keeping U.S. products out of foreign markets, and United States con-
tinuing to be treated as both a residual supplier to the world market and the
world's surplus manager.

Beef
Export subsidies have allowed the EC to become the world's second largest export-

er of beef. Prior to 1974, the EC was a net importer. A reduction in the EC beef
mountain would raise world prices and open up markets to unsubsidized producers
in other countries.

The GATT talks would reduce tariffs and other barriers on high quality beef in
Japan, Korea, and a number of other countries. Acceptance of the sanitary and phy-
tosanitary agreement in the Uruguay Round would help prevent use of unjustified
health regulations as trade barriers.

Pork
Import restrictions in such countries as Japan and Korea limit U.S. exports of

pork. EC export subsidies are used to outcompete U.S. pork products in a number of
foreign markets. The EC even subsidizes pork into the U.S. market. Improved GATT
rules on export subsidies could resolve this problem as well as the problem of subsi-
dies on Canadian pork shipments to the U.S. by requiring substantial reductions in
such subsidies.

Oilseeds
Since 1980, the EC has expanded oilseed production by over four-fold (from about

2.7 million metric tons to about 12 million metric tons). This happened because oil-
seeds are supported at far above world market prices. In the case of soybeans, the
EC price ranges from US$13-16 a bushel, nearly three times the U.S. price. EC proc-
essors are given subsidies so they will not import foreign oilseeds. These subsidies
have cut in half U.S. soybean exports to the EC.

A GATT agreement would establish clearer international rules on such subsidies
in the agricultural sector. The U.S. won a GATT dispute settlement case against EC
processor subsidies as indirect trade barriers, but the EC is trying to use its "reba-
lancing" proposal to retain import protection in a more direct form.
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Dairy
The EC has switched from being a net importer of dairy products to a net export-

er. Today between 40 and 60 percent of all dairy exports come from the EC, with
subsidies typically well over 100 percent of the international market price. In other
words, the EC pays exporters an amount equal to the market value of the product to
undersell more competitive foreign producers. Right now, the EC's price support for
cheese is about $316 per cwt, about three times that of the United States. But this
high price does not prevent them from exporting into the world market and even
into the U.S. market, since any price difference is offset by the export subsidies.

No change in U.S. dairy protection would be acceptable unless these subsidies
were substantially reduced. The reduction in import barriers in countries such as
the EC, Canada, and other European markets, combined with reduced export subsi-
dies, would raise market prices for dairy products.

Sugar
The EC sugar program has enabled the EC to become, next to Cuba, the world's

largest sugar exporter, to the detriment of many developing countries that depend
on sugar for essential foreign exchange. The EC exports as much sugar as the
United States produces. U.S. sugar import restrictions were reintroduced in 1978,
the year after the EC became a net sugar exporter.

The removal of a substantial portion of this over-production from the world
market would raise world market prices. U.S. sugar quotas have already been con-
verted to tariffs and would be subject, therefore, only to tariff reductions in line
with reductions in import barriers in the EC and other importing countries.

Rice
Over half of U.S. rice is exported. A number of potentially good markets for U.S.

rice are either closed or restricted. These include Japan, where rice imports are pro-
hibited, Canada where tariffs are high and the EC where variable levies prevent
price competition.

The Uruguay Round held out the best possibility for opening the Japanese rice
market without resorting to bilateral dispute settlement. In addition, eliminatioll of
import restrictions in Canada and the EC alone could increase U.S. rice exports by
more than $100 million annually, according to USDA.

Horticultural Products
In November of last year, fruits and vegetables became the United States' largest

agricultural export sector, surpassing both grains and oilseeds. Even if this develop-
ment is temporary, it does indicate the export growth potential of products in the
sector.

Specialty commodities may have the most to gain from reduced trade barriers in
other countries, both from the standpoint of more open markets for U.S. exports
and expanded alternative markets around the world for foreign products that other-
wise are shipped to the United States. Examples of products that would benefit from
reduced trade barriers in various markets include: apples, pears, prunes, raisins,
citrus, and nuts.

Eastern Europe -
The developments in Eaztern Europe lend urgency to the agricultural trade talks.

Without meaningful a-cultural reform, these countries may have no alternative but
to play the same game as the EC-and the world does not need any more misguided
domestic and trade policies in the farm sector. The emerging democracies in East-
ern and Central Europe should not enter a world of agricultural trade distortions
propped up by a set of ineffective GATT rules.

FARM BUREAU'S VIEW OF A GOOD URUGUAY ROUND AGRICULTURAL AGREEMENT

Four basic principles have guided Farm Bureau's involvement in the Uruguay
Round of trade negotiations. These same principles will guide our evaluation of a
final GATT agreement. A good agreement would be one %,'hich:

1. Allows all n itions to provide income support to their agricultural sectors as
they see fit, as long as such support does not disadvantage farmers in other coun-
tries.

2. Eliminates o- Qubstantially reduces export subsidies as a means of'disposing ag-
ricultural surpluses in the world market.

3. Offers new or expanded market opportunities for U.S. farm products in foreign
markets.
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4. Eliminates the use of fabricated sanitary standards to restrict trade unjustifia-
bly.

The following is a brief review of each of these guidelines.
Domestic Support: This area of the trade talks may be the most controversial. Few

farmers, whether they live in Europe, Japan or the United States, are particularly
excited about the prospect of relinquishing even part of their support programs.

Farm Bureau believes a GATT agreement that would effectively and forcefully
address the two other key areas of the negotiations-export subsidies and import
barriers-would go a long way toward resolving the major problems in world agri-
cultural trade. If export subsidies were abolished, countries that now use them to
dispose of surplus production would be forced to curtail the internal support pro-
grams that cause the surplus. Likewise, permitting additional imports would require
countries to adjust internal supports to make domestic commodities more competi-
tive and to avoid building unmarketable government stocks.

Although we place relatively greater emphasis on export subsidies and import
barriers in the trade negotiations, we recognize that domestic programs cannot be
totally ignored. Internal supports have been known to be used to circumvent com-
mitments made in the other two areas. For example, the EC has no direct import
restrictions or export subsidies on soybeans. However, the EC supports soybean pro-
duction at three times the world price, and pays processors the difference so they
will buy Community, rather than imported, soybeans. The effect is the same as ap-
plying a tariff on imports at the border.

A good GATT outcome would be one in which subsidizing countries agree to uti-
lize price and income support mechanisms that avoid stimulating over-production.
As you know, most U.S. programs tie support payments to producer commitments
on acreage set-asides and conservation plans. We have long felt that adoption by the
EC and other countries of similar set-aside/deficiency payment systems would repre-
sent a major and lasting improvement in world farm markets. Apparently, the Com-
mission of the EC now agrees; unfortunately, a number of EC member states still do
not.

While many American farmers already have-submitted to farm support reduc-
tions since 1986, commensurate sacrifices by other countries have been few. Credit
must be given in the negotiations for adjustments undertaken by countries that al-
ready have brought about more market-orientation in the sector. We believe other
countries have farther to go in this regard, and the Uruguay Round offers the op-
portunity to obtain such commitments on a multilateral and binding basis.

As we have said on many occasions, Farm Bureau will not support a GATT agree-
ment unless the overall package is clearly beneficial to American agriculture. This
may require adjustments in some areas, including internal supports, that some
farmers will find troublesome. Most countries will be facing similar domestic con-
cerns. Therefore, there will have to be mechanisms implemented to avoid unaccept-
able disruptions for farmers. Proposals to minimize disruptions have included: a
lengthy phase-in period, increased reliance on direct income supports or conserva-
tion programs, and greater use of producer-findnced (i.e. no-net cost) programs. Seri-
ous discussion of these concepts has not yet begun in Geneva, so there is no way to
know which might be acceptable alternatives to current trade-distorting programs.

One additional point should-be stressed. The EC until recently has refused to ne-
gotiate specific commitments on its import barriers and export subsidies. The EC's
position has been to talk about an "aggregate approach" to the agricultural negotia-
tions. Under this strategy, the focus would be almost exclusively on internal sup-
ports. Import and export practices-at least those of the EC-would be disciplined
only as an indirect result of reductions in internal supports.

One reason for this strategy is that the EC really does not want its variable levies
and export subsidies to be prevented from doing their job-avoiding price competi-
tion between domestic and foreign commodities. Another reason is that it wants
U.S. deficiency payments on the negotiating table. As the main farm trade culprit
(in the view of most other countries), the EC sees this as a means of deflecting some
criticism to the United States and away from EC programs. It also has the benefi-
cial side effect, from the EC's point of view, of increasing concerns about the negoti-
ations within the U.S. farm community.

If the objective of the GATT talks were to eliminate farm supports, as some seem
to believe, Farm Bureau would have withdrawn its support long ago. We simply
want costs of farm supports to be borne by each country, not transferred to farmers
in other countries though lost export sales, lower prices and higher program costs.

Export Subsidies: Our statement contains a number of examples of damage done
to American trade interests by foreign export subsidies (above). We view export sub-
sidies as the most distortive practice in world agricultural trade. Clearly, a good
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Uruguay Round agreement would be one which eliminates the use of export subsi-
dies in agriculture (as has already been done in industry). An agreement that only
reduces export subsidies would not be acceptable if that implied any remaining
export subsidies were legitimate or incontestable. In other words, countries must
retain the right to file GATT objections to any subsidies that remain after the nego-
tiations, and the total abolishment of export subsidies should continue to be our ul-
timate objective.

An agreement without meaningful disciplines on expo~-t subsidies would be of no
value to American agriculture.

Market Access: A good Uruguay Round agreement would (1) establish clear GATT
rules and disciplines on the use of variable import levies, and (2) lower or remove
other forms of barriers to U.S. farm exports. As mandated by Congress (Section 1132
of the 1985 Food Security Act), the Department of Agriculture publishes an annual
report on foreign barriers to U.S. farm products. This list is long and comprehen-
sive. It will grow no shorter unless the Uruguay Round succeeds in establishing ef-
fective procedures to reduce import protection in this sector.

Many of the barriers identified by USDA are imposed on high-value products-
the type of products on which the U.S. has placed special market promotion empha-
sis in recent years. Unfortunately, there is little point in promoting U.S. products, if
they cannot enter a market because of government restrictions.

The EC's variable levy is one of the most purely protectionist measures in exist-
ence today. Its purpose is simple: to force up the price of imported products to at
least the level of domestic products to prevent price competition. Levies can reach
levels of 100 percent ad valorem or more. U.S. exports to the EC of commodities
subject to variable levies have fallen dramatically since the introduction of that
device over two decades ago. There is currently no explicit GATT rule on variable
levies. A good agreement would be one which places an upper ceiling on the level of
levies and ratchets them down over a transition period.

It is unlikely that other countries would agree to lower their import restrictions,
if the U.S. refused to negotiate its own import barriers. Although over 90 percent of
U.S. farm imports are currently subject only to tariffs, some U.S. farmers would
face increased competition from imports after a successful trade round. We fully
expect, therefore, that safeguards will be built into any agreement to enable reintro-
duction of temporary import controls, if imports increase too rapidly and begin to
undermine a country's domestic market.

In addition, the lowering of trade barriers in other markets, and the substantial
reduction in foreign export subsidies, would largely eliminate the problem of unfair
or diverted products entering our market. Farm Bureau policy clearly states that
we will not support an agreement that would replace Section 22 quotas, for exam-
ple, with another form of import protection without equivalent commitments on
equally important trade barriers and subsidies in foreign countries.

Sanitary and Phytosanitary Standards: A number of recent and unfortunate inci-
dents have brought home to American farmers the growing problem of trade bar-

-riers taking the form of health and sanitary regulations. In each case, hard facts
have taken a back seat to scare tactics, emotion and politics in raising consumer
concerns about products imported from the United States. As traditional trade bar-
riers are negotiated away, opponents of foreign competition are using questions
about the safety of a foreign commodity as an effective substitute. Despite having
one of the safest food supplies in the world, the United States has faced foreign gov-
ernment restrictions or consumer rejection of a number of products based on un-
founded health claims (e.g. the EC's hormone ban and Knrea s ludicrous claim thatU.S. grapefruit may be contaminated with Alar).

A good Uruguay Round agreement in this area would be one that requires coun-
tries to implement health and trade regulations on the baris of sound science. Farm
Bureau would not support an agreement that would result in a lowering of U.S.
standards on imported products. And we do not believe this is the intent, or would
be the outcome, of a GATT agreement. To the contrary, the thorough international
reporting requirements, and the increased transparency in standards-making re-
quired in a GATT agreement, would no doubt result in improved food safety world-
wide.

The dispute-settlement mechanism would allow countries to challenge standards,
such as the EC's hormone ban, on the basis of all relevant scientific evidence 'and
testimony. It would not force any country, including the United States, tc abandon
or weaken a standard that it legitimately believes is necessary to protect its con-
sumers, its agricultural sector, or the environment.

Farm Bureau hopes this run-down of key issues clarifies our objectives in the ne-
gotiations. The world needs to continue to make advances toward freer and more
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open trade or it will risk sinking into protectionism and trade wars. The biggest
loser of all would be American agriculture.

In the final analysis, Farm Bureau's farmer and rancher members will judge
whether our overall objectives have been sufficiently met. If fast track is not ex-
tended, however, any opportunity to achieve those ,bjectives will be lost.

PREPARED STATEMENT OF MERLE MCCANN

Mr. Chairman, members of the Committee, I am Buck McCann, a soybean farmer
from Carson, Virginia. I am President of the American Soybean Association (ASA).
ASA is a national nonprofit organization representing U.S. soybean farmers with
members in 29 states. ASA seeks to increase the opportunities for U.S, farmer prof-
itability through its market development, research, government relations and trade
policy programs.

We are pleased that you have invited our views on the General Agreement on
Tariffs and Trade (GATT) Uruguay Round trade negotiations. ASA has been closely
following these negotiations, which unfortunately ended in a deadlock last Decem-
ber. A successful agreement would expand overseas market opportunities for U.S.
soybeans and ASA favors resuming the talks.

Soybeans and soybean products, chiefly meal and oil, are a major U.S. agriculture
export. In recent years these products have accounted for around 15% of total U.S.
farm exports by value. Nearly one half of U.S. soybeans are exported in one form or
another to a host of destinations, although our main customers are the European
Community (EC), Japan, Taiwan, Korea, the Soviet Union and Mexico.

Export markets are key to the prosperity of soybean farmers. Without these sales,
the price of soybeans would drop and many producers would be forced to shift to
other crops. There would clearly be a painful adjustment process in our agricultural
community that would affect many crops.

The 1980's witnessed an unfortunate decline in the position of U.S. soybeans in
world markets. At the same time, world trade in soybeans and soybean products
grew over 20%. In 1979, we supplied 84% of the soybeans sold in international mar-
kets, 42% of the soybean meal, and 37% of the soybean oil. We were the number
one world supplier of all three products. The picture is vastly different today. The
United States is the third supplier of soybean meal, with 17% of world exports,
behind Brazil (32%) and Argentina (22%). We are the fourth supplier of oil (15%),
behind Argentina (30%), the EC (28%) and Brazil (17%).

The declining position of U.S. soybeans in world markets was brought about by a
combination of factors. The 1985 Farm Bill set a loan rate that served as a floor for
producers in Brazil and Argentina. Growers and processors in those countries have
benefited from government subsidies and, in the case of Argentina, a differential
export tax, still in effect, stimulates exports of soybean meal and oil.

The 1990 Farm Bill included several provisions which should help to alleviate
these problems. First the marketing loan, with an effective support of $4.92 per
bushel, will eliminate the guaranteed price that provided a floor for competitors.
Second, the planting flexibility provisions will allow farmers to shift as much as
25% of their base acreage to soybeans and other crops, depending on market sig-
nals.

While the European Community has remained a key market for U.S. soybean
farmers, its oilseed regime has eroded market opportunities. The EC provides sky-
high deficiency payments to its farmers. For example, the EC support price for soy-
beans in the 1990 crop year was the equivalent of $13 per bushel, more than twice
the average price of $5.79 per bushel received by U.S. farmers. The EC's oilseed
system is complex. Deficiency payments, equal to the difference between a target
price and an EC calculated world market price, are channeled through the proces-
sors. The amount they receive from the EC exceeds what they pass on to farmers.
The result is that they can buy internal oilseeds below world market prices, dis-
criminating against U.S. and other foreign suppliers.

In the decade from 1977-87, oilseed output in the EC-10 (not including Spain ancl
Portugal) jumped ten fold, from one million metric tons to 10.5 million metric tons.
Current production of the EC-12 is around 12 million metric tons, and is expected to
expand considerably this year with the additional rapeseed output in the former
East Germany. According to EC Agriculture Commissioner Mac Sharry, the 1991 EC
oilseed program is expected to cost $5.5 billion. This is just over half the total CCC
farm program costs projected by USDA for fiscal year 1992.

To reverse this negative trend, ASA initiated a Section 301 complaint against the
EC's unfair oilseed regime in late 1987. Our case was referred to the GATT. Finally,
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in December 1989, a GATT dispute settlement panel ruled the EC regime illegal.
The panel determined that deficiency payments could no longer be made through
oilseed processors and that the system must not nullify the EC's zero-bound tariff on
soybeans, soybean meal and protein products. Top EC authorities agreed to comply
with the panel recommendations in the 1991 crop year, which is now beginning.

On March 7 those same Community officials reneged on their promise, claiming
that agriculture policy reform and the deadlock in the Uruguay Round are impedi-
ments to meeting their GATT commitments. ASA is urging the Administration to
pursue diplomatic means to persuade the EC to undertake the required reforms. If
the Community fails to respond positively, retaliation against EC exports to this
country is the only-alternative. Failure to retaliate would show a lack of resolve by
the U.S. in this and other 301 cases, as well as undermine the United States negoti-
ating stance in the GATT round.

American soybean farmers are efficient producers and studies by USDA and
others conclude that they will benefit from a reduction or elimination of foreign
trade restrictions and subsidies. However, U.S. soybean farmers cannot counter the
massive government subsidies of the European Community or unfair trade prac-
tices, such as Argentina's differential export tax. It is for these reasons that ASA
has been a strong supporter of U.S. efforts in the Uruguay Round.

The goal of the Uruguay Round for agriculture is substantial, progressive reduc-
tions in trade distorting support and protection. The EC's oilseed regime clearly dis-
torts trade by subsidizing internal production and processing. On the other hand, we
believe the U.S. soybean marketing loan, since it is set well below the long run equi-
librium price of soybeans, should not have implications for U.S. GATT obligations.
Achievement of the Uruguay Round aims would go a long way in eliminating unfair
competition and open new and expanded markets to American soybean farmers.

