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TELECOMMUNICATIONS TRADE ACT OF 1984

WEDNESDAY., SEPTEMBER 12, 1984

U.S. SENATE,
COMMITTEE ON FINANCE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
Washington, DC.

The committee met, pursuant to notice, at 9:36 a.m., in room
SD-215, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman) presiding.

Present: Senators Danforth and Long.

[The press release announcing the hearing follows:]

[Press release No. 84-167, Aug. 15, 1984}

TELECOMMUNICATIONS TRADE AcT oF 1984

Senator John C. Danforth (R., MO), Chairman of the Subcommittee on Interna-
tional Trade, announced today that the Subcommittee would hold s hearing on a
bill introduced by him, S. 2618, the Telecommunications Trade Act of 1984.

The hearing will be held on Wednesday, September 12, 1984, at 9:30 a.m. in Room
SD-215 of the Dirksen Senate Office Building.

This hearing follows one held by the Subcommittee on June 26, 1984, at which
members received extensive testimony regarding the potentially far-reaching conse-
quences for U.S. international trade precipitated by the restructuring of the Bell
System. “As several witnesses testified,” Senator Danforth said, “the AT&T divesti-
ture decisions were made without regard for their trade consequences. The result is
that the United States has unilaterally thrown its doors open to imports of telecom-
munications products from countries which have closed their markets to U.S. ex-
ports.” .

Senator Danforth pointed out that the purposes of the bill are to establish a nego-
tiating framework within which U.S. negotiators will seek increased reciprocal
trade in telecommunications products, and to revise the current tariff nomenclature
applicable to imports of such articles in order to clarify and to facilitate data collec-
tion on trade in this sector. Witnesses at the hearing are asked to direct their testi-
mony particularly to title I of the bill. Title I would authorize negotiations for trade
agreements to harmonize, to reduce, or to eliminate barriers to trade in telecom-
munications products, and it would authorize the termination, withdrawal, or sus-
pension of U.S. tariff rates on such products.

Senator DANFORTH. This is a hearing on S. 2618, the Telecom-
munications Trade Act of 1984, and we are happy to have three
panels appearing today. The first panel consists of John J. McDon-
nell, Jr., group vice president, Telecommunications Group, Elec-
tronic Industries Association, and Mr. John Morgan, assistant to
executive vice president, Legislation/Government Agencies, Com-
munications Workers of America. Gentlemen.

Mr. McDonnell, thank you for being with us.

)
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STATEMENT OF JOHN J. McDONNELL, JR., GROUP VICE PRESI-
DENT, TELECOMMUNICATIONS GROUP, ELECTRONIC INDUS.-
TRIES ASSOCIATION, WASHINGTON, DC

Mr. McDoNNELL. Good morning. Mr. Chairman, I am John J.
McDonnell, Jr., group vice president of the Telecommunications
Group of the Electronic Industries Association. I am testifying
today on behalf of the Telecommunications Group which repre sents
companies which account for 85 percent of U.S. production of tele-
communications equipment. I appreciate this opportunity to appear
before your subcommittee today. As I indicated in my testimony
before this committee on June 26, the Telecommunications Group
has endorsed the Telecommunications Trade Act of 1984. I reiter-
ate that endorsement today. .

\It has come as something of a surprise to me that our support of
this bill has been reported in some quarters as support by the U.S.
telecommunications equipment industry for protectionist legisla-
tion. Our industry, as a group, are opposed to the erection of do-
mestic barriers and foreign barriers as any industry group or asso-
ciation you are likely to encounter. We support this legislation be-
cause we want to open markets—not close them. Before this morn-
ing is over, you will hear a great deal of testimony I am sure about
the implications of your bill, vis-a-vis GATT, and that is an issue
that I would like to address at the very beginning of our testimony.
First of all, we also supgport the principles of GATT. Unfortunately,
we feel very strongly that GATT does not support the telecom-
munications industry.

And let me be very specific. There have been a number of negoti-
ations on GATT including one in the late 1970's where we pro-
duced the agreement on the Government procurement code. In that
agreement, virtually all of the signatories to GATT unilaterally
withhold the telecommunications industry from the multilateral
agreements that functioned under GATT. In other words, they
closed their markets. Now, this had the net effect of closing 75 to
80 percent of the market for telecommunications equipment in
those countries that took that position. It includes all of our major
trading partners including Japan and the European Community.
And it is this type of sitiation that caused us to negotiate the N
agreement because the telecommunications industry had virtually
been excluded from the principles of GATT.

Now, the NTT agreement has been functioning for several years,
and it is this type of agreement that we hope your legislation will
encourage other countries to emulate. This does not mean that we
are completely happy with the results of the NTT agreement. As
our written testimony will support, the results have been less than
gratifying. This does not mean that this was not a good-faith at-
tempt on the part of the Japanese and the American Governments
to open up trade.

There are a variety of reasons why it has not achieved the re-
sults that we both had desired. Some of those reasons have to do
with NTT’s continued preferential treatment of their traditional
suppliers, and other reasons are that our own manufacturers have
been reluctant to enter the Japanese market to make the invest-
ment because many of them still perceive it as closed. Now, EIA is
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working with our domestic manufacturers and with NTT to try to
overcome this reluctance on the part of our American manufactur-
ers to bid, and of course, we are also encouraging NTT to use more
American equipment as they go out on procurement. However,
that situation does not exist in the European Community.

In fact, Europe seems to be going in just the other direction. Not
only do we not have the equivalent of an NTT agreement, all of the
statements from the European Community would indicate that the
intent to broaden the coverage of the closed market to include
equipment which might be considered data processing and might
be considered communications—some of the newer information
technologies such as Teletex and Videotex. It is in this environ-
ment that we feel that we have no alternative but to seek legisla-
tion such as the Telecommunications Trade Act of 1984 if for no
other reason than to give the executive branch of the Government
the leverage to negotiate the same kind of open markets in these
foreign countries that we have gratuitously offered in our own
country. I would also like to address some of the issues raised by
title II. There is a great deal of concern on the part of our cousins
in the computer industry because some of the equipinent which has
been traditionally viewed as data processing has been included in
the version of title II which appears in the bill, and we support
that concern. It turns out that data communications is one of the
few areas that is a gray area between computers and telecommuni-
cations, and it is one of the few areas—since it came along later in
the game—where foreign entities have treated it basically as com-
puter equipment in many instances, but some countries have treat-
ed it as telecommunications equipment and have subjected it to the
same restrictions as they have subjected the traditional telephone,
telex, and telegraphic procurements.

However, we feel that this might be a good time to accelerate our
participation in the harmonized commodity code system. Perhaps
that is an alternative which might be used in lieu of the title II
that is inherent in your bill, is to accelerate this international
agreement which is scheduled to be introduced in 1987, and per-
haps we can use this as a vehicle to bring that forward in time.
Thank you very much.

Senator DANFORTH. Thank you, sir. Mr. Morgan.

[(Mr. McDonnell’s prepared written statement follows:]



STATEMENT OF JOHN J. McDONNELL
. Group Vice President
Telecommunications Group
on behalf of the
Telecommunications Group of the

ELECTRONIC INDUSTRIES ASSOCIATION

Mr. Chairman, I am John J. McDonnell, Group Vice President
of the Telecoﬁmunications Group of the Electronié Industries
Assoclation., I am testifflng today on behalf of the Telecom-

" munications Group, which represents companies which account for
85 percent of U.S. production of telecommunications equipment. I
appreciate this oppoftunity to appear before your Subcommittee
today.

As I indicated in my testimony before the Subcommittee on
June 26, the Telecommunications Group has endorsed S5.2618, the
Telecommunications Trade Act of 1984, I reiterate that
endorsement today.

It has come as something of a surprise to me that our
support of this bill has been reported, in some quarters, as.
support by the U.S. telecommunications equipment industry for
protectionist legislation. The ‘U.S. telecommunications equipment
suppliers, as a group, are as opposed to the erection of domestic
and foreign market barriers as any industry grcup or assoclation
one is likely to encounter in this country or overseas. We
support this legislation because we want to open markets, not

tlose them,

The Necd for Open World Markets

Our member companies support free trade and open markets for
reasons which are admittedly based on self-interest. Those
companies are highly competitive and are best able to thrive and
grow in an environment of open competition in which they can

bring their technical and innovative abilities to bear most



effectively. The U.S. International Trade Commission recently
found that the U.S. telecommunications equipment industry is
currently the world leader technologically.l/ The industry has
an enviable record of product innovation and growth; the number
of companies in the U,S. market has increased from under 380 iﬁ
1978 to 550 in 1982; and capital expenditures by this industry
have been heavy and have increased significantly in recent
years,z/ The problems of lagging investment, declining
productivity and inadequate innovation that have afflicted some
U.S. industries are largely absent in this sector. For U.S.
telecommunications equipment producers, open world markets do not
spell decline, bué expanded opportunities and growth.

If we lived in Adam Smith's ideal world, characterized by
laissez-faire competition and open markets, the outlook for the
U.S. industry wculd be bright indeed, given its current
technological leadership., Unfortunately we are, at present, a
long way from that ideal. While our own telecommunications
market is now open to foreign suppliers, the markets of most
nations with indigenous telecommunications equipment industries
are largely closed to U.S. telecommunications exports. This is
especially true with respect to the more sophisticated "core"
product types, such as advanced transmission and switching

equipment, where our firms enjoy their greatest strength.

1/ U.S.I.T.C. study, p. xii,

2/ U.S.I,T.C. study, pp. x-xi.



Closed foreign markets are a serious concern for our
industry several reasons. To begin with, of course, market
barriers deny U.S. firms export opportunities -- and this
translates into foregone revenues and opportunities for expanded
U.S. employment, Equally important, however, is the fact that
closed markets afford foreign producers an advantage in competing
with U.S. firms worldwide. A protected domestic base provides
foreign producers with assured sales volume which enables them' to
lower their costs through scale and learning economies and by
stabilizing their production runs. That fact, coupled with the
price subsidies that often accompany domestic protection, makes
foreign producers.more price competitive in those equipment
mar{ets which are open, such as the United States and the
developing countries. We are concerned that if the markets of
our foreign competitorg remain closed at a time when our own
market has been opened up, the result is likely to be a
competitive imbalance which will lead to a dramatic deterioration
of our trade balance. Unfortunately, there are disturbing signs

that this is already occurring.

The Deterijorating Balance of Trade

The U.S. balance of trade in telecommunications equipment
turned negative in 1983, and there is every indication that 1984
will see a sectoral trade deficit of unprecedented proportions,
According to the recent U.S.I.T.C. study, U.S. equipment exports
virtually stopped growing after 1982, showing viréually no year-

over-year growth in 1383. At the same time, import growth in
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1983 was dramatic, increasing by over 80 percentrg/ According
the U.S.I.T.C. study, in one year the U.S. slid from a trade
surplus of $301 million to a deficit of $549 milllon,i/ with a
substantially worse performance likely in 1984. Given the
overall technological superiority and dynamism of the U,S.
industry, these trends can only be regarded as extraordinary.
The overvalued dollar has clearly played a part in the sectoral
deficit. However, an equally important, if not more important
factor has been the imbalance in market opportunities between
U.S. and foreign firms,

At present our largest single trading partner in telecom-
munications equipﬁent is Japan, and the current sectoral defici
is largely attributable to our bilateral trade balance with
Japan. The Telecommunications Group recently acquired customs
statistics prepared by Japan's Ministry of Finance with respect
to bilateral U.S.-Japan trade in telecommunications equipment
through 1983, These figures include telephone, telegraph and
switching equipment, parts, facsimile and wireless equipment.

a result, they do not covrespond precisely with U,S. Commerce
Department trade statistics for telecommunications equipment.
Nevertheless, the story which emerges from these numbers is
substantially the same a3 that which may be drawn from Commerce
Department statistics -- and that story is disturbing.

\

3/ U.S.I.T.C, Study, Table 4, p. 19.

4/ Ibid.

to

t

As



Table 1 depicts the overall bilateral balance of trade
between the U.S, and Japan in telecommunications equipment,
Japanese exports to the U.S., which have been increasing rapidly
since 1979, showed a dramatic jump in 1983, increasing to nearly
S1 billion -~ and that increase occurred before the effect of the
AT&T divestiture was felt. Based on reports we have received
this year of activity in the U.S. market and on U.S. Commerce
Department forecasts, we estimate that the volume of Japanese
exports to the U.S. will show a dramatic increase in 1984 over
1983's record levels.

At the same time, Japanese imports of U.S. telecommunica-
tions equipment héve shown only slow growth. While Ministry of
Finance figures for 1983 were not available, Japanese imports of
U.S. equipment in 1982 were under €120 million, and based on
Commerce Department data we do not believe that this figure will
show a sidnificant increase in 1983 or in 1984,

Tables 2,3 and 4 provide a further breakdown of these figures,
and indicate that the trade imbalance is occurring across a wide
range of product areas. In some product categories, such as
telephone exchanges, Japan imports virtually no U.S. products,
while its exports to the U.S. are growing dramatically. Even in
carrier and transmission equipment, where U.$5, producers are
traditionally strong competitively, U.S. exports to Japan have
been stagnant while Japanese exports to the U.S. have doubled

every year since 198l1. The one bright spot in this picture is
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wireless equipment, where U.S. producers, while trailing Japan in
sales volume by a wide margin, have nevertheless been able to
increase their exports to Japan significantly since 1980,

The U.S.I.T.C. study concluded that Japan has had the most
closed market for telecommunicaticns equipment,é/ and the history
of U.S. efforts to open the Japanese market is one with which
this Subcommittee is familiar. Recently, Japan's primary buyer
of telecommunications equipment, Nippon Telephone and Telegraph
{NTT) has undertaken a number of measures designed to expand its
procurement of U.S,-made equipment. While we acknowledge and
encourage those measures, the opening of the Japanese market has
been a slow proceés. Last year, when Japanese exports of
telecommunications equipment to the U.S. approached $1 billion,
NTT procured an estimated $19 million in telecommunications
equipment from U.S. firms pursuant to its three-track
procurement procedures. The volume of NTT's purchases of
telecommunications equipment was virtually the same in 1983 as in
1982, showing no year-over-year growth (Table 5). (NTT has also
purchased a substantial quantity of non-telecommunications
products from U.S., firms, such as computers, magnetic tape, and
paper). Unfortunately, we have indications that NTT's 1984
purchases of U.S.~-made telecommunications equipment will not

significantly exceed 1983 levels.

5/ U.S.I.D.C. study, p. 44.

40-893 0 - 85 - 2
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TABLE 5

NTT Procurement of Telecommunications

Equipment from U.S. Firms 1981-83

(§ million)

Item

Telecommunications Equipment

Track I
Tracks II and IIA
Tracks IXI and IIIA

Total

Other products
Grand total

1981 1982 1983
0 5.0 0.5

0 3.6 0.9

0 11.3 17.6

0 19.9 13.0
$17.2 14.6 40,7
$17.2 $34.5 $59.7

Product Breakdown of NTT Telecommunications Procurement

1982

Track It
Tracks II and IIA:
Tracks III and IIIA:

1983

Track I:
Tracks II and IIA:
Tracks III and IIIA:

{$ million)

.

Item Amount

Digital PBX $5.0
Echo Canceller 3.6
Pocket pagers, headset 11.3

connector, multiplexer

Modem $0.5
pata Communications Software 0.9
Pocket pager 13.7
Multiplexer 1.8
Microwave antenna 0.2
Telephone 1.9
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The Japanese telecommunications market is opening, but at a
painfully slow rate. It is interesting, in fact, to contrast the
response of the U.S. market to the AT&T divestiture =-- with many
of the former Bell operating companies rushing to establish
relations with foreign suppliers -- with the progress to déte of
féreign equipment suppliers in the Japanese market., We are con-
cerned that the opening of the Japanese market will continue to
prove a difficult and protracted process which stretches out over
many years; meanwhile, Japanese firms are currently making rapid
inroads in U.S, firms' markets while continuing to enjoy the
advantage of a stable domestic base. )

The problem 6f access to foreign telecommunications
equipment markets is not limited to Japan, however -- it is
global in scope. The markets of most of our European competi-
tors, for example, are closed to'most U.S.-made products, With a
few exceptions, such as the Unjited Kingdom, the public telephone
authorities in tnose nations (the "PTTs") procure almost all of
their equipment from domestic suppliers. Such preferential
procurement is in fact an important element in European
government efforts to promote the international competitiveness
of their telecommunications industries. Last year the French
Minister of Posts and Telecommunications indicated that
procurement by the French PTT had enabled France to establish an

internationally competitive telecommunications industry and was
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the "linchpin® of French electronics industry development
policymﬁf

The Europeans have come to recognize that because their
individual national telecommunications markets are comparatively
small, there is a limit to the economies of scale which can be
achieved through preferential procurement on a purely national
basis. Accordingly, this spring the European Commission launched
an initiative to establish a Communitywide telecommunications
action program, an important aspect of which is to harmonize
standards and to open national markets within the Commuﬁity so
that European producers will enjoy a continental-size market,
with correspondin§ economies of scale.l/ The Telecommunications
Group is extremely concerned that under this new system, U.S.
products will be excluded from the Communitywide market as they
are now excluded, to a lérge degree, from the markets of the
individual member states. At the same time, the competitive
advantages which European producers ehjoy as a result of
protection will be greatly enhanced through the establishment of

a much larger common internal market.

The Need for Negotiating Leverage

Through the breakup of the Bell system, we have completed
the opening of the U.S. telecommunications equipment market, a

process that has been under way for many years. The opening of

6/ L'Usine Nouvelle, June 16, 1983,

7/ EC Commission, Communication from the Commission on
Telecommunications, COM (84) 277 final, May 18, 1984.
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our market has been a unilateral process; it has occurred as a
result of domestic judicial and regulatory decisions unrelated to
U.S. trade policy and not linked to reciprocal market opening
measures in other nations. Unfortunately, by unilaterally opening
our own market, we have lost the principal source of leverage
which might have been used to secure access to foreign telecom-
munications equipment markets. Our market is now open, foreign
markets remain largely closed, and we have no readily identifi-
able means of rectifying this imbalance in market opportunities.

I do not expect that our trading partners will be persuaded,
by the force of our arguments alone, of the wisdom of opening
their markets to ﬁs. Most foreign countries perceive that their
interest continues to lie in protecting their indigenous
suppliers against competing U.S.-made products. If the U.S. is
to make any headway, some form of substantive leverage will be
required,

The Telecommunications Group does not view this legislation
as a device for establishing domestic market protection for the
telecommunications industry and would, I believe, oppose any
legislation which had protection as its fundamental goal. Many
of our member companies utilize foreign-made components to
produce their equipment and would thcmselves be adversely
affected by restrictions on telecommunications equipment
imports, At the same time, many of these same companies are
heavily export~oriented, and other U.S. companies which at
present primarily supply the domestic market could significantly

expand their operations through exports if foreign market
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,pbarriers were reduced. We recognize that the prospect of
restrictions on U.S. imports is probably the most effective
source of leverage for achieving this goal. We have therefore

endorsed this legislation as a market opening mechanism,

Title I Provisions

Titlé I of the bill contains a negotiating mandate to the
President to seek bilateral agreements with our trading partners
which would eliminate barriers to sales of U.S. telecommunica-
tions equipment in their markets. Congressional review and
approval of these agreements would be conducted pursuant to the
fast-track proceddres of Section 102 of the Trade Act of 1974.
The U.S. market would remain open for a three-year period, during
which time the President would seek to negotiate reciprocal .
market access agreements with our trading partners, However,
following enactment of the legislation, the President 'would be
directed to "unbind® the tariff on telecommunications equipment
-- that is, to end the U.S. GATT commitment to hold tariffs at
levels negotiated in multilateral tariff negotiations. This
would serve notice on our trading partners of our concern over
this issue, and would provide an impetus to the President's
negotiating efforts. If at the end of three years, no market
access agreement had been concluded with a particular country,
the U.S. tariff would increase to the "column 2" level, in most
cases 35% ad valorem. i

The Telecommunications Group is committed to the

multilateral system of trade rules represented by the General
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Agreement on Tariffs and Trade (GATT) and its satellite
agreements, We believe that the use of the unbinding mechanism
would not be inconsistent, in this situation, with the principles
underlying the GATT. The GATT is a contract among nations
pursuant to which the contracting parties seek mutual benefits
through reciprocal tariff concessions. In telecommunications,
the U.S. can legitimately take the position that it is being
denied the benefit for which it has contracted. Notwithstanding
reciprocal tariff reductions, most foreign telecommunications
equipment markets in developed countries remain closed to U.S.
products. These markets are dominated by government PTTs that
favor domestic suﬁpllers. Under such circumstances reductions in
foraign tariffs have virtually no effect in increasing sales
opportunities for U.S. firms. Significantly, when the
multilateral Agreement on Government Procurement was negotiated
in the 1970s, most signatories made an express exception from the
Agreement for their PTTs with respect to telecommunications
equipment, While we endorse the system created by the GATT and
its satellite agreements, most of our trading partners have
chosen to exclude telecommunications equipment from the scope of
some of the key market-opening mechanisms that have been
developed within the GATT framework. The United States, in
contrast with foreign protectionism, has unilaterally granted
increased market opportunit:ies for which our trading partners
have neither bargained nor paid.

Because of foreign non-tariff barriers, the net result of

the MTN tariff reductions, in this sector, is a deterioration of
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the U.S. balance of trade for reasons unrelated to the relative
competitiveness of U.S. producers. Under such circumstances, the
GATT provides mechanisms through which a contracting party can
withdraw tariff concessions, subject to a requirement of
compensation to injured parties.

We recognize the concerns of other U.S. high technology
“industries with respect to this legislation. Many of these
sectors, such as the computer, semiconductor, and data processing
industries, enjoy considerably more open access to foreign
markets than our own industry. These industries may be concerned
that actions taken pursuant to this legislation might result in
foreign actions wﬁich could diminish their own access to foreign
markets. This is not the intention of this legislation, and need
no. be its result. It is designed to bring about a greater
openness of foreign markets to telecommunications trade, and I
believe that will be its actual result,

Our industry faces an immediate problem which poses a
considerable threat to its futuxe. In sutstantial contrast to
the computer, data processing and other high technology sectors,
foreign markets in developed countries are substantially closed
to our products, With the restructuring of AT&T, U.S. imports
are increasing dramatically, and the sectoral balance of trade is
deteriorating in an unprecedented fashion. We believe that
legislation is necessary to address this problem. We remain open
to suggestions as to the most effective means of achieving an
opening of markets. The Telecommunications Group would support

modifications of the bill for this purpose.
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Title II Provisions

Title II of this legislation would establish a new system of
tariff classification for telecommunications equipment imports.
There is no question that the tariff schedules in this sector
need to be revised. The current categories are obsolete, and
many telecommunications products are included in categories that
consist prinmarily of non-telecommunications products, As a
result, it is extremely difficult to obtain an accurate picture
of U.S. trade in telecommunications equipment. The Telecom-
munications Group has recently submitted to the U.,S. Department
of Commerce proposals for the reorganization of the tariff
schedules to permit reporting of telecommunications trade data in
a more accurate and meaningful fashion, Our proposed amendments
to the tariffs schedules would expand existing TSUS categories to
permit a more detailed breakdown of product subcategories within
those categories. 1In addition, recognizing the need for improved
trade data reporting in this sector, consideration should ée
given to the proposal by the Computer and Business Equipment
Manufacturers Association to accelerate the adoption of the
Harmonized Commodity Code System with respect to
telecommunications products.

I note that as Title II is currently drafted, automatic data
processing systems peripherals and parta,ﬁf would apparently be

included in the definition of telecommunications equipment,

8/ TSUS items 676.15, 676,30, and 676,52,
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although such products are generally not considered telecom-
munications equipment. This has given rise to some concern by
producers of data processing equipment that their products might
ultimately be embraced by the tariff unbinding and duty increase
provisions in the Jeyislation. This problem can be averted

simply by excluding these jtems from the legislation.
Conclusion

I represent a U,S. industry which is a world leader
technologically, which has invested heavily in modernization and
innovation, and which has continued to spawn new companies and
new jobs., At the same time, this industry is headed for serious
difficulties if the trade and market access issues which I have
addressed today are not resolved. A trading order in which our
market is open and those of our trading partners remain closed is
inconsistent with the economic well-being of this industry and
contrary to the principles of free trade which underlie this
country's trade policy. This legislation addresses the current
disparity in market access opportﬁnities which exists in this
sector, and we believe that it offers the prospect of a more open
and more truly competitive world market for telecommunications

equipment.
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STATEMENT OF JOHN MORGAN, ASSISTANT TO EXECUTIVE VICE .
PRESIDENT, LEGISLATION/GOVERNMENT AGENCIES, COMMU-
NICATIONS WORKERS OF AMERICA, WASHINGTON, DC

Mr. MoRrRGAN. Mr. Chairman, John Morgan, Communications
Workers. Thank you for letting me come here today. Communica-
tions Workers of America [CWA] does take encouragement from S.
2618, recognizing that the U.S. telecommunications equipment
market is now subject to what we see as an unfair degree of foreign
competition. We suggest a number of measures to strengthen, to
ensure that our trading partners understand the need to open their
domestic markets to U.S.-produced goods. We support a greatly
strengthened version of your bill. Telecommunications equipment
made in this country is of the highest quality, representing the
world’s most advanced technology. That is without dispute. We
raise the point because of the usual putdown of goods made in the
United States, as stated by the foreign sellers, that American goods
are always of poorer quality. We do not accept the foreign super-
man myth, Mr. Chairman. Attached to my remarks is an extended
critique detailing some problem areas we have perceived. In sum-
mary form, our suggestions:

First, given the massive record showing the trade imbalance in
telecommunications goods, the act should provide for only 90 days
for the processes leading to Presidential determination of harm to
the industry—not the 3 years. We figure 3 years is far too long.
From census and ITC statistics, we have figures that show imports
of the goods for the first 7 months of 1984 total $8.6 billion, which
is a startling figure. Exports in the same period: $2.78 billion, ac-
cording to the same ITC and census figures. Second, we would
impose the tariffs on imported goods from protectionist nations im-
mediately on a Presidential determination. Third, we would put
the burden of proof on foreign suppliers to demonstrate that their
offerings will not damage the domestic industry. Fourth, we would
promptly use all existing laws and sanctions against foreign abu-
sive practices—protectionist if you wish—which would include
prompt collection of antidumping fines, et cetera. And here I am
going back to the 1971 color TV dumping fines which eventually
were collected, 10 or 11 years later, at around 8 percent, 10 percent
of the assessment. We would suggest, as No. 5, to sharpen up your
proposed section 181, negotiating objectives. We would prohibit per-
formance requirements and other restrictions on U.S. companies’
export activities.

We would also impose the 35-percent duty on telecommunica-
tions gouds produced offshore by U.S.-based companies. Despite
bearing American trademarks, such goods should not escape being
considered foreign made. Finally, I want to note that within AT&T
technologies, there is in 1984 an announced job reduction of 43,000,
which represents about 20 percent of the work force of that unit,
and these are not economic abstractions, Mr. Chairman. They are
American men and women. Many of the women are heads of fami-
lies. These are Hispanics and blacks and some of these are people
with seniority going back to 1957-60. Many are not pension-eligi-
ble. We are not talking about units—we are talking about people
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who have been paying their taxes and supporting this country for
quite a long time.

And the benefits of free trade just do not seem to come through
t¢ people like these, especially when they are about to lose their
livelihoods. And we believe the Congress simply has to act soon.
Thank you, Mr. Chairman.

Senator DaNForTH. Thank you very much.

[Mr. Morgan’s prepared written statement follows:]
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Statement of
John Morgan
Assistant to Executive Vice President
Communications Workers of America
Before the
Subcommittee on International Trade
Committee on Finance, U.S. Senate
September 12, 1984

The Communications wWiorkers of America takes encouragement
from S. 2618, which recognizes that the United States telecom-
munications equipment market is now subject to an unfair degree
of foreign competition, We suggest a number of measures to
Strengthen the bill, to ensure that our trading partners
understand the need to open their domestic markets to U.S.-
produced goods. We will unstintingly support a greatly
strengthened version of S. 2618,

Telecommunications equipment made in our country is of the
highest quality, representing the world's most advanced tech-
nology; this is undisputed. We raise this point because the
usual "put-down of goods made in the United States, stated by
foreign sellers, is that American gonds are always of poor
quality., We do not accept the "foreign superman" myth.

Attached to these summary remarks is the CWA "Critique 6f
S. 2618," detailing the problem areas we have perceived. Here
are our major suggestions, in summary form:

1. Given the massive record showing trade imbalance in
telecommunications goods, the Act should provide for only 90
days --- not 3 years --- for the processes leading to a Presi-

dential determination of harm to the industry. From Census and
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ITC statistics, we have learned that imports of telecommunica-
tions goods for the first 7 months of 1984 totaled $8.684
billion, with exports in the same period at $2.78 billion. The
post-divestiture bonanza for foreign producers is indeed real.

2. Impose the 35% tariffs on imported goods from protec-
ticnist nations immediately upon the Presidential determina-
tion; allow suspension and refund of duties upon showing of
abolition of protectionist practices.

3. Place the burden of proof on foreign suppliers to
demonstrate that their offerings will not damage the domestic
industry; current practice unfortunately places the burden of
proof on Americans to show that imports unduly burden the
domestic industry.

4. Promptly use all existing law sanctions against foreign
protectionism,

5. Sharpen up proposed Section 181 negotiating objectives
to direct the President's actions, not allowing sweeping
judgments to be made by tte Executive Branch.

6. Prohibit performance requirements and other rvestrictions
on U.S. companies' export activities, to include resisting
offshore sourcing rules. We very actively oppose any U.S.
policy encouraging domestic companies' investing offshore to
serve foreign markets; no U.S. jobs result.

7. Irpose the 35% duty on telecommunications goods produced
offshore by U,S.-based companies; despite bearing American
company trademarks, such goods should not escape being treated
as all other foreign-made equipment.

8. Ensure that duties_are actually collected, as set cut in

law.,
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Chairman Danforth and other sponsors of S. 2618 have cor-
rectly perceived that the AT&T divestiture has removed a major
non-tariff barrier to the U. S. telecommunications equipment
market, without any corresponding leverage to prevent foreign
providers from capturing a major share of our country's market,

We are facing a 43,000-job cut within AT&T Technologies in
1984, due to slow business. Upon divestiture, the regional
Bell Operating Companies have gone heavily into procuring
foreign-made goods. Let me expand on the 43,000: these are
not merely economic abstractions. They are American men and
women, with sizeable numbers of them blacks and Hispanics; a
large number of the women are heads of families. Only a
minority are pension-eligible. Net credited service of these
American men and women extends back to 1957 to 1960. ATs&T has
announced plans to establish perhaps 26,000 new jobs; we are
informed that these are to be entry level, concentrated in only
a few areas such as Denver and Orlando., These 43,000 American
men and women have been paying U.S. taxes and supporting their
families; they are not at all gratified about the "benefits" of
"free trade" in telecommunications goods. The foreign com-
panies and their employees are not contributing to the U.S.
Treasury,

We believe the Congress must act soon, to ensure that the
United States retains a telecommunications manufacturing base;
we have seen the unfortunate examples in shoes, color Tv,
steel, autos and machine tools, and do not want to See our
industry similarly burdened as a result of our own government's
action. The American telecommunications equipment industry is
not subject to criticism for letting its plant and technology

atrophy. We have a modern industry, which must be preserved.



28

CWA CRITIQUE OF S. 2618

S. 2618, the "Telecommunications Trade Act of 1984"

(Title I) and the "Telecommunications Product Classification
Act™ (Title II), offers a starting point in solving a major
domestic economic problem --- the threat of loss of domestic
production of telecommunictions equipment. The sponsors
(Senators Danforth, Lautenberg, Heinz and Bradley) correctly
note that the divestiture of AT&T has removed a major non-
tariff barrier in the domestic telecommunications market
without any corresponding leverage to prevent foreign providers
from capturing a major share of the United States market---
following other industries' pattern,

Chairman Danforth has characterized the telecommunications
market restructuring, caused almost entirely by the heavy hand
of government, as "... a trade disaster in the making," and a
"... unilateral giveaway of the U.S. market to foreign sup-
pliers.”

S. 2618 recognizes the disadvantage to American producers
occasioned by the AT&T breakup, correctly noting that this
opening of our market to foreign suppliers was not matched by
any reciprocal steps on the part of foreign governments. As a
consequence, our market is likely to be overwhelmed by imports
from countries whose telecommunications industries are both
protected and subsidized. The International Trade Commission's
Repnrt No. 1542, to the Committee on Finance, notes that 80.6%

of the world's 317 million telephones (excluding the United
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States) are government-operated (p. 49), and that other nations
have policles favoring their domestic equipment makers.

This Sill. as stated in the first paragraph, is a starting
point; to achieve the worthy aims of its sponsors, S. 2618
requires much strengthening and realignm;nt. to show the
President and our trading partners that "free trade™ must be
reciprocal, or else the trade is not free. Several specific
suggestions as to how to strengthen the bill are set out below.

In general, the bill seeks to address U,S. trade problems
through an emphasis on exports; this approach certainly has not
proven effective, as demonstrated in the first 3 years of the
so-called "open procurement™ in Nippon Telegraph & Telephone
Public Corporation (NTT). In order to deal with the extemely
unbalanced, distorted trade'aituation, S. 2618 grants negotiat-
ing authority to the President --- on an entirely discretionary
basis --- to seek reduction of foreign tariff and non-tariff
barriers, to compensate for the trade-liberalizing effects of
the AT&T divestiture. As leverage, Title IT of S. 2618 pro-
vides for an increase in U.S. imports duties to 35%, if agree-
ments on U.S. firms' access to foreign markets are not reached
within the 3-year period allowed. Import duties should be
imposed immediately, not several years from now.