On the eve of the December ministerial meeting, the gap between the U.S. and
EC positions remained wide. As a close observer of the Round, ASA realized that
the many differences would be hard to bridge. For example, the EC insisted on reba-
lancing, which would have imposed import duties on soybean, soybean meal and
other protein products. Rebalancing is clearly inconsistent with the aims of the Uru-
guay Round and would render moot the GATT panel's decision against the EC oil-
seed regime. The EC, supported by Japan and Korea, remained unwilling to make
significant changes in its protectionist agriculture trade policies and the negotia-
tions ended in a deadlock.

The United States position has been that it would not agree to resume the talks
without a commitment from all GATT countries to negotiate on the three key areas
in agriculture: Internal supports, export subsidies and import barriers. ASA under-
stands and supports this position. Commitments in all three areas are necessary, or
concessions in one area could be undercut by offsetting changes in another area.

A few weeks ago the EC announced that it would negotiate reductions in each of
the three key areas, opening the possibility of resuming the talks. When the Uru-
guay Round was. launched in late 1986, negotiators believed that four years would
be sufficient to conclude these complex negotiations. ASA believes that U.S. negotia-
tors worked hard to meet that deadline. Unfortunately, other GATT members re-
fused to make the compromises necessary to reach a mutually-acceptable agree-
ment.

It would be short sighted to discard the progress that has been made during the
four years, however. Our negotiators s are ready to return to the table to conclude
the talks as quickly as possible. Ambassador Hills recently told ASA representatives
that congressional fast track authority is necessary for her staff to effectively carry
out these complex multilateral negotiations. Given the potential benefits of a suc-
cessiful settlement for soybeans, ASA supports extension of the fast track authority.

ASA believes that an acceptable settlement on agriculture is still be attainable,
although the negotiations will be tough. Recent European consideration of funda-
mental reform of their Common Agriculture Policy is a hopeful sign. What the EC
will do and when remains to be seen, but the talks may serve to hasten the process.

A satisfactory GATT agreement for U.S. soybean farmers must result in substan-
tial cuts in trade distorting support and protection in the three areas: Export subsi-
dies, border measures and internal supports. The disciplines required-of the United
States must be equally applicable to all GATT signatory countries and must be en-
forceable. There should also be adequate safeguard measures to protect producers
from import surges due to short term market disruptions.

In a November 2 letter to former Secretary Yeutter, ASA joined other U.S. farm
groups in saying that no GATT agreement is better than a bad one. That position
has not changed. ASA supports our negotiators' efforts to conclude the talks soon,
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but our position on a final GATT agreement will depend on whether it meets the
overall interests of U.S. soybean producers.

In conclusion, ASA believes that a GATT agreement holds promise for American
soybean farmers, depending of course on its details. Inclusion of rebalancing is total-
ly unacceptable, however, and would force ASA to oppose any GATT agreement in
the strongest possibleterms. Last, it is imperative that EC officials keep their per-
sonal commitment to Ambassador Hills to implement the results of the GATT panel
report for the 1991 crop. Failure to do so would demonstrate a lack of EC commit-
ment to the GATT and, we believe, undermine the entire Uruguay Round negotiat-
ing process.

PREPARED STATEMENT OF FRANK POPOFF

I. INTRODUCTION

The Chemical Manufacturers Association (CMA) welcomes this opportunity to dis-
cuss issues arising in the Uruguay Round of Multilateral Trade Negotiations being
conducted under the auspices of the General Agreement on Tariffs and Trade
(GATT). The Finance Committee's focus on the Round is particularly important in
light of the renewed opportunity to complete the negotiations, and the debate over
extension of the President 's "fast-track" trade negotiating authority.

CMA is a non-profit trade association whose member companies represent 90 per-
cent of the productive capacity for basic industrial chemicals in the United States.
The chemical industry has been a strong supporter of the Uruguay Round. The
chance of a new multilateral agreement holds great promise for removing the tariff
and non-tariff barriers which hamper international trade. In 1990, the U.S. chemi-
cal industry returned a $17 billion trade surplus, built on a strong export compo-
nent.

Despite the chemical industry's excellent export record, there is cause for con-
cern. Our traditional strength in exports is threatened by foreign tariff and non-
tariff barriers, and to some extent by contradictory domestic policies. The industry's
interest in fostering a successful conclusion to the Round, and securing fair access to
the world market, prompts our appearance before the Committee today.

The "crisis" in the Uruguay Round is not simply a question of fostering global
adherence to GATT disciplines. Many of the critical negotiating issues confronting
the GATT negotiators are not traditional North-South matters, but are North-North
issues. Faced with the prospect that developed countries are finding it difficult to
agree amongst themselves, it is perhaps not surprising that developing countries
have taken a cautious approa hto the Uruguay Round talks.

The current debate over the extension of the President's fast track" authority
points to an even more fundamental question: the importance of a comprehensive
trade policy to U.S. interests. CMA suggests that the "free-rider" problems arising
out of the Uruguay Round can be addressed not only in the context of the negotia-
tions themselves, but also through elements of U.S. trade policy. In CMA's view, ex-
tension of the fast-track will promote broader participation in the Round, and will
ultimately lead to a successful conclusion of the negotiations. Other aspects of U.S.
trade policy beyond extension of the fast-track may also merit the Committee's at-
tention as the Round continues.

I!. URUGUAY ROUND OBJECTIVES

CMA has in the past testified on what the chemical industry believes to bV the
areas of principle concern in the Uruguay Round. The passage of four and one half
ears of negotiations has given us no reason to change the goals that we had for the
ruguay Round in 1986. The GATT was on the verge of a breakthrough in Brussels

at the end of 1990 and the progress achieved tip to that point should not be aban-
doned.

CMA has believed from the beginning that the emphasis of the Uruguay Round
should be on efforts to eliminate existing trade barriers and improve existing codes.
To merely further reduce tariffs will not accomplish this goal. The trade barriers
which concern CMA include denial of open and fair market access, ineffective pro-
tection of intellectual property rights and trade distorting investment practices. In
addition, CMA has taken positions on issues covered by negotiations on dispute set-
tlement, functioning of the GATT system, infant industries, natural-resource based
products, preshipment inspection, safeguards and subsidies and countervailing
measures.

44-755 0 - 91 - 5
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During the course of the negotiations, CMA has worked with other chemical in-
dustry groups in Canada, Japan and Europe to create common positions on all the
issues mentioned above. Members of the Committee and the Office of the US. Trade
Representative are well aware of our avid pursuit of these issues here in Washing-
ton, Geneva and numerous other centers of government around the world.

CMA would like to elaborate on its principle objectives in the Uruguay Round,
namely, market access (removal or reduction of numerous tariff and non-tariff
measures coupled with the linkage of the two), greater GATT disciplines in the pro-
tection of intellectual property rights and improved ability to address trade related
investment issues.

Although CMA believes that tariff negotiations should not be the primary objec-
tive for the Uruguay Round, tariff reductions could be accepted in exchange for im-
proved access for chemical products in world-wide markets. The tariff negotiations
should seek to reduce peak tariffs, harmonize and remove tariffs where practicable,
and bind tariffs by a maximum number of Contracting Parties, over the broadest
possible range of sectors.

In non-tariff measures, the chemical industry seeks removal of barriers, such as
import quotas, and restrictive licensing programs aimed at chemicals.

In the area of intellectual property rights, a TRIPs agreement should protect
product and process patents, and trade secrets. CMA further believes that abuses of
compulsory licensing and working requirements are issues in need of discipline.

It is important to note the significant progress made in TRIPs to date. Despite
their earlier reluctance to accept new disciplines in intellectual property, developing
countries now seem willing to agree to TRIPs disciplines in exchange for improved
rules in agriculture and textiles. All parties have recognized the need for developing
countries to have adequate time to establish the necessary national laws and proce-
dures to govern TRIPs. In those limited instances when it is necessary to impose
compulsory licenses, intellectual property owners should be guaranteed adequate
compensation. Provisions have also been established to enforce on a non-discrimina-
tory basis all forms of intellectual property protection, both within countries and at
their borders.

CMA also supports the negotiations on trade related investment measures
(TRIMs) which addresses and limits the trade restrictive and distorting effects of
such practices. We believe that present day TRIMs violate Articles III and XI of the
GATT, but we are not convinced that the normal GATT dispute settlement proce-
dures provide a practical solution to these problems.

III. ENCOURAGING URUGUAY ROUND PARTICIPATION

Despite progress in the negotiations, the problem of encouraging broader partici-
pation in the Uruguay Round remains. Generally speaking, developing countries
have participated in the Round, particularly in agreeing to negotiate issues (such as
TRIPs, TRIMs, and pre-shipment inspection) that they were initially reluctant to ad-
dress. However, several disincentives may have the cumulative result of discourag-
ing developing country involvement.

The overriding incentive for widespread Uruguay Round involvement remair -5 the
lure of enhanced economic and development opportunities. International trade i., a
significant development catalyst. Progress in certain developing areas has not been
as rapid as we might have hoped, but there is no denying that international trade
fosters development opportunities.

The primary disincentive to more active participation in the Round appears to be
that progress on the package as a whole is linked to progress on the very issues
most important to the developing world. Many developing economies are largely
based on agriculture, textile and raw material production. These areas no longer re-
flect the largely North-South considerations they did in previous GATT negotia-
tions.

The focus in the GATT has shifted somewhat, and many of the matters now being
negotiated reflect North-North disputes. Few would disagree, for example, that the
agriculture negotiations depend almost entirely upon the ability of developed na-
tions to resolve their differences. The possibility that the developed countries might
achieve a basic consensus in agriculture, and then force unrealistic compromises on
the lesser-developed countries, is understandably daunting. In short, some countries
may believe that they have more to lose than gain from participation in the Round.

The perception that the Round has failed to consider some crucial issues also
serves as a disincentive to developing country participation. For example, the dis-
cussion on services trade has two distinct aspects. On the one hand, developed coun-
tries have focused on capital-intensive elements, particularly on the right of estab-
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lishment. Developing country interest continues on access for labor-intensive serv-
ices, such as construction.

The apparent disconnect between developed and developing country interests is
also evident in the draft Final Act prepared for the Brussels Ministerial meeting,
held in December, 1990. The draft would have allowed developing countries longer
implementation periods, exemptions from certain commitments, increased technical
cooperation, and a grace period for adherence to the negotiated agreements. Some
developing countries, however, believe the provisions were an inadequate response.
Again in the services area, the draft agreement contained no commitment by devel-
oped countries to provide preferential access to their services markets for develop-
ing countries. The stalemate in the agriculture negotiations has no doubt had an
effect on the tariff negotiations, where agricultural, natural resources, and tropical
products dominate the developing country agenda.

Another possible disincentive to developing country participation in the Round is
the most-favored nation (MFN) principle. Although MFN is a powerful weapon, it
also provides a useful shield to those countries who would sit back and reap the ben-
efits of an international agreement with few, if any, concessions. The extent that
MFN actually encourages countries to sit out the Round may be enhanced by rapid
expansion in world trade, which has sometimes come at the expense of more fragile
developing economies caught in the bind of trading raw materials to a slowing
market for manufactured goods at rising prices.

Taken as a whole, these factors may undermine the ability to reach an agreement
in the Uruguay Round. How then can the United States encourage participation,
and assure that the "free-rider" problem in the GATT is minimized? In CMA's view,
the United States Trade Representative has properly pursued a negotiating strategy
that will help developing countries realize the benefit of mutual concessions on
trade in goods and in the so-called "new areas" (i.e., TRIPs, TRIMs). CMA has con-
tinually focused on the need to link progress in tariffs (the one area in which the
chemical industry still has something to "give") with the negotiations in other
areas.

Assuming that a breakthrough in the agriculture negotiations is forthcoming, de-
veloping countries may be pursuaded that the Round can still take account of their
development needs. Certainly, we can expect that additional calls for consideration
of development issues, particularly flexibility in implementation, will be made
before the end of the Uruguay Round. The challenge for the United States is similar
to that facing the developing countries-how to maintain balance in the Uruguay
Round negotiations.

There is one additional factor which affects the GATT negotiations, which Con-
gre, is uniquely positioned to address. Coming to grips with our own domestic trade
policy, and the impact of U.S. policy on international trade, could very well provide
a significant incentive to complete the Round.

IV. U.S. TRADE POLICY CONSIDERATIONS

There can be little doubt about the impact of U.S. trade policy on the GATT nego-
tiations. With extension of the President's fast-track negotiating authority pending,
the talks have ground to a halt. Other aspects of U.S. trade policy, such as growth
in bilateral trade agreements, may create fears that the United States is willing to
forego the benefits of multilateral trade disciplines.

Extension of the fast-track is a CMA priority, and we urge the Congress to act
favorably on the President's request. Fast-track has been an important factor in pro-
moting multilateral trade, particularly for those countries reluctant to negotiate
trade agreements once with the Executive branch, and again with the Congress. Im-
plicit in the fast-track negotiating mandate is recognition that international agree-
ment requires concessions in some areas, balanced by progress in others.

The current fast-track debate is centered on the President's ability to pursue a
bilateral free trade agreement (FTA) with Mexico. The potential effect of a U.S.-
Mexican FTA has overshadowed the need for fast-track authority necessary to com-
plete the Uruguay Round.

CMA supports negotiation of a U.S.-Mexico FTA. The benefits of a FTA will mul-
tiply in the long-run, particularly if Mexico is-encouraged to continue its movement
toward becoming a fully market-oriented economy. In CMA's view, there is clearly
room for parallel initiatives, other than a free trade agreement, in which other
policy interests in our relationship with Mexico can be pursued.

Bilateral trade agreements are certainly important to the U.S. chemical industry.
Canada-and Mexico are the industry's second and third largest markets, respective-
ly. Holding progress on a multilateral GATT agreement hostage to bilateral trade
considerations presents a serious risk, however. Important growth markets for the
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U.S. chemical industry lie outside Canada and Mexico. The consequence of failing to
extend the fast-track, and virtually dooming the prospect of a GATT agreement,
could well create an increase in the trade barriers intended to be addressed in the
Round.

The impact of other aspects of U.S. trade policy on the Uruguay Round also
merits consideration. These policy elements are somewhat outside the scope of the
Committee's current inquiry, but may nevertheless have an impact on the willing-
ness of other countries to participate in the Uruguay Round. These policies include
trade remedy laws, export incentives and disincentives, and managed trade solu-
tions, such as voluntary restraint agreements. In particular, U.S. pursuit of bilateral
trade options may have created the impression that we place little value in multi-
lateral trade disciplines.

In short, there is no simple answer to addressing the range of issues raised in the
Uruguay Round. The participation of other countries in the Round is dependent
upon a host of factors, not the least of which is U.S. trade policy. We urge the Com-
mittee to continue its efforts to develop a comprehensive U.S. trade policy.

V. CONCLUSION

CMA welcomes the Committee's inquiry into issues arising from the ongoing Uru-
guay Round of Multilateral Trade Negotiations. There is no doubt that despite the
incentive for economic development inherent in multilateral trade agreements,
some countries may still remain outside the process. Assuring the broadest possible
participation in the results of the Round will help assure that the benefits of free
and fair trade inure to the U.S. chemical industry.

There are several disincentives to broad participation built into the Uruguay
Round process. At the same time, U.S. trade policy (particularly the extension of the
President's fast-track negotiating authority) has an impact on the willingness of
other countries to seek a multilateral agreement. CMA urges Congress to extend the
fast-track, and continue its efforts toward a comprehensive domestic trade policy.

PREPARED STATEMENT OF ERNEST H. PREEG

Mr. Chairman, I am pleased to appear before this committee to testify on the sub-
ject of the Uruguay Round and increased market access for U.S. exporters.

A successful Uruguay Round that strengthens the GATT multilateral trading
system is a high priority U.S. interest, but only if it accomplishes broad commit-
ments from others to open and secure market access for U.S. exporters. There are a
number of aspects to this issue and I will limit my remarks to one particular prob-
lem area, namely the ability of developing countries to be "free riders" within the
GATT system of mutual commitments and obligations.

So-called special and differential treatment, or S&D, for developing countries is
deeply embedded in the GATT system dating back to 1965. Developing countries
have not been required to provide reciprocal market access during periodic Rounds
of negotiation, and can impose new trade barriers at any time for vaguely defined
reasons of economic development. S&D was expanded in concept at the end of the
Tokyo Round in 1979 and was incorporated by reference into the Punta del Este
Declaration that launched the Uruguay Round in 1986.

This asymmetry in GATT obligations has grown into a major problem for the
United States during the 1980s because the newly industrialized countries in Asia
and Latin America have become highly competitive exporters as well as rapidly
growing home markets for U.S. exports. These newly industrialized are unwarrant-
ed free riders in a trading system based on reciprocal access to markets, and the
dichotomy in commitments tends to undermine the credibility of the GATT system
as a whole.

The problem was recognized by the executive branch early on in the Uruguay
Round. The definitive statement by acting Secretary of the Treasury M. Peter
McPherson on September 14, 1988, warned that, "The cumulation of special exemp-
tions and arrangements for developing countries through GATT's history has effec-
tively removed LDCs from obligations under GATT's first principles-nondiscrim-
ination, transparency, and reciprocity. Developing countries are members of GATT,
but, for many, their membership is without substance." The Uruguay Round, from
the U.S. point of view, was intended to change this unsatisfactory relationship.

The question now is whether the Administration is in fact giving sufficient priori-
ty to obtaining fuller GATT commitments by developing countries as part of a final
Uruguay Round package. Central preoccupation with the European agricultural
policy and with framework agreements of general principles for trade in services
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and protection of intellectual property have tended to distract attention from hard
and fast commitments by developing countries on access to their markets. S&D is
alive and well.

At this point, we need a more clearly articulated and specified strategy for devel-
oping country participation in the GATT system. The strategy should be based on
two concepts:

First, it is in the setf-interest of developing countries to reduce their import bar-
riers and to bind the lower levels of protection in the GATT against future increase.
Successful economic development in Asia and Latin America in recent years has
been based on a strategy of open trade and vigorous private sector competition.
Twenty or even ten years ago, developing countries espoused a protectionist,
"import-substitution" strategy at odds with the GATT. Today, by near consensus,
the GATT approach is supportive, indeed fundamental, to successful development.