Foreign governments, many of which own and operate their
domestic telephone systems, would be allowed for 3 years to

continue theig;g;otectlonism.while their envoys simultaneously

would be complaining about U,S, "protectionism."™ 1In his June
26 testimony before this Committee, Commerce Department Under

Secretary for International Trade Lionel Olmer pointed out the

40-899 0 - 85 - 3
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massive barriers maintained by the European Community and
Japan, In his view, France has barriers against U.S,-made
equipment imports far surpassing those of Japan. Unfortu-
nately, Secretary Olmer was unable to provide any help to this
Committee except to recognize that a major problem exists and
must be solved. Given the record of trade neyotiations,
agreements usually come at deadline, when the pressure {s on
U.S. negotiators. While perhaps moving in the right direc-
tions, S. 2618 has the issues reversed: before any action could
be taken here, the 3-year period would be run out; foreign
providers could capture a sizeable piece of the U.S. market,
driving out many domestic companies and products., Whether the
actions contemplated would be effective remedies is wholly
uncertain.

Specific Problems in S, 2618, and needed Corrections.

Section 102(2), in the Findings, imposes the burden of
proof on U.S. interests to show that certain foreign practices
"...adversely affect United States exports of telecommunica-
tions equipment and services."” Since a comma does not appear
on line 7, p. 2, immediately before the word "which,” only

some --- not all --- of the foreign 'testzictivelimpozt prac-

tices and discriminatory procurement practies™ are covered,
All restrictions must be strongly resisted and countered by the
proper U.S. policies. The loophole created by the non-existence
of the comma on line 7 infuses massive uncertainty in enforce-
ment.

Section 102(5) says the United States "... should avoid

granting {mproved access..." to our market, if U.S. producers
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do not have "... reciprocal foreign market access....”"
"Access," in the context of a foreign market, is a highly
imprecise term; NTT and the Japanese Government, for a key
example, have contended that the NTT market is "open," despite
1981-84 performance demonstrating the contradictory. Cur-
rently, foreign manufacturers have unlimited access to the U.S.
market. What is meant by "improved" access to the domestic
market, as cited in the fifth Finding, is entirely unclear.
This Finding would more appropriately call for imposing re-
strictions to counter foreign protectionism and restrictions,

Section 103, adding a new Section 181, sets out the nego-
tiating objectives in the context of exports of U.S., telecom-
munications goods, by multilateral or bilateral agreements.
The words "substantially equivalent to the competitive oppor-
tunities provided by the United States™ as a result of market
restructuring allow for sweeping judgments to be made by the
Executive Branch, without appropriate guidance from the Con-
gress. Anather objective here is "to avoid uncompensated
reductions®™ in U.S, barriers; again, the U.S. market has no
barriers and had none prior to divestiture. The verb "avoid”
is weak; the verbs "prevent" or 'teiminate" would strengthen
the proposed Subsection (a) of the new Section 181.

Section 103 of the bill, in the new 181(b), would have the
President "take into account" several factors including " (B)
restrictions on services and investment related to trade in
telecommunications products...." Performance requirements and
over~use of standards must be set out as restrictions which the

United States will not tolerate. We very actively oppose any
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United States Government policy which encourages domestic
companies to make offshore investment in manufacturing facili-
ties to serve foreign markets. The key purpose of S. 2618 ---
to encourage exports of U.S.-produced goods --- is 100% negated
by policies which do not clearly discourage such offshore
sourcing of exports,

Proposed Section 182, grantiné authority to negotlhte.
grants unlimited power to the President to determine whether
foreign duties, import restrictiona or barriers "... unduly
burden and restrict the foreign trade of the United States in
telecommunications products... or adversely affect the United
States economy...." Clearly, a President can ignore any
foreign practices on grounds they do not "unduly" burden and
restrict U.S. trade.

If the President does make such determination, then he may
enter into bilateral or multilateral agreements to corrxect such
trade practices. Other nations can be expected to resist
entering into realistic negotiations, since the act of entry
carries with it the tacit admission of protectionist prac-
tices. This authority is granted for 3 years following enact-
ment; assuming final passage sometiqe in early to mid-1986, in
the 99th Congress, the President then has 90 days for consul-
tations on unbinding of tariffs, Thus, any remedial action
could begin as late as the end of 1989. By that time, the
"lock™ on the U.S. market by foreign providers will have become
secure. We have serious reservations about bilateral agree-
ments' effectiveness, For example, if the United States and

Singapore governments executed such an agreement, the result
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would be near-zero sales of U.S. goods there, since the equip-
ment makers in Singapore have adequate production capacfty.
Stated another way, agreements with other nations must lead to
results., The multilateral approach offers the opportunity to
cope with the problem on an overall basis, especially with the
major producing and consuming nations involved.

The Congress can be clearly perceived as serious about this
problem by setting a very tight time limit on the new Section
182 telecommunications trade negotiating authority. Given the
massive public record already on hand --- including that
compiled by the ITC in its recent inquiry (ITC Report No. 1542,
on Investigation No. 332-172) --- a 90-day period for a Presi-
dential determination is entirely adequate. The time for
talking about these problems certainly has ended. The time to
act is now., The situation is urgent.

On June 26, when this Committee re:eived testimony grom
numerous witnesses on the problems S. 2618 aims at addressing,
the passage in the statement of ITC Chairman Psula Stern on
projected business volume was of great interest to CWA. She
said the trade balance is to remain negative, growing from $650
million in 1983 to §3 billion in 1993, predicting that "Low
cost foreign manufacturers, primarily in the Par East --- such
as Japan and Taiwan --- are expected to continue to gain market
share in the Unltedkstates...' because of price considerations
favoring foreign providers. She said the growth of imports
would go from $2 billion in 1983 to §5.4 billion in 1993, while
exports will grow from $1.3 billion to $2.5 billion in the same

.
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period. Chairman Stern predicted that "Nevertheless, U.S.
fitmé are expected to get around many import barriers by
increasing offshore production in target markets and forming
joint ventures or marketing agreements.™

This last quotation from the ITC Chair should cause a shock
wave in the Congress, beczuse it means that domestic manufactu-

ring employment is simply written off. Offshore production of

goods by U.8. firms does not in any way enhaice our country's
job opportunities. The goods produced bear American trademarks
and no value added Stateside. An export-promotion policy with
that result will merely add to our trade imbalance problems,
since inevitably the offshore products also will find their way
into our domestic industry. Such products should be treated as
of forelgn origin. A key .mprovement of S. 2618 would be
atringent control on admission of such offshore-proiuced

qbods. We support the appropriate restrictions.

The TC study said U.S. producers' share of the domestic
equipment market declined from 97%to 89.2% in the 1978-83
period --- the time in which government—dlct;ted “deregqulation®
was setting in -- but a period without the so-called "benefits"
of the ATST divestiture. In this period, imports have snot up
about 390!. In this same period, U.S. exports of telecommuni-
cations equipment showed a 79% increase--- but that percentage
increase is of limited scope, since by 1983, U.S. exports were
only 3.7% of all foreign consumption.

The "free-traders™ will continue to try to cloud the

picture and say there is no problem. CWA recognizes their
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motivations and wants to note that on August 27, AT&T Technolo-
gies, the new entity tc which the former Western Electric Co.
has becen joined, announced its plans to cut an added 11,000
positions from its workforce of 225,000. About 75% of the job
cuts will be in union-represented positions involved with the
manufacture, distribution, installation and repair of what
formerly was Western Electric equipment. This AT&T reaction
results in part from the decisions of the divested Bell Operat-
ing Companies to buy and furnish equipment other than that of
AT&T/Western Electric. In his testimony for the Electronic
Industries Assn., Group Vice President John J. McDonnell
provided the Committee a breakdown of the array of new BOC
suppliers (Table 3). Much of this equipment is of foreign
origin,

The 11,000-job cut thus means that a total of 43,000 posi-
tions either have been eliminated nr are targeted for elimina-
tion in 1984. Earlier announcements have concerned the clo-
sures of 4 AT&T/Western plants, at Baltimore, Rearney, New
Jersey, Chicago (Hawthorne Works) and Indianapolis. These
heavy job cuts are extremely serious, requiring urgent action.

In view of these cutbacks in what had been the world's
largest telecommunications equipment maker, it is very diffi-
cult to discern the "benefits" of "free trade.,"

CWA takes a mixed view of Title II of S. 2618, in which the
"Column 2" rates of tariffs could be increased to 35% on
imported telecommunications equipment. Tariffs at the 35%
level undoubtedly would rexove much of the price advantage of

foreign-made goods. Earlier I suggested immediate imposition
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of the 35% imports duties. The duties would go on at the
beginning of the 90-day pericd of consultation set forth in
your Section 183; such duties could be easily suspended and any
necessary refunds made upon the exporting natjon's abolition of
its protectionist postures and genuine opening of its domestic
telecommunications market --- genuine, not sham. The immediate
imposition of such tariffs would inject a sense of great
urgency in our trading partners, leading to rapid resolution of
the trade imbalance and protectionist problems. A highly
beneficial aspect of Title Il is its refining of the categories
of equipment to be considered as telecommunications goods. For
many years, the Tariff Schedules of the United States (TSUS)
have been hopelessly obsolete. The ITC's efforts at redefining
such equipment categories and nomennlature are to be commend-
ed. We understand some refinements to the new categories are
being suggested. The down side of setting new and considerably
higher tariffs is that we strongly doubt that any President
woulq allow them to take effect; thus these would be empty

threats of penalties without credibility. The $300 million of

dumping fines, assessed in 1971 in the color TV case with very
little actually collected, shows the lack of will to enforce
the law in the face of clear violation,

Much discussion of international trade here in the United
States appears to us to be cast in some unrealistic terms.
Often we hear pronouncements cast in the context of the post~-
World war II era. It is now 39 years since that davaﬁtatlng

war ended; the world is well beyond the "post-war era."
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Without obligation of any kind, the United States in the 1940's
and 1950's undertook to rebuild the industrial bases of Germ-
any, Japan and other nations; those nations got modern plant,
thanks to abundant American generosity.

It is necessary for our government to confront the "bogey-
man™ of "retaliation™ against the United States for tightening
up its trade policies. Without proof demanded, some "free-
traders™ will publicly state that Japan and other trading
partners will quit buying U.S.-produced farm products. Such
statements are based on the assumption the listener or reader
is ignorant of the facts: other nations would not wish to set
off the political firestorm which would follow such attempts to
retaliate. Leaders of other nations are sufficiently sensitive
as to know the realities.

S. 2618 should be transformed into a strong vehicle to
carry a message that the United States will not allow its
telecomrunications industry to go the way of shoes, color TV,
steel, autos and machine tools. The limited remedies for steel
and autos are not sufficient for the long run, and many in the
Congress understand that.

The Congress possesses sufficient power under Article I,
Section 8 of the Constitution to regulate foreign commerce.

The Congress must protect its powers, to pravent the Executive
Branch from transforming trade --- which is a domestic employ-
ment and business issue --- into a solely foreign policy issue.

Chairman Danforth noted that tne United States is constant-

ly trying to resolve last year's trade problems; his aim is to
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have a forward-looking trade policy and to resolve telecommuni-
cations trade problems before they become unmanageable.

In CWA's view, the next 10 to 12 months are most critical.
The necessary action can and should be taken to tighten S. 2618
and enact it so that the United States is No. 1 in the telecom-
munications equipment business in 1989. Merely cosmetic action
will ensure loss of market.

Trade statistics from July 1984 show the trade deficit
emergency is growing. The chief economist of the National
Association of Manufacturers termed the $14.1 dbillion trade
deficit in July "an economic disaster,” predicting it would be
§140 billion for the year--- an intolerable and unsuscainable
level, We agree, Prom Census and ITC statistics, we have
learned that telecommunications goods lmpo?ts for the first 7
months of 1984 were $8.684 billion, far overshadowing U.S.
exports of $2.78 billion in that same period. We hope the

Congress recognizes the dimensions of this problem.

Senator DANFORTH. Senator Long.

Senator LoNG. No questions. Thank you for a good statement.

Senator DANFORTH. Gentlemen, just to review the facts briefly.
The point of the bill is to recognize that with AT&T divestiture, the
U.S. market for telephone equipment has been greatly opened to
other countries, but no longer are the Bell companies captive cus-
tomers to Western Electric. They will be able to buy on a world-
wide basis. And this process, I think, is already beginning although
it is going to take a while before it really gets into f 'l swing.

The effect of AT&T divestiture is identical to a unilateral trade
concession, that is, the United States has through divestiture
opened up its market to other countries. By contrast, the markets
of other countries for this kind of equipment are pretty much
closed. We did enter into an agreement with the Japanese that has
borne some fruit—not nearly as much as we would like. The Euro-
peans are notoriously protectionist in this kind of equipment. And
therefore, the theory of the bill is that if we are going to have
trade in telecommunications, that trade should be two-way, not just
one-way. The United States should be selling as well as buying. It
is not fair for the United States to be a purchaser and to be pre-
cluded from selling. In the real world of international trade any-
time that the United States opens up a market it should be the
result of a deal. Other countries let us come in because they are
getting something for it. In this case, we have already given them
what they want. We have given them access to our market because
of AT&T divestiture. Therefore, we have no bargaining chip. We
have nothing to negotiate with. There is no reason for them to
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%%en up their markets. This bill is not intended to be protectionist.
is bill is intended for the one simple purpose of creating some-
thing with which we can bargain, and for authorizing the President
to enter into these negotiations so that we can make sales. Now, is
in your opinion the factual basis for the bill in fact correct? Is the
theory well founded?

Mr. McDonNELL. Senator, of course, I believe that the theory is
very well founded, which is why we suﬁport the bill. We totally
agree that right now the executive branch is f)owerless to negotiate
agreements similar io the NTT agreement. In fact, on that basis,
we might almost say the NTT agreement. Of course, it was negoti-
ated prior to AT&T divestiture, and under a great deal of pressure
from other segments of the U.S. industry, such as automobiles, so
there was an incentive, of course, for the Japanese in a good faith
gesture to open up their procurement market via the NTT agree-
ment. But those pressures simply don’t exist anyplace else in the
world, and the executive branch is powerless because, as you have
indicated, our chips have already been removed from the board. So,
they are playing a game without chips.

Senator DanForTH. Mr. Morgan, do you agree?

Mr. MorgaN. Mr. Chairman, I agree with you and your state-
ment and your question and with Mr. McDonnell—I'm sorry—it's a
little early in the morning—not enough coffee to jump-start the
heart. [Laughter.] *

As a matter of fact, in Mr. McDonnell’s testimony in June before
this committee, he cited—I believe he used a table 3—which
showed the way the Bell operating companies post-divestiture were
going quite far afield from their traditional purchasing for_ec%‘ig
ment. And the second point on that is that in April, before the ,
the Rohm Corp. noted the same happening within the old Bell
System as far as going offshore for buying material.

We do agree that some form of leverage must be picked ulp by
the Congress and by the executive branch in order to change long-
standing habits in our trading partners.

Senator DaNFoRTH. Time is of the essence, isn’t it, in passing
this? Time is of the essence for the reason that, let’s suppose that
tariffs do have to be increased, we can assume that there may end
up being some compensation. Of course, we hope the tariffs aren't
increased. We hope that thi¢ will work. But to the extent that
there is compensation, that would be increased if our market was
alread)i\foing just fuil-blast for imports, wouldn’t it?

Mr. McDoNNELL. Senator, in table 4 of the written testimony,
there is a graphic depiction that we have already run out of time.
Yesterday was too late” The negative balance was crossed with
Japan in 1980-81. The negative of balance of trade was crossed
with the rest of the world last year. And every indication is that
the trend is accelerating, and frankly, just getting increased tariffs
on the imports doesn’t really do very much for our industry. It may
fatten the coffers of the U.S. Treasury, but it doesn’t improve the
performance of our telecommunications industry.

Senator DANFORTH. We have been, of course, trying to get the ad-
ministration to take a position on this bill, and they haven’t done
it. And it would be nice if they could appear before the Finance
Committee and state a position. But sometimes there are differ-
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ences of opinion within the administration, and I understand that.
But, Mr. Morgan, you don’t think the bill is strong enough. You
would rather have it tightened up, but I would hope that, for the
sake of trying to get our team in harness, we could support this
bill. Maybe you would like it to be a little tougher than it is, but I
think it is pretty good in its ;l>resent version. Maybe it could be im-
proved, and we will certainly be open to that when the bill is
marked up. But for the time being, I think it is really important to
have concentrated attention and to try to build the sort of constitu-
ency and concensus behind this type of approach so that we can get
something passed.

Mr. MorGAN. Yes, Mr. Chairman. We see the urgency as such
that 3 years would be far too long. If you take a look at the calen-
dar, assume first of all passage not in the 98th Congress. You go
into the 99th. It would take probably by mid-1986 for the passage.
Three years later would then be agreement. And trade negotiations
almost always are consummated at the very end of the process. We
are talking about 2 years and 50 weeks later. We could expect that
there might be some agreement. Then, add on that 90 days for the
Presidential determination. We are talking about close to 1989: By
that time, we may not have very much left. That’s why this sense
of urgency within my statement.

Senator Long. Could I just ask a question, Mr. Chairman?

Senator DANFORTH. Yes.

Senator LoNG. It seems to me that nobody can complain about
the need of a level ﬁlaying field. And generally speaking, the
American concept is that it is not fair to ask any dy to compete
on something that is not, in effect, a level playing field. Now, when
I look at the problems that face us in the trading world today, I
find that ouf tax system differs from that of our trading partners.
Most European countries and Japan collect most of the revenue to
finance their Governments by taxes on consumption—in most cases
&' a value-added tax. Now, that tax is rebated on their exports.

hen our imports head in their direction, then the tax is imposed
at the border. Now, we have a tax that has a similar impact. The
tax is levied on the payroll, but as far as the businessman is con-
cerned, whether we regard this as a tax on the employer or wheth-
er you regard it as a tax on the employee, or both, in any event, he
has to pay them the money in order to have the money with which
to pay them the tax. So, both the employer part and the employee
part of the Social Security tax is a cost of doing business to the em-
ployer. And if he is not able to pass that cost on to the public as a
part of his cost of doing business, then he is out of business—he
can’t survive. Now, we don’t rebate that. In fact, under the general
agreement on tariff and trade—back at a ‘. .:.e when we were rich
enough and everybody else was poor an? ¢ had a favorable bal-
ance with the world—our people agreed that we could not rebate
that Social Security tax and could not treat that as valuated taxes.
That one item is worth about 15 percentage points on the exports
headed in our direction, and there is no offset anywhere. Isn’t that
right Mr. McDonnell?

Mr. McDoNNELL. That is absolutely right, Senator. And not only
that, but there is a disparity in the numbers as well. The value
added tax in Europe varies from country to country, but on our
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particular products can represent anywhere from 18 to 32 percent
whereas, even if you take both the employers’ contribution and the
employees’ contributions to Social Security, it is a number far less
than either of those numbers.

Senator LoNG. About 15 percent?

Mr. McDonNNELL. That is correct. So, the disparity is even great-
er. Even if we got the rebate of those taxes, we would still not be
commensurate with the European taxation.

Senator LoNG. Now, let's go to the next point. Because of the
high interest rates that exist in this country resulting from the big
budget deficit, our dollar is overvalued. Now, you can argue about
how much it is overvalued, but if you are talking about the Japa-
nese who are a very laudable and talented competitor, I should
think that the dollar is overvalued by the yen by at least 25 per-
centage points. Where would you put it, Mr. McDonnell?

Mr. McDoNNELL. Again, I am no economist, but from what I read
in the financial journals, 20 to 30 percent is the range that every-
body seems to feel that the dollar is overvalued, vis-a-vis the yen.

Senator LoNG. Do you agree with that, Mr. Morgan?

Mr. MorcaN. I do, Mr. Chairman. We have had in several of the
trade-policy coalitions we belong to, we have had some people in
discussing at length the dollar overvalue situation.

Senator LoNG. Now, you add the 25 points to the 15 points—that
works out to 40 points, or 40 percent. I don’t care whether you are
thinking in terms of adding the cost dollars, but in any event, that
40 points advantage is enough to kill you in trading with another
country unless you have some arrangement to offset some of that, I
would think.

Mr. McDonNELL. Right. Absolutely.

Senator LoNg. Now, when we're competing with the Japanese,
their wage scale is lower than ours. Is that not correct?

Mr. McDoNNELL. Senator, it has been increasing. They no longer
have the tremendous wage advantage. In fact, I think the Japanese
are tending to go offshore themselves in some instances to markets
like Korea and so forth. So, while their wage scales are still lower
than those in the United States, they have tended to come up over
the past couple of years.

Senator LoNG. You think they are lower, even now, though on
the average?

Mr. McDoNNELL. Yes, sir.

Senator LonG. All right. But you mentioned the point that I was
going to get to beyond that. The Koreans are emerging here as a
very effective and welcome competitor, a welcome trade partner in
the free world. We helped to save democracy in Korea, and we wel-
come them into the world of international trade competition. But
their wage scale is far below that of Japan and far below ours, so
their wage cost would be less than half of our wage cost to do the
same job, I would think. Is that about the size of it?

Mr. McDonNNELL. | would say it would even be less than half,
plus they also benefit from the GSP. I mean, most of the equip-
ment that comes in from Korea, we treat them as a most favored
trading partner, as we do several other countries, so they are not
even subject to some of the same tariffs that the Japanese and the
Europeans would be subject to.
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Senator LoNnG. All right. So, here we are running what looks like
about $140 billion trade deficit this year which certainly is some-
thing we can’t afford. And we have the prospect of its getting a
great deal worse unless we do something about some of the prob-
lems, I would think. Now, just before I came here, I talked to a
businessman—a member of the American Business Conference—he
told me his firm is moving plants overseas. And they are moving
their plants overseas because of the kinds of problems we are dis-
cussing here. He made the point—and I think it is correct—that
any country that becomes a mere service country permitting their
manufacturing activities to get away from them without manufac-
turing some of their own commodities, experiences a very drastic
decline in living standards—it is a declining country when they no
longer manufacture essential products except for their own use.

Now, isn’t that part of what we have to face if we don’t insist
that our people have a fair opportunity to compete?

Mr. McDoNNELL. Senator, you are hitting a very serious problem
because the cat is already out of the barn in terms of the electron-
ics industry. Unless the piece of equipment can be very highly
automated—meaning we have eliminated labor costs—basically
any product that would retail under $300 virtually had to be made
offshore if there is any labor content to speak of in that product.
And that is why the consumer electronics industry has already
headed south, and we just don’t want to see the telecommunica-
tions industry on that same road.

Senator LoNG. Thank you very much.

Senator DANFORTH. Gentlemen, thank you very much. Next we
have Mr. Randall Tobias, vice president of AT&T, and Mr. John F.
Mitchell, president, Motorola.

Mr. Tobias, thank you for being with us.

STATEMENT OF RANDALL L. TOBIAS, SENIOR VICE PRESIDENT,
AT&T, NEW YORK, NY

Mr. Tosias. Thank you, Mr. Chairman. I am Randy Tobias, and I
am senior vice president of AT&T, and Mr. Chairman, we really
welcomne this opportunity to participate in these hearings on S
2618, and I want to commend you and the members of this subcom-
mittee for recognizing the inequities of international trade in tele-
communications and in taking steps to address those inequities. I
think your interest in this subject is extraordinarily timely, and we
certainly appreciate that initiative. AT&T supports the central ob-
jective of S. 2618 to promote open world trade in telecommunica-
tions equipment, and we believe that certain modifications to the
bill would enhance the central objective of this legislation by at the
some time helping to ensure that it does not unduly hamper cur-
rent U.S. trade activities in telecommunications. The key provision
of the bill is that, upon enactment, existing trade agreements with
foreign nations would all be suspended. And while domestic tele-
communications manufacturers have been virtually precluded from
selling equipment in a number of major foreign markets, some U.S.
companies have developed significant activity in some other na-
tions. Because of those successes, we recommend that S. 2618 not
suspend all existing foreign trade agreements, but instead the bill
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should allow a more focused approach aimed at negotiating new
trade agreements with those foreign nations whose telecommunica-
tions markets are not now fully accessible to U.S. vendors. We also
suggest that the bill should not prescribe any single remedy to be
applied if satisfactory new trade agreements are not negotiated.

e higher tariff rates prescribed under the bill represent a sub-
stantial move away from the most-favored-nation principle of the
general agreement on tariffs and trade. We believe that U.S. nego-
tiators should have the flexibility to tailor both the standards of ac-
ceptability for trade agreements and the remedies available. An al-
ternative to a single specific penalty established by the bill might
be a provision requiring the President to exercise any of a variety
of remedies as deemed appropriate in each case. These remedies
could be initiated under section 301 of the 1974 Trade Act, such as
raising tariff levels, restricting imports, or increasing quotas after
pr%per investigation of each case individually.

inally, we recommend that the 3-year period for negotiating
new telecommunications trade agreements be reduced so as to
ensure more prompt attention to the development of these new
agreements. And the administration should be required to report
periodicially to the Congress on progress being made in opening
telecommunications markets throughout the world. These reports
should include trading partners legislative and policymaking activi-
ties regarding greater grocurement of US. telecommunications
products in both the public and private sectors of foreign econo-
mies.

In addition to the issues specifically addressed directly in this
bill, there is another concern that we have regarding international
trade and telecommunications. It relates to the concept of the
American tradition of a level playing field that Senator Long was
speaking of earlier. It has to do with the handicaps that domestic
telecommunications policy has imposed on this country’s interna-
tional trade position, b{ way of the structural separation require-
ments applied selectiveiy to AT&T by the FCC's second computer
inquiry or CI II. While foreign firms are permitted essentially un-
inhibited participation ir. our domestic U.S. markets, CI II requires
AT&T to operate its unregulated customer premise equipment and
enhance services businesses in those same U.S. markets with a
number of restrictions.

The order was issued in 1980 when AT&T still owned the local
Bell operating companies for reasons that related to that owner-
ship. As everyone knows, we divested the BOC’s this year, and the
order is now inap£ropriate. And it is counterproductive in that the
rules impede AT&T in competing effectively in the U.S. market
against foreign suppliers. The structural separations rules impose
costly duplication of effort. Foreign firms are able to adapt technol-
ogy from various parts of their businesses with complete flexibility
while we are restrained by CI II from doing that. And there are a
number of other problems that make it really easier for foreign
competitors to operate at peak efficiency in the U.S. market than it
is for us. We have petitioned the FCC for relief from these restric-
tions. The Commission has called for comments from interested
parties, and individual customers writing to the FCC have almost
uniformly supported our position. Not surprisingly, our competitors
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have not. I bring this matter to your attention simply to make you
aware that we are working hard to seek removal of regulatory re-
strictions that worsen the very problems that you are responding
to in S. 261%. Again, I want to thank the chairman and the mem-
bers of the subcommittee for the opportunity to share with you
AT&T’s views on reducing barriers in telecommunications trade
internationally, and we look forward to working with you and the
committee in achieving this very important goal.

Senator DANFORTH. Thank you, sir. Mr. Mitchell.

[Mr. Tobias' prepared written statement follows:]
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Statement of

Randall L. Tobias

On Behalf 0Of
AMERICAN TELEPHONE & TELEGRAPH COMPANY

EXECUTIVE SUMMARY

AT4T supports the central objective of §. 2618: to
" promote open world trade in telecommunications equipment.
However, we believe that certain modifications to the bill are
required in order to avoid unduly hampering current U.S. trade
activities in telecommunications and enhance the central
objective of the legislation.

h key provision of S§. 2618 is that, upon the bill's
enactment, existing trade agreements with all foreign nations are
suspended. While domestic telecommunications manufacturers have
been virtually precluded from selling equipment in a number of
major markets, some U.S5. telecommunications industry meabers have
had significant activity in other nations.

We recommend that §. 2618 not suspend all existing
foreign trads agreements. Instead, the bill should allow &
focused approach aimed at negotiating new trade agreements with
foreign nations whose telecommunications markets are not now
fully accessible to U.§. vendors because of any combination of
tariff and non-tariff barriers.

We also suggest that the bill not prescribe any single
remedy to be applied if satisfactory new trade agreements are not
negotiated. The higher tariff rates prescribed by 8. 2618
represent a substantial move away from the Most Favored Nation
principle of the General Agreement on Tariffs and Trade...and
this would threaten the basic understanding by which the
international trade of the United States has been conducted for
decades. As an alternative, the President should initiated action
under Section 301 of the 1974 Trade Act if satisfactory trade
agreements are not negotiated.

Pinally, we recommend that the three-year period for
negotiating new telecommunications trade agreements be reduced so
as to ensure prompt attention to the need for new agreements.

The Administration should be required to report to Congress on
its progress in these negotiations.

Another ~oncern we have regarding trade in
telecommunications has to do with the internal handicaps that
domestic communications policy has imposed on
AT4T...specifically, the structural separations requirements
applied selectively to ATST among U.S. manufacturers by the
;:?orcl Comaunications Commission's Second Computer Inquiry (CI-

CI-II keeps us from organizing most efficiently to meet
competition in domestic and foreign markets, while our
competitors are free to organize any way they choose and for
their greatest advantage. We have petitioned the FCC for relief
from outdated CI-II restrictions, which were imposed four years
before the divestiture of the Bell Operating Companies by AT4T.
We ask your support in our efforts to remove these regulatory
r:;:rictxons that worsen the very problem which §. 2618
addresses.

40-893 O - 85 - 4
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My name is Randall L. Tobias and I am a Senior Vice

President at ATaT.

We welcome the opportunity to participate in these
_hearings on s; 2618, "The Telecommunications Trade Act of 1984."
This subcommittee should be commended for its initiative in
examining the inequities in international telecommunications

trade, and taking steps to resolve those inequities.

ATeT supports the central objective of S. 2618: to
promote open world trade in telecommunications equipment. The
bill would regquire newly negotiated trade agreements between the
U.S. and iés major trading partners. These agreements would seek
to assure competitive market opportunities for sales of U.S.
telecommunications equipment that are substantially equivalent to

the competitive opportunities provided in the U.S. market.

It is my view that certain modifications to S. 26i8 are
required to avoid unduly hampering current U.S. trade activities
in telecommunications and enhance the central objective of this
legislation.

In addition, inequitable trade practices by foreign
nations are not the only impediments to our ability to compete on
a fair basis both here in the U.S. and abroad. A significant

factor in that regard is the outdated rules that have been
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imposed selectively on ATeT by domestic communications policy.
The structural separation requirements ordered in 1980 by the
Federal Communications Commission (FCC) under its Computer
Inquiry II decision keep us from orgarnizing most effectively to
meet the needs of our customers, who are free to choose from a
variety of foreign and domestic suppliers of telecommunications

equipment.

On January 1 of this year, a new ATiT--one quarter of
our former size--went into business. That business is meeting
customer needs--worldwide--for the electronic movement and
management of information. The market in which we are competing
is a truly global one, and all aspects of our business--research
and develoément, m;nufacturing. marketing, distribution, and

services--demand a global perspective.

The worldwide information market is growing rapidly.
The U.S. Department of Commerce estimates that global demand for
information products and services will more than double during

this decade, to about $400 billion.

Today's world market for information equipment alone is
about $60 billion, with about $35 billion of that outside the

United States.
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Here at home, information equipment industries have
been leading U.S. economic growth and expanding at a rate far
greater than manufacturing as a whole over the last ten years.
The annual growth rate has been 8 percent for telecommunications
equ;pment; 10 percent for electronic components; and 18 percent
for computers. All U.S. manufacturing expanded by only 1.2

percent a year during the same period.

Growth in the information business is occurring amid
intense competition. For example, more than 2,300 U.S. companies
produce a variety of telecommunications products. Hundreds of
companies offer domestic and international telecommunications
services. Some 1,000 privately owned microwave communications

systems span more than a quarter million miles.

Competition from foreign firms is also growing. 1In
A.D. Little Co.'s review of the top 25 worldwide

telecommunications equipment suppliers, 16 were foreign owned.

Like the communications industry itself, the
international marketplace is vital, expanding, interactive. It
affords major business opportunities, and, from our perspective,
provides financial and technological incentives that complement

our domestic business and contribute to the American economy.

Some perceive open international.trade as a threat. We

see it as an opportunity.
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We first entered the international marketplace late in
the last century: our first sales of telephone equipment outside
the U.S. were made in 1881. By the 1920s, AT4T, through the
International Western Electric Company, was one of the lirqelt
multinational communications manufacturers in the world. But we
decided to concentrate our attention on the domestic
marketplace--serving the needs of the Bell Operating Companies
nationwide--and sold our international business in 1925...to a

company that became ITT.

We did not totally exit the world telecommunications
market, of course. ATST Long Lines--now part of AT&T
Communications--continued to work with overseas carriers to
provide network services worldwide and to manage international

call handling in the U.S.

During the downturns in the domestic economy in the mid
1970s, w§ resumed marketing overseas for the first time in some
50 years. 1In 1980, we decided to expand these efforts and
established ATAT International, a wholly owned subsidiary of

ATST.

ATAT remains committed to high technology manufacture
in the United States. Our manufacturing arm is AT¢T
Technologies, Inc., formerly called Western Electric. A new AT4T
Technologies, Inc. plant in Orlando, Florida, to manufacture

integrated circuits used in computerized equipment, is just
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coming on line. We are also making major expansions and
improvements to our facilities in Allentown, Pennsylvania, and

Kansas City, Missouri, as-well as a number of other plants.

In certain other areas, AT4T Technologies, Inc., must
downsize its operations in order to reduce its costs in the face

of strong competitive pressures.

A key financial benefit for a company participating in
international trade is that the expanded zales base that results
from marketing overseas helps support research and development
programs. From RsD flow the technological innovations that
provide new products and services for U.S. consumers and allow us

to compete with foreign manufacturers--both at home and overseas.

Research and development also results in efficiency
improvements, which help keep down the prices of products and
services for all customers in the U.S. economy--including
business customers. Thus, advances in high technology
industries, such as telecommunications, provide cost advantages
for all U.S. industry...from high-tech to "smokestack" to small

business companies.

The success of U.S. companies in the international
trade arena clearly is critical to maintaining continued growth

in the domestic economy. Because from this success comes jobs.
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As the Joint Economic Committee has reported, 4 of
every 5 new manufacturing jobs in the United States in recent
years have resulted from production for export. Today, 1 of every
8 manufacturing jobs involves exports. Additional U.5. jobs
originate from international trade in, services; the U.S.

generates 20 percent of the world trade in services.

We expect that our export activities will help preserve
and expand the job prospects of our American workers and offer
continued opportunities to many of our approximately 80,000

suppliers throughout the country.