Second, the U.S. policy response for dealing with the free rider GATT problem
should be comprehensive. Policy debate in terms of "either-or" questions-either the
GATT or regional free trade or bilateral negotiations of one sort or another-is
futile and misleading. There is no one simple answer to the exclusion of others. The
reality of trade policy in the 1990s is that we are proceeding on three tracks-the
multilateral GATT system, regional free trade initiatives and bilateral negotiating
objectives that don't fit the gauge of the other two tracks. The policy challenge is
how best to manage all three tracks in a mutually reinforcing way. This is especial-
ly the case with respect to enhanced market access in developing countries.

In this context, I would like to elaborate specific objectives in four areas: (1) The
Uruguay Round, in greatest detail; (2) The GATT graduation issue; (3) Regional free
trade in the Americas; and (4) Bilateral negotiating priorities.

1 THE URUGUAY ROUND

There are a number of specific Uruguay Round objectives that, if achieved, would
greatly improve U.S. exports to developing country markets. Most important:

(a) Tariff Reductions Bound in the GATT. Many developing countries have very
high tariffs. Substantial reductions, bound in the GATT against future increase,
would help expand U.S. exports to their markets just as tariff reductions by indus-
trialized countries generated trade expansion in the 1950s and 1960s. Some develop-
ing countries-such as Mexico, Venezuela, and the Philippines-have greatly low-
ered or are in the process of lowering their tariffs in the context of structural ad-
justment programs, but these lower rates are not bound in the GATT. GATT bind-
ings at the lower rates should also be a U.S. objective in the Uruguay Round, par-
ticularly for industry sectors of prime U.S. export interest.

(b) The Balance-of-Payments Loophole. The most egregious anachronism of GATT
S&D for developing countries are the provisions of Article XVIII that permit devel-
oping countries to apply selective import restrictions for reasons of balance-of-pay-
ments. Until last year, even South Korea used this pretext despite a large trade sur-
plus. Import restrictions should only be considered when the balance-of-payments is
in a crisis situation and in the context of an IMF supported financial stabilization
program; even then restrictions should only be warranted on a comprehensive and
not on a selective basis. The United Si-ates and other industrialized countries have
been pressing for revisions along these lines in the 1979 GATT framework agree-
ment on balance-of-payments related trade measures. Developing countries have re-
sisted vigorously since this is their great loophole from GATT market access com-
mitments, but we need to hold firm.

(c) A Comprehensive Safeguards Agreement. This is a Uruguay Round objective to
bring wideranging bilateral quotas, currently outside the GATT, within specified
GATT disciplines and procedures. It is a high priority developing country objective
in the Round, and of central importance to the overall viability of the GATT
system. The United States should insist that the provisions of a new safeguards
agreement apply equally to developing countries. There is no justification for S&D
exemption from criteria-and procedures being negotiated in this area.

(d) A Textile Sector Accord. The gradual phaseout of the multi-fiber arrangement
(MFA) for Textiles and apparel is one of the most difficult commitments for the
United States in the Uruguay Round, but it is necessary for a successful conclusion
of the Round. At the same time, a textile agreement should include fully reciprocal
commitments by developing countries, who are the most competitive exporters. De-
veloping countries should also phase out their import quotas, and lower and bind
their tariffs within GATT. This would be done in conjunction with the balance-of-
payments and safeguards agreements described above.

(e) Trade in Services and Protection of Intellectual Property. U.S. objectives in
these so-called new areas are well known, and I would only emphasize that frame-
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work agreements of general principles and objectives are not enough. Increased
market access for service industry and adequate standards for intellectual property
protection are essential for trade expansion. At this point in the Uruguay Round
there is a risk that only framework agreements will be achieved in the Round, leav-
ing market access and standards for later. We should insist on firm commitments
for the latter as well in the Round.

2. THE GATT GRADUATION ISSUE

There are no criteria in the GATT for defining a developing country, or for decid-
ing when a country should "graduate" from developing to industrial country status.
The graduation issue is not on the Uruguay agenda, and should not be. However, at
this stage at least two countries-South Korea and Singapore-are industrialized
countries by any reasonable standard, including comparison with the lower tier of
OECD countries. The United States and other industrialized countries should con-
sult with these two, and perhaps others, and urge them to declare themselves indus-
trialized countries within the GATT. Transition measures in some sectors should
not be a problem. An invitation to full membership in the OECD would be an appro-
priate graduation present. In any event, it should be politically attractive for such
countries to become fully acknowledged members of the industrialized country
grouping. The fact that even a couple of developing countries graduate to industrial-
ized status would have a strong positive effect on the credibility of the GATT in
terms of progressively more balanced commitments by all export competitive mem-
bers.

3- REGIONAL FREE TRADE IN THE AMERICAS

The Enterprise for the Americas initiative, and a free trade agreement with
Mexico in particular, is being examined extensively elsewhere, but there is a GATT
connection relevant to this hearing. I believe a free trade agreement with Mexico
would have a profoundly positive effect on the GATT system. It would constitute de
facto graduation to reciprocal free trade between a major newly industrialized coun-
try and the largest industrialized power, covering over 70 percent of Mexican trade.
The fact that President Salinas is boldly pursuing a free trade agreement as of criti-
cal benefit to Mexican development counters traditional developing country rhetoric
in the GATT that trade liberalization by developing countries should be slow, piece-
meal, and subject to reversal. There would likely be some special provisions in a
U.S.-Mexico agreement related to Mexican development, but they should be greatly
circumscribed compared with existing GATT free rider standards for developing
countries.

4. BILATERAL NEGOTIATING PRIORITIES

The United States has been criticized, for the most part unfairly, for pursuing bi-
lateral solutions to trade problems, such as within the provisions of Section 301 of
the 1988 Trade Act. We have done this predominantly in areas of policy not covered
by multilateral commitments-such as for intellectual property protection, service
industry, trade-related investment issues, government procurement, and competi-
tion policy. How broadly we need to pursue the bilateral track in the future will
depend, to a large extent, on what is accomplished in the Uruguay Round, and this
is particularly the case for developing countries. They can't have it both ways.
Either they need to undertake firm commitments on market access and dispute set-
tlement within the multilateral GATT system or they will have to face these issues
outside the GATT on a bilateral basis. The United States should carefully assess
future priorities for bilateral negotiating objectives on this basis, utilizing the multi-
lateral system to the extent it is reasonably responsive. If the objectives outlined
above for the Uruguay Round are achieved, I believe there would be a greatly re-
duced need for bilateral initiatives on our part.

In conclusion, the comprehensive strategy outlined here, based on mutually rein-
forcing objectives at the multilateral, regional free trade, and bilateral levels, could
substantially broaden access for U.S. exports in developing countries. The multilat-
eral GATT framework is central and critical to the success of this strategy, but the
existing practices of S&D treatment are increasingly unsatisfactory as the more ad-
vanced developing countries become highly competitive trading partners. The Uru-
guay Round is the opportunity at hand to rectify this situation. Without extension
of the fast track authority, however, the Uruguay Round would abruptly end in
total failure. I therefore support extension of the President's fast track authority.
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PREPARED STATEMENT OF CLYDE V. PRESTOWlrZ, JR.

I. SUMMARY

Before Congress agrees to renew the "fast track" procedures for the Uruguay
Round of GATT multilateral trade negotiations, it must assess the progress to date
and the prospects for final agreement. Congress must ensure that the agreement
brings clear benefits to the United States by boosting economic output and reducing
the trade deficit. And, equally important, Congress must ensure that the U.S. manu-
facturing sector is materially enhanced and not disadvantaged by changes in U.S.
trade laws.

The agreement as it stands now is disadvantageous to the United States. The re-
newal of "fast track" may be the last chance for Congress to make a deal and set
some criteria for the negotiations before the administration presents Congress with
the final agreement. In exchange for a "fast track" extension, Congress should ex-
tract certain specific concessions and promises from the administration to improve
the position of the United States.

1I. POSSIBLE NEGATIVE EFFECTS

The Round as it now stands would cause a deterioration in the U.S. trade balance
of at least $14 billion per year. Moreover, gains from the administration's top priori-
ty sectors in the Round-agriculture and services-will be marginal at best-' The
United States needs to offset this potential deficit with substantial gains in other
areas, such as market access.

The figures used by the administration to describe the likely benefits of an agree-
ment are far too rosy. The administration is predicting that a Uruguay Round
agreement would increase U.S. domestic output by $125 billion in the first year
after its signing alone. But such an increase in GDP would require the impossible:
as much as $500 billion in increased investment (a doubling of current investment
levels). Indeed, the very academic study cited by the administration clearly indicates
that the most likely Uruguay Round scenario could result in an increase in U.S.
GDP of $18 billion, not $125 billion.

The administration also claims that a Uruguay Round agreement bringing the de-
veloping world into the global trading system could increase U.S. exports by $200
billion by the year 2000. ESI considers this level of sales possible only with final
resolution of the persistent debt crisis and the end of inflation in most developing
countries.

Lastly, USTR predicts that U.S. companies will reap a $60 billion gain from the
tighter enforcement of intellectual property rights expected to be approved at the
negotiations. But if Section 337, the statute currently governing foreign infringe-
ment of intellectual property rights, is dropped in accord with GATT regulations.
Cutbacks USTR says will occur and if there is no comparable substitute clause re-
placed without an adequate substitute, U.S. industry will almost certainly suffer
substantial losses. To date, no adequate substitute has been proposed; Congress
should demand that USTR provide a concrete explanation of its proposals to replace
Section 337.

Troubling, also is the fact that the administration overlooks several other compo-
nents of a Uruguay Round agreement that could further widen the U.S. trade defi-
cit. For example, if as currently seems possible U.S. trade laws that deter predatory
trade activity- particularly those covering dumping and subsidies, are altered along
the lines requested by our trade partners, the results could be dramatic: increased
targeting by foreign governments' industrial policies and dumping activity by for-
eign companies that reduces the domestic market shares of many U.S. firms. This
would translate into lost export opportunities and increased unfair trade activity at
the expense of U.S. manufacturers.

Various countries have proposed several changes in antidumping and countervail-
ing duty procedures. These proposals include a "public interest" test for dumping
laws, an automatic "sunset" clause for dumping orders, changes in the calculation
of the constructed value when determining the fair market price of a product, the
use of life-cycle pricing and the averaging of sales prices of dumped imports to de-

l The Department of Agriculture estimates that with complete elimination of world agricul-
ture trade barriers, U.S. exports would only increase by $3 billion. Consequently, a one-third
reduction in barriers would yield only $1 billion improvement in the U.S. trade balance. For
services, the administration has no estimates. ESI estimated that if, as a result of the agree-
ment, U. S. services exports increased by 10 percent a year, the U.S. trade balance would im-
prove by only $2.7 billion.
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termine when dumping has occurred, increasing the de minimis level of injury that
the plaintiffs must show, requiring a "majority" of the domestic industry to support
a petition (current law requires a "major" portion of the industry to support a peti-
tion), and raising the initiation standards.

Thus the U.S. trade deficit could rise by an additional $20 billion in the first year
after the agreement is signed. If this figure is added to the additional $14 billion
deficit that the agreement is virtually certain to yield, the total annual increase in
the deficit would hit $34 billion-a rise of more than 33 percent. The attached
charts tell the story well.

III. IMPROVING THE ROUND

Although Congress cannot, practically speaking, conduct its own negotiations with
U.S. trade partners, it can establish conditions for the U.S. negotiating team. In ex-
change for granting an extension of fast track, Congress should extract certain spe-
cific concessions and promises from the administration. These should include com-
mitments to:

(1) Ensure that any agreement opens foreign markets-especially in developed
countries and major newly industrialized countries-to U.S. goods as much as the
U.S. market is open to foreign goods. This must translate into real opportunities to
improve the U.S. trade balance. Congress should make clear that any agreement
that seems likely to increase the trade deficit will be rejected.

(2) Allowno disadvantageous change in the effectiveness of U.S. trade laws, a
major interest of U.S. manufacturers, still the largest group of U.S. exporters. This
would include resisting efforts 1:o weaken U.S. trade laws, including Section 301,
which offer some relief fr'n-- foreign predatory trade practices. Further, any interna-
tional dispute settlement mechanism should not prevent the United States from de-
fending its interests unilaterally where necessary.

(3) Ensure that changes in Section 337 do not significantly increase the vulner.
ability of U.S. industry to IPR-infringing imports. The United States must main-
tain a capability equivalent to the current Section 337, (which prohibits the sale of
imports that infringe on intellectual property rights of domestic producers) since ef-
fective worldwide enforcement of this code is unlikely, and the United States could
continue to lose billions of dollars each year because of foreign piracy of intellectual
property. U.S. negotiators should be required to push for effective enforcement of
any international agreement, through an international tribunal dedicated to enforc-
ing intellectual property rights. At the same time Congress should insist that USTR
submit legislation for an equivalent substitute for section 337.

(4) Demand reciprocity in the service sector. Granting national treatment on an
MFN basis is not in U.S. interests, as the position on telecommunications indicates.
The United States must obtain the de facto ability to participate in other markets
comparable to what foreigners obtain here.

(5) Sign no agreement that does not end targeted industrial subsidies. The Euro-
pean Airbus Program, the Japanese push in aerospace, supercomputers, and robot-
ics, and the Korean efforts to build an aerospace industry are all fueled by direct
subsidies and tax breaks. To achieve an acceptable Uruguay Round result, these
must be outlawed.

(6) Industrial targeting must be halted. Many nations in Europe and Asia have
active programs directed or coordinated by government aimed at developing particu-
lar economic structures. Wherever such programs exist the conditions for free trade
are impossible to maintain. Thus U.S. agreement to a Uruguay Round deal must be
contingent upon an end to such active industrial policy programs.

(7) Do not entend MFA liberalization to non-market economies or to countries
maintaining substantial protection of domestic markets. As things now stand
China will be the prime beneficiary of any MFA liberalization. It should not be. In
the same manner, many countries that want to export textiles protect their domes-
tic markets for fabrics and a wide range of other goods. They should not be reward-
ed for such practices.

(8) Propose continuing talks on structural assymetries and an International
Trade Organization. The GATT currently does not address problems such as
Japan's distribution system and France's state-owned companies. Yet these are
more important influences on trade deficits than tariffs and quotas. To achieve
truly integrated world markets they must be addressed.

Obtaining these -commitments from the administration would help reassert Con-
gressional prerogatives in establishing guidelines for trade policy and, more impor-
tant, help ensure that the administration's top priority at the bargaining table is
securing concrete gains for the U.S. economy.
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ANNUAL EFFECTS OF A URUGUAY ROUND AGREEMENT
[All numbers in billions]

Administration figures

Claim 
ESI Analysis

exclusions Adjusted

GDP Effects (change in domestic output)
Reduction in Tariffs and Non-Tariff Measures ................... $125 $125 $18 +V1 t3

-$20

Trade Balance Effects (exports less imports)
Reduction in Tariffs and Non-Tariff Measures

All sectors .......................................... n/a -$18 -S3 -$14
Agriculture ................................. -. ,. n/a $3 $1 $1
Services .................................... n/a n/a $2.7 $2.7
Manufacturing (implied) ........... ................. n/a -$27 -$6.7 -$17.7

Improved Protection of Intellectual Property Rights.................. $60 $60 $14 $0
Increased LDC Imports of U.S. Goods/Services ..................... $20 $20 $0 $0

TRADE BALANCE TOTAL ......................... ................................. ..... $80 $59 $11 - $14

Administration Claim: Includes estimates presented by the administration in a New York Times op-ed piece, September 19, 1990
Administration w/exclusions: Includes Administration Claim, plus trade balance effects of GDP scenario cited by administration, plus USDA

agriculture estimate
Administration Adjusted: Includes previous categories GDP effects converted to most likely Uruguay Round scenario as cited in Australian study.

Revised intellectual property and LOC export estimates
ESI Analysis: A more likely scenario.
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ANNUAL EFFECTS OF A
URUGUAY ROUND AGREEMENT

ESI
ANALYSIS

BILLION
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0

ESI
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ADMINISTRATION
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PREPARED STATEMENT OF JAMES D. ROBINSON III

Mr. Chairman and Members of the Committee: I'm pleased to be testifying today
on behalf of the Advisory Committee for Trade Policy and Negotiations (ACTPN),
which I chair.

I applaud the Committee's decision to hold two days of hearings on the GATT
Uruguay Round negotiations. In accordance with the Committee's wishes, the ma-
jority of my remarks will focus on the Uruguay Round. However, since the recent
ACTPN report on fast track also addressed the desirability of a North American
free trade area. I intend to make a few remarks regarding that important negotia-
tion as well.

As most of you know, the ACTPN has about 45 members: business leaders from a
variety of sectors, agricultural representatives, and labor leaders. Since the Commit-
tee was first established by the Congress in 1974, it has provided private sector guid-
ance to the U.S. Government on the development of trade policy and the conduct of
trade negotiations. The nature of this guidance ranges from the general-such as
supporting strong U.S. trade laws-to the very specific, such as developing detailed
language on intellectual property protection. We've bee,: providing advice on the
GATT Uruguay Round for well over six years now, and wiJi perform a similar serv-
ice for the North American free trade discussions, as we did with the U.S -Canada
FTA, once the negotiations are under way.

My remarks today will draw heavily on the ACTPN report of March 1, which, as
mandated in the 1988 Trade Bill, detailed our reasons for supporting an extension of
fast track. It also offered our assessment of progress achieved in the GATT negotia-
tions, and expressed support for continuing the Round and opening free trade talks
with Mexico and Canada.

I will focus on the substance of the report in a few minutes. But first, I would like
to tell you why the Uruguay Round is so important to American business.

ARE THE GATT NEGOTIATIONS WORTH PURSUING?

Rather than rely solely on abstract arguments, I'd like to get down to the bottom
line: What does international trade do for you and your constituents? The numbers
tell an impressive story. Let me take a couple of states as examples: the great state
of Texas and my own state of New York.

Of all 50 states, Texas is this country's second largest exporter. Over the past
three years, exports have shot up 63 percent-far outstripping the state's economic
growth-and totalled $41 billion last year. Farm exports grew more than 72 percent
over the same period. All that export growth translates directly into jobs. In 1986,
the latest year for which such figures are available, exports generated almost 14
percent of manufacturing employment in Texas: 123,000 jobs. Given the sharp
export growth since then, the figure is bound to be much bigger now. Not only that,
but half of Texas' merchandise exports are in areas which tend to generate the
highest skilled, most desirable jobs-sectors such as chemical products, machinery,
and electronic equipment.

Clearly, Texas has a lot to gain from a successful Uruguay Round. As the nation's
fifth largest agricultural exporting state, it will be an enormous boon to Texas if the
GATT negotiations can achieve significant reform in world agricultural subsidies. A
GATT intellectual property agreement would protect and promote the competitive-
ness of important industries like chemicals and computers, which currently suffer
huge losses due to the lack of adequate intellectual property rights protection in for-
eign countries. Both manufactured and agricultural exports will reap benefits from
a negotiated reduction in foreign tariffs and nontariff barriers. And the list goes on.

My own state of New York is the third largest exporter, and the story is very simi-
lar. Exports from New York have climbed 48 percent sinc, 1987, reaching $29 bil-
lion last year. As in the United States generally, recent economic growth has been
largely fueled by exports. And those exports are generating jobs-161,000 of them
(or 13 percent of manufacturing employment) in 1986. Since that time, export-relat-
ed employment has been growing faster than employment overall. Many of those
jobs are high-skilled jobs, since over half of New York s manufactured exports are in
sectors such as high tech, machinery, and transportation equipment. The state also
enjoys strong trade in services. Even farm exports support thousands of jobs and
farms in New York State; those exports have risen more than 30% since 1987.

In short, New York stands to benefit enormously from GATT agreements in a
wide range of areas-tariff and nontariff barriers, intellectual property rights, in-
vestment, and agriculture, to name just a few. While there are no systematic data
on services trade by state, it is estimated that New York and California together
account for over half of al! U.S. services exports-more than the exports of all other
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states combined. So clearly the GATT services negotiations are yet another priority
agenda item for New York.

I could cite similar statistics for other states, but I think I've made my point:
International trade plays an important and rapidly growing role in the economy of
this country. That gives all of us a vested interest in seeing that the world trade pie
continues to row.

Let me support the argument with further observations about the role of trade in
the national economy:

* Between 1985 and 1990, U.S. manufactures exports rose an astounding 90 per-
cent, reaching $316 billion in 1990.

* The trend in services exports is just as dramatic. The 1980s saw an increase of
more than 200 percent in cross-border sales of U.S. services to $115 billion.

Even more startling than the growth of U.S. exports is their role in the domestic
economy.

* Growth in exports has accounted for a rising share of real economic growth in
the United States. Just look at the numerical progression: Exports accounted for 14
percent of real growth in 1986; 35 percent in 1988; 43 percent in 1989; and last year,
as domestic demand sagged. a staggering 88 Percent.

e Export-led growth is keeping our economy afloat in more ways than one. As I
stated earlier, exports create jobs. A rule of thumb developed by the Economic
Policy Institute indicates that roughly 30 American jobs are created for every $1
million in net exports. Of course, rising competition from foreign imports can and
does lead to job losses in some sectors. But the results for the economy as a whole
show a net gain: Preliminary numbers indicate that American jobs attributable to
merchandise exports alone have grown from 5.6 million in 1987 to over 7 million in
1990.

That, in summary, is why the private sector strongly supports the continuation of
the Uruguay Round negotiations. Given the vital importance of exports to growth
and jobs in our communities and in our country, we need to keep those exports
growing. That means eliminating foreign trade barriers and expanding foreign
demand for American goods and services. In the business world we call that "grow-
ing the primary ma.ket." Both the Congress and the Administration, in close con-
cert' with the business community, have made growing the primary market a high
priority in recent years.

We can and should continue that effort bilaterally-whether through free trade
negotiations or bilateral talks or some other mechanism. But we should not forget
the importance of multilateral reductions in trade barriers. In no other forum but
the GATT do you have the opportunity to leverage the interests of 100-odd countries
to open markets across a variety of sectors and geographical areas, expanding the
world trade pie for everyone.

That's why the ACTPN strongly supports the extension of fast track procedures to
finish the job we began four and a half years ago in Punta del Este. Failure by the
Congress to extend fast track would deal a serious blow to our efforts to expand for-
eign markets for American products. Defeating fast track is a signal to the rest of
the world that protectionism is okay. And if, as a result, the world starts sliding
into a tit-for-tat, you-hurt-me-and-I'll-hurt-you trading environment, American busi-
ness-and American workers--stand to lose more than we'd gain.

Why? Because with the globalization of markets from farm produce to finance,
the web of interrelationships among American and foreign producers has become
incredibly complex. We now ha4,', entire industries whose international competitive-
ness hinges on access to foreign as well as domestic components. Ask USTR why
drawing up retaliation lists gives them such a headache: Half the items on the list
have to be deleted because slapping on tariffs would hurt more Americans than for-
eigners! That's especially true in manufacturing.

WHY ARE THE FREE TRADE TALKS IMPORTANT?

Before moving to a discussion of fast track itself, let me say a few words about the
importance of pursuing, parallel to the Uruguay Round, negotiations to open up
markets here in North America. A North American Free Trade Agreement, or
NAFTA for short, is an important component of the aggressive trade policy that the
private sector and the Congress have been advocating for years. The private sector
does not view the NAFTA as a substitute for agreements in the GAr; rather, we
consider it a complementary market-opening initiative that, if successful, will bring
net benefits to the United States in terms of exports and jobs.
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Based on the rule of thumb-that 30 U.S. jobs created for every $1 million in net
exports-Dr. Rudiger Dornbusch of MIT has estimated that over 144,000 new Ameri-
can jobs have been created since 1986 due to trade with Mexico. Even if the number
is less than is generally assumed, the positive developments in Mexico over the last
few years have undoubtedly generated benefits for American workers. Reputable-
economic studies on the likely impact of a free trade agreement with Mexico-
whether it's the recent study done for the U.S. Department of Labor, or the ITC
study, or the one by Peat Marwick-have all reached similar conclusions: on bal-
ance, a comprehensive North American free trade agreement will be beneficial for
the United States and for American workers.

Of course, no one can deny that, as always, some industries will be adversely af-
fected. The ACTPN believes that there will be a need for appropriate transition pe-
riods for certain sectors of the U.S. economy. It would also be reasonable to include
an escape clause in the final agreemenlin the event a surge of imports is the sub-
stantial cause of serious injury.

W11Y EXTEND FAST TRACK?

As I have stated repeatedly, the ACTPN members support an aggressive Ameri-
can trade policy. Three years ago, the private sector worked closely with the Con-
gress for a comprehensive, aggressive international trade strategy, as embodied in
the 1988 Trade Act. That strategy included strengthening U.S. trade laws, such as
Section 301. It also included a renewal of fast track procedures to facilitate the ne-
gotiation and implementation of comprehensive bilateral and multilateral trade
agreements.

The reasons cited in support of fast track procedures tree years ago are equally
compelling today:

* There is still a clear and pressing need for fast track in order to persuade our
trading partners to come to the negotiating table and to make difficult concessions.
They just won't do it if they think the agreement will have to be negotiated all over
again with the U.S. Congress.

* The careful constitutional balance struck between the President's authority to
conduct foreign affairs and negotiate and Congress authority to regulate foreign
commerce remains firmly in place.
• Importantly, at least from the perspective of the ACTPN, consultations between

the private sector and U.S. negotiators have been frequent and substantive over the
course of the Uruguay Round negotiations. We have no reason to think that will
change.

* As to fast track itself, I know of no other legislative process where the private
sector (and the Congress, for that matter) has a procedure that produces as complete
and thorough participation.

The successful completion of the Uruguay Round has been a top priority for
ACTPN members at least since 1985, when the ACTPN issued a lengthy report that
helped establish U.S. objectives for the negotiations. ACTPN members, including
labor union leaders, actively assisted our negotiators ill getting the Uruguay Round
launched at the 1986 Ministerial in Punta del Este. Two years later, in November
1988, the ACTPN submitted to the U.S. government a comprehensive assessment of
the "midterm" results of the negotiations, along with detailed objectives for each
negotiating area. That report included separate analyses by each of the other trade
policy advisory committees, which focused respectively on agriculture, defense, serv-
ices, state and local government, investment, and labor. ACTPN also solicited the
views of the major trade associations, and it has task forces on specific areas, such
as intellectual property, industrial subsidies, and textiles. ACTPN members have
participated with U.S. negotiators in all the GATT Ministerials, and have joined
U.S. officials for meetings with foreign negotiators in Geneva. In short, the private
sector has been continually, consistently watchful over these negotiations.

I should add that organized labor has also been actively involved in all these ac-
tivities. They participated in Punta del Este and have continued to be active in the
advisory process. They continued to be supportive afterwards, despite periodic ex-
pressions of concern about the course of the negotiations. You will note that the
ACTPN's labor representatives dissented from the March 1 ACTPN report recom-
mending extension of fast track. The bulk of the opposition appears to be related to
the proposed North American flee trade negotiations rather than to the Uruguay
Round-although they have some concerns there, too, for instance in textiles. The
other ACTPN members, while sympathetic to those concerns, nevertheless feel
strongly that they can and should be addressed without derailing the negotiations.
After all, if we don't like the final outcome, we can always say no.

44-755 0 - 91 - 6
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HAS THE URUGUAY ROUND REALLY MADE PROGRESS?

- I've argued that the GATT negotiations are important to the private sector, and
that they should be continued. One of the arguments used against an extension of
fast track is the charge that the Uruguay Round has been a failure and should be
allowed to die. The ACTPN strongly disagrees with that assessment.

It's true that the negotiating objectives laid out by Congress in the 1988 Trade
Act, and detailed by the private sector in countless documents over the years, have
not yet been fully achieved. However, the Uruguay Round is a monumental under-
taking, and meaningful progress has been made in several areas. Accordingly, the
ACTPN believes that fast track procedures should be extended to allow further ne-
gotiations in the Uruguay Round, with the hope that a successful conclusion can be
reached. The other policy advisory committees concur in that view, with the sole
exception of labor, as I've already noted.

As measured against the numerous reports issued by the advisory committees
over the years, there has been continuing progress since the start of the Uruguay
Round. This is especially true if one considers the complexity of the negotiations,
the divergent interests of the 100-plus countries involved, and the fact that the ob-
jectives in the 1988 Trade Act were formulated a full two years after the Round was
launched.

In particular, I am struck by the degree to which the enormous chasm between
the industrialized and developing countries, which existed at the beginning of the
Round, has shrunk in four years. Only a few years ago, most developing countries
felt the way to achieve growth was by protecting their markets. Now, most of them
want to become part of the world trading system. While there are still major differ-
ences in the various negotiating areas, it is clear that many developing countries,
particularly the Newly Industrialized Countries (NICs), are now more committed
than ever to achieving i-eaningfil- agreements in a number of areas, especially agri-
culture. Many developing countries will now acknowledge, for example, that agree-
ments in the so-called "new areas" -services, investment, and intellectual proper-
ty-are appropriate, possible, and even desirable.

At the same time, all of us recognize that a large number of critical issues still
need to be resolved in order to achieve acceptable agreements. Rather than cover
everything, let me highlight a handful of important issues. You can refer to the full
ACTPN report for details.

Agriculture. The U.S. and the Cairns Group of smaller agricultural exporting na-
tions continue to keep the pressure on the European Community to liberalize its
Common Agricultural Policy. The standoff at the Brussels Ministerial last Decem-
ber was finally broken on February 10, when the GATT Director General an-
nounced that everyone, including the EC, had agreed to negotiate to achieve binding
,commitments in each of three key areas: internal supports, market access, and
export subsidies. The EC-is currently engaged in a bitter internal political battle to
reduce domestic supports. Although it remains to be seen how much progress can be
made, the ACTPN remains hopeful that an acceptable agricultural agreement is
still attainable.

Market Access. The U.S. manufacturing sector in particular stands to benefit sub-
stantially from the achievement of tariff-cutting commitments, including "zero-for-
zero" sectoral proposals and 33 percent tariff reductions on the majority of U.S. in-
dustrial exports-not to mention the reduction of barriers in government procure-
ment. Good, substantive agreements in these areas would result in a significant lib-
eralization of world industrial trade and would contribute to an increase in U.S.
manufacturing exports. Because of the standoff in Brussels last December, U.S. ne-
gotiators have not yet obtained specific commitments from our trading partners, al-
though they are now engaged in request/offer negotiations with about 40 countries.
There is a strong basis for believing that we can yet obtain concrete commitments
on tariff and nontariff barriers, as well as in other areas, such as textiles, tropical
products, and natural resources....

New Issues. As I indicated, considerable progress has been made in clarifying the
issues and narrowing differences with respect to services, intellectual property, and
investment. Although substantive differences remain, there are grounds to believe
that the U.S. may still be able to negotiate landmark agreements in these three
areas.

Services provide a good example. Last December we were quite disappointed with
the lack of progress on services. I participated in the Brussels Ministerial, and it
was clear to me that there are still a lot of tough issues that need resolving. Howev-
er, I am encouraged by the high priority being given by USTR to negotiating



137

market access commitments in services. I am also encouraged by the progress made
toward achieving a strong annex on financial services.

Subsidies and Antidumping. Even in subsidies and anti-dumping, where the nego-
tiations have been quite contentious, we can point to areas of progress. For example,
despite some serious flaws, the current subsidies draft recognizes, for the first time,
that certain domestic subsidies can be so distortive that they should be banned alto-
gether. In antidumping, the ACTPN fully supports efforts to reach an agreement
without undermining the effectiveness of U.S. antidumping remedies.

Institutional Mechanisms. Finally, GATT institutional mechanisms have been
strengthened by the creation of a mechanism to review countries' trade policies on a
regular basis. Significant improvements were made in the GATT dispute settlement
process following an interim agreement reached in December 1988. The ACTPN is
urging U.S. negotiators to continue seeking improvements in GATT mechanisms,
provided the United States can retain its ability to use domestic law to address
unfair and injurious trade practices by foreign governments.

LET'S KEEP THE URUGUAY ROUND ON THE FAST TRACK!

The task of reaching comprehensive agreements in all areas covered by the Uru-
guay Round is enormously complex. Let s not forget that the Tokyo Round, which
was far less complicated, required a full six years to complete. By contrast, this
Round has attempted to negotiate the most difficult--and most important-set of
trade agreements in history in just four.

Frankly, I don't see any down side to giving our negotiators more time. We ap-
plauded Ambassador Hills' decision to hang tough in Brussels. We want her to con-
tinue aggressively pursuing a level playing field for American exporters. We all
know we re not going to get everything we want, but we've got a fighting chance to
get a substantial portion of it. And if we don't-well, there is nothing in fast track
that says we must accept the unacceptable. The Congress and the private sector
retain the ability to reject any agreement we think inadequate-and believe me, the
ACTPN won't hesitate to do just that.

Let's play this game out to the end. It makes no sense to pull the rug out from
under our own negotiators. The United States has too much at stake to call it quits
now.

PREPARED STATEMENT OF JACK SHEINKMAN

Chairman Bentsen and members of the Finance Committee: I welcome this oppor-
tunity to give our views on the fast-track procedure for continuation of the Uruguay
Round.

Almost everyone involved in these negotiations in both the Executive and Legisla-
tive branches states by rote that GATT negotiations are impossible without fast-
track authority. But the U.S. has negotiated a number of multinational agreements
without "benefit" of fast-track. If the agreement is in the nation's interest, the Ad-
ministration should be able to demonstrate this simply on its merits. If Congress
doesn't understand trade-offs, then no one does. But Congress needs to retain the
fundamental Constitutional right to ask for changes if one or several parts are
thought to be especially harmful while accepting the majority portion that is benefi-
cial. The Senate has previously done so on arms control agreements that in the end
produced a better overall agreement.

I've been asked in the past, "But isn't this what a trade union does when it pre-
sents a new contract to its members-they can only vote it up or down?" While our
negotiations are somewhat different, we do make sure our negotiating committee in-
cludes all sections, areas or divisions that will be affected. To have an Executive
Branch do all the negotiating but then have a Legislative Branch do the voting on
an agreement where they never sat at the table would be unthinkable for us. More
importantly, the difference is we do not sacrifice the jobs and economic welfare of
one group of workers for another. While groups of members have different priQr-
ities, we don't negotiate agreements where cloth cutters must give up their jobs to
sewers. But the Administration's Uruguay Round position is that textile and appar-
el workers give up their jobs to makers of sophisticated scientific instruments or
wheat growers. This is an unacceptable deal. The nation and the world would be
better off if we continued maintenance of a managed, semi-open regime in textiles
while we negotiate opening other markets, which are basically closed.

Just as democracy and people's right to have a voice in their own destiny has an
inherent attraction toward which people seek to move, is it not so with free trade? If
that's so, most nations will move there without having it crammed down their
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throats. The reality is -that it's not so great for everyone-that there's a lot of losers
and very unequal distributions of benefits which need to be mitigated or prevented
by restraining some of that openness.

This Committee and your colleagues on the Ways and Means Committee don't
just "consult" with the Administration on major domestic economic legislation. You
fight through and vote on every amendment. Now, when the international stakes
are greater than domestic initiatives, you content yourselves with secondary, indi-
rect roles which can be ignored in many vital areas.

The fast-track process discourages and/or even prevents Congress from getting
the full benefit of input of our vastly diverse domestic interests. The overwhelming
sentiment I hear outside of Washington is "the deal's cut and dried, so there's no
point in getting involved-we can't get it changed." The symbolism of the process
subverts its content.

We are being asked by the proponents of the Uruguay Trade Round to believe
that simply liberalizing trade will lead to enhanced and efficient capital flows, sub-
stantial growth and development for Third World countries, and benefits in the tril-
lions of dollars for the developed nations. We, in the labor movement and the tex-
tile/apparel industry, are skeptical. Increased trade is undoubtedly an important
part of economic advancement. But trade alone, especially without necessary pre-
conditions, will hardly suffice to alleviate economic stagnation or sustain meaning-
ful, long-term economic development.

As the debate over a Mexican-U.S.-Canadian Free Trade arrangement has high-
lighted, many more factors must be considered along with simply reducing economic
barriers at national boundaries. There has to be a coordinated, integrated system of
ensuring greater equity in trade balances; major debt relief must be provided for
countries strangled by repayment obligations; and a process to institute world-wide
environmental, social and humane labor standards has to be established. As Chair-
man Bentsen's letter to the President raised these issues vis-a-vis Mexico, why don't
these criteria also apply to the Uruguay Round?