Of course, the same economic benefits experienced by
U.S. companies and the U.S. economy through international trade
are realized by foreign producers who sell overseas and by their

national economies.

A very important market to these overseas producers is
the U.S. market. Our market is a large one, and it is a fast-
growing one--especially for telecommunications sguipment. Last
year, total imports of telecommunications equipment nearly
doubled--from $649 million in 1982 to $1.2 billion in 1983.

These imports have already reached $862 million this year.

U.S. export growth is not keeping pace with the
increase in imports. The U.S. economy as a whole has been

running a trade deficit for the past 8 years; that deficit is



52

expected to pass the $100 billion mark in 1984. The U.S. balance
of trade in telecommunications equipment turned negative last

year--on a deficit of $412 million.

The problems U.S. telecommunications companies face in
competing with foreign producers both here at home and overseas
are similar in many respects to the difficulties of other U.S.
industries. Yet, because telecommunications is recognized by
many foreign governments as & potential high-growth, high-
employment industry and so is “"targeted" by these governments for
special assigstance, the obstacles we encounter to open trade are
often unique. So I will speak from a telecommunications

viewpoint.

The U.S. domestic market for telecommunications
equipment is a virtual free-trade zone for foreign competitors.
Foreign competitors are taking full advantage of the fundamental
shift in the telecommunications industry that has been occurring
over the past 25 years, a shift from pervasive economic

regulation to reliance on unregulated marketplace competition.

Poreign telecommunications providers have easy entry to

the U.S. marketplace.

Minimal tariffs are applied to telecommunjcations goods
entering the U.S., and there are no non-tariff barriers on goods

or investments.
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Exanples of foreign telecommunications companies

" £inding unrestricted access to American markets are many.

Nippon Electric Co., Japan's leading producer of
telecommunications equipment and small business communications
systems, operates 7 subsidiaries and 30 .sales offices in the
United States. They manufacture private branch exchange systems
{PBX's) in Texas, electronic components in California, and

computers in Massachusetts.

Northern Telecom, the Canadian telecommunications
company, has more capital invested in the U.S. than in Canada.
The U.S. sales of Northern Telecom last year accounted for more

than half the company's total revenue.

L. M. Ericsson, the Swedish telecommunications company,
operates 1C subsidiaries in the U.S. More than 90 percent of

Ericsson's total sales are made outside of Sweden.

Fujitsu, the leading manufacturer of general purpose
computers in Japan, has 4 subsidiaries in the U.S. Pujitsu
manufactures microelectronic components and optical electronics

equipment in California, and fiber optics systems in Texas.

1 should stress that these examples are not offered as
a call to restrict foreign investment or participation in the

U.S. domestic telecommunications market. What they do indicate
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is the extent to which the ahsence of non-tariff trade barriers
in the U.S. provides easyAentty for foreign telecommunications

suppliers, who compete with domestic suppliers.

S. 2618, "The Telecommunications Trade Act of 1984,"
correctl& points up the anomaly of a U.S. telecommunications
marketplace that is open to all comers, while in many markets

abroad U.S. competitors face significant trade barriers.

Traditional trade barriers--involving quotas and
tariffs--are still being used, especially in developing
countries. But most trade barriers to telecommunications imports

in developed countries are non-tariff. They include:

--home supplier prefercnce in procurement;
--lengthy and restrictive procurement
approval procedures;
--local content requirements;
--and actions that limit or deny foreign investments

by limiting equity participation

These kinds of hon-taritf trade barriers have
handicapped U.S. telecommunications producers in their sales
efforts in Japan, Canada, and the European Economic Community
nations. 1In these countries, telecommunications has becone a

“targeted industry" whose growth is promoted by the government
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through subsidies, government loans, special tax treatment, and

joint ventures between government and home telecommunications

companies.

Although most Amgticans recognize the inequities in
international trade practices, they remain squarely behind the
principle of open trade, as indicated by a Harris poll last year.
Of those polled, 81 percent said that American people should have
the chance to buy foreign products at reasonable prices. And 89
percent called on U.S. business to make better products more
efficiently to compete in the world, rather than depend on trade

barriers to limit foreign competitors.

We agree that protectionist barriers in the long term
are self defeating: they reflect each country's weaknesses--not

_ its strengths.

While ATS&T supports the goal of open trade expressed in
S. 2618, we believe that certain modifications to the bill are

necessary to achieve this objective.

A key provision in S. 2618 is that, upon enactment,
existing trade agreements with all foreign nations are suspended.
While domestic telecommunications manufacturers have been
virtually precluded from selling equipment in some major markets,
some U.S. telecommunications industry members have had

significant activity in other nations. AT&T, for example, has



56

been active in Saudi Arabia, Egypt, Korea, and Taiwan. 1In
addition, our relationships with the European Economic Community
and Japan are improving, albeit not o the extent that we would

prefer.

As a result, U.S. business has understandable concerns
that an across-the-board suspension of all trade agreements
{(along with the pending threat of an automatic import tariff
barrier, as proposed by the bill) will damage U.S. direct foreign

sales activities.

The thrust of S. 2618, as we understand it, is that at
the end of the three-year suspension period, the higher tariffs
would go into effect only for those trading partners who have not
negotiated new trade agreements with the U.S. in order to assure
competitive foreign market.opportunities for U.S.
telecommunications equipment companies that are substantially

equivalent to the competitive opportunities in the U.S. market.

However, the Most Favored Nation provision of the
General Agreement on Tariffs and Trade (GATT) stipulates that if
tariff rates for a product are raised for one country, they must
be raised for all countries. No nation has ever set aside
trading agreements established under GATT to the extent that

would result from S. 2618.
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Abandoning these principles, which are at the heart of
the General Agreement on Tariffs and Trade, would threaten the
basic understandings by which international trade of the United
States has been conducted for decades. '

If you would find it useful (and because I am not th;
resident expert at AT4T on GATT provisions), a more detailed
technical analysis of GATT-related issues can be provided at a

later date.

We recommend that S. 2618 not suspend all existing
foreign trade agreements, but allow a focused approach aimed at
negotiating new trade agreements with foreign nations whose
telecommunications markets are not now fully accessible to U.S.
vendors because of any combination of tariff and non-tariff

barriers (primarily involving the EEC, Canada, and Japan).

Second, the bill should not prescribe any single remedy
to be applied if satisfactory new trade agreements are not
negotiated. U.S. negotiators should have the flexibility to
tailor both the standards of acceptability for trade agreements

and the remedies available in the event of foreign intransigence.
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An alternative to a specific penalty established by S. 2618
might be a provisjon requiring the President to exercf:e whatever
remedies are deemed necessary and would be initiated under Section
301 of the 1974 Trade Act, i.e., raising tariff levels, restricting

imports, increasing quotas, after proper investigation of the matter.

Third, the three-year negotiating period should be
reduced so as to ensure prompt attention to the need for new
telecommunications trade agreements. Along this line, the
Administration should be required to report to Congress on
progress made in opening telecommunications markets throughout
the world. This annual report, which would assist Congress in
its oversight responsibilities, could include the status of
trading partners' legislative and policymaking activities
regarding greater procurement of U.S. telecommunications products

in both the public and private sectors of foreign econonies.

For example, the report might include an analysis of
acquisitions made by Nippon Telegraph and Telephone Company (NTT)
as a result of the recent NTT procurement agreement, as well as
the status of the NTT privatization legislation pending in the

Japanege Diet.

Finally, as regards Title I provisions of the bill,
ATeT is concerned about the possible impact of S§. 2618 on
relationships among international telecommunications service

partners, such as between AT4T Communications and the foreign
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telecommunications agencies. 1In our view, S. 2618 should be
. clarified to explicitly exclude jointly provided services and

limit its focus to product markets.

However, even if S. 2618 language is clarified
regarding joinély provided telecommunications services, the
danger remains that these services could be affected by the
political process begun under §. 2618. A foreign government may,
for example, decide to include jointly provided services in any

reciprocal treatment it deems necessary.

When we view the international trade situation in
telecommunications equipment, w? see two serious problems. One
is the restrictive and self-defeating trade barriers erected by
other nations that only serve to retard growth in world
telecommunications trade. The second problem has to do with the
internal handicaps that domestic cormunications policy has
imposed on ATeT...specifically, the structural separation
requirements applied selectively to AT4T among manufacturers by

the FCC's Second Computer Inquiry (CI II).

Cl Il requires AT4T Information Systems, which provides
unregulated customer premises equipment and enhanced services, to

operate on a fully separated basis from all other parts of ATaT.
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The order was issued in 1980, when AT4T still owned the
Bell Operating Companies; we divested the BOCs this year, and the

order is now inappropriate and counterproductive.

CI II structural separation rules work to the further
advantage of foreign suppliers by handicapping AT4T, a major U.S.

telecommunications supplier.

The CI II rules impede AT4T in competing effectively in
the U.S. market against foreign suppliers in three important

ways.

First, the structural separations rules impose costs of
duplication of effort that are estimated to be in excess of one
billion dollars per year for the AT'T Technologies-b?ctot. This
alone gives foreign competitors a 6-8 percent cost advantage ovét

AT4T products in both domestic and foreign markets.

The indirect costs for AT4T of structural separation
are even greater. For example, possible new products, services,
or applications are sometimes not even explored because of the
chance that they will be delayed by CI II in getting to
market...or, even worse, that they may not ever be able to reach
the marketplace. As another example, a large proportion of our
business decisions are complicated and delayed by the need to

conform those decisions to the complicated rules of CI II.
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Second, foreign firms are able to adapt-technology from
any part of their businesses for use in customer premises
equipment, such as telephones and computer terminals. If
software (computer instructions) is involved, we have CI 11

obstacles in doing this.

_ As an exaxple, it is possible for us to take a digital
central office switch and modify the software for it to serve a
very large PBX {an electronic switchboard used by business
customers to route calls internally). But CI II puts obstacles
in the way of transferring the software to AT4T Information
Systems, which is the only marketing organization through which
we are pernitted to offer such a system to an end user. We
recently lost 2 $70 million sale to a U.S. customer who selected
just this type of modified switch made by a foreign firm...while

we were still working our way through CI II rules.

Third, a multinational customer typically wants to
operate its U.S. and foreign branches as one system--and expects
its telecommunications supplier's domestic and international
operations to cooperate in meeting these worldwide
telecommunications needs. Yet, CI II needlessly obstructs AT4T

Information Systems and AT4T International in this regard.
Structural separation inhibits AT4T from capitalizing

effectively on the innovations of AT&T Bell Laboratories. 1In

some cases, we even have to describe our technology before we can

40-899 0 - 85 - 5
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introduce it in the marketplace. This gives our foreign
) competitors a chance to catch up without incurring the same R&D

costs and risks as we experienced.

In sum, current domestic communications policy has
opened wide the door to the U.S. telecommunications market for
any and all competitors. Significantly, federal regulatory
policy restricts the ability of one of this country's major
telecommunications suppliers~-AT4T--to compete equitably not only
at home but abroad. This trend merely serves to exacerbate the
nation's first deficit in telecommunications trade, a deficit

that is widening.

While this issue certainly is not subject to treatment
in this legislation, it is critical to a thorough examination of
the problems associated with inequities in international

telecommunications trade.

We have petitioned the FCC for relief from outdated
CI II restrictions, and the Commission received comments from
interested parties. Not surprisingly, our competitors want the
restrictions retained. But individual customers writing to the
PCC have almost uniformly supported our position. We ask your
support in our efforts to remove regulatory restrictions that

worsen the very problems to which you are responding in §. 2618.

I would like to thank the Chairman and members of the
Subcommittee for the opportunity to share with you ATAT's views
on reducing barriers to trade in telecommunications. We will

gladly work with you to acﬁieve this important goal.
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STATEMENT OF JOHN F. MITCHELL, PRESIDENT, MOTOROLA,
INC., SCHAUMBURG, 1L

Mr. MircHELL. Good morning, and thank you for the opportunity
to appear today and testify on this important legislation, Senate
bill 2618.

We need a level playing field in our industry if we are going to
be successful in international competiiion. A level playing field
really doesn’t exist today in our industry. The FCC and the courts
have opened the U.S. market. The FCC opened the wireless market
in the United States many years ago, and the courts now have
opened the wired market. Imports have surged into the United
States, and a great question occurs to many oi us, that is, will tele-
communications follow the route of steel, television, and machine
tools? As a case in point, I would like to discuss the ceilular mobile
telephone, as this is an example of a developing high tech market
where the U.S. industry has made the primary investment over the
last 15 years. AT&T and Motorola have been leaders in this effort.
We, as a company, have invested over $150 million. The market
has been opened to foreign interests for almost 10 years. Foreign
companies have participated in the development phases of this
system. Other industrial markets remain closed, except for the
United Kingdom—the U.K. has opened their market for both fixed
and mobile equipment.

We have been successful in moving into the Japanese market to
a very limited extent as a result of the NTT agreement. We have
achieved an order for 200 or 300 mobile units this year and several
thousand next year in that market. In the United States, in the
first 10 months of this new market, Japanese firms outnumber U.S.
firms by three to one. Many firms have adapted an old strategy—
cut the price. The price in the U.S. market is now and has been
running in many situations at half the p:sice in the Japanese
market. Several of these competitors are tooling up for over 100
percent of the expected market in the next year.

The fixed infrastructure in this market remains open here in the
United States and closed in most other countries of the world,
except for the U.K. As a result, we see Swedish and Canadian
firms moving into the U.S. fixed equipment market, and as a result
of the FCC action, creating seven operating companies and two sys-
tems in every city, there are a ‘whole host of independent custom-
ers. There are thousands of customers in the U.S. market whereas
in most other markets of the world, there is only one customer,
and that is the Government. Ever. in Canada and the U.K.—which
have created two systems—one of those systems is the Government.

Developing countries are open, and Mbotorola has achieved suc-
cess in these markets—Hong Kong, Israel, Korea—and we will be
bidding on others. The real problem boils down (o the Govern-
ment’s involvement in other markets and the ownership and oper-
ation of the telephone system. I could expand this scenario in other
products in the wireless world, such as two-way radio and paging.
There are similar impediments to access in other markets in these
product areas.

U.S. Government must be involved and be aggressively involved
now to open the other markets of the world. Just talking may hurt
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more than it may help. We are beginning to convince our trading
partuers that we are carefree on trade. In some cases, we have con-
vinced them for a long time that we aren’t really serious about
trade inequities. The NTT Agreement, for instance, has been very
good for Motorola. We have one-sixth of the paging business in
Japan as a result of that access, and we may achieve a seventh of
the car telephone business in that country. But it hasn’t been good
for the trade baiance in telecommunications in the general U.S.
market.

The U.S. Government must help open these markets and S. 2618
is an excellent vehicle to get started in this direction. In addition,
there are other problems with our trade imbalances in telecom-
munications. We must work hard on the exchange rate. I was here
earlier this year and talked on that subject. The U.S. Government
is ignoring the problem of the strong dollar and its devastating
effect in our manufacturing sector. We hear often about the strong
dollar brings in low priced imports and holds down inflation. But
take this reasoning to the limit. Then all manufacturing will move
offshore—and American companies are moving their manufactur-
ing process offshore little by little—and more and more every day.
What will we have in this country when we find only service and
Government jobs in the United States? In that limited condition,
will we really have prosperity along with our low inflation?

Senator DANFORTH. Thank you very much.

[Mr. Mitchell’s prepared written statementi follows:]
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SUMMARY STATEMENT OF
JOHN F. MITCHELL
PRESIDENT, MOTOROLA, INC.

'COMMITTEE ON FINANCE
SUBCOMMITTEE ON INTERNATIONAL TRADE

September 12, 1984

We strongly support the primary objective of S. 2618 of
obtaining substantially equivalent competitive opportunities in
foreign ocountries to those provided in the U.S, market today. That
situation currently does not exist with respect to almost all of
our major competitor countries that have a substantial domestic
market. While a number of these countries are moving to open their
markets, they have far to go to match the access their firms are
afforded in the U.S. market. Recent deregulation decisions by the
FCC, the AT&T divestiture, the introduction of significant new
telecommunications technologies like cellular radic and a seriously
overvalued dollar have combined t» give foreign firms unprecedented
opportunities to participate in the U.S. market. -

It is untenable in the long run for U.S. firms to compete in
significantly smaller share of the global market than our
major competitors. The result is likely to be a significant erosion
in the U.S. industry's international conmpetitive position.

Cellular technology was developed first in the United States by
Motorola and AT&T. Motorola has invested over $150 million

eveloping all the fixed, mobile and portable equipment in a
cellular system.

In the mid-70's, AT&T 1nvited domestic and toreign suppliers to
participate in developing cellular technologies. -As a consequence,
of this and-the prolonged and open FCC regulatory y process, those
foreign suppliers are thoroughly knowledgeable of the U.S. market
and in a position to supply it.

In stark constrast, U.S. firms have been either severely limited
or precluded from particlpating in many major foreign cellular
markets in the industrial countries which have local production.

In the-United States, cellular systems began operating on a
comuercial basis”in November 1983. After only 10 months, foreign
firms (primarily Japanese) have established a major position in
mobile equipment for this explosive new market.

The heart of the problem of access to foreign telecommunications
markets i{s the dominant role of governments in those markets,

Given the pattern, the U.S. Government must play an active and
aggressive role in protecting the interests of private U.S. firms.
To effectively do it we must be able to use the leverage of access
to the U.S. market, which represents cne-third of the world market.
S. 2618 provicdes a mechanism for effective negotiations by the U.S.
Government to obtain a level of business in foreign markets
commensurate with the competitiveness of the U.S. telecoamunica-
tions industry.

Where government entities control the telecommunications market
the U.S. Government should negotiate procurement targets and
specific priority product areas for such purchases.

gnscloaing. I urge your prompt favorable consideration of
S. 2618.
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STATEMENT OF

JOHN F. MITCHELL
PRESIDENT, MOTOROLA, INC.

Mr. Chairman and members of the Subcommittee, I am pleased to
appear before you today. I am also the current Chairman of the EIA
Telecommunications Group.

We strongly support the primary objective of S. 2618 of
obtaining substantially equivalent competitive opportunities in
foreign countries to those provided in the U.S. market today. That
situation currently does not exist with respect to almost all of
our major competitor countries that have a substantial domestic
market. While a number of these countries are moving to open their
markets, they have far to go to match the access their firms are
afforded in the U.S, market. Recent deregulation decisions by the
FCC, the AT&T divestiture, the introduction of significant new.
telecommunications technologies like cellular radio and a seriously
overvalued dollar have combined to give foreign firms unprecedented
opportunities to participate in the U.S. market. The result is
evident in increased import penetration over the last 2 years --
from under 5% in 1981 to close to 11% in 1983.

I am not appearing before you to ask for legislation to stem
the tide ~of imports but rather for legislation that will provide
strong negotiating leverage to persuade our major competitor
countries to purchase from us on a competitive basis. The U.S.
telecommunications industry today is world leader in technology and
has demonstrated its competence to compete worldwide, where-
opportunities are available. However, it will be difficult for the
U.S. industry to maintain its position unless it can sell freely
into competitor markets. It is untenable in the long run for U.S.

firms to compete in significantly smaller share of the global market
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than our major competitors. The result is likely to be a
significant erosion in the U.S. industry's international
conapetitive position.

Some have speculated that the situation could become a repeat of
steel, consumer electronics, and autos. I hope not, but without
significant and immediate improvements in U.S. access to major
foreign markets, such an outcome is not inconceivable. That is why
legislation like S. 2618 is urgently needed.

In his appearance before your subcommittee on June 26, Jack
McDonnell of EIA documented the serious erosion in the U.S.
telecommunications trade position and he is adding additional
documentation today. From 1978 to 1983 imports grew six times
faster than exports, with imports actually exceeding exports for the
first time in 1983. These trends intensified in the first half
of 1984, as the ATT divestiture takes effect. In his testimony to
you on June 26, E. Wayne Weeks of AT&T testified that for network
products such as switching and transmission systems, he projected
that foreign sales would increase 30% in 1984 and could grow 300%
over the next five years. That represents an additional $4-S
billion annually by the end of the period.

These numbers are impressive but they may actually understate
the problem. As z case in point, I would like to take a few minutes
to describe my company's experiences in cellular radio, which
illustrates the nature of our open ;narket compared to the variety of

semi-open to closed markets elsewhere in the world.
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Cellular radio is a technology, developed over the last 15
years, which promises to revolutionize mobile communications. In
areas sefyed by cellular networks, users can call anywhere in the
world t‘mm their car or portable phones. Such service will be
invaluable to millions of people in business and governmment in a
wide variety of uses.

Cellular technology was developed first in the United States by
Motorola and ATAT. Motorola has invested over $150 million
develaping all ﬂw fixed, mobile and portable equipment in a
cellular system.

In the mid-70's, ATAT invited domestic and foreign suppliers to
participate in developing cellular technologies. As a consequence,
of this end the prolonged and open FCC regulatory process, those
foreign suppiiers are thoroughly knowledgeable of the U.S. market
and in a position to supply it.

In stark oconstrast, U.S. firms have been either severely limited
or prec}uded from participating in many major foreign cellular
markets in the industrial countries which have local production
(with the n&.able exceptions of the U.K. and the Netherlands).

The French and Germans are designing a system unlike any other in
the world and even U.S. firms who manufacture in those countries
will apparently be denied the opportunity to participate. We hgve
recently been told informally by a Canadian customer that we will be
excluded from their fixed equipment market.

In Japan, which has been operating cellular systems since 1979,
no U.S. firms were permitted to supply equipment until mid-1984.
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Motorola has recently been awarded a small volume of car telephone
units. No foreign supplier of network equipment have been
permitted in the existing system although Motorola was invited to
participate in the advanced development of the next generation
system. U.S. firms are in a catch-up position where the government
owned NTT determines who may participate and to what extent in the
Japanese market.

Japanese firms and any other interested foreign producers were
invited into the U.S. market 10 years before the first equipment was
sold and have the opportunity to sell to a multitude of customers
on competitive basis. In the United States, cellular systems bega.r:
operating on a commercial basis in November 1983. After only 10 '
months, foreign firms (primarily Japanese) have established a
major position in mobile equipment for this explosive new
market.

Japanese firms have a large percentage of the subscriber
car telephone market and have reportedly built capacity to supply
100% of the market next year. 'ihey outnumber U.S. suppliers by
almost 3 to 1, Several Japanese firms have been extremely
aggressive in cutting prices. Their first step was to cut prices to
levels less than half those prevailing in other major world
markets. This resulted in a general lowering of world market prices
as other firms defended against the Japanese firms' actions, Such
prices deny U.S. firms the opportunity to recover the substantial
investments made in this new technology.
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Under the FCC's decision to establish two competitive systems
per city and award cne to the wireline carriers and one to the
independent cariers, and since the Court decision to create seven
regional Bell operating companies, there is a long list of
potential customers for fixed equipment in the U.S. cellular market
== unlike any other country in the world. Canada will have two
systems, but there will be just two customers nationwide. In the
other markets there will be, as with other telephone systems, only
one customer. The U.S. market for fixed equipment is also, thus,
wide open and a variety of foreign firms including Swedish and
Canadian companies have captured significant orders for citywide
systems in various American cities.

It is ironic that although industrial countries are largely
closed, the developiﬁg countries have relatively open markets for
products such as cellular radio since they do not have a local
industry to protect'. There will be some early implementation of
systems close to the American standard in these countries in the
very near future with a reasonable number provided by companies such
as Motorola. We expect to supply systems in Hong Kong, Israel and
Korea, and bid on other countries' systems.

It may be too late for legislation like S. 2618 to be meaningful
in opening markets for cellular radio equipment, but it certainly
can help in other areas.

The heart of the problem of access to foreign telecommunications

markets is the dominant role of governments in those markets. In
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Sweden, public entities control over 90 percent of equipment
purchases. They control 70-80 percent in France, Germany and
Australia. In Japan, NTT represents 40 percent of the overall
market, but has a monopoly on key products.

Given the pattern, the U.S. Government must play an aeti\;e and
aggressive role in protecting the interests of private U.S. firms.
To effectively do it we must be able to use the leverage of access
to the U.S. market, which represents one-third of the world market.
S. 2618 provides a mechanism for effective negotiations by the U.S.
Government to obtain a level of tusiness in foreign markets
commensurate with the competitiveness of the U.S. telecommunica-
tions industry.

In s:t.ting objectives for such negotiations, we believe that the
focus should be on res;ults, not mechanisms. The U.S. experience
with the NTT Agreement shows why this is necessary. That agreement
has brought about significant changes in NTT's procedures and, we
believe, sincere efforts by NTT's management to include U.S. firms
as suppliers.

Yet despite these changes and the efforts made, according to
data developed by USTR, NTT purchased oﬁly $19 million of
telecommunication equipment last year. That represents an
improvement -~ from zero in 1981 — but is still inconsequential.

NTT announced purchases of U.S. equipment in excess of $150 million
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in FY 1983, however, the bulk of equipment NTT has announced is
either nontelecommunications (e.g_,. Cray Computer) or will be
shipped later. )

w[xere government entities control the telecommunications market
the U.S. Goverm:ent: should negotiate procurement targets and
specific priority product areas for such purchases, Only in this
manner can we ensure that bureaucratic and political influence will
not frustrate administrative reforms negotiated in good faith.

. The almost inevitable consequence of protected home markets is
that foreign firms will dump their exports. Within the last 3
years there have been several U.S. dumping cases involving
communications equipment, all of which have found dumping by margins
in excess of 20 percent and in some cases as high as 110 percent.
Until foreign markets are opened there is good reason to suspect
that most of the teleeommmic.ations equipment exported from these
countries to the United States is being sold at less than
fair value in the U.S. market. As the volumes of such =quipment
increase rapidly and U.,S. firms are injured, it is quite possible
that U.S. telecommnications imports may become subject to
widespread antidumping actions. Such litigation is costly to all
parties invol;led. creates serious interr;ational tensions, and can
ultimately restrict import competition in the U.S. market. It would
be far more preferable for consumers in other countries bo receive

the benefits of market competition from U.S. firms. However, if
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their governments are unwilling to permit that, the U.S. Government
should act affirmatively to ensure injurious dumping does not occur
in this country, rather than be buried in litigation.

Let me Adivert from discussions of telecommunications trade for a
moment to observe that while foreign market access is crucial to the
success of our industry, the grossly overvalued dollar threatens the
success of almost all U.S. industries that face international
competition. The U.S. is already a high cost region for
manufacturing but with a dollar overvalued by at least 20%, it is
almost untenable to manufacture internationally tradeable goods
here. In addition to billions of dollars on lost exports, the
U.S. is losing millions of jobs. I testified in June before the
Finance Committee on this vital national problem and suggested an
import surc;narge as a means of raising revenues to reduce the
federal budget deficit. I would urge you to give the highest
priority to eopsidering and acting on this and other steps as
rapidly as possible. If we canr;ot solve the dollar problem,
improved foreign market access and unfair trade practice remedies
will be of limited value.

In closing, I urge your prompt favorable consideration of
S. 2618. The longer you take to pass such legislation the less
useful it will be. Not only will the compensation bill for
suspending tariff bindings become unmanageably large but also
foreign producers will establish such a strong position in the U.S.
market that U.S. producers will be unable to exploit new
opportunities in foreign markets and U.S. customers will become

dependent on them.



74

Senator DANFORTH. Senator Long.

Senator LoNG. Yes. It is my understanding that Western Electric
has a very successful plant in Shreveport, LA, where you manufac-
ture telephones. Are you familiar with that plant"

Mr. Tosias. Yes, Senator. Prior to coming to my current job, I
was president of AT&T Consumer Products, and the plant in
Shreveport is now part of that operation, so I am very familiar
with it.

Senator LONG. Let me ask you about the efficiency of that plant.
Is that a very efficient operation?

Mr. Tosias. Yes, sir. It is. It is probably one of the most efficient
operations that we have. We have invested a great deal of capital
in that plant in the last couple of years in terms of automating
much of that manufacturing operation.

Senator LoNG. Now, in that same community, I think part of it is
because of the success of that plant there, General Motors looked
at that community and decided that they would put an assembly
plant—light trucks. And I know that when the Japanese came over
to see what we have in the United States—they elected to go to
Shreveport, LA, and show them that assembly plant that they have
at Shreveport. Obviously, they picked that plant because they
thought it was probably one of the most efficient and productive
plants anywhere to be found in America. And I think your studies
indicate that that's one of the most efficient assembly plants that
assembles electronic telephonic equipment anywhere in the world,
don’t you?

Mr. Tosias. Yes, sir, it is.

Senator LoNG. Now, how do your wage rates there compare with
the wage rates, let's say, in Korea?

Mr. ToBias. The wage rates there—I am not specifically conver-
sant on the precise level—but our wage rates there are higher than
they are in Korea. -

Senator LoNG. Do you have any idea as to how your wage rates
compare with what the rates are in that you would be competing
in the market for manufacturing that type of thing?

Mr. ToBias. Our wage rates in that facility, I am sure, are higher
than they are in a number of locations—offshore locations—where
products are produced with which we compete.

Senator LoNG. Would you undertake to get that information and
provide it for the record? I would like to have that.

Mr. Tosias. Yes, sir. We would be happy to do that, Senator.

[Subsequent information was received and follows:]
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Pnone (201) 221-7800
October 31, 1984

Senator Russell 8. Long
Russell Senate Office Building
Room 225

Washington, D.C. 20510

Dear Senator Long:

At the international telecommunications trade hearings of
September 12, 1984, you'requested that AT&T provide the Subcommittee on
International Trade with a comparlson of the labor rates in several Far
East countries versus the rate in AT&T's facility in Shreveport,
Louisiana. The attachment to this letter provides a listing of base labor
rates in Hong Kong, Taiwan, Singapore, Korea and Japan along with the
factory-wide average base 1abor rate in the Shreveport plant.

A comparison of base labor rates does provide some insight
into product cost differences; however, groductiv1ty levels must also be
considered to accurately compare the full impact of labor costs on any
product line. Variation in work rules and practices, worker productivity
and the level of automation directly affect the amount of labor required
and therefore total and per unit labor costs. For example, when a large
capital/dollar investment is made in new equipment to increase the level
of automation, the resulting increase in productivity will reduce both
Jabor input and costs per unit produced. Mowever, such per unit savings,
attributable to the higher productivity associated with the advanced
technology in the U.S., are not always sufficient to fully offset the
impact of the lower labor rates of the Far East countries on the total
product cost. We would hope through continued higher productivity and
with the cooperation of the UY.$. Government and our unions we can be
competitive from both a cost and total perspective with offshore
manufacturers while continuing to pay substantially higher wages.

It is hoped that this information complies satisfactorily
with your request. We would be pleased to discuss with you any further
information that you may request on this matter. In this regard, we
cordially invite you to visit our facility in Shreveport, later this year,
at which time we can have further discussions on the subject.

Very truly yours,

']
Attachment ‘ i ' E C QQ"L‘{
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BASE WAGES*

Labor Rate Per

ATTACHMENT

Hour (§ U.S.)

Hong Kong (1)

Taiwan (Female) (1)
Singapore (Female) (2)
Korea (3)

Japan (4)

AT&T (Shreveport)

(1) Based on data from suppliers in Taiwan.

§1.
.85
.67
.20
.80
8.70

05

(2) Based on our experience with a supplier in Singapore.

(3) Based on our experience with a supplier in Korea.

(4) Electronics industry average supplied by Fuji Bank.

* Rates are for the telecommunications and electronics
industries, and do not include any security accruals

(i.e.. fringes, holidays, etc.).
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Senator LoNG. Now, in addition, these factors that I have dis-
cussed—the differences in the tax system and the difference in the
value of the currencies—isn't that pretty much of a worldwide
problem as far as your competition is concerned, is it not?

Mr. Tosias. Yes, sir. It certainly is.

Senator LONG. And is it not true that those are problems that
are beyond your control? You have no way of doing anything about
that. That has to do with decisions made by this Government.

Mr. Togias. That is correct.

Senator LonG. And those decisions have been made without ref-
erence to your business, and really it is beyond your power to do
anything about it.

r. ToBias. Other than to bring the matter to the attention of
people who are making those decisions, yes, it is, but directly in
terms of the way we manage the business, those are problems that
are very difficult to deal with.

Senator LoNG. And as I understand it, basically all you are
really asking for is the benefit of a level playing field to compete
with others In your line of expertise.

Mr. Tosias. That is 1precise y correct. We are simply seeking rec-
ognition that, particularly in the telecommunications market, in
order to be strate 'callyy successful, you can no longer look at just
the domestic market. You really have to look at the entire world
and the need to have the economies of scale associated with com-
peting on a worldwide basis. And we are very willing and anxious
to compete. We are certainly not seeking any restraints on that in
this country. We are seekinF the opportunity to compete openly
and fairly all around the world.

Serator LoNG. Mr. Mitchell, in your situation, if you want to pro-
vide the benefit of a level playing field in competing in the areas
that Motorola is a manufacturer, would your great corporation not
be forced to go overseas and try to do more and more of that manu-
facturing overseas because you can’t compete effectively here?

Mr. MircHELL. That has ﬁeen going on for many years. We have

almost half of our personnel offshore although only 25 percent of
the market in 1984 will be in the international arena. At one point,
we were as high as 33 percent, but because of the problems with
the dollar in competing overseas, and access to markets, and the
high growth of the U.S. market in recent years, why, of course, the
international portion of the business has moved onward—only 25
percent—and yet we have a large portion of our population over-
seas.
It started out with low-cost labor and then mechanized facility
operated in lower cost areas, and we now see R&D movement over-
seas. So, at some point, we will be forced to put the majority of
even our high technology expertise in lower cost areas of the world
because cf the realities of the way the market is structured and the
wagg the currency is.

nator LoNG. What tends to happen in this country is that we
tend to let things go from bad to worse and continue to do business
as usual and do nothing about it until a situation gets so bad that
somebody says, “yee God, this is horrible. Now, we have got to do
something about it.” Then, you see how long has this been going
on, and you look back and the trend has been developing for years.
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They usually don’t come to us, though, until they are practically
out of business. I hope you are here in time for us to do somethin
in time to help you. How long has this trend been going on now?

Mr. MitcHELL. The movement of our currencies in an unfavor-
able direction has been going on since 1979—1979 or 1978, in that
period. We were competing against the yen at about 180 to the
dollar when it worked itself all the way up about 1 year ago to
270—it is back down around 240. It came down into the 230’s when
the U.S. Government made a vigorous attempt to make a more ra-
tional exchange rate with the yen, but it is now drifting up again.
So, we see big problems competing against that kind of situation.
When you talk about are we here too late? While we have been
working on the cellular market, for instance, for over 15 years,
there has been a long, long delay in the FCC proceedings with sev-
eral decisions goiag back and forth and changing the original rules
as to who would offer the service and how and who could manufac-
ture and who could provide service and what have you. Those pro-
ceedings are aiways open, and foreign manufacturers, such as the
Japanese, could participate. Six of them participated in a test
system in Chicago. So, they were totally ready when the market
opened. The market only opened with the first system in Chicago
in November of last year, and we already see the Japanese firms
alone taking a major portion of this market. They have the United
States outnumbered, and when you say are we too late, it is diffi-
cult to raise the flag until you have been injured under our trade
laws, but onte you have been injured the damage can be severe.
Now, we have pursued actions in the telecommunications area in
dumping. When the Japuanese retaliated as a result of the NTT
agreement opening up the paging market in Japan, prices were cut
2 to 1 in the United States by firms who were just coming into the
market. When we took that to the Trade Commission, they found a
favorable decision and imposed very high tariffs as a result of
duties coming into this country—dumping duties—they were over
80 percent. It was a move that took some years, but it was prompt-
ly taken on our part when the problem was visible.

But we can’t keep pecking away at this thing with trade action
after trade action. I think we need some kind of a level playing
field across all of telecommunications. It really is a unique indus-
try, with other governments running the market in other coun-
tries.

Senator LoNG. Thank you so much.

Senator DANFORTH. Gentlemen, Senator Long understands these
things, but I am just a humble lawyer from the Midwest. And I am
not sure that I really understand telecommunications or what it is
or what it does. But from what I do understand, this is not some .
antiquated buggy-whip type operation that is holding onto the past.
When we talk about telecommunications, it is my understanding
that we are talking about the cutting edge of American technolo-
gy—all the advantages of know-how that we have prided ourselves
on forever, and we are talking about the future. Therefore, as goes
the telecommunications industry, so goes the future of our ability
to create jobs and to provide a good standard for them and for the
American people. We believe, as I understand it, that we are as
good as anybody in the world. We have the know-how, we have the
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trained people, we have the scientists and engineers. We have the
greatest ability to produce the best product of anybody in the
world. All we want is a reasonable chance to sell to other coun-
tries.

I would like each of you to first, if you would, reflect on my com-
ments, and second, to describe for us the ease or the difficulty that
we have today in selling what America produces in other markets.
We have an afreement with the Japanese. We are supposed to be
able to seil telecommunications equipment. Is that working well?
Are the European markets really open or closed, or what is the sit-
uation with the respect to access of other markets? And what is the
situation in the United States with respect to the access that they
have to our markets? So, that is really I guess, a three-part ques-
tion. Is this the cutting edge, and are we as capable as anybody else
in the world or more capable in this area? Do we have a fair oppor-
tunity to sell in their markets? And to what extent is our market
open to them?

Mr. ToBias. Senator, I think the opening part of your question is
very, very much right on target. What we are dealing with here is
an issue that is much bigfer than just the specifics of the telecom-
munications industry itself. We are dealing with something that is
increasingly becoming the very heart of the infrastructure of this
country and this country’s future—the ability of people to obtain
information and manage their businesses and manage their lives
and exchange this information—is fundamental to the ability of
this country to move forward in the ways that you suggest. And I
could not agree more with what you say.

With respect to the second part of your question, we have been
working at AT&T for some time, after having been largely out of
the international business for some time. For the last few years, we
have been working very hard at developing an international pres-
ence because we recognize the fact that to be successful in these
businesses, you really must approach it on a worldwide basis. We
have had some success in some countries. In many countries, we
have not. In many countries, there has been a lot of talk, a lot of
discussion, but not a lot of specific progress. And we very much
need to make that progress if we are going to have the kind of suc-
cess that you suggest. At the same time, we have through a variety
of policy activities that have taken place in this country in the last
few years, we have done what you suggested earlier. That is, we
have essentially opened the market in this country in a way that
makes it possible for foreign competitors to enter this market with
essentially no restrictions whatsoever. And the irony is, in the case
of AT&T, that at the same time we are here discussing the need to
level the playing field in other countries, we are dealing with a sit-
uation here where from AT&T’s perspective, we are making it
easier for foreign competitors to enter this market than we are
making it for AT&T to compete in this market. And that contrib-
ute to what we are talking about here.

Senator DANFORTH. Mr. Mitchell.

Mr. MitcHELL. Let me add that you are absolutely correct when
you say that this is a key to manufacturing high technology prod-
ucts in America. If we are not able to succeed in high technolo
areas, we are going to have a desperate time because clearly hig
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technology products will move to markets that have cost or other
advantage.

The U.K. system was wide open. Why was it wide open? They
chose to go early with an Amevrican-like system, not unlike the Jap-
anese system, and they chose not to wait for their own normally
rreferred suppliers in that market to develop the system. So, with
wide open competition, Motorola won. We won in Hong Kong and
Korea, and we expect to win in other countries where there is no
local industry that is being protected and the market is open for
infrastructure. .

We have done the same with two-way radio and paging. But
when we sell into countries that have telephone systems operated
by a Government-owned entity and preferred local suppliers then
there is a limited number of local companies allowed to participate
in those markets. There is a targetting effort in some of those mar-
kets to develop a highly capable, local group of companies—in some
cases, only one, two, or three companies in each country—that
have served the locel market and use the local markets in a shel-
tered sense to export to the world. So, we find a very, very unique
circumstance in telecommunications. In the general two-way radio
business, there are other kinds of impediments. Certifying a radio
for sale in the U.S. business market is easy. You send a certifica-
tion document to the FCC, and if you haven’t heard from the Com-
mission in 30 days, you are approved. In other countries, there is
an arduous certification process. You must submit documents and
product, and it must be retested by the local government.

And as you can imagine, the difficulty of that approval process
increases with the sophistication and ironically with the positive
trade balance of the country.

Senator DANFoRTH. This is why you say, as I understand it, in
your testimony that what we should negotiate is procurement tar-
gets.

Mr. MitcHELL. That is correct.

Senator DANFORTH. It is not enough for another country to say
all right, we are going to let a product in. We want to find out ex-
actly what they are buying and how much they buy.

Mr. MitcHeLL. That is correct. You know, when we signed the
NTT agreement, it opened the market. In several cases, for one,
American suppliers, and then it also opened the market for several
more Japanese suppliers. They might have started out with two or
three suppliers, and ended up with four or five or six Japanese sup-
pliers and one American supglier, and they split the market six or
seven ways. In the United States, any foreign manufacturer can
ccme into the market and take whatever position they can earn in
that market. They can price aggressively. They have relative im-
munity to our antidumping laws. Except for a tew exceptions, they
are able to move into this market from a sheltered market at home
and take whatever position that they can earn. They are not rel-
egated by the Government or by the customer to a sixth or a sev-
enth of the market. So, even when the agreement was reached, the
results may not look anything like the intention of the agreement.

I think the intention of this bill is to correct the imbalance and
to find some kind of a rational target level.
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Clearly, this has got to vary from country to country and from
expertise to expertise, but it really means more than just a piece of
paper that says a market is open now and new suppliers must
jump through all these other hoops and over all these other fences
and maybe they will qualify.

Senator DaANFORTH. Yes. You know, the rationale of the free
trade philosophy is that we should seek a policy of comparative ad-
vantage. That is, the United States should be able to produce and
sell what it best produces and likewise other countries. If that ra-
tionale for free trade is correct, if that is to be followed, it seems to
me that the least we should have is the ability to sell what we
make better than anybody else, and that is telecommunications.
And yet, one of the witnesses on the last panel, Mr. Morgan, said
that people are losing their jobs. And it would seem to me that this
should be the great growth area in America, and that we should be
pushing that. And I think that, far from this being protectionist, it
is very difficult for those of us who really are committed to free
trade to be able to carry our argument. If we can’t create a situa-
tion where what we make better than anybody else in the world
can be sold anywhere else in the world—it is a ridiculous situation.
And I agree with Senator Long. I have gone through Western Elec-
tric plants in Missouri, and I don’t know what I am looking at—I
am no engineer—but from everything I have been told and from
every understanding I have, this really is a very, very good prod-
uct. And it should be encouraged. So, I hope we can continue to
work together on this legislation, and we will certainly review the
suggestions you have made and the suggestions other witnesses
have made and will make. Hopefully, we will hear from the admin-
istration, but I think time is of the essence here. I mean, if we
can’t keep our advantage in telecommunications, what are our
aims in trade?

Mr. Tosias. Senator, that really is one of the very, very critical
issues, and I think we have only to look at what has happened in
the recent 12, 18, 24 months to recognize that if we look into the
future, we really can’t wait to get these problems resolved.

Senator DANFORTH. Right. Thank you both very much.

Finally, we have Mr. Edmund Fitzgerald, chairman of the board,
Northern Telecom, Inc.,, Mr. Stanton Anderson, on behalf of the
Communications Industries Association of Japan, Ms. Joan Spero,
senior vice president, International Corporate Affairs and Commu-
nications, American Express Co., and Mr. Loren Sorensen, Manag-
er, Export Services, Varidn Assoc1ates on behalf of the American
Electronics Association.

Mr. Fitzgerald, I understand that you are on the lamb, so to
speak. So, if you would proceed, and then any question we have for
{ou, we will direct to you immediately, and you will be free to

eave.

STATEMENT OF EDMUND B. FITZGERALD, CHAIRMAN OF THE
BOARD, NORTHERN TELECOM, INC., WASHINGTON, DC

Mr. FirzceraLp. Thank you very much, Senator. My name is
Edmund Fitzgerald. I am chairman of the board of Northern Tele-
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com, Inc., of Nashville, TN. and I am president of Northern Tele-
com Ltd. of Toronto, ON.

Northern Telecom employs about 18,000 people in the United
States in 14 plants and 14 R&D facilities and numerous sales and
services offices. We have a $1.5 billion investment in the United
States, and we are the second largest domestic producer of telecom-
munications exceeded only by the AT&T technologies manufactur-
ing arm of AT&T. We are the pioneer and the world’s largest sup-
plier of fully digital telecommunications systems. As much as
anyone, Northern Telecom would benefit from open market access
throughout the world. We have consistently spoken out for an open
telecommunications marketplace, and we support the principle of
general trade reciprocity. We generally welcome your objective to
achieve global open market access, and we are very anxious to
work with you, but we do not support reciprocity on a narrow, sec-
torial product or country basis.

So, let me briefly explain the issues before us, and let me outline
a suggestion for their resolution. First, we believe that open
market objectives can best be achieved thrcagh the established
international trading mechanisms. Second, as a trade principle,
reciprocity should not be sought through threats to raise tariffs
and other restrictions. There are too many reactive policy options
available to other nations that negate this strategy. It would most
likely lead to retaliatory acts by our trading partners. Third, prob-
lems of definition and interpretation also become acute under sec-
torial reciprocity. Trade bureaucrats would be faced with an ex-
ceedingly complex and uncertain task of interpreting market statis-
tics and the extent of reciprocal trade.

Finally, sectorial trade reciprocity fails to address the key invest-
ment issues, and this is the central issue of concern to business-
man, and that is equal opportunity to invest in and operate on both
sides of a trading partnership.

Now, given these realities, what should we do? In my opinion, we
need a two-tiered U.S. trade strategy. The critical first tier is a
proactive U.S. business community dedicated to global markets and
willing to commit the company resources to be successful. And I
cannot overemphasize the importance of this priority for private
sector action. I believe that closer examination of many of our cur-
rent trade problems would reveal that successful non-North Ameri- .
can producers have dedicated substantially more time, financial
and human resources to the development of the U.S. market than
U.S. producers have devoted to developing offshore markets.

The second tier of this national approach would be a proactive
Government policy, fully committed to an aggressive open market
negotiating strategy through existing mechanisms and embodying
the approach in your former bill, Senator, S. 144. Equally impor-
tant, fully committed to domestic Eolicies, such as your efforts to
make permanent the 25 percent R&D tax credit which encourages
technical innovation and international competitiveness. And I
would like to add that I would also support Senator Long’s state-
ments about the importance of fiscal and monetary policies that
would get rid of our deficits and would give us—and [ don’t buy the
term ‘‘overvalued dollar’’ because a dollar is valued at what it is
valued at—but ii’s a strong dollar, and it is too strong for our trad-

>
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ing purposes. I believe this two-tiered approach would achieve our
objectives. Now, in my opinion, technological change, not deregula-
tion, is the real driving force behind the evolution of world tele-
communications.

It is a process which has been underway for decades, but it has
accelerated in recent years. The threat of a tariff increase could
never have been as persuasive as the internal demand created by
telecommunications users who see artificial barriers standing in
the way of their abilities to innovate and improve their own pro-
ductivity. I believe that the deregulation and liberalization of tele-
communications equipment markets is virtually certain to occur
around the world in the very near-term future because people the
world over 2re becoming to recognize the full benefits of new tele-
communications technology. It is easier for a nation to create trade
barriers and to inhibit technological change than the reverse. But
the United States has always set an example in encouraging com-
petition in technological development. I hope that it will continue
to so do. It won't be easy, but it is certainly the right thing to do.
At Northern Telecom, we are very appreciative of your committee’s
interest in opening world markets. We believe the most effective
way to achieve our shared objective would be to motivate and pro-
vide incentives for technological change. Our trading partners
would recognize that in their own interests, to open their markets
to the most innovative telecommunications producers who can
serve their needs is, in fact, in their own best interests. Thank you
very much.

Senator DANFORTH. Thank you.

[Mr. Fitzgerald’s prepared written statement follows:]
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Statement of
Edmund B. Pitzgerald
Chairman of the Board

Northern Telecom Inc.

Thank you, Mr. Chairman, for your interest in enhancing
trade opportunities for United States telecommunications
equipment manufacturers and for giving Northern Telecom an

opportunity to participate in the debate.

I am Edmund B. Pitzgerald, Chairman of the Board of Northern
Telecom Inc. of Nashville, Tennessee, and President of
Northern Telecom Limited of Mississauga, Ontario. I am
currently a member of the Naticnal Security
Telecommunications Advisory Committee to President Reagan
and Chairman otkﬁhe Committee for Economic Development here
in washington, D.C. My complete biography is included as an

appendix to this statement,

Northern Telecom, whose 1984 sales revenues are expected to
exceed $3.4 billion, is unusual in that it is a bi-national,
North American corporation. Almost two thirds of our global
sales revenues will be generated in the U.S. this year, and
our U.S. $1.5 billion investment base is the largest we

have in any country. We employ 17,000 people in our
fourteen U.S. manufacturing plants, fourteen research and
development facilities and in more than 100 sales and

service offices. Our major U.S. installations with their
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associated product categories are shown in Appendix B to
this statement. In 1983 Northern Telecom exported almost

$100 million of products from our U.S. facilities.

Northern Telecom's major shareholder is Bell Canada
Enterprises, Inc. (BCE) of Montreal, Quebec, which owns 52
percent of our shares. Additionally, BCE, Inc. owns 100
percent of Bell Canada, the major operating telephone
company in the provinces of Ontario and Quebec, 47 percent
of TransCanada Pipelines, and a group of major printing and
publishing companies in Canada and the U.S. The ownership
of the 48 percent of Northern Telecom's shares not held by
BCE, Inc. is split almost equally between U.S. and Canadian
investors. Thus if the criterion of a 20 percent interest
constituting foreign ownership, as previously proposed in
S. 898, were ever to become law in both the U.S. and Canada,
Northern Telecom would find itself in the unusual position
of a North American, bi-national corporation regarded as
"foreign®™ in the two countries from which it derives nearly
90 percent of its global revenues and which contain almost

100 percent of its ownership.
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Northern Telecom is the second largest manufacturer of
telecommunications equipment in the United States and in
North America. (Second only to AT&T Technologies, formerly
known as Western Electric, the manufacturing arm of AT&T.)
We are the sixth largest in the world. We pioneered the
development of digital switching and transmission equipment,
and are now the world's largest supplier of fully digital
telecommunications systems. Our future is heavily dependent
on the future of the telecommunications industry in North

America and particularly in the United States,

We believe that our employment, our capital investment, our
R&D spending, our domestic production and our commitment to
the U.S. marketplace qualify Northern Telecom Inc. to be
characterized as a U.S. producer of telecommunications
equipment. 1In point of fact, the International Trade
Commission, the U.S. Department of State, ths Export-Import
Bank, and the U.S. Commerce Department all regard Northern

Telecom as a domestic U.S. equipment manufacturer.
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while the vast majority of our domestic U.S. production is
produced for domestic use, Northern Telecom Inc. exported
almost 3100 million of electronic office systems and
telecommunications equipment last year. Northern Telecom is
unquestionably one of the most aggressive international
marketers in the U.S. telecommunications equipment industry.
We are a competitive supplier in the. global marketplace even
when selling against favored national equipment producers in

protected markets. Let me cite just three examples:

In Japan, we recently began shipping the first of 60,000
telephone sets, becoming the first North American company to
sell residential sets to Nippon Telegraph & Telephone (NTT).
Late last year, following an international competition, NTT
announced it had awarded its first contract for a digital
central office telephone switch to a non-Japanese supplier,
Northern Telecom. Earlier this year, NTT announced that,
again following an international competition, they have
chosen to buy digital private branch exchanges (PBXs) from

two U.S. companies, one of which is Northern Telecom.
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During the past year, we have sold our first three PBXs in
China and now have commitments for two digital central
office switches. We hope this is the beginning of a long,

mutually beneficial relationship with that country.

We have just delivered our first DMS central office switch

in South America to Peru.

As much as any company on earth, Northern Telecom would
benefit from open market access throughout the world. We
have consistently and frequently spoken out for an open
telecommunications marketplace, and we support generally the
principle of general trade reciprocity in our overall trade
relations. However, we do not support reciprocity on a
sectoral product by product or country by country basis., We
genuinely welcome your objective to achieve global open
market access. We recognize that you are sincerely
motivated to seek a worthy objective, We are seeking the
same objective, and we would welcome the opportunity to work

with you to establish an open market for telecommunications
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equipment worldwide. But we cannot support the concept of
reciprocity when it is applied only to a single product

sector like telecommunications equipment,

We believe that open market objectives should be sought by
the U.S. and other countries through existing international
trade treaties, agreements, and laws. All of the components
for a successful strategy to open world markets are in place
today. The laws of the U.S. and the many international
agreements to which the U.S. is now a party offer a strong
launching base from which to pursue open market objectives.
We need a strong U.S. negotiating posture, and we need to
apply determined, patient, and persistent pressure on our
trading partners to fully comply with existing international
trade agreements. But we do not need another law. What we
need is a government with a willingness to join with U.S,
industries in making it possible for these industries to

compete in the global marketplace.
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I have spent much of my working life selling elec¢tro-
mechanical and electronic products in the interna“ional
marketplace. Customers abroad are the same as our customers
in the U.S. They like to be sold., And government
authorities in other nations are much like our government
executives. They do not like to be threatened. I believe
the threat of tariff increases on telecommunications
equipment can do nothing to achieve open market access for
U.S. produced equipment. Rather it will most likely lead to

retaliatory acts by our trading partners.

Your proposal unbinds our U.S. tariff structure in favor of
negotiated trade agreements on telecommunications equipment.
If we undertake to base U.S, tariff rates for narrow product
categories on our government.'s perception of market access,
we are certuin to set protectionist forces in motion
throughout the world. It would not be difficult for common
market nations, for example, to find numerous products on

which they perceive the U.S. to be more restrictive.
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Domestic pressures in other countries would be in the
direction of matching higher duties abroad, so that
retaliatory actions would spirél. The net result would be
that market access in each sector would, in effect, be
determined worldwide by the country with the most

restrictive policies.

Through the Multilateral Trade Negotiations (MTN) and
General Agreement on Tariffs and Trade (GATT), we have for
years developei and supported trade policies which promote
fair trade through a common set of acceptable international
trading rules. Sectoral reciprocity would most assuredly be
perceived by the rest of the world as inimical to the goal
of commonality which we have pursued for the past four
decades. Generai trade reciprocity has meant in the past
that there would be among trading nations an overall béianée
of benefit resulting from negotiations for the
liberalization of trade. It is the result of positive and

constructive negotiations between nations. Reciprocity
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as a trade principle should not be sought through threats to

raise tariffs and other restrictions,

A fully open world trading system cannot be based on attempts
to achieve balanced trade by product sector only.
Governments may and frequently do attempt fo balance

sectoral trade through favored national tax and pfocurement
policies, favored export financing, government

subsidization, or by manipulating exchange rates. Fair

trade will not be achieved simply by raising or lowering
tariff barriers for a selected product sector because

nations which wish to protect favored national industries
need hardly rely on tariffs to meet their protectionist

objectives.

We believe reciprocity legislation will be perceived by our
global trading partners as a U.S. protectionist move, 1If
successful, it would undoubtedly lead to other U.S.

protectionist measures for other product categories, which
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would inevitably lead to retaliatory trade legislation in

capitals around the world.

Under these circumstances, sectoral reciprocity legislation
would more likely produce closed or restricted markets for

our products rather than open markets.

We need also to remember that within North America about two
percent of telephones are owned by the government. Outside
of North America some 96 percent of all telephones are
government owned. National interests and national defense
and trade strategies have compelled some nations to
establish telecormunications as a key national industry.
Where there is government ownership there is almost certain
to be regulated competition under conditions of national
sovereignty. The threat of an increased U.S. tariff is not
likely to create the desired actions on the policies of
nations committed to the protection of telecommunications

as a strategic national industry.
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The problems of definition and interpretation alsé become
acute under sectoral rec!procity. It is not easy to define
reciprocity if we mean it to be an instrument to bring about
fair trade. Does telecommunications equipment

reciprocity mean, for example, that trading partners can
each sell as much as they can in each other's market? Or
does it mean that each shal; sell an equal amount in each
other's market? Trade officials under your reciprocal
proposal would be charged with interpreting market
opportunities and the existence or lack of reciprocal trade.
Trade bureaucrats both here and in other nations could bring
all trade and investment to a halt if reciprocity were not
found to exist in one product category and nations attempted
to spread reciprocity provisions throughout their industrial

econonmies.

We simply do not believe it would be possible in today’'s
fragile trading world to restrict reciprocity provisions to

telecommunications equipment alone. Every trade segment
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and every product category has its protectionists and its
champions. Telecommunications equipment might g-nerally be
the first industry to be reciprocally unbound but nearly 4

every other industry would surely attempt to follow behind.

If every nation restricted its reciprocal provisions to only
telecommunications equipment, our trade bureaucrats might
keep the telecommunications books balanced, but they would
also disrupt competition and attract political discord from
non-selected product sectors--particularly from product

sectors supplying components to the reciprocal secto¥,

Another difficulty with the trade reciprocity legislation by
product category is that the sectoral approach deals only
with trade conditions and fails to address key investment
issues. Product sectoral agreements do not necessarily
impact the types of investment restrictions which make it
difficult for corporations to locate and'operate

manufacturing and R&D facilities in other countries.

> EhES
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Sectoral trade reciprocity contributes little to
facilitating trade unless the ppbzoach includes a free and
equal opportunity for producers to invest in and operate on

both sides of the trading partnership.

What we need in the United States, in our opinion, is a

national two tiered strategy.

The first tier would be a proactive U.S. business community
dedicated to opening up global markets and willing to commit
sufficient company resources and company marketing efforts
to the global marketplace. This priority for private sector
action cannot be overemphasized. I‘am well aware of the
clamor over the penetration of North American markets by
non-North American producers. However, I believe that
closer examination of the situation will reveal that these
non-North American producers have dedicated substantially

greater time, financial and human resources to the

development of the North American market than North
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American producers have dedicated to developing non-North
American markets. In many cases the charge of "closed
market"™ is made when the real problem is the lack of

adequate market development.

I currently regard the limiting factor in Northern Telecom's
penetration of the market in Japan not to be an
unwillingness on the part of Nippon Telegraph and Telephone
to buy from us, but rather our capacity to recruit and train
Japanese speaking telecommunications engineers and sales
personnel, our capacity to produce documentation in the
Japanese language and format, and our capacity to make
modifications to our equipment to make it compatible with
the Japanese network. In.other words, our success in
penetrating the Japanese market does not relate solely to
trade barriers but to our ability to serve our customer,
NTT, in a manner equivalent to that offered by their current

indigenous suppliers.
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1 believe that there are personnel within NTT who recognize
Northern Telecom's position of world leadership in digital

telecommunications, However, we will not be able to achieve

' market advantage from this technological leverage if we fail

to be as comfortable to deal with as NTT's current vendors.
This syndrome is not exclusive to Japan. We encounter it
with every operating telephone company with which we deal in

North America and throughout the world.

The second tier of this national strategy would be a
proactive government full; committed to an aggressive open
market negotiating strategy and fully committed to domestic
policies which would provide incentives to domestic
producers who are willing to aggressively sell their
products in the international marketplace. We need
domestic policies and international trade policies which
support and encourage U.S. exports and U.S. exporters. We
need to encourage technical innovation and international

competitiveness so that our customers and prospective
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customers around the world are sure they are trading with

innovative leaders when they specify U.S. equipment; and we
A\

need to be able to assure our non-North American customers

that U.S. producers are a stable source of supply.

Regrettably, one of the significant factors faced by U.S.
producers is the reputation we have in the world as
uncertain sources of service, parts, and supplies--primarily
because of our government's restrictive export controls
program and variable trade and foreign policies. Our A\
unfortunate reputation as uncertain suppliers--which is, of

course, fueled by our global competitors--is a government

policy-induced uncertainty.

Of course, we need opportunities to market U.S. tele-
communications equipment on a global basis, but we need more
than a government willing to negotiate open narkets. We
need equally a government willing to create a climate which

supports technologically superior companies as they seek
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to expand and market ebroad. For in all our discussions on
trade, trade policy, domestic policy, or market access, we
must never overlook the fact that the U.S. needs technical
innovation to assure our continued economic success
domestically and heighten our capacity for success

internationally.

Recalling the recent International Trade Commission's study
on tefecommunications trade, and this committee's interest
in the January 1 reorganization of the Bell System, the
impact on global telecommunications of divestiture and
deregulation will be profound. However, in my opinion the
ATST divestiture is but a single milestone in the
accelerating process of change in the telecommunications
;ndustry--a process which has been under way for decades and
not just since January 1. Technological change,
particularly in the last decade, is the real driving force

behind world telecommunications.
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Perhaps the most siqqificant result of the reorganization of
the Bell System will be the new spirit of competition which
is encouraging new technology up and down the
telecommunications gspectrum., New technology will do more
than legislation and more than regulation to open presently
closed world markets, because telecommunications users
throughout the world will demand the apility to benefit from
innovation. User pressure in other nations will lead
telephone administrations and other government authorities
to lower market barriers, because to do otherwise would dcom
their societies to live in the backwaters of what has become
known as the Information Age or as Ne;thern Telecom calls
it, "the Intelligent Universe.,"

\
The threat of a tariff increase could never be as persuasive
as the internal demand created by a user community which
sees artificial barriers standing in the way of their own
abilities to innovate and improve productivity. I believe

that the deregulation and liberalization of tele-
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communications equipment markets is virtually certain to
occur around the world--not immediately, but in the
relatively near-term future, because people the world over
are coming to recognize that they cannot afford the economic
costs of denying themselves the full benefits of new

technology.

The societal infrastructure of every nation\will be
dependent in the future on information and communications
technology. Teleccmmunications users in other countries are
already beginning to recognize that competition drives
innovation and innovation provides new opportunities. Users
in other countries have only recently begun to urge their
own national authoritief to open their equipment markets and
systems to new competition. Other countries are beginning
to move in the direction of liberalization--witness the
recent moves in the United Kingdom and Japan. It is a trend
that I am certain will continue because technology will
force it., We need to encourage a world trading system which
recognizes the enormous costs of hindering technology, and

\
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we need government authorities willing to look at the source
of innovation without an undue regard for nationality. 1In
the U.S. we too need the best that technology has to offer.

Other nations' users must surely feel the same way.

We all face new challenges, but our greatest challenge in
the U.S. will be to maintain our global techhological
advantage., Divestiture and deregulation in the U.S. have
set a positive example for other nations at a time when
telecommunications technologies are global, and are evolving
constantly at an accelerating pace. They are in fact
defining the total information structure of the nation and
the world. The telecommunications network has become the
backbone of modern society, and virtually every nation on
earth is devoting considerable resources to their
telecommunications and information sectors. And therein
lies the significant challenge in the political and
regulatory arena. We in the private sector must constantiy

translate innovation into new network and system
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applications. Government leaders have the task of promoting
their national interests without thwarting the dynamics of
technological change.

We can continue in the U.S. and in North America to provide
the world's best telecommunications and information systems,
but in the éurrent world environment we cannot afford to
embrace government policies which are linked to a NIH (not
invented here) mentality. American industry must be able to
take advantage of the full potential of the
telecommunications infrastructure. So too must our trading
partners. The convergence of communications and information
systems and iechnolcgies means that system
distinctions--even global system distinctions--are
essentially artificial. The pace of technological change
makes it essential that government executives throughout

the world avoid artificial trade barriers which would deny
the benefits of that change to their own societies.

Technology tends to move faster than our legislative,
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regulatory, or governmental processes, but government
executives do have the power to significantly enhance or

“inhibit evolving tecnnology.

Sectoral trade reciprocity would inhibit technological
change by creating artificial barriers or quotas that would
exclude innovative products from some world sources and deny

to our people the opportunity to be competitive.

For four decades the U.S. has been setting an example of
trade freedom for other nations to emulate. It is
f;equently a burden for the U.S. to set an example, but it
is an honorable burden. It is easy for a nation to create
trade barriers and it is easy for a nation to inhibit
technological change. I would hope that the U.S._would
continue to enzourage competition and encourage the
development of new technology. Other nations are going to
have no choice but to follow the lead of technology which

will make it increasingly difficult for them to restrict
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or close their markets. I hope that the U.S. will continue
to set an open market example for other nations., Surely it

will not be easy, but it will be the right thing to do.

In summary, Senator Danforth, we at Northern Telecom deeply
appreciate your interest in opening world markets. It is an
objective we share. We believe the most effective way to
achieve our shared objective would be to motivate and
provide incentives for technological change, which would

induce our trading partners in their own interest to open

their markets to the most innovative producers of their

equipment needs.
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APPENDIX A

EDMUND B. FITZGERALD

Edmund B. Fitzgerald, 58, is chairman of the board of
Northern Telecom Inc. and president of Northern
Telecom Limited, Mississauga (Toronto), Ontario. Re
was appointed to these positions on May 1, 1982, He
is also a member of the Board of Directors, Northern
Telecom Limited.

Prior to this position, Mr. Fitzgerald was president,
Northern Telecom Inc., Nashville, Tennessee, the
company's U. S. subsidiary. Re joined Northern
Telecom in May, 1980. Previously he had been chairman
and chief executive officer of a U.S. high-technology
company, Cutler-Bammer Inc., Milwaukee. Following a
merger of Cutler-Bammer and Eaton Corporation,
Cleveland, he was vice-chairman and chief operating
officer, industrial products, Eaton Corporation.

Mr. Pitzgerald is a trustee of the Northwestern Mutual
Life Insurance Co., and is a director of the

Roppers Co. He is a co-founder of the Milwaukee
Brewers major league baseball team and, until
recently, served as its chairman.

Mc. Fitzgerald is chairman of the Committee for
Economic Development, Washington, D.C., ard he is a
member of President Reagan's National Security Tele-
commwunications Advisory Committee, the Council of
SRI-International, the Advisory Board of the Johns
Hopkins School of International Studies, and a former
president of the National Electrical Manufacturers
Association. He served for three years as vice-
chairman of the Industry Advisory Council of the
Department of Defense.
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ArroiidUiA B

Northern Telecom 1Inc.
Manufacturing Plants (14)

Location ' Principal products manufactured

CALIFORNIA :

San Diego Integrated circuits
santa Clara Electronic and digital PABXs

FLORIDA

West Palm Beach Printed circuit boards
West Palm Beach Hybrid components

GEORGIA

Atlanta Transmission equipment
JILLINOIS

Morton Grove . Outside plant
MINNESOTA

Minnetonka Data terminals

NEW HAMPSHIRE

Concord Test equipment

NEW JERSEY b

Moorestown Test equipment

NORTH CARCLINA

Morrisville Switching

Creedmoor Switching

Durham Switching

TEXNNELS SEE

Nashville Telephone sets .
TEXAS

Richardson Network systems
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Senator DANFORTH. Senator Long, do you have a question for Mr.
Fitzgerald?

Senator Long. No.

Senator DANFORTH. You don’t think that is wishful thinking?

Mr. FirzgeraLp. No, sir. I do not think it is wishful thinking. I
can show you examples certainly in the United Kingdom and in
Japan where it is becoming evident today, and I think even in the
countries of continental Europe, which probably are the most
closed today, you will see that large multinational institutions are
beginning to pressure their telephone authorities to get the same
rights to have private networks and international networks that
their competitors in North America have. I think the financial in-
stitutions are a good example. Many of the large banks in conti-
nental Europe with whom we deal are really putting pressure on
their telephone administrations to get the same privileges that
they see Citicorp and Bankers Trust and those people in the
United States because, in the banking business, information and
time is how you make your money, and they don’t like deeding the
advantage of a better communications system to their competitors
whose home base is the United States. And that to me is the most
effective pressure when you get the internal users pushing their
governments, rather than having our Government threatening
their governments.

Senator DANFORTH. Right, but generally speaking, trade barriers
don’t come down because of interna] pressure, do they? They come
down because there is an agreement negotiated among countries or
between countries. We don’t rely solely on the good offices and
good will of our trading partners to allow in U.S. products. We
have in telecommunications enjoyed a comparative advantage—at
least that is my understanding—and yet we have not had access to
their markets regardless of the quality of our products.