Poverty continues to be the greatest trade barrier of all. Unless the larger context
is addressed as part of any Uruguay Round negotiations, the end result could lead
to retarded economic development and an undermining, rather than strengthening,
of the long-term competitiveness of the United States. We don't allow the free
market to run rampant in the U.S.; why should we allow it for the world?

Monopoly practices are considered an abuse of power and distortion of the market
in the U.S.; GATT is silent on monopoly. Human exploitation is not deemed an ac-
ceptable element of competition in the U.S. We set child labor restrictions, provide a
floor to poverty by mandating minimum wages, allow collective actions through
labor unions to counterbalance corporate power and raise living conditions, and pre-
vent government abuse of dissent by legislating human and personal rights. GATT
completely ignores these vital competitive factors as if they are irrelevant in the
market place.

The U.S. Customs Service is right now investigating whether several products ex-
ported from the People's Republic of China are being produced under slave labor
conditions. No where in the Uruguay Round discussions are sanctions being dis-
cussed for that government-established unfair trade practice.

My son has just recently written me about Thailand's new government destroying
all public sector unions. While he has worked as a relief worker in the border refu-
gee camps, he is very concerned about the standards for workers in that country.
Thailand is enjoying an economic boom due to foreign investment and mushrooming
of export industries, but very little of the wealth generated filters down to the ma-
jority of the population. Eliminating unions only insures living conditions will stay
at their current miserable level.

The issues of national environmental and health standards-equally valid social
values with that of economic efficiency-have certainly been cited for their compar-
ative advantage effect by American companies and groups advocating these con-
cerns. In the U.S., we require all enterprises to adhere to set standards, thus elimi-
nating this as a factor of competition. But it remains another area where GATT's
silence is deafening.

Finally, in the U.S. economy, if you are in hock too deeply, you can declare bank-
ruptcy and start afresh. In the various GATT rounds, "special and differential"
treatment is accorded poor nations and nations with real or so called balance-of-pay-
ment problems. This merely allows Third World nations to violate GATT obligations
and encourages them to over-develop labor intensive export industries, which
doesn't alleviate their debt problems. In the process they destroy such industries in
the developed countries to whom they are forced to export; only debt forgiveness
will free up resources for investment, and improved internal development.
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Congress tried, in a limited fashion, to address some of these issues when it debat-
ed and passed versions of the 1988 Trade Act in 1986 and 1987. Even though never
enacted, both the House and the Senate set some firm commitments as being re-
quired to be achieved as part of future trade negotiations. That initial attempt can
provide some useful guidance now when you are considering whether to extend fast-
track authority.

Congress should mandate that certain specific goals need to be a part of the com-
pleted package that results from this Round. The labor movement has demanded
since 1974 that human and labor rights be made a part of all international trade
agreements. While USTR has tried to get labor rights put on the table, it has never
really insisted that it is a necessary component of any final agreement. The U.S. (in
effect) got up from the table in Brussels over subsidies to pork and plants-why
can't it do the same over the subsidy of people's subjugation? This Committee
should require that the internationally-accepted ILO codes be included in any Uru-
guay Round conclusion. We know of no better way to help make the benefits of the
Round flow to the people who need it the most.

Likewise, Congress should limit negotiating discretion so as to better insure that
our trade deficit does in fact decline, rather than simply leaving it to a faith that
somehow it will all work out. Trade with low-wage manufacturing countries plays a
large and growing role in the overall U.S. trade deficit. During most of the last
decade, low-wage manufacturing exports to the U.S. have accounted for more of the
deterioration in the U.S. trade balance than has Japan. What if our trade deficit
gets worse rather than better? We can't be left to just grin and bear it.

A system like the Multifiber Arrangement (MFA) has resulted in a better bal-
anced growth for the community of nations and prevented domination of the world
market by one or a handful of dominant suppliers. Without an MFA system, invest-
ment and jobs in textiles will no longer be an engine of development and distributor
of wealth. Most everyone th the industry believes China will drive the vast majority
of other exporters out of the market with the demise of the MFA. And this is a
country with whom we already have a $10 billion trade deficit, our third largest of
all trading partners. None of the nations in the following table would have textile
exporting capacity were it not for MFA restraints on the big prior suppliers.

MFA-INDUCED NEW CLOTHING EXPORTERS, U.S. IMPORTS OF CLOTHING
[Millions of Square Yard Equivalents]

1984 1990

B a n g la d e s h ................................................................................................................ ..................... 2 4 2 6 3
M auritius ............................................................................. ............ ..................... . . . . . ....... 8 5 7
M a ld iv e s ................................................................... ....................................................................... 0 6
N e p a l ................................................................................. ............................................................... 3 2 1
B urm a ......................................................... ....................... ...... ........ . . . . . ....... ... 6 44
U n ited A rab Em ira tes ........................................................... ................................................. ........... 8 5 9
C o sta R ica ........................................................................................... ........................ ............ ... 3 3 1 2 6
J a m a ica .................................................................................... ................... ................ ............. 9....... 31
G uatem ala ............... ....... ...... .... ... ....... . .. .... ... ... 3 6 4

SOURCE U.S. Department of Commerce, Major Shippers Report

Free trade does not automatically result in economic advancement. I would argue
that actual experience suggests the opposite. The Asian success stories came about
due to carefully controlled management of their economies, by protecting their mar-
kets from damaging outside competition, by keeping wages artificially low, and by
tightly directing investment and heavy use of government subsidies. If East Asia is
the inspiration, then the free trade model is wrong.

Given these circumstances, the U.S. must adopt a more differentiated negotiating
approach. The principle of the initial request-offer system for tariff cuts has not
been followed through effectively and should be reconsidered. While we have op-
posed tariff cuts in most product areas of textile and apparel, we know some cuts
will be made. We certainly feel it would be wrong to extend any cuts on an MFN
basis. The request-offer principle of direct bilateral reciprocity is greatly preferable
to universal reductions.

The U.S. currently has three basic duty rates; GSP, MFN, and non-MFN. Wh
can't such a system of reward and punishment be incorporated into GATT tariff
commitments?
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In the Tokyo Round, the benefits of a U.S. injury test on subsidized exports were
accorded to only those countries who either were signatories to the subsidy code or
signed specific subsidy restraint agreements. While we feel the Reagan Administra-
tion vastly abused its discretion on these subsidy agreements with developing coun-
tries, this model does point to something that ought to be thought through. For ex-
ample, while it would not overcome th& great damage of what's on the table now in
textiles and apparel, we certainly feel that China and the Soviet Union, as non-
GATT members, should not be given any liberalization agreed upon in this Round.

Congress should request a specific commitment at this time from the Administra-
tion that nations outside of GATT, or those who specifically fail to implement the
agreed disciplines in any of the 15 negotiating areas, do not receive entry to .our
market on any new liberalized terms.

In essence, we fail to understand why President Bush on the one hand protests
vigorously, and vetoes, any legislation which limits his powers and discretion on
issues of foreign policy or action, but now seems perfectly willing to lose all discre-
tion and power in the foreign trade area. It is absurd to hand cver our nation's eco-
nomic destiny to the gnomes of Geneva!

CONCLUSION

Over the last 20 years the U.S. has borne the greatest costs to liberalize the world
trading system. Our $900 billion foreign debt is an enormous contribution to other
nations' wealth. We currently import about 60 of all developing country manufac-
tured goods exported to industrialized countries.

The Uruguay Round has to mark a turning point. We have a right to expect
much greater accountability from the developing countries and a more equitable
burden sharing by our industrially developed trading partners. The international
trading rules must be better balanced in terms of trade liberalization versus the
right to act against unfair or otherwise injurious trade. Thus, Congress needs to
mandate minimal necessary conditions as part of any continuing negotiating au-
thority.

A good start was made by adding denial of labor rights as an unfair trade practice
under Section 301 actions. Likewise countries that prevent workers from organizing
or exercising basic human rights can be denied GSP or CBI benefits. While these
latter benefits are unilaterally extended privileges, the principle should be incorpo-
rated into all GATT agreements.

The recess in Brussels offers an opportunity to make these kinds of needed
changes in the negotiating mandate Congress gave the President. Full and explicit
Congressional oversight at the end and a much more broadly based private sector
advisory system must be instituted. An immutable track with the freight train bear-
ing down on us is unacceptable. Because otherwise when the finished agreement
comes back, it will be too late.

PREPARED STATEMENT OF LELAND SWENSON

Thank you, Mr. Chairman.
My name is Leland&Swenson. I serve as president of the National Farmers Union

and am testifying today on behalf of the Farmers Union's nearly 300,000 farm and
ranch families, all of whom stand to be affected in one way or another by the topics
which are the subject of this hearing.

Given the importance of these issues to Farmers Union members, American agri-
culture in general and all other citizens of this country, I want to commend you and
the Senate Finance Committee for holding this timely hearing as Congress debates
the merits of "Fast Track" authority for the multilateral trade negotiations taking
place under the General Agreement on Tariffs and Trade (GATT) and other trade
negotiations affecting the North American continent.

The issues before this committee in regards to extension of "fast track" authority,
the GATT negotiations themselves and a possible North American free trade agree-
ment or U.S.-Mexico free trade agreement are both broad and complex. Let me
focus first on the most pressing issue before the U.S. Congress-extension of "fast
track" authority for the conduct of the trade negotiations.

During the Farmers Union convention held last month in Philadelphia, PA. our
delegates made our position on "fast track" clear when they passed a special order
of business urging Congress to reject an extension of the "fast track" authority. A
copy of that special order of business is included in the appendices to this testimony.

The National Farmers Union is opposed to extension of "fast track" authority for
the GATT and other trade negotiations for a number of reasons. We believe it is bad
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public policy that sets an unfortunate precedent which might be applied to other
issue areas as well. We believe it diminishes the ability of affected parties to make a
meaningful contribution to the negotiations. We believe it increases the likelihood
for negotiation and adoption of trade agreements damaging to tbc interests of the
U.S. Finally, the Farmers Union does not believe extension of "fast track" authority
is necessary, as alleged, for the continuation of the GATT negotiations or any other
trade negotiations.

Somehow or other, the immediate past U.S. administration and the present ad-
ministration sold many members of Congress, much of the American press and
some of the American public on what became a commonly accepted adage that our
negotiating partners would not sit down to the negotiating table without the limita-
tions imposed by the "fast track" authority. The cliche that "fast track" is absolute-
ly necessary to the conduct of negotiations is about as valid as another idea that
was commonly accepted notion a few centuries ago-namely that the world was flat.
The truth is neither adage can stand much scrutiny.

The truth of the matter is that the U.S. has conducted successfully a large
number of very important multilateral international agreements and treaties, some-
times on even more complex and contentious issues, without "fast track" authority.
For the record, I am including a list of those agreements and treaties, developed by
Public Citizen, in the appendices to this testimony.

There is no reason to believe different conditions apply in regards to either the
GATT negotiations or trade negotiations conducted with Mexico and/or Canada.
Certainly, the Farmers Union finds it hard to believe the 100 plus nations involved

-in the GATT negotiations are going to wash their hands of four years of hard work
and leave the table simply because "fast track" is not extended. They may threaten
to do so at this time and we would expect them to as a negotiating ploy. In final
analysis, it is difficult to believe they will not be present at the table given what is
at stake if-they are not there.

The Farmers Union acknowledges that denial of "fast track" will make the nego-
tiating process more complicated for the administration. Without the blank check
that "fast track" represents, the administration will have to consult more closely
with the constituencies affected by the negotiations. It certainly will have to consult
with the Congress on a more regular and deeper basis to insure that was is being
agreed to is acceptable to Congress.

The Farmers Union believes that is a good idea. We believe it would make it less
likely our negotiators will make mistakes which are damaging to U.S. interests.
And we think it would make it more likely that any agreement brought back to
Congress for approval will be a good agreement, rather than a bad agreement.

Certainly, the Farmers Union believes that denial of "fast track" authority is the
best way to address an issue of extreme importance to you, Mr. Chairman, that of
"free riders." As you have said, in an agreement as broad as that being negotiated
in GATT, it sometimes happens that countries end up reaping the benefits without
having to give much, if anything, in the process. The best way to stop that from
happening is to deny "fast track" authority so that mistake can be corrected if it
occurs. The possibility that Congress could take action to correct such a mistake
makes it less likely it will occur in the first place.

The very fact that you worry about "free riders" points out one of the biggest
problems with the "fast track" authority. It gives our negotiators a "blank check"
that someone else fills in. It leaves Congress only with a decision as to whether or
not to sign the check and pay the bill. "That's not the way our system of checks and
balances is supposed to work or does work in other policy areas.

This brings us to the first major concern we raised over "fast track" earlier in our
testimony. "Fast track" is a bad policy idea that deserves to die. It is bad public
policy for the entire Congress to give up its birth right to debate and legislate on
the major issues confronting the country. It sets an unfortunate precedent that
could then be applied to other difficult issues which confront the Congress.

In regards to the issue before us, the Constitution of the United States speaks
clearly that it is the responsibility of Congress "to regulate Commerce with foreign
nations, and among the several states, and with the Indian Tribes." Congress should
fully exercise that responsibility and not limit itself to a yea or nay vote to rubber-
stamp the actions of the administration.

On a final note regarding "fast track," the Farmers Union also believes the grant-
ing of "fast track" contributed to the near death of the Uruguay GATT round itself.
In the case of our industry, agriculture, "fast track"gave the administration the
right to seek on an international front an agenda it could not get Congress to agree
to earlier. Because of "fast track" we believe the U.S. held to an unrealistic, ideolog-
ical position on agriculture until the Uruguay R,)und had less than a year to go in
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its allotted time span. We think the amended U.S. position on agriculture remained
too unrealistic once again because of the blank check authorized under "fast track."
And we think that the unrealistic expectations raised by "fast track" contributed to
the deadlock at what was to be the concluding ministerial meeting of the GATT in
December in Brussels.

Let me be clear. The Farmers Union does not believe "fast track" was the only
thing that led to deadlock in Brussels. The too firm positions of all the parties in-
volved-the European Community, Japan, the Cairns Group, the U.S. and others-
was the main reason the round deadlocked in December. But, we believe "fast
track" contributed to the deadlock as it raised expectations too high and led nego-
tiators to fail to develop a realistic action agenda.

From the beginning of the Uruguay Round, the Farmers Union has been urging
the U.S. administration to adopt a more realistic agenda for the agriculture sector
of the negotiations. We have presented our recommendations in that regard previ-
ously to the administration and in testimony to both this session of Congress and
the one which preceded it. A copy of those recommendations, included in the NFU's
1991 policy statement on international trade agreements, is attached.

From that statement, you will see that the Farmers Union believes the U.S.
would be bAter served if the issue of agriculture were to be add-essed in a new
international agreement of its own rather than under the umbrella of the GATT.
We still believe that is a better idea, but acknowledge the current U.S. administra-
tion is unlikely to embrace that idea given its philosophical and ideological makeup.

Still, the Farmers Union believes there are some issues in the area of agriculture
on which progress can and should be made during the Uruguay Round of negotia-
tions. We remain hopeful the Uruguay Round will successfully address the issue of
direct export subsidies which have driven down world prices for grains and other
products below levels justified by supply-demand fundamentals and which have
been damaging to farmers throughout the world.

The Farmers Union also has supported, in principle, the concept of harmonization
of health and safety standards so that they are not used as unjustifiable trade bar-
riers. We remain concerned, however, that many times international health and
safety standards are set at the lowest common denominator level and that the ques-
tion of preemption of higher standards set by individual countries has not been fully
resolved. We have high food safety standards in the U.S. and would not like to see
them relaxed.

The Farmers Union's biggest concern over the Uruguay Round has been over the
extent to which some participants want to set limits on domestic farm policy and
price support activities and the tools necessary to make them -effective programs.
We believe the U.S. position in that regards is too extreme, as well as unrealistic,
and needs major modification. In particular, we stand opposed to the elimination of
current Section 22 authorities which are vital to the maintenance and operation of
domestic farm support programs for such areas as dairy, peanuts and sugar.

In the case of a possible U.S.-Mexico Free Trade Agreement or trilateral North
American Free Trade Agreement also including Canada, it is difficult to be very
precise as to our concerns as we are looking at a moving target in regards to what
kind of agreement we are talking about and what's on the table.

The Farmers Union does have some- generalized concerns about the North Ameri-
can trade negotiations, based on what we know so far. We believe some producers in
the U.S. fresh and processed fruit and vegetable sector will be severely damaged by
such an agreement. We believe other sectors of American agriculture could suffer
damage at some point in the future if we had an Alar-type scare develop due to lax
pesticide regulation in Mexico.

In the area of grains trade, the Farmers Union believes that some of the predic-
tions of a major increase in trade with Mexico are overblown. Certainly, if Canada
were to be included in such an agreement, we are very skeptical U.S. producers
would reap the benefits given certain advantages Canadian producers still have
through the operation of the Canadian Wheat Board, rail subsidies and the competi-
tive advantage Canadian producers have vis-a-vis their U.S. counterparts in the
area of tax policy. A recent study by economists from Texas A&M University and
the University of Washington showed Canadian grain producers with a definite
competitive edge in that area. We recently sent copies of that study to members of
the appropriate Congressional committees and would be willing to include a copy for
this hearing record, if you so desire. We did not submit it with this testimony as it
would put out testimony over the page limit set by the committee.

The Farmers Union also shares the concerns of many American workers about
the possible negative effect a U.S.-Mexico Free Trade agreements could have on U.S.
wage rates, working conditions and the American standard of living in general. If
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some of those fears were to prove true, it could have an impact on consumer food
buying habits for some elements of U.S. agriculture, especially the livestock sector.

In conclusion, Mr. Chairman, the Farmers Union has a number of concerns about
our various activities in regards to trade, some of which parallel the same concerns
raised by members of Congress. We do not believe those concerns will be adequately
and honestly considered and addressed, if the "fast track" authorization is extended.
We respectfully petition Congress to reject the Administration's request for exten-
sion of "fast track" authority.

The Farmers Union appreciates this opportunity to present our members views. I
stand ready to answer any questions you, or members of this committee, may have.
Thank you.
Attachments.
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APPENDIX A

MULTILATERAL AGREEMENTS
PASSED WITHOUT FAST TRACK

A CHRONOLOGICAL LIST OF TREATIES,
CONVENTIONS AND AGREEMENTS

APPROVED AND RATIFIED SINCE 19601

AGREEMENT (

Antarctic Treaty

Atmospheric Test Ban Treaty

Outer Space Treaty

Non-proliferation Treaty

Latin American Nuclear-free Zore
Protocol []

Seabed Arms Control Treaty

International Trade in Endangered
Species Convention

Biological Weapons Convention

Convention for Safety of Life #t Sea

Environmental Modification
Convention

Psychotropic Substances Convention

Fur Seal Treaty
Latin American Nuclear-free Zone
Protocol I
International Coffee Agreement

Customs Harmonization Convention

Nice Trademark Agreement

International Telecommunications
Agreement

(UMB~IOF ISSUE RATIFiCATION FAST
LUMBER OF ISSUE
'OUNTRIES AREA

37 A

116 A

98 A

140 A

106

107

70

60

91

'4

3

76

47

28

E

L

E

A

T

T

T

RATIFICATION
ADVISE

8-10-60

9-24-63

4-25-67

3-13-69

4-19-71

2-15-72

8-3-73

12-16-74

7-12-78

11-28-79

3-20-80

6-11-81

11-13-81
7-27-83

6-21-83

11-27-83

T 12-16-85 NO

FAST
TRACK

NO
70

NO

NO

NO

NO

NO

NO

NO

NO

NO

NO

NO

NO

NO

NO
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Wetlands Convention

Pacific Island States Fisheries Treaty
Ship Pollution Convention Annex V

International Wheat Agreement

International Labor Organization
Convention no. 144

Ozone Treaty

International Natural Rubber
Agreement

49 E 10-9-86

16 T 11-6-87

41 E 11-5-87

46 T 11-17-87

44 W 2-1-88

31 E 3-14-88

9-7-88

NOTES:

Selected list of mulilateral agreements.

KEY DEFINITIONS

AGREEMENT also includes international conventions and protocols to agreements.

NUMBER OF COUNTRIES refers to number of countries which have signed and ratified
agreement.

ISSUE AREA refers to general subject of a agreement: A=Arms control, E=Environment and
conservation, H=Human rights, L=Law enforcement, T=Trade and commerce, WfWorker rights.

RATIFICATION ADVISED refers to date on which Senate approved t6eaty. The Senate cannot
ratify treaties; it can only recommend to the President that he ratify them. Approval of a treaty
requires a 2/3 majority of the Senate.

SOURCES:

Arms Control and Disarmament Agreements: Texts and Histories of the Negotiations, U.S. Arms
Control and Disarmament Agency, 1990 Edition; Treaties in Force: A List of Treaties and
Other International Agreements of the United States in Force on January 1, 1990. U.S.
Department of State, 1990 Edition; Congressional Quarterly Almanac, Congressional Quarterly
Inc., 1966-1990 eds.

NO

NO

NO

NO

NO

NO

NO

For more information, contact
Lod WaUach or Tom Hilliard

Public Citizen's Congress Watch
215 Pennsylvania Ave., SE

Washington D.C. 20003
(202)546-4996



146

APPENDIX B

Special Order of Business

Adopted by Delegates to the
National Farmers Union's
89th Annual Convention

Philadelphia, Pennsylvania
March 6, 1991

OPPOSING EXTENSION OF "FAST TRACK" AUTHORITY
FOR TRADE NEGOTIATIONS

The National Farmers Union, meeting in convention in
Philadelphia, PA, urges the U.S. Congress to disapprove
a Presidential request to extend the administration's
authority to conduct trade negotiations under the General
Agreement on Tariffs and Trade, or for-any other trade agreement,
under "fast track" procedures which set aside the normal rules of
Congress for consideration of legislation.

The National Farmers Union believes the "fast track"
authority for the conduct of trade negotiaitons to be the
ultimate closed rule, limiting debate and Congressional action on
trade matters of concern to all Americans, and therefore deserves
disapproval.

The Farmers Union believes that trade agreements should be
subject to full, unrestricted debate and modification by the
Congress as any other matter of legislative action. Any
restrictions on that debate and action represents an abrogation
of the responsibilities and duties of the U.S. Congress.

APPENDIX C
NFU 1991 Policy Statement on International Trade Pacts

C. International Trade-Agreements

The National Farmers Union recognizes that international
trade agreements when properly crafted can be useful vehicles to
lessen world trade tensions, increase development opportunities
and economic growth rates and increase trade in goods and
services for the betterment of humankind as a whole. The converse
side, however, is that poorly crafted international trade
agreements potentially could heighten trade tensions, do serious
damage to economies already in place and lower living-standards
of people living in the countries involved.

It is for that reason the Farmers Union believes the U.S.
Congress should be a full partner in any international trade
negotiations being conducted by the U.S. government to make sure
that the agreement is properly crafted to meet its potential
positive benefits and to avoid possible negative pitfalls.

In order to remain a full partner in the negotiating process,
the U.S. Congress needs to jealously guard its rights and
responsibilities under the U.S. Constitution to debate and draft
legislation to foster and encourage our economy. The Farmers
Union, therefore, urges Congress to avoid placing limits on its
authority to debate and legislate, such as the "fast track" rules
it approved earlier which are scheduled to expire on June 1,
1991.
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The Farmers Union believes that denial of "fast track" rules,
or similar restrictions, are especially important as the Uruguay
Round of negotiations under the General Agreement on Tariffs and
Trade (GATT) enters a new, extended phase and the U.S. government
considers new free trade agreements with Mexico and other
countries within the Western Hemisphere or elsewhere.

Special attention should be given to the Canadian Free Trade
Agreement (CFTA), including but not restricted to an
Investigation into the formula and calculations being used within
the CFTA to determine the level of agricultural subsides in each
country. Implementation of the CFTA should be carefully evaluated
by Congress before approving similar treaties with Mexico and/or
other countries.

As the GATT negotiations on agriculture continue into a new,
extended phase, the National Farmers Union remains concerned that
the agriculture negotiations will do more harm than good for
world farm producers If the emphasis remains, as some are
advocating, on dismantling the domestic farm stabilization
programs of the major exporting nations and other countries.

From the start of the current Uruguay Round under GATT, when
the original U.S. proposal was laid on the table, the National
Farmers Union believed that a better forum than GATT should be
established to bring some order and stability on the global
agriculture scene and that could deal with the inherent
circumstances of the farming sector which make it difficult to
treat it like the industrial goods or service industry sectors.

For that reason, the Farmers Union proposed that the
international agriculture negotiations be moved from GATT to a
new international agency to be called the General Agreement on
Agricultural Production and Prices (GAPP) which would be charged
with developing new international rules to pertain to
agriculture. Under GAPP, negotiators from both exporting and
importing nations would be given a clear mandate to develop new
international rules on agriculture to accomplish the following:

1. to establish and maintain a price range for basic
commodities fair to both producers and consumers;

2. to achieve the linkage of primary commodity prices to an
index of manufactured goods as soon as practical;

3. to achieve broad responsibility for maintaining world
grain and food reserves and to develop rules on their use
and release into the marketplace;

4. to equitably ehare the burden of production cutbacks if
production exceeds commercial, social, and developmental
requirements:

5. to foster and encourage human-scale production in
agriculture -- the family farm structure as contrasted
with plantation agriculture or corporate agriculture; and

6. to encourage strong world economic growth rates so that
the food-buying power of all people is enhanced.

The National Farmers Union still believes the GAPP proposal
could be a viable alternative to the agriculture talks taking
placii under the GATT and -hat there Is a unique opportunity
present at this time to move the GAPP proposal, or a similar
proposal, to a successful outcome provided the U.S. government
were to take the lead in Its advancement.
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Recognizing, however, that the GAPP proposal appears unlikely
to be embraced by the current U.S. administration, the Farmers
Union believes positive program can be made in the present GATT
negotiations if the U.S. government were to take a more realistic
negotiating position. The Farmers Union believes a more positive
U.S. GATT position would embrace the following general
principles:

1. seek to eliminate and outlaw the use of export subsidies
and other export dumping practices on agricultural products;

2. recognize the right of sovereign countries to develop
their own domestic food policies, using tools such as our Section
22;

3. recognize the right of countries to develop and maintain
domestic inventory management and/or basic domestic food security
programs under Article 11 of GATT and further refine the rules
for their operation;

4. establish guidelines for the establishment and maintenance
of world food reserve stocks with rules as to their release in
times of scarcity;

5. recognize the need for some developing countries to be
allowed exceptions from some GATT rules when the overall impact
of the exemptions is to spur economic development and their
greater integration into the world trading partnership; and

6. seek greater harmonization of health and sanitation
standards to the highest possible level while allowing countries
to deviate from the international standards when the country can
show its own standard was put in place for legitimate health and
safety reasons.
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PREPARED STATEMENT OF JACK VALENTI

The fundamental trade truth which provisions the actions and objectives of the
Motion Picture Export Association of America can be summed up concisely: "Coun-
tries selling goods freely in our market must grant us equal access in their markets."

That crisply composed "first principle of trade' was so declared by the Chairman
of the Senate Finance Committee, Senator Lloyd Bentsen, on February 28, 1991. We
accept it. We believe in it. We live by it.

The MPEAA labors daily on every continent to make sure that American films,
television programs and home video material can move freely and unhobbled
around the world. It is not a casual task, nor is it an easy one. Each day we must be
vigilant, for like virtue, we are each day besieged.

Nor is the work we do unattached to the long term public interest of this nation.
The US visual entertainment industry returns to this country more than $3.5 billion
annually in surplus balance of trade. At a time in our history when the phrase"surplus balance of trade" is seldom heard in the corridors of the Congress or in the
conference rooms of the US Treasury Department, the US film industry makes one
of the largest trade surplus contributions of any industry in the land.

More than that, the ample embrace of "core" copyright industries-motion pic-
tures, television, music, publishing, computer software-adds over $173 billion to
the US Gross National Product annually. In those lands beyond our shore, these
core copyright industries gather some $22.3 billion in international revenues (in
1989), and have an annual growth rate twice the growth rate of the economy as a
whole (in 1989, 6.2% vs. 2.98%).

So, the record is clearly illuminated: The US film/television/home video industry
is a shining jewel in America's trade crown. Simply stated, what we do creatively in
this country and export to all the world, captures the attention, the favor, and the
patronage of viewers on every continent. Or to put it another way: If any other
country in the known world had an industry so hospitably received throughout this
planet, they would never allow it to be maltreated anywhere in the world.

That is why the US entertainment industry is committed to, lives by, and fights
for Free Trade. Of the MPEAA member companies' total global revenues in 1990,
some 41.4% came from international markets, ascending from 22% just five short
years ago.

Lord Palmerston, the 18th century British first minister, once said that "England
has no permanent friends, and England has no permanent enemies. But what Eng-
land does have is permanent interests."

Our own national public policy rostrum has to be planked by permanent princi-
ples, which Palmerston's brief assertion so ringingly endorses. If the United States
cannot or will not assemble its convictions in its intercourse with other nations of
the world, and affirm its principles and permanent interests with authority and re-
solve, we will wake one morning to find our fair world shattered and our assets
squandered.

Out of those convictions must come our permanent principle, so warranted by the
Bentsen Doctrine of Fair Trade. Is it wrong to tell our trading partners, "We ask no
more from you than the same freedom of action in your marketplace which your
businessmen find so alluring and seductive in ours?" We cannot allow our trading
partners to put part or all of their marketplace off-limits to American visual cre-
ative entertainment material. If they try, we must resist. If they insist, we must
retaliate.

That is not "foreign bashing," though some commentators discomforted by truth
so describe it. Nor is it "protectionist" though some lobbyists bewildered by logic so
label it. What it really is, however, is the sanest, wisest objective for our country to
seek, for it is armored against rebuttal and shielded from unreasoning assault. But
these are dangerous statements for anyone to make. As Oscar Wilde once mur-
mured, "When one tells the truth, one is sure sooner or later to be found out."

Now, we address some issues which this Committee confronts.

MPEAA SUPPORTS FAST TRACT EXTENSION . . . WITH A CAVEAT

MPEAA supports Fast Track Extension. With a caveat.
Let me explain.
We believe that there has to be some disciplined code of trade conduct in the

world, else neighbors and friends will be lashed to pieces by bi-lateral squabbling,
soured by endless disputes, the squirming evasiveness of forked tongues and illusory
promises, and finally the end of even a modest attempt at international comity. Bi-
lateral Free Trade Agreements make good sense. But even more sense is there to
GATT. There is a process to GATT, procedures and rules by which nations can be
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guided when there is a potential collision involving trading goods and services.
Absent those approved regulations, there is nothing left save the tusk and the tooth,
the beak and the claw.

That is why MPEAA supports the President and the US Trade Representative in
their reach for this kind of civil discourse in trade.

We believe without Fast Track Extension, the world will soon slip into a kind of
unamiable chaos. And yet our country must defend its industries from being ab-
sorbed and battered by barriers of every imaginable and mischievous design. Is it
not wiser and better to try to achieve some reasonable concord within GATT than
to give up without trying? If we fail, we fail. But it is surely worth the try. Fast
Track Extension gives us a shot at that try.

But-and here is our caveat:

First, the Mexico Free Trade Agreement
At this moment Canada intends to enter the US/Mexico talks, to conclude a Tri-

partite Agreement. If that is so, then MPEAA pleads, and insists, that the US must
never sign any Tripartite accord which includes the infamous "Cultural Exclusion"
that so unsuitably is engraved on the forehead of the US/Canada Free Trade Agree-
ment. By that 'exclusion' motion pictures, television programs, home video, books,
recordings are all exiled from the US/Canada Agreement.

Therefore: If Canada persists in a demand that such an Exclusion be inserted into
whatever final agreement is reached by Mexico/US/Canada, then the US must walk
away, leaving that document unsigned.

The MPEAA has been assured by the United States Trade Representative that if
Canada tries to implant its "cultural exclusion" into a Tripartite Trade Agreement,
the US will sign an agreement only with Mexico.

Second, the European Community
Today, that twelve member-state Community is manacled to a maimed, disabled

theory which honors restriction above public choice. The EC in October, 1989 passed
a Broadcast Directive which put in play an EC-wide television program quota system.
Article 4 of the Directive commands "a majority proportion of transmission time"
be reserved for European works (excluding news, sports events, games, advertising
and teletext services). This is gritty prose. Majority means over 50%, and that
means "Quota," and Quota means Trouble in River City.

Why this EC quota? Its defenders, those who would build the siege walls, claim
"Our culture is at stake!" Can this be true? Is a thousand, two thousand, years of an
individual nation's culture to collapse because of the exhibition of American TV
programs? Is the culture of any European country so flimsily anchored, so shakily
rooted, that European viewers must be caged and blinded else their links with their
honored and distinguished past suddenly vanishes like an exploding star in the
heavens?

Or are these barriers more connected to commerce than culture? No matter. The
Quota is there, it hangs with Damoclean ferocity over the future. And it will in
time, as its velocity increases, bite, wound, and bleed the American TV industry. If
we submit to the constrictions of this willful, contradictory Quota, we put to hazard
the future of our value as a trade asset. Most assuredly these Quotas will shrink the
estimates of where we might be in ten years if the European marketplace were as
free as our own.

By the way, let me offer this confirmable fact.
No nation that I know of has truly lifted the level of quality in its creative arena

as a result of trade cliffs or abrasive restrictions. Films and television programs are
delicate creative enterprises. They fly on gossamer wings, mysteriously formed,
easily shattered. No president, no prime minister can command a superior film to
be made, nor can any Parliament force its citizens to watch a TV program they
don't want to see. You cannot force-feed creativity any more than the European
Parliament can mandate two dozen more Louis Malle's to be born or order ten Fe-
derico Fellini's to spring full blown from the-forehead of a cabinet minister.

There is an Augustan imperial chord sounding in the EC directive. To suggest
that Europe is so barren of creative talent that a muzzle must be placed on the cre-
ative voices of non-EC artisans is to mock and demean the great wealth of talent
and cinema/TV skills that abound in Europe. In each of the twelve nations within
the Community, there resides world-class, gifted film and television artists of the
highest caliber. These superior craftsmen can compete with the best the world has
to offer.

Therefore: Our country cannot and must not approve any GATT concord which
leaves in place and undisturbed those unacceptable European Community TV
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Quotas. They are alien to the very objective of GATT, which is to reduce trade ten-
sions and break down trade barriers.

Our country should sign a GATT accord only if TV Quotas are phased out over a
number of years with a specific guarantee of that implementation.

Third, protection of intellectual property.
A GATT agreement on trade-related aspects of intellectual property (TRIPS) must

incorporate and improve upon international principles of copyright protection. The
minimum requirements for a TRIPS agreement include protection for public per-
formances, protection for sound recordings, and an effective dispute settlement
mechanism.

A TRIPS agreement must not be used as a tool to replace contractual rights nego-
tiated in the free marketplace in favor of European concepts of "moral" rights, "au-
thors" rights, and "performers" rights. In the United States, these rights are effec-
tively protected through collective bargaining and contractual agreements.

In particular, the American concept of "work-for-hire" which recognizes corporate
authorship must be preserved in any TRIPS agreement. The U.S. system of copy-
right protection has nurtured the most successful and creative producers of intellec-
tual property in the world. It need not, and must not, be abandoned.

WHAT ABOUT "GATr PLUS?"

Chairman Bentsen has requested views about a concept called "GATT PLUS." As
we understand it, GATT PLUS posits the notion of a smaller assembly of nations
gathering together to find agreement on a "more ambitious trade" concord.

As Chairman Bentsen describes it, each of these agreeing nations would offer
each other premier trade benefits while those nations outside GATT PLUS would
get only what the more modest overall GATT accord achieved, not the larger liber-
alization of trade proffered only to signers of GATT PLUS.

Under the GATT PLUS concept, there would be "no free riders," no playing cute
on the turns by using the Most Favored Nation principle to take advantage of less-
ened trade barriers in other countries while keeping their own formidable trade
hedgerows firmly cemented in place.

We support, in general, the GATT PLUS concept.
We would join any call to an assembly of those who would choose to explore this

rather novel idea. Anything and anyone that actually tries to achieve the objectives
of GATT will find the MPEAA ready to cooperate. The logic is plain. If GATT in its
entirety fails to encircle within a final accord a solution to the dangerous "free
rider" potential that clings to Most Favored Nation, then GATT's forty-year history
of softening the sharp edges of trade disputes will have melted. If the larger GATT
assembly fails, then why not examine the value of a smaller circle populated by na-
tions who sniff the air to smell all too clearly the sour odors that come from a trade
jungle? What is there to lose from trying GATT PLUS?