Mr. FirzGeraLp. Certainly the United States is a preeminent
factor in the telecommunications business. I would not say it is the
sole preeminent buyer in the world any more. Now, I don’t think it
has to be solely, Senator. I think the pressure of our Government
coupled with internal pressures can be very effective. I think you
will see deregulation and opening of the customer premise equip-
ment market more quickly than you will see the backbone national
networks, which are Government owned, but I think you will see

=== -chipping away from the bottom of that national public network,

just as the way it started in this country really with the Carter——
Senator DANFORTH. Is that going to be a long process, or is that

" going to be a fast process?

Mr. FirzgeraLp. Fast and long is a relative term, but I think be-
tween now and the end of this decade, you are going to see a signif-
icant change, and as was said earlier, I don’t know that a tariff

- proposal is capable of providing much of a change before the end of

this decade either.

Senator DANFORTH. Thank you very much, Mr. Fitzgerald. I hope
you make your other appointment.

Mr. FirzGeraLp. Thank you very much.

Senator DANFORTH. Mr. Anderson.

40-899 0 - 85 - 8
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STATEMENT OF STANTON D. ANDERSON, ESQUIRE, ANDERSON,
HIBEY, NAUHEIM & BLAIR, WASBINGTON, DC, ON BEHALF OF
THE COMMUNICATION INDUSTRIES ASSOCIATION OF JAPAN

Mr. ANpERsSON. Thank you, Mr. Chairman. I am here to testify
today on behalf of the Communications Industries Association of
Japan. CIAJ is the leading organization of communications equip-
ment manufacturers in Japan and is comprised of more than 200
corporations which manufacture a full range of telecommunica-
tions equipment for the Japanese market and for export to world
markets. CIAJ fully shares the objective of an open international
trading system in telecommunications equipment sought by the
sponsors of 2618.

We are concerned, however, about the means by which the bill
would seek to accomplish this objective. We believe that the princi-
ple of sectorial reciprocity embraced by the bill could ultimately
result in more restrictive instead of less restrictive trade in tele-
communications equipment marketplaces. In embracing a sectorial
reciprocity standard, the bill would have the President judge the
fairness of foreign market access in telecommunications equipment
in accordance with access afforded foreigners in the U.S. market.
Such an approach, if adopted by our trading partners and other
sectors, could result in an international trading system which each
nation accords differing treatment to imports depending on their
source. We would have a product-by-product country-by-country
balancing of trade flows, and a turning away from the internation-
al agreements and framework negotiated under the GATT. Access
under such a system would be the consistency and comprehensive-
ness now afforded under the principle of MFN treatment. The
danger of proceeding down the path proposed in the bill in our
view is that the threat of unbinding U.g. tariffs on telecommunica-
tions equipment would be a highly visible action which would tend
to legitimize the use of article 28 for this purpose.

U.S. trading partners seeking to protect their own emerging high
technology industries would eagerly follow the U.S. lead. A succes-
sion of actions by our trading partners to unbind in areas such as
computers, telecommunications, and other emerging sectors could
easily follow. We question whether such an action is in the interest
of the United States, let alone the world trading system. With re-
spect to Japan, regulatory changes are now underway in the Japa-
nese market, and these changes should provide U.S. telecommuni-
cations producers with new opportunities for sales in the years
ahead. The deregulation of the Japanese market will result in the
establishment of new networks, common carriers and service com-
panies. As in the case of deregulation in the United States, these
new carriers and service companies will be sensitive to quality, re-
liability, technology, and cost, and will look to foreign sources of
competitive equipment. For example, a number of Japanese firms
are expected to enter the long distance telephone service market in
Jagan, and there are indications that these firms will purchase
U.S. satellite equipment to service their long distance markets. The
emerging private or non-NTT segment of the Jananese telecom-
munications market is now open to competition by U.S. firms. Leg-
islation pending in the Japanese Diet would deregulate the value-
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added networks and would not discriminate between domestic and
foreign participants. We are not aware of any pending legislation
or law in the telecommunications area which would favor Japanese
over American firms, although like the United States, Japan would
maintain restrictions on foreign ownership of broadcast radio and
common carrier licenses. We view the passage of S. 2618 as an ob-
stacle to the progress in telecommunications trade, which has been
achieved through cooperation between the United States and Japa-
nese Governments. Progress has been made in increased U.S. par-
ticipation in NTT’s procurement programs, and solutions have
been found to issue such as the U.S. participation of the value
added networks. The citizens of both our countries have benefitted
greatly from the relationship that has developed between the two
countries in telecommunications trade. Continued bilateral collabo-
ration will ensure that these benefits increase in the future. Thank
you.

Senator DanrForTH. Thank you, sir. Ms. Spero.

[Mr. Anderson’s prepared written statement follows:]
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Statement of
Stanton D. Anderson
On Behalf of
Communications Industries Association of Japan
Before the Senate Pinance Committee
Subcommittee on Trade

Mr. Chairman and Members of the Committee:

My testimony is presented on behalf of the
Communication Industries Association of Jipan (CIA=J). CIA-J
is the leading organization of communications equipment
manufacturers in Japan, and is comprised of more than 200
corporations which manufacture a full range of telecommunications
equipment for the Japanese market and for export to world

narkets.

CIA-J fully shares the objective of an open
international trading system in telecommunictions sought by the
sponsors of S. 2618. We are concerned, however, about the means
by which the Bill would seek to accomplish this objective. We
believe that the principle of sectoral reciprocity embraced by
the Bili could ultimately result in more restrictive, instead of
less restrictive, trade in the telecommunications equipment

marketplace.

The United States has long been the world leader in
promoting more liberalized trading practices and negotiating
reductions in barriers to international trade. Through such
leadership, the United States has adhered to the principle of

global rather than sectoral reciprocity. While all nations are
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tempted by the lure of sectoral reciprocity, the United States
has recognized that such an approach would undermine the

multilateral approach to international trade.

In embracing a sectoral reciprocity standard, S. 2618
would have the Administration judge the fairness of foreign
market access in telecommunications in accord with access
afforded foreigners in the U.S. market. Such an approach, if
adopted by our trading partners in other sectors could result in
an international trading system in which each nation accords
differing treatment to imports depending on their source. We
would have a product-by-product, country-by-country balancing of
trade flows, and a complete rejection of the international
agreements and framework negotiated under the GATT. Absent under
such a system would be the consistency and comprehensiveness now

af forded under the principle of Most Pavored Nation treatment.

The threat of unilateral restrictions imposed under the
\
Bill would be an invitation to other nations to follow the U.S.
lead toward sectoral reciprocity. This could easily result in

the unraveling of gains achieved in prior trade negotiations.

The use of Article 28 to unbind tariffs on
telecommunications equipment, and thereby protect the U.S.
telecommunications equipmént industry, is a departure from the
use of Article 28 intended by the framers of the GATT. This view
is apparently shared by the Office of the U.S. Trade
Representative which flatly opposed the use of Article 28 by the

European Economic Community (EEC) last year to unbind its taciff
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on digital audio disc players, and thus protect an emerging EEC
industry before imports of the item became a factor. The U.S.

Government also has vigorously opposed an EEC proposal to unbind
the tariff on corn gluten feed and citrus pellets on the grounds

that this i3 a misuse of Article 28 and a protectionist action.

The danger in proceeding down the path proposed in
S. 2618 is that the threat of unbinding U.S. tariffs on
telecommunications equipment would be a highly visible action
which would tend to legitimize the use of Article 28 for this
purpose. U.S. trading partners seeking to protect their owﬂ
emerging high technology industries would eagerly follow the U.S.
lead. A succession of actions by U.S. trading partners to unbind
in areas such as computers, telecommunications, and other
emerging sectors, could easily follow. We question whether such
action is in the interest of the United States, let alone the

world trading system.

The Bill would mandate an increase in U.S. tariffs on
telecommunications equipment from approximately 15 percent to
approximately 35 percent where new bilateral agreements governing
telecommunications trade are not concluded. 1In those instances,
the U.S. will be required under GATT rules to compensate its
trading partners for trade lost as a result of the unbinding and
the subsequent increase in U.S. tariff rates. It has been
suggested by the sponsors of the Bill that the compensation oweé
by the United States to those trading partners would be minimal

because of the relatively low trade levels in telecommunications
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equipment in the pre~AT&T divestiture period and the fact that
foreign countries never expected or paid for the divestiture.
However, we disagree with this analysis and believe that the U.S.
>Govetnment could owe a significant level of compensation to those

trading partners faced with increased tariff rates.

It is established GATT practice that unilateral action
(e.g., diveStiture of AT&T) taken by a signatory which in some
fashion enhances the value of a previously negotiated tariff
concession does not give rise to a claim by that signatory that
it should be compensated for such unilateral action. Similarly,
where signatories have unbound a tariff concession, compensation
has been calculated on the basis of the full amount of trade lost
as a result of the unbinding, notwithstanding the fact that much
of the trade itself may have resulted from an internal
developrent (e.g., divestiture of AT&T) which had not been

bargained or paid for when the concession was negotiated.

Although we hesitate to speculate on the precise lavel
of compensation which might be owed by the United States to its
trading partners, we believe that it could be significant in view
of current trade levels. U.S. trading partners, in seeking
compensation, will surely impose tariffs or barriers on products
thch are on a similar fast growth trend line as the
telecommunications products unbound by the United States. Hence,
it {3 quite possible that the U.S. will suffer retaliation with

respect to its high technology or agricultural exports.
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With tespoée to Japan, over the past three years,
tremendous progress has begp made in liberalizing the Japanese
telecommunications market and this progress will continue. Since
January, 1981, procurement by Nippon Telephone & Telegraph Public
Corporation (NTT), has been in accord with the GATT Procurement
Code and the bilateral agreement governing such procurements
between the Governments of Japan and the United States. As a
regsult of the renewal of the bilateral agreement in January,
1984, NTT is taking a series of steps specifically directed
toward increasing U.S. participation in NTT procureaent and

regearch and development prograns.

Since 1981, NTT procurement and research and
development programs have been open to U.S. firms. The programs
have been nondiscriminatory, and thus do not favor Japanese over
American companies. There has been a steady improveiment in the
participation of U.S. firms in NTT's research and development
programs, While U.S. sales of telecommunications equipment to
NTT have not yet reached their full potential, there are positive

indications of increased U.S. exports.

Reqgulatory changes under way in the Japanese market,
should provide 0U.S. telecommunications producers with new
opportunities in the Japanese telecommunications market in the
years ahead. The deregulation of the Japanese market will result
in the establishment of new networks, common carriers and service
companies. As in the case of deregulation in the United States,

the new carriers and service companies will be sensitive to

[}
I
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quality, reliability, technology and cost and will look to
foreign sources of competitive equipment. Por example, a number
of Japanese firms are expected to enter the long distance
telephone service market in Japan shortly after deiegulatlon
occurs, and there are indications that these firms will purchase

U.8. satellites to service the long distance market.

Traditional equipment supplier relationships may be
unbound as competition intensifies among suppliers, creating new
opportunities for U.S. firms., Deregulation of the Japanese
market, therefore, will mirror to a great extent the deregulation
of the U.S. market in terms of the opportunities created for

foreign sources of supply.

The emerging private, or non-NTT, segment of the
Japanese telecommunications equipment market is now completely
open to competition by U.S. firms. Legislation pending in the
Japanese Diet would deregulate Value Added Networks and would not
discriminate between domestic and foreign participants. We are
not aware of any pending legislation or law in the
telecommunications area which would favor Japanese over American
girms, although, like the United States, JQpan will maintain
restrictions on foreign ownership of broadcast, radio and common
carrier licenses. It is our understanding that Japanese law
governing ownership of such licanses will mirror the restrictions
gset forth in U.S. law under Section 310 of the Communications Act

of 1934, as qnended.
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We are aware of concerns regarding the future prospects
of U.S. firms in Japan's market as deregulation continues. Japan
is obligated, as is the United States, under Article III of the
GATT not (o impose laws or regulation: which discriminate between
imported and domestic products. Clearly, if any government
imposed barriers to U.S. equipment exports were found to exist,
the U.S. Government could seek redress through GATT Article 23

and the dispute settlement process.

Hence safeguards exist under the GATT for ensuring
accese for U.S. telecommunications equipment firms in the
emerging private segment of the market. For the public or the
NTT side of the market, nondiscriminatory treatment is ensured

under the Procurement Code and NTT Agreement.

We view S. 2618 as an obstacle to the progress in
telecommunications trade which has been achieved through
cooperation between the U.S. and Japanese Governments. The U.S.-
Japan bilateral relationship in telecommunications trade is -
improving, despite the current imbalance in trade flows. Through,
increased cooperation between both sides, solutions can be found
to bilateral traie difficulties. Progress has been made to
encourage increased U.S. participation in NTT's procurement
programs, and solutions have been found to issues such as U.S.
participation in Value Added Networks. The citizens of both the
U.S. and Japan have benefited greatly from the relationship that
has developed between the two countries in telecommunications

trade. Continued bilateral cooperation will ensure that those

benefits.increase in the future,

This material is circulated by Anderson, Hibey, Nauheim & Blair,
1708 New Hampshire Avenue, N.W., Washington, D.C. 20009, which is
registered with the Department of Justice, Washington, D C.,
under the Poreign Agents Registration Act as an agent for the
Communication Industries Association of Japan. The required )
registration statement is available at the Department of Justice
for public inspection. Registration does not indicate approval
of this material by the U.S. Government.
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STATEMENT OF JOAN E. SPERO, SENIOR VICE PRESIDENT,
INTERNATIONAL CORPORATE AFFAIRS AND COMMUNICA-
TIONS, AMERICAN EXPRESS CO., NEW YORK, NY

Ms. Spero. Mr. Chairman, Senator Long. My name is Joan Spero,
and I am senior vice president for international corporate affairs at
American Express Co. I want to thank you for this opportunity to
present an international business users’ view on U.S. international
and telecommunications trade policy. Let me begin, Mr. Chairman,
by commending you for your efforts to help American business deal
with foreign trade barriers. And as a representative of an interna-
tional services company, I would also like to take this opportunity
to applaud your efforts ard the efforts of this committee to promote
comprehensive legislation to liberalize international trade, includ-
ing trade and services in S. 144. Mr. Chairman, my company whole-
heartedly agrees on the need for positive action to liberalize inter-
national trade in teleconmunications. My main point today is that
this legislation does not go far enough because it leaves out a major
group of players in international telecommunications—the users of
telecommunications. They are the many highly competitive, rapid-
ly growing American companies whose ability to export their goods
and services and thus to create economic growth and jobs at home
depends heavily on telecommunications. As S. 2618 correctly sug-
gests, the deregulation of the U.S. telecommunications market has
created an imbalance in international telecommunications trade
between the highly regulated telecommunications monopolies
abroad and the more competitive U.S. telecommunications indus
tries.

We users of telecommunications products, services, and facilities
abroad have had to deal with that imbalance every day for years.
Many governments have found that regulation of the telecommuni-
cations infrastructure through their PTT monopolies provides an
especially convenient mechanism for nontariff protectionism
against a wide variety of foreign goods and services industries. Pri-
vacy and availability of leased lines. Limited choice of equipment.
Exclusion from access to telecommunications networks. Perform-
ance requirements. All of these significantly reduce a foreign firm’s
commercial competitiveness and thus can serve as a very effective
nontariff trade barrier. Foreign firms like mine facing these bar-
riers have little recourse, especially in the absence of any interna-
- tionally agreed rules or U.g. remedies that could deal with this
kind of protectionism. This unpredictable policy environment
makes it extremely difficult for American companies to make the
kinds of plans and investments, costly and long term, that are nec-
essary to keep pace with international competition. U.S. legislation
in the telecommunications field, including S. 2618, should address .
this imbalance. The Congress should provide the Government with
a mandate that would give prominence to users problems and
would highlight the need for appropriate U.S. Government action.
For example, the reference in g 2618 to services using telecom-
munications needs to be clarified, and this reference should be in-
cluded in all of the operative parts of the Lill. Legislation should
provide the negotiating authority to enable the executive branch to
reach bilateral and multilateral agreements that address user con-
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cerns. And U.S. policy should provide for remedies through domes-
tic law that mandates Government action and gives Government
the tools for action. Extension of S. 2618 to address concerns of
users as well as suppliers would contribute significantly to these
ends. Thank you.

Senator DANFORTH. Thank you. Mr. Sorensen.

[Ms. Spero’s prepared written statement follows:]
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STATEMENT
(¢} 3
Joan E. Spero
Senior Vice President

International Corporate Affairs
American Express Company

Mx. Chairman and distinguished members. My name is Joan Spero
and I am Senior Vice President for International Corporate
Affairs at American Express Company. I want to express my
appreciation for this opportunity to present the views of my
company ~-=- a major user of telecommunications around the world

== on the subject of international telecommunications policy.

First of all, I want to commend you, Mr. Chairman, for your
continuing efforts to address the growing problem of barriers
to trade. While we have some concern about approaching
telecommunications trade issues through sectoral reciprocity
neasures, we wholeheartedly share your view that meaningful
steps must be taken to encourage the negotiation of bilateral
and multilateral regimes to liberalize trade in the
telecommunications field. We also believe that such action
should be taken as soon as possible, before rapidly expanding
barriers to trade in telecommunications, information and
related services lead to a further deterioration of the overall
international trading system. Your initiative is particularly
timely, since recent deregulation of the U.S.
telecommunications market could significantly alter our
country's trade performance and negotiating position vis a vis

teleconnunications monopolies abroad.
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Indeed, we believe that the scope of S. 2618 shou.l be extended
even further. In the past, public discussion of international
telecommunications issues has traditionally been limited to
addressing the problems of only two groups: the carriers or
companies that operate the world's vgpt communications systems,
and the manufacturers of the equipment and software that make
the systems possible. The carriers and manufacturers, however,
represent only the tip of the proverbial iceberg. The
submerged part of the iceberg, which is of course much larger,

represents the users of those facilities.

Who does this vast number of telecommunications users include?
Banks, insurance companies, accounting firms, and travel
service organizations all are users. My own company uses
telecommunications for the delivery of financial, travel and
information services. All our principal businesses =--
insurance, payment systems, asset management, international
banking and securities -- must move information across national
borders with speed, accuracy, reliability and security. We
could not function without rapid, unhindered global

communications. For example:

o We process 350 million American Express Card

transactions annually:
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We authorize 250,000 of those transactions each day
from throughout the world within an average response
time of 5 seconds;

We verify and replace lost or stolen Travelers Cheques
sold by more than 100,000 banks and other selling

outlets around the world;

We access reservation systems and travel service data
bases from offices in more thanm 125 countries;
We complete 56 million insurance premiums and claim

transactions annually;

We execute approximately $10 billion a day in
international banking transactions, in the form of
money transfers, letters of credit and foreign

exchange transactions; and

We respond virtually instantaneously to 500,000 daily
messages directing high-speed trading in securities,
commodities, bonds, Treasury bills and a host of other

items.
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This diversity of services.and networks relies on every form of
comnunications media: private leased lines as well as public
data networks: cable, microwave and satellite transmission,
and, soon, experimentally, optical fiber. Telex and voice
communications play major roles in addition to on-line data
transmission. In the future, however, private integrated
networks will carry both voice and data traffic. For American
Express the cost of developing, operating and maintalniné these
information processing systems and communications networks
ranges between $300 and $400 million annually., Among major

international companies this expenditure is hardly atypical,

Nor are financial services companies like mine alone as users
of international telecommunications. American-based
international firms involved in engineeriﬂg and construction,
transportation, management consulting, accounting and many
other services also rely heavily on international
communication. And increasingly, American goods-producing
firms also depend on high-speed data flows for the coordination
of production and marketing, for planning, accounting and
financial management; for inventory control and sales
coordination; for employee systens, including payroll,
personnel and human resource planning; and for the

communication of complex engineering and design computations.
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The fact is, telecommunications and international data
transmission are the life blood of my company, as well as many
other companleé that represent some of the highest growth
sectors in the American economy. International
telecommunications has made it possible for services to become
a major component of United States exports, and these services,
in turn, have facilitated the export of American-made gocds.
International telecommunications is thus directly and
inextricably linked to jobs and economic growth in the United

States.

Because we business users rely so heavily on
teleconmunications, many governments have found that regulation
of the telecommunications infrastructure provides an especially
convenient mechanism for protectionism against a wide variety
of foreign goods and services producing industries that use
telecommunications facilities. As S. 2618 recognizes,
deregulation of the U.S. telecommunications market has created
an imbalance that could have negative consequences for the U.S.
telecommunications suppliers. However, we users of technology

have had to deal with this imbalance every day for years.
Outside of the U.S., almost all nationa) telecommunications

systems are operated as government owned or controlled post,

telephone and telegraph monopolies, the "PTTs". Likewise,

40-899 O - 85 - 9
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suppliers of teleconmunicationa equipment and related products
and services are often owned by, or at least highly dependent
on, the telecommunications monopoly. While there are
significant moves toward deregulation in the United Kingdom and
Japan, in most countries the telecommunications monopolies are
well entrenched, economically and politically. Therefore these
government monopolies are readily able to inplenent policies
that redirect or obstruct our business information flows
without much opposition. And foreign firms facing these
barriers have little recourse, especially in the absence of any
internationally agreed principles or procedures to deal with
this kind of protectionism. Moreover, because these barriers
are often arbitrary and outside of the existing trading regime,
American companies are faced with an uncertain and
unpredictable policy environment in many countries that makes
it difficult to make the necessary plans and major new
investments needed to keep pace with the changing technology

and the competitive environment.

dow do telecommunications monopolies use regulation to the
disadvantage of U.S. companies selling or producing goods and
services abroad? One way is by simply using their monopoly
powers to raise the cost of telecommunications facilities and
servicas to arbitrarily high levels. Because foreign

companies, especially services companies, must rely more
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heavily on telecommunications than their dome- .ic counterparts,
the increased cost imposed by such telecommunications barriers
can significantly reduce foreign firms' commercial
conpetitiveness. Another way of raising costs and hampering
foreign competiticn is by limiting users' choice of equipment
or services, thus forcing the foreign company to establish a
global telecommunications system that is a veritable “"patchwork
quilt” of equipment and facilities. Such requirements can
eliminate opportunities for economies of scale in equipment
procurement and can compromise the system's optimum technical
efficiency. Goverments may also limit foreign competition by
imposing unreasonable, arbitrary or discriminatory technical
requirements for access to the national telecommunications
system. Or, foreign companies' access to specialized private
and public telecommunications networks may be severely limited

or barred outright.

Let me give you some more specific examples of how such

barriers works

Restrictions on leased lines: Companies rely heavily on the

use of private telecommunications lines leased from the PTTs at
a fixed price that does not vary with the volume of usage.
Such privately leased lines are cost effective for heavy

business usurs and enable such users to develop
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telecommunications systems that are suited to their particular
business needs, PTTs can use their monopoly control to
restrict or eliminate use of private leased lines or to
eliminate fixed rate pricing. As a result, foreign service
companies and other foreign telecommunications users must incur
higher costs for transmitting and processing data in their-home
country or elsewhere abroad. Elimination of leased lines can
also reduce the user's flexibility in setting up a
telecommunications system and can thus impose serious
constraints on that user's business. For example, American
Express experience in Germany indicates that the forced use of
the less efficient public network would unacceptably delay
transmissions that are essential to our business. Japan,
Germany, and Italy, among others, have used some form of

restriction on the use of leased lines.

Barriors to access to specialized networks: An extremely

important new trade barrier in the telecommunications field has
emerged in the form of limits on foreign companies' access to
specialized telecommunications networks. For example,
automatic teller machine networks are being established in many
countries, by government controlled and privacve banks, often in
cooéeratton with the national telecommunications authority.
These machines are fast becoming a major outlet for banking and

other financial services. However, all too frequently, foreign
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companies are excluded from plugging in to these automatic
teller machine networks and are thus effectively barred from
competing in that market. Another important new commercial
application of new telecommunications and data processing
technologies is the "point-of-sale" network, which provides
individual retail establishments with the means to communicate
directly with the data bank of a charge card company in order
to verify and process customers charges. If foreign card
companies are excluded from the point-of-sale network, or if
they are not allowed to be involved in crucial decisions
concerning the establishment and administration of the network,

they cannot hope to be able to provide competitive services in

that country.

These new specialized telecommunications systems are literally
becoming the electronic highways of the future. To sell our
products abroad, and to develop and market new products, our

companies cannot be barred from access.

Performance requirements: Governments may explicitly prohibit
companies from transmitting data abroad for storage or
processing. Such fequirenentn may be imposed for the expressed
purpose of protecting the domestic data processing industry or
for other reasons, such as banking regulation. American

Express has had to adjust its telecommunications and data
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processing systems to meet such requirements in both Canada and

Brazil.

Hardware/software procurement: As the current draft of S. 2618

would acknowledge, PTTs often force foreign companies to
purchase domestically-made telecommunications ov data
processing equipment or software. Or thoyanay impose
discriminatory or unnecessary standards and approval procedures
for suth equipment. This protection keeps the cost of such
materials high. It also keeps the business users from choosing
systems that best meet that users' particular Husiness
requirements. And it prevents international cimpanies from
harmonizing their global information systems, :hus placing
foreign-based companies at a competitive disad -antage. Brazil,
France, Japan and the Federal Republic of Germany, among

others, use and/or plan to uuse such restricticns.

As you can see, restrictive telecowmunications policies abroad
have a negative impact not only on U.S. telecommunications
equipment suppliers, but also can harm U.S. business

performance on the world market in virtually every industry.

So how do we propose to address the problem? As a long range
goal, the most effective way of dealing with the trade effects

of telecommunications regulation should be on a multilateral
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basis, through the General Agreement on Trade and Tariffs --
the GATT. For example, we would like to see these
telecommunications user issues addressed in a new GATT code for
services that would cover trade in information and
information-related services. Existing GATT codes, for example
the Subsidies Code and the Standards Code, coul& also be
extended to information services and.telecommunications
products. GATT principles, such as national treatment and
most-favored-nation, could be extended to cover information and
telecommunications policies, and GATT appeals and dispute
settlement procedures could also be extended to information

services.

In addition, an international regime could provide for new
principles to deal with trade problems faced by

telecommunications users, principles such as:

[ cost-based pricing for leased lines and other

telecommunications facilities,

o the right of foreign companies to "plug in" to public

and private specialized telecommunications networks,

o the right of presence for foreign companies providing

information and information related services, and
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o the right of "nonestablishment” to ensure that foreign
companies can provide information and other services
via telecommunications, without having to locate

facilities in the host country.

These are long-range goals, of course. In the short and long
run what we really need is effective action by the U.S.
Government. At present, the principle of "free flow of
information” on which U.S. policy is based is too often simply
that -- a principle, without teeth and without force in
domestic and international iaw and practice. For this
principle to become a reality, we need to develop a clear and
consistent new U.S. policy for international telecommunications
and information that recognizes the problems faced by
international telecommunications users. In the absence of an
international regime, and as an integral part of any regime
that will be developed in the future, this policy must enable
our government to act on users' behalf, when appropriate, in

dealing with other governments and government agencies.

U.S. policy should provide for negotiating authority to enable
the Executive Branch to reach bilateral and multilateral
agreements to provide competitive opportunities not only for

telecommunications products, as S. 2618 envisages, but also for
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users of telecommunications. While the draft bill does refer
briefly to services using telecommunications products, this

reference is somewhat unclear and incomplete.

Finally, U.S. policy should also provide for remedies for
discriminatory treatment, through domestic law that mandates
government acgion and gives government the tools for action.
Business users currently have few if any remedies to counter
arbitrary and discriminatory actions in the area of

telecommunications and information.
\ .

To create such a U.S. policy we need a clear mandate from
Cor.gress. Extension of S.2618 to address not only the concerns
of telecommunications equipment suppliers, but also to clearly
recognize the interests of U.S. telecommunications usexs, would
go a long way toward providing this mandate. It would give
prominence to a serious problem and would highlight the need
for U.S. government action. More directly, it would give the
government negotiating authority to reach bilateral
multilateral arrangements that would encourage liberalization

of trade in the new information age.

To conclude, Mr. Chairman, U.S economic strength in the future
will depend on inforration intensive production in both the

gervices and manufacturing sectors. U.S. government action is
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essential in the long run if we are to promote trade, jobs and
growth in these economic sectors that offer the most promise
for the United States in the future. Moreover, action in this
area is also crucial if we are to avoid further deterioration
of the international trading system. As information-related
industries become a more and more important component of
overall economic activity and job creation in many countries,
the failure to address the problem of telecommunications
barriers to trade will erode the overall multilateral trading
system. Countries will be less likely to give up protection of
those sectors in which they no longer hold a comparative
advantage if they are prevented from competing internationally
in the new information sectors in which they do have an
advantage. Ultimately, the effect of continued barriers in the
information sector will diminish economic efficiency and

productivity in the world economy as a whole.

STATEMENT OF LOREN SORENSEN, MANAGER, EXPORT SERYV-
ICES, VARIAN ASSOCIATES, PALO ALTO, CA, ON BEHALF OF
THE AMERICAN ELECTRONICS ASSOCIATION, WASHINGTON, DC

Mr. SorReNSEN. My name is Loren Sorensen. I am export services
manager at Varian Associates. I am appearing here on behalf of
the American Electronics Association—in high technology endeav-
ors. I chair the AEA international committee and want to thank
you for the opportunity to appear before this distinguished commit-
tee. We believe that the issue that you are addressing in S. 2618 is
a vital one for the American electronics industries. We appreciate
the leadership you are exercising in raising this issue. The Ameri-
can Electronics Association endorses the objective of S. 2618 to pro-
vide a competitive market opportunity for American companies in
foreign telecommunications markets. We believe that free trade
has provided significant economic benefits, Bringing telecommuni-
cations equipment and services under GATT rules would be an im-
portant expansion of GATT coverage. Serious negotiations to open
world telecommunications markets, however, are unlikely to con-
clude successfully unless the United States provides substantial in-
centives for such negotiations. Your bill ofters an approach to de-
veloping the leverage needed. We support several of your specific
%roposals, such as the granting of authority to eliminate or reduce

.S. telecommunications duties as part of a package that offers the
United States real access to foreign markets. Additionally, we sup-
port your emphasis on the need to update U.S. telecommunications
trade nomenclature. Other proposals in your bill need further re-
flection. We believe there are also a number of other bargaining
chips that should be considered. Negotiations under the procure-
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ment code are slated to conclude in mid-1985. As incentives to gain
coverage of foreign postal, telephone, and telegraph systems, the
United States could offer to include the approximate $4 billion in
entity coverage that was excluded from our Tokyo round commit-
ments. We could also offer to include Federal grant aids to the
States under our procurement code commitments. These grants,
which include such activities as our highway program, are not cov-
ered by the procurement code and frequently contain “Buy Amer-
ica’” provisions. The United States could also consider conditioning
maintenance of some special benefits offered to foreign suppliers on
openness of the foreign recipients market. For example, developing
countries that are becoming increasingly competitive in telecom-
munications could be required to have open access of their own
telecommunications market as conditions for continuing to receive
GSP benefits.

Under the new generalized preference system that has been
marked up by the Senate Finance Committee, the administration
could have significant leverage for this approach. The United
States could also condition procurement of satellites and compo-
nents by agencies such as NASA to reciprocal access by supplying
countries for our satellite producers. U.S. telecommunications ex-
porters often face foreign competition in developing countries that
is supported by Government-subsidized export credits. The U.S. Ex-
imbank should be required to match whatever credit terms are of-
fered by other countries in the telecommunications area. We be-
lieve that it is now imperative that the administration develop a
coherent and well articulated policy for international telecommuni-
cations trade. At present, telecommunications functions are scat-
tered among a wide range of agencies. We believe that an inter-
agency committee should be established with a mandate to vigor-
ously promote trade access in other countries. Thank you.

[Mr. Sorensen'’s prepared written statement follows:]
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Oral Statement of
Loren Sorensen, Manager, Export Services
Varian Associates
for
THE AMERICAN ELECTRONICS ASSOCIATIOF
Subcommittee on International Trad;
Committee of Pinance

September 12, 1984

Mr. Chairman, thank you for the opportunity to appear before this

distinguished Subcommittee this morning.

We believe that the issue that you are addressing in S.2618, "The
Telecommunications Trade Act of 1984," is a vital one for the
American electronics industries., We appreciate the leadership

you are exercising in raising this issue.

The Anericag E}ectronlcq Association (AEA) endorses the objective
of S.zslslzb.pzovide competitive market opportunities for
Amecican companies in foreign telecommunications markets., We
believe that free trade has provided significant economic
benefits for the United States, and indeed for all the trading
nations that are parties to the GATT. Bringing -
teleconmunicqtlons equipment and services under the GATT rules
and codes would be an important expansion of the scope of GATT

coverage.
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serious negotiations to open world telecomminications markets,
however, are unlikely to concludQ successfully unless the United
States provides substantial incentives for such negotiations.
yYyour bill offers an approach to developing the leverage needed
for negotiations. We support several of your specific proposals,
such as the granting of authority to eliminate or reduce U.S.
telecommunications duties as part of a package that offers the
U.8. real access to foreign markets. Additionally, we support
your emphasis on the need to update U.S. telecommunications trade
nomenclature, Other proposals in your bill will need further

reflection,

We believe there are also a number of other bargaining chips that
should be considered. As you know, negotiations under the
procurement code are slatad to conclude in mid-1985. As
incentives to gain coverage of foreign postal, telephone, and
telegraph systems, the U.S., could offer to cover some or all of
the approximate $4 billion in entity coverage that was excluded
from our Tokyo Round commitments. We could also offer to include
Federal grant aids to the states under our procurement code
commitments. These grants, which include such activities as our
highway programs, are not covered by the procurement code, and
frequently contain Buy America provisions giving U.S. suppliers a
significant margin of preference. For those countries that
agreed to a genuine opening up of their telecommunications
market, the United States could agree not to impose these

provisions.
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As additional bargaining leverage, the United States could
consider conditioning maintenance of some special benefits
offered to foreign suppliers on openness of the foreign
recipient’'s market, For example, Brazil and Korea, and other
developing countries that are becoming increasingly competitive
in telecommunications, could be required to have open access of
their own telecommunications markets as a condition for
continuing to receive GSP benefits. Under the new generalized
preference system that has been marked up by the Senate Finance
Committee, the Administration could have significant leverage for

this approach.