We must, however, point out that "the free rider" problem does not exist within
the US film/TV/home video industry. Our market is totally open, absolutely free.
There are no restrictions, no barriers, no quotas of any kind. What IS in our mar-
ketplace, however, is the most fierce kind of competition to win the eyes and ears of
those who go the cinema and/or watch TV.

What we need most from our fri(',.ds and trading partners are not any new trade
concepts. Not at all. What we need, what we want, what we must have, if the play-
ing fields are going to be level, is for other nations to dismantle the machinery of
restrictions and quotas now in place, and agree not to build any new trade weapons
whose aim it is tokeep us out of their markets.

This is what we believe and support:
The world will become even more surly unless there is some process to bring

comity and discipline to the world trading arena. GATT is the best that we know.
We ought to give it a chance, lest without GATT, we turn back the trading clock. If
that happens no one wins. We all lose.

And finally, when the hour is two minutes to midnight in Geneva and Mexico
City, at that moment when the pens are poised to sign, if what we have wrought in
GATT, or in the Mexico Free Trade Agreement, does not fit the design for fairness
and reason, our government cannot be a signatory. It must put its pen back on the
table. Unused.
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STATEMENT OF THE AMERICAN TEXTILE MANUFACTURERS INSTITUTE (ATM!)

This statement is submitted by the American Textile Manufacturers Institute
(ATMI) on behalf of its member companies. ATMI is the national association of the
textile mill products industry (SIC Industry 22). Its members are engaged in every
facet of textile manufacturing and marketing and collectively account for more than
75 percent of the fiber consumed by the domestic textile mill products industry.

THE IMPACT OF THE URUGUAY ROUND ON THE U.S. TEXTILE AND APPAREL INDUSTRY

The fate of world textile and clothing trade appears sealed with the announced
resumption on February 21 of the Uruguay Round talks. Of all the key negotiating
groups, textiles is the most nearly complete and could be concluded relatively easily.
That is not to say that textiles will be the first agreement to be concluded; because
of negotiating dynamics, trade-offs and last minute bargaining may well make it
one of the last agreements to be officially completed. It is possible, however, to esti-
mate with considerable accuracy what the agreement will look like and, with some
reasonable assumptions, its impact on the U.S. textile and clothing industry.

"GROWTH-ON GROWTH"

The phase-out proposal contains two main provisions that will affect the growth
of imports into the U.S. The first is the "growth-on-growth" feature that increases
the growth rates which exist in the 38 U.S. bilateral textile agreements. Average
annual growth in those agreements is 3.96 percent and will increase to 7.04 percent
during the 10-year phase-out. This will produce, at the very least, a 72 percent in-
crease in current import quotas.

A particularly damaging aspect of this is that not all U.S. quotas are the 3.9 per-
cent average. Some are one percent (a few are even less), some are 3 percent and
many are 6 or 7 percent. One might expect that the lower growth rates apply to
quotas on more sensitive, heavily import impacted products while higher growth
rates are for less sensitive ones. With the exception of the one percent growth rates
for wool (highly sensitive), this is not generally the case. The government has in-
stead assigned growth rates based on the supplier country involved. Typically small-
er suppliers or politically favored supplying countries get higher growth rates. For
example, Pakistan and Indonesia have 7 percent growth rates on many quotas.
Turkey has 6 percent rates (except for wool products) regardless of the sensitivity of
the product involved. This means that when the growth-on-growth provision is ap-
plied, many import sensitive products with growth rates of 6 percent will increase
126 percent over the phase-out period.

The growth-on-growth feature of the Text is also damaging to domestic producers
even in the cases where dominant Far East suppliers have lower than average
growth rates. Because the quota levels of those suppliers are so large the growth-on-
growth provision produces large absolute increases in the levels of import quotas of
those suppliers. For example:

Growth Quota Limits
Supyug country rate Product Increase

percent 1991 2001

PR ............................................................... 2 .1 Cotton Printcloth (m il. sq. m eters) ............... 150 195 45
Hong Kong ..................................................... 2.0 Man.made Fiber Trousers (thou. doz.) .... 1.. 773 994 221
+long Kong .................. 0.5 Cotton Knit Shirts (thou. doz.) ........ 4,614 4,916 303

(152)
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PRODUCT INTEGRATION

The second feature of the phase-out plan that, leads to rapid import growth is the
so-called "product integration" provision. This requires the U.S. to "decontrol" at
least 45 percent of its current imports during the phaseout according to the follow-
ing schedule:

Beginning year US 1990 impols integrated

0 ....................................................... ........ ............. .. ........ ...................... ... ......... ........... ...... .1 0 %
5........................................ .. ....... ....... 15%
8 ................ ...... ......... . ..... ..................... .................. ............. 20%

1

Products integrated into the GATT in this manner cannot be "called" or returned
to MFA-type quota control. The only remedy available to domestic producers if
these uncontrolled products cause or threaten injury would be to use the "escape
clause" procedures of Section 201 of the Trade Agreements Act of 1974. The spotty
and largely unsuccessful history of domestic ur-e of Section 201 is well-known and
today Section 201 is not much of a remedy at all. In a classic example of its flaws,
the U.S. footwear industry obtained modest 201 relief in the early 80's, but was un-
successful in obtaining an extension. Even though the International Trade Commis-
sion- (ITC) agreed that an extension was justified, the White House denied relief.
Today, imports account for over 82 percent of the U.S. footwear market.

Moreover, while the Uruguay Round may produce some changes in Article XIX of
the GATT (the international framework-for Section 201), U.S. negotiators have indi-
cated that Section 201 will remain fundamentally unchanged. Suffice it to say that
once a product is "integrated," it is essentially beyond the reach of quotas or other
import relief- regardless of subsequent injury to U S. producers and workers.

Another pernicious feature of product integration is the "central planning" aspect
whereby importing governments would have to pick the product sectors to be "sacri-
ficed." Every few years, the Administration must decide whether, for example, the
U.S. umbrella industry, sweater industry, soft-sided luggage industry, neckwear in-
dustry, cotton broadcloth industry, or wool fabric industry will survive through the
full phase-out or will be completely and instantly integrated into the GATT. This is
an appalling provision of the Chairman's Text.

Should any bureaucrat be given this much power over the future of companies
and workers? Moreover, how will businessmen in the domestic industry plan future
investments not knowing whether they will "make the cut" and survive? They
won't and failing to invest will accelerate the downward spiral for the industry.
Why would the U.S. agree to such an insidious process? In any case, the Adminis-
tration has done so and has sealed the fate of yet unnamed U.S. product sectors.

IMPACT OF ACCELERATED IMPORT GROWTH

The impact of the growth-on-growth and product integration provisions has been
estimated in Table 1 and is shown graphically in Figure 1. The impact on domestic
production and employment in textiles and clothing is devastating. During the 10-
year phase-out, U.S. textile and clothing production will decline from 17.8 billion
square meters to 3.0 billion and employment in the industry will drop to 302,000
workers from its current level of 1.7 million.

The analysis assumes U.S. market growth of one percent annually over the ten
year phase-out. This assumption is based on several sources:

-An extrapolation of the 1974-1990 trend in market growth as shown in Figure
2.

-Estimates done by U.S. fiber producers using econometric models and other
analyses to derive market growth projections for key sectors of the textile and
clothing industry.

These estimates coincide with the rational expectation of slow growth in consump-
tion of these products because of slow population growth and an aging population
forecasted over the next decade.

However, even if market growth were to increase to two percent annually-an es-
timate considered "off the charts" by industry analysts, the Chairman's Text would
still produce an extremely damaging result. Domestic production would decline to
5.8 billion square meters and some 1.1 million jobs would be lost. Even overly opti--
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mistic projections of market growth cannot compensate for the damaging excesses of
this agreement. --

Secondary effects will be at least as damaging. A conservative one-to-one "ripple"
effect could produce an additional 1.4 million job losses in supporting and supplying
industries. Fiber producers will be especially hard hit since the domestic textile in-
dustry consumes more than half of the U.S. cotton crop and nearly all of the wool
grown and man-made fibers produced in the U.S.

The analysis is based on import growth estimates which closely track estimates
made by the U.S. Department of Commerce. These estimates are compared in
Figure 3.

OTHER PROVISIONS

The Chairman's Text has several other features that are being touted b, the Ad-
ministration as major improvements over the MFA. None of these claims stands up
to close scrutiny. The Administration claims that the Text's "cumulative disruption
safeguard" feature will permit the U.S. to place quotas on disruptive products from
more than one supplying country during the phase-out (except for products already
integrated). The current MFA also permits this; cumulative market disruption has
been a cornerstone of the MFA since its inception. The U.S. has chosen not to use it
extensively and is now "paying" at the bargaining table to get it in the Chairman's
Text. In any case, it will have little operational significance because the five agen-
cies (State, Treasury, Labor, Commerce and USTR) on the Committee to Implement
Textile Agreements (CITA) often have difficulty agreeing on one new quota. Why
will they agree more readily to multiple quotas?

The Administration also claims that the provision relating to quota fraud involv-
ing transshipments is a major improvement. In fact, the U.S. can already act deci-
sively and unilaterally-and sometimes does-against countries who circumvent
quotas. Recent actions against Macau and the People's Republic of China show that
if the political will is there, the mechanisms are in place at U.S. Customs to police
the quota agreements. Again, the U.S. is paying for something it can already do.

Finally, the Chairman's Text is hailed by the Administration as opening markets
in the developing countries which are now closed or severely restrict foreign textile
products. But in fact, this-provision has no teeth in it. For example, should the U.S.
decide that India has not fulfilled its GATT obligations to open its market, the U.S.
is entitled to protest to a group of countries which will comprise a Textile Monitor-
ing Body (TMB). The TMB will decide whether the U.S. protest has merit. However,
even if the TMB does agree with the U.S. (which is far from certain since some
countries on the TMB are also likely targets for such complaints), India can object.
The entire process would ultimately be decided by a vote of the GATT Council of
some 100 countries, three quarters of which are developing countries and a majority
of which have substantial restrictions themselves on imported textile products. Even
if the U.S. protest were successful, the Text does not spell out the sanctions permit-
ted to be applied against nonperforming countries (in this case, India).

Table 1.-ANALYSIS OF GROWTH RATES AND PRODUCT INTEGRATION SCENARIO FOR U.S. TEXTILE
AND APPAREL IMPORTS AS FOUND IN CHAIRMAN'S TEXT OF 19 NOVEMBER 1990 (1990 ACTUAL
IMPORTS)

[First 5 years has 10 0 percent uncontrotte growth, 0.6 percent controlled by textile safeguard mechanism; last 5 years has 7.5 percent uncontrolled
growth, 0 5 percent controlled by safeguard, three step reintegration]
UT- T q otal Total US Imports as U.S Domestic
trolle - Total quota rolled market percent of donmestk production

imprs imports imports r US. market production emoyment

1990 Actual .............................. 4,922.2 9,084.6 7,267.7 12,189.9 30,264 40.28 18,074 1,757,000
1991 ........................................ 5,414.4 9,475.9 7,580.7 12,995.1 30,567 42.51 17,571 1,757,150
1992 ............... 5,955.9 9,918.3 7,934.6 13,890.5 30,872 44.99 16,982 1,698,182
1993 ......................................... 6,551.4 10,421.0 8,336.8 14,888.2 31,181 47.75 16,293 1,629,280
1994 ......................................... 7,206.6 10,994.4 8,795.5 16,002.1 31,493 50.81 15,491 1,549,074
1995 ......................................... 7,927.3 11,650.6 9,320.5 17,247.7 31,808 54.22 14,560 1,456,002
1996 ......................................... 10,548.5 10,565.0 8,452.0 19,000.5 32,126 59.14 13,125 1,312,535
1997 ......................................... 11,339.6 11,418.1 10,276.3 21,616.0 32,447 66.62 10,831 1,083,114
1998 .................................... 12,190.1 12,396.6 11,156.9 23,347.0 32,772 71.24 9,425 942,453
1999 ......................................... 15,542.4 11,063.2 9,956.9 25,499.3 33,099 77.04 7,600 760,001
2000 ....................................... 16,708.1 12,511.8 11,260.6 27,968.7 33,430 83.66 5,462 546,158
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Table .- ANALYSIS OF GROWTH RATES AND PRODUCT INTEGRATION SCENARIO FOR U.S. TEXTILE
AND APPAREL IMPORTS AS FOUND IN CHAIRMAN'S TEXT OF 19 NOVEMBER 1990 (1990 ACTUAL
IMPORTS) -Continued

[First 5 years has 10 0 percent uncontrolled growth, 0 6 percent controlled by textile safeguard mechanism, last 5 years has 7 5 percent uncontrolled
growth, 0 5 percent controlled by safeguard, three step reintegration]

refTtliuta Tt Total U S Impors as U S Domestictrole available Ctrol market recent of domestic production
Iortal quota AmorsS market production employment

2001 .. ... 17,961.2 14,199.6 12,779.6 30,140.8 33,765 91.04 3,024 302,316

Growth of uncontrolled trade
-1983 through 1989 uncontrolled growth 1 10 6%/year
-Assumed uncontrolled growth rate = 10 0% for first 5 years and 7 5% for last 5 years of integration
-The other 06 for ;,rst 5 years and 05 percent for last 5 years is controlled using the new safeguard mechanism

Growth of controlled trade is based on current negotiating text
-Growth in first 4 years is 16% above present avg growth rate of 3 98% (4 62%)
-Growth in next 3 years is 21% above previous period's i l (5 59%)
-Growth in final 3 years is 26% above prevas period's level (7 04%)

Reintegrato of products.
-Initial reintegration does not include products presently under quota and does not appear in analysis
-15 percent of 1990 controlled trade is reintegrated into uncontrolled in 1996
-20 percent of 1990 controlled trade is reintegrated into uncontroll in 1999

Total imports = Sum of uncontrolled imports + controlled imports (which is assumed to be 80% of quota available for first five years and
90% for last five years)

Market growth = One percent per year in souare meters
Employment-

-Domestic production employment projections based on 100,000 workers per billion SME production
-The average labor per square meter will not, in reality, reflect losses over time because it is likely that products with a high labor

content will be affected by imports first

For this reason, the analysis of the impact of the Chairman's Text on U.S. produc-
tion and jobs did not include projections of increased domestic production for export.
Nonetheless, such an estimate was made in order to assess, at least theoretically,
the impact of opening foreign markets. If textile and clothing exports from the U.S.
in the 1990's were to increase 5 percent annually in real terms (a far greater in-
crease than during any recent decade), after 10 years, U.S. production would be 2
billion square meters higher than reported in Table 1. This means 173,000 more
U.S. workers would be employed but the result would remain a disaster for the do-
mestic industry with 1.2 million jobs lost.

CONCLUSION

The major developing countries must find it difficult to believe that such a propos-
al as in the Chairman's Text has advanced nearly to full agreement. It is likely that
never in their (or their U.S. consultants') wildest dreams did they envision such a
capitulation by the developed countries. What started out five years ago at the be-
ginning of-the Uruguay Round with a simple statement that talks should begin to
figure out how the MFA should be phased out and under what conditions now
threatens the very existence of the U.S. textile and clothing industry. However, the
Chairman's Text so favors the dominant, low-wage major Far East suppliers that
the U.S. textile and clothing industry could be only one of the victims displaced by
the likes of the PRC, India, Pakistan, etc. Mexico and smaller developing countries
might wind up wishing this was all a dream.

THE MFA PHASE-OUT AND MEXICO

The phase-out of the MFA coupled with Uruguay Round reductions of U.S. tariffs
on textiles and clothing will significantly reduce the value of the proposed Mexico/
U.S. Free Trade Agreement (FTA). Moreover, the type of phase-out mechanism cur-
rently on the table and likely to be agreed to will be highly disadvantageous to
Mexico.

To understand the impact of these developments on Mexico, it is necessary to look
at the composition of Mexico's exports to the U.S. and the prices of those exports
relative to other, and especially Far Eastern, suppliers. The major exports from
Mexico to the U.S. currently by product category are-in Table 2. Also shown are the
major suppliers of these products to the U.S. Clearly, Mexico's current competition
in the U.S. market is from the large Far East suppliers.

The Chairman's Text will permit products which remain under quota during the
ten years of the phase-out to grow an average of 72 percent. It is true that Mexico
generally enjoys higher annual quota growth rates than the major Far East suppli-
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ers (6% vs. 1 to 3%). Thus, one might argue that Mexico will be relatively better off
under the Chairman's Text. That is not necessarily the case if one considers the ab-
solute increases resulting from the compounded growth effects on the very large Far
East quotas compared to the relatively smaller Mexican quotas. (See Table 3.) More-
over, many Far East quotas are not only large, but are less than fully utilized,
which increases the potential for surges of imports from the Far East.

Table 2.-MAJOR U.S. IMPORTS FROM MEXICO
Product Category 1990 Mexico's Other major su~p;iers

Produc!M i~ege I Sine rank

313-Coton Sheeting 201 7 Pakistan.......(1)
Taiwan .. ........... . (2)
PRC ..................... .(3)
Korea ... ............ .(4)
USSR-_ (5)
Hong Kong .............. (6)

651- Manmade fiber nightwear ... 13.5 4 Dom. Rep ................ (1)
PRC ...... (..... ..... J2)
Taiw an .................... (3)

652-Man-made fiber underwear. ..................... 19.3 3 Hong Kong............. (1)
PRC ......... ............... (2 )

Mexico's relative competitiveness is illustrated in Figure 4 and shows that in sev-
eral knit and woven clothing products, as well as in a basic cotton fabric, Mexico is
a higher cost supplier than the dominant Far East supplier and, in some cases, than
even suppliers in the Caribbean. In all of the examples, Mexico would still be a
higher cost supplier on a duty-free basis.

Because U.S. textile and clothing tariffs will be cut in the Uruguay Round on an
MFN basis, Mexico will be further disadvantaged in an FTA, since their margin of
tariff preference will shrink.

The Chairman's Text also contains an especially damaging feature for Mexico-
product integration. Importing countries will have to "integrate into the GATT" at
least 45 percent of their current import trade in three stages during the 10-year
phase-out. This means that Mexico will be confronted with intensified competition
in the integrated products from the dominant Far East suppliers as soon as the
Uruguay Round is implemented. That competition will escalate during the phase
out. Importers in the U.S. could favor their already established Far East suppliers
who will become increasingly free of quotas, rather than switch to a less-well estab-
lished Mexican textile and clothing industry, even though duties with Mexico are
being phased out. At the same time, Far East suppliers will be competing among
themselves for the U.S. market and the likely winners will be the large, low-wage
and primarily non-market economy, subsidized producers such as the People's Re-
public of China, India, Pakistan, and Indonesia. These economies are nbt substan-
tially market-driven, especially in exporting where their main objectives are to earn
foreign exchange and create jobs. They will not surrender market share easily to
Mexico.

Table 3.-QUOTA GROWTH-MEXICO AND ITS MAJOR ASIAN COMPETITORS

roduct category 1991 Growth Quota limit, units
rate, percent 1991 2001

219-Cotton duck fabric, mil. sq. m.
H ong Kong ................................................................................................................... 2 .5 3 7.6 52 .9
M exico .......................................................................................................................... 6 .0 14 .0 3 1.2

313-Cotton sheeting, mil. sq. m.
P akistan ..... ................................................................................................................ 5 .7 7 1.1 152 .3
M exico ...................................................................... ................................................. 6 .0 2 5 .0 5 5.

315--Cotton printcloth, mil. sq. m.
P R C ............................................................................................................................. 2 .1 1 4 6 .0 19 4 .7M ex ico .......................................................................................................................... 6 .0 4 5 .0 1 0 0 2

WVJ
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Table 3.-QUOTA GROWTH-MEXICO AND ITS MAJOR ASIAN COMPETITORS-Continued

Product category 1991 Growth Ouota Imit. units
P rate. percent 1991 2001

635-Women's & girls' man-made fiber coats, thou. doz.
PRC . . . . . . . ................................................................. ........ ................. 3.5 527 84 7
M e x ico ........................... ........ ...... .... .............. . ............... ... . ...... .. .. .... .. 6 0 1 2 9 2 8 8

652-Man-Made fiber underwear, thou. doz.
P a k ista n ..................... ............ .... ................ .................... ......... ....... ... 2 .0 3 ,9 0 5 5 ,13 8
M e x ico . ...................................................................................... . ...... . 6 .0 1 ,6 0 0 3 ,5 6 3

Source, U S Department of Commerce, Ma o Shiplpes Report and Summary of Agreements

Mexico's situation under an FTA and that of the Caribbean countries would be
far better with continued or reduced quota coverage of the dominant Far East sup-
pliers.

In spite of this, the Administration is seeking an extension of fast track authority
to implement both the Uruguay Round and an FTA with Mexico. Yet the type of
Uruguay Round textiles proposal the Administration supports is clearly inimical to
Mexico's interests in an FTA.

CONCLUSIONS

The key results of implementation of the MFA phase-out proposal now being ne-
gotiated in the Uruguay Round will be:

0 The U.S. textile and clothing industry over the next decade will essentially dis-
appear as a major manufacturer and the largest manufacturing employer in the
U.S.

* U.S. fiber producers-cotton, wool and man-made-will have to cope with the
disappearance of their largest customer and will be seriously damaged.

* The PRC, India, Pakistan, Indonesia and other large low-wage, essentially non-
market, subsidized economies will dominate the U.S. textile and clothing market
with the PRC clearly the principal beneficiary.

* Mexico, even with a free trade agreement with the U.S., and smaller developing
countries will lose market share in the U.S. to the dominant Asian producers.

The most incomprehensible aspect of these developments is that the U.S. govern-
ment is not only going along with but is actively supporting this result. Perhaps the
Administration has reasons why it wants to surrender its market to the truly unde-
serving textile producers such as China, India and Pakistan, but it is difficult to
fathom what they are. These countries have slaughtered their own citizens, ignored
and flaunted the rules and disciplines of the GATT, cheated on textile and clothing
quotas, obstructed progress in the Uruguay Round and maintained markets closed
to textile and clothing imports (as well as to many other products). It is almost im-
possible to assemble a more undeserving list of countries.

Because the Administration is supporting the Chairman's Text, ATMI has com-
mitted to fight the Uruguay Round outcome at every opportunity. ATMI is there-
fore opposed to the extension of fast track authority which is being sought by the
Administration.
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Figure 1
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Figure 2

THE U.S. MARKET FOR TEXTILES
GROWING SLOWLY OVER TIME
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STATEMENT OF FRED HUENEFELD

It is an open secret that right from the start in 1986 of Agriculture Secretary
Clayton Yeautter's drive for free trade in the Uruguay Round of the GATT talks
that he was representing the interests of Cargill and cohort companies in coercing
the 100 member nations of the GATT to agree to give up their sovereign right to set
their own policies to protect and foster their industry, agriculture and living stand-
ards. So far, many nations have refused to agree to such economic subjugation
through the GATT process. This Administration is trying to set up a Hemispheric
free trade zone to loot their own bvck yard.

As a farmer, as an American, as a citizen concerned with the welfare of all na-
tions, I call for a holt in the drive to set up a Free Trade some between the United
States and Mexico. I believe that such a pact would be deleterious to both our econo-
mies, and I am appalled by the glib way that those who are pushing hardest for this
agreement, on both side,; of the U.S.-Mexico border, are ignoring the consequences
of the free trade provisions that have already been implemented piecemeal.

We are told under free trade, there will be more jobs created than lost, and in-
vestment funds will flow in. However, in less than two years, Canada has already
lost more than 150,000 jobs, net, more than 1% of its work force, and has seen a net
outflow of investment capital to the tune of Canadian 34 billion. It is reported that
in the last 4 years, the lowering of tariffs is estimated to have already lost 77,000
jobs.

So-called free trade is in fact a doublespeak term for issuing a license-to-loot to a
self-perceived elect group of swindlers, otherwise known as the mega-companies and
banks that want to dominate all food, industry, and trade activities in President
Bush's New World Order. These select private interests want the elimination of na-
tional barriers and boundaries to their practices of imposing usury and unfair, low
prices.

Who are the members of this grouping? Some of the prominent names include
ConAgra, Cargill, Louis Dreyfus, Archer Daniels Midland, Chase Manhattan Bank,
Nestle, Citibank, and a few others.

Others, especially the UAW and other unions here and in Mexico, have document-
ed the obvious fact, that this would open the door to a mass exodus of runaway
shops, and this has already happened to a significant extent. But more profoundly,
it will open Mexico to become nothing but a huge labor pool for low-wage assembly
plants. We have already heard arguments, from Senator Albert Gore among others,
that in the wake of the war with Iraq, we must apply what can only be called "tech-
nical apartheid" against the Third World. A free trade agreement would go far to-
wards accomplishing this goal. It would tend to stall Mexican industry at a low level
of technology, and reserve high technology industry for us.

I wish to note that those backing free trade ignore many points. To my knowl-
edge, there is no example in modern world history of such an arrangement working
between two countries whose levels of economic development are so disparate. The
two most successful free trade schemes that I know of, the Customs Union among
then sovereign German states in the 1830s, and the European Community, involved
countries at least roughly comparable in their levels of economic development.

The Bush officials have repeatedly demanded that Mexico put the question of pe-
troleum on the table as part of the free trade talks-most recently by former ambas-
sador Charles Pilliod, last week in a conference in Acapulco with Carla Hills
present. Just before President Bush pushed the button to start war in the Persian
Gulf, he personally toured Mexico and South America to issue the edict; Your oil
will be ours.

This is free trade in action. The freedom to loot and pillage.
The real reasons for the push for free trade is to provide rhetoric to cover for an

imperialistic grab for oil and raw materials, and a desire to capitalize on Mexico's
cheap labor to be able to batter U.S. labor into submission during the depression. It
would seem that Administration planners have scenarios in which they think that
U.S. and Mexican cheap labor will produce cheaply enough to undercut any possible
economic growth in Western Europe, especially in their 1,992 all-European market.
Far from being a measure to bring prosperity, the Mexican-U.S. free trade deal is
understood privately as a measure to help impose a permanent recession.

Finally, the best thing for our own economy would not be to export to Mexico
thozo things that Mexico is capable of also producing, but to export those items,
such as capital goods, high technology items, and heavy industrial items, to the
extent we even have the means left to manufacture them. This would stimulate our
own heavy industry sector, which is in the worst doldrums of any of our major in-
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dustrial sectors, and would-do more to revive our economy than any amount of
light, consumer-oriented production in competition with Mexican workers.

We must commit to a trade policy based on parity prices-fair prices covering dif-
fering costs and returns on investment, for farm and industrial commodities and
raw materials from all nations.

The free trade push has in reality been a cover for neo-colonialist practices that
should be investigated and prosecuted under anti-trust laws. Instead, the Depart-
ment of Justice has been deliberately protecting the lawlessness, doing the bidding
of the Administration.

What's happening to the catfish farmers in Louisiana, who are selling their cat-
fish for $1.99 a pound and Brazilian catfish being sold in Louisiana for $1.29 a
pound, I ask you the question, "Which catfish are the poor folks going to buy?"

I give you a personal example of my cotton gin where the seed prices collapsed
from $200.00 to $40.00 a ton four years ago, and I had to shut down my cotton gin
on my own farm. And a thousand bales of cotton we had to take and gin somewhere
else because I wasn't prepared to lose a hundred thousand dollars. That year the
Union Oil Mill (cotton seed oil plant) lost six hundred thousand dollars and now has
been sold by the farmers in Monroe, Louisiana, to a foreign group.

For these reasons and others I have no time to elaborate, I join my voice to those
who say this Mexico-U.S. free trade accord is no good, not for either economy. It is
tantamount to economic warfare. Under no conditions should it be approved.

I have enclosed for the record some supporting information which I wish entered
in the record.

In closing I quote former President of the United States, Abraham Lincoln. "If
England builds the rails, they've got the money and we've got the rails; but if we
build the rails, we've got the money and the rails."

Gentlemen, I suggest that you read the Report of the Manufacturers, written by
Alexander Hamilton in 1791, and Henry Carey's Harmony of Interests, written in
1851. Also Economic Solutions are Possible by NORM.

Thank you very much. I will be glad to answer any questions at any time by any
one.
Attachment.
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STATEMENT OF THE INTERNATIONAL LEATHER GOODS, PLASTICS, AND NOVELTY
WORKERS' UNION, AFL-CIO

I INTRODUCTION

The International Leather Goods, Plastics, and Novelty Workers' Union, AFL-
CIO ("ILGPNWU") is headquartered in New York City. Nine thousand of our mem-
bers live and work in the New York-New Jersey metropolitan area. We also have
3,000 Canadian members, and members throughout the U.S. and Puerto Rico.
ILGPNWU members make handbags, as well as luggage and flat goods. These prod-
ucts are made primarily Of leather, plastic, and textiles.

The ILGPNWU opposes extension of the fast-track legislative procedures for the
implementation of the Mexico free trade agreement and the Uruguay Trade Round.
The ILGPNWU believes that if Congress grants an extension of the fast-track, it
willingly abdicates its constitutional authority to regulate foreign commerce to the
White House. This means that Congress will have no meaningful role or say in the
negotiations if fast-track is extended, and U.S. workers will suffer the consequences
as their jobs move to other countries such as Mexico.

The ILGPNWU fears the fast-track because it takes important policy and econom-
ic decisions out of the hands of Congress. The trade deal that will ultimately be pre-
sented to Congress for approval is shaped behind closed doors by a handful of face-
less bureaucrats who answer to no one, certainly not the tens of thousands of work-
ers who will be affected by their decisions. Then the negotiated package is presented
to Congress under the fast track, and Congress has two choices: it can pass it or it
can reject it. But in reality, Congress has only one choice, and that choice is to ap-
prove the agreement. Because if Congress fails to approve the agreement it will be
accused of: (1) undermining the President internationally; (2) creating a foreign
policy crisis; and (3) making the U.S. appear untrustworthy. Fast-track denies the
American worker his due, and it, therefore, must be rejected by the U.S. Congress.

The ILGPNWU has serious concerns about the proposed NAFTA and the Uru-
guay Round. Our concerns are stated below. It is because of them that we believe
that Congress cannot afford to extend the fast track.

MEXICO

Several weeks ago, the ILGPNWU submitted testimony to the Senate Finance
Committee expressing its opposition to a U.S.-Mexico FTA. We pointed out that an
FTA with Mexico will greatly exacerbate the already substantial unemployment in
the handbag, luggage and flat goods industries. Since 1982, 14,200 U.S. jobs have
been lost in these industries, representing a one-third decline in employment (see
table 1). An FTA with Mexico would accelerate this trend as the jobs of ILGPNWU
members in the U.S., Canada, and Puerto Rico move to Mexico because of cheap
Mexican wages, lax environmental and labor standards, and the preferential tariff
status that an FTA would confer on Mexican imports.

This scenario will be repeated in many other industries, particularly those involv-
ing substantial labor input. Where will the people who lose their jobs due to these
agreements go? What will they do? Retraining is laudable, but the results disap-
pointing. Studies show that despite retraining efforts, many semi-skilled workers
end up with lower incomes than in the jobs they lost. With a third of the work force
estimated to be semi-skilled and under-educated, the loss of these jobs presents a
real problem to the displaced worker and to the economy.

URUGUAY TRADE ROUND

The ILGPNWU believes it will gain nothing from the "successful" completion of
the Uruguay Trade Round. Furthermore, it is our view that it will not serve the
best interest of U.S. manufacturing. In these negotiations, the United States has
more than done its part to broaden U.S. market access. We find little evidence that
this is being matched by other countries.

The U.S. has achieved few of the Uruguay Trade Round goals that Congress estab-
lished in the 1988 Trade Act. Instead of imposing new disciplines on unfair trade
practices, the U.S. appears to be losing ground in this area in the trade talks. We
face a real possibility that U.S. trade laws may actually be weaker as a result of the
GATT talks. Agriculture, services, investments and intellectual property rights, the
four key areas of great importance to the United States going into the Round, have
yielded very disappointing results to date.

Meanwhile, the U.S. continues to yield to developing country demands, while de-
manding little in return. The U.S. is giving up the Multifiber Agreement, which will
destroy the U.S. textile and apparel industry, including U.S. producers of textile
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handbags. This will mean more jobs lost to ILGPNWU members. The U.S. made a
tariff offer that is far in excess of what was required of it under the GATT talks.
Many developing countries have not tabled offers; of those who have tabled offers,
many have not agreed to fully bind their tariffs.

The Administration has failed to demonstrate how the U.S. economy will benefit
from the Trade Round based on the progress to date. In our view, there is not
enough progress to warrant an extension of the fast-track.

CONCLUSION

Congress should have a broader role in these negotiations, which will have an
effect on every man, woman and child in this country for years to come. Unfortu-
nately, the greatest impact will be felt among those who can least afford it-the un-
dereducated and underskilled worker, the minority worker, and the woman who
heads her household. These are the people who are most likely to see their jobs lost
as a result of deals cut in the Uruguay Trade Round and the Mexico free trade
agreement. Since the profile of these workers fits many of ILGPNWU's members,
we will be among the first to lose our jobs in the name of free trade. Congress has a
responsibility to these workers to have a free and open debate on these trade agree-
ments that will affect the lives of so many. Congress must face up to its responsibil-
ities and not shield itself behind the fast-track.

THE PROCTER & GAMBLE CO.,
Cincinnati, OH, April 30, 1991.

Hon. LLOYD BENTSEN, Chairman,
Senate Finance Committee,
U.S. Senate,
Washington, DC.
Subject: April 17 hearing to review Uruguay Round commitments to open foreign
markets

Dear Mr. Chairman: The Procter & Gamble Company has a strong interest in a
successful conclusion to the Uruguay Round. It presents a number of opportunities
to remove specific barriers to the expansion of our business abroad. It also will in-
crease the application of the open, market-oriented economic policies that expand
consumer income and, therefore, our ability to market our products. Achieving
these benefits nevertheless, critically depends upon the Congress not rejecting the
Presidents request for a two-year extension df the "Fasttrack" process for ratifying
or rejecting trade agreements without amendment and within defined time limits.

While we see successful outcome to all fifteen areas of negotiation as being impor-
tant, the following are of greatest significance to us:

-an agreement on trade-related investment measures that prohibits such trade-
distorting actions as export requirements, local content requirements and trade-
balancing requirements;

-a market access agreement that reduces approximately 700 specific foreign tar-
iffs, as well as an array of nontariff barriers, particularly involving developing
countries;

-an agreement on trade-related intellectual property that expands patent protec-
tion, prevents compulsory licensing abuses and ensures that U.S. can obtain
royalties for technology transferred to international subsidiaries.

A number of the so-called "free riders," particularly in Latin America, have sig-
nificantly opened their markets both to trade and to investment in recent years and
are strengthening their intellectual property protection. It will, nevertheless, be ap-
propriate to ensure that these gains are made permanent through GATT agree-
ments. A redirection of the "special and differential treatment" accorded to less de-
veloped countries under Article XVIII is also needed so that it is used to support,
rather than hinder, their economic development.

Because of these Latin American actions, countries that have not yet opened their
markets are now under competitive pressure to do so, particularly as the pursuit of
scarce investment capital becomes more intensu- Thi ,__ ..... r, h,;--.-, Me uiikeiy
to be fully adequate and additional incentives will be needed to assure adequate par-
ticipation. These incentives lie in providing the less developed countries with in-
creased access into OECD markets for the products on which they have a compara-
tive advantage. Therefore, market opening agreements on agriculture, tropical prod-
ucts and textiles appear essential to resolving the "free rider" problem.



166

Provided they have appropriate transition and adjustment provisions, agreements
in these latter areas will also benefit the U.S. economy directly by encouraging
more efficient use of our own economic resources.

In order for the President and his negotiators to "close" the negotiations with the
"free riders," the latter must have confidence that the results will either be ratified
or rejected in their entirety. If selective ratification by the Congress is possible, the
"free riders" are likely to believe the provisions of greatest benefit to them, and
their greatest incentive for full participation, will be at risk.

The Fasttrack procedure, moreover, provides for active Congressional involvement
in agreeing to hold negotiations, in consultations as the negotiations proceed and in
active participation in the drafting of the implementing legislation. This Company
recognizes the importance of this Congressional participation, since it has benefited
from it in the past and therefore looks forward to its continuation.

The Omnibus Trade & Competitiveness Act of 1988 contemplated an extension of
Fasttrack if sufficient progress had been made during the course of the Uruguay
Round. Final agreements have not yet been achieved in the areas of critical impor-
tance to us. Nevertheless, progress has clearly been made and there is sufficient
basis for anticipating sound agreements, after further tough bargaining, that the ex-
tension should be granted.

Thank you very much for this opportunity to submit our views.
Very truly yours,

DAVID J. ELLIOTT, Associate Director,
International Trade.

44-755 (172)