The United States could also condition procurement of satelllteﬁ
and components by agencies such as NASA to reciprocal access by

supplying countries for our satellite producers.

In addition to the problem of lack of access to many developed
country markets, U.S. telecommunications exporters often face
foreign competition in developing countries that is supported by
government subsidized export credits. These developing countries
represent approximately 25 percent of total world
telecommunications consumption. The U.S. Eximbank should be
required to match whatever credit terms are offered by other

countries in the telecommunications area.

Above and beyond these specific steps, we believe that it is now

imperative that the Administration develop a coherent and well
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articulated policy for international telecommunications trade.
At present, telecommunications functions are scattered among a
wide range of agencies, includlnd the FCC, Departments of State
and Commerce, NASA, Eximbank, AID, USTR, and others. We believe
that an interagency conlitteo should be established with a

mandate to vigorously promote trade access in other countries.

Senator Danforth, we hope that the issues you have raised will
promote a full and vigorous debate., To assist in this process,
we will submit, in the next several weeks, a full statement for
the record expanding some of these ideas. We look forward to

working closely with your Subcommittee, the Administration and

other trade groups to develop such a program. Thank you.

Senator DANFORTH. Thank you all very much. You have added a
good perspective—several of them—to the committee’s understand-
ing. Mr. Sorensen, with respect to the issue of satellite procure-
ment, what is the status of Japan's policy on the purchase of for-
eign satellites?

Mr. SorenskeN. It is still rather cloudy. On April 27, there was a
Japanese trade package that offered the prospect that the procure-
ment system may well become open to purchase foreign satellites.
Then, in July, the Japan Times had a quote by the Director of Sci-
ence and Technology Agency that by the end of the century, Japan
would have 50 satellites up, not 1 of which would be of foreign
manufacture. Under those circumstances, we think it is still rather
murky and needs to be explored further and sorted out. If this
would continue along these lines, then we have to consider I think
the fact that NASA procurement should likewise maybe not be
purchasing Japanese components, or major components and parts.

Senator DANFORTH. Do you agree with that, Mr. Anderson?

Mr. AnpekrsoN. Not totally. It is my understanding, Mr. Chair-
man, that there are continuing discussions going on on a Govern-
ment-to-Government basis, but there are plans currently underway
by the consortium of new companies that are being formed to buy
U.S. satellites for use in their new companies and will be formed
once deregulation of the Japanese market takes place early next
year.

Senator DANFORTH. As I understand, Mr. Anderson, you don't
think that the United States particularly needs leverage to get into
the Japanese market. You think that the Japanese will feel that it
is in their best interests to open up their markets and do business
with the United States.

Mr. ANDERSON. Mr. Chairman, I think that is obviously a compli-
cated question, and it would be my judgment that we, as a Govern-
ment, have a great deal of leverage currently in Japan, and there

[y
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is a great deal of cognizance on behalf of Japanese officials about
the need for dealing with their significant trade surplus.

Senator DANFORTH. Then why does it keep getting bigger?

Mr. ANDERSON. I think there are lots of reasons for that, and par-
ticularly in the telecommunications area. I think there are several
reasons. One obviously is that I think U.S. companies until very re-
cently have focused their efforts on the U.S. market. It is a bigger
market. It is a faster growing market, and that is where they focus
their marketing efforts. Second, I think it is clear that Japan’s
market generically is always tough to crack, and it takes time and
takes effort. Last, I think it is clear that in the past NTT has domi-
nated the Japanese market, and they made domestic purchases.
That is beginning to change. And as a result of that change, I
think you will see that now the private sector market in Japan is
about the same size as the NTT market. It is growing much faster
than the NTT side or the so-called public side. So, I think in the
future you will see that segment growing even more rapidly, and
our ability to market there increasing.

Senator DANFORTH. Ms. Spero, you referred specifically to serv-
ices and I was delighted to hear your comnients about S. 144, which
is now in H.R. 3398. I think it is going to come to the floor of the
Senate again this afternoon after a hiatus of about 6 months, and I
don’t know what is going to happen, but it now contains a number
of other features, some 60-odd specific trade measures, as well as
addressing your question on services. But I think that you have
made a very good point in that clearly trade in services is absolute-
ly essential, and we have to consider that in anything that we do.

Ms. Spero. We would like to see it moved soon, Senator.

N Senator DANFORTH. Thank you all very much. That concludes the
earing.

[Whereupon, at 11:05 a.m., the hearing was adjourned.]

[Thde]following communications were made a part of the hearing
record:
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TESTIMONY
OF
EUGENE J. MILOSH
PRESIDENT
OF THE
AMERICAN ASSOCIATION
OF
EXPORTERS, AND IMPORTERS
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE
UNITED STATES SENATE
ON

$.2618, THE TELECOMMUNICATIONS TRADE ACT OF 1984
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The American Associatfon of Exporters and Importers represents over 1200
company-members engaged in the export, import and distridution of goode between
the United States and countries throughout the world. The multitude of products
sold by AAEL member companies range from chemicals, electronics, textiles and
apparel, machinery, footwear and food to automobiles, wines and specialty items.
In addition, many organizations serving the trade commsunity =- customs drokers,
freight forwarders, banks, attorneys and insurance firme ~- are active members of

AAET.

A (Y

rs are d tic manufacturers and V.S, subsidiaries of

g our
foreign companies engaged in the manufacture, import, export, and distribution of
telecommunication products. As an Association we have committed ourselves to
promoting liberslized trade and opposing protectionism on behalf of U.S.
businesses. That we are sudbmitting these comments speaks to the concerns of the
international trade community regarding passage of §.2618.

Allow us to state, for the record, that AAEI continues to support the
liberalization of trade and applauds the goal of $.2618. The further opening of
foreign markets would benefit world trade, including trade in the
telecommunications field. We must emphasize that although the Telecommunications
Trade Act of 1984 (TTA) may be a method to increase access to foreign markets, it
is a method totally inconsistent with established U.S. practice and policies.

The Act, if passed, will send & less-than-subtle message to our trading partners
that the U.S. policy is now "fair trade", with "fair trade" being defined

unilaterally by the U.S..



143

It is true that many of our trading partners' telecommunication markets may
be characterirzed as less than totally free markets. But the Tokyo and Keanedy
Rounds of the GATT and the NTT aggreement initiated methods to increase sccess to
foreign markets. While progress in expanding trade under these agreements may
not be as rapid as some would hope, the agreements still are an important and
viable tool in the effort to liberalize trade even further. It is aleo true that
the United States has been a staunch advocate of sultilateral liberalization of
trade and in fact, i{s now advocating a new round of multilateral negotistions
under the GATT. 1t is contradictory to support and possibly pass ; bill that
vhile allowing for multilateral negotistions is founded on sectoral reciprocity.

The "General Negotiating Objective(s)" of the dbill found in Sections

181(a)(1) and (a)(2) raise two fesues. One, although multilateral agreements are

wentioned in §181(a)(1) and in $182(a), the bill, de facto, operates far from the
standard of treatment conta;ned in the MFN clause of the GATT.l Once the
President determines that "the foreign trade of the [U.S.] in telecommunications
products”" is "'unduly burdened and restricted'" or the U.S. ccono;y {s ldvcroély
affected by "eny duties, import restrictions, or barriers to (or other
distortions of) international trade..." or is likely to be adversely affected dy
the foregoing, he or she nay enter into negotiations with foreign countries. The
failure of the negotiations to bring about an agreement triggers a mandatory
increase in the duty rate to the column 2 rates contsined in Title II of the TTA,
said increase to take effect three years after the bill's enactment date. The
bill can use the barriers erected by one foreign country as the lever to suspend
any or all trade agreements regarding telecommunication products, and eventually
hike the duty rate of the telecommunication product or products for which
negotiations have begun. The raise in duty affects everyone who impor.. that
product into the U.S., regardless of the country and of that country's trade

practices.
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The second {ssue raised by the negotiating objectives is the inclusion of
the standard of “"substantially equivalent to the competitive opportunities
provided by the United States..."(hereinafter referred to as SECO). The applica-
tion of such a standard, ee detailed by the TTA, demands the unilateral loosening
of trade barriers by a foreign country to ensure the non-application of U.S.
sanctions. The SECO stendard {s found in other trade legislation but in the con-
text of agreements already entered into force.2 The purpose then, of S.2618,
appears to be the stripping of the right of access co U.S. markets from foreign
producers. This definition of reciprocity i{s not envisioned dy the GATT. GATT
Article XXVIII(bis) states that tariff negotiations should be entered into on "a
reciprocal and mutually sdventageous buis."3 not under the threat of
unilaterally imposed sanctions.

The notion of sectoral reciprocity embraced by the TTA of 1984 sllows for a
"cross-over" from tariffe to non-teriff barriers (NTBs) by the withdrawl of
staged tariff reductions to address perceived NTB's. Agreements to date,
including the ;Aﬂ'. have focused on the lowering of tariff bdarriers. In our
judgwent, the TTA illegitimately appeals to GATT authority for the President to
use negotiations as leverage to unbind tariff reduction agreements and to raise
the duties on foreign telecommunication products. The undinding and raising
would be to address perceived NTB's restricting access of U.S. telecommunication
products or related services into & foreign market.

The TTA also misinterprets the spirit of the GATT as it relates to the issue
of compensation. The sponaors of the bdbill assert that the bdill is

CATT-cumpatible hecause it allows for the granting of compensatioa (TTA$183(¢)).
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In reality, the TTA {s presenting an ary to the GATT as to vhat compensstion

should be. GAZT is the arbiter of compensstion,® using fts own weans to
evaluate the compensation owed; GATT does not use the unilateral forwulas of the
country that will have to psy compensatfion.

The cowpensation formula eepoused in 8.2618,5183 gtates that the
compensstion will be measured from the date the President determines there are
restrictions to U.8. telecomunications exports to the date the unbdinding of trade
agreements is declared, not the date three ysars sfter enactwent of the TTA when
the unbinding suspension {s 1ifted and the tariffe mandatorily jump to Column 2
rates. The sponsors of the bill have stated that the barriers to U.8. trade are
already in place and that due to the ATET divesture, the U.8. Telecommunicatioans
market has slready been restructured.’ The practicel eoffect {s that the time
from vhich to measure compensation has already started runaning and will end vhen

the President announces the intention to act under $182 of the TTA. This formula

~o

would limit the compensation for the damage done to our trading partner(s) to a
static amount which would not reflect the long-term damage brought on by the
{uplementation of Column 2 rates. This formula does not have to be accepted to

the GATT to measure compensation, it cen only be presented as our nation's

srgusent to lower the of pensation owed to other countries.

The dill, 8.2618, according to its sponsors, f{s founded on the premise that
the ATGT divestiture vas a "unilaterat eoncuolo.n". "Concessions” under the GATT
are negotiated for, or made pursuant to en urnnnt.‘ The coacessions we have
made over the yesrs to other GATT partners have deen paid for dy them in the form

of lower tariffs on their imports {ncluding telecommunicetfons products from us.
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Consequently,” duties on foreign telecommunication products can be rafsed in two
ways under the GATT, but in both cases compensation would have to be paid to

other countries.’

The bill implies that either the U.S. is oot competitive in
telecommunications products or that if we are competitive in telecommunications
products we will lose out because of the unfair trade practices of other

Vuupplicro. The fact {s that the United States is the leader {n the
telecommunications field.3 If unfair trade practices ere the case then
exisring lavs on unfair trade are the answer, not this bill.

The TTA's sponsors are avare that the U.S. telecommunications industry is
not being injured at present, but say they are looking five to ten years down the
rosd.? The absence of any sort of injury test i{n this legistation is a serious
flav and a bad precedent for any type of trade remedy legislation. If §.2618 i
passed, other special interest groups can be expected to draft dille for their
reliaf on the assumption that an increased market share for s foreign
producer/supplier may occur. Trade laws vhich protect an uninjured, vibrant
industry could well be the first domino falling toward world-wide contraction of
commerce.

Before continuing the examination of the TTA it is best ;o reenphasize a
number of points. While the goal of liberalising world trade, in this case by
negotiating to open up foreign markets is a worthy one, it is best attained’
through coanstructive, multilateral negotiations. Unilateral sanctions in
internstional trede will not lead to a thriving world economy. Legislation that
allows for no discretion and protects an admittedly healthy industry should not

be implemented by s country which has been and is a leader in world trade.
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AR is willing and eager to help this Committee in fte quest to prosote
competition iz and expand trade. 8.ch expsnsion would benefit all manufacturers,
distributors, importers and exporters of telecommunication producte. But 8.2618
ie not the answver.

"gervices and investment” are aress not covered by the GATT, although their
{nclusion has been called for by some of the major industrislised countries,
including the U.8..10 put this dill, ae drafted, is not specifically limited
to telecommunications services and investment and telecommunication products.
Section 181(b)(1)(B) speaks of "barriers to United States exports of
telecommunication producte, including... restrictions on services and investment
related to trade in telecommunications productes® (emphaspis sdded) as a factor to
be taken into account when negotisting. Section 181(a)(1) st2tes a U.S.
negotiating odbjective as "to provide competitive opportunities for (U.S8.) exports
of talecommunication products (including services using such products).”
(emphasie added). Combining the above with the definition of telecommunication
products found in section 18! (a)(1),11 "gervices using such products™ are any
services vhich possess phones, vhich consideradly broadens the scope of the TIA.
Since the U.S. {s on record as supporting multilatersl negotiations for
services,!2 {t would be inconsistent to include services and investment per
8¢ under the GATT framework by unlluhul declaration.

Another way in which passage of $.2618 would be inc>ieistent with U.S,
policy is the Act's possible abrogstion of the U.S.'s GSP pro;fu. The GSP
program is designed to aid lesser developed countries. If the program is either
renewed or extended this year, and 8.2618 is passed, an inconsistency will arise.
Potentialiy, if the U.S., under the TTA, enters nagotiations with a GSP-eligible
country over telecommunication products and an agreement cannot be reached, that
country will move from duty-free status t¢ an over 351 duty rate for

telecommunication producu; GSP helps to promote and strengthen world trade.
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Not only does it provide needed currency for beneficiary countries to help pay
off their debts, but GSP also provides s coapetitive advantage to U.S. exports.
The TTA of 1984 would undercut the GSP program by establishing a nev gquid-pro-quo
for our help to less-developed nations.

Section 184(2) describes telecommunication products as those "for which
uncompensated reductions in dbarriers to importation have occurred as a result of

Jjudicial and regulatory orders intended to increas: competition in U.S,

telecommunication services and products."(emphasis added). The specific courts
or agencies are not defined. Quite possidly, a state court or state agency order
could be used to implement the TTA of 1984, We do not think that the Congress
would wish to deleg-ate its constitutional authority to regulate interstate
commerce to the executive or judicial branches, or to the states. Nonetheless,
the possibility of the usurpation of Congress' suthority, if 8.2618 was passed,

is real.

As shown above, Title I of the TTA of 1984 appears inconsistent with prior
United States' practices and policies. Vague standards and definitions contained
in the bill only add to the detrimental effect!3d passage of the bill would

have on world trade.

Title II of the TTA amends the Tariff Schedules of the United States (TSUS)
to update the nonenclatu'rc for telecommunication products. AAEI aspplauds and
endorses the initiative of the bill's sponsors snd of the ITCl4 in bringing
nomenclature which is twenty years out of date into step with the present
technology. Telecomaunications technology is still rapidly changing and it i3 of
the utwost importance that the U.83.' laws keep pace. The proposed nomenclature

of Title II is an important aad worthy effort.
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The propdsed implementation of Title II does raise a concern for the members
of AARI, The TSUS is in the midst of conversion into the Rarwonized Commodity
Coding System (HS). AAEI has been working for some years vith the Government on

this for-{duble task. As the HS, in all probadility, will be implemented in

1987, the connsonance of the HS snd the proposed Title I clature b an
important issue. It appears that Title II and the HS do not use the same
langusge. For example, items 684.57, 684.58, 684.59, 684.65, 684.66 and 684.67
in the proposed nomenclature of Title II replaces items 684.62 and 684.64 of the
present TSUS. TSUS items 684.62, 684.64 and their statistical annotations are
converted into HS heading 8517 with subsequent break-outs in the HS. The
proposed nomenclature divides "Switching Apparatus"” into one, "Telephone
svitching spparatus (including private branch exchange and key system switching
apparatus) (684.57) and two, "Other: Switching apparstus and parts thereof"
(684.65). The Harmonized System defines the product as, "Telephone or Telegraph
svitching apparatus: Telephone switching apparatus..., or other...(HS 8517.30,
8517.30.10, 8517.30.50). The HS has & separate breakout for "Teleprinters,
including Teletypewriters...(8517.20). The proposed nomenclature of Title II
includes teleprinters and teletypevriters under the broader category of "Terainal
Apparatus...”"(684.66). The KS also uses language nct found in Title II such as

" Mcarriercurrent line

"Line telephonic or telegraphic electrical apparatus...,
systeas" ani lists items not in Title II, "such as Intercom systems"(8517.81.10).
The inconsistencies shown by this example highlight the necessity of a careful

review of the proposed nomenclature occuring before new tariff schedule breakouts

are introduced into the preseat schedule.

40-899 O - 85 - 10



RS %=

150

What this means for the industry if 8.2618 is passed, or even if only the
nomenclature is changed in accordance vith<the ITC rcport.ls is two major
changes of doing day-to-day business within three years. The inefficiency and
confusion of such a situation requires that the HS be taken into consideration
now.

AAEL is prepared to work with Congrese and the Government to ensure the
compatability of the TSUS with the Harmonited System. AARI recognizes that the
nomenclature for the telecommunications industry sust de updated, but it should
be updated in the most efficient manner possible.

One possible alternative to Title II and a way to avoid changing the TSUS
nomenclature twice within three years, is to incorporate and add the proposed
Tif16“I1 nomenclature as statistical snnotations to the present TSUS. This
alternative would be consistent with the purposes of Title Il 1;; the ITC Report
as enunciated by Senators Dolelé and Danforth.!? an orderly transition
into the HS would benefit manufacturers, distributors, exporters and importers of

telecommunication products as well as the U.S. Customs Service.
Conclusion
The American Association of Exporters and Importers supports the further

expansion of world trade. However, AAEI believes that this goal can be attained

through existing trade laws and multilateral negotiations.
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As shown ubove, Title I of $.2618 {s inconsistent with established U.S.
policies and procedures. Porcing trading partners to negotiate under the threat
of unprecedented, mandatory tariff increases is not the notion of reciprocity
contained in the GATT. Protection of a heslthy and groving industry at the
expense of world trade and world traders has not been and must not be viewed as
the banner under which the United States does business. Hhiie Title II of 8.2618
is a positive and extremely important step toward wodernizing the TSUS, it should
be given careful reviewv and made consistent with the HS.

AAEI reiterates its willingness and readiness to help the Comnittee in every
way possible to expand world trade. AAEI stands firm in its belief that such
expansion should be achieved through positive multilateral efforts, and not
through well-intentioned but flawed legislation such as S.2618, the

Telecommunications Trade Act of 1984.
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APPENDIX

General Agreement on Teriffe and Trade, Article I, 61 stet.(5)(6), T.I.A.8,
1700 (1948).

Section 126(b) of the Trade Act of 1974, 19 U.8.C.§2136(b)(1975) reads as
follows:

(b) The Presideot shall determine, after the conclusion of all negotistions
entered into under this chapter or at the end of the 5 year period beginning
on January 3, 1975, vhichever is earlier, whether sny =cizr industrial
country has failed to wake concessions under crade sgreements entered iato
under this chapter vhich provide competitive opportunities for the commeize
of the United States in such country substantislly equivalent to the
competitive opportunities, provided by concessions made by the United States

under trade sgreements entered into under this chapter, for commerce of such
country in the United States. (emphasis edded

GATT, supra note 1, Article XXVIIT(bis)

GATT, supra note 1, Article XXVIII.

130 Cong. Rec. 55140(daily ed. May 1, 1984)(Statement of Sen. Denforth)
GATT, supra note 1, Article XXVIII

Duties can be raised under article XIX{escape clause) or article XXVIII
(open-season provision) of the GATT but compensation would have to be paid to
other countries. It might possibly be argued that coapensation is not due
since much of this trade is new technology that vas "not contemplated” in the
tariff items on which the earlier concessions were granted. Even if this
thesis could be sustasined in part, it would ill behoove the U.S, to make the
claim since we historically have argued for and benefitted from the opposite
side of the argument. This is bound to the case so long as the U.S. reaaine
on the cutting edge of new technology.

Section 183(c) of the TTA which provides & formula for compensation states
that for purposes of section 123 of the Trade Act of 1974 (compensation
Authority) the unbinding of trade agreements shall be treated as an action
under the section entitled "lmport relief" (Section 203) of the Trade Act of
1974. This bill, S.2618, ignores the fact that §203 of the Trade Act of 1974
is triggered by & preliminary finding of injury by the ITC, has s five-year
ceiling on import relief and a 50X ad valorem ceiling on increasing a rate of
duty.

CHANGES IN THE U.S, TELEZECOMMUNICATIONS INDUSTRY AND THE IMPACT ON U.S.
TELECOMMUNICATIONS TRADE, Report to the Commfittee on Finance, United States

Senate on Investigation No. 332-172 under Section 332 of the Tariff Act of
,» USITC PUBLICATI June, 1984),p.x{1.




9.

10.

1.

12,

13.

14,

15.

16.

17,
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See supra, note 5.

U.8. RATIONAL STUDY ON TRADE IR SERVICES, i
Government to the General Agreement on Tariffe and Trade, The Office of the
United States Trade Representative, (De N 1983).

Section 184 reads as follows:

For purposes of this chapter, the term 'telecommunications products’ msans
any equipment, instruments, components, parte or other proparty-

(1) which ies designed for {ncorporation im, connection teo, or
interconnection with telephone, telegraph, and related
telecommunications networks, and

(2) for which uacompensated reductions in barriers to importation have
occured as a result of judicisl and regulatory orders intended
to incresse competition in U.8. telecommunications services snd
products.

See suprs, note 10,

A nusber of standards and worde are unquantifiedble and vague in 8.2618:
Section 182(a)(1)(A)(ii) gives the President the power to act if there {is
anything vhich would "sdversely affect the United States econoay." What
qualifies as an "adverse affect™? At the end of three years vho judges and
how, vhether an agreeaent is reached or negotiations have failed? What {s
the sctual date of the ATT divestiture, fe it the date of consent decree in
1982, the effective date, January 1, 1984 or the point ia between when
divestiture sctuslly began? What qualifies as "an uncompensated reduction in
barriers,” (Secs. 181(2), 184(2))or for that matter wvhat qualifies as &
"barrier!" If no sgreement is reached, do the duty rates jump to column 2

permanently?

The definition in Section 184 of telecommunication producte includes
"components”. Maay of the domestic manufacturers that this bill is designed
to aid manufacture their components abroad and could see the duty rates on
these components hikes to column 2 rates should negotiations fail. While
such wording may be easily corrected, it is sn exemple of the flaws inhereat
in 8.2618,

These “loopholes” should be addressed before this legislation is considered
further.
See supra, note 8 at 11240,

1.

Letter from Senator Dole to Alfred E. !cku.' Chairman of the United States
International Trade Commission, contained in,ITC Repore, supra note 8 et 98,

See supra, note 5 at 85141-5142.
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CBEMA

Statement of the
Computer and Business Equipment Manufaocturers Association
on

8.2618

Telecommunications Trade Aot of 1984 (Title I)
Telecommuniocations Product Clessification Act (Title II)

The following comments have been prepared in response to the request of the
Subocommittee on International Trade of the Senate Finance Committee for pudblic
comment on Title II of S.2618. Because Title II is direotly related to the
provisions of Title I of this important legislation, CBEMA has decided to
preface its views on the olassification and nomenclature changes in Title II
with a summary of its position on the issuss raised by Title I. (A more
detalled analysis of thess issues is contained in the Annex to this paper.)

Summary

CBEMA has been a leading advocate of measures to ensure the elimination of
barriers to international trade in high technology products and services. The
international market for telecommunications products is an {mportant and
growing market for many U.S. high technology companies and CBEMA has been and
will continue to be enthusiastically supportive of efforts to eliminate
governmental dbarriers to the free flow of goods and services in this sector.
For this reason, CBEMA endorses the objective of S.2618 to the extent that this
legislation is aimed at facilitating efforts to negotiate the reduction and
elimination of such barriers.

CBEMA's commitment to an open trading system involves a dedication to the
multilateral system of rules and policies embodied in the General Agreeaent on
Tariffs and Trade (GATT). This system has served the world well dy providing a
framework for the successful negotiation of agreements to reduce and eliminate
tariff and nontariff barriers to trade. CBEMA's respect for this system
requires that it call attention to those aspeots of S$.2618 that would involve
the United States in the unilateral abdbrogation of its international
obligations. CBEMA believes that those aspects of the legislation are not only
unnecessary but are also likely to be harmful to the objective of further trade
1iberalization.

Computer and Business Equipment Manulacturers Association 311 First Street, N.W, Sufte 500, Washington, D.C 20001  {202) 737-8888
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Provisions of 8.2618

8.2618 1s divided into two titles:

= Title I, the Telecommunications Trade Act of 1988, mandates the
President to negotiate agreeaents aimed at opening foreign markets to
U.S. telecommunications exports. To provide negotiasting leverage, the
b£11 would automatiocally inorease U.3. duties on telecommunications
produots 1f such agreements are not ooncluded within three years.

- Title II, the Telecommunications Produots Classification Aot, would
promulgate & new tariff olassification system for telecommuniocations
products, a change that would also affeot data processing systems,
peripherals and parts.

Analysis and Comment
A. Title I -- Telecommuniocation Trade Aot of 1984

The provisions of Title I would authorize and direot the President to conolude

trade agreements providing for the harmonization, reduction or elimination of
barriers to trade in telecomunications produots.

- Any agreements so ooncluded must de sudmitted to Congress for its
approval under the "fast track™ procedures of Seotion 102 of the Trade
. Aot of 1974,

- Agreements may de oonoluded on either a multilateral or dilateral dasis
and the benefits of any agreements may be limited solely to the
signatories of such agreements (i.e., non-MFN appliocation).

For the most part, this negotiating mandate 1s a positive step toward the
opening of foreign markets that CBEMA seeks. However, CBEMA believes that
expanding the soope of negotiations beyond telecommunications would avoid the
negative implications of narrow sectoral reoiprooity and enhance the likelihood
of succesaful results by increasing the number of possible tradeoffs that could
be made. Broad negotiating authority would also improve the ohances of &
multilateral agreement, thereby avoiding the prospects of non-MFN appliocation
of any agreement, an outoome that would likely violate one of the most
fundamental prinoiples in the GATT.

The other provisions of Title I are aimed at providing leverage to dring U.S.
trading partners to the negotiating table by creating the prospect of dramatic
inoreases in U.S. tariffs on all telecomunications produots. This would be
accomplished in two stages.

- First, within 90 days of enaotaent, the President would be required to
torminate, withdraw or suspend current U.S. internationally-negotiated
tariff ooncessions on telecommuniocations products.

~ The inoreased tariffs or other inoreased import restrioctions resulting
from such action will take effect three years after the bill is enaoted
into law, unless an agreeaent or sgreements are reached whioh reduce
barriers in overseas markets to U.S. telecommunications products.
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CBEMA's basic ooncern about these provisions is that they ocould well impair,
rather than enhance, the prospects for successful negotiations. The
abandonment by the United States of trade agreement obligations in a major
product sector would seriously risk the unraveling of the complex wedb of trade
ooncessions that have been painstakingly negotiated in the GATT over the last
thirty-six years. Although compensation authority.- is available in the statute,
other ocountries might choose to retaliate in kind by withdrawing ooncessions
affeoting U.S. exports in areas vhere the United States is especially
competitive, such as other high technology areas, or agriculture.

The legislation seeks to mitigate these risks by relying on those provisions of
the GATT which establish a mechanism to allow contracting parties to withdraw
ooncessions previously negotiated. FProponents of the legislation believe that
this aotion is the only leverage available to bring U.S. trading partners to
the negotiating table, CBEMA believes that the assumptions underlying this
conolusion deserve more careful oconsideration.

- The ourrent tariff ooncessions bound under the GATT represent the
results of seven major rounds of tariff negotiations covering a span of
almost forty years. Any uniltateral action to abandon those ooncesaions
vould impair the rights of many of our important trading partners.

-~ The GATT procedures goveraning unbinding require tise, flexidiliiy and a
willingness to grant cospensation. If compensation agreements are not
negotiated, other countries are entitled to retaliate by unbinding and
raising their duties. The mandatory requireaments and striot time
limits in the legislation are not sensitive to these GATT rules and the
authority to provide oompensation may well be inadequate or unavailadle
in preotioce.

« The stated purpose of the legislation is to avoid any windfall benefits
to U.S. trading partners of the ATAT divestiture. There is no GATT
precedent to support this position and the scope of the legislation
goes well deyond thoss prcducts implicated in the ATAT divestiture to
products that have been subjeot to ocompetitive bidding for some time
now.

The attached annex provides a more detailed discussion of these and other
important CATT-related issues.

CBEMA companies are acutely sensitive to trade polioies that threaten their
aoccess to worldwide markets, because the ability to oompete on a glodal soale
is the key to the oontinued ocoapetitiveness of the U.S. data processing
industry. For this reason, CBEMA believes that the negotiating mandate for a
new round of trade negotiations should follow more closely the formula that has
been sucoessful in the past. Just suoch a negotiating formula has been included
in the International Trede and Investment Act (originally S.1AN, ourrently
Title III of H.R.3398). This legislation is not only well positioned for
enaotaent this year but also represents the oulmination of several years of
effort to fashion a negotiating proposal that has the support of a broad
spectrum of American ocommercial interests.
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B. Title II -~ Telecommunioations Classifioation Aot

The provisions of Title II would promulgate a new tariff olassification scheme
ror imported telecommunicatiocns produots. The purpose of this seotion is to
improve the data available from U.S. import statistios to beite. underatand
international oospetition in this important sector. This odjeot.vs would de
socomplished by oreating new five digit tariff olassifications d.cigned to
segregate more speoifically telecommunication items fros other produots in the
Tariff Schedule of the United States (TSUS). Although ostensibly trade
neutral, this new olassification scheme would also lay the groundwork for the
tariff unbinding proposal in Title I.

In CBEMA's view, there is consideradble merit to the position that the tariff
schedules are out of date with current technology and out of synch with
prevailing international oustoms prectice. REowever, this is a gonerioc problem
not limited simply to telecommunications products. FPor this reason, CBEMA has
aotively supported the domestioc and international effarts to schieve sgreement
on a oommon systea of oustoms classifications that would provide suitadble trade
astatistios. Many years of effort have oculminated in the Harmonized Commodity
Code Systeam (HCCS) which 1s scheduled for adopticn in the United States by

January 1, 1987.

In CBEMA's view, the provisions of Title II should be replaced with language
that inocorporates those portions of the HOCS dealing with telecommunications
products. This ohange would allow the United States to adopt in advance those
portions of the HCCS dealing with suoh products to the extent there is an
ismediate need to improve the tariff classifiocation and statistiocal system in

that regard.

Adoption of the HCCS would also avoid the oonfusion oreated by Title 1I by the
proposed inoclusion of TSUS Stems 676.15, 676.30 and 676.52 in this title.
These items are automatio data processing systems, peripherals and parts,
products that are not properly oonsidered telecommunications products. Like
many other produots not ocovered by Title II, such as audio recorders, data
processing equipment is capable of interconneotion with the international
telecomsunications network.

CBEMA strongly opposes the inclusion of date processing equipsent in this
legislation in the oontext of telecommunications products. By inoluding all
date processing equipmsent ocapable of connection to a telegraphic or telephonio
systen, the new classifiocation syateam poses major administrative problems for
Customs and, iaporters because of the difficulty of applying this standard in sn
environment of rapidly evolving technology and the tendency for most data
processing equipment to be designed to allow electronio communications.
Furthermore, by defining the telecommuniocations import market widely, the new
olassification system has the effeot of subsuming the interests of the data
prooessing industry both for the purpose of collecting trade atatistiocs and,
more importantly, for purposes of the unbinding and duty inorease proposals in
the bill.

The inolusion of oomputer asystems, peripherals and parts in this legislation
8068 well beyord the stated purpose of the dill, which 1s to address the impact
of the AT4T divestiture and the resulting opening of the Bell Operating
Companies' telecommunication equipment market. Procurement of dats processing



159

equipment by the pre~divestiture ATST was not formally addressed in the
divestiture proceedings because ATAT and its affilitate cospanies were already
engaged in open oompetitive procurement of data pr ing equipment. It is
111 considered, therefore, to inolude data processing equipment within the
soope of this legislation.

Conclusion

CBEMA is pleased to lend its support and encouragement to efforts to expand
foreign markets to U.S. exports of telecommunications products and believes
that our trading partners oan and will take steps to open their markets
further. In this regard, CBEMA endorses the objeotive of S.2618.

However, CBEMA believes that there are a number of slternatives that are
preferable to the unilateral withdrawal of GATT concessions as & means of
promoting such efforts. Specifically, CBEMA has, and will oontinue, to preass
vigorously for the negotiating mandate contained in the International Trade and
Investment Aot, sponsored by Senators Danforth and Bentsen and ocosponsored by
some 42 other Senators. Equally important, this legislatiocn is aotively
supported by a broad oocalition of U.S. commercial interests, froa agriculture
to services and high teohnology.

This important legislation takes the kind of approach that has been successful
in the past in drawing our trading partners to the negotiating table by
oovering a dbroad range of products and services and offering a forward looking
approach to trade liberalization. Complemented by the existing array of trade
remedies ourrently in effeot under U.S. law, this legislation would give the
President the tools he needs to deal with telecommunications trade prodlems.

Enactaent of the International Trade and Investaent Aot would also provide a
needed stimulus to the international initiatives ourrently being pursued by the
President to launch a new round of multilateral trade negotiations. The United
States should not relinquish its leadership in promoting international trade
ldberalization. Only & national oommitment, supported dby a Congressional
mandate, ocan make this effort the priority that it should de.

In the meantime, every effort should de mede to implement the results of past
negotiating efforts. Title II of S.2618 should be replaced by language
incorporating the Harsonized Commodity Code System of Customs classification.
This systes has been negotiated at consideradle expense and effort to bring the
OUnited States into oconforaity with internatiocnal prectioce and will greatly
improve our import and. export statistios while substantially easing the burden
of oompliance for U.S. industries that oompete internationally.
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APPENDIX
THE GATT COMPATIBILITY OF THE NEGOTIATING AUTHORITY
AND THE UNBINDING PROVISIONS OF THE
TELECOMMUNICATIONS TRADE ACT OF 1984

Senator Danforth introduced legislation 6;?§ay 1, 1984,
proposing the enactment of the "Telecommunications Trade Act of
1984." S. 2618, 98th Cong., 24 Sess., (1984). The stated
objectives of the bill are to open up overseas markets to U.S.
telecommunications products, services and investment, and to
avoid reductions in barriers to telecommunications imports in the
United States without compensation. S. 2618 at § 181(a).

The bill promotes these objectives with a carrot~-and-stick
approach., First, the bill grants the President the authority t6
negotiate trade agreements which provide for the harmonization,
reduction, or elimination of barriers to U.S. trade in tele-
communications products., This includes authority to negotiate
the reduction or elimination of current U.S., tariff and non-
tariff barriers on such products, S, 2618 at § 182, 1In
conjunction, the bill requires the President to terminate,
withdraw, or suspend current U.S,., tariff concessionsl/ on tele-
communications products as early as 90 days after passage of the
Act.2/ The increased tariffs or other increased import
restrictions resulting from such action will take effect three

years after the bill is enacted into law, unless an agreement or

Vv The bill also requires the President to terminate, withdraw
or suspend any U.S. agreement with respect to other import
restrictions. s, 2618 at § 182.

2/ see n.20, infra.
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agreements are reached which reduce barriers in overseas narkets
to U.S. telecommunications products. S. 2618 at § 183(b) ./

If acceptable agreements are not concluded in three years,
the duties on products enterlhg under the telecommunications
classifications contained in the bill would increase to the
column 2 rate of duty. For most producte, this would mean an
increase from approximately 5 percent ad valorem to 35 percent ad
valorem.d/ see 5. 2618 at §§ 183, 202. Should these tariff
increases go into effect, the bill authorizes the President to
lower U.S, tariffs on other products, if necessary to compensate
our trading partners. S. 2618 at § 183(c); Trade Act of 1974
§ 123, 19 U.S.C. § 2133,

In order to enable the President to increase the duties with

respect only to U.,S. telecommunications products, and to secure
better data on U.S. imports of telecommunications products,
Title I1 of the Danforth bill amends the Tariff Schedules of the
United States (TSUS) to provide classifications specifically for
telecommunications products. S. 2618 at § 202.%

Three elements of the bill have significant international

policy ramifications: (1) the grant of authority to negotiate

3/ Any agreement would be subject to the approval of
Congress, Congress would give accelerated consideration to
the agreement in accordance with the "fast-tract” procedures
provided in §102 and 5151 of the Trade Act of 1974,

74 The duty on optical fiber bundles would increase to 65
percent ad valorem, and the duty on optical fibers and
optical fiber cable would increase to 85 percent ad valorem,

5/  The proposed changes in clasgification are intended to be
"rate neutral,® i.e., the new headings and subheadings are
not intended to affect the current rate of duty.
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agreements which provide for the harmonization, reduction, or
elimination of barriers to U.S. trazde in telecommunications
products; (2) the mandate to unbind current U.S. tariff
concessions; and (3) the authority to grant compensation, if

necessary, for tariff increases resulting from unbinding.

I. THE AUTHORITY TO NEGOTIATE TRADE AGREEMENTS

Section 182 of the Telecommunications Trade Act of 1984
would grant the President the authority to negotiate multilateral
or bilateral trade agreements "which provide for the
harmonization, reduction, or elimination of" duties, import
restrictions, or other barriers or distortions to U.S. trade in
telecommunications products, S. 2618 at § 182.%/ This authority
is intended to serve two objectives:

(1) to obtain multilateral and bilateral

agreements that would provide competitive

opportunities for U.S. exports...which are

substantially equivalent to the competitive

opportunities provided by the United States after

the restructuring of the U.S., market for

telecommunications; and

(2) to avoid uncompensated reductions in
barriers to foreign access to the U.S. market.

S. 2618 at § 181(a).

A. Sectoral Reciprocity

To the extent the bill authorizes the President to enter
into agreements which provide for the reduction and/or

elimination of barriers to trade, section 182 is fully consonant

&/ The bill also provides that the President can enter into
agreements which provide for the prohibition of or limita-
tions on such barriers to U.S. trade, S. 2618 at § 182.
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with the General Agreement on Tariffs and Trade (GATT). One of
the primary purposes of the GATT is to promote "reciprocal and
mutually advantageous arrangements directed to the substantial
reduction of tariffs and other barriers to trade and to the
eiimination of discriminatory treatment in international
commerce." GATT Preamble. However, questions are likely to be
raised regarding the sectoral reciprocity approach implied in
stated objectives for this negotiating authority. The problem
with sectoral reciprocity is that it implies a product-by-
product, country-by-country balancing of trade. Wwhen such pro-
posals were advanced in the past, they generated considerable
concern that the United States was abandoning its traditional
view that reciprocity should be viewed on an overall basis,
recognizing that cross-sectoral trade-offs have been made over
the years in successive rounds of trade negotiations.

The purpose of a sectoral reciprocity approach is to create
leverage in negotiations by linking continued access to the U.S.
market in a particular sector to the elimination of barriers to
access abroad., The problem this creates is that it severely
limits the possible trade-cffs that can be made to achieve an
agreement. This tactic can be effective in certain circumstances
and with particular countries, As a matter of policy, one should

consider whether it is advisable in this context,

B, Non~-MFN Application of An Agreement

Although the preferred result of the telecommunications bill

would be a multilateral agreement applied on a Most-Favored-
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Nation (MFN) basis,l/ at least with respect to the signatories of
the agreement, section 182(b) of the bill provides the President
with the authority to ent?r into multilateral or bilateral
agreements that would not be applied on an MFN basis. 8/ s. 2418
at § 182(b) (incorporating 19 U.S.C. § 2112(f)).

Non-MFN application of an agreement would be in violation of

the MFN obligations of Article I of the GATT. Thus, the United

~n>7States would have to seek a waiver of its obligations under

. o

Article XXV:5, 1If the United States were not successful in
securing a waiver, any contracting party to the GATT which was
not granted MFN treatment could make a claim under Article XXIII
that its benefits under the GATT were being nullified or
impaired. The resolution of such a dispute would depend upon
negotiations between the United States and the party concerned.

However, such a dispute could technically result in the GATT-

v The basic MFN obligation of the GATT requires that the
contracting parties grant treatment to the products of any
contracting party which is no less favorable than that
accorded to the products of any other country. GATT Art. 1.

8/ In light of the fact that one of the stated objectives
of the telecommunications bill is to “avoid uncompensated
reductions in barriers to foreign access to the United
States,” the bill does not appear to anticipate that any
bilateral agreement would be applied on an MFN basis.

The United States could enter into a bilateral
agreement regarding telecommunications tariffs outside the
auspices of the GATT. The MFN clause of Article I of the
GATT would nonetheless require the United States to extend
any benefits of that agreement to all the contracting
parties, However, the tariffs negotiated in such an
agreement would not appear in the GATT Schedules, and no
other country would have compensation rights should the
United States terminate or modify the agreement. See J.

~»¥Jackson, World Trade and the Law of GATT 221, 237 (1969),
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sanctioned suspension by the complaining party of concessions
vis-a-vis the United States. GATT Art. XXIII:2. (This provision
has never in the history of the GATT resulted in such
retaliation, but the possibility nevertheless is present that it

would be invoked and utilized.,)

II. THE MANDATE TO UNBIND

Section 183(a) of the proposed Telecommunications Trade Act
of 1984 requires that the President, "after not more than 90 days
of consultations with the appropriate foreign countries or
instrumentalities,” terminate, withdraw or suspend (“unbind®)
U.S. tariff concessions with respect to telecommunications
products.gf This mandate to unbind U.S. tariff concessions
presents potential problems for U.S. compliance with its GATT
obligations. Moreover, this provision could have far-reaching
impact on other U.S. industries, U.S. relations with its mijor

trading partners, and the fabric of the GATT system.

A. The Significance of A Binding

An appreciation of the significance and the ramifications of
unbinding requires an understanding of the significance of
binding under the GATT as well as GATT-sanctioned procedures for
unbinding. The GATT was in its origin a tariff agreement, and
today its primary significance remains in the area of tariff

negotiations. K. Damm, The GATT Law ani International

S/ The bill also requires that the President terminate,
withdraw or suspend all or part of any agreement with
respect to U.S. import restrictions on telecommunications
products.

40-899 0 - 85 - 11
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organization 17 (1970). The central obligation of the GATT
centers around the tariff concessions made by the contracting

parties. J. Jackson, World Trade and the Law of GATT 201

(1969). All other obligaticns contained in the GATT are designed
either to reinforce or protect the value of the tariff
concessions, 1Id. at 204.

Tariff concessions can take the form of (1) agreements to
lower a duty to a stated level; (2) agreements not to raise a
duty above its present level; or (3) agreements not to raise a
duty above a specified higher level. GATT Art. XXVIII bis; K.

Dam, GATT Law _and International Economic Organization 31

(1970)_19/ The term "binding™ connotes a ta:iff concession and
the basic GATT obligations that attach to {t.

The GATT imposes two fundamental obligations with respect to
bound duties, First, the contracting parties are required not to
impose duties on a particular item above the level reflected in
the GATT Schedules.ll/ GATT Art. II:l, Thus, items listed in
the GATT Schedules are "bound® at the scheduled rate of duty.
With certain exceptions provided in the GATT, the ubligation not
to raise a duty above the bound level extends to the imposition

of any charges which would have the effect of raising a bound

19/ ynder the GATT system, tariff concessions are reached
through continued negotiations and renegotiations between
the contracting parties to the GATT.

11/ puties for particular items agreed to by the contracting
parties are listed in Schedules annexed to the GATT. Each
contracting party has a Schedule. By operation of Art. II:?
of the GATT, these Schedules are made an integral part of
the Agreement.
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duty above the agreed-upon level. See GATT Art. II:l, XIX,

XXV. Second, the contracting parties to the GATT are required to
apply a bound MFN rate of duty on a particular item to all
contracting parties, not only to the contracting party or parties
with whom the tariff negotiations were negotiated, GATT Art.
I1:1(a), 1.12/ The current tariff concessions bound under the
GATT represent the results of seven major rounds of tariff
negotiations covering a span of forty years.

B. Procedures for Unbinding Tariff Concessions Under the
GATT

Article XXVIII of the GATT provides that contracting parties
can withdraw or modify ("unbind®) operative tariff concessions
under certain circumstances, if compensating concessions are
made. Specifically, under Article XXVIII, a contracting party
can withdraw or modify a tariff concession during "open season,"”
by reserving the right to unbind in advance, or in "special
circumstances.,” This flexibility was built into the GATT to
encourage governments to make concessions that would not be made

{f concessions were permanent and irrevocable.

1. Open Season

Every three years, or after some other "bound period® agreed

upon by the contracting parties, there is an "open season® during

12/ the tariff concessions contained in Part f{ of a country's
GATT Schedule must be extended to all contracting parties
pursuant to the MFN obligation. Part II of each country's
GATT Schedule contains GATT-sanctioned preferential
arrangements which are exempted from the MFN obligation,
The United States has no products listed in Part II of {ts
Schedule,
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which any contracting party can modify or withdraw any tariff
concession previously made, without securing authorization or
approval for its action., A contracting party wishing to modify
or withdraw a concession (an applicant) during an open season
should notify the Contracting Partieald/ not earlier than six
months nor later than three months prior to the beginning of a
new "bound period."l%/ The current bound period ends on
December 31, 1984, Thus, we are currently in a period of
notification, should the United States want to exercise its
rights to unbind any tariff concessions during an open season.
To conform with GATT requirements, an applicant must
negotiate with two categories of contracting parties--the party
or parties with whom the affected concessions were initially
negotiated, and the parties determined by the Contracting Parties

to have a "principal supplying interest” 15/ (collectively the

13/ The term "Contracting Parties," when spelled with initial
capital letters, refers to the members of the GATT acting as
a whole in the capacity of an institutional body.
Otherwise, "contracting parties® is intended to refer to the
members of the GATT in thefr individual capacities.,

13/ 1The three-year periods begin on January 1, 1958. The right
of the contracting party to withdraw or modify concessions
begins on the first day of each three-year period. GATT
Art. XXVIII:l.

15/ A party with a "principal supplying interest" is defined in
the interpretive notes to the GATT as a party which "has
had, over a reasonable period of time prior to the
[unbinding) negotiations, a larger share in the market of
the applicant contracting party than a contracting party
with which the concession was {nitially negotiated or would,
in the judgment of the Contracting Parties, have had such a
share in the absence of discriminatory quantitative
restrictions maintained by the applicant contracting
party." GATT Annex I, Ad Art. XXVIII, para. 1 n.4.
Notwithstanding this definition, the Contracting Parties may

(Continued)
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"parties primarily concerned®). The applicant must also consult
with any contracting party determined to have a "substantial
interest® in the concession or concessions under consider-
atton.lﬁ/ The goal of the negotiations is to reach an agreement
which will maintain an overall level of concessions no less
favorable than that provided for prior to the withdrawal of
modification of the concession in question, GATT Art. XXVIII:2,
This may be accomplished by granting concessions on other
products equivalent to the concessions withdrawn on the product
or products in i{ssue.

1f an agreement cannot be reached between the applicant and
the parties primarily concerned by the end of the bound period,
the applicant is free to'take the action which it proposed. GATT
Art., XXVIII:3(a). However, if the applicant takes such action,
the parties with "initial negotiating rights,” "principal
supplying interests,”™ and "substantial interests®" {collectively

the "parties with compensation rights®) in the concession are

entitled to withdraw substantially equivalent concessions initially

determine that a contracting party has a principal supplying
interest "if the concession in question affects trade which
constitutes a major part of the total exports of such
contracting party.* 1d. at n.5.

le/ The term "substantial interest®" is not precisely defined.
Howaver, the interpretative notes to Article XXVIII state
that the term is intended to cover only those parties which
have, or would have had in the absence of discriminatory
treatment, "a significant share in the market of the
contracting party seeking to modify or withdraw the
concession,® GATT Annex I, Ad Art, XXVIII, para. 1 n.7. For
purposes of simplicity, the "parties primarily concerned®
anxd the parties with a "substantial interest® will be
collectively referred to as the "parties with compensation
rights."
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negotiated with the applicant, GATT Art. XXVIII:3(a}.1l/ 1n
addition, if the applicant reaches an agreement with the parties
primarily concerned, but a party with a substantial interest is
not satisfied, the party with the substantial interest is
nonetheless entitled to withdraw substantially equivalent

concessions initially negotiated with the applicant.lﬁf

2. Reserving The Right to Unbind Tariffs Under
Article asWiff:s — .

A party may also elect during any "bound period® to reserve

the right to unbind its tariff concessions at any time during the
bound period following the one during which the applicant gives
notice of such intent. GATT Art, XXVIII:S. If the party elects
to reserve this right, other contracting parties have the right,
during the same period, to modify or withdraw concessions ini-
tially negotiated with the applicant party. GATT Art. XXVIIIiS.

- The United States, the EEC, Canada and Japan reserved the
right during the last bound period to unbind any tariff con-
cessions for the duration of the current period. 1t is unclear
as yet whether the Unjted States will elect to exercise its

rights under Article XXVIII:5 for the next bound period, begin-

1y The parties with compensation rights must withdraw
substantially equivalent concessions not later than six
months after the applicant withdraws or modifies its
concessions., GATT Art. XXVIII:3(a).

18/ Thus, although an applicant is only required to consult with
a party with a substantial interest, there is little
difference, as a practical matter, between the rights of a
party with a substantfal interest in a concession and those
of the parties “"primarily concerned." See J. Jackson, World
Trade and the Law of GATT 233 (1969), -
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ning January 1, 1985, However, if the EEC does, it is expected

that the United States will follow suit. Although a contracting
party can elect to reserve its rights under Article XXVIII:S at

any time prior to the beginning of the next period, the practice
has been to notify the Contracting Parties shortly before the

beginning of the following period.l¥

3. Special Circumstances

At any time, a contracting party can seek authorization from
the Contracting Parties to enter into negotiations for modifi-
cation or withdrawal of a concession because of “"special circum-
stances.” GATT Art. XXVIII:4. Although "special circumstances"
are not defined in the GATT, the notes to Article XXVIII:4 pro-
vide that the Contracting Parties shall authorize negotiations
for modification or withdrawal of concessions whenever “special
circumstances" are alleged, unless the Contracting Parties
believe that such négotlations would result in or substantially
contribute to such an increase in tariff levels as to threaten
the stability of the Schedules to the GATT or lead to undue dis-
turbance of international trade. GATT Annex I, Ad Art. XXVIII,
para, 4.

Like the procedures used for unbinding during an open
season, a party applying for withdrawal or modification on the
basis of "special circumstances® must negotiate with the

contracting parties primarily concerned and consult with any

19/ For example, the United States notified the GATT of its
intent to reserve its rights under Article XXVIII:5 for the
current period on Dec., 15, 1981,
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contracting party found to have a substantial interest in the
concession., 1In addltlon.vlt an agreewment is reached between the
applicant and the parties primarily concerned, any party with a
substantial interest has the same right as it would in an open
season to withdraw subetantially equivalent concessions.

However, there are significant differences in rights and
procedurss between unbinding during an open season and unbinding under
*"special circumstances.” Although the notes to Article XXVIII
indicate that authorisation should be granted liberally, the
right to unbind i{n "special circumstances" is nonetheless subject
to the authorization of the Contracting Parties., Moreover, if an

agreement c t be reached, the applicant does not have an

unconditional right to withdraw or modify the concessions in '
question. The applicant must first refer the matter to the
Contracting Parties, who will submit their views with the aim of
achieving a settlement, If no settlement is reached after the
Contracting Parties are consulted, the applicant i{s entitled to
unbind,ZQ/ unless the Contracting Partfies £ind that the applicant
has "unreasonably failed to offer adequate compensation." GATT
Art, XXviiii4(d). Lastly, a time limit of 60 days is imposed on
_the negotiations, unless the Contracting Parties prescribe

otherwise.

20/ ag in open season, if an applicant undinds in the absence of
agreement, the parties with compensation rights are entitled
to withdraw substantially equivalent concessions.
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C. The GATT Compatibility of the Mandate to Unbind

If the Telecommunications Trade Act of 1984 is enacted into
law during an open season or during a period in which the United
States has reserved its rights to unbind (a “reserved period"),
the President would be able to unbind in accordance with GATT
procedure. In either an open season or a reserved period, a
contracting party is entitled to unbind after notification and
negotiation with the parties primarily concerned, whether or not
the Contracting Parties approve. However, if the President is
required to unbind under the procedure for "special
circumstances," there are a number of situations in which the
telecommunications bill would require the President to take
action in violation of the GATT.

First, the authorization of the COntrhctinq Parties is
required to initiate the process of unbinding in "special
circumstances.” If the Contracting Parties declined to grant
such authorization, the legislation would nonetheless require the
Prestident to unbind in violation of U.8. obligations under the
GATT. Although ®"special circumstances®" authorization has been
granted liberally in the past, the interpretative notes to
Article XXVIII:4 state that approval should be denied if the
Contracting Parties--

consider this would result in, or contribute
substantially towards, such an increase in
tariff levels as to threaten the stability of
the Schedules to this Agreement or lead to
undue disturbance of international trade.

GATT Annex I, Ad Art., XXVIII, para, 4.
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There is always a risk that the Contracting Parties will not
grant authorization, ahd an across-the-board withdrawal of the
U.S. tariff ‘concessions on telecommunications products could very
well be a situation which the Contracting Parties would find
threatening to the stability of the Schedules to the GATT and/or
international trade. The U.S. tariff concessions on telecom-
munications products involve a broad range of products accounting
for two billion dollars in trade. An unbinding of this magnitude
is unprecedented in the history of the GATT.

Second, in "special circumstances,® 1f a negotiated a;ttlo-
mont {8 not reached with the parties primarily concerned, and the
Contracting Parties find that the applicant has "unreasonably
failed to offer adequate compensation,® the applicant is not
entitled to unbind. GATT Art, XXVIII:4(d). In assessing whether
the United States had offered meaningful compensation prior to
unbinding, the Contracting Parties could take into consideration
the extremely short time limit imposed on unbinding negotiations
by the telecommunications bill. If the Contracting Parties find
that the United States did not offer adequate compensation, the
legislation would again force the Presidert into action in
violation of the GATT.

Third, {f the bill is clarified to mean that the President
must unbind within 90 days after its enactment into law,2l/ the

2Y 1he language of the bill requires the President to unbind
U.S. tariff concessions on telecommunications products
.within 90 days after he begins consultations with the
appropriate trading partners, not within 90 days after
enactment of the bill into law. However, a press release
from Senator Danforth's office issued when the bill was
{Continued)
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President most likely would not be able to comply with the
process required for unbinding under “special circumstances.®
when authorization to unbind under "special circumstances"
is requested, the Contracting Parties have 30 days in which to
make a decision. GATT Annex I, Ad Art. XXVIII, para. 4. Then,
the parties have 60 days in which to noqotlatovlzf It an
agreement is not reached within 60 days, which is highly likely
in this case, the matter must be submitted to the Contracting
Parties for their views. The Contracting Pqttion have 30 days in
which to submit their views.2¥ Thus, the process of unbinding
under special circumstances would take 120 days in the absence of
any delays, whereas the President would_have-to unbind within 90
days after enactment of the bil1.24/ Unbinding under such cir-

introduced indicates that Senator Danforth may have intended
that the President unbind the tariff concessions within 90
days after the enactment of the bill. .The press release
states:
Upon enactment, tariff dindings on U.S. imports of
telecommunications equipment negotiated in p:ovious
GATT trade rounds shall be removied.
Senator Danforth Press Releass (May 1, 1984J.

22/ an applicant can seek and the Contragtlng Parties can
authorize a longer period of negotiation. The interpre-
tative notes to Art. XXVIII:4 indicate that a &0-day
negotiation period will likely be inadequate where, as here,
the case would involve "negotiations for the modification or
withdrawal of a larger number of items, and in such cases,
therefore, it would be appropriate for the Contracting
Parties to prescribe a longer period.®™ GATT Annex I, Ad
Art, XXVIII, para. 4 n.3. Although U.S. representatives
would not ask for a longer period, it is theoretically
possible that parties with a vested interest (n the
concessions might.

2¥ 1he Contracting Parties can take a longer amount of time if
the applicant agrees. GATT Annex I, Ad Art. XXVIII, para, 4

n.4d.

2y Theoretically, the COntractinq Parties could take less than
(Continued)
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cumstances would not only be outside the prescribed process, but
would also evidence disinterest in the views of the Contracting
Parties.

If the statute is interpreted to mean that the President
must unbind only ‘iWithin 90 days after negotiations begin rather
than 90 days after enactment of the bill, it is possible that the
President could unbind under "special circumstances" in com-
pliance with the procedural requirements of the GATT. However,
to accomplish this, the process would have to go smoothiy at each
step. The Contracting Parties would have to authorize nego-
tiations and acquiesce in a unilateral unbinding, {f no agreement
were reached. Moreover, all steps of the process would have to
be completed in a timely manner .25/

In sum, the mandate to unbind in the Danforth bill could be
executed in compliance with GATT procedure if the bill is enacted
during an open season or during a period when the United States
has reserved its right to unbind. However, Lf the President is
required to unbind under “special circumstances,” the Danforth
mandate would more likely than not force the United States to

unbind in violation of the procedure required by the GATT.

30 days to authorize "special circumstances®™ negotiations,
and less than 30 days to submit their views on settlement.
In addition, the negotiating parties theoretically could
take less then 60 days to settle the issue of compen-
sation. However, each step would likely take the maximum
time allowed,

23/ 1f the 90-day time limit in the Danforth bill is clarified
to apply only to the length of negotiations with the parties
primarily concerned, it is possible that the President could wait
for an open season to initiate the process of unbinding.
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III. COMPENSATION AUTHORITY

Although the telecommunications legislation intends that the
actual tariff increases would be used only as a last resort, the
bill nonetheless provides for that event. The President is
authorized both to increase tariffs and to negotiate compensation
for such increases with the requisite trading partners,

Section 183(c) of the bill, by incorporation of section 123 of
the Trade Act of 1974, provides the President--
{1) may enter into trade agreements with
foreign countries or instrumentalities for
the purpose of granting new concessions as
compensation in order to maintain the general
level of reciprocal and mutually advantageous
concessions.
19 U.S.C. § 2133(a)(1). Thus, the President would be authorized
to lower tariffs on other products as compensation for the
increased tariffs on telecommunications tariffs.

If compensation were to be negotiated, the central issue
would be the amount of compensation to which our major trading
partners would be entitled. The explanation of the bill which
was provided upon its introduction in the Senate states that
"U.S. negotiators would be expected to cite low pre-divestiture
trade levels and involve 'reasonable expectations' arguments (re:
AT&T divestiture) to minimize compensation in GATT Article XXVIIX
negotiations.” 130 Cong. Rec. S5144 (daily ed. May 1, 1984),

The sponsors of the bill anticipated that "low pre-divestiture
trade levels and the fact that foreign countries never expected
or paid for AT&T divestiture in trads terms should make the cost
fof compensation) minimal.” 130 Cong. Rec. S5144 (daily ed.

May 1, 1984).
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The GATT does not provide a method for calculating compen-
sation. The GATT provides only general principles upon which
compensation negotiations would proceed. Article XXVIIIi2
provides that--

In negotiations and consultations for

compensatory adjustment with respect to other

products, the contracting parties concerned

shall endeavour to maintain a general level

of reciprocal and mutually advantageous

concessions not less favourable to trade than

that provided for in this Agreement prior to

such negotiations,
GATT Art. XXVIII:2. 1In addition, the interpretative notes to
Article XXVIII1 state that an applicant should not have “o pay
compensation or suffer retaliation--

greater than the withdrawal or modificatlon

sought, judged in the light of the conditions

of trade at the time of the proposed with-

drawal or modification, making allowance for

any discriminatory quantitative restrictions

maintained by the applicant contracting
party.

GATT Annex I, Ad Art. XXVIII, para, 1 n.6.

Lastly, within the GATT framework, the primary concern is
the extent to which each side has legally committed itself,
rather than the extent of the actual injury suffere&. See

wWalker, Dispute Settlement: The Chicken War, .58 Am J. Int'l L.

680 (1964). Accordingly, paragraph 3 of Article XXVII1 provides
that {f the applicant unbinds in the absence of an agreement on
compensation, the parties with compensation rights can withdraw
"substantially equivalent concsessions initially negotiated”™ with
the applicant. GATT Art. XXVIII:2,

The actual valuation of concessions or their withdrawal is

largely a matter for negotiation. No hard and fast rules apply,
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and little precedent has developed. In practice, during trade

negotiations, a rough measure of a concession's value is gener-
ally obtained by multiplying the quantity of the goods imported
over the most recent representative period by the dollar amount

saved by the tariff reduction. J. Jackson, World Trade and the

Law of GATT 241 (1969). This same starting point would pre-
sumably be used to calculate the compensation due upon the with-
drawal or modification of a tariff concession. However, other
factors are taken into account, such as the impact that the
cnange in tariff levels will have on imports,

In the case at hand, a large volume of trade is involved,
even {f one considers only the level of trade at the time of the
AT&T divestiture. 1In addition, the United States would be pro-
posing an increase in its tariffs of 600 percent or more, from
the approximately 4 to 5 percent level negotiated at the Multi-
lateral Trade Negotiations (MTN) to 35 percent and higher. Our
trading partners would argue that the level of trade that would
have occurred in the future in the absence of U.S. protective
measures should be taken into account in calculating compensatory
adjustments, It is difficult to assess at this time what level
of compensation our trading partners would find satisfactory, but
if one used the traditional trade coverage analysis, the United
States would be called upon to lower tariffs across a broad range
of products to come up with an adequate compensation package.

In light of the magnitude of trade involved and thre
sensitivity of the issue to our major trading partners, it is

possible that neither a telecommunications trade agreement nor
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compensation agreements would be concluded within the three-year
time frame provided in the bill., If the United States were to
raise its tariffs on telecommunications products to 35 percent or
more at that time, our trading partners have the option to take
retaliatory action. Under the GATT, they would be entitled to
withdraw “substantially equfvalent concessions initially rego-
tiated" with the United States. 1In the case of such unilateral
action, the determination of what constitutes “substantially
equivalent concassions" would be initially in the hands of the
trading partner entitled to compensation. If the United States
were dissatisfied with the compensatory actions taken by our
trading partners, its sole recourse under the GATT would be to
make a claim that its rights under the GATT were being nullified
or impaired, within the meaning of Article XXIII.

The prospect of a round of competitive withdrawals of con-
cessions poses significant risks of very serious trade hostili-
ties, Other countries might be inclined to raise duties on those
items that would create the greatest domestic reaction in the
United States, For example, the EC might well take the occasion
to withdraw its concession on soybeans which has been a source of
considerable unease in the Community as U.S. exports have
increased over the years. The results need not be seen in apoca-
lyptic terms. Nonetheless, the failure of the negotiating
process would present foreign countries the opportunity to impose

protection which could be very harmful to U.S. trading interests,
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CoALITION FOR
T NTERNATIONAL

T rane
Eauity September S, 1984

The Honorable John Danforth
Chairaan
Senate Finance Intermational

Trade Subcommittee
497 Russell Senate Office Building
Washington, D.C. 20510

Dear Senator Danforth:

The purpose of this letter is to convey the Coalition for
International Trade Equity's (CITE) general support of the objectives
of the Telecommunications Trade Act of 1984 (S, 2618) without taking
a position on the specific language or details of the bill. A list
of the CITE members is on the back of this letter.

Many of CITE's members are directly involved in the
telecommunications business or are major suppliers to the industry.
Whether directly or indirectly involved in this industry, all the
meaber companies of CITE are concerned with the international trade
distortions caused by the increasing involvement of other govern-
ments in the business process. This latter point is directly ad-
dressed by S. 2618.

The member companies of CITE have common characteristics --
they have a high-tech orientation, they are profitable and currently
competitive. In spite of vhese positive characteristics, they are
very unsure about the future they face in their businesses absent a
US public policy response that reflects current international trading
realities. We believe 5. 2618 is a step in that direction.

Sincerely,

R R SR

Richard M. Brennan
Executive Director

RMB:mcn

cc: All members of the Senatc Finance Committee

1625 EYE STREET, N.W. o SUITE 721 o WASHINGTON, D.C. * 20006 e (202) 8220737
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STATEMENT OF

UNITED STATES TELECOMMUNICATIONS SUPPLIBRS ASSOCIATION

The United States Telscommunications Suppliers Association
{USTSA) is a natiorial trade association, headquarcered in
Chicago, Illinois, with a membership of approximately 650 manu-
facturers and suppliers of telecommunications equipment. Lo-
cated throughout the United States, this membership constitutes
the vast majority of United States telecommunications equipment
manufacturers, large and small.

USTSA supports S.2618, The Telecommunications Trade Act of
1984, It does so because the bill correctly identifies a sig-
nificant problem of concern to United States telecommunications
equipment suppliers. §5.2618 addresses the problem in a manner
which we find reasonable and consistent with our commitment to
open, unhindered and competitive world trade in telecommunica-
tions products.*

The United States is the largest single market in the

world for telecommunications equipment. It i{s also the most

*USTSA expresses this ccmmitment in a variety of ways, such as:
sponsorship of Intelexpo, an international exposition of equip-
ment once each four years, held in the United States and open
to manufacturers from all countries; co-sponsorship of the
United States pavilion once each four years at Telecom, the
exposition held in Geneva, Switzerland, by the International
Telecommunication Union; conduct and cosponsorship twice each
year of the largest telecommunications equipment trade shows in
the United States, exhibiting domestic and foreign products and
gexrvices; and periodic visits abroad by USTSA officers and
staff to encourage increased opportunities for United States
companies in the context of bilateral business activities.
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exciting. The divestiture of AT&T and the creation of inde-
pendent holding companies with very large equipment require-
ments has created competitive opportunities of unprecedented
dimensions. These-opportunitiel exist for domestic and foreign
concerns alike.*

If, in other nations, sales opportunities were &available
to domestic and foreign companies in a sotting of equality sim-
ilar to that in the United States, we would not now be moved by
the current and currently projected imbalances in telecommuni-
cations equipment trade** to petition our government for action
of the kind provided in the bill.

This is not the case. Elsewhere, telecommunications serv-
ice is usually provided by a governmental authority. Where an
indigenous equipment industry exists, domestic manufacturers
are frequently favored and protected through closed or restric-
tive procurement praécica-. including standards setting, ap-
proval procedures, announced preference or even specific lim-

. itations. The problem is particularly acute in certain coun-

tries in Europe and South America. A 1983 study prepared for

* Information on trade in telecommunications equipment, insofar
as available, is well known. We will not, therefore, repeat
statistics reflected in the International Trade Commission
Report (USITC Publication 1542) or the statements of others
to the comittee.

**See footnote * above.
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the National Telecommunications and Information Ad-&niotzgtlon
found that ;decpltcvencouraqing instances, there does hot seem
to be appreciable international movement toward a truly coa-
petitive environment in telecommunication and information
markets,"*

Our concern is that, absent action, the situation abroad
will not change. Furthermore, the understandable tendency of
developing nations to seek technology and promote the estab-
lishment and success of domestic industry may in the future
extend the problem.

Lack of the assured domestic markets of their competitors
disadvantages United States companies in more than the pro-
tected home markets. It stretches the disadvantages to third
nations where all producers seek to sell. Unlike others,
American teleconnpnicationc equipment manufacturers are unable
to compete in the world from atop the supportive shoulder of a
shielding, protecting government. A

USTSA members do not ask for the erection of barriers to
trade. We do not seek protection. We believe our borders
should remain open to foreign companies who wish to export or
invest here. Many of our members are active international
traders who profit from lu&h opportunities as exist and believe
they have much to gain from an ope#, fraee opportunity to compete

with others in world markets.

*NTIA, Telecommunication Policies In Seventeen Countries:
Prospects For Future Competitive Access at 19,
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We support 8.2618 because its principal goal is to achieve
the elimination of barriers which unduly byrden and restrict
United States trade abroad in telecommunications products
through the vehicle of bilateral and multilateral negotiations.
Tariff unbinding may be the consequence of failure to reach
trade barrier removing agreement. -

e do.not suppose that increases in tariffs are likely
adequately to redress the wrongs imposed on our industry by
barriers to trade.* Except for consumex products, telecommuni-
cations products are purchased because of quality, availability
and sureness of supply. Price considerations are likely to be
of lesser importance, but not insignificant. MNor is it at all
clear that tariff related price increases in consumer i:elopbono
products will make the difference.

We view the bill, howaver, as signalling to the world the

intention of our qévermnt to act in three directions: (1) to

*Other factors, of course, seriously impair the ability of
United States manufacturers to compete abroad, and affect our
ever growing trade.imbalance. The exchange rate of the dollar
is often cited, particularly with reference to consumer pro-
ducts. It has an impact on the competitiveness of other pro-
ducts as well. '

Many USTSA members have stressed the inadequacy - or lack of -
government financing as a serious daterrent, particularly for
small American vendors. .

We acknowledge also the dut{ of our industry to increase its
efforts in seeking out foreign markets and increasing its
skills as international trader. .
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negotiate in good faith for the establishment and maintenance
of markets open to competition on a basis of equality; (2) to
provide a substantial incentive towards the successful
conclusion of negotiations; and (3) to assess a cost to the
maintenance abroad of barriers to trade in telecommunications
equipment, which may ultimately be increased.

We are not unmindful of the dangers in seeking solutions
to international trade problems on a sectoral basis. Yet there
is little reason to cling to a doéu respected more in theory
than practice. The United States/Japanese Agreement on Pur-
‘chases by the Nippon Telegraph and Telephone Public Corporation
(the °NTT Agreement®), which we have supported and continue to
support, is an example of a meaningful bilateral arrangement
which deals with a problem on a sectoral basis. That countries
have refused to bring their telecommunications industries under
the Agreement on Government Procurement is an example of sec-
toral protection which stubbornly refuses to promote the bene-

fits of a nonsectoral multilateral u‘nngmnt.‘

*

There are other examples of sectoral agreements and actions
both in the United States and abroad. Among others, one may
recall the exclusions from duty-free treatment in the
Carribean Basin Economic Recovery Act (leather products,
footwear, canned tuna and petroleum products); and trade in
textiles, meat, steel and other products.
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Bquity in international trade 1; certainly a principal of
no lesser anoru_ncc than that which would saun all pursuit of
sectoral reciprocity. Furthermore, when the sector under con~
lidontioﬁ is not one which seeks protection, nor an unprofit-
able, stagnating, inefficient or obsolete industry, but rather
one which, like our telecommunications industry, is acknow-
ledged to be growing, profitable, efficient and creative, the
principle of equity in trade appcals all the more to one's
sense of logic and fairness.

Our support for 8.2618 is not inconsistent with our sup-
port for the NTT Agreement. We have sought to promote the NTT
Agreement by providing a forum for NTT to interpret its pro-
curement procedures to United States vendors; and by testifying
before othgr Congressional-and governmental committees. We

'wish to repeat our view that N’& has proceeded in good faith to

adjust its procedures to attract United States suppliers; that
increased purchases by lﬁ"f are required to prove the soundness
of the accord; that the annual reviews provided for in the
agreement should be undertaken diligently and with the cooper-
ation of the private sector; and that our members must approach
this business opportunity with sensitivity to the purchaser's
needs, methods and concerns. We look forward to éoneinutng

efforts, in coopontionv with NTT and athers, to increase

American exports to the large and important Japanese market.

We are concerned, however, for the future of the NTT
Agxuaint, and access to the Japenese market, if NTT is
"privatized" as expected in 1985. We urge the two governments
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to announce the continued viability of the NTT Agreement after
privatization.*. Privatin'tion will also bring competition in
telecommunications services to Japan. Efforts must be made by
our government and the brivata sector to assure full access to
all competing service suppliers in Japan by United States manu-
facturers. $5.2618 may play an important role in this process,
just as the NTT Agreement furnishes an instructive example of
one kind of bilateral agreement which negotiations will hope-
fully achieve.

We believe that the three year period now provided for in
8.2618 does not adequately take into account the rapidly
changing contour of our telecommunications industry. Change
- deregulation and divestiture - is the product of aynamic
forces, especially technological progress, which move with
startling rapidity. We therefore urge that the bill be ‘
modified to provide for a phased in tariff unbinding over a
maximum of three years, commencing at the end of a one year
suspension.

We recognize that the Act does not provide a standard by
vwhich to measure the adequacy of a bilateral or multilateral
agreement when negotiated, nor the level of performance which '
one might find satisfactory. We think it unlikely that one

*The Japancse government is expected to retain ownership of a
considerable portion of NTT after privatization. NTT, on the
other hand, may be permitted to market telecommunications
equipment in competition with Japaness and other suppliers.
The Japan Economic Journal, 'July 24, 1984, p.1, col. 4. The
?akeup and volume of NTT procurement should change and

ncrease.

§
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standard can be fashioned which will be uniformly applicable to
all countries. The nature, cause and degree of market closure
varies. We, therefore, suggest that such measurements are best
made by the executive branch with the cooperation of industry
experts.

We also believe that the definition of telecommunications
equipment in the Act should be broad and inclusive, covering at
least all switching, transmission and customer premihes equip-
ment and their components. We understand that other related
iﬁdustriés have expressed reluctance about the inclusion of
certain computer products in the definition. We urge the com-
mittee to convene a body of industry advisers, in which\we are
prepared to particiéate, to resolve the definitional p:éblem in

a prompt, mutually beneficial manner.'

*

The announcement of the September 12, 1984 hearing asks wit-
nesses to direct testimony to Title I of the bill. We have,
therefore, not commented on Title II. We support Title II,
and are prepared to cooperate with the committee in such ef-
forts as are required for its completion.
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We hope that S.2618 will receive the prompt approval of
the Congress. 1In its implementation, we shall also request our
counterparts elsewhere in the world - private sector telecom-
munications equipment manufacturers - to urge upon their re-
spective governments the conclusion of international agreements
leading to unhindered access by all suppliers to all domestic

markets.,

Respectfully submitted,

UNITED STATES TELECOMMUNICATIONS
PLIERS ASSOCIATION

{

urtis A. Sampson
President

L]
Dona . Polloc

(,_,__—Man:zfzg:gjrector

General Counsel

333 North Michigan Avenue
Suite 1618

Chicago, Illinois 60601
(312)782~-8597

September 26, 1984
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Attorneys-at-Law
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Of Counmel

Roderick A. DeArment, Esgq.
Chief Counsel & Staff Director
Committee on Finance

United States Senate

Dirksen Building, Room 219
Washington, D.C. 20510

Dear Mr. DeArment:

We are writing on behalf of our client, SIECOR Corporation, a
major manufacturer of fiber optic cable, in reference to the Tele-
communications Trade Act of 1984 (S. 2618). We wish to propose a
minor amendment to the bill to clarify the proposed breakouts in the
Tariff Schedules of the United States (TSUS) relating to optical
fiber and fiber optic cable.

As presently -constructed, the bill creates two new categories
in the TSUS covering optical fiber and fiber optic cable. The
categories do not, however, make the critical distinction between
fibers and cables capable of carrying voice, data and image trans-
missions and those fibers and groups of fibers intended for other
uses, such as medical instrumentation.

The bill proposes to amend the TSUS to .insert a superior
heading:

"Optical fibers, optical fiber bundles, and optical
fiber cables; all the foregoing whether mounted or not
mounted.

and two subordinate headings:
'"'707.90 Optical fiber bundles" and

- "707.92 Optical fibers and optical fiber cables.”
(p. 12, line 16). -
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Roderi . X , . . .
S:pigégerlg?e?;anc Esq Collicr, Shannon, Rill & Scott
Page Two

Use of the single term "optical fiber” or "optical fibers"
either alone or coupleg with the words "bundles" or "cables" suggests
that all optical fibers are the same and that the only distinction
that is material depends upon the configuration of the optical fibers
in bundles or cables. In fact, the physical properties and per-
formance characteristics of fibers used for voice, data and/or image
trarsmissions are vastly different from the physical properties and
performance characteristics of other optical fibers that .are used
primarily for illumination purposes in medical instruments and the
like. In order to avoid confusion, it would be useful to define
optical fibers and optical cables used for voice, data and image
telecommunications with greater precision.

We propose that section 202(a)(4)(A) of S. 2618 be amended to
read as follows:

Optical fibers and optical fiber cable used
for voice, data and image transmissions,
whether mounted or not mounted, and optical
fiber bundles.

707.90 Optical fiber used for transmission of
voice, data and image communications at
wavelengths of 800 nanometers and long-

L R I I T T T T R R

707.92 Fiber optic cable containing opticul fibers
used for transmission of voice, data and A
image communications at wavelengths of 800
nanometers and longer......coevevnneranns

707.94 Othet.............. fhieedanesasaesanseans

The need of the U.S. fiber optics industry for more accurate
import statistics was highlighted in a recent competitive assessment
of the industry prepared by the U.S. Department of Commerce. The
report recommends that the domestic industry improve its statistics
gathering capability so that it might better understand its position
in relation to foreign producers. Discrete classification of fibers
and cables capable of transmitting voice and data communications is
of paramount importance in gathering accurate statistics on imports
of these items. These statistics will, in turn, allow domestic
‘producers to assess the impact of imports on the U.S. telecom-
munications equipment market, and to avail themselves of any reme-
dies under current trade laws.

Several countries have targeted high technology products for
increased export promotion. In the fiber optics area, this thrust
has been most notable in the case of Japan. 1f these promotional
efforts are successful, import penetration can be expected to grow
rapidly over the next several years. This possibility further
underscores the need for accurate data on imports.
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Roderick A. DeArment, Esq. Collier, Shannon, Rill & Scott
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\

We applaud the intent of the bill, promotion of equity in
trade in telecommunications equipment; and we feel that the sug-
gested amendments will further this goal. 1If you wish to discuss
these changes further, do not hesitate to call,

Sincerely,

R Lokl

PAUL D. CULLEN
K. MICHAEL O'CONNELL
Counsel to SIECOR



195

TESTIMONY OF MATSUSHITA ELECTRIC CORPORATION OF AMERICA

ON S. 2618

SENATE FINANCE COMMITTEE

September 12, 1984
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Mr. Chairman:

We welcome the opportunity to submit written testimony
regarding Section II of S. 2618, The Telecommunications Product

Classification Act.

As we understand it, the objective of this measure is to
develop more precise nomenclature for incorporation into the
Tariff Schedules of the United States Annotated (”TSUSA")\for the
purpose of monitoring trade in telecommunications products. The
goal is to enable the United States to more accurately measure

import consumption for these telecommunications products and

improve its data collection.

It is our understanding that the work of the International
Trade Commission in its June 18, 1984 report, respecting a section
332 investigation, was to develop:

Proposed trade nomenclature (both import and export) which

would assure an adequate information base on telecommunica-

tions equipment for future analysis of trade trends.
Further, in implementation of this goal, the legislation's
principal sponsor, Senator Danforth stated in his May 1, 1984
remarks to the Senate that:

Title IT of the act sets out new tariff nomenclature for

telecommunications equioment to clarify and facilitate data
collection on trade in this section.

* * *
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Title II of the legislation, the Telecommunications
Product Classification Act, establishes new tariff
nomenclature for telecommunications equipment. Without
changing current tariff rates, it is designed to facilitate
data collection on trade in such equipment--correcting a
major flaw in the U.S, tariff schedules--(TSUS)--attributable
to hopelessly out-of-date definitions.

*® * *

The fact that our tariff nomenclature has not kept up
with technological improvements in communications means that
it is now virtually impossible to find adequate statistics to
measure trade in telecommunications. For example, in 1983
over $1 billion in telephone equipment entered-the United
States under three general tariff annotations: "switching
equipment, " "telephone instruments,” and "other."

Clearly, better trade statistics are neesded to measure
U.S. imports and exports of telecommunications equipment.
Title IT of this act provides a means of accomplishing this,
From these statements and others heard by the Committee in

its June 26, 1984 hearings, it is clear that the objective of
Title IT is to ensure that the United States can gather accurate
statistical information so that it can measure the types of
telecommunications products which are being imported. We strongly
support this goal and encourage the Committee's efforts. We would
also encourage efforts to gather similarly valid and useful data

regarding industrial output and exports.

However, we believe that the goal of obtaining accurate trade
statistics concerning importation of telecommunications\products
can be accomplished through other methods. Two which might
ultimately prove less disruptive and would not require immediate
legislative consideration are (1) incorporatiun and adoption of

the "Harmonized Code" and (2) the addition of "Statistical

Annotations” to the existing Tariff Schedules.

40-899 0 - 85 -~ 13
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As the Committee is well aware, serious efforts have been
devoted by both public and private sector sources, to
adoption of the Harmonized Commodity Code System (HCSS). This
tariff classification system, designed to unify international
methods, could be implemented as early as January 1, 1987. Those,
within the private sector, who have international interests could
work within a single system and increase efficiency markedly.
Further, intergovernmental cooperation and enforcement activities
could be greatly strengthened. Therefore, if changes in the TSUSA
are truly required, they could best be made to conform to and have

identical language with the language contained in the Harmonized

Code for telecommunications products.

In the event that the HCSS is not currently acceptable for
public policy purposes, and our suggestions which follow are not
appropriate, we suggest that several specific changes be made in
the proposed language of Title II. As has been noted, Title II
uses the same language on several occasions with different
headings. That language is as follows:

...designed for connection to telegraphic or telephonic
apparatus or instruments or to telegraphic or
telephonic networks.

Unfortunately, whether or not an item is "designed for" a
connection to certain apparatus is often a factual issue which is
not easy to determine. Accordingly, rather than making design the
criteria, we believe a better criteria would be that the

merchandise is "chiefly used™ for connection to such devices.
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In a similar vein is the problem with certain language in the
International Trade Commission's (ITC's) report to Congress. In
that report, the ITC states at p. 126 that telecommunications
apparatus is intended to embrace products which are:

capable of use with (or attachment to) telecommunications

systems or networks.

Though the language "capability of use®™ is not found in Title
II, this language is extremely broad and would be impossible to
enforce since mere capability rather than actual use would be
controlling. As this report has been frequently cited in hearings
to date we Believe that Congress should make clear that the
statute is designed to encompass merchandise which is designed for
or chiefly used with telecommunic;tions networks and systems and

does not include equipment which is merely capable of such use.

However, Mr. Chairman, it is our belief that the Committee's
immediate purpose could be accomplished without reference to
either the HCSS or other important alterations in the TSUSA. We
suggest that the simplest and most demonstrably efficient
procedure would be to rely upon existing methods commonly employed
for ensurance of accurate trade data collection. This would
entail the addition of "statistical annotations" to the existing

Tariff Schedules.
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In order to fully explain this method, we have attached as
Attachment 1 a copy of oage 6-142 from the Tariff Schedules of the
United States Annotated (TSUSA) as a random illustration. On the
left side of that page there is a column marked "Item".

Underneath that column are various 5-digit item numbers, such as
item number 680.14 which covers "Taps, cocks, valves and similar
devices... Hand-operated and check, and parts thereof: of

copper.

The very next column next to Item number is entitled "Stat.
Suffix". 1In that column, there are two digits such as "20",
*30", etc. Suffix 20 relates to "check"” valves. Therefore, item
680.1420 relates to taps, cocks and valves of the "check" typs.
This "stat. suffix" along with merchandise descriptions is

described as a “"statistical annotation”.

Statistical annotations are not part of the legal text of the
Tariff Schedules of the United States. Nevertheless, as the
Committee is well aware, importers are required by law,  when
filing customs entries, to provide for statistical purposes the
information outlined in Attachment 2, which specifically includes:

"The statistical revorting number under which the articles

are classifiable.”

The statistical reporting number is the 7-digit number which is
formed by combining the 5-digit item number with the appropriate

2-digit statistical suffix. Thus, upon all entries of
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merchandise, the importer is required to report the statistical
annotation number of the imported merchandise which enables the

Bureau of the Census to collect accurate information on impoxts.

This system of utilizing statistical annotations to enable
the gathering of statistical information upon imports works
perfectly well for numerous categories of products. The only
reason why there exists a perceived lack of adequate statistics
regarding telecommunications products is that insufficient
statistical annotations for telecommunications products have been

addéd to the Tariff Schednles.

For example, unpder the curreﬁt TSUSA, there may be some
telecommunications products which are currently classified dnder
the 5~digit TSUSA item for "office machines" (item 676.30) (see
Attacnment 3) and there may be some classifiable under the 5-digit
item for "accounting, computing and other data processing
machines™ (item 676.15). (See Attachment 3). Under each of these
5-digit numbers, there are currently several different statistical
annotations (2-digit additions) which describe different types of
office machines and different types of accounting, computing and
data processing machines., The current statistical annotation may
be for "calculating machines specially constructed for multiplying
‘and dividing™ or for "photocopying machines". It is readily
apparent from examination of Attachment 3 that these statistical

annotations are written with sufficient specificity to enable the
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collection of accurate trade statistics, which is the goal of
Title II. However, under the current items 676.15 and 676.30,
\there aré no statistical annotations for telecommunications
products, such as those designed for connection to celegtéphic or
telephonic apparatus. Therefore, only inadequate trade statistics

are available for such products.

Under the proposed legislation, (S, 2618), this established
method of using statistical annotations to achieve specificity is

overlooked and instead, Title II changes the statutory language

itself under both items 676.15, and 676.30 by adding two new 5-
digit item numbers (item 676.13 and 676.28), These two item
numbers would provide for office machines (item 676.13) or
accounting, computing and other data processing machines (item
676.28) which were "designed for connection to telegraphic or
telephone apparatus or instruments or to telegraphic or telephonic
networks". This has the effect of changing the current tariff
classifications of some imported merchandise. However, the very
same results, i.e. accurate statistical gathering, could be
achieved by keeping the current 5-digit tariff classifications
(items 676.15 and 676.30) and simply adding statistical
annotations under them which would cover merchandise which was
"designed for connection to telegraphic or telephone apparatus or

instruments or to telegraphic or telephonic networks”.
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As you know, the method of adding these statistical
annotations is quite simple. 1In section 484(e) of the Tariff Act
of 1930 (19 USC §1484(e) (Attachment 4), Congress specifically
authorized and directed the Secretary of the Treasury, the
Secretary of Commerce and the International Trade Commission to

"establish from time to time for statistical purposes an

enumeration of articles in such detail as in their judgment may be
necessary, comprehending all merchandise imported into the United
States...” The statute also regquires all imoort entry forms to
specify these detailed enumerations which are established for
statistical purposes. Pursuant to the authority given in Section
484(e), a "Committee for Statistical Annotation of Tariff
Schedules" exists consisting of three members, one from the
Customs Service (Treasury Department) one from the Census Bureau
(Commerce Department) and one from the International Trade
Commission. Proposals to add statistical annotations to the TSUSA
are submitted to the committee which evaluates the need for the
annotations and decides whether to incorporate the annotation into

the Tariff Schedules.

Thus, a simple and effective mechanism for adding annotations
which allow for accurate statistical reporting is established and
authorized by statute. There is therefore no need for Congress to
change the statute itself when the less drastic method of
providing for statistical annotations is provided for. In fact,

passage of S. 2618 would set a precedent of having Congress become
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involved in changing statutory language whenever there is a need
for better statistical information. This would eliminate the
existing effective mechanism of utilizing the Committee for
Statistical Annotations of Tariff Schedules and would create the
burdensome precedent of Congressional involvement for simple

problems regarding statistical reporting.

If Title II's extensive changes to the TSUSA were adopted, we
believe that there would be significant disadvantages both to the
public and to private importers, even when no change of duty rate
is involved. As it stands now, both importers and the Customs
Service are familiar with the existing classifications of imports
by particular importers. Customs brokers have instructions from
both their client/importers and from the Customs Service as to the
correct item numbers to place upon the entry documents. Changing
these classifications by creating new and different item numbers
inevitably leads to uncertainty regarding how to classify the
imoort. This uncertainty is not just temporary in nature.
Whenever changes are made in tariff categories, it is inevitable
that the changes will lead to classification discussions with the
Customs Service, which means the necessity of meeting with Customs
and even requiring the filing of formal protests against Customs'
classification actions. When new items are added, Customs
officials in various ports throughout the country may, in good
faith, take different positions regarding where the merchandise

should be classified, whereas these guestions are now settled.
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This uncertainty as to how to enter the merchandise and the
ultimate duty rate and classification is obviously deleterious to
botn finished product importers, either U.S. or overseas based,
and those wishing to incorporate items into larger systems.
Further, it will unnecessarily create the need for time-consuming

retraining of Customs officials.

To summarize, as the purpose of Title II is to enable
collection of trade data concerning imports of telecommunications
devices, we believe there is in existence an established and
simple method of ensuring accurate and coﬁplete collection of
import data. This system will not necessitate any change of
classifications, and not burden importers or the public. Thus,
MECA urges Congress to utilize the existihg Committee for
Statistical Annotation of Tariff Schedules in order to add new
statistical annotations without changing the statute itself.
However, in the event that Congress decides that it must meke
further changes to the statutory classifications found in the
TSUSA, we believe that incorporation of the HCSS will, ultimately,
provide greater benefit, with less disruption than other methods

under consideration,
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A fe80.1) o] 6.5% ad val. 3.92 ad val. 5% ad vel.
ns 3 ne bu
10 Compression (compaction)..
i Blow,euusneanenas
10 Cravity pour (persaneac)
1 L
Taps, cocks, valves, and o
ted, uned to control the
. of 1olidy, sll the foregoing ul uru
thereol:
Kand-opersted and check, and parts thereol:
4 les0.14 OF coppar........ .- JEPITPI I FT RN $.6% ad val. 7T ad val.
10 Cnder 125 pounds vorking prassure .
129 pounds working pr and
29 L.
0 te.
.0 .
50 Lb.
60 L.
10 Lb.
L] n,
s30.18 | 00 1f Canadian article and originel
motor-vehicle aquipment (see
hesdnote i, part 63, schedule 6). Free
A Jeg0.17 Of 1ron or ste EEETTETTRe cerasaaa] 9.5 ad val. 2% ad val. 452 od val.
Of iron or stesl contuining over 2.3
pearcent cardon by weight:
0% b,
3] .
ts b,
18 [
3 Lb.
1 [
s w.
w2 w.
45 Ly,
5Q Lb.
85 .
83 Lh.
(3} s,
a8 ket th.
#80.18 | 00 1€ Canadian srcicle and original moror-
vehicle equipment ¢ headnate 2, part
8B, schedule 4)... ceveenen fUoo | Pree
A §180.19 | 0 LM teninneriiiaeiaaiiseneirianenaeseessens | Whoiiie, | 6.9 2d val. €.6% ad val. 45 ad val.
580.24 | 00 LE Cansdran erticle and original motor-
vehicle equipment (wee headaose 2, part
5, schedule #). - Pree

Yore: For (lpllnltlun wf the syabal "A" or “A*" in
the column enticled "GSP™ nacel headnote JMe).




207

TARIFF SCHEDULES OF THE UNITED STATES ANNOTATED (1934)

GENERAL KEADNOTES AND RULES OF INTERPRETATION

Page 109
(13) comparisons aze to be sade only between pravi-
s10ns of coordimate or equal stetus, i.v., detveen the
primary or mein suparior headings of the schedules ot be-
tveea coordirate inferior headings vhich are sudocrdinace
ta the same superior heading:

(4) 1f evo or wore tariff desceiptions are equally
applicadle to an artscle, such article shall be subject to
duty under the description for which the original statutory
cote 10 highesc, and, should the highest original statutory
tate be appliceble to two or wore of such descriptions, the
article shall be subject to duty under that vee of such
descriptions which first appears in the achedules:

(e} 1n the absence of specisl language or contest
vhich othervise requires ==

(1) o taratf classiFicarion controlied by use (other
than actual use) 15 to be derarmined in sccordance with
the use in the United States ar, or immediately prior to,
the date of importation, of srcicles of that class or
Kind to which the isported arcicles Selang, and the con-
trolling use i1 the chief use, t.e., the use which ex~
ceeds all acher uses (1f any) combined,

€11} a tariff classsfication concrolled by the
actual ute to which an mported articlie 18 pat in the
Umiced Stetes 1u satiafied only 1t such is 1atended
at the cime of 1mportarion, the article is $3 used, and
proof theres! 1s Furnished within ) years afcer the date
the arcicle s entered,

(€' an article 1s an chief value of a material if such
material exceeds 1n valus each other single cosponent mate-
rial of the article,

(3) & headnote provision which enumerates articles
not included in & schedule, part, or subpart te not neces=
sarily exhaustive, and the absence of o parcicular article
from 3uh headnote provision shall not be given weight in
decermining the retative specificity of competing provisions
Which descride auch article,

(h) ualess the concext requires otherwise, s tariff
description far an actaicle covers such article, whether
taresblad or not assesbled, and whether finithed or not
finished,

€13) & provision for "parte” of en article covers a
product solely or chiefly used as 4 part of such article,
but does not preva:il over & specific prov.sion for such
part.

Il. Sssuance of Mules and Regulations. The Secretary of
the Treasury 13 heredy authorited to issve rules and regu-
tations goverring the admiseron of sriicies under the pro-
visions of the schedules. Tha allowance of 4 (mporzéc’s
claim for classification, under #av of the provisions of
the schedules which provide for tutal or jartial relief
from duty or sther 1Mport resteiccioas on the basis of facce
which are not determinable from an exawination of the arti-
cle itself in 1ce condiion as ieported, 16 dependent upon
Mie complying vith any rules or regulations which may be
1849ued pursuant to this headnote.

12. The Secretary of the Treasury i1 authorized to pre-
tcribe methods of analyzing, testing, vampling, wesghing,
Rauging, measuring, or other methods of ascertainment whem~
ever te finds that such methods are necessary o determine
the physical, chemical, or other properiien of characteri
tica of articles for purposes of any lav administered by
the Custoas Service

Ceneral scatigtical hesdnoc

S LY

reed Artiel
customs entry or withdrav
articles imported inco the customs territory of the

United States shall complete the entry sowmary or vithdrawal
forms, 42 provided herein and ta regulations 1ssued pursuent
to lav, to pravide for NEatisticat purposes informstion as

follows

at

{i) the aumber of the Custows district and of tre
pOTE whece the arciclen are being entered for consumy
or warehouse, a1 shown in Statistical Annex A of the
schedul

the newe and flag of the vessel or the nawe
of the arcline, or 1n the cese of shipment by ocher
than vessel or air, the means of trensportation by
which the articles firet arcived in the United States,

(31i) the farergn poce of ladin,

(i) the Uniced States port of unleding for vessel
and air shipaents

(v} the dete of impoctation,

(vi) the cauntey of origin of the scticles enpressed
1n teras of the de ;vunan therefor 1n Statiaticel Anaen
8 of chese achedu

{vi1) che =auntry oF exporiarica expressed in cecad
of the designation therefor in Scaristical Annex B of

(visi} the date of exportation;
(1x} o dencription of the articles ia n!li:hn:
ification thereot un
l h . “ha‘u
(x) the staristieal reportin, ¢ under which
che articles are classlifiable; the -ynnl "1' placed as
& prafix to the eratintical reporting aumder when clein-
1ng duty-free treatment for an article under the Gen-
@ eralized System of Prafarences; the sywbol "C” placed
4 prefix to the statistical reporting number when
claiming duty-free treatmant for an article under the
Caribbean Besin Economic Recovery Act (CBERA);
(x1) groms weight in pounds for the articles covered
N reporting nusber when imported in vessels or

by
ac

ale,
(x11) the aet quantity in the units specified herein
tor the classification involved;

(x313) ehe V.5, doliar value in sccordance with the
defsnition of wection 402 of the Tariff Act of 1930, as
including char free of duty

{x1v} the purchese price N . the actual trana-
action value), 1n U . doltars, of iaported sarchandive
plus, when not included 1n such price, sil charges .
and expenses incurred in placing such werchandise along-
s1de the carcier at the port of exportation aa the coun=
try of exportation (of, in the case of merchandise not
acquired by purchese, ¢.§., dcquired oo consignment,
lease, or as gifts, the equivelent of such price,
charges, costs, and expens

{xv) in addition to the velue cequized under
subparagraph {x1v), 1f the merchendine van acquired
i & transaceion betwsen related parties, the equive-
lent of srw’s-length value therefor, 1n L.S dallars,
plus, whan not included in such value, all charges, costs,
and enpenses incurred in placing such merchandise
alangside the carrier at the port of exportation ia
the councry of exportation,

{lsc wupp.
1/6/86)
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Page 8-138 @ SCHEDULE 0. - METALS AND METAL PRODUCTS
Part 4, -
6-4-G
[ Stat Tnits Rates of Duty
Item Articles of
L] Quantity 1 LOOC 2
Calcutating machines; accounting sachines, cash
regioters, postage-franking machines, ticket- .
{souing machines, and similar machines, sil the
foregoing incorporeting a calculating wechaniem:
Al s76.13 Accounting, computing, and other da
chin . 4.9% ad val, 3.9 ad val. 3T od val.
10 No.
20 No.
0] QEher. ouuiinieaii "o,
§76.18 | 00 1f certified for use in civil mircrafe (
headnote 3, pert 6C, schedule 6)........ ] ®oo...n Free 133 ad val.
A9 676.20 Calculating sachines spacislly constructed
for multislying ividing... PEETH IR EPROPRI KN N TR TN 3,78 ad val. 351 ad vsl.
Tlectronic machines employing solid-stace
circuitry (4 the calculating mechani
1 Hand-hatd or POCKNt CYPA...veonern.ocnns | Noo
15
3]
19
Al678.22]1 00 Pree 358 ad val.
LY L2{ 3] 428 ad val. 3% val.
19 llu(ru.
50 Wonslectric...
LA 87625 { 00 Other,..evecnnnees Moo ] 45T ad vat, 3.9T od val. 58 ag val.
] 676,30 BREETTE I 3.7% 4d val. 352 ad val.
CYRY :
10 Oparating by reproducing th
image directly onto the copy material .
as §n costed paper copiers (direct
[ T Y e LI
12 o,«nun; by reproducing the cri
tranaferring from sn in
onto the copy material a
plain paper copiers (1ndirect process)... | Xo.
Other:
16 rnozuopy(nl achins ..., No.
[} LIN
13 Mo,
35 Yo.
» %o,
33 Mo,
676,31 §F 00 Tf certified for use in civil sircraft (see
headnota 3, part 6C, schedule 8} .. ...ciiuveiuoun [ NolL.i ] Tres 352 ad vel.
Parta of the foregoin
Afer6.50 ) 00 . 6.1% ad val. 4% 84 vel. 451 ad val.
Aq 76,52 . aee 4.5% ad val 3.9% a
10 accounting
wachines, cash r postage-franking
wachines, ticket-iasulng machines, and
simllar machinas, all the foregoing
{ncorporsting & celeuleting sechaniom......... | X
e Pects of sutomatic da
sachines end units ¢ PR B
= $0 Parts for photocopying -qulmu ]
i L3 T X

yadol "A" or "A*™ in
nersl hesdnote He).

Note: Par wxpl
the column eecitl

{3cd Supp.
6/28/84)
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19 § 1484 TARIFF ACT OF 1930 Ch. 4

Statistical eaumeration

(e) The Secretary of the Treasury, the Secretary of Commerce,
and the United States International Trade Commission are autho-
rized and directed to establish from time to time for statistical pur-
poses an enumeration of articles in such detail as in their judgment
may be necessary, comprehending all merchandise imported into the
United States and exported from the United States, and shall seek,
in conjunction with statistical programs for domestic production
and programs for achieving international harmonization of trade
statistics, to establish the comparability thereof with such enumera-
tion of articles. All import entries and export declarations shall in-
clude or have attached thereto an accurate statement specifying, in
terms of such detailed enumeration, the kinds and quantities of all
merchandise imported and exported and the value of the total quan-
tity of each kind of article.

Packages Included

(f£) If any of the certificates or documents necessary to make en-
try of any part of merchandise arriving on one vessel or vehicle and
consigned to one consignee have not arrived, such part may be en-
tered subsequently, and notation of the packages or cases to be
omitted from the original entry shall be made thereon. One or more
packages arriving on one vessel or vehicle addressed for delivery to
one person and imported in another package containing packages
addressed for delivery-to other persons may be separately entered,
under such rules and regulations as the Secretary of the Treasury
may prescribe. All other merchandise arriving on one vessel or ve-
hicle and consigned to one consignee shall be included in one entry,
unless the Secretary of the Treasury shall authorize the inclusion of
portions of such merchandise in separate eniries under such rules
and regulations as he may prescribe; except that, in the case of ar-

- ticles not subject to a quantitative or tariff-rate quota, entry for the
entire quantity covered by an entry for immediate transportstion
made under section 1562 of this title may be accepted at the port of
entry designated by the consignee, or his agent, in such entry after
the arrival of any part of such quantity at such designated port or
at such other place of deposit as may be authorized in accordance
with regulations prescribed by the Secretary of the Treasury.

Statement of cost of production
(g) Under such regulations as the Secretary of the Treasury may
prescribe, the appropriate customs officer may require a verified
statement from the manufacturer or producer showing the cost of
production of the imported merchandise, when necessary to the ap-
praisement of such merchandise.

Entry on carrier’s certificate

(h) Any person certified by the carrier bringing the merchandise
to the port at which entry is to be made to be the owner or consign-

O



